United States General Accounting Office

GAO

Report to the Chairman, Committee on -

Agriculture, Nutrition, and Forestry,
U.S. Senate

‘November 1989

FARM PROGRAMS

Conservation Reserve
Program Could Be Less
Costly and More
Effective

* GAO/RCED90-13




' United States
General Accounting Office
Washington, D.C. 20548

Resources, Community, and
Economic Development Division

B-231285
November 15, 1989

The Honorable Patrick J. Leahy

Chairman, Committee on Agriculture,
Nutrition, and Forestry

United States Senate

Dear Mr. Chairman:

In response to your request and subsequent discussions with your office, this report
discusses the Department of Agriculture’s administration of the Conservation Reserve
Program, including, among other things, its benefits and costs.

We are sending copies of this report to the appropriate House and Senate Committees;
interested Members of Congress; the Director, Office of Management and Budget; and other
interested parties.

This report was prepared under the direction of John W. Harman, Director, Food and
Agriculture Issues, who may be reached on (202) 275-5138, if you or your staff have any
questions. Other major contributors to the report are listed in appendix I11.

Sincerely yours,

J. Dexter Peach
Assistant Comptroller General



Executive Summary

Purpose

The Food Security Act of 1985 authorized the U.S. Department of Agri-
culture (UsDA) to implement the Conservation Reserve Program (CRr)—a
multi-billion-dollar program to remove 40 to 45 million acres of highly
erodible cropland from production by 1990.

The Chairman of the Senate Committee on Agriculture, Nutrition, and
Forestry requested A0 to undertake a comprehensive review of the CRp,
including, among other things, its benefits and costs.

Background

Results in Brief

About 3.1 billion tons of soil erode from the nation’s cropland each year
causing reduced long-termn productivity of the land, sedimentation of
water bodies, and damage to surface water and groundwater quality.
The ckP—administered by the Agricultural Stabilization and Conserva-
tion Service (AsCs)—was designed to address such problems that are
estimated to cause $1.84 billion in on-farm damages and from $5 billion
to $18 billion in off-farm damages, annually. The CRP also had the objec-
tives of curbing production of surplus commodities and providing
income support for farmers.

The legislation prescribed specific acreage amounts up to a total of 45
million acres that arce to be enrolled in the program each year from 1986
through 1990. Further, the act established a goal that trees should be
planted on at least 12.5 percent of the acreage enrolled in the crp.

Beginning in 1986, Usna held periodic sign-ups during which farmers
with highly erodible cropland offered their acres for enrollment in the
CRP In return for an annual per acre rental rate they werce willing to
accept. UsDA accepted all bids that were equal to or less than preset
rental rate caps that varied across the country. Farmers had to plant
conservation cover crops like grass or trees on land enrolled in the Crp.
UsDA reimbursed farmers for up to half the cost of planting the cover
Crop.

Over 28 million acres were enrolled in the CRp through December 1988,
resulting in substantial reductions in seil erosion. USDA managers, how-
ever, focused primarily on meeting the mandated acreage enrollment
requirement and tree planting goal established by the act. usna focused
less on other CRP objectives, such as improving water quality. Further,
some UShbA management actions have increased the program’s cost.
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Principal Findings

Executive Summary

CRP Benefits

Of the 28 million acres enrolled in the crP through December 1988,
about 1.7 million acres were planted with trees. While not meeting the
12.5 percent goal for tree planting, the CRP is still one of the largest fed-
erally sponsored tree planting programs. The 28 million acres already in
the Crr will reduce soil erosion by 574 million tons a year, decrease sedi-
mentation of reservoirs and streams, protect recreational resources, and
help preserve the land’s long-term productivity. The amount of damag-
ing chemicals washed into streams and lakes will decrease and fish and
wildlife habitat will be improved due to increased planting of trees and
grasses and the reduced use of chemicals. The production of surplus
commodities receiving federal price and income support payments will
be reduced, and additional income support will be provided to farmers.

While crp benefits are substantial, the overall impact and effectiveness
of the program could have been enhanced if UsbA had managed the pro-
gram to address the full range of CRP objectives instead of focusing on
the nced to enroll prescribed acreage amounts. For example, to increase
the number of trees planted, Uspa relaxed the soil erosion eligibility cri-
teria for enrolling land. While USDA’s decision to scek more tree acreage
has merit in terms of the program’s tree planting goal, the overall effec-
tiveness of the program suffered because the relaxed criteria allowed
more acreage that was not highly erodible into the CRP. As a result, the
soil savings on tree acres decreased and other bencfits, like reduced sed-
imentation and improved water quality, were not attained.

UsDA could have improved the effectiveness of the program by targeting
cropland eroding at the highest rates. Although vspa officials have
stated that reducing soil erosion was the primary objective of the CRrp,
program managers chose not to focus on the land experiencing the worst
soil losses. As a result. only about 30 percent of the most highly erodible
land is now cnrolled in the CrP. UsDA could also have improved the effec-
tiveness of CkI’ by targeting cropland that contributed most to surface
water and groundwater contamination. While UsDa has taken some steps
to address these problems, more could have been done. For the most
part, Uspa accepted improved water quality as a residual benefit of get-
ting acreage enrolled in the ¢RP. Another aspect of the program that may
restrict UspA’s ability to achieve program benefits is a legislative provi-
sion restricting the amount of land that can be enrolled in the cre to 25
percent of all cropland in a county.
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Executive Summary

CRP Costs

The 40 million-acre cre could cost over $22 billion by the time the last
contract expires in 1999. Total annual costs will peak at about $2.1 bil-
lion annually in 1990-95. e costs will be offset to some extent as farm-
ers enroll acres in the program that would otherwise be used for
growing crops covered by usba’s price and income support programs.

GAO found several areas where CRp costs could have been reduced by
about $300 million a year with minimal impact on the benefits achieved.
One area involved UsDA’s bid acceptance process. The Food Security Act
encouraged USDA to use a competitive bid process for enrolling land in
the CrpP. However. UsDA’s bid acceptance process was not competitive but
was essentially an offer system wherein CkRP payment rates frequently
were set much higher than local cash rental rates to induce enrollment in
arcas with large amounts of eroding land. Under USDA’s system, all bids
equal to or below a predetermined rental rate ceiling were accepted,
regardless of local market rental rates for the same land or what other
farmers bid. In many parts of the country, this process resulted in Crp
rental rates that were 200 to 300 percent higher than local cash rental
rates. GAO estimates that, as a result, USDA could be paying as much as
$296 million a year more than necessary for CRP rental payments.

UsbA also incurred additional costs in its tree planting initiative. GAO
found that uspa increased rental rates in the five southeastern states
most suitable for tree planting to increase the number of acres planted
with trees. The higher rental rates were paid to all farmers in the five
designated states whether or not they actually planted trees. The higher
rates are being paid on 600,000 acres where trees have not been planted,
resulting in unnecessary costs of about $30 million.

Higher costs were also incurred because Usba did not effectively imple-
ment language in its fiscal year 1988 appropriation that required USDA to
limit rental rates to the prevailing local rental rates for an acre of com-
parable land beginning with the sixth crp sign-up. In fact, USDA’s instruc-
tions to local county offices allowed Crp rental rates in many areas of
the county to continue at 200 to 300 percent of local rental rates. This
occurred because Usba county offices could include a number of add-on
factors when calculating prevailing local rental rates. For example,
county offices could add on, among other factors, an allowance for
“other”™ impacts on the value of the land over the 10-year period of the
CRP contract. Further, uspa ofticials did not establish proper internal
controls over this rate-setting process. As a result, there was little assur-
ance that the rental rate calculations were done as intended by tspa
headquarters or were done consistently and equitably.

Page 4 GAO/RCED-90-13 Conservation Reserve Program



Executive Summary

Matters for
Congressional
Consideration

Recommendations

Agency Comments

This report presents options that the Congress could use to increase the
effectiveness and sharpen the focus of the CRr. Among them are options
to (1) require UsDA to implement a competitive bid system including fac-
tors such as the land’s contribution to reducing soil erosion and meeting
other program objectives, (2) allow flexible annual and overall acreage
goals that would better enable USDA to focus on the full range of program
objectives rather than primarily on meeting the acreage goals, and (3)
modify the 25 percent limit on acreage that can be enrolled in a county
to allow Usba more flexibility to target the most highly erodible acres or
those that contribute to water quality problems. (See ch. 4.)

GA0 makes several recommendations to the Secretary of Agriculture to
improve the effectiveness of the CRp by better targeting the Crp, improv-
ing the administration of the bidding process, and improving the effec-
tiveness of USDA’s tree planting initiative. (See ch. 4.)

tsDa commented that the program was cost-effective and provided
detailed comments by Ascs and its Economic Research Service (ERS).
While Ascs disagreed with GAO’s conclusions and recommendations on
the bidding process, ERS agreed with GAO. ASCS also disagreed with GAO's
position on the tree planting initiative. GAO continues to believe its posi-
tions have merit. USDA’s comments and GAO's evaluation are discussed in
the appropriate chapters of this report and included in appendix III.
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Chapter 1

Introduction

An estimated 5.4 billion tons of soil are eroded each year on nonfederal
land. More than half of this erosion occurs on the nation’s 421 million
acres of cropland. Soil erosion contributes to the long-term decline in
agricultural productivity, air quality problems, and sedimentation and
pollution of streams and other water bodies.

Concerned about long-term agricultural productivity and the environ-
mental problems caused by soil erosion, the Congress included major
new conservation provisions in title XII of the Food Security Act of
1985. Among other things, the legislation authorizes the U.S. Depart-
ment of Agriculture (USDA) to carry out a 40- to 45-million-acre Conser-
vation Reserve Program (Crp) during 1986-90. Under the act, the
Secretary of Agriculture can enter into contracts with producers to
remove highly erodible cropland from production for 10 to 15 years in
return for annual rental payments. As part of the contract, producers
implement a USDA-approved conservation plan that usually includes
planting a conservation cover such as grass or trees on the acreage to
hold soil in place and reduce erosion. Producers are also reimbursed by

1'spa for a portion of the cost—usually 50 percent—to establish the con-
servation covet.

Title XII of the act also contained conservation compliance provisions
that require producers to develop and implement a conservation plan
for the highly erodible acres they farm. Producers who do not develop
or follow such plans lose their eligibility for USDA’s price and income
support programs. The CRP and conservation compliance provisions can
be viewed as a carrot and stick approach to conservation. The CRP
encourages produccers to remove highly erodible acres from production,
while the conservation compliance provisions require producers to prac-
tice conservation on highly erodible acres not removed from production.

1:8DA had enrolled about 28 million acres in the crp through December
1988, at an average annual rental rate of $48.50 per acre and a one-time
payment of about $37.50 per acre for establishing approved conserva-
tion cover crops. Annual rental payments for these 28 million acres
totaled about $1.4 billion. If 1'SDA succeeds in enrolling an additional 12
million acres to reach the minimum 40-million-acre CRP, as required by
the act, we estimate that program costs could total $22 billion by the
time the last contract expires.' Of course, if USDA exceeds the minimum
40-million-acre CRP, costs will be higher.

"This assumes that annual rental rates for these additional acres average about $55.58 per acre and
that the government’s share of establishment costs is about $39.46 per acre.
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Chapter 1
Introduction

Why Soil Erosion Is a
Concern

While federal outlays are high, the government receives some direct off-
setting dollar benefits from the crp. When producers enroll land in the
CRP that qualifies for payments under USDA’s annual price and income
support programs, payments for crops normally grown on this land are
not made. As of December 1988, about 64 percent (18 million) of the 28
million enrolled acres qualified for annual payments.

The crp also produces societal benefits through the reduction of wind
and water erosion on cropland. USDA estimated that the 28 million acres
enrolled through 1988 save about 574 million tons of soil annually,
resulting in the long-term preservation of cropland; reduced sedimenta-
tion; a reduction in the amount of fertilizers, herbicides, and other agri-
cultural chemicals washed into surface waters or leached into
groundwaters; and improved wildlife habitat. The extent and value of
these benefits, which depend on many variables, are discussed in chap-
ter 2.

Soil erosion is a natural process that occurs when wind and water move
topsoil, nutrients, and organic ingredients. Either the wind picks up and
carries away loose particles of soil, or rainwater running over exposed
soil washes some of it away. Wind erosion is generally considered an on-
site problem that, if left unchecked, can reduce the productivity of the
land. Water erosion is both an on-site problem that affects productivity
and an off-site problem that contributes to sedimentation and pollution
of streams and other water bodies. Western states, particularly the
Southern Plains and Mountain States, are primarily subject to wind ero-
sion. The East, Southeast, and portions of the Midwest, particularly in
the Corn Belt, suffer mostly from water erosion.

Whether caused by wind or water, soil erosion that exceeds the rate at
which new topsoil is formed can reduce productivity. Such productivity
losses generally occur over many years and may go virtually unnoticed
where the topsoil is very deep or where the loss of soil only slightly
exceeds the creation of new topsoil. Over hundreds or thousands of
years, however, even the best and deepest topsoils can erode to the
point where they become unproductive.
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Chapter |
Introduction

CRP Objectives

A recent study of UsDA’s Economic Research Service (ERS) shows the
long-term impact on productivity of wind and water erosion.? ERS calcu-
lated that crop yields could decrease by 3.6 percent nationally over the
next 100 years at the current rate of erosion and that these losses, com-
bined with the costs of increased fertilizer used to partially offset the
productivity loss, could total about $184 billion. This figure is based on
constant 1989 dollars. The present values of these costs would be less
than $46 billion at a 4 percent real discount rate. The greatest decrease
in yields would occur in the Northeast (8.2 percent), Appalachia (4.8
percent), and the Corn Belt and Lake States (3.7 percent each)—areas
affected primarily by water-caused erosion. The Corn Belt accounts for
over one-third of the total potential dollar loss because of the large
number of acres affected and a relatively large decrease in yields.
Nationally, over 61 percent of the cropland could suffer productivity
losses of less than 2 percent and about 90 percent could suffer losses of
less than 8 pereent. However, productivity could decline by 8 percent or
more on almost 40 million acres or about 9 percent of all cropland.

In a separate study, £rs examined the off-site effects of soil erosion, pri-
marily the sedimentation and pollution of streams and other water bod-
ies.” ERs estimated that the value of off-site damages ranges from about
$5 billion to $18 billion annually and will total $500 billion to $1.8 tril-
lion over the next 100 years, while cautioning that the effects and val-
ues are difficult to calculate accurately. These figures reflect constant
1989 dollars. At a 4 percent real discount rate, these costs would have a
present value of about $125 billion to $450 billion. ERS also noted that
erosion from cropland may be responsible for up to 50 percent of these
costs. Off-site damages are therefore potentially far greater than on-site
damages.

The purpose of the ckr is . . . to assist owners and operators of highly
erodible cropland in conserving and improving the soil and water
resources of their farms or ranches.”” The Food Security Act of 1985 also
gave the Secretary the discretion to include in the program *. . . lands

“Soil Erosion. What Effect on Agricultural Productivity?, ERS Agriculture Information Bulletin

Number 556, January 1989.

“Water Quality Benetits From the Conservation Reserve Program, ERS Agricultural Economic Report
Number 606, February 19849
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Chapter t
Introduction

How the CRP Works

that are not highly erodible lands but that pose an off-farm environmen-
tal threat or, if permitted to remain in production, pose a threat of con-
tinued degradation of productivity due to soil salinity.” Accordingly, the
CRP was envisioned as achieving multiple objectives, including

reducing soil crosion,

protecting long-term agricultural productivity,
reducing sedimentation in streams and along roads,
improving water quality,

improving fish and wildlife habitat,

curbing production of surplus commodities, and
providing some needed income support for farmers.

Thus, the crp places environmental goals alongside traditional farm pol-
icy goals of supporting income and reducing surplus commodity
production.

The legislation also mandates that highly erodible land be enrolled in the
program at a rate of not less than 5 million acres in 1986, not less than
10 million acres in cach of the years 1987 through 1989, and not less
than 5 million acres in 1990, up to the maximum of 45 million acres.
Further, the law set a goal of having, to the extent practicable, not less
than one-eighth (12.5 percent) of the total acres planted in trees.

Within tspa, the Agriculture Stabilization and Conservation Service
(AsCs) administers the ¢rp, with assistance from the Soil Conservation
Service and the Forest Service. AsCs established and implements enroll-
ment procedures and determines eligibility in conjunction with the Soil
Conservation Scrvice, The Soil Conservation Service, in addition to
assisting with cligibility determinations, provides technical assistance to
producers in selecting and establishing grass conservation cover. The
Forest Service provides technical assistance to producers in sclecting
and establishing tree conservation cover.

Enrollment Procedures

The ¢rp is a voluntary program. usba holds periodic sign-ups during
which producers can bid the number of highly erodible acres they wish
to enroll in the Cke and their desired annual rental rate. Nine sign-ups
had been held through August 1989. After cach sign-up, USba compares
the bids it received to the maximum acceptable rental rate it established
for each of 139 geographic arcas throughout the country. Bids less than
or equal to the maximum acceptable rental rate are accepted provided
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Chapter )}
Introduction

they meet all eligibility criteria.’ In the fourth sign-up, UsDa also paid a
bonus of $2 per bushel per acre to producers enrolling corn acres.

Of the nine sign-ups to date, three were in 1986, two were in 1987, two
were in 1988, and two were in 1989. The 139 geographic areas are
referred to as bid pools, because in theory the producers in each area
compete or bid against each other to enroll their acres. In practice, ASCS
has accepted all bids at or below the maximum rental rate established
for each area.

Eligibility Requirements

In order to be eligible for the crp, land must (1) have been owned or
operated by the person enrolling the land since 1985 or 3 years prior to
enrollment, (2) have been planted to an agriculture commodity for 2 of
the 5 years from 1981 to 1985, and (3) be highly erodible.”

