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REPORT TO THE CONGRESS

BY THE COMPTROLLER GENERAL

OF THE UNITED STATER
\m\m\mnm1|1L|3|9\19|9\!g\1\|\\\|t||mmm

Agriculture’s Implementation
Of GAC's Wheat Export
Subsidy Recommendations
And Related Matters

Agricuiture hes not made a systamatic eval

ugtion of the former Wheat Export Su < dy

Program, a5 recommendad 5y GAQ i 1873,

Agriculture’s current pohey precwdes the

payment of such subsidr s and provides no

adequate surp'us dispasal alvernatives should

US. wheat «ventonss increase. Agricultu o BEST DOCUNIENT AVA"—ABLE
officials foresez no maiar change in the wheat

market in the raar future 2na see ro reed to '
evaluate the former program or 10 prepare a

standby progam based on thas evaluziion.

To give the Comgress informetion that shouid
e considered i the cevelopment of an efec-
tve standby Wreat Export Subsidy Pregram,
GAQ reviewes {1) Agnculiture suaits ang (2}
studies made hy Agesulture, the executive
branch, ard g provate consultent.
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e =, COMPTROLLERN GENERAL OF THE UNITED STATES
.o A WABHING TOM. T 0, 2258

To the President of the Senate znd the
Sveaketr of the House of keprzcentatives

ke have reviewed Agricurlture’s implermentaticn of
GAC*'s 13873 wheat export subsicy :ecormendation: and
related ratters. 1nterim staff briei:nes vers provided
to interested Membetr of Congress., We tec*ified pefare
the peinmanant Subcomrittee on Investiaations of rhe
Senate Committee on Guvernmert Cperatlions on ApJjurt 1.,
1675, to provide a status renCrt ON D103ress to date.

A zeratzre followup report o aZency acticns 4t imple-
mcnt GAZD LeCliaendaliuld 1eialing L& wheatl SEles
anagement will be i1ssued n the near foetruvre.

Cur 1oview was made gursuarnt to the Budaost and
2cerunting Act, 1921 (31 ©.8.C. 223}, and the Accounting
and Avditing Act of 1331 (31 U.S.C. €7). ‘

“e sre sendlng copies c©f this reporc to the Director,
Cifice of Manacement and Budzet; the Secretary of
Agricultuie; the Chairman, Econoric Folicy EBoard: and the
Executive Director, Council on Internmzticrnal Zconomic
Policy.
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- Jear Sheet. Upon removal, the report
cover date shrould be noted “areon,

COMPTROLLER GEXERAL'S REVIEW OF AGFICULTURE'S
REPORT TO THE CONGRESS IMPLEMENTATICN OF GAC'S WHEAT

EXPORT SUBSIDY RECOMMENDATICNS
AND RELATED MATTEFRS
pepartrwent of Agriculture

DIGEST

At the request of several Membere of Congress,
GAO reviewed the Department of Agriculture's
actions to implement recommendations contained
in GAG's report, "Russian Wheat Sales and weak-
nesses in Agricuiture's Management of Wheat
Export Subsidy Proaram” (B-176943), issued

July 9, 1973, This report concerrns G0 rec-
ommendat:ons on the former Wheat Export Subsidy
Prograr. and related matters. A separate report
on executive branch actions to implemear CAQ
recommendat:ons on management ¢f wheat sa:ies
will be issued socn.

The Wheat Export Subeidy Frogram was suspended
in Septembzr 1972 because of changes in market
cornditions and in national agricuitural poliicy.
adoriculture's authority for reinstating such

& program has not been suspended, however, and
could be exercised administratively without
consulting Congress, should market and policy
changes dictate. (See ch. 1.}

GAOQ's 1%73 report recommended that Agricul-
ture:

--Complete a systematic evaluation of the
former prograrm.

~--Review the lecgality of subsidy pavments in-
volving grain sales to exporters' foreign
affiliates.

~~If 2 program review detarmines subsidies
are needed at & future date, insure that
a reinstated progran will be effective and
eflicient and provide for its periodic
evaluation.

L
- . ] o
Subscouently, the Permanent Subcormittee on
Investication of the Senate Cowmittees on

Government Operations investigated tne 1972

Russian sales ané the managerent of the

program and recorrended that “"befeore the

ID~-76-39
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reinstating of any subsidy syvster, the en-
tire mechanism should be thorouchly reviewed
so that 1t 1s responsive to the objective of
making United Stares farm products competitive
tn the world market and not useéd for profit

or speculative prrposes.”

Observation on market
concitions

Uncertainty cdéncerning the £.5. and world
wheat supply-and~demand situat:>n has existed
since the histaoric Russ:i:an wheat purchases of
1972. world wheat market tight supplies overs
the past 3 years and re-uced U.%. wheat stock
levels have shown signs of improving in re-
cent months, Agricultvre is forecasting U s,
wheat carrvover to increase signuificantly by
Julwv 1, 1976, but concern over drought condi-
tions 1n the U.S. winter wheat r&g10n may re-
duce future production and czrrvcver estimates
for the fellowing rarkeiing vear

CONCLUSIONS

Agr:iculture initiat=d & variety of audits,
gelarrive srydies, 2nd 28UIZCryY TISLELION Ponids
concernine wheat export subcsidies. Fost of

i
these efforts did rot. nor we
to, constitute the forral, sv
tion reccormended by GAC. (Ee

Agriculture officials contend that (1) there
18 ro need [0 svstematicelly evaiuate the
forrer subsidy pregram nor to subseguently
develop ¢ new, stendby program and (2) the
tight wheat sepply and high demand situation
ex1€ring since the Russ:an sales of 1972 shovld
continue, precliuding resumption c¢f a subsidy.
Agriculture's current Lolicy Ccrposes export
subsidles and contributes sigcnificently to
its feiuctance te evaluate the former pro-
graw and to cdevelop a cnmprehens:ve standby
program. {See pp. 7 to % and 42 to 43.)

Morecover, this policy nrovides nc adeguate

policy alternatives for dispcsing of sur-

plus wheat should

--fore.gn cemand for U.S, wheat Cecrease
or stagnate;

i1

L5T DOCUMENT ays

B

MMHL;'

hind

caew s et

h



r

Tear Sheet

~-prcducsion oF major forelign wheat suppliers
increase, waking them more attractive alter-
native su;sl:ers of wheat; and

--0.,8. production of wheat increase produc-
ing high surplus levels similar to those
existing kefcore 1972,

Agriculture®s Office of Audit made three
limited~scope audits covering selected as-
pects of the forwer program. One audit,
involving a review of past affiliace trans-
actions, was Jdirectly related tu a GAQ rec-
ormendatior.: the other two were compliance
reviews related to a former special short-
term subsidv pregram. These audits resulted
1t

-~A report ca December 15, 1972, that disclosed
that $§2.7 =itllion 1n subsidv offers had been
improperly made to exporters.

--A report on August 22, 1974, that disclosed
that some exporters had ;rOfoperly used
tolerance znd cother prov.sicns of the sub-

3 - - - - M e - +
7 pragram unier *he speciol Systen I

tclati1ons to their adwantage. Agriculture
s . vught $8& million in cicims, now being ne-
gotiated, eGgainst 9 experiers.

~-3A report 1ssued Iin June 1975 that reviewed
the legality of subsidy paywents involving |
sales tou foreion affirliates, Only two trans-—
actions between affiliates were found to be
guest:onabtle. The report concluded that
failure to include Agriculture's interpreta-
tion of borna fide sales in program regulations
had resulted in confusion lcr wheat exporters,
{See pp. 2 to 20.)

Although the audir of arfiliates supported
GA0's conclusions and recormendations, it en-~
compassed a small number ¢f export contracts
and dic¢ not const-tute the thorcugh audit envi-
stoned ky GAO. Azriculture officials oppose
reopening the audtt te include a larger sam-
ple of export contracts. They maintain that
the forrer progran's recordkeeping provisions
and the arbicuity of forrmer SUJSldY regula~
tions would iimit their ability to determine



T

program abuses and misuses recvlting from
quesc.cniable affiliate transactions. ({See
pp. 15 to 17.)

Pcssible recoupment of subsidy payments

Current "=de7aei investigations of U.S. grain
inspectic.y fractices raise the guestion of
recovering lederal subsidy pa2yments on goain
exnorets. 'In view of the several bill:on dol-
lars pati by the Federal Government to ex-
prorrerse under these programs, the Justice
Depavtment, Agriculture, ancd GA0 are explor-
ing the rossibility of reccuping subsidies

on zxporcs involving fraudulent grain in-
spection practices. {See pp. 12 to 20.)

Progran evaluation needs

In July 1974 the Forzign Agricultural Service
drafred z starndby exwort subsidyv proposal

which was, to some exvent, responsive to GAC's
1973 recommendations. But no thoroegh progranm
evaluaticn preceded its developrent and offi-
crais exvressec little entnusiasm for formaliz-
ing the nraposal. GAO erphasizes the need for
a thorouch, formal evaluatior of the former
program's effectiveness and efficiency b=ceuse
of the vicissitudes of graitn 3urply and derand,
In any crop vear, market factors may result

in wheat surpluses, reguiring sone form of a
subsidy rprogram. {See pp. 7 to 9 and 29 to~ 34,

RECOMMENTATIONS

GAQ recormends that the Secretarv of Agricul-
ture:

+. Conduect an evaluation of the “former sub-
si1dy rrogrem's effectivensse and efficiency,
deter~ine conditions under which subgsidies
ray be needed, and prepare a standby sub-

sidy ©rogram.