:3pa defines highly erodible land as land in certain capability classes or
land with actual or potential erosion above certain levels. USDA’s Land
Capability Class (1.cC) system groups land into eight classes based on its
ability to produce crops without reducing its productivity, with Lcc I
being best and Lcc VIII being worst. USDA measures actual and potential
erosion in relationship to T, which is the maximum average annual soil
loss that will indefinitely permit a high level of production on a specific
soil. The T value for most soils is about 5 tons per acre per year, but can
be as low as 1 ton per acre per year. If land is eroding at a rate of 20
tons of soil per acre per year and has a T value of 5 tons of soil per acre
per year, it is eroding at 4 times its T value or 4T.

UsbA defines highly erodible land as any field two-thirds of which con-
sists of land

in Lce VI-VI, or
in LCC HI-V and with actual erosion equal to or greater than 3T, or

VThis procedure was modified somewhat after the fifth sign-up to comply with a provision of P.L.
100-202, an Act Making Appropriations for Rural Development, Agriculture, and Related Agencies
Programs for the Fiscal Year Ending September 30, 1988, and for Other Programs. This provision
requires that annual CRP rental payments not exceed “the prevailing local rental rate for an acre of
comparable land.™

*The Food Security Act provides for exceptions to the highly erodible requirement for land entering
the CRP. The exceptions include land that poses an off-site environmental threat or that contributes
to soil salinity. However, 1ISDA did not use its authority in this area until the eighth sign-up in Febru-
ary 1989.
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Chapter 1
Introduction

Program Funding

in 1.cc I1-V and with actual erosion equal to or greater than 2T and seri-
ous gully problems, or

with potential erosion equal to or greater than 8T and actual erosion
greater than 1T (potential erosion is the amount of erosion that would
oceur if the land were bare).

UsDA estimates that about 101.5 million acres of cropland meet the above
criteria and that these acres account for over 63 percent of all cropland
erosion.

Beginning with the sixth sign-up, USDA expanded its eligibility criteria to
make land that was not highly erodible eligible for the crp. Effective
with the sixth sign-up, filter strips consisting of land 66 to 99 feet wide
bordering waterways could be enrolled without regard to LCC or actual
and potential erosion. In addition, if the producers enrolling land agreed
to plant trees, their land could be enrolled if one-third of their fields had
an actual erosion rate of 2T. In the eighth sign-up, vsba allowed produc-
ers to enroll wetlands previously converted to agriculture production
and land subject to erosion from periodic flooding of nearby streams if
the producers agreed to plant trees or, when approved by USDA, grasses.
About 220,000 acres were enrolled during the cighth sign-up as a resuit
of this change.

The Food Security Act did not establish any funding levels for the Crp.
Rather, funding is authorized as part of USDA’s annual appropriation.
Since no limit was placed on either annual or total program costs, the
only constraint on the cost of the CRP is the Congress’ willingness to
appropriate funds annually.

To a large extent, however, the level of funding has been predetermined
by the number of acres enrolled by USDA and the per acre payment rate.
While all CRP contracts contain a clause that allows UsDa to effectively
cancel the contract if funds are not available to pay the annual rental, it
is unlikely that this would occur because of the implied commitment of
the federal government to the contract. As a result, the Congress’ pre-
rogative to decide whether to fund the program on an annual basis has
largely been relegated to approving funds to pay for commitments that
tspa has already made.

During ftiscal years 1986 and 1987, the program did not require that
annual appropriations be made directly by the Congress. Instead the
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Chapter 1
Introduction

Objectives, Scope, and
Methodology

program was funded out of the Commodity Credit Corporation’s revolv-
ing fund. Programs funded through the revolving fund do not require
individual appropriations; rather, the fund itself receives an appropria-
tion to make up for any shortfall in revenues over expenditures regard-
less of the program involved. Beginning in fiscal year 1988, the cky was
funded from the revolving fund to the extent that an annual appropria-
tion to the fund was made specifically for the crp.

We made this review at the request of the Chairman, Senate Committee
on Agriculture, Nutrition, and Forestry, who asked that we comprehen-
sively review the crp. As agreed with the requester, our objectives were
to evaluate the benefits of the crp, including its adequacy in addressing
off-tarm environmental threats and loss of productivity from soil salin-
ity (ch. 2) and the costs of the CrP (ch. 3).

Additionally, we reviewed the relationship between the Crp rental pay-
ments and current land values and rental rates and the need and advisa-
bility of incentives, such as the $2 per bushel corn bonus (ch. 3).

The scope of our work and methodologies used to meet these objectives
are summarized below, and additional information about our methodolo-
gies is included in appendixes I and 11

genefits of the CRP

To evaluate the benefits of the CRp, including its adequacy in addressing
off-site environmental threats and loss of productivity from soil salinity,
we

reviewed relevant literature and interviewed UsDA program officials
about the benefits derived from the acres being enrolled;

analyzed uspa computerized CRP contract file information to determine
the number and location of acres being enrolled, as well as the increase
in tree planting and the reduction in erosion and surplus commodity pro-
duction on these acres; and

compared the location and amount of erosion on CRP acres with the loca-
tion and amount of cropland erosion reported by USDA to determine the
extent to which the most highly erodible acres and acres contributing to
off-site effects of ¢rosion and soil salinity are being enrolled.
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Chapter 1
Introduction

Costs of the CRP

To determine the costs of the Crp, we reviewed major studies that have
been done on the Crp, including those by Uspa and the American Farm-
land Trust, a private group interested in agricultural issues. After
reviewing these studies to gain a thorough understanding of their
assumptions and methodologies, we developed our own estimates by
changing the assumptions to reflect more current information on acres
enrolled in the CRp, enrollment costs, and other related factors. We then
analyzed those assumptions and data to estimate the annual and total
programn costs.

Relationship Between CRP
Rental Payments and
Current Land Values and
Rental Rates

The objective of this portion of our analysis was to determine whether
CRP rental rates were higher or lower than prevailing land values and
rental rates for land not enrolled in the CRP. To determine the relation-
ship between CRP rental rates paid to producers and current land values
and rental rates, we compared the average CRP rental rate and the maxi-
mum acceptable rental rate by county, with local Uusba officials’ esti-
mates of the average dry land value and rental rate. We used both the
average CRP rental rates and the established maximum acceptable rental
rate because the latter formed a bid cap on the rates that were accepted
by uspa. As such, many of the bids collapsed around the maximum
acceptable rental rate. In this portion of the analysis, we used data from
1985, 1986, and 1987 since those were the latest available at the time we
did our detailed fieldwork.

Because the maximum acceptable rental rates reflect CRP rental rates
and cash rental rates reflect local land values, we attempted to demon-
strate the effect of any variations between these rates by analyzing Crp
enrollment patterns. Specifically, we determined the extent to which crp
enrollment increased as maximum rental rates increased relative to local
rental rates. The local rental rate data we used were provided by USDA.
We do not know the extent to which these currently prevailing rates are
representative of rates on 10-year leases, as opposed to shorter term
leases.

Additionally, we assessed the process used by USDA to ensure that CRP
rental rates were not excessive compared to prevailing local rental rates
for comparable land. This limitation on CRP rental rates was placed on
the program as part of 1'SDA’s fiscal year 1988 appropriation act. To
determine the basis for setting the rates, we obtained information from
local Uspa officials on the procedures used to set the rates for a random
sample of 800 bids.
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Chapter 1
Introduction

Need and Advisability of
Incentives

To determine the need and advisability of incentives used in the CRP, we
focused our review on the two major targeting incentives used by
UsbA—the corn bonus and the setting of higher rental rates in areas
likely to plant trees. Under the corn acreage incentive, USDA offered a $2
per bushel per acre bonus to producers for enrolling corn acreage into
the CRP during the fourth sign-up. As a tree planting incentive, USDA ini-
tially set higher maximum acceptable rental rates in prime tree growing
areas of the country to provide producers an incentive to plant trees as
the cover crop on the acreage they enrolled in the CRP. In both instances
we analyzed both the costs and the results of these efforts.A large part
of our analysis was based on the results of two questionnaires that we
sent to a random sample of producers who received corn bonuses, or
who were in the prime tree planting areas targeted by UsDa but did not
plant trees.

We conducted our review from July 1987 through February 1989 at
USDA headquarters in Washington, D.C., the uspa Kansas City Manage-
ment Office where USDA maintains its computerized CRP contract files,
and at various USDA state and county offices. Our review included the 28
million acres enrolled through the seventh sign-up that ended August
31, 1988. Our review did not include the 2.5 million acres enrolled in the
eighth sign-up during February 1989 or the ninth sign-up in July 1989
because enrollment information for these sign-ups was not available
until after our review was completed.

We did not independently verify the accuracy of local UsDa officials’
estimates of dry land values and rental rates or USDA estimates of the
location and extent of eroding cropland available for enrollment in the
CRP. The local rental rate data we used were provided by UsDA. We do not
know the extent to which these currently prevailing rates are represen-
tative of rates on 10-year leases, as opposed to shorter term leases. We
did, however, consider known limitations in these data when making our
analyses. We made our review in accordance with generally accepted
government auditing standards.
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Program Benefits Are Significant, but More
Could Have Been Done

Program Results Are
Significant

The Crp enrolled 28 million acres during the first 3 program years—a
rate of enrollment slightly ahead of the mandated 25 million acres to be
enrotled through 1988. In addition, 1.7 million acres or 6 percent of the
28 million acres will be planted to trees—a rate of enrollment that is
about one-half of the program’s tree planting goal. Judged solely on the
basis of meeting the mandated annual acreage requirements, the CRp
appears to be highly successful. While the program has been less suc-
cessful in meeting the tree planting goal, the tree acreage enrolled to
date is still an impressive total that makes the CRP one of the largest
publicly sponsored tree planting programs ever.

However, the CRP is a multiple objective program that is intended to
address a variety of problems in American agriculture and the environ-
ment. These objectives go beyond the specific acreage requirement and
tree planting goal to address soil erosion, sedimentation, production of
surplus commoditics. long-term agricultural productivity, adverse envi-
ronmental effects from agricultural chemicals, wildlife habitat, and
farm income support.

An evaluation of the ¢rP against these other, more qualitative objectives
shows that USDA has not been as successful in achieving the full range of
program objectives. Rather, usbA concentrated on meeting mandated
acreage enrollment requirements and the tree planting goal. However,
because Uspa treated thesce other objectives as secondary, the CRP's
potential impact has been diminished. While these objectives were
achieved to & certain extent by the fact that 28 million acres were taken
out of production, Uspa could have done more to address the program’s
full range of objectives. Specifically, 1Sba did not (1) target the most
highly erodible acreage for enrollment, (2) target acreage that caused
the most environmental damage, and (3) limit the amount of non-eroding
land that entered the program as part of the tree planting initiative.
While not pursuing these possibilities enabled UsDA to meet its mandated
acreage requirements. the Department’s choices reduced the program’s
potential to reduce soil erosion and sedimentation and control on-site
and off-site environmental damage.

Results of the first seven Crr sign-ups through 1988 show that there
have been accomplishments in meeting program objectives. Over 28 mil-
lion acres werce enrolled in the ¢rp through the first seven sign-ups—
slightly ahcad of the 25 million acres mandated at that point in the pro-
gram. About 1.7 million acres (6 percent) are planted in trees. While less
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than the 12.5 percent goal, the 1.7 million acres makes the CRP one of the
largest publicly sponsored tree planting prograrns ever.

According to 1spa, soil erosion will be reduced by about 574 million tons
per year or about one-tenth of the yearly total from nonfederal land and
nearly 20 percent of the yearly total from cropland. The reduction in
soil erosion will help reduce sedimentation of reservoirs and streams
and protect recreational resources.

The 28 million acres enrolled to date will also help preserve long-term
agricultural productivity because the land must be protected during the
10-year CRP contract period by planting a conserving cover crop such as
grass or trees. Moreover, some land may be protected longer since it may
not be returned to production at the end of the Ckp contract period. This
is especially true for the acres planted to trees since it is generally more
difficult to return tree acres to production than grassland.

The reduced use of fertilizer and other agricultural chemicals will
reduce the amount of damaging chemicals washed into streams and
lakes by about 5 percent. While these reductions will not necessarily
result in any given stream or lake suddenly becoming clean, they will
slow or reduce the amount of damage being done. A February 1989 Ers
study estimated the surtface water quality benefits associated with the
first 23 million acres enrolled in the crp.! According to ERS, the present
value of the surface water quality benefits gained over the 10-year life
of the contracts is about $2 billion. In addition, ERs estimated that these
benefits will increase to $3.7 billion if 45 million acres are eventually
enrolled. To provide some perspective, ERS estimates that there are
about $5 billion to $18 billion in yearly damages to surface water
quality.

Fish and wildlife habitat are expected to improve because of the grass
and trees planted on CRP acres, and the reduced use of agricultural
chemicals. While the program’s precise contribution to this objective is,
at best, difficult to measure, wildlife experts anticipate improvements
because of the Crey.

Of the 28 million acres enrolled in the crp through 1988, about 18 mil-
lion (64 percent) qualitied for payments under USDA’s annual price and

'"Water Quality Benefits From 1he Conservation Reserve Program. ERS Agricultural Economic Report
Number 606, February 1989.
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Greater Soil Erosion
Benefits Could Have
Been Achieved If
USDA Had Targeted
the Highest Eroding
Land

income support programs. As a result, the program has reduced the pro-
duction of crops that are in surplus. Almost 47 percent of the enrolled
acres that qualified for payments were wheat acres and 17 percent were
corn acres. Sorghum and barley acre reductions were about 12 percent
each. Some of the remaining 10 million acres were also used to raise
these crops but, for one reason or another, did not qualify for program
benefits. Reduced crop production as a result of crp, particularly for
crops that are in over-supply, like corn, tends to increase market prices
for these crops and, in turn, helps stabilize farm income. This condition
allows for lower government price and income support payments.

Another objective of the program—to provide income support to farm-
ers—is being met through the crp rental payments. Currently, UsDa is
making $1.4 billion in annual rental payments to participants.

These results are substantial, but they were achieved with a manage-
ment approach that emphasized meeting the mandated acreage require-
ment and the tree planting at the expense of other program objectives.
Thus, the CrP’s full potential was not achieved.

Although USDA officials have stated that reducing soil erosion was the
primary objective of the CRP, USDA chose not to target cropland eroding
at the highest rates. In addition, USDA relaxed the implementing regula-
tions for the conservation compliance provisions of the Food Security
Act of 1985 that were designed, in part, to encourage enrollment of the
most highly erodible cropland in the cre. As a result, 70 percent of the
most highly erodible land eligible for the program, as measured by
actual erosion, had not been enrolled through 1988. To some degree,
however, USDA’S ability to target and enroll the most highly erodible land
is limited by the provision of the act that restricts enrollment to 26 per-
cent of cropland in any one county. Even so, targeting its efforts toward
cnrolling the most highly erodible land would have allowed usDa to fur-
ther enhance the objective of reducing soil erosion.

The Most Highly Erodible
Land Was Not Targeted

Through the first five sign-ups, any land that met minimum erosion eli-
gibility criteria could be enrolled if a producer’s bid amount was at or
below the maximum bid level established by t:spA. The same procedures
were followed in the sixth and seventh sign-ups, except that the mini-
mum erosion criteria were relaxed if producers agreed to plant trees and
climinated entirely if the enrolled acres served as a filter strip.
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was eroding at 10 times the soil loss tolerance level (10T) or more, the
most highly erodible acres. Those acres account for 29 percent of total
CRP soil savings. Of the 9.1 million cropland acres eroding at 10T or
more, 6.4 million acres are not enrolled. Increased enrollment of these
acres could have significantly increased the CRP soil savings.

UsDA could have targeted the enrollment of the most highly erodible land
by evaluating bids on the basis of their contribution to reducing soil ero-
sion or on the basis of the cost per ton of soil saved. USDA officials had
information available to identify soil erosion levels of land offered for
enrollment. Including soil erosion criteria in USDA’s bid acceptance sys-
tem would have increased enrollment of cropland eroding at the highest
rates and increased program effectiveness.

Further, USDA chose to relax its initial proposed rules for implementing
the conservation compliance provisions of the Food Security Act of 1985
that would have served to target and encourage enrollment of the most
highly erodible acres in the Ckp. These provisions require producers not
participating in the ¢rp 10 develop and implement a Usba-approved con-
servation plan for the highly erodible acres they farm. Failure to do so
would result in the loss of USDA price and income support program
benefits.

USDA's initial proposed rules required producers to implement conserva-
tion plans by 1995 that would reduce erosion from their farming opera-
tion to 1T in most instances or lose all government farm program
benefits. UsDA found that such plans were not economically feasible for
the most highly erodible acres because of the need to install terraces or
take other costly measures to achieve acceptable levels of erosion. This
left producers who were dependent on farm program benefits and
whose land consists primarily of the most highly erodible acres with two
options—remove their land from production or enroll it in the CrP, both
of which would force them out of farming.

Because of its concern about the possible adverse impact of the pro-
posed rules, USDA relaxed the final conservation compliance rules to
allow alternative conscrvation plans instead of requiring that erosion be
reduced to a specified level as initially proposed. Alternative conserva-
tion plans enable producers to continue farming their most highly erod-
ible acres but still require significant reductions in erosion from these
acres. USDA's decision is understandable in view of its policy not to force
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anyone out of farming. However, USDA’s decision to relax the conserva-
tion compliance rules removed the only existing nonmonetary incentive
to encourage and target enrollment of the most highly erodible acres in
the CRP.

County Limit Restricts
Enrollment of Some Highly
Erodible Land

The Food Security Act of 1985 limits the amount of land enrolled in the
CRP to 25 percent of the cropland in a county. USDA estimates that 31
percent of the 101.5 million acres of highly erodible land that would
otherwise be eligible for the CRP is not available because of this limit. As
a result, many producers in counties with eligible land in excess of the
limit will not be able to enroll highly eroding land in the CRp.

The Congress imposed this limitation to avoid problems experienced
with earlier conservation programs in which, without a limit, producers
enrolled the majority of cropland in many counties with adverse effects
on the agriculture-dependent economies of those counties. The act
allows the Secretary to waive this limit if a determination is made that
the waiver will not adversely affect the economy of the county for
which the waiver is granted. In using this authority, the Secretary, with
three exceptions, has granted waivers only to complete the enrollment
of acres offered during the sign-up period in which the limit was
reached. He then closed enrollment in subsequent sign-up periods.

The exceptions were made for three counties in the Southeast because
usha wanted to encourage tree planting in these counties. Two of these
counties are allowed to enroll up to 40 percent of their cropland and the
third county up to 50 percent. No exceptions have been made for pro-
ducers to continue enrolling the most highly erodible acres. So far,
enrollment has been closed in 55 of the 2,326 counties enrolling land in
the Cre because of the 25 percent limit.

As aresult of this limit, some producers in counties with highly erodible
land in excess of the limit will not be able to enroll their land, even
though in some instances their land is eroding severely and should be
taken out of production. For example, Yoakum County, Texas, has
294,000 acres of eligible land, but only 74,500 acres were available for
enrollment because of the 25 percent limit. With g waiver, local Uspa
officials enrolled 76,000 acres but are no longer accepting offers to
enroll acres. These officials estimate that about one-half of the remain-
ing 218,000 eligible acres is eroding in excess of 10T and should be taken
out of production.
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USDA Did Not
Specifically Address
Water Quality
Problems Through the
CRP

Consequently, to the extent that highly erodible land is locked out of the
program because of the 25 percent limit, USDA’s ability to target the most
highly erodible land for enrollment in the Crr is affected. Nonetheless,
with only 55 counties prevented from enrolling additional acreage in the
CRP, there is still ample opportunity for USDA to target the most highly
erodible land for inclusion in the program.

The CrP has been cited by the Congress and others as an opportunity to
address the off-site damages of crop production—surface water and
groundwater degradation. However, UsDA has taken little action to spe-
cifically address either surtface water or groundwater quality problems
and, when establishing maximum acceptable rental rates, tended to
favor areas suffering predominately from wind-caused erosion over
areas suffering predominately from water-caused erosion problems.

Various estimates place cropland erosion damage to surface water qual-
ity alone at billions of dollars annually. This argues for targeting erosion
control efforts to lands that are the primary contributors to off-site
damage as a means of attacking both on-site and off-site problems at
once. Acres subject. to water erosion would fall into this category since
water erosion contributes to both on-site and off-site problems.

Until the sixth sign-up, however, after 22 million acres had already been
enrolled, UsDA implemented the CRP as an erosion control program with
no specific initiatives to address surface water issues. Consequently,
CRI's potential effects on surface water quality have not been realized.
In addition, UsDA’s implementation of the crp favored enrollment of land
most subject to wind erosion, even though it is generally recognized that
water-caused erosion results in more damage.

Agricultural activity that impairs groundwater is not as well docu-
mented as is the damage to surface water, but it is an issue of national
concern because over 97 percent of rural Americans and nearly half of
the total population rely on groundwater for drinking and household
uses. ERS has estimated that 75 million acres of cropland lie above
groundwater resources considered vulnerable to contamination from
pesticides and fertilizers. gspa did not exercise its authority to address
this problem through the Crp. In addition to pesticides and fertilizers,
salinity is a threat to groundwater quality in areas such as the northern
Great Plains, which has an estimated 3 million vulnerable acres. vspa
could have enrolled such land under its authority to use the Crp to pro-
tect groundwater or under its authority to enroll land threatened with
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productivity losses from soil salinity. However, USDA did not specifically
address this problem. Affected areas were eligible for enrollment only if
they met the basic ckp eligibility criteria for soil erosion.

Currently, there is no comprehensive national data base that contains all
of the information Usva would need to fully identify areas where there
are surface water and/or groundwater problems or specific cropland
that contributes to these problems. However, much of the needed infor-
mation is available from the Environmental Protection Agency and state
and local organizations. To get this needed data and to help the Crp bet-
ter achieve its water quality objectives, Usba will have to better coordi-
nate with these other organizations.

USDA Has Not Fully
Utilized the CRP’s
Potential to Address
Surface Water Quality
Problems

The Food Security Act gives the Secretary authority to include lands in
the CRp that are not highly erodible but that pose an “off-farm environ-
mental threat . . . .” The implementing regulations specifically identify
water quality improvement as a program objective. However, USDA con-
siders water quality improvement as a secondary benefit that may
result from reducing soil erosion. Thus, through the fifth sign-up, uspa
based Crp eligibility strictly on soil erodibility, whether caused by wind
or water, and did not attempt to target land that might improve water
quality. As a result, minimal surface water quality improvement can be
attributed to the cre.

The Conservation Foundation—a nonprofit organization dedicated to
the conservation of America’s natural resources—estimates that
cropland erosion’s direct and indirect damages to surface water quality
may be $3.1 billion annually and could easily exceed the on-site produc-
tivity impacts of erosion. In January and February 1988, Resources for
the Future (a conservation research organization) and the Environmen-
tal Protection Agency released draft reports concluding that, as of the
fourth sign-up, the ¢k’ had had minimal impact on water quality. During
this time and through the fifth sign-up, any positive impacts of CRP on
water quality resulted solely from the existence of the program, that is,
simply taking highly crodible land out of production. It was not until the
sixth sign-up, after 22 million acres had been enrolled, that USDA took
specific action to address surface water quality issues. At that time,
USDA expanded the crr eligibility criteria to include filter strips for
cropland that poscs s substantial threat to the degradation of water
quality . .. .7 Filter strips are 66- to 99-foot wide strips of grass, shrubs,
or trecs planted on cropland along streams and waterbodies to reduce
the amount of sediment and chemicals entering surface water resources.
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During the sixth and seventh sign-ups, a total of 29,652 filter strip acres
(covering approximately 2,500 stream miles) was enrolled.

Land enrolled as a filter strip does not need to be highly erodible, but it
must pose a “substantial threat to the degradation of water quality” and
be “capable of reducing damage by sedimentation and associated pollut-
ants.” llowever, county officials in the 10 counties with the highest
number of filter strip contracts told us that any bid for a filter strip was
accepted provided that the land was next to a permanent waterbody,
the ownership and cropping history requirements were met, and the bid
did not exceed the maximum acceptable rental rate. None of the officials
determined that the land involved posed a threat to water quality and
most did not know how such a determination would be made. Most of
the officials said that the filter strip criteria were viewed as merely
another way of enrolling additional acreage in the CRpP, not as a serious
attempt to address water quality.

USDA Favored Wind- Over
Water-Caused Erosion

uspa implemented the crP in a way that favored wind-caused erosion
over water-caused crosion. While both wind- and water-caused erosion
result in productivity losses to farmers, water-caused erosion is gener-
ally considercd the greater and more costly societal problem because of
off-site damages that result. However, usbA’s bid system favors wind-
over water-caused crosion because USDA offers higher annual payments
in relationship to local officials’ estimates of cash rent values in geo-
graphic areas suffering predominantly from wind erosion. As a result,
enrollment is higher in arcas with wind erosion problems. While this
approach has resulted in more acrcage entering the program, it has con-
sequences in terms of other program objectives, such as improved water
quality. reduced sedimentation, or improved fish habitat, because these
objectives are met primarily through the enrollment of land with water-
caused erosion.

The bias in favor of wind-causcd erosion occurs because USDA pays
higher annual CRP rental payments in relationship to local cash rental
rates in the mountain and plains states where wind is the primary cause
of erosion. For example, Usba paid 183 percent of local officials’ esti-
mates of prevailing cash rental rates in the mountain and plains states,
compared to 108 percent in the remainder of the country. Accordingly,
more acres are cnrolled in the mountain and plains states. USpa officials
told us that higher rates were paid in the mountain and plains states, in
part, because of the large number of eligible acres in these states.
Becausc of the way 1spy implemented this part of the crp, farmers in
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other parts of the country with acreage suffering from the relatively
more damaging water-caused erosion had less incentive to enter the
program.

Over 60 percent of the CrRP acres and soil savings are in the mountain
and plains states that suffer predominately from wind erosion, as shown
in table 2.1, while less than 40 percent of the acres and soil savings are
in the remainder of the country that suffers predominantly from water
erosion.

Table 2.1: Extent to Which Program
Design Favors Wind- Over Water-Caused
Erosion

Percentof soil loss on Percent of soil

eligible acres trom Percent of saved on

Region wind Water Total enrolled acres enrolled acres
Mountain states 3 3 16 20 9
N Plains states 5 7 12 s T T T
S. Plains states 2 3 25 "6 T 2
Subtotal® % 13 53 e1 " &6
Northeast siates i 3 3 1 b
Lake states - . -
Corn belt states < - N
Appa?a-chiah.s.!ales b _7 ‘A7 T _3N ST _4
Southeast slates S
Delta stales ' L D T
Pacffic state 1 2 3 T Ts 77773
Subtotal? 4 43 47 T3 T 2
Total 44 56 100 100 100

'May not add due 1o rounding

“Less than 0 5 percent.

Setting higher rental rates in areas suffering primarily from wind-
caused crosion has very little, if any, adverse impact on the program
objectives to reduce soil crosion, preserve the land’s productivity,
reduce production of surplus commodities, and provide income to farm-
ers, as these objectives can be met through the enrollment of land with
either wind- or water-caused erosion. However, UiSDA’s approach has had
an impact on the programn’s ability to meet the objectives of improved
water quality, reduced sedimentation, and improved fish habitats,
because these objectives are met primarily through the enrollment of
land with water-caused crosion. Given the Secretary’s discretionary
authority to permit acreage to enter the program that was not highly
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erodible if it contributed to off-site environmental damage, a more bal-
anced approach would have improved usDA’s ability to meet the pro-
gram’s full range of objectives. Water quality contributions as well as
reduced soil erosion could have been included in UsDA’s bid acceptance
process to better target the acres enrolled in the CRrp.

USDA Has Not Used the
CRP to Address
Groundwater
Contamination

Agricultural activity that impairs groundwater quality is not as well
documented as is the damage to surface water quality, but it is an issue
of national concern. Over 97 percent of rural Americans and nearly half
of the total population of the United States rely on groundwater for
drinking and household uses. USDA’s Economic Research Service has esti-
mated that groundwater resources lying under nearly 103 million acres
of agricultural land may be vulnerable to contamination. Eighty-six mil-
lion of these acres cannot be enrolled in the Crp because they do not
meet the soil erosion eligibility criteria established by USDA. For the 17
million acres that are currently eligible, the potential for contamination
from pesticides and fertilizers could be reduced if they were enrolled in
the crp. However, like soil erosion reductions and surface water quality
problems, USDA has not specifically identified and targeted these acres
for enrollment and has no estimate of the number of these acres that
have been enrolled to date.

In the northern Great. Plains, a problem commonly referred to as *‘saline
seep”” is threatening the groundwater resources beneath an estimated 3
million acres of cropland. Saline seep results when excess water with
dissolved salts runs oft ¢cropland and causes high concentrations of salt
in lower lying areas. In addition to threatening groundwater resources,
high soil salinity greatly reduces or entirely eliminates the productivity
of cropland. UsDA has taken no specific steps to address this problem
through the Cre and has no estimate of the number of affected acres
that have been enrolled to date under the basic eligibility criteria or the
acres that need to be enrolled. One expert in Montana contends that the
impact of the Crr on the saline seep and related groundwater contamina-
tion problem is likely minimal.

Better Coordination
Needed to Enroll Land
Contributing to Water
Quality Problems

There is no comprehensive national database that identifies areas suf-
fering from surface water or groundwater quality problems or specific
cropland that contributes to these problems. Therefore, high levels of
coordination are required to effectively utilize information sources that
do exist.
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Tree Planting
Initiative Increased -
Enrollment of Acres
That Were Not Highly
Erodible

Existing sources of information that usDa could use to identify and tar-
get cropland contributing to water quality problems include reports
required under the Clean Water Act of 1977 (P.L. 95-217) and the Water
Control Act of 1987 (P.L. 100-4) and the Association of State and Inter-
state Water Control Administrators’ 1985 report entitled America’'s
Clean Water. These reports describe the location, nature, and extent of
water quality problems identified to date and could serve to target spe-
cific geographic arcas for enrollment in the CRp.

Effective use of these and other sources would require increased coordi-
nation between tisba and other governmental and private agencies,
because no one agency may have all the information needed or c¢an pro-
vide the comprehensive effort needed to address water quality prob-
lems. Consequently, USDA program managers would need to establish
close working relationships with the Environmental Protection Agency,
state and local water quality agencies, and private conservation groups
to avail themselves of the data and resources that already exist. Using
these data, program managers could better achieve the CRP’s water qual-
ity objectives.

As part of the kP, USDA was given a legislative goal of having 12.5 per-
cent of all Crp acres planted with trees as the conservation cover. In an
effort to mect this goal. UspA relaxed the crr eligibility criteria for par-
ticipants willing to plant trees. Prior to this change in eligibility criteria,
which occurred during the sixth sign-up, USDA was not attaining the tree
planting goal. While 11sba’s decision to seek more tree acreage has merit,
we do not believe it was the best decision given the full range of crp
objectives—particularly those relating to reduced soil erosion and
sedimentation.

Under USDA’s changed eligibility criteria, a field to be planted to trees
would be eligible if one-third of the field was eroding at twice its soil-
loss tolerance level (2T'). Prior to the sixth sign-up, at least two-thirds of
the tield had to be eroding at three times its tolerance level (3T) to be
cligible. In other words, to bring about the increase in the percentage of
acres planted to trees, ASCS was willing to sacrifice soil erosion savings.

For example, UsDA envolled more tree acres eroding at less than 3T in the
sixth and seventh sign-1ps than it did in the previous five sign-ups, and
the number of these acres eroding at less than 2T was twice the number

“Some 27 tand had been previonsty eligible, but ondy if the and also had gully erosion.
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Agency Comments and
Our Evaluation

previously enrolled. In the first five sign-ups, about 18 percent or
216,000 of the 1.2 million tree acres enrolled was eroding at less than
3T, and about 44,000 of those acres were eroding at less than 2T. Under
the new criteria, 51 percent or about 291,000 of the 570,000 tree acres
enrolled in the sixth and seventh sign-ups were eroding at less than 3T,
and about 90,000 of those acres were eroding at less than 2T.

As the number of enrolled acres that are not highly erodible increased,
there was a significant decrease in soil savings. During the first five
sign-up periods, soil savings on contracts in which at least 75 percent of
the enrolled acres were planted to trees averaged 19.2 tons per acre per
year. Following the criteria change, soil savings dropped to 12.6 tons per
acre per year. Decreased soil savings also occurred for non-tree acres as
well; however, the percentage decrease for trees was nearly double the
decrease for non-tree acres.

While UspA’s efforts in the sixth and seventh sign-ups helped USba move
toward its goal of having 12.5 percent of all Crp acres planted with
trees, it also reduced the amount of soil erosion savings the program
could have achieved. On balance, we believe 1'SnDA’s decision to relax the
eligibility criteria to encourage tree planting has detracted from the
overall effectiveness of the program in meeting its full range of objec-
tives—particularly in the areas of soil erosion and sedimentation.

In its comments ASCS stated that it did attempt to enroll the most erosive
soils first, citing its decision to limit participation originally to areas
where erosion exceeded 3T.

We did not criticize uspa for including a wide range of highly erodible
land irt its eligibility criteria. However, we believe that Uspa could have
further enhanced program benefits by targeting the most highly erodible
land—10T or more—for enrollment because of its significance, not just
by including it in a wide range of land that was eligible.

ASCs agreed that the 25 percent limit on land that could be enrolled in a
county did reduce the number of highly erodible acres that were availa-
ble to the program. AsCs also stated that it allowed counties to exceed
the limit by an acceptable margin in some cases in which county officials
provided proper documentation. Further, AsCs cited the reluctance of
local officials to provide the required documentation as evidence that
additional sign-ups in these counties might not be appropriate.
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We are not faulting Ascs for its administration of the 25 percent county
limit, but we do suggest in chapter 4 that the Congress may wish to con-
sider relaxing the limit in some situations to achieve other objectives—
such as enrolling the most highly erodible land.

ASCS stated that Gao did not sufficiently recognize the water quality
efforts that were made in the sixth sign-up. Specifically, ASCS cited the
inclusion of filter strips and 2T land with gully erosion, as well as bid
pool increases of $5 to $25 for about 600 counties after the sixth sign-
up.

Although we discussed the introduction of filter strips in the sixth sign-
up, we did not discuss land eroding at 2T with gullies—except to note
that it is eligible—because our review of a sample of CRP contracts dis-
closed that the number of these acres enrolled was insignificant (at the
01 level of significance). We discussed the $5 to $25 per acre increases
in the maximum acceptable rental rates in chapter 3 because it secemed
more appropriate to that discussion. However, as noted in that discus-
sion, these increases have not been effective in increasing enrollment.

ERS commented that it was difficult, if not impossible, to simultaneously
maximize multiple objectives and stated that the Congress could have
provided additional guidance by ranking the objectives or providing a.
mechanism to judge trade-offs. ERrs also stated that our recommendation
to allow flexible annual and overall acreage goals is a positive step to
emphasize that acreage targets are not the CRP’'s most important
objective.

ERs also stated that we did not address how much greater water quality
benefits could have been or the additional costs of achieving those bene-
fits. KRS stated that water quality benefits of $1.9 billion to $5.6 billion
over the life of the program are not minimal. Further, ERS stated that the
greatest water quality benefits come from retiring land in high-cost
areas such as the Corn Belt and would therefore cost more. Finally, ERS
stated that there is no adequate or defensible mechanism for identifying
particular fields to target for water quality.

We criticized Uspa for taking no specific action to address water quality
1ssues until atter it had enrolled 22 million acres in the crp, but we rec-
ognized the water quality benefits provided by those acres. ERS' esti-
mates of $1.9 billion to $5.6 billion in water quality benefits appear
significant until compared to its estimates of $50 billion to $180 billion
in water quality damages from soil erosion during the same period. We
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characterized these benefits as minimal—as does the Environmental
Protection Agency and the Conservation Foundation—because uspa did
not target land that might improve water quality and simply accepted
any water quality benefits that resulted from the acres enrolled.

We do not suggest that USDA could have targeted water quality benefits
for the same costs as the current program. We do believe, however, that
the excessive rental payments of about $296 million per year that UsDA
is paying in the mountain and plains states (discussed in ch. 3), which
provide the least water quality benefits, could have been spent more
effectively in areas with greater potential for water quality improve-
ments. In commenting on our report, ASCS stated it increased CRr rental
rates by $5 to $25 per acre in 600 counties in the sixth sign-up to
achieve greater water quality benefits, We believe Usba should have
taken such actions earlier before over half of the CRP acres were
enrolled.