2, Reepen and expand the Office of Budit's re-
view of the legelicy of expcrt subsidy pav-
menes involving sales to foreign affiliates
before August 1971, to obtain add:itional
information on the extent to which affiliate
transaceions resultced in abuse of the former
progras,

v
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3. Adopt provicions to insure Lhat exporters
and their affiliastes transact business at
arm's length, should a new wheat export
subsidy program be 2stz2blished. (See
pp. 38 to 44.;

MATTERS FOR CONSIDERATION BY THE CONGRESS

Congresc may wish to reexamine the entire
svbject of agricultural export subsidies and
to determine whether legislation should b“e
considered as a means for insuring a more
effective and efficient subsidy program,
snould cone become necessary in the fature.
{See p. 44.1

Cengress may also wish to review results of
Agriculters's evaluatior of the export sub-
sidy progran and Agriculture‘s proposed
guidelines for any new program.
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CHAFTER 1
1NTROLUCTION

WHEAT ZXFORT SC3SIDY PRIOGRAM

The Wheat Export Subsidy Program was estatiished in 1949
to help the Un.ited Statss meet its obligation to export wheat
at prices set under the Intermzticnal wheat Agrsement. To
stimulate U.3. exports, the gap betweern higner domestic znd
lower world whezt pricec was bridged by a subs:dy.

Altnough tae prigram's primary objective was to keep
1.S. wheat generally competitive in werid markets, it was
also designed to {a) avoid the disruptic-. of world market
pric~s, {(b) fulfill ©.S. intermational obligations, (c) aid
the price support program by cgtrensthening the domestic mar-
ket orice to producers, (d) reduc2 the guantity of wheat
taken into Commodity Credit Corporaticn (CCC) stocks under
its price suppert rroaran, and (e) prozote the orderliy lig-
uidation of CCC stocks.

The Commodity Credit Corperatien is A wholly owned Gov-
ernment rTcrporation within the Department of agricauiture
whose charter c=:thorizes it tn enter intc »ad8 carry ou*
contraces necessary to i%s busiress. te rewove ~r disneza
of surplus commedities, ¢~4 to eyport to or aid in ihe
agricultural development of forzign mar<cets.

--The Secretary of Agriculture, as Chzairman of the
Board of Directors and sperating under the authority
of the charter, determines the nsed for supsidies
to promote the export ¢i wheac. -

-~The Assistant Secretary of Agriculture for Inter-
national Affairs and Coraodity Programs, who is
the President of CCC, is responcible for policy
decisions on subsidy rates and espert price lsvels.

~-The Foreign Agriculeural Service adnministers the
expert solsidy program. The Export hark=tinu Serv-
ice had zdministered the program until December
1973, when it becsme part of the Forsign Agricul-
tural Service. This chz2-ge was made to imprcve
"effectiveness in the fc_ eign market preszotion,
cales, intelligence, ang internationa: organiza-
tions arez<,” necessitatad by the short supply
situation and the reduction of psrsonnel -=2scurces.

an ¢t
4.3 bil

o
m
o

Threugh September 22, 1972, wh
was sucpended, €CC incurred abecut 7

-

ubsidy progranm
ion :n s

[,
bt

Lot
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costs for the export ¢f 10,5 b:illion bushels cof wheat.
prosram was suspendel to ailow wheat prices to seei thel
cwn level after rassive Russ:an purchases in the sumber
of 1972 ceused domestic wheat prices te rise sudstantially
above expOrt prices,

Tre
r

PURPOSE OF GAOC REVIEW

The uwnusually large and unaenticipated Sowietr wheat
purchases 1n 1372~-~at extremely high subs:dy rates—-ceussd
tntense concern within the Government over grain sales to
nonmarketr economies and over the need for export subsilies.

As a result, we reviewed the administrat:cn &° the
whear Export Subs:dy Program and issued a report on Sulv 9,
1973, "Russian Wwheat Sales and WeaknesSses 1n dgriculture's
Management ¢f Wheat Export Subs:dy Program® (E=17%8%43). We
found weaknesses in several program managemeny areas, 1in-
cluding the method of establishing subsidy rates, the ad-
ministration of contrels, and cco.rdination of t“he program.
Qur report concluded that ?ariculture had never completed
a formel, svstemaric assessment 0f the progran's effective-
ness and efficiency 10 mecring :1tS objectives.

b7
2
¥
Qs
in
N
n
3
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o

1972, e
to a a
guestioneble ¢
arise in the f
agriculrure:
--Review the entire subsidy program and credicate its
reinstarerent {1f i1ndicaved by significant chanrges
tn market condivions and national agricultural policy)
on & meaningfuel Jjusrification for its exiszence,

--Review the legality of subsidy nayments involving
grain sales to exporters® foreign affiliates, es-
pec.aily registrations under Svstem I 2 specCial
short~ter> subeidy poogram—--see Glossary) and those
recorded cefore Augu 1871.

-~If a program review concludes that subs:dies are

t@fdﬁj;

3 i

a. determine the mest effective and effic
Lo u rid o

t ern
se sgbs:dies tO compete i wo r

i t
arkezs

r
v]

periodic evaluation of procram ef-
efficiency;

¢. document the basis and reasoning gsed :n estab-
lishing daily sub-i1dies; ’

2 o
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d. dire:t that sales and cost data on wheal trans-
actions be used in establ:is' ing and checking the
reasonableness of subsidy levels and consider
subsidies according to geographic locations and
circumstances;

e. better coordinate comnercial sales, concessionary
credit sales, and sales from CCC inventory into
a cohesive wheat export pelicy having appropriate
safeguards cn subsidy pavment amounts; and

£. consider revising the basis for computing entitle-~
ment to the carrving~charge increment.

In the wake of these recommendations, the Permanent Sub-
committee on Investigatians of the Senate Committee or. Govern-~
ment Operations investigatz2d the 1972 Russian sales ang the
management of the program and recommended that “before the
reinstating of any subsidy system, the entire wechanism should
be thoroughly reviewed so that it is responsive to the objec-
tive of making United States farm products competitive 1in
the world market and not used for profic or speculative pur-
poses.”™ The Subcommittee alsc -ecommended that the Comnptrol-
ler CGeneral submit to Conaress .n annual ceopert on future
aaricultural rompndity export subiidics reporting how much
w3s spent and giving an :valuation as to whether 1t should
be continued.

Sales of large guantities of grain to the Seviet Union
in 1874 and 1575 were not subsidized. Agriculiture's interesr
in reactivating the subsidy program emerged %p:il 1975

uce large sur-

pluses; however, subcecueﬁt massive Soviet ru
official concerns zbout th%e surplus and offici interest in
reactivating the subsidy program. wevertheleb:; changes in
market conditions and in naticnal agricultural policy suppor-
tive of export subsidies could occur,.thus requiring a new
subsidy program in the foreseeable future. Recent 1ncrcases

in the world wheat supply suppor: this possibility and mav

oence again place the United Stat:s in 2 surplus position,

as the world wheat market appeary to be shifting froa a
seller’'s to a buyer's market. 1/ It should be noted that AST i~
culture's authority for reinscacint a wheat expor® subsidy
proegraz has not been suspended and could be exercisad ad-
ministratively without consulting Congress.

it
n
when the domestic wheat crop threatensd to Rro
e
i

1/While Agriculture is forecasting §.S. wheat carrvover to
increase from 327 million bushels as of July 7, 1975, to
between 390 -and 465 million bushels as of July 1, 1376,
concern gver increasing drought in the Greazt Plairs winter
wheat region may reduce future projected production and
carrvover estimates for the Lollesxng marketing vear
{June 1, 1976, to May 31, 1877).

BEST DOCUMENT AVAILABLE
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Because 0f the above situarion and because ¢f the con-
cern by Members of Congress and wthers about weaknesses
Ln th: pragram’'s management before 1ts deactivatien in
1972, wa reviewed Agriculture's implementsr.on of our 197
subsidy recommendations and related matters. OQur Luzrent
report examines agency actions stince 1973 and provides
tnformation on a veriety of subs:dy audits and tecanical
analyses Senerated by Agriculture ané the Counril on
Internaticnal Ecenomic Policy. Some of that techn:ical
material :s incluided 1 this report to proviis Corgress
with information that should be cons:idered in the Jevelop-
ment of an efective, and 1ss crisis-oriented, standby
et bttt pmimen b
wheat export subsidy program, should such 2 progre™ be~-
Lome pecessaiy.

we will be i1ssuing a separate report on Agricuitare's
accions to implerent recommendat:ons in the 1873 report
concerning related macters, such as ranagement of grarwn
sales tc rnonmarket economies and ¢f i1ts mandatery export
reporeing system. .
AGRICULTURE'S PROPOSED ACTIONS
ON ovq 19 3 RECOMMENDATIONS

an OgtO et 4, 1973, Agriculiure sent us & statement

of proposed actions on ocur recemmendarions. :18ee a2pp. I.}
Agzicultuzn agreed that e thorouth review 0f the scbsidy
proaram should be conducted, hefore 1t wouid te reinstated,
to 1.sare that such a program wouold be necessary. The let-
ter indicated thaet a review was .n progress. Agriculture
expressed a7 1ntention to strengthen i1ts anaiviicel siaff
to improve evaluat:ion of export programs. 1t alsce comrented
that should a pregram review cetermine that an exoort
t"b=id\ 18 necessary, it would erdeavor b establish an

ffective and eff:icient wheat export subs:i:dy prooran which
would preovide for appropriate safeguards on scbsiéy arounts

and for periodic evaluation.

4

Tthough Agriculture did not share owor concern over
the lecgality of affiliate transactions under the forrer
progcam, i1t asreed to review sales between aff:iliztes ¢o
determine whether such sales were bons f:de.

SCOPT OF REVIEW A

we examined Acriculture reports, studies, docoments,
and memos. Various Agraiculture cfficiels in Wachirnaton
were contacted to further develop, confirrm, or urdare cur
inferrmaticn, tudres by the Office 0f Manacerent snd Budget
and bv a privete consultant commissiored bty the exagutive
branch were obtained, examined, angd surréerized in this ce-

port.

=
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We reviewed and analyzed position papers, examining
the discussions on the need for a subsidy program and pro-

posals for structuring a new program, should circumstances
warrant a resumption of subsidies.

BEST DOCUMENT AVAILABLE



y2GRICULTJRE ACTIONS ON GAU RECOMMENDATIONS

AGENCY RESPONSTVENESS

No formal, systenacic assessment of th fiecti
of the export sgubsidy program was ever made dnrz ¢ i
years of operation. Althbough major weaknesses repor
GAO were sufficient tn qaestlon the program's cesign
administration, Agr;cultare has yet to make a thorouth
evaluation of it and Foreign Agricultural Service (FAS)
officials have not developed a timetable for raking such an
indepth analvsis. 7This type of extensive intermal review
has not materiai:zed beceuse the ticht supply market situ-
ation existing IZ¢r the past 3 vears has resulted in the
continued suspension of export subsidies. This market
condition, in turn, has contributed to the consensus within
Agriculture that action on the futur: of expert subsidies
is net a priority issue. As a consequence, Agric thure',
rasponsiveness tc our recommencaellons has been lirmited ia
nature and scope.

Mator reovcanizstions in Loviculture JorinT thoopoast
3 vears may have also contributed to the limited, {ragmented,
and generally inadeguate resposnse to GAO's 1373 subs:idy rec-
orrmendations. Three years ago. the Export Marketing Service
(EMS) was rﬂspc*asib‘p for cons:dering our findinzss and recom—
mendations and for taking necessary corrective rm2asures
and t:e Iaspector General was requlred to follow up with
agency officials to insure expeditiocus, responsible *eplzes
and corpletion of promised corr ectlve action. EMS was rerged

into FAS in December 1973 and the Office of inspecter
General was s—lit intc the Office of Audit and trhe Office
of Inwvestigation in January 1974. The responsib:ilities
mentionsd above shifted to FAS and Office of Aud.t, respec-
ively. A third recent change ~merced the 0ffice of Planning
and Evaluation--which was responsibie te the Under Secrezary
for departmental program plianning and evaluation--into the
Office of Managerent and Finance under the 2Assis+ant
Secreturv for Adminiztration.

il

’4

P

Even th

cugh the Wheat Export Subsidy Procran was susoenied
in 1372 folliowing massive Russian grawn purchases, the a:z:he-
rity for reinstating a wheat 2xso Sort subs:dy *»as not been sus-
pended and could be exercised. Therefore, 1t iz necessary
ancé desirable to evaluate che rast export subsidy proeras
ané the ent:re 1ssue of exnort subs:dies so that, shouid 2
subsidy program be reestanlished in the future, oolicymakers
.and adm:nistrators will have the benefit of :inszsichts provided

by a thorouch review.

¢ BEST DOCUMENT AVAILABLE



As recently as April 1973, the FAS feneral Sales
Manager sta.ed that future export subsidies nay e neaded,
depending on world prices and production volumes, and that
Agriculture planned to have a revised barter program ready.
The Secretary of Agriculture has stated several times that
Agriculture would reactivate export payments if they were
nezded to meet competition in world marketz. There are indi-
cations, however, that he would prefer to allow the market
system to run its course before resorting to the ucc oF
export subsidy payments. If market conditions predicate the
use of subsidies, the resultant response may not only he
untimely and crisis-oriented, but may also be mede at the
expense of American farmers, exporters, and consumers and
of foreign buyers.

The need for export payment programs has been specifically
addressed in a series of limited studies made by t'-: FAS, EMS,
Office of Planning and Evaluation, and by a privatc consultant
commissioned by the Council on International Ecchom.c Policy.
However, these are not indepth analyses from a theoretical
and practical viewpoint. (See ch. 3.}

AGRICULTURE POLICY

Agriculture’s current poiicCy sSUPPOrts a market-oriented,
full-production position, maximization of exports, minimi-
zation of Government involvement and opposes export scbsidies
to meet world market conditions. Agriculture mzintains that
the ticght supply and high demand world wheat situation which
has existed since the historic Russian purchases of 1972
epresents a dramatic change in world market coniitions that
wiil not be reversed in the foreseeable future. Should a
future short-term wheat surplus develop, Agriculture indicates
it would rely on Federal crop loans to protect farmers from
low prices, not on export subsidies. However, the Federal
crop loans program does not provide a means for disposing
of surplus comnodities. The Public Law 480 Procram re-
presents a limited form of surplus disposal, but is not
intended to and does not cifer the comprehensive non-
discreticnary commedity surplus disposal that the Wheat
Export Subsidy Program provided. :

Agriculture’s policy provides no adeguate pclicy altern~
atives for disposing of surplus wheat, in the event that
(1} foreign demand for U.S. wheat decreases or sfagnates,

»

Bi.‘ﬁl Lf\)‘g RTPR R Ay riao bl
A

-}



{2} production of mador foreign wheat supplicers increases,
making them more attractive alternative suppliers, and/or
{3} U.S. production ¢I whezt continues to increase, resulting
in high surplus levelis simiiar to those existing before 1872,

For mor- than two decades preceding the Fussian purchases
in 1972, the Unitsd States continuously experienced strong
wheat surpluse. necessitating the paynent o an export
subsidy and the establiishment of other federaily funded
programs. Agriculture policymakers tend to n=erceive the
recurrence of such a sirplis market as unlikely. XNeverthe-
less, the wheat export subsidy was an integral part of U.S.
agricultural policy for 23 vears, and Agriculture's authority
to pay the subsidy continues fdespite the azbsence c¢f revisad
regulations., Great uvicertainty also exists within the
domestic and internat:ional agricultural comrunity concerning
future supply and demand situations.

Purchases by the Soviet Union represent the createst in-
crease in demand for E.S. wheat over the past 5 years. The
Soviet Union's buying intenticns greatly inflcence Agricul-
ture's projections for continued strong foreign dexand. Al-
though the Soviets have comritted themselves to buv a mininum
of 6 million tons of £.S. wheat and corn annuzlly cver the
next 5 years, doubt c¢ratinues to exist over their buying “1-
tentions beyond this minimum oecause of their erratic grain
production and the nature of their political svste=m.

Grain exports hawve clearly become a kev U.S. Ioreicn
economic policy issue in the wake of the 1972 Russian grain .
sales. Tne United States currently exports &4 percent of
its wheat, 50 percent of its soybeans, 23 percent of it

corn, and 40 percent ¢ its cotton.

It seems appropriate that Agriculture's gpolicy should
provide greater flexibility and responsiveness to z variety
¢f supplye~and-demand situations. Its current policy is pre-
dicated on the assumptions that foreicn demand for U.S. grain
will continue to be high and to expand and that major foreign
competitors and alterrative socurces of supply will continue
to experience production problems. In view ¢f the fact that
domestic use of wheat has remained generally unchanged over
the past 10 years, Agriculture's full-product ion policy is
highly dependent on the export market. If sither of the
above assumptions proves to be incorrect, the Tnited States
will once again return to a2 strong surplus pesition

o ‘“"WHHENT ZNMU\BLE
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Ircnically, in the summer of 1972, Acriculture was

extrerely reluctant to modify its surplus pclicwy, incluling
the payment of export subsidies which ex.s-&d ror many vears
dnd te shift to a policy oriented to a2 low su and high

port 3emano. Although Agriculture ¢id f:ina

fv-ds ztself ir 1975/1976 committed to that pol:cy with the
s-me degree of rigidity that i1t had in support of subsidiew

in the sumser of 1972 when sigﬁs of changing market con-
citicns arcse. Its current pclicy C0es not adeguately

provide for the development of a market situwation that woueld
necessitate rcconsidering expeort subsidies znd preparing a
standby wheat export subsidy program. Consegquently, if
Acriculiture were to alter its peolicy to inmplement a subsidy
program in the future, the pregraim could become operational
without the benefit of adequate preparation and consideration.

Until recently, Agriculture has acreed that a formal
systematic evaluation of the past export subsidy progranm
was necessary. Bs late as 1974 it reiterated a corritment
to such an evaluation as a necessary prerecuisite +- the
establishment of a standby procram for futvre implerentatio-
However, high-level Agricultire officials have emphasized
that their commitment to <vasivake the former program 1s no
longer relevant in view ©f cusrent supply and dznand con-
litions aud a poiley of full agraiculturai proauction.