Finally, we recognize the difficulty in identifying a particular field’s
potential for water quality impairment, but as we point out in this chap-
ter, there are sources Usba can use in coordination with other govern-
mental and private agencies to target cropland contributing to water
quality problems. At a minimur, usba could have targeted states and
counties for increased enrollment as it did beginning with the sixth sign-
up.
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CRP Outlays Will
Total About $22
Billion

Budget outlays for a 40-million-acre Ckp could total over $22 billion. In
reviewing the management of the Crp, we found several areas in which
program costs could have been reduced with minimal adverse impact on
benefits achieved. We could not determine precisely how much costs
could have been reduced. However, we estimate that USDA may be incur-
ring as much as $296 million annually in additional costs because of the
noncompetitive bid acceptance process it uses and as much as $3 million
annually because it did not target its CRp tree planting initiatives.

In general, the decisions faced by program managers involve trade-offs
between measures that are most likely to achieve program objectives
and those that are more cost effective. For the CRp, USDA’s choices were
between measures most likely to permit the Department to meet the
mandated acreage enrollment requirements and the tree planting goal
and measures that controlled costs. Many of these decisions were diffi-
cult when Uspa was faced with choices that could have emphasized cost
control at the expense of program enrollment or could have emphasized
enrollment at higher costs. However, some decisions did not necessarily
involve difficult trade-offs and, in our opinion, unnecessarily increased
the cost of the program. These decisions included (1) using a noncompet-
itive bid acceptance system, (2) giving bonuses to producers to
encourage tree planting even though trees were not planted, and (3)
inadequately implementing the limit on CRP rental rates by providing lit-
tle guidance, review, or supervision. In each of these areas, USDA pro-
gram managers could have better controlled the costs of the program
with minimal, if any, impact on the benefits achieved.

Beyond program management decisions made by USDA, another aspect of
the program—the legislative restrictions on the amount of cropland
enrolled in each county—also may increase program costs. While this is
an important feature ol the program that limits the adverse impact of
the CRP on local economies, it also limits the number of eligible acres
available for enroliment in the CRP and, as a result, could increase pro-
gram costs if USDA must raise rental rates to attract a greater proportion
of the remaining eligible acres.

Budget outlays for a 40-million-acre CRp could total over $22 billion by
the time the last contract expires in 1999. Most of the cost is for annual
rental payments to producers, but about $2 billion is for the govern-
ment’s share of planting cover crops, the corn bonus, and administrative
expenses. Annual rental costs, which are currently about $1.4 billion for
the 28 million acres enrolled to date, will peak at about $2.1 billion in
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USDA'’s Bid System
Increased Program
Costs

1990-95, assuming that 40 million acres are enrolled. CRP costs are offset
to some extent when producers enroll acres in the program that would
otherwise be used for growing crops covered by USDA’s annual price and
income support programs. Acreage enrolled in the Crp instead of in the
annual programs reduces crop production, crop surpluses, and the cost
of USDA’s annual commodity programs.'

The Food Security Act ot 1985 encouraged 1ISDA to use a competitive bid
process for enrolling land in the crp. We found, however, that uspa did
not use such a process. Instead, USDA designed a bid acceptance process
that was essentially an offer system wherein CRP payment rates were
frequently much higher than local cash rental rates that farmers were
paying for the same or similar land. Under the system used by UsDA, as
long as a producer bid at a rate that fell within a predetermined maxi-
mum acceptable rental rate, regardless of local land values or what
others producers bid, the offer was accepted by UsDA. There was no com-
petition among producers involved in the process. USDA program mana-
gers set maximum acceptable rental rates that, in many parts of the
country, were 200 to 300 percent higher than prevailing local rental
rates. USDA chose this approach, in part, because of the large number of
highly erodible acres and low cash rental rates in these areas and
because of its concern with meeting the mandated acreage requirements.

We believe that tsba could have designed a competitive bid system that
would have provided the same results at less cost. For example, Usba
could have initially established maximum acceptable rental rates at or
below the local rental rates and increased them incrementally to achieve
the desired acreage enrollment level. This would have induced competi-
tion among bidders and, in fact, is similar to what USbA has done in other
areas where cash rental rates are high.

'Several estimates have been made of offset ting costs from reduced annual price and income support
programs. The American Firmland Trost estimated in April 1987 that, according to its consultants,
savings from annual price and income support programs caused by a 45-million-acre CRP would be
$0.6 billon greater than direct CRP costs for crop yvears 1986-90. In March 1988, the American Farm-
land Trust presented a new analysis by its consultants which suggested that savings from annual
price and income support programs would be $3.3 billion greater than direct CRP costs. USDA's Eco-
nomic Research Service suggested that in the early years of a 45-million-acre CRP, direct program
costs would exceed annual program savings. After 1991, ERS found that savings from the annual
programs would exceed direct CRP costs. Over the life of the program, however, direct CRP costs
waoulld be 52 billion to $6.6 hllion greater than annual program savings and probably closer to $2
billion. Finaily. a study by Professor €. Robert Taylor at Auburn University suggested that annual
program savings for crop vears 1993-96 would be only slightly greater ($79 million annually) than
paytients for o 43-mittion-acre CRP during this period. All of these figures represent undiscounted
totals.
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USDA Frequently Paid
Inflated Rental Rates

SDA reviewed a number of options before selecting a bid system. uspa’s
Economic Research Service developed models that allowed usba pro-
gram managers to assess the impact of various types of bid systems.
Among other things, these models included means for determining bid
pool size, eligibility criteria, and bid selection criteria. ERS’ model for
assessing various bid selection criteria allowed USba to choose between
selection criteria that accepted all bids below a specified maximum
rental rate——the option ultimately selected—or to choose criteria that
would select the most cost-effective bids in terms of reduced erosion or
reduced production of surplus commodities.

usbA officials told us that they chose the bid selection that accepted all
bids below a specified maximum because this option was casier to
administer than the other options. ErRS’ model also indicated that, for the
same cost, more acres would be enrolled under this option than under
the other options.

As part of the bid system, vsba chose to establish at least one and some-
times more than one bid pool (i.e., area of competition) in each state
rather than a national bid pool, although ERS’ analysis showed that a
national bid pool was the most cost-effective means to reduce soil ero-
sion. This decision was made o ensure that producers had the opportu-
nity to enroll their highly erodible land wherever it was located. In a
national pool, producers from areas with high land values compete
directly with producers from areas with low land values.

To implement its bid system, Usba established maximum acceptable
rental rates for cach bid pool. Uspa officials responsible for setting these
rates relied on their judgment as to what rental rate to use for each bid
pool. These judgments were driven by USba’s concern about getting the
desired level of participation and the desire to be reasonable in view of
the Secretary of Agrienlture’s decision that once established, maximum
rental rates would not be Jowered. In making these judgments, USDA offi-
cials chose to use the opinions of selected colleagues around the country
rather than estimates of prevailing cash rental rates made by local USDA
officials.

As a result of this process, vspa officials set the maximum acceptable
rental rates (1) high in relationship to local officials’ estimates of cash
rent in areas with low cash rents and large amounts of eligible land and
(2) low where cash ents were high. For example, in Floyd County,
Texas, the maximuin weceptable rental rate is $40 per acre and the local
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estimate of cash rent is about $15; in Johnson County, Iowa, the maxi-
mum acceptable rental rate was $85 per acre through the fifth sign-up,
and the local estimate of cash rent was over $110 per acre. The underly-
ing theory was that it is cheaper to enroll, and USDA is more likely to
meet the mandated acreage enrollment requirements by enrolling, two
acres of land in Texas for $80 than one acre in Iowa for $85. However, it
may have required only $40 to enroll the two acres in Texas if uspa had
not set the maximum acceptable rate so high initially.

As a result of this process, maximum acceptable rental rates in relation-
ship to local officials’ estimates of cash rent vary significantly. For
example, maximum acceptable rental rates were more than 200 percent
of local officials’ estimates of cash rents in counties with 29 percent of
the acres available for enrollment, between 101 and 200 percent of local
estimates of cash rent in counties with 52 percent of the available acres,
and equal to or less than the local estimates of cash rent in counties with
19 percent of the available acres.

Setting maximum acceptable rental rates at levels equal to 200 to 300
percent of local cash rental rates resulted in higher levels of participa-
tion than in other arcas where maximum rates were set closer to local
cash rental rates. For example, when the maximum acceptable rental
rate exceeded 200 pereent of the local rental rate estimate, 49 percent of
the available acres were enrolled, as show in table 3.1. In contrast, when
the maximum acceptable rental rate was set at levels equal to or less
than the estimated local cash rental rates, only 13 percent of the availa-
ble acres were enrolled, as also shown in table 3.1. This occurred primar-
ily in the Corn Belt states.

Table 3.1: Relationship of Maximum
Acceptable Rental Rate as a Percent of
Cash Rent to the Percent of Available
Acres Enrolled

]
Percent of available acres

Rate as a percent of cash rent enrolled
o0 e e 3
\01 %60 S o
Over 200 e . 49

However, while relatively high maximum acceptable rental rates
achieved increasced levels of enrollment, they also likely resulted in
higher government costs because UsSbA might have been able to enroll
these acres at rates below the maximum acceptable rate. In other words,
instead of encouraging enrollment at lower rental rates, 1:Spa opened the
bidding at the maximum level and accepted all bids up to the maximum
rate. In comparison, in those areas where the maximum acceptable
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rental rates were set at levels equal to or less than the estimated local

rental rates, USDA had the option of gradually increasing the maximum
rate it would pay to enroll additional acres. In fact, where land values
and rental rates are high, USDA did just that.

USDA Used a
Noncompetitive Bid
System

In addition to how the maximum rates were set, we found problems with
how they were used within the bid system. The problems we identified
undermined the competitive advantages inherent in the bidding process.
As such, the bid system was not competitive as encouraged by the Food
Security Act of 1985.

USDA's decision to use maximum rental rates as the basis for accepting
bids and the Secretary’s decision not to lower the maximum rates, once
established, were counterproductive. The decisions turned UGsba’s bid
system, which otherwise would have relied on competitive bids among
producers, into an offer system that paid producers the maximum
acceptable rental rate. Producers quickly learned what the maximum
acceptable rental rates were for their geographic areas and adjusted
their bids accordingly. Consequently, there was little or no competition
among bidders. For example, by the fifth sign-up, 89 percent, of the bids
were within $5 of the maximum acceptable rental rate and 63 percent
were equal to the maximum rate. Table 3.2 illustrates how bids col-
lapsed around the maximum acceptable rental rates through the fifth
sign-up by showing the percentage of bids within + or - $5 of the maxi-
mum rates for each sign-up.

Table 3.2: Percentage of Bids and Total
Acres Bid Within $5 of the Maximum
Rental Rate Through the Fifth Sign-Up

|
Percent of bids

Equal to
$0.01 to maximum  $0.01to
Sign-up ~Bids §5__l_)_e_low _ rental rate $5_over Total®
1 ) 45&,41_8 S 6 7 3 7 16
2 34 ‘L_l35_ _____ __29 o 15 8 53
3 . _4_@,43‘0 o (_32 41 9 82
47 ) 10190?1 o 41___ _ 4_1_,2 3 86
5 53.107 26 63 3 92

“"May not add due 1o rounding
In general, economic principles suggest that a producer’s competitive bid

depends on the productivity of the specific land as wecll as the pro-
ducer’s ownership costs, returns available from other uses of the land,
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expectations for the future, and other economic and noneconomic tac-
tors, such as producers’ desire to reduce their workload. These factors
vary widely among land and producers within each bid pool. Therefore,
it is unlikely bids would collapse around the maximum acceptable rental
rate, as shown in table 3.2, if producers bid what they were willing to
accept rather than what they knew uspa would pay.

Because producers bid at or near the maximumn acceptable rental rates
rather that what they were willing to accept, UsDA paid some producers
more than necessary to enroll land where the maximum rates were high
in relationship to local estimates of cash rents. This occurred primarily
in the mountain and plains states where maximum acceptable rental
rates in excess of 200 percent of local estimates of cash rent are concen-
trated and where over 60 percent of enrolled acres are located. We could
not determine the amount USDA overpaid producers in these states since
information on what they would have bid absent knowledge of maxi-
mum acceptable rental rates is not available. We can, however, estimate
this amount by contrasting Usba’s costs with what these costs might
have been if UshA had set the maximum rates closer to local cash rental
rates initially, then increased the maximum rates as necessary to get the
desired enrollment.

We estimate that 11spa could be paying $296 million a year too much for
the 17 million acres enrolled in the mountain and plains states through
the seventh sign-up. 1isDA is paying an average of $42.47 per acre in -
annual rental costs for these acres. We estimate that tspa would have
been able to achieve the same results by paying an average of only
$25.09 per acre

if, instead of setting the maximum acceptable rental rates high in rela-
tionship to local estimates of cash rents, usba had set the maximum
rates equal to 75 percent of cash rent and then increased the maximum
rates in 25 percent increments until the 17 million acres were enrolled
and

it the percent of available acres envolled at each increment was the same
as was actually enrolled in other parts of the country when the maxi-
mum acceptable rental rates in relationship to cash rents were set at
these increments.

The difference of $17.38 per acre ($42.4% - $25.09) times 17 million
acres totals $296 million.
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Some USDA Initiatives
Increased Program
Costs

To make its bid acceptance process competitive, USDA must prevent pro-
ducers from knowing in advance what the maximum acceptable rate is
likely to be so that they will bid what they are willing to accept rather
than what they know they can get. Uspa can accomplish this by (1) limit-
ing the total acres it will accept or total funds it will obligate in each
sign-up or (2) accepting bids based on their contribution to program
objectives. Under the first method, t1$pa would use bid acceptance crite-
ria that permitted all acres to be accepted into the program up to a pre-
determined acreage limit or total cost amount. linder the second method,
'$DA could use criteria based on specific program objectives to deter-
mine which bids it will accept. Possible criteria include the tons of soil
saved, enrolling the most highly erodible land first, or achieving the
greatest reduction in annual price and income support program pay-
ments on a per dollar of rental cost basis. Using such criteria alone or in
combination with limits on total acres or funding would also preclude
producers from knowing in advance what the maximum acceptable
rental rate is likely to be since the maximum rental rate would not be
predetermined but would be established after the bids are reccived.

In administering the Crp, USDA has used cash incentives twice to target
the enrollment of specific acres in the CRp. USDA used cash incentives in
the form of higher rental rates to try to increase the number of CRrP acres
planted to trees. U'sbA also used cash incentives in the form of a one-time
bonus to increase the enrollment of corn acres in the ¢rr. The corn bonus
was intended to reduce costs under USDA’s annual price and income sup-
port programs by reducing the number ot acres eligible for thesc
payments.

There was a difference in the effectiveness of the two efforts because of
differences in the precision with which specific acres were targeted for
enroliment. The higher rates established to increase Crp tree acres were
available to any participant in Alabama, Florida, Georgia, Mississippi, or
South Carolina—regardless of the type of cover planted. In contrast, the
corn bonus—a 32 per bushel, one-time payment available during the
fourth sign-up—was made only to participants who enrolled corn acres
in the CRp,

While both Initiatives targeted particular objectives, the corn bonus was
much more effective than the trec initiative. The tree initiative brought
some additional tree acreage into the program in the five targeted states,
but it did not increase the overall percentage of tree planting. A high
percentage of the participants in the five affected states were already

Page 37 GAO/RCED-90-13 Conservation Reserve Program



Chapter 3
Program Costs Were Higher Than Necessary

planting trees on their CrRp acres, and this initiative did not change that
percentage because it was paid to all producers whether or not they
planted trees. As a result, program costs werc unnecessarily increased
by as much as $30 million because many producers receiving the cash
incentive did not plant trees. In contrast, the corn bonus increased both
the percentage and total number of corn acres enrolled in the ckp—from
7 percent (684,190 acres) of all Crp acres in the first three sign-ups to 18
percent (1,737,058 acres) in the fourth. Overall, 56 percent of all corn
acres enrolled in the Crp through the first seven sign-ups were enrolled
with the corn bonus.

Higher CRP Rental Rates
Paid to Increase CRP Tree
Planting Unnecessarily
Increased Program Costs

The first sign-up was the only period in which the legislative tree goal of
12.5 percent was met. Of the 753,000 acres enrvolled during that period,
95,300 acres will be planted to trees. It was not by chance that the legis-
lative goal for trees was met in the first sign-up. UsDA’s bid acceptance
procedure ensured that it would be. After all bids were received, USDA
set maximum acceptable rental rates in the five primary tree states—
Alabama, Florida, Georgia, Mississippi, and South Carolina—at levels
high enough to ensure that 12.5 percent of the enrolled acres were tree
acres. In other words, the rates were driven by the goal to get trees on
one-eighth of the enrolled acres. However, this meant that ASCs accepted
any bid at or below those maximum rates, including those for bidders
who were not going to plant trees. Consequently, those five states were
favored in the bid acceptance process, and participation, as measured by
the percentage of eligible acres contracted, was skewed. For those
states, acreage contracted as a percentage of acres eligible was nearly
three times as great as for any region outside the Southeast. Table 3.3
shows CRp acres contracted during the first sign-up as a percentage of
each region’s eligible acres.

Table 3.3: CRP Acres Contracted During
the First Sign-Up as a Percent of Eligible
Acres

Region Eligible Contracted Percent
Primary tree states 3304400  110.768 3.35
Other southeastern states 5.413,200 67512 125
Southwest 20880900 241,161 115
Midwest 20,584,300 184305 90
Northwest . 7 16.487.300 142,814 87
Other 304,574 1,345 M
Northeast 2,536,800 5,729 23
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Despite the relatively high rate of participation for the five primary tree
states in the first sign-up. vsba decided to raise the maximum acceptable
rental rates for these five states by $5 per acre beginning with the sec-
ond sign-up and continuing through the current sign-up. This was done
as an attempt to further increase the number of tree acres enrolled.
However, as in the first sign-up, USDA did not target only those partici-
pants willing to plant trees. As a result, there was no incentive to plant
trees because anyone who enrolled his or her land from these five states
could receive the $5 per acre increase. In fact, in the five states, tree
acres as a percentage of all enrolled acres decreased by 4 percent in the
second sign-up. Also, since this incentive did not apply to areas outside
the primary tree planting states, it did not raise the overall percentage
of trec acres. As a result, tree acres dropped from 12.65 percent of all
CRP acres in the first sign-up to 5.87 percent in the second. This overall
percentage dropped to less than b percent in the next three sign-ups.