AGRICULTURE AUDITS

At EMS' reguest, Agriculture's Office of Audit has con-
ducted three audits of selected aspects of the past subsidy
program, One audit, involving a review of past aff:liate
transactions, was directly velated to our past recorrmendation;
the other two audits were compliance reviews of the forrer
special System I subsidy program. The scope of the audits
consisted of examining exporter reccrds to da2termine con-
pliance with spscific provisions of program regulations.

L4

No comprehensive procram audit has ever been conducted
ci the Wheat Export Subsidy Drogram by the Office of Audit.
(See glossary for definitions of co“pl ance and prcaran
audits.}) Between 10 and 16 percent of the Qffice of Aud:it
avdits are program audits:; the remainder are primarily fis-
cal and coagliance audits. Oniy & program audit, such as the
onez completed by the Office of Audii 1n July 1974 on the now
defunct Barter Program, would constitutes the :type of thorough
evaluation we envisioned.

BEST DOCUMENT AVAILABLE
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System I sibsidy

he first audit reqguest by EMS on Septermber 14, 1972,
to the Office or Ih,pector Cenaral occurred beifcore cuol*caulon
of our report. The audit's purpcse was to exanine exporter
records to insure that their System I subsidy offers fcllowed
the requirements of EMS Announcements 73-3%A, 7T3-42A, and
73-43A, which governed the types of offers that could be
supmitted to C7C for subsidy payments and how the offers “
should be reported. A summary of the audit findincs showed
that 19 expocters booked for subsidy with CCC a tctal ef
282,047,694 bushels of wheat under System I, with a ccnputed
subsidy vaiue of $128,679,887. The average subsidy rate was
46 cents a bushel. However, 5,689,631 bushels, with a
computed subsidy value of $2,739,915, were overbooked

because:

-~-Three exporters had not excluded export sales
2guivalent to the quantity of wheat thev had
purchase ! at net prices before 3331 p.m., August 24,
1972, and which had not been expcrted by thag time.

~-0Onme sxporter's sales contracts had beer.: determined
ineligirle fcr System I subsidy.

~~Feur exporters had corputed System I bookings as of
ine datle {hey sdundiited dheis cifers and not as od
Aucast 24, 1972, as stipulated in EMS Announcenent
73~-391,

-~0One exporter had used an incorrect unexzcuted sales
contract amount.

--0nz exporter had bococked a szle with a tolerance
contrary to EMS Announcemeat 73-39A.

As a resull of these findings, EMS--with the con-
currence cf Agriculture's O0ffice of General Counsel--sent
letters to seven export companies. The acrevtances by CCC
of ineligibie coffers were withdrawn or amended. EMS stated
that two companles that had already received pavments o
their overbookings were to refun. $32,677..38 and $2%,754.98
to CCC. These two amounts have since been colizcted.

aAffiliate “ransactions

The sscond audit was requested on November 13, 1973,
It was to =xamine more Lhoroujhly the sales between aff:liatead
corpantes that served as a basis for offers rade under Svsten
1, tn determine whether (1) affiliated companies were acting

0 ex pOCUMENT AVAILFBLE



in their own behalf as independent buyers and sellers,
(2} exports were actually made against the sale invoivel!
ané {3} pavmnent was made by the buyer to the seller feor
excorted wheat.

EMS also requested that a representatize sample of
sa‘es contracts under Revision IV Wheat Export Subsidy
Program (GR-345) be examined to determine whether sales
between affiliated companies were bona fide for purpos=as
of qualifying for the carrying-charge pavment. The audit
was partially responsive to our recommendation that
Agriculture "review the lo=garity of export subsidy pavments
involving sales to foreign affiliates, especially reglstra-
tions under System T and those reccrded before August 1571.

The Office of Audit report restates our position that
regulations under the Wheat Export Subsidv Program were
silent about whether certain affiliate export transactions
are recuired to be bona fide.

At various times, Agriculture officials have atterpted
to focus on exporters’ relanlonshlps with affiliates. Before
October 30, 1%67, a provision in the GRE-345 procram {Rav. IIF,
sec. 1483.105 (qg}) stated that:

“The foreign buyer may be an affiliate of the U.5.
exporter, in which case the sale racgistered for export
payment must be a bona fide sales transact:i:con in which
he affilizte is acting in its own behalf as an 1nde-
pendent buyver and not on behalf of the exporter. 7The
foreign sale shall nut be a 'wash =sale' or any other
type of inter-company transaction which does not.reaul:
in an actua:! exportation of wheat against the Suec ific
sale on which the export payment rate was based.’

Agriculture's Cffice of General Counsel interpreted the
provisions in April 1967 and listed *wo types of transactions
which would not be recognized as bona fide sales eligible
for subsidy payments under the GR-345 pregram. .

“}. A foreion affiliste buys wheat from U.3. e.porcer
in accordance with instructions from U.S. excorter
and resales such wheat either on their owrn ini-
tiative or at the direction of the U.S. exvorter;
and




“2. A U.S8. exporter sells wheat to an zffiliate
abroad anZ 'ater acts as its agent o resaie the
wheat and‘or acts as agent for affiliate in sale
of wheat znd lazter sells the zffiliate a giantity
of wheat 2o mest the commitment of affilizte to

the thiré party.”

rpretations were never a“opted bv
tated, most exsorters opposed *the inc
ealing with a<filiate iransact
it would preclude competitive t
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interpretation, assuming that it was essential for maximum
program effectiveness.
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From October 34, 19€7, to August 1, 1971, recgulations
(GR-345, Rev. IV, Oct. 30, 1967) which came into be:..«
relaxed the restrici:ons then effective. Exporters were not
required

"to have a firxz sale before making specific ewport
offer to ZCC fbuat O?;V to submit] a Notice of Ssle

z*+ the ezrliect ruag‘u CC W Such Notlice ol Jels

could represent a sale made before or after the
of fer to £CC. The subsidy payment rate would be
determined on the date of such offer and CCC's
accentance.”

m
jqF

Acricul*ure reaffirred the April 1947 interpretation that
ertain types of affiliate transactions would not te con-
51derec bona fide. A paragraph was drafted in Februzry 1971
to clarify bona fide affiliate transactions in the subsidy
program. The April 1967 interpretation was reiterated, buat

never incorpcrated into subsidv regulations.
.

Althouagh restrictions were relarad, the COffice ¢f Audit
helieved that Agriculture would have "detected or have bkean
alerted to certain cuestionable export transactions %atwoan
affiliates” tecause of the detalloﬂ information and evidenc
reaguired to ke furn:shed on szles. Yet the UEifice ihdlcated
that "1t is Jdifficuls to zdrinistratively determine whether
an affiliate actesd :rndependently of the U.S. exporter in
rchase2 andéd also whether the U.S. eypsrt

a particular ¢ g er
later acted as zgent on the sare saile.”

Acgriculiare contended in Revision IV, and later in
Revigion V, that as long as particular sales were identified
for incremental pavrents or subsidies tied to specific exsort
sales, then the sales must be tona fide. In our opinion,

12
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whether, in substance, the affiliate transaction was bona
fide seemed insignificant %o Agriculture:; i.e., 2 subsidy
pav“ant was justified as long as an export sale was zssigned

to it.

From august 1, 1971, until the program was suspended,
rotices of sales were eliminated as a reguirement under
Revision V. But this revisien created a secondary problem.
Expcrters were not only given a move flexible operating
environment because of ienient requirements, theyv aiso
uperaced under an Agriculture managerent information
system that did not function because of lack of critical
rarket data. Agriculture contended that detection and
enforcement against non-bona-fide export sales was adwninistra-
tively difficult, and the manacement information void com-
pounded the problem.

In the audit review of selected sales contracts under
Revision IV (prior to Aug. 1971}, the Office of Audit
founé several questionable transactions between an exporter
and its affiliate involviang wash-out sales (seller buvs
back his contract from purchaser}), cancelliations, resales,
and other principal-agent. dealings. Questionable certifica-
tions were submitted to CCC for carry;na~c arge subsidy
purvsses and the required chances in Notice of Sale infsrration
were not furnished to CCC. <Certain documents relating to the
transactions in question were ot availablie from the =xporter.
The matter was turned over to the Office of Investiaa
on March 20, 1975, for further investigation. Tho I T
investication was concluded, reviewed, and returned to the
O1fice of Rudit for additional investigation. On the other
transactions reviewed, the Office of Audit fcund no evidence
that they were other than bon: fide.
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In reviewing sales between affiliated companies iha
served as the basis for offers rade under System 1, the
of Avdit found guestionable transactions between anqt?e
exporter and its affiliate.

"For example, [the affiliate] went long on wheat
purchases from {the exporter] and later made resales
nder the G M-4 Credit Procram with [the exporter]
iﬁterceding on their behalf to effect such reszles.
Als0 {the exporter] and {the affiliate] wers
involved in a wash-out {buy back) c¢f a sale guantity
that was used in arriving at {the exporter's]

System I eligibility.”

El !

* * % %
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Y% % ¥ althoucgh we found no exceptions other than

as mentioned in the detailis ¢f this recor:t, we

ncved the possibility of other transacticng beiween
U.S. exporters ané their affillater which woulé be
cuestionable under USDRA's interpretaticn ¢ a tona -
fide szle. For example, a couple of exporters
mentioned that it is possihle they mav act as agent

in the resale of wheat previsusly sold to an affiliate
if such a regquest were made ¢f them. Thev reascned
that such couid be the case vecause of the U.5.
exporters location and fact that their affiliates

may be in a long wheat position. They stz.ed this

to be 2 normal trading pattern and thev would

execute the -ame tvpe of transaction for z non-
affilizte. FExporters also mentioned chat once

they make a sale of wheat to an affiliate then

the affiliate is acting as che principal and acts
independently on the resale cf such wheat even

though such resale may be effected through the U.S.
exporter.”

As a result of its audit work, the Office of Audit
recommended to FAS that if the Wheat Export Si3sidy Program
is reestablished, reaulaLlona and/or apprcrriate exporter
announcerents should e definitive with regard %o Acriculture
oneitinnz o~ affiliate export transactions whicrkh ars reauired
to be bona fide. Also, the washout and resales of wheat
involving an exporter and an a®filiate should b= anzlyzed
{(in coordination wi*h 0ffice ¢ Gerneral Counsel}! tc determine
their effect on the desired independent buyer-seller rela- iy
tionship as contemplated for bona fide sale, and whether
eucr transactions resulted in undue financial aé ivantage for
the a2xpcrter.

In responding to these recommendations, FAS officials
indicated that if the subsidy procram was reestzblished,
their posit:on would be influenced by the type <f prograr
establisned. They alsn claired that if tie agercy "should
recguire certain affiliate exrcrt transactions i< be bona
fide," the requlations and/ur appropriate ewsorter announce-
ments should provide for this.

Barter zudit

In an unrelated audit, evidence concernine the guestion-
aple nature of some affiliate export transacticns ererced in
Julv 1974 in a report completed by the Office of Auvdit on
the past Barter Export Prograr. )

14 .



71t was noted that several of e crain
exporters export thrzuch the v schoidiaries or
affiliates to the ulrimate foreian buyer (v
importer. “ne subsidiaries or affiliatss actend

as tre 'interrediate principals’ in such 3
tranzact.or. Rales <Zocurmentatiaon at the corniractor
and exporter levels indicated that +he har’er
differanti-l Ipaymentl was bein< nassed on “reno

the e.rzzcer to the subsidiary 1 affil-ste. The
question of whether the differential was .= lected
at the altimate foreicn buver cr irmorter lerel

was ot always determinable at the contracto: or
exporter level. Throuch 1scu€szons at the
importer level, the Zifference between the
exporter's price to the subsidiary 2-r sifillate and
to the witiate Luyer or iwportcr was coterrined
not to bte a larce marcin * * *. {In such czses
where affiliates or subsidiaries acted as
mediaries] inporters Pon51cercﬂ themrcelive

bucginess with the U.S. export firm. Basi

given for 'iatermediate princirals’ was ‘'cenvenient
fo1 subsidiaries or zffiliates +~ randl=a at foreign

"

level®.

e

ithough companies that were awarde  Laerisr LifTiuls
o zxport were not reguirsed to pass any {or a porzion) of
a Tezderal pavrent on to the foreion tuver, Ziric:lture
officials who adrinistered the proarar raintazinas that i<
war generally understood *%at the pawrent wzs tec be passed
on to the foreign buver, They rontenéeé thz+, without such
a transfe. of the pavment, the 2ile couid nct hav:
been successfully transacted. ice ¢f 223lt report dié
not recormend (if the program tated In the future)
that affiliates and subsidiaries be r€q:ired to rass on the
barter premium nor digd it recermend a detailed analivsis
of zhe role of affiiiates and sub5181arzes zifecting agricul-
turzl commodities exsorted under the barter trocram.

G2 2valuation

Obzsrvations on affiliate tran

by t
of 2udit’s Barter review reinforce el aric
to 1) <ccmprehensively anzlvze the rnle of 37 rates in
for-er ewnpart subsidy presrars, (2) determire wi=sther Feleral
payv—ents were impreterly rade, and 2! develnp clear and
corirehe..sive guidelines fcr the conditions andsr which
affiliates are eliqills to particivate in a-ric:ltural

evosrt sibsidy programs.
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The Orrice of audit®s audit of affiliate transachiors
was intended to be responsive to cur 1373 recommendations
which urged a review of the legalitv of export subsicdy payv-
ments involving sales to foreign affiliates, esmecial-v
registrations under System I and those recordea befcre
August 1971.

However, the audit of affiliates~-although suppocrtive
of our conclusiong and recommendations--encompassed a smail
number of export contracts prior to August 1971 and, there-
fore, did nct constitute the thorough andit we envisioned.
Office of Audit cofficials explained that their sa=ple of
contracts prior te rMugust 1971 covered all contract activity
during May to July 1871 inveolving affiliate transacticns
having carrying charzes. From an analysis of the 2-1/2-month
period, the Office of Aud:it documented and reviewed trans-
actions involving a representative sanmrie of major wheat
exporters.

The Office of Audit selected a 2-1/2-month period because
it believed that such a parlcﬂ would be representative of
exporter activity. It maintains that zccess to subsidv-
related records bevond the 3-vear record keeping reauire-
ment of the program would be difficuls Officials of the
Office also indicated that thev had some difficulty :in
gaining access to records within the J-vear time frame.
Therefore, they were skeptical of anv effort to conduct 2 *
more exhaustive review of exporter subsidy records Zated
before .971. Thev insisted that s"“h a review of recerds
would be of marginal tse n view cf the {1) time thet hag
elapsed since the subsidy program was suspended, (2) absenc

N

of any binding legal requirement t¢ maintain records bevond
-~

3 yvears, and {3} difficulty in determining whether affiliate
transactions were being conducted at ara's length.

The Office of Avdit was concerned over the 3-vear
mandatory record retention provision o' the former sursidyv
program, but it did ~ot initiate the affiliate audit until ,
the late summer of 1374, 1 year after the releare of cur ’
report. Its officials indicated that preexisting cormitments
of highar priority arnd li=ired available resources prs—
hibited :he 0ffice fi3m undertaking the audit at an earlier
date.

In spite of the 2ifficulty involved in reviewins iy

affiliat> transactions under the subsidy program before
August 1571, the need to review such transactions in z more
exhaustive manner coxnzinues. The considerable arcunt of
Federal funds involvel and the recognized fact that the
gquestionable affiliate transactions occurred under the



arrant 2 more thorecush roview.  TLoerc is

former proaram w

some potential for reccuiana sobsidies paid to CXrOT s
who did not eater intoc «ffil:ate transactions on an zro’'s
length basis. Yoreo:er, a re'icw C3n Jererate a consider-
aple amount of valuable 1nformation to assure that, 1f the
subs:idy is reinstated 1n the future, ahuses and misuses

of the procram--throush Sortain tyoes of affrliate trans-
actions--will be minimized andyor rrevented. We hel:icve
it is essential that any tyvpe of future program, once
established, zlearly define aoceptable atfiliate transectioas
and thus prevent proararn abuses. .

Our 1973 report clearly maintained that we did nat
oppose all affiliate export transactions consurmated ander
the Wheat Export Subsidy Proaram bul were concerned orer
potential program abuse and misuse as a result of certain
tymes of questionable affiliate transactions. Conments by
agriculture’s Oifice of Ceneral Counsel and Offlre 0f Audit
support our concern.

Agriculture's response to this concern has bien that
{1} the subsidy program wis designed to interfere as _ittle
as poss:ple with norral commercial transactidons, 12) no
ather countyv p:r~1»~a~ traneartanmg nevspen xffclioioo Lk
international grain corporations, end (3} if the United
States does not perwit 11S exportels to use “he same com-
petitive Jevices as their competitors, 1%s exporters w11l
ba handicapped while foreign exporters will nenefit crovor -
tionally. o

Acriculture’s response does not accurately describe tho
nature of int Iﬁ&glO.d‘ Lrain exporting. Approximatelv 43
corpanies sell U.S. wheat for export, including 9 Japancse
companies on the West Coast, but 6 are principally responsibi
for U.S. wheat exports A1l ©f these s1x corpanies have
interna. ional corporate relationships, including affiliates
and subsidiaries, and also export the wheat of U.S. corpetitors,
such as Canad:, Australia, and the Ecropean Community. The
rutltinational nature of the grain trade suggssts that conm-
canies that export from the United States are not cperat-ng
solely as U.S. corporatioms. It also supports the contention
that multinational oroanications that export from a varietv
¥ nmaticnal erizins can Use their elaborate affil:ate )
relationships to rawx:irize their market posit:on and subsidwe
elicibility. !

Moreover, U.S. rijor corcetitors—-~Australia, Arginting,
Canada, and the Zuropean Jomrunitv--in the internaticrnal
crain market exercise 2 Jrester degree of control over the
export ¢f grain than zoes the U.S. CGovernment. The acveorn-
ments ol Australia and ‘Canada, for example, completelw
control the szle of wneat for export

F s
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Tolerance irregularities

In Decemper 1973, M8 reguested the 0ffice of Inspec
General to complete a third zudit on exporters that submi
cffers to export to {CC under System I subsidies.