The $5 per acre incentive paid to increase enrollment of trec acres
Increased program costs because it was paid to all producers in the five
southeastern states regardless of whether they planted trees. We esti-
mate that CSpbA will incur as much as $3 million a year in additional cost
for approximately 600,000 non-tree acres enrolled in these states during
the second through seventh sign-ups ($5 per acre per year X 600,000
acres) and that these unnecessary costs will continue to increase as
more non-tree acres are enrolled in future sign-ups. Even if the number
of tree acres stays the same, these unnecessary costs will total $30 mil-
lion over the 10-year life of the contract.

We believe UsDA could have avoided these additional costs incurred in its
tree planting initiative if it had used other means to meet its tree plant-
ing goal. For example, 1bA could have paid the additional $5 per acre
only to producers who agreed to plant trees or could have used other
incentives. Also, in a survey of CRp participants in the remaining tree
planting arcas of the country, we found that participants would have
been more likely to plant trees if they could have retained their eligibil-
ity for vspa’s annual price and income support program on these acres
for as long as the trees remained, rather than just for the 10-year life of
the contract, or it they had gotten additional technical assistance from
USDA.
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The Corn Bonus Was an Compared to the tree initiative, the corn bonus was simple, effective,

Effective and Efficient and efficient primarily because it was targeted to a specific group. Any

producer who was participating in USDA’s annual price and income sup-
port programs and enrolled land in the CrRP during the fourth sign-up
would be paid a one-time, $2 per bushel per acre bonus for a reduction
in his or her corn acres. The rationale for the bonus was that it would
make the CRP more competitive with USDA's paid land-diversion program,
which also paid participating corn producers $2 per bushel per acre for
taking corn acres out of production for 1 year.

Initiative

With the bonus, nearly 1.74 million corn acres were enrolled, quadru-
pling total corn acre enrollment, in the cri. Based on our survey of pro-
ducers who received the corn bonus, we estimate that the corn bonus
was responsible for atiracting about 907,413 of the 1.74 million corn
acres enrolled in the fourth cre sign-up.? On the same basis, we estimate
that without the bonus. only about 304,450 corn acres would have been
cnrolled during the fourth sign-up.

We also estimate thar 201,117 (plus or minus 69,114 acres) corn acres
enrolled in the fourth sign-up resulted from producers opting to enroll
corn acres in licu of acres used to produce other crops in order to get the
corn bonus. Despite this fact, the corn bonus was successful because off-
setting costs to the government for removing an acre of corn from pro-
duction are greater than for any other crop. For example, in 1987 price
support payments under USbA’s annual price and income support pro-
grams for corn were S11:3.40 per acre compared to $61.54 per acre for
wheat, the crop with the next highest payments.

Another indicator of the effectiveness of the corn bonus is the percent-
age of corn acres enrolled as a percentage of all CrRp acres enrolled. As
shown in figure 3.1. corn acres enrolled jumped from around 7 percent
of all Cr acres in the therd sign-up to over 18 percent in the fourth. In
the next three sign-ups corn acreage enrolled averaged about 8 percent
of all CRP acres.

We estinute that 13467 ot e aeres Cplus o minus 58,880) would have probably come in at a
later dite wathout the hones
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Figure 3.1: CRP Corn Acres as a
Percentage of All CRP Acres,
Sign-Ups 1-7
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Total cost of the bonus was about $322 million, about $ 188 per corn acre
enrolled. We estimate, on the basis of our survey of producers who
received the corn bonus, that about $180 million or 56 percent of the
$322 million was offset by a reduction in annual price and income sup-
port payments that would have otherwise been made under tUspa’s 1987
annual corn program. Additional savings, although likely smaller
because of built-in changes in the annual programs, will occur in subse-
quent years.
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USDA Efforts to
Implement
Congressionally
Imposed Limit on
Rental Rates Were
Inadequate

Through the first five crp sign-ups, all crpe bids for land meeting the
eligibility criteria were accepted provided they did not exceed the maxi-
mum acceptable rental rate established for their geographic area. As dis-
cussed previously, bidders submitted bids that were very close to that
maximum, regardiess of what their land would rent for on the open mar-
ket. As a result, UsDa entered into contracts that paid some participants
200 to 300 percent or more of USDA estimates of average local rental
rates, even though highly erodible land is generally less productive land.

Beginning with the sixth sign-up in 1988, provisions of annual and con-
tinuing appropriations acts attempted to limit Crp rental payments.” The
Congress limited Crr rental payments because of concern about the high
rates being paid in many parts of the country relative to local cash
rental rates. Specifically, the law states that “none of the funds in this
Act. may be used to enter into new contracts that are in excess of the
prevailing local rental rates for an acre of comparable land.” The new
restriction appeared to have significant implications for uspa’s ability to
enroll land in the sixth and later sign-ups, in view of the fact that bid-
ders had come to expect that uSpa would pay rates in excess of local
cash rental rates for land in many parts of the country.

[However, we found that 1Sha’s instructions to its local offices for imple-
menting the restriction on CRP rental payments permitted rather broad
discretion about what could be included in rental rate calculations. As a
result, Uspa’s application of the legislative restriction continued to result
in CRP rental rates that were as much as 200 to 300 percent of local cash
rental rates. Accordingly, the restriction has had little impact on either
cenrollment or accepted bid levels.

In addition, usba headquarters otficials did not establish adequate inter-
nal controls when implementing the law, as required by the Federal
Manager's Financial [ntegrity Act of 1982 (31 U.S.C. 3512 (b)). Effective
internal controls were hampered because producers were prevented
from appealing decisions made by local officials to the 1:spa headquar-
ters level, which is the normal process used by Usba in administering its
other programs. Further, Usba program managers did not exercise
proper oversight or supervision over the process used by local offices to
implement the law. For example, Usba program managers did not evalu-
ate how prevailing local rental rates for comparable land were deter-
mined, whether Crp rental rates were too high or low in relationship to

"An Act Making Appropriations i Rural Development, Agriculture, and Related Agencies Programs
Tor the Fiseal Year Fnding Septender 30, 1988, and for Other Programs {(1*.L. 100-202).
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the prevailing local rental rates, or if local county officials followed
established procedures in making these determinations.

USDA'’s Implementing
Instructions Permitted
Inflated Rental Rates

The bidding process, including determinations of prevailing local rental
rates, is administered at the county office level. Our analysis shows that
USDA's instructions to its county offices for implementing the legislation
aimed at limiting CrP rental payments resulted in CRp rental rates that
continued to exceed local cash rents in areas where this was occurring.
This was a consequence of USDA’s interpretation of the term “‘prevailing
local rental rates for an acre of comparable land” contained in the legis-
lation. USDA officials view the law as allowing for consideration of “‘the
nature of the contract’ used in CRP. In this regard, UsDA officials main-
tain that the CRP rental rate must take into account the participant’s risk
in entering into a long-term (10-year) contract. This includes potential
income losses if there were increases in land values and cash rental rates
over the life of the CRP contract. UsDA also believes that consideration of
“the nature of the contract” must address the obligation placed upon the
participant to establish and maintain an approved cover practice on the
land enrolled in CRP. USDA officials assert that unless these factors are
provided for there is no incentive for producers to enroll their land in
crp. Consequently, UsDA instructed its county offices to compute a “cal-
culated prevailing local rental rate” that added to the prevailing rate
amounts for future increases in land value, cost to establish and main-
tain a conserving cover practice, and other factors.

Specifically, usba procedures required local county officials to adjust the
prevailing local rental rate for the following factors:

1. The cash rental value of comparable land expected over the 10-year
period of the contract (i.e., inflation).

2. The producer’s up-front cash outlay for half the cost to establish the
required conserving cover practice, as well as compensation (interest)
the producer could have received if this amount had been invested.

3. The producer’s cost to maintain the conserving cover over the 10-year
period of the contract.

4. Information provided by local government and farm-related agencies,
as well as personal knowledge, about land values and economic trends.
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5. Other (unspecified) impacts on land values over the 10-year period of
the contract.

In reviewing each of the adjustment factors that Uspa authorized local
officials to make in calculating local prevailing rental rates, we found
that the adjustment for increases in cash rental values could have been
designed to better balance the producers’ and the government’s inter-
ests. In addition, we found that two of the factors—those involving
adjustments for (1) land values and economic trends and (2) other
impacts—are difficult to justify.

As UsDA officials acknowledge, one risk taken by producers entering into
long-term Crp contracts is the possibility that land they enroll could
become more valuable at some point during the contract period. As a
result, rental rates could increase, and farmers locked into CRP contracts
would miss out on the revenue that would have resulted from increased
rents. Accordingly, 1spa included an adjustment factor in its guidance to
local officials to provide for this possibility.

However, we believe 1'sbA’s approach in dealing with this risk is biased
in favor of Crr participants. While producers need to be protected
against lost revenue from increasing land values and rental rates, CRp
contracts insulate them tfrom the risk that land values and rental rates
will remain stable or cven decline as they did during much of the 1980’s.
Further, if USDA’s concern is that crp participants could miss future rent
increascs, an adjustment or c¢scalator clause could be included in CRP
contracts. An escalator clause would protect the interests of the CrRp par-
ticipant as well as the taxpayer. Such a clause could be tied to a local
land value index, the consumer price index, or some other appropriate
factor. This would be more equitable and precise than relying on local
officials’ judgments about what should be allowed for this purpose.

The other adjustment factors we question are those involving
allowances for land values and economic trends and other impacts.
Regarding the adjustment for land values and economic trends, head-
quarter and local vspa officials could not tell us how the adjustment for
information about land values and economic trends differed from the
adjustment factor for future increases in cash rental rates (i.e., the infla-
tion factor). In our opinion, changes in cash rental rates reflect future
land values and economic trends, and adjustment for these factors are
included in the adjustment for future changes in cash rental rates. Simi-
larly, neither headquarters nor local 118pa officials could tell us what
was to be included in the adjustment tactor for “other impacts™ on land
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values. Moreover, UsDA did not clarify its procedures to indicate what
should be included in this factor. In our opinion, both of these factors—
the provision for including future land values and other impacts “on
land values™ seem to be questionable add-on factors that allow local
officials to inflate prevailing local rental rates for an acre of comparable
land and continue paying CRP rental payments in excess of these rates.

To determine how the adjustment factors were actually used by local
tsDA officials, we examined a random sample of 800 rejected bids to
determine if they were rejected for exceeding the prevailing local rental
rate for an acre of comparable land. For the 85 bids rejected for exceed-
ing local prevailing rental rates, we requested supporting documentation
to determine how the prevailing local rental rates were calculated. (See
app. I for additional details.) A review of these determinations disclosed
that the instructions provided to local officials did, in fact, resuit in
inflated prevailing local rental rates for an acre of comparable land and
payment of CRkP rental rates in excess of prevailing {ocal rental rates for
comparable land.

Table 3.4 illustrates how USDA’s guidance resulted in inflated bid accep-
tance levels and cke rental rates. In Case A, the producer received a con-
tract for $55 per acre per vear or 183 percent of the cash rental value of
the land. In Case B, the producer’s bid of $45 per acre per year was
rejected, not because it exceeded the land’s current cash rental value,
but because it exceeded 286 percent of that value. Had it been equal to
286 percent of cash rental value, it would have been accepted.
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Table 3.4: USDA Guidance Inflated Bid
Levels and Rental Rates: Two Examples

Case A Per acre
Current cash rental rate - '""_$3W
Inflation of land value N - 100
Upfront cash outlay for cover T ) o 5.00
Return if upfront cash outléy for cover had been invested ~ 300
Compliance costs I 10.00
Other impacts (unspecmed) T T 600
Calculated prex prevamng local rental ra-t_é"___m_—_ - T s 55 00
Calculated rate as a perceritage of currenl cash rent __.,.____j:__.... '__ 183
Case B

awu—rr—&t_ cash rental rale ' ST ——_$1400
Inflation of land value . ' R 7900
Upfront cash outlay for cover X))
Return if upfront cash oullay for cover had been invested 0
Compliam'_m =z L e . ________..__.3_ o0
Other impacts (unspecified) S 6.00
Calculated prevailing local rental rate . o 40.00
Calculated rate as a percenlage of current cashrent 286

In both examples the figures represent calculations made by the cogni-
zant county officials. The producer’s bid is then accepted or rejected
based on these calculations. In Case A the producer’s bid was accepted
because it was $55 per acre—the same rate as the “calculated prevailing
rental rate.” In Case B, the producer’s bid was rejected because at $45
per acre it was above the $40 per acre “‘calculated prevailing rental
rate.” Another point worth mentioning, based on these two examples, is
that in calculating the prevailing local rental rate, an amount for “‘other
impacts’ was included. While including these factors was within the
guidance provided by 1'$DA, we were unable to determine the basis for
including these amounts. No specifics were available at USDA headquar-
ters or in the cognizant county offices. To us, permitting local offices to
include factors with little apparent justification suggests that they were
used to induce more acreage into the program by inflating the amount
that was acceptable as a prevailing local rental rate for comparable
land.

Few Bids Were Rejected as
a Result of Legislative
Attempt to Lower Rates

Beginning with the sixth sign-up, it appeared that the legislative restric-
tion limiting CRP rental payments to prevailing local rental rates for com-
parable land would have a significant impact on the number of bids
rejected since USDA was paying in excess of local rental rates in many
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parts of the country. llowever, because of the way UsDA implemented
the legislative restriction, few bids were rejected. uspa continued to pay
CRrp rental rates that were 200 to 300 percent of local cash rent values in
many parts of the country, just as it had done prior to the legislation.

To determine whether bids were rejected as a result of the legislative
restriction or for some other reason, we took a random sample of 800
bids from all bids rcjected in the sixth sign-up. Based on supporting doc-
umentation provided to us by local v'spa officials for our random sample,
we estimate that 1,175 or about 2 percent of the 52,000 bids rejected in
the sixth sign-up were rejected because of the legislative restriction.
About one-half of these bids were rejected in Minnesota. If these bids
from Minnesota were excluded, only 536 bids or about 1 percent of all
such bids were rejected because of the legislative restriction. In our
opinion, the number of bids rejected because of the legislative restriction
was less than could reasonably be expected in view of the fact that
U'SDA’s maximum acceptable rental rates exceeded local officials’ esti-
mates of cash rents in counties with about 80 percent of all acres availa-
ble tor enrollment.

USDA'’s Internal Controls
to Implement the
Legislation Did Not
Establish Adequate
Restriction

Usba officials acknowledge that the Congress attempted to restrict crp
rental payments to prevailing local rental rates for comparable land
because of its conceern that some payments in the first five sign-ups were
excessive. In addition to providing implementing instructions that led to
inflated prevailing local rental rates, uspa’s efforts to implement the leg-
islative restriction were inadequate because management did not estab-
lish internal controls to ensure proper implementation as required by
the Federal Manager's Financial Integrity Act of 1982 (31 USC 3512(b)).
As aresult, the legislative restriction is not effective, and the costly
practices it was intended to restrict continue.

sffective implementation of the legislative restriction would require
that tsba establish .vsystem of internal controls to help ensure that (1)
the objectives of the restriction were being accomplished, (2) local uspa
officials were properly supervised to ensure that implementing instruc-
tions were consistently followed, and (3) key duties and responsibilities
of those administering the restriction were separated to ensure indepen-
dence and objectivity among those responsible for authorizing, adminis-
tering, and reviewing implementation of the restriction at the local level.

Page 47 . GAO/RCED-90-13 Conservation Reserve Program



Chapter 3
Program Costs Were Higher Than Necessary

Current federal standards for implementing the requirements of the
Federal Manager’s Financial Integrity Act require such controls.*

usbA did not establish any of these fundamental control techniques. For
example, UsbA made no effort to determine what effect, if any, its imple-
menting instructions had in limiting CRP rental rates to prevailing local
rental rates for comparable land. USDA headquarter officials did not
know how local Uspa officials implemented their instructions or even if
their instructions were followed at the local level. Further, Uspa limited
producer appeals of local decisions to the local level. This in effect
placed local officials in the position of reviewing their own actions. In
other UsDA programs, producers can appeal local officials’ actions to the
state office, UShDA headquarter, and Secretary of Agriculture levels,
thereby ensuring separation of duties between those making and review-
ing decisions. '

For example, during the course of our review we found that:

1. Some local USDA offices followed USDA’s implementing instructions for
calculating local prevailing rental rates; others did not. Those that did
used a variety of techniques. Some followed the instructions and com-
puted a local prevailing rental rate for comparable land for each bid.
Others computed aggregate rates for their counties and compared them
against all bids received.

2. Fifteen of 32 county offices we called did not calculate a prevailing
rate at all. They simply continued to accept all bids equal to or less than
the maximum acceptable rental rates, even when those these rates
exceeded 200 percent of their estimates of the average cash rental rates
in their counties. '

3. Finally, as illustrated in Case B (table 3.4), ckpe rental rates in excess
of 200 percent of the cash rent value of the enrolled land are still being
paid.

The Federal Managers™ Financial Integrity Act of 1982 also requires gov-
ernment agencies to annually evaluate their internal controls and report
whether they comply with prescribed internal control standards and
provide reasonable assurance that, among other things, obligations and
costs are in accordanee with applicable laws. To the extent systems do

Standards of Internal Contrads o the Federal Government, 118, General Accounting Office, 1983.
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Legislative Restriction
on Individual County
Enrollment May
Increase Program
Costs

not comply, any material control weaknesses, along with plans for their
correction, must be reported in an agency’s annual statements.