This audit was to develop information that would aliow

EMS to review exporter applications of guantitv tolerances
to their shipments that came to EMS' attention as a recult
of a recularly scheduled audit--conducted earlier in 1972
by the Office~~of subsidv and increment payments at the
Prairie Viliage Corrxdity Office.

The 0ffice found that some of the larger exporters
had used the tolerance rprovisions of the Wheat EIxport
Program to claim overshipments at high subsidy rates an
undershipments at lower subsidy rates. QOther exporters
maximized their subsidy claims by applyvino shiprents to
the higher subsidy rate registrations first:; unfilled
shipments were then applied to the lower subsicdy regic*?a-
tions. The Kansas City auditors performing the audit wer

told by EMS personnel that all exporters used similar qeghoés

in acvplvirna shioments to their exoort offers.

In 1ts report to E¥S, issucd in Mav 1974, the Cifice
stated thax

“as reperted in audit 331-118-K fthe scheduied
audit ¢f the Prairie Viliage Commodity Officel;
certain wheat exporters used the tolerance
provisions of the wheat Ixoort Prosram to

claim cversﬁlpﬁtﬁts at high subsidy rates and
undershipments at lower subsidy rates. By applv-~
ing up te a 5 pe*ce* overshipment tolerance

to registrations at hicher subsidy rates urnder
Syster I ¢of Annauncement 73-39A ang undershipments
down to 5 percent on lover subsidy registrations
prior to System I, certain exporters were able to
increase their subsidy payments. The GSMO Gerer
Sales Manager's Office] ¢ * * tentatively estinate
that exvorters, by usinc ctolerance provisicns,
increassd their subsidv payments by * ¥ ¢ a~.35
million,”

Dar-d

ne re;ar ‘s " closed a murber
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purchases and sales involving wheat and settlement was

made by the seller without shipping the wheat), (4} evidence
necessitating analysis of certain affiliate transactions, and
(5) trading of subs:dies between exporters.

As a result of these findinas, the FAS 27tinc General
Sales *anager, with the concurrence of the Office of Generai
Counsel, sent the nine cxporters letters stating tenteative
claims against them totaling approximately $8 million and
rangang iin amounts from $586.05 to $3,191,128.23. <CCC naa
originally paid these amounts to the exportuers, but after
the audit was completed it started to withhold subsidy
pavments on later sales from the exporters involved. However,
che subsidy proarar was suspended before the total amount
could be withheld. These tentative claims have been con-
tested by the exporters, and final settlement depends cn
the outcome of private negotiations between Agiiculture and
the exporters and/or formai titigation. ¥Negotiatinn® have
been continuins for more than 1-1/2 vears, with settlement
depending on the resolution of a difference in interpretation
of the reaqulations by Agriculture and the exporters.

GAQ evaluation

AgLaferlanid x5 SONLLNUING Lo pursuc izim ot
tolerance irrecularities against nine exporters for close
to $8 nillion. We recognize the corplexity and sensitivity
of the situvation but believe that Agriculture should cxpedite
whatever formal or informal proceeiincs are necessary to
settle the dispute. This should be done because of the
sicnificant amcunt of .ime aiready elapsed since the
dispute becan, the inconvenience to the exporting firms in-
volved, and the need to reccup whatever amounts may be
owed the U.S5. Govermrent.

2 e S g o il...- T a e .
Vet e e i

PQSSIBLE RFCOUFMENT OF FEDERAL
PAYYENTS DUE 70 FRAUDULENT
EXPCRT INSPECTIONS

Although the primary thrust of this report is to follow
un» on subsidy recormendations made in our 1973 report, other
related matters have emerged since its issuance, necessitating
serious consideraticn.

Recent indictments by a Federal Grand Jury in Wew Orleans
have centered on ineffective export arain inspection pro-
cedures. Tnese ind:ctments resulted from investigations
into inspections of the quantity and cuality of grain exported.
The investigations have developed evidence of fraudulent
practices and have supported an indictiment of a mater grain

<
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exporting company on conspiracy to commit systematic thefts
of grain.

These investigations raise the question of the pos-
sibility of recovering Federal payments on ¢grain exports,
including export subsicies on commercial and concessional
sales and barter pavments. Agriculture no loncer makes
export subsidy payments, but it did as recently as September
1872, 71f evidence has been or can be developed which relates
falsified inspections to export shipments, it is possibls
to trace the Federal payments made on those shiprents throuzsh
records of Agriculture and other agencies and to establish
a basis for a recovery <laim,

We asked whether 2criculture or Justice had inrcluded
this possibility of recovering Federal payments in their
current investigations of grain inspection procedures or
whether they planned to include it in futuie revi:ws. The
U.S. attorney in New Orleanc has expressed an interest in
pursuing cases of civil fraud and has expressed his hope
that GAQO and Agriculture would make the necessary audits.

In view of the several billion dollars paid under =subsidv
proarams, the Justice Departrmert and GAQ are exrloring the
possibility cof recouping Federal subsidies on exports :in-
volved in fraudulent grazin inspecticn practices. agricuiture
established a task force in mid-Nevember 1875, corrosed of
representatives from its Office of Audit, Office of Investi-
gation, and Office of General Counsel, to determine whether
any Guvernment expcert payments have been iwvproperly mnade.

BEST DOCUMENT AVAILABLE
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Ci:APTER 2

STUDIES OF EXPORT fUBS:.CIES

Agriculture's staterent of intentions on our July 1973
recommendations reiterated the Secretary's posatxon that the
former progiam should be thcroughly reviewed ind the need
for sabsidics formally estaklished, before the program is
rcacti rated.

TiS officially withdrew the subsidy regulations from
the Couc of Federal Regulat:ons in April 1974. In a state-
ment in the Federal Regilister, Agriculture commented that:

"The Departient 1s making an evaluation of the 1eed
for & wheat export program in the future, and gener-
aily, the method of operatinc such a progran.

Results of the study so far show that certain
changes would need to be made in the detailed operat-
ing regulations if a program is reinstated. It is
the Department’'s view that to continue havinc the
regulations appeayr in the Code of Federal Recgula-
tions is iradvisable anéd may lead the cgeneral rub-
lic to believe that if the program is reinsvated,
the reculations new appearing in the Code c¢f Federal
kegulations would agply.”

as of Januaryv 1976, Ag;irulfnre had not submitted an
revised subsidy recgulaticns for inclusion in the Federal
Register. Only limited action has been taken ac Acricul-
ture's volicymaking level to evaluate the nced f{or or the
nature of a subsidy preogram. should it be deterrined that a
need dees exist. This lack of substantive acticn appears to
stern in part from the lack of need for subsidies due to the
tight wheat suprly situation over the vast few vears andé
from executive Ekranch agricultural policy since the 1972
Russian sales, which is supportive of the free rarket p e-
cluding the payment of subsidies for wheat and crain e\; rts.

Our analysis of Agriculture acticns on our reccommenia-
tions included a review of studlec %hxc" were prepazed

before and after vhe issuaace o

dié not become available until after it was 1seuzi. Agricul-
ture's Office of Planning and Evaluaticn prepareid two of
these studies, TAS and EMS prepared one each, and a consult-
ing economist prepared two.

The timing and source of the studies suggest that coni
these by FAS and EMS were efforts to irplerment our recormrenda-
tions. None of thenm can be considered as thorcush procran
evaluations as defined in our glossary.
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The studies ourlined and measured different export pav-
ment proposals in terms of achieving stated objectives.
Varicus proposzis were then corpared to assess the need fcr
a program as well as tc determine the most effective and
efficient way to use subsidies. Also, the results of a
survey of farm and trade groups were made available for our
analysis.

The studies concluded that the need for a wheat expor<t
subsidy program was justified only when the domestic crice
was at or near a predeterunined trigger price--the price at
which Agriculture activates che mechanism for subsidy pay-
ments. They recommencded an expert payment progranm bassd on
competitive bids as opposed to the program in operatien in
1972, whereby the subsidy rate was established daiiy by
Agriculture based on the difference between its established
export target price and the dorestic sales price.

OFFICE OF PLAXNNING AND EVALUATION STUDIES

"A Market-Oriented Exports Payments Policy {or Whsat,"
date” October 31, 1972, states that export subsidies were
incroduc ' to enable exporters to compete in world narkets
for a particular commedity. However, there is
as to whether the use ¢f export payments was justified when

1N - o
LA} wewe

farm ogric WETE ST than domestic fupplri pricys,
{2) weorld trade was corducted in a moncpolist environment,
and (3} Agriculture did not possess adequate inforration or
which to buse its pricing decisions. The study concluied,

in part, that: o

I U S P A -

"{a) wheat export subsidies are most effective in
promoting exports when U.S. market prices are near
the loan rate; (b} as prices drift upward, con-
sideration should be given tc reduce, rather than
increase, export payrents on wheat, as has been

done 1in recent years:; and {c) changes in the

subsidy should ke made onlv when si.nificant signals
abouvt the supply and demand situation dictate.”
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"Registration procedures that would relate expert
rayvments more directly to the prices at which U.S.
exporters buy and seil their wheat. This would
reduce opportunities for windfall profits and rake
the subsidy more cest-effective.

BEST DOCuMENT AVAILABLE
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"Market information that is consistent with the
frequency of subsidy changes.”

In reviewing the pacer in November 1972, the forrer
General Sales ¥Manager of EMS observed that "the choice be-
tween this proposal and the existing {now suspended subsidy]
program appears to be a tracde-off between otiectives.” He
stated that the former subsidy prcgram coulé be better modi-
fied to meet the EMS coal of maxamizing corrrercial exports,
but he considered the market-oriented approach egualiv as
workable over a pericd of time

In additicnal written comments, the General Sales
Manager cited as importani advantages of the market-oriented
export payments policy that it would relate subsidy
expenditures more clcsely to price support cbjectives, be
simple to operate, probably —educe export payments, and
allow needed fluctuation in U.S. export praces.

Two disadvantages noted were that exporting nations
would galn an imporuant competitive advantace when the trig-
ger price became apparent and that the propc:al coulid be
troublesome the first year and politically Zifficult to keep
in force. These comrents assumed that “an coffer to export
basis" feature woculd remain; the subsidy rate would p2 an=-
nounced weekly, Tut zibject fo chiinge aay Line; Lha liugwetd
price would be set much higher than the loan rate to encour-
age the farmer to sell his wheat in the opex market racher
than to default and cycle the wheat through CCC: and a
separate subsidy for each class of wheat, arplicable 3like
to all coasts of expcri, would be estaklished.

"Wheat Export Payment Policy,” dated Jznuary 9, 197
stated that, except for short periods, no export subsidy
payments would have been reguired for fiscal yvears 1871 and
1972 if subksidy policy had allowed payrments only when the
U.S. market price was well above the loan rate, as this
policy would have raised world prices and, cermerated produc~
tion response by competing ceuntries, resulting in a 3 cent
a bushel increase in the net export price.

3,

CONSULTING ECCNOMIST STUDIES

"Summary of Options for a Wheat Excor

. £ ice ané Subsidy
Policy,” dated Novembker 8, 1972, prepared bv
y

r
D. Gale Jchrson,
-
L
t

an agricultural econonmizt at the Universs

]

Chicaco for

I3

the Director cf the President's Council on

<
in
Econom}c Policy, listed six rmajor coticns for deciding the
- jectives of & wheat export price and subsidy policy.
-
e 1YY l,\i%\&»\i
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‘m“ri\‘s‘i k A

23 e



A

\gy Hi{ ﬂHLM

1. A subsidy designed to maintain export prices of
17.¢. wheat within a narrocw range, with the subsidy
equa. to the difference between the exjort price
and the domestic market price. -

2. A subsidy cesigned to make U.S. wheat competitive
at the going export price, with the subsidy egual
0 the difference between domestic and export
prices, with the primary objective of achieving
some absolute or relative level of U.S. wheat
exports, '

3. A fixed rate of subsidy established for a crop
vear or cther peried of time, with the rate (of
subsidy) set to achieve a given absolute or
relative level of U.S. wheat exports.

4. A "reactive"” subsidy policy, with subsidies
being pai< in response to losses in particular
markets or for relatively brief periods of time
as a reaction to subsidies or export rricing
prclicies of other governments; no specific total
export quantity objective, with primary reliance
upon market mechanisms to delermine the level of
cemmercial exports.

[¥1]
.

% price policy that uses export subsidies only
when the U.S5, farm price of wheat is, or is ex-
rected to go, below the price support level.

6. & rrice policy that depends entively upon the
market, and no export subsidies would be available.

The paper identified the important criteria to con-
ider in evaluating these policy options and to assess their
ffects as to (1) Treasury costs, (2} farm incormes, (3}

nsumer costs, (4] quantity and vaiue cf wheat exports,

fUpct oning of the market as a cuide for production de-
ns, and {6) feeding of wheat to livestock comrared with
ng of other grains.

Fh 3 .~ D

The author assumed that the export market ranced from
2 stable to a strong market and that subsidies were hichest
for eption 1, declining to zerc for cption 6, with egual
stbsidies under options 2 and 3. Based on these assumptiors,
he then evaluated esach option in terrs of its effects ¢n ths
criteria, 2s reproduced in the follewing table.

24
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Policy Treasury Farm Ceasumery Wheat expert Feeding Functioi..ane
option cost income cost guantity ancé of of
{shert run} price wheat marke:

1 Large in resse Increase Increase Reduce Yery un-
sicn fi- signifi~ guansity, signifi~ favorable
cantly cantly decrease cently

price
2 Med:um Increase Increase Uncertein, reduce Quite un-
probably favorable
. little
effect
3 Medium Increasge increase Uncertain, Reduce Quite un-
crobably favor.ble
iittle
effect

[ Srall Small Small Little cr Little Mcderatve ly
increase 1acrease no effect adverse adverse

ecffect

5 Smali Liztie Little Littie Nearly Little or

or nil or ne cr no or ro =aximam no effect
increase ircrease effect feedino

0 Hone xene none No erfect Baximyze %o acverse:

economis effect
feeding

Considering Acriculture's repeatedly stated objecrive
of maintaining an expert pelicy that functions threuch.the
use of normal market mechanisms, the opticns available for
consideration are reduced to numbers 5 and 6. These tw.
options alsoc have little or no effect on export gquantities,
which is cdesirabls, ccnsidering the uncertain level of sup-
plies avaiiable fo- export. Moreover. they have little or
no effect on Treasury or consumer costsS, also a desirable
guality in view of Agriculture's aversion to subsidies in
principle and congressional incent to maintain stabkle
domestic prices and minimize subsidies.

t woulé seem irrelevant to cconsider the sffects cf
these two options cn farm income, as both U.S. experts and
farm incomes are up and are expected to emain 50, dte to
increased world demand for excess quantities of U.S. grain.

L~ -

sidies," dated April 26, 1873, con-
a survey on such subsidies. Officials
znizatvions, including farm groups and

~ 4
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grain exporter.;, were asked tc respond to a series of cues-
.tions on wheat subsidies. Only one respondent (a2 major farm
crcanization) was cpposed to export schsidie. in prirciple
but stated that, if the domestic price-support level inter-
fered with wheat exports, a competitive bid system should
then be used to set export subsidy rates.

Other respondents generally favored an export subsidy,
mentioning the need to make U.S. wheat competitive against
foreign governxzents' sales agencies, the reed cf U.S. gre-
du~ers Lo keep some advartag~s of supply manzgement rather
than transferring them to foreign producers, and the need to
increase farm income.

Various concerned groups were surveyed cn what they
felt would be an appropriate subsidy program; the genzral
censensus was that the progrem should not be cperzted es in
the past, when Agriculture paid large subsidies despite a
strong export market. A majority cf respondents favoreid
continuation of "an offer to export basis" procedure (in
effect since 1967) :n order to maintain exporting flexibility,
but with significant nodification such as:

--Combiring the "offer to export" approach with a
fixed rate for a definite pericd of tirme {(a month
cr merol, f2uring which Agriculiure wouold noul Rdan-
tain an export price objective {(target price
policyld.

--S~tting an export price objective for a specified
periocd, such as a month, with possible chances at
the period’'s end.

--Maintaining an export price objective, gqualifying
the objective by indicating a maximum subsidy
rate: for 3 months or more.

There was l.mited support for the general,use of a3 bid-based

subsidy rate, and little support for a "reactive” export sub-
sidy designed to meet conditions in particular markets or for
relatively brief pericds of time, implving that export subsi-
dies shoulé ke used only coeasionally in resronse to particu-
lar circumstances.

A memerandum on this report, dated May -1, 1973,
presented the Council of Economic Advisers® position on a
wheat export subsidy and supported.the econorist's viewpoint

that wheat expcrt subsidies are a desirable o justifiable

policy instrument only 1n anusual circumstances; i.e., chh

larcer worid wheat supplies, which could lowsr world marke
26



prices sufficiently to create the need for export sabsidies.
The memorandum stated such a prospect szemed unlikely in the
near future.

EMS STUDY

"Alternative Export Payment Programs,” issued on July
24, 1973, ranked the followirg prcgrams.

1. No export payrents.
2. Registered sales progran.

3. Existing program, except that loan rate tricgers
pavment.

4. Existing program with target price included.
5. Existing program with target price excluded.

This ranking was in terms of achievement wnen the
stated objectives of a subsidy program are to maximize ex-
ports and incur the least risk for exporters; minimize export
payments, administrative costs/problems, and administrative
judgment in setting rates; improve farr prices, hold down
world prices,.and be compatible with price supporis; meet
ceriticicem on payments %o gxgorIicors, zubsidy beocking, znd lach
o° sales volume information:; get public acceptance of pay-
ments; and prevent cycling of grain through CCC.

EMS did not explain how the cbjectives were developed
or rated in terms of achievability. Assuming that they were
assigned egual weight, we compumied overall rankings for each
alternative and found that "no export payments"” ranked above
the other four alternatives invclving payrments in terms of
achieving tae possible cbjectives. The alternative "existing
progran, except that loan rate triggers pavment” ranked above
the other three. Under the existing program, an exporter may
submit an offer to export a stated quantitv of a certain
class of whea:t from a designated coast of export during a
specified export period. Upcn acceptance of his offer, the
exporter is obliged to ewport in accord with the reculation
to obtein payment. This program was develop:d to meet compe-
titior. of wheat boards in other ccuntries, vhich make szales
for delivery some renths in the future. Th2 loan rate trig-
ger payment program would use the export pzyrment only to
keep farm prices from going below the farm loan rate. A
trigger price slighily zbove the loan woulé be set at scme
point, such as Xansas City and for Hard Red Winter wheat.
Whens ser the dormestic price dropred kelow the trigger price,
export payments equal to the difierence between the two
pric:s would go into effect. When domestic prices érifted

\
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upward, the export payment rate would be reduc,r—-a’t Tre
tricger price modification would be consistent with the
price support progranm, which sets the loan rate for shear at
the world price.