The Office of Management. and Budget Circular A-123 defines material
control weaknesses, in part, as those which significantly weaken safe-
guards against waste, loss, unauthorized use or misappropriation of
funds, property, or other assets. Additional guidance provided to agen-
cies indicates that a material weakness is one that merits the attention
of, among others, the relevant congressional oversight committee, or
would reflect adversely on the credibility of the agency report when
subsequently made public.

usna did not report the absence of internal controls as a material weak-
ness in its 1988 report and does not at this time plan to include it in the
1989 report.

As discussed in chapter 2, the Food Security Act of 1985 limits the
amount of land enrolled in the CRP to 25 percent of the cropland in a
county. While this is an important feature of the program in limiting the
adverse impacts of the Cir* on local economies, it also limits the amount
of eligible acres available for enrollment in the CRP and, as a result, may
Increase program costs.

UsDA estimates that 31.5 million acres of the 101.5 million eligible acres
are not available for enrollment because of the limit on individual
county enrollment. As a result, Usba will need to enroll 57 percent of the
70 million available acres versus 39 percent of the eligible acres to
establish the 40-million-acre crp required by law,

Based on its experience through the fifth sign-up period, USDA recog-
nized that it would have to increase the maximum acceptable rates for
many counties to enroll 57 percent of all available acres. For example,
USDA was able to enroll only 49 percent of available acres ¢ven in coun-
ties where its maximum rental rates exceeded 200 percent of local offi-
cials’ estimates of cash rental rates.

UsDA began this process in the sixth sign-up by increasing the maximum
acceptable rental rates from $5 to $25 for about 600 counties in the
Corn Belt and mid-Atlantic states where maximum acceptable rental
rates were at or below local estimates of cash rental values. However,
further increases will probably be necessary for USDA to enroll the
required 40 million acres, because enrollment has continued to decrease
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from 12 percent of the available acres in these counties in the first five
sign-ups to 4 percent in the sixth and seventh sign-ups.

ASCS stated, essentially, that producers could not have known the maxi-

Agency Comments and mum acceptable rental rate levels because the Secretary did not

Our Evaluation announce the acceptable levels until after bids were submitted and
retained the option of raising or lowering rates as he deemed necessary.
ERS said that, with the exception of the first sign-up, the bid system
amounted to an offer system in which most farmers tended to bid near
the maximum acceptable rental rate revealed in the previous sign-up.
ASCS also stated that bid policy was driven, to some extent, by the mini-
mum required acreage levels set by the Congress. For the same reason,
ASCS said that ERS’ comment was not warrented. Further, ASCS stated
that eligibility criteria were gradually expanded to increase the pool of
eligible bidders.

In fact, the Secretary never decreased the maximum acceptable rental
rate in any bid pool and made only small incremental increases in rates
through the fifth sign-up period. As a result, producers quickly learned
what the maximum acceptable rental rates were and adjusted their bids
accordingly. By the fifth sign-up, 63 percent of the bids received were
equal to these rates, and an additional 26 percent were within $5 of
these rates. Expanding the eligibility criteria did not increase competi-
tion as ASCS contends because all bidders, even those newly eligible,
could still bid up to the maximum acceptable rental rate for their area
and be guaranteed a contract regardless of the value of their land. Fur-
ther, since the newly e¢ligible land tended to be less erosive, those pro-
ducers actually experienced a greater return for land providing even
fewer benefits in terms of reducing erosion and other program benefits.

ASCS also commented that it exercised restraint by accepting only 16 per-
cent of the offers during the first sign-up. According to Ascs, this demon-
strated its belief that it would be able to obtain offers at lower cost to
the taxpayer in later sign-ups. ASCS states that projected costs for the
¢ckp would otherwise have been higher.

While USDA's acceptance of only 16 percent of the offers in the first sign-
up did demonstrate some degree of restraint, we do not believe it was
enough. In deciding what rental rates would be acceptable, Usba estab-
lished rates that exceeded local officials’ estimates of the cash rental
rates for 81 percent of the acres available for enrollment, with rates for
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29 percent of the available acres exceeding 200 percent of the local offi-
cials’ estimates. By the fifth sign-up, 93 percent of the offers were
within $5 of these rates. As a result, many producers received payments
greatly in excess of the value of their land, and others continue to do so
today.

ASCS stated that the $5 per acre adjustment in maximum acceptable
rental rates that was offered as tree planting incentives in certain states
also served to fine-tune the rates and pool boundaries. AScs cites such
changes as a continuing option for program managers to obtain desired
results.

ASCs also commented on GAO’S suggestion that CRP participants be
allowed to retain eligibility for price and income support programs for
longer than the 10-year contract life provided they planted trees on the
acres. AsCs stated that existing contracts could not be modified without
the consent of the participants.

While the $5 per acre tree planting incentive may also have served to
fine-tune pool boundaries, we continue to believe that this incentive was
poorly. designed because the incentive payments were made to produc-
ers who did not plant trees on about 600,000 enrolled acres. We cannot,
sec how an incentive designed to get participants to plant trees can be
effective when it is also paid to those participants who do not plant
trees.

Section 1236 of the act gives the Secretary the authority to protect the
base history of land enrolled in the Crp, but it does not limit this protec-
tion to the life of the contract. We did not suggest altering existing con-
tracts. We suggested that this was a low-cost alternative for future tree
planting initiatives that was cited by participants in prime tree growing
areas in response to our questionnaire.

In commenting on our report, AsCs stated that it properly implemented
provisions of the 1988 and 1989 appropriations acts regarding paying
prevailing local rental rates. According to AsCs, paying rental rates
based on I-year leases would have, in all likelihood, ended the program.

While uspa may have properly implemented provisions of the appropri-
ation acts relating to prevailing local rental rates, we do not believe USbA
effectively implemented these provisions. tspa (a) allowed inappropri-
ate adjustments for inflation and other adjustments that duplicated in
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part the inflation adjustments and (b) failed to establish internal con-
trols to ensure that its implementing procedures were followed consist-
ently. More recently, in August 1989, the uspa Office of Inspector
General (01G) reported that USDA’s implementation of these provisions
was inadequate. In one case, the 016 found that UsDA is paying a pro-
ducer $25,452 more per year than the producer is paying to rent the 753
acres he enrolled ($45 per acre versus $11.19 per acre), even though the
acts limit CrP rental payments to the prevailing local rental rate for com-
parable land.

In response to our suggestion to use an escalator clause as part of the
prevailing local rental rate to protect the producer from inflation, ASCS
stated that the current bid policy was designed to achieve program goals
as cost effectively as possible, given the goals for participation. Ascs also
stated that existing contracts could not be modified without the consent
of CRP participants.

Beginning in the sixth sign-up, USDA routinely adjusted CRP rental rates
to protect producers tor anticipated increases in land values and rental
values of comparable land during the 10-year life of the CRp contracts.
As a result, farmers are paid the higher rates whether or not an increase
occurs. We suggested an escalator clause to protect producers from such
increases only if they occur and to protect the government if they do
not. We did not, however, suggest going back and modifying existing
contracts; rather, we suggested modifying the procedures for future
sign-ups.

Finally, usDA stated that while some fine-tuning might have reduced pro-
gram outlays, the program is very successful. Further, there is a concern
that if later participants were to receive a greater return than earlier
participants, it would discourage early participation in USDA programs.

Under a competitive bid system, which we recommend, there would be
no windfall because producers would bid what they are willing to accept
instead of the higher amounts paid by uspa. Under the present system,
many producers received 200 to 300 percent of the cash rental value of
their land because 1isba offered that amount. ERs, in commenting on our
report, stated that u competitive bid system would *‘almost surely have
resulted in lower government costs.” Further, many participants are
already receiving higher payments than other participants because of
the fact that UspA has raised rental rates in many pools. For example,
after the sixth sign-up vspA increased rental rates by as much as $25 per
acre for some pools
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The CRP is a multi-billion-dollar federal effort to help address the land
and water conservation problems of American agriculture. To do this,
USDA, via the CRP, is authorized to address a wide range of objectives
involving the nation’s farm economy and the environment. CRP objec-
tives range from the more traditional goals of curbing the production of
surplus commodities and providing income support to farmers to the
less traditional, more far-reaching goals of reducing soil erosion and
improving water quality and wildlife habitat. In addition to the general
objectives the Congress laid out for the program, the authorizing legisla-
tion also contained two specific objectives for the program —a man-
dated 40- to 45-million-acre enrollment target by 1990 and a tree
planting goal of 12.5 percent of enrolled acres.

So far, UsbA program managers have done well in meeting the mandated
acreage goals, having enrolled over 28 million acres through the end of
1988. The enrollment of these acres in the CRP has resulted in substantial
benefits in all phases of the programs. Soil savings are estimated to be
574 million tons per ycar. Reduced soil erosion will help preserve farm-
land productivity, reduce sedimentation, reduce pollution of surface and
groundwater as fertilizer and pesticide use decreases, and improve fish
and wildlife habitat. Further, the production of surplus commodities has
been reduced, and $1 .4 billion annually in CRP rental payments is helping
provide income support to farmers participating in the program. Finally,
although the CRP is not yet meeting its 12.5 percent tree planting goal,
about 1.7 million acres (or about 6 percent of all Crp acres) are being
planted to trees. Even at this rate, however, the tree initiative is one of
the largest federally sponsored tree planting programs ever.

While the crp has reduced soil erosion because of the large number of
acres enrolled in the program, we believe the benefits achieved to date
could have been enhanced if UsDa program mangers had not placed pri-
mary emphasis on meeting the acreage enrollment requirements and
tree planting goals. Qur analysis shows that as much as several hundred
million dollars per year in additional costs have been incurred as part of
the crr. These costs resulted from the noncompetitive nature of USDA’s
CRP bid system, the approach UsDa used to encourage additional tree
planting, and the inadequate procedures Usba developed and used to
limit CRP rental rates so that they did not exceed prevailing local rental
rates for an acre of comparable land. In addition, while it is an effective
tool in cushioning the impact of the CrP on local economies, the legisla-
tive restriction limiting the amount of CkP cropiand permitted to be
enrolled in cach county could drive up CRp rental rates.
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Overall, our review of the program shows that uspa focused its efforts
on meeting the mandated acreage enrollment targets and the tree plant-
ing goal rather than managing the program in a way that would maxi-
mize the benefits that could be achieved. In doing so, the program’s
ability to effectively address other objectives of the program was
reduced. As a result, while the CRP made contributions toward achieving
each of the program'’s objectives, program benefits were not optimized
and the program has cost more than necessary.

The CrP, as now implemented, gives all acreage meeting USDA'S minimum
soil erosion eligibility requirements equal opportunity and equal weight
when acres are entolled in the program. 1sDa did not target those acre-
ages for enrollment that are the most significant contributors to soil cro-
sion or water damage. As a result, about 70 percent of the nation’s most
highly erodible acres (10T and above) is still not in the CRP. By not
targeting the most crosive and environmentally damaging acres, the pro-
gram’s ability to reduce soil erosion, improve agricultural productivity,
reduce sedimentation, relieve surface water and groundwater damage
caused by fertilizers and agricultural chemicals, and improve fish and
wildlife habitat has been reduced. Of course, some of the most highly
erodible land is precluded {rom entering the program because of the leg-
islative restrictions placed on the amount of envrollment in each county.
However, most of this acreage is still available. Further, UsDA’s approach
to establishing maximum acceptable rental rates for land enrolled in the
CRp discouraged producers in the Midwest, especially the Corn Belt
states, from entering large amounts of acreage in the program. Conse-
quently, large portions of the cropland that suffers the most damage
from water-caused crosion and that contributes to water quality prob-
lems are not enrolled in the Ccrp.

usDA could have targeted the most highly erodible acres by devising a
bid system that, for ¢example, was based on the cost per ton of soil
saved. Targeting improvements in water quality would have been more
difficult because all streams, water bodies, or groundwater reservoirs
with current or potential watcer quality problems have not been identi-
fied, nor have the sources of the problem. lowever, targeting could
have been done to a greater degree than it was under crpe. States and
federal agencies have identified portions of the nation’s contaminated
rivers, lakes, estuaries, and groundwater locations and have assessed
the impact of pollution on these water resources and the potential for
additional damage. 1'spA could have used the information to help focus
its efforts on this important aspect of the program.
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Recent USDA initiatives to increase tree planting have also reduced pro-
gram benefits in the areas of reducing soil erosion and improving water
quality. Because usDa relaxed its original soil erosion criteria for tree
growing acres, there is now more land enrolled in the CRP that is not
eroding or eroding at very low levels. Accordingly, the potential soil ero-
sion and tree planting benefits that otherwise would have been realized
by enrolling highly erodible land, including decreases in soil erosion and
sedimentation and improvements in water quality that might have
resulted, have been lost.

In both areas where UsDA could have improved the effectiveness of
Crr—Dbetter targeting and better handling of the tree planting initia-
tive—we believe the kind of program changes nceded to accomplish the
additional benefits would have minimal adverse impact on the overall
acreage enrollment requirements and tree planting goals. Moreover, to
the extent that program changes would adversely affect the number of
tree planting acres enrolled, increased benefits would be realized under
the other objectives of the program.

In the final analysis, we belicve that the overall impact of the program
would be increased if management focus shifted to a more balanced
approach that tried to optimize the program’s contributions toward each
of its objectives.

On the cost side of the Ckp equation, we estimate that the total cost of
the crP will be about $22 billion through 1999. We believe these costs
are higher than necessary because of the way Usba implemented the pro-
gram. The Food Security Act, for example, suggested that UsDA reduce
program costs by using a competitive bid system to enroll land in the
CrP. However, the bid acceptance process implemented by USDA was not
competitive; it was, in ctfect, an offer system that paid the maximum
rate for a majority of enrolled acres and, as a result, increased program
costs. This occurred because USDA consistently accepted all bids up to
the maximum acceptable rental rate, and producers quickly learned
these rates and adjusted their bids accordingly.

To make its bid acceptance process competitive, USDA must prevent pro-
ducers from knowing in advance what the maximum acceptable rate is
likely to be so that they will bid on the basis of what they are willing to
accept rather than what they know they can get. UsDA can accomplish
this by (1) limiting the total acres it will accept or total funds it will
obligate in each sign-up or (2) accepting bids based on their contribution
to program objectives.
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Under the second method, USDA could use criteria based on specific pro-
gram objectives to determine which bids it will accept. Possible criteria
include the tons of soil saved, enrolling the most erodible land first, or
achieving the greatest reduction in annual price and income support
program payments on the basis of either a per acre or per dollar of
rental cost. Using such criteria alone or in combination with limits on
total acres or funding would also preclude producers from knowing in
advance what the maximum acceptable rental rate is likely to be.

As a tree planting initiative, UsDA increased rental rates by $5 per acre
in a five-state arca of the Southeast. However, because the tree planting
initiative was available to all producers in this area, regardless of
whether they planted trees, UsDA will pay more than $30 million over
the life of the program for the 60,000 acres where trees were not
planted.

We believe UsDa could have avoided these additional costs if it had used
other ways to meet its tree planting goal. For example, USDA could have
paid the additional $5 per acre only to producers who actually planted
trees. Further, Ckpe participants in areas of the country outside the pri-
mary trec planting states in the Southeast would have planted trees if
they had been permitted to retain eligibility for 1:Spa price and income
support programs on their acres for as long as the trees remained rather
than for just the 10-year life of the CRP contract, or if they had received
additional technical assistance on tree planting from USDA.

The other major aspect of the program that contributed to higher costs
was USDA’s handling of congressional attempts to limit rental payments
to prevailing local rental rates for comparable land. The Congress’
attempt to limit CrP rental payments became effective prior to the sixth
sign-up period. Although the new restriction would appear to have had
a significant impact on USPA’s ability to continue paying CRP rental rates
that were frequently 200 to 300 percent of local rental rates, it did not
have the desired effect. This occurred because UsDa instructed local
county offices to include a number of add-on factors in the prevailing
local rental rate calculations that permitted high payment rates to
continue.

Specitically, usDA instructed county offices to include factors in the pre-
vailing local rental rate calculation that were not justified. Accordingly,
in many parts of the country, Crpr rental payments have continued at
levels equal to or higher than they were before enactment of the 1987
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legisiation. Further, other than issuing instructions, USDA program mana-
gers exercised little oversight or supervision of the rate-establishment
process used to implement the law throughout the country. As a result,
the controls necessary to help management determine whether the legis-
lation was being effectively implemented were not in place. In addition,
UsDa did not report the lack of controls as a material weakness in its
1988 Financial Integrity Act Report. We believe UsDA should do so in its
1989 report.

Under the current law, the CRP is generally prohibited from enrolling
more than 25 percent of the cropland in any county. The legislation is
intended to help cushion local economies against the potentially nega-
tive effects of idling all or much of the land in any given county.

While the limit on individual county enrollment will not prevent USDA
from mecting the mandated acreage targets, the limit does make the
targets more difficult and costly to achieve. UsDA needs to enroll about
57 percent of the necessary eligible acres because of the limit; it would
need to enroll about 39 percent of the acres if there were no limit. This
could drive up the cost of enrolling additional acres as the pool of avail-
able land becomes smaller with each additional Ckp sign-up. A greater
concern, however, may be that some of the acreage that is now frozen
out of the program is among the most highly erodible in the country—
land eroding at 10T or more.

As the Crr gets closer to the 40- to 45-million-acre target, or if the Ckp is
expanded, it may be necessary to eliminate or modify the limit on indi-
vidual county enrollment. or to further expand eligibility criteria to cre-
ate a larger pool of available acres. If the Crp is expanded, for example,
and the limit remains in cffect, vspa would need to enroll a very large
portion of all remaining eligible acres. The cost of doing so could become
prohibitive as rental rates would likely have to be raised to very high
levels to attract landowners who, for whatever reason, are reluctant to
participate.

While eliminating the limit may not be advisable because of the poten-
tial adverse impact on local economies that are dependent on agricul-
ture, modifying the limit to allow additional acreage that contributes the
most to soil erosion or water quality problems could be a workable
solution.
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Several bills have been introduced in the Congress to expand the CRP in
its present or a modified form. One proposal calls for expanding the CRP
to 65 million acres, for example. Another bill would target water quality
problems. None of the bills has been acted upon as yet, but with debate
on renewal of the Food Security Act scheduled for 1989 and 1990, it is
likely that some legislation relating to the ¢kp will be considered. During
this debate, the Congress may want to consider more clearly defining its
program objectives and priorities so that program managers have better
guidance about whether they should continue to emphasize achieving
the acreage targets or should shift their focus to achieving program ben-
efits in a more cost-effective manner. We believe there are a number of
options available that the Congress could use to sharpen the focus of the
CRP. In the process, overall program benefits could be improved and the
program made more cost effective.

Among the actions the Congress may want to take are to

allow flexible annual and overall acreage goals,

modify the restriction on the amount of acreage that can be enrolled in a
county,

limit or target eligibility to commodity program crops, and/or

limit annual funding to encourage more cost-effective administration.

These options, discussed in more detailed below, apply to both the cur-
rent program or any expanded prograr.

Allowing Flexible Annual
and Overall Acreage Goals

The Food Security Act contains both a mandated overall enrollment tar-
get of 40 to 45 million acres and interim targets of at least

5 million acres in 1986;
10 million acres in 1987, 1988, and 1989; and
5 million acres in 1990.

There is also a goal of having trees planted on at least one-eighth of the
CRP acres.

While UsDA’s efforts to meet the overall acreage enrollment targets have
been successful to date, the focus of the CRP has become enrolling acre-
age instead of meeting the conservation and environmental objectives of
the legislation. As a result, program benefits are lower and costs are
higher than necessary. t'sDA’s attempts have included adopting a bid
system that was not competitive, setting maximum rental rates that
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favored areas suffering from wind-caused erosion over water-caused
erosion, and lowering eligibility standards. Tree planting initiatives have
also increased costs and reduced soil savings without meeting the tree
planting goals.

The Congress may want to remove these mandated goals and permit
Usba more flexibility to address the full range of objectives established
for the crr. Allowing more flexible acreage goals would better enable
USDA to focus on meeting the broader range of objectives in a more cost-
effective manner.

Modifying the Restriction
on the Acreage That Can
Be Enrolled in a County

The 25 percent cap on CRP enrollment in a county precludes about 30
percent of all highly erodible cropland from participation in the CRre.
Some of this land is among the most highly erodible in the country. As
the CRP gets closer to its 40- to 45-million-acre target, particularly if the
CRP is expanded, the available acres decrease. As a result, the land
entering the crr will become increasingly costly. Although relaxing the
limit on individual county enrollment could have negative effects on
local communities, expanding the eligibility criteria could further reduce
the CRP's effectiveness by bringing into the program more land that is
eroding at lower rates. Modifying the limit on individual county enroll-
ment could be a more cost-effective option, particularly if the modifica-
tion were used to target the most highly crodible land or land that
contributes to water quality problems.

While eliminating the limit may not be advisable because of the poten-
tial adverse impact on local economies that depend on agriculture, modi-
fying the limit could be a workable solution. For example, the limit could
be modified to allow the enrollment of an additional 10 to 20 percent of
the ¢cropland in a county if

the land is eroding at. 10T or more,

the land contributes to water quality problems, or

the land makes a significant contribution to meeting other CRP conserva-
tion or environmental objectives.

Limiting Eligibility to or
Targeting Annual Program
Crops

ference whether the acres enrolled in the CkP are used to grow crops
covered by usbA price and income support programs. However, in terms
of overall costs to the taxpayer, there can be a significant difference.
Limiting Crp eligibility to or targeting commodity program crops could

Page 59 GAO/RCED-90-13 Conservation Reserve Program



Chapter 4
Conclusions, Recommendations, and Matters
for Consideration by the Congress

significantly reduce the government cost per acre to enroll land in the
CRP. In addition, federal cost savings could result from a general rise in
crop prices that might occur when additional acres are taken out of pro-
duction for the CRP. As surplus stock levels decline and prices rise for a
given crop, USDA price and income support payments on all such crops
decline.

Consequently, in order to both realize the benefit achieved by land
enrolled in the CRP and help minimize overall government expenditures,
the Congress may wish to either (1) further limit crp eligibility to farm-
land enrolled in UsDA price and income support programs or (2) target
acreage enrolled in UsDA commodity programs by requiring USDA to offer
incentives as it did for corn acreage during the fourth sign-up.

Limiting Funding to
Encourage More Cost-
Effective Administration

Recommendations to
the Secretary of
Agriculture

Congressional attempts to restrain costs by suggesting that a competi-
tive bid system be used for the CRP and by restricting CRP rental rates to
prevailing local rental rates for an acre of comparable land (in fiscal
years 1988 and 1989) have not been successful because of the way in
which uspa implemented the program. Those factors, combined with
USDA’s emphasis on meeting the mandated annual acreage requirements,
have led to annual Ckp rental payments that can be as high as 200 to 300
percent of local cropland rental rates and have resulted in overall pro-
gram costs that arc higher than necessary.

Since the crP is funded through the revolving fund of the Commodity
Credit Corporation, the program is funded after the fact. As a result,
there is effectively no annual or overall limit on the amount of crp
expenditures in any given year. The expenditures are driven by the
amount of acreage enrolled in the program and the rental rates accepted
for those acres. As a result, the Congress may wish to place a limit on
either annual or overall program costs for the remainder of the 45-mil-
lion-acre CrRP program or for an expanded program.

To improve the .benefits realized by the CRrP, we recommend that the Sec-
retary of Agriculture direct the Administrator of ascs to develop a bid
acceptance approach that targets the most highly erodible acres availa-
ble for enrollment as well as those that contribute most to water quality
problems.
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To improve the administration of the CRp as well as minimize rental
costs over the remainder of the program, we recommend that the Secre-
tary of Agriculture direct the Administrator of ASCs to develop and use a
competitive bid system. In using such a system, USDA should accept those
acres into the CRp that make the maximum contribution to CRr objectives
per dollar spent. Such a system would also be consistent with the Con-
gress’ suggestion to use a competitive bid system in administering the
CRpP. We also recommend that in adopting a competitive bid approach,
the Secretary should request the Congress to eliminate the limitation
restricting CRP contract rental rates to the prevailing local rental rate for
an acre of comparable land since this provision would be unnecessary
under a competitive bid system, which enrolls the most cost-effective
acres first.

If 1isDA does not implement a competitive bid system and stays with the
offer system it now uses, we recommend that the Secretary require the
ASCS Administrator to reduce the maximum acceptable rental rates to
bring the rates more in linc with prevailing local rental rates.

Regarding the CRrP tree planting initiative, we recommend that the Secre-
tary require the Ascs Administrator to

return to the previous cligibility criteria that two-thirds of the land must
be eroding at three times the soil loss tolerance level, instead of the
relaxed standard now being used (one-third of the land at two times the
so0il tolerance level);

restrict incentives tor tree planting to only those producers who actually
plant trees rather than any producer in a geographic area, s is now
oceurring;

evaluate the use of other incentives to plant trees, such as providing
additional technical assistance to producers and/or extending the period
of time that the land planted with trees could remain out of production
vet still qualify for federal tarm program benefits.

Also, if U8DA does not implement a competitive bid system and must
limit, rental rates to prevailing local rental rates for an acre of compar-
able land, we recommend that the Secretary direct the Administrator,
ASCs, as follows:

Issue revised, more specific guidance 1o county offices detailing how
they should caleulate “prevailing local rental rates for an acre of com-
parable land.” The revised guidance should (1) remove the redundancy
in the adjustment factor for the cash rental value over the 10-year life
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Agency Comments

of the contract and the adjustment factor for future land values and
economic trends and (2) clarify what is to be included in adjusting rental
rates for “other impacts on land values.”

Use more objective data in protecting farmers against future increases
in land values for acreage enrolled in CrP by developing and requiring
county offices to use escalation factors tied to local farmland values or
rental rates in CRP in calculating “prevailing local rental rates for an acre
of comparable land.”

Reject CRP bids that exceed the prevailing local rental rates established
under the revised guidance.

Establish the internal controls necessary to ensure that county offices
are properly calculating prevailing local rental rates. The controls devel-
oped should, at a minimum, provide ASCS managers with assurance that
the rates are calculated consistent with both legislative intent and the
revised guidance.

Further, the Secretary should direct ASCS to develop a plan that targets
the most highly erodible acres and those that contribute the most to
water quality problems. As part of this plan, the Secretary should
request that the Congress modify the limit on individual county enroll-
ment to allow additional acres to be enrolled by those counties that are
at the limit, provided that those acres meet specific program goals, such
as removing from production the most highly erodible acres, or those
contributing to water quality problems. Finally, the Secretary should
report the lack of internal controls as a material weakness in the Depart-
ment’s 1989 Financial Integrity Act report.

UshA commented that the program was cost-effective and provided
detailed comments by the Agricultural Stabilization and Conservation
Service and its Economic Research Service. While Ascs disagreed with
GAO’s conclusions and recommendations on the bidding process, ERS
agreed with GAO. ascs also disagreed with GAQ's position on the tree
planting initiative. t;Ao continues to believe its positions have merit.
USDA’S, ASCS', and ERS' comments and GAO's evaluation are discussed in
more detail in the appropriate chapters of this report and included in
appendix III.
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To meet the objectives discussed in chapter 1, we selected four samples
from USDA’s computerized contract files and obtained information about
the sampled contract files through questionnaires mailed to either local
usha officials or the contract holders. We designed these samples and
questionnaires to determine (1) the accuracy of the data in USDA’s com-
puterized contract files, (2) how UsDA implemented the provisions of the
1988 appropriations act limiting rental payments to the prevailing local
rental rate, (3) the effectiveness of the corn bonus, and (4) why USDA’s
tree planting initiative was not more successful. In each instance, we
selected samples from the most current information available at the
time of our sample selection and used sampling techniques that would
allow us to project sample results at the 95 percent confidence level.

’ Usba’s computerized contract files were the primary source of much of
ACCUI‘&CY 0 f USDA 5 the information in this report. These files include Ckp rental payment
ComDUterlzed amounts, base acre reduction, cover practice selection, and erosion and

Contract Files soil classification information.

To determine the accuracy of the computerized contract file informa-
tion, we compared the information in a random sample of contract files
with the underlying supporting documentation provided by local tspa
officials. We selected a random sample of 400 contracts from the uni-
verse of 196,706 contracts in USDA's computerized contract files for the
first five sign-up periods. We obtained actual contract file information
and other supporting documentation for each sample contract through a
questionnaire to local 1spa officials. This information provided suffi-
cient detail to verify that (1) the land capability classification (1.cc) and
crosion characteristics of the enrolled acres—such as T values, tons of
erosion per acre per year (T/A/Y), and the actual erosion index (AE)
that can be computed trom T/A/Y and T—were correctly described, (2)
the land was cligible for the crp, and (3) the number of acres enrolled,
base acre reduction. and acres of each cover practice selected were
correct.

We found no statistically significant difference at the .01 level of signifi-
cance between

« the T, T/A/Y, AE, and 1cC values reported in USDA’s computerized con-
tract files and the actual values found in the supporting documentation
for the sample contracts or

« our eligibility determinations and those of the local tispa officials.

Page (i4 GAQO/RCED-90-13 Conservation Reserve Program



Appendix I
Sampling Methodologles

Implementation of the
1988 Appropriations
Act :

We also found that, with the exceptions of corrections not yet incorpo-
rated into the computerized contract files, the number of acres enrolled,
base acre reduction, and acres of each cover practice selected were cor-
rectly reported.

The 1988 appropriations act limited CRP rental payments to the prevail-
ing local rental rate for comparable land beginning with the sixth sign-
up period. To determine how many bids, if any, were rejected because
the bid amount exceeded the prevailing local rental rate for an acre of
comparable land, we examined a random sample of 800 bids from the
universe of 11,085 bids rejected in the sixth sign-up that were less than
or equal to the maximum acceptable rental rate for their area. Since
these bids were not rejected for exceeding the maximum acceptable
rental rate, they had to be rejected for some other reason. For example,
the bids could have been rejected for exceeding the prevailing local
rental rate for an acre of comparable land or because the land was not.
highly erodible. For each sampled bid, we sent a questionnaire to local
USDA officials to determine why the bid was rejected.

Questionnaire Results

We sent 800 questionnaires and received 764 responses, a 95.5 percent

" response rate. Responses to our questionnaires are summarized in table

L1

Table (.1: Rejected Bids—Responses by
Category

Land was not eligible 188
Bid exceeded the prevailing local rental rate for comparableland 85
Bidder withdrew bid )
Other TN 6
Bid did result in Exhcér_wtract’ T T T T T T e
Total T T T T T T T T e

*Most of these 279 cases involved the reconstitutions of existing farms between bid submission and
contract award. A farm is reconstituted and assigned a new farm number for USDA record-keeping
purposes when farm acreages change. We inadvertently identified such bids as rejected because bid
farm numbers differed frcm the related contract farm numbers.

bRespondenis could lisi more than one reason that a bid did not result in a contract: therefore, the
number of answers exceeds the number of questionnaires received.

Projection of Sample
Resuits

Of the 764 questionnaires received, we found that 279 did result in con-
tracts, reducing the actual number of rejected bids to 485. The percent-
age of bids rejected because they exceeded the prevailing local
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prevailing rental rate for comparable land is 17.5 (85 divided by 485).
Applying our sample results to the universe, we estimated that 1,175
bids were rejected because they exceeded the prevailing local rental
rate. The 1,175 rejected bids represent only 2.25 percent of the 52,146
bids received nationwide during the sixth sign-up.

We also projected our sample results to determine what the nationwide
rejection rate would be without Minnesota (55.3 percent of the 85 sam-
pled bids rejected for exceeding the prevailing local rental rate were
from Minnesota). Excluding Minnesota, we estimate that 536, or 1.1 per-
cent, of all bids were rejected because they exceeded the prevailing local
rental rate for comparable land.

Table 1.2 shows our estimates of bids rejected because they exceeded the
prevailing local rental rate for an acre of comparable land and the confi-
dence intervals for those estimates.

Table 1.2: Confidence Intervals for
Estimates of Rejected Bids That
Exceeded Prevailing Local Rental Rates

Effectiveness of the
Corn Bonus

|
95 percent confidence interval

Rejected Low High
e bids (Percent) est (Percent) est. (Percent)
Al states sampled 1.175 23) 938  (18) 1412 en
All states sampled excepl
Minnesota 536 (1.1) 37 08 701 (1.4

usDA offered a $2 per bushel corn bonus in the fourth sign-up to
encourage the enrollment of corn base acres. Producers responded by
enrolling 1.73 million corn base acres, more than three times the number
of such acres previously enrolled.

To determine the cffectiveness of the corn bonus, we estimated how
many of the fourth sign-up corn base acres were enrolled as a result of
the bonus and how many would have been enrolled without the bonus.
We based our cstimates on responses to a questionnaire that we mailed
to a sample of producers who received the corn bonus. Our universe was
the 46,141 contracts on which the 1.74 million corn base acres were
enrolled in the fourth sign-up. We randomly selected 500 contracts and
mailed questionnaires to the 661 persons receiving payments from these
contracts. Of the 661 questionnaires mailed, we received 542 responses,
an overall response rate of 82 percent. Of these 542 responses, 465
stated that they were responsible for enrolling the land in the crp.
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Why Tree Planting
Initiative Was Not
More Successful

One hundred-twenty respondents (or 27 percent of the 444 respondents
who answered the question) said that they would have enrolled in the
CRP and designated a reduction of their corn base acres in the tourth
sign-up even if no corn bonus had been offered. Another 81 respondents
(18.2 percent) said that, without the bonus, they would have still
enrolled during that period, but would have designated the reduction of
a different base. Finally, 243 respondents (54.7 percent) said that they
would not have enrolled any acres during the fourth sign-up if not for
the bonus. Of this last group, 45 said that they would have probably
enrolled the acres at a later date.

On the basis of these responses and the acreage enrolled in each sampled
contract, we estimate that 907,413 acres (plus or minus 114,698) of the
1.74 million fourth sign-up corn base acres were enrolled as a result of
the corn bonus, of which 134,467 acres (plus or minus 58,880) would
have probably been enrolled in a subsequent sign-up without the corn
bonus. We also estimate that 304,450 corn base acres (plus or minus
89,239 acres) would have been enrolled in the fourth sign-up without
the corn bonus and another 201,117 acres (plus or minus 69,114 acres)
would have been enrolled with a base acre designation other than corn
without the corn bonus.

USDA increased maximum acceptable rental rates in principal tree grow-
ing states to meet the legislative goal that 12.5 percent of the CRp acres
would be planted in trees. However, only about 6 percent of Crp acres
are planted in trees.

To determine why USDA's tree planting initiative was not more success-
ful, we sent questionnaires to a sample of producers in the geographic
areas most suited for trees who chose not to plant trees. USpa officials
and state foresters helped us to identify the geographical areas most
suited to trees. Included are the stutes of Alabama, Arkansas, Florida,
Georgia, Louisiana, Mississippi, North Carolina, South Carolina, Tennes-
see, Virginia, Wisconsin, and parts of Minnesota and Texas.

We identified 36,247 crp contracts enrolling 2,033,822.2 acres through
the fifth sign-up with a cover practice designation other than trees in
these geographic areas. We randomly selected 500 contracts from this
universe and mailed questionnaires to the 556 producers receiving pay-
ments from the 500 contracts. We received responses from 447 produc-
ers, for an gverall response rate of 80 percent. Of these 447 producers,
289 indicated that they were the persons responsible tor enrolling the
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land and that the land was suitable or might be suitable for growing
trees. These 289 producers gave some reason other than the physical
characteristics of the land for their decision not to plant trees. Table 1.3
shows the reasons they ¢ lted as very important in their decision not to
plant trees:

Table 1.3: Reasons for Not Planting Trees

Reason cited as very important ] ) Percent cmng
D|ff|cun_3:~6?7efﬂr_rilh'g land to croppm§ T T 750
Wouid tie up land 1oa l¢ long T T T T T T Teee
Loss of c-r?p tgsé_étter 10- year conlract ST T T _ o 840
Lack of economic return from trees S T T T T T T T Ty

AsCS officials had told us previously that important reasons for not
planting trees were unavailability of tree seedlings and the risks of
insect damage, disease, or other perils. However, most producers did not
cite these as very important reasons.

Most producers said that if they had more acres to enroll in the CRP, they
would be willing to plant trees on those acres if certain incentives were
offered. Table 1.4 shows the response percentages for each incentive
listed on the guestionnaire:

Table 1.4: Incentives to Plant Trees

Response
Incentive percentage
Incré—exéeThe CRP rental paymenls for trees S T 76.1
Increase governmem share of estabhsﬁﬁﬁent costs T T T T Tera
Preserve the crop base hlSlOfy for Ionger penod T T 653
Include maintenance costs in contracI S T T T 847
Offera%on-ger'comract penod fortrees T T T2
Provide additional technical assistance 77 51.4

Four of the six incentives listed would provide greater financial reward
to participants who opt to plant trees rather than some other type of
cover, indicating that participants would plant trees if paid more to do
s0. On the other hand, over 65 percent said they would consider planting
trees if the crop base history were preserved for a longer time, and over
half would consider trees if additional technical assistance were pro-
vided. These are essentially no-cost or low-cost incentives.
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We estimate that the direct government cost of a 40-million-acre Conser-
vation Reserve Program will be approximately $22.1 billion over 14 crop
years, as shown in table II.1. The cost consists of annual rental pay-
ments ($20.2 billion), the government’s share of costs for establishing
cover crops ($1.5 billion), corn bonus payments ($0.3 billion), and
administrative costs of less than $50 million.!

Table I1.1: Direct Cost of a 40-Million- |
Acre CRP, Crop Years 1986-99 ' Billion dollars

LIRS e — '—Crguearsﬂ A

1986-90 1991-95 1996-99 Total

Annual rental payments ~~ $58  $101 $43  $20.2

Gov't share, estab. costs 13 02 00 15

Comborus T 03 0.0 00 03

Administrative costs R

Tota® T $7.5  $10.3  $4.3  $22.1

“Less than 0.5.

"Columns may not add due lo rounding.

Source: Costs contracted by USDA for enrolling 28.1 million acres through the seventh sign-up and
GAOQ estimate of costs of enrolling 11 9 mitlion additiona! acres.

Annual costs are not distributed evenly over the life of the program, as
shown in table I1.1. Both the government’s share of establishment costs
and corn bonus payments are one-time costs incurred as acres enter the
CRP. Establishment costs are a large share of annual direct costs during
the early years of the program, but their relative importance declines as
more acres arc enrolled. With more acres enrolled, annual rental pay-
ments become more important to annual direct costs.

Annual direct costs peak at about $2.2 billion for the 1990 crop year
because UsDA must pay establishment costs for the final acres enrolled in
the CRp as well as annual rental payments for the entire 40-million-acre
Crp. After 1990, annual rental payments are the only major cost for the
CRP, but because they are substantial and continue for another 9 years,
almost two-thirds of lifetime CRP costs occur after 1990.

. Our $22.1 billion estimate of direct CRP costs includes both contracted
HOW We Estimated and estimated costs. Uspa contracted $15 billion in lifetime CRP costs to
Direct CRP Costs enroll and provide cover crops for 28.1 million acres during the first

IDuring the fourth contracting period, USDA paid a bonus to landowners who were willing to enroll
corn base acres in the CRP. The government pays approximately one-half of the cost of establishing
cover crops on land enrolled in the CRP.
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seven sign-up periods. We estimate that to enroll and establish cover
crops for the remaining 11.9 million acres will cost $7.1 billion.

To develop our cost estimates, we used the following procedure. First,
we obtained USDA's state-level estimates of acres available for enroll-
ment in the CRp.? We then assumed that an additional 6.9 million acres
would be enrolled for crop year 1989 and an additional 5 million acres:
would be enrolled for crop year 1990. We assumed that enroliment for
additional acres would follow the same enrollment pattern as in the sev-
enth CRP sign-up except that enrollment in a state would stop when 90
percent of available acres were enrolled. Using these assumptions, we
simulated crP enrollment until total enrollment reached 35 million acres
for crop year 1989 and 40 million acres for crop year 1990. This proce-
dure tended to limit acres enrolled from the plains states and increase
acres cnrolled from the Corn Belt above what they would be without
aty restrictions.

To estimate per acre CRP rental rates for each state, we increased the
seventh sign-up rate by 2 percent annually for crop years 1989 and
1990. The national average rate calculated from the sum of state esti-
mates was $53.90 per acre for crop year 1989 and $57.90 per acre for
crop year 1990. We used seventh sign-up rates by state to calculate the
government’s cost share for establishing cover crops for crop years 1989
and 1990. The national average cost share rates were $39.76 and $42.39
for crop years 1989 and 1990, respectively.

The national average rental rate that Usba will actually have to pay for
the remaining acres depends on a number of factors, including the loca-
tion of enrolled acres, whether Uspa continues to expand eligibility crite-
ria, landowners' expectations of future returns from crop production,
limits imposed by appropriations, and other economic and institutional
factors.

However, an error in our assumed per acre annual rental rate would not
affect our direct cost. estimate very much. If, for example, actual crp
rental rates for enrolling the 11.9 million additional acres prove to be 10
percent higher than we have assumed, the direct cost of the Crp over 14
years would be $22.8 billion, only 3 percent higher than our estimate of
$22.1 billion.

“Unless USDA obtains # waiver, only 25 percent. of total cropland in a county can be enrolled in the
CRP. Because land eligible for the CRP is often concentrated, the tand available for enrollment under
this limitation is often less than the land that is eligible for the CRP based on erosion or other criteria.
USDA’s estimates reflected eligibility eriteriicas of Septembor 1987
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DEPARTMENT OF AGRICULTURE
OFFICE OF THE SECRETARY
WASHINGTON, D.C. 20250

ey,

N ¥

Mr. John Harman

Director

Food and Agriculture Issues
General Accounting Office

441 G Street, N.W., Roonm 4075
Washington, D. C. 20548

Dear Mr. Harman:

The draft report, "FARM PROGRAMS: Conservat{on Reserve Prugcim Could Be
Less Costly and More Effective RCED-89-180," has been thoroughly rvaviewed hy
this office. Enclosed are responses prepared by the Agricultural
Stabilization and Conservation Secrvice (ASCS) and the Ecoanomic Researah
Service. It {s our assessment that ASCS has heen administerlag the
Conservation Reserve Program in a cost—-effective and efflclent maaner ian an
attempt to reach the legislative requiremeat of enrolling 40-45 million
acres Into this program through the 1990 crop year.

Sincerely,
| /y\/
A

yas
! ,

RicKard T. Crowder, 1) <
International Aftory it
Enclosures
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f‘iﬂ"‘\ United States Agricultural P.O. Box 2415
\S/:  pepartment of Stabltization and Washington, D.C.
L Agriculture Conservation Service 20013
70 : Wr. George t. Rippel
Director

Audits and Dockets Staff

FROM 'Deputy Administ:‘gkﬁlﬂ//(& (QMM

State and {ounty Operatio

SUBJECT: GAD Draft Repori RCED-89-130 "Farm Programs: Conservation Reserve
Program Could Be iess Costly and More Effective."

We offer the following generdl comments to the overall GAD draft report
GAQ/RCED-89-180: Generally, the compreiensive review accurately states the
program objectives, goals, accomplishments to date, and in general the
procedure for program implementation, We, however, offer the foliowing
comments regarding GAD's conclusions:

GAQ indicates that the bid system used by the Departwment of Agriculture (USDA)
program managers wds not competitive hacause producers knew the maxinum
acceptable rental rate (MARR) levels prior to submitting their bids. The
Secretary of Agriculture never announced the MARR levels until after all bids
were submitted. He retained the prerogative of increasing or decreasing the
MARR for any particular signup hased on the offers submitted. Bid policy, to
some extent, was driven by the wminimum participation targets set ia the
legislation that authoriczed tne CRP,

GAO criticizes the pool adjustments of 55.010 per dcre or less after the second
signup as being less effective than the one time corn bonus offered during the
fourth CRP siqnup period. Tnose additional pool adjustments, which were
offered as tree planting incentives for certain CRP lands fine tuned the
MARR's and pool boundaries. This continues to be an option for program
managers to ensure desired progran results. The result differed from those
involved in the corn bonus due to the more limited amount of acreage
potentially involved with respect to tree planting.

The GAO suggests: (1) using an escalator clause to protect the interest of
the participant against inflation and (2) granting hase history protection for
Tonger than the contract 1ife. The current bid policy has been designed to
achieve the program goals as cost-efficiently as possible, keeping in mind the
minimum goals for participation which are provided for in the authorizing
legislation. Further, existing contracts could not be modified without the
consent of the participant,

Page 72 GAO/RCED-90-13 Conservation Reserve Program




Appendix IIT
Comments From the U.S. Department
of Agriculture

Mr. George E£. Rippel 2

GAO suggests that USDA did not attempt to enroll the most erosive soils first.
We believe that we did. The Secretary of Agriculture limited participation
originally to thase areas eroding in excess of 3T or those classes of land
unsuitable for annual crop production.

Obviously, as GAQ points out, the 25 percent county cropland limitation in the
authorizing legislation significantly reduced the percent of highly

erodible acres that can be expected to be offered for the CRP. USDA, as
permitted by the legislation, has allowed counties to exceed the 25 percent by
an acceptable margin, if proper documentation is furnished by counties at or
near the 25 percent level to show that exceeding 25 percent would not
adversely impact the local economy.

The reluctance of local officials to provide the required documentation
indicates that holding additional signups in these counties may not be
appropriate.

The GAO fails to sufficiently recognize the water quality efforts USDA has
made in implementing the multiple objectives of the Act. We believe that
water quality concerns were particularly addressed during the sixth CRP
signup. Filter strips were authorized and SCS issued field instructions that
those acres had to be such that an approved cover on the property would reduce
erosion sufficiently to insure that water quality benefits were being
obtained. Also, a significant and positive step was taken during the first
year of the program when eligibility was broadened to include.land eroding at
2T if it also had gully erosion. Gully erosion is concentrated

flow that includes the rapid movement of both soil particles and attached
pollutants which contribute to the problems associated with water quatity.
Further, the bid pool increases of $5 to $25 per acre for approximately 600

counties after the sixth signup were implemented to achieve water quality
benefits.

Some fine tuning might have reduced program outlays; however, the

program has been very successful in accomplishing objectives. Also, there is
a concern with long-term operations in programs such as this if later
participants in a program were to achieve greater benefits than those who sign
up early. The concern is that it could discourage early participation in
future USDA programs.

We believe, hawever, that USDA did exercise the kind of restraint needed to
ease into the program so as to avoid undue public outlays. As indicated on
Table 3.2, only 16 percent of the offers during the first signup were accepted
by USDA. This not only shows that we exercised restraint under tremendous
pressure, but it also shows our belief that we would be able to obtain offers
at less cost to the taxpayer at a later date. Had we not done this, projected
CRP costs would undoubtedly exceed current projections.
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Although the comments received from the Economic Research Service

generally tended to support GAO's position on the CRP bid acceptance process,
we do not feel the findings are warranted due to the mandated minimum
enrolIment requirements set out in the authorizing Tegislation., We agree that
the more competitive the bidding process the lower the outlays for the CRP
land. For this reason, the eligible land criteria was gradually expanded by
USDA officials to increase the pool of eligible bidders and the MARR's were
never announced until after the close of signup. This always left the option
of either increasing or decreasing the MARR on a pool-by-pool basis for each
signup period.

USDA, in addition, properly implemented the provisions of the appropriation
acts for fiscal years 1988 and 1989 regarding prevailing local rental rates.
As the GAO report reflects, the use of unadjusted cash rental rates that a
landowner might receive for a one-year lease which imposes no out-of-pocket
obligatinns on the landowner would have, in all likelihood, ended the program.
Yet, if Congress had meant to terminate the CRP, it would not have
appropriated money for any new contracts.
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Zay United States Economic 1301 New York Avenue NW
({ Department of Research Washington, D.C.
Agriculture Service 20005-4788

SEP 13 1989

SUBJECT: Review and Comments on GAO's Draft Report "FARM PROGRAMS..."

TO: George Rippel
Director
Audits and Docket Staff
Agricultural Stabilization and Conservation Service

Attached is a review of and comments on GAO's draft report "FARM PROGRAMS:
Conservation Reserve Program Could Be lLess Costly and More Effective." The
review was conducted by staff in the Resources and Technology Division under

the guidance of John Miranowski, Director.

—
—

,_'f{\ K e
B.H. ROBINSON
e Assocjate Administrator
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REVIEW OF GAO DRAFT REPORT

FARM PROGRAMS: Conservation Reserve Program Could
Be Less Costly and More Effective

In its report entitled "FARM PROGRAMS: Conservation Reserve Program Could Be
Lless Costly and More Effective,” GAO draws the general conclusion that
although the Conservation Reserve Program (CRP) will provide substantial
environmental benefits, USDA's implementation prevented the attainment of even
greater benefits and resulted in higher-than-necessary government costs for
the program. Specifically GAO finds that:

1. USDA pursued the acreage enrollment mandate and tree planting goal as
set forth by Congress in the Food Security Act of 1985 (FSA) to the
exclusion of other CRP goals including the improvement of water
quality.

2. USDA implemented a bid acceptance process that did not promote
competitive bidding among farmers but essentially became an "offer
system."” Moreover, the “"offers,” in the form of USDA maximum accept-
able rental rates, were often set much higher (200 to 300 percent) than
local cash rental rates.

3. Early in the CRP, USDA attempted to promote tree planting in a number
of southeastern states by raising the maximum acceptable rental rate by
$5 per acre. However this higher rental rate was paid even if a farmer
planted grass on his CRP acreage.

4. USDA did not effectively implement language contained in its fiscal
year 1988 appropriation which limited rental rates to prevailing local
cash rents for comparable cropland and did not provide proper internal
controls over the rate setting process or provide sufficient guidance
to county offices. Further, USDA did not report the absence of in-
ternal controls as a material weakness in its 1988 Financial Integrity
Act report and does not plan to include it in the 1989 report.

5. The FSA restriction that limits CRP enrollment to no more than 25 per-
cent of the cropland in a county reduces potential negative impacts on
local economies. However, it also reduces the amount of eligible acres

available for enrollment and consequently increases the government cost
of the CRP.

General Response

Clearly, the CRP could have been implemented to achieve different and
potentially greater benefits. 1In addition to the Congressional mandate to
enroll 40-45 million acres by the end of 1990 and to the extent practicable
place one-eighth of this into tree cover, the CRP was also assigned the
following goals:

¢ reduce soil erosion on highly erodible cropland,

e protect the Nation’s long-run capability to produce food and fiber,
e . reduce sedimentation,

|
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¢ 1improve water quality,

s foster wildlife habitat,

» curb che production of surplus commodities, and
» provide income support for farmers.

However, it is difficult if not impossible to simultaneously maximize multiple
objectives. Consequently, there will always be trade-offs between objectives
in any multi-objective program. Congress could have provided additional
guidance Lf it had ranked the importance of the many objectives expected of
the CRP or 1f it had provided some mechanism for judging trade-offs between
objectives. GAO's recommendation to allow flexible annual and overall acreage
goals is a positive step in emphasizing that meeti{ng mandated enrollment
targets Is not the CRP’'s most important objective.

The GAO faults USDA for not doing more to improve the program's water quality
benefits. What GAO fails to address is how much greater water quality bene-
fits could have been and what would have been the additional costs of this
change in emphasis. Results of an earlier Economic Research Service study
ludicare water quality benefits of a 45 million acres CRP would be $1.9 to
$5.6 billion over the life of the program. These are not minimal water
quality benefits as implied by GAO on page 34. The greatest water qualicy
benefics come from retirement of acreage in the Corn Belt and other highly
productive agricultural areas. Obviously the cost of retiring these acres is
higher than much of the relatively low productive land that has been enrolled
in the pleins and mountain states. It {s not clear that encollment could have
been targeted to achieve greater water quality benefits for the same costs as
the current enrollment, as GAO suggests. In addition the lack of an adequate
and defensible mechanism for identifying the potential for water quality
impatirment from a particular field would seem to provide a significant
limitation on USDA's ability to {mprove targeting for water quality.

As GAO indicated, a competitive bidding process would likely have resulted in
lower government rental costs for CRP land. USDA's bid acceptance syscem,
with the exception of the firsc signup period, amounced to an offer syscem in
which most farmers tended to bLid near the maximum acceptable rental rate
reveculed in the previous signup

Specific Comments

¢ Throughout the GAO report, the terms "soll loss” and “soil savings" are
used. To be technically correct the terms “erosion” and “"erosion reduc-
tion” should instead be used since the former {mply that all soil that is
eroded ls "lost” from a fleld. In fact, soil erosion is a process i{n which
sofl i{s moved from one location to another often within the samc field. To
imply chat a1l soil that is eroded {s “lost"™ or that erosion reduced is
equivalent to "soil saved" (s inappropriate.

¢+ On page 26, GAD reporcts that the reduction in soil erosion resulting from
the CRP will be about 574 million tons per year or about one-tenth of the
yearly total from non-federal land. The more relevant statistic is that
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the CRP will reduce erosion from cropland by 19 percent. After all, the
CRP only applies to cropland.

On page 38, GAO cites an earlier ERS study that estimated the number of
acres of agricultural land overlying ground water vulnerable to contamina-
tion. This is reported to be 75 million acres with 12 million of these
acres currently eligible for CRP enrollment. Updated ERS estimates now
indicate that 103 million acres of agricultural land overly groundwater
resources vulnerable to contamination and that 17 million acres are
eligible for CRP enrollment.
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Cliff Fowler, Assistant Dircctor, (202) 475-4880

RGSOUI’CG.S, Edward Zadjura, Assistant Director
Communlty, and Mona Findley, Evaluator
Economic Lydia Ferrante, Evaluator
. e Monica L. Nickens, Secretary

Development Division,
Washington, D.C.

: . _Dja_vid Ashley, Evaluator-in-Charge
Kar}sas Clty Reglonal Rayvmond Hiel, Staff Member
Office Jerry Hall, Computer Systems Analyst
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