For the four adlterrative rayment programs, the expert
payoent represented the differerce between a icwer rrice and
the domestic price so as to kee, U.S. wheat corpetitive In

p :

world markets, with sabsidies paid tc exporters ovlv aft=r
prcviding proof of export.

In addition to the five alternatives, twoe subs:ily
payr-ent rate-setting prccedures were ranked against =ach
other~—~a bid procedure ¢r an announcerent procedure for any
vreoran for which exgort payments ave rade--in terns of
ach:=ving these same ob’eactives.

Again, EMS did ncot explain how the objectives wzre da-
termined or the weights to bs cssigned %o each chijective nor
provide a summary analysis evaluating each alternative pro-
gran in terms of achieving the overall obiectives of export
policy.

ot

“sing the tabular znalyv:rz Ior s.ch objective tEad
with the paper, we fc:ma that the "no exnort payvrmen
pclxcy was tne worst alrarnaztive Ior Inproving Iarm =

ané creventing cyclins of grain throuch CCC hanis.

w

the most effective, however, in ~1n1m121nq exXport palrents,
adrénlst rative costs,/problems, and dement in satting rztes
and meeting criticism on bookings, ang payments and ;JLE;C
acc:ptance. Unlike tﬁe cons2iting economist's raver, cIn-
sum-r costs and market functioning were not inciuded as
criz=ria in assessing ths effiscuiveness of :xport pasments.
In Januvary 1974, EX2 preperad that research pro-scis e
undertaken on che effecis of the wWheat Export Paymen: Frc-
grar, adequacy of steocks of rajor commnadities, {inancine of
trace with ncnmatrket eccornomies, and policy papers.
This prcposal was submitisd to the Chairman of the FAS
Research and Intellisence Cocrdinating Comnittes. Azcoraing
to the FAS Acting Gen=ral Sales Manafer’s corments tc GAZ in
Aprii 275, one of these progosed research projects
accested, for a study dors by the Deonsrmic Researc =
on "xdecuate Stocks”™ in the 1i-ht of the current 3
protiem. Agricuiture l.e. been sicw to initiate
the other proposed resezrch 2reaz becauzse of thair .
pricrity within the acencv,
r, v 'r‘,r»w_- Thoo ol Th ) A
oo viu kq"\;‘lr V*;\VJ[?';,,F?‘,
3 '



deAiLAE%nE

FAS STUDY AND SUBSIDY PROPOSAL

"Racommendations for Standby E.port Pavment Procrams,”
da:zeé July 26, 1%74, acknowledced that cU.JSldv prcgrams nad
criginally keen inten 2d to make ctrice-supported commodities

corpetitive in wecrld -arkets, fulfill icterrational cbliga-
tions, reduce CCC surrlus stocks undel the price support
program and promcte their orderly liguidation, and 2aid price
support programs by Strengthening domestic rarket prices.

However, FAS stated that too much had keen expected
trom these progrzms arnd that export payrents had become an
inapprcpriate tocl for meeting all these obijectives when
the United States abruontly moved from a buyers' to a sellers’
market in mid-1972. At that =ime, larce sales of wheat to
the Soviet Union at stbsidized prices depleted nearly all
the available dorestic wheac surplus, contributing to a tight
supply condition that has prevailed on the international
wheat market for the past 3 years.

After reassessing its objectives, FAS indicated a
limited export pavment program is essential in market-
oriented agriculture, as long as a stap s
program existe in the svent of sgurplus r.o
cover memorardum to the position pap -, ¢h ing Ger:
sales Manager c¢ FAS s<ated that compared with previo
wheat and rice progrars, the preopesed progran woulc 1

1
i

[
wn

rayment to situatious where the demestic price is be
CCC leoan-related price but above the werld market pric
to comnercial exports. (The previocus program™ had no s
limits a1yd it authorized payments on both cocrmercial a
title I, Public l:w 4835 exports.} Actual rates would b
es:zahlished by cowpetitive bids received from exporters.
{Under the previc:s system, CCC announced rates and the
trade offered to export at those rates.}

He provided the following rationale.
«

"puring pericds of surplus productivn the loan

* *# # gypport the domestic market price for far
At this level however, exportsrs do nct have g
cient flexibility on the down side %o cowpete

foreign suppiiers in foreign ~arket~
point that an expert payment Secomes a rnecessary a
junct to the domectic program if ccrﬂorzﬂal exports
are to be maintzired.

W ornE o™

-+ w orh oo

e o

i ae]

"If severe export locses zre to he zvoidsd an export
payment capability should be maintzined at a minimum
on a standby dasis. Export pavments woulé comz into
play only when U.5. market »rices approached the

2%
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A uuly 1974 Office of Rudit report described the opera-
tion of the progranm.

"IFrom 1955 to 1962) CCC-owned agricultural com-
modities were exchanced under bar*er for strategic
materials fo. stockpiling. The program has changad
over the years as a result of the U.S. balance of
payments position and pursuant to the 1962 Executive
Stchkplle Cozmittee recommendations which were ap-
proved by the President. Procurements for the
offshure prograns of DOD [Department of Defense)

and AID [Agency for International Development] have
been erphasized since 1%60.

"For a fee, {called z barter premium] private U.S.
firms contract with CCC to either furnish funds
directly to DOD or AID to procure needed foods and
services or materials for delivery to DOD or AID.
The private contractor also agrees to acquire and
export a counter-value «dn eligible U.S8. agricultural
cormndities to approved destination countries either
from CCC-owned stocks or from private stocks * * *,
{The contracts are awarded on a lowest bid basis.!

"The D20 and other agencies recelving the barter

funds reimburse CCC, and CCC pays barter contractors
for the F.0.B. value, including the barter-fee, of

the commodities they export. It was anticipated

that the barter fee paid to contractors would be

used by them to marginally reduce the selling price

of the commodities they export which would serve to
place the commcdities in a more competitive position.”

The program was suspended in May 1973 because the hicgh
demand for U.S. agricultural commodities made 1t unnecessary;
resumed for the ponth of June 1973; and has since been
inactive. ¢

Should the program be reestablished, the Office of
Audit report recommended several improvements involving the
program's bid systemn.

rencthen ané improve the accorplishment of
r&gram objectives and the bid/award preccedure.

ha release of information procedures

4]

3
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t
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--Strengthen and streamline contract administration.
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--Imprcve the procedure for billing interest on
contracts that specify "wheat included.”

--Revise the barter contract terms for collection
cf interest, to eliminate possible unfair ad-
vantages that benefit certain types of contractors.

-~Improve and strengthen overall contract compliance.

Large exporters had a competitive advantage in the
barter bidding process because of their greater resources,
worldwide connections, and ability to Zosume greater risks.
The grain trade is still dominated oy a few large multina-
tional firms, which diminishes smaller exporters' prospects
of being competitive in barter biuding. To iliustrate,
Agriculture awaraed 409 barter contracts to 36 separate
contractors in fiscal year 1972-~&5 percent of them to only S
firms. High adrinistrative costs and a minimum contract size
$100,000 also hampered smaller exporvers. Agriculture must
decide on priorities and objectives for the proposed bid
system, i.e., should the goal of maximizing exports be met
at the expense of less competition and lower program costs?

Man*cem@ it vesDoanse

The FAS position paper c¢n the Standby Ixport Pavmernt
Program was reviewed by the FAS Administrator. On July 26,
1974, he forwarded the proposal under cover of his meno-~
randun of recomrendations to t'.e Assistant Secretary for
International Affairs and Comnwodity Programs. In that
memorandum, he endorsed the recommendations made fer a
standby expert “nyme 1t prograx as outlined in the pesiticn
paper, adding that ’

"We estimate it will take at least six ronths before
we can publiish standby regulations in the Federzl
Register * ® *,

"1f we postzone CCT Board [of Directors)! considera-
tion and the steps tnat must follow until prices
decline to such levels [distress levels related to
CCe ~0an rates], we will be denied the luxury of
thoughtful deliberation and preparation of progran
regulaglons. Even in nhaste we would need three
months to izmplement procrams. Therefore, we recom-
mend early considerati Lon of these matters kv the
Board while these kind £ rressures are not upon
us.”

In @ memorandum (prepared by the Assistant Sales Manager,
Commercial Export Programs, FAS) of an FAS executive ctaff

of
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~eeting held August 7, 1974, the Adnmirnistratoer stated that
the Asgsistant Secre tary was pieased with the preposals but
had instructed hin "tc hold up on the implermentaticn for a
few months." At that time, the Assistant Secretary of
Agriculture for Interrnational Affairs and Cor sodity Programs
deferred action on the implementaticn ¢f the proposal be-
cause (1) there was no perceived need fcr a subsidy program
in the foreseeakble future, (2} the naticnal agricultural
policy opposed eyport subsidies, and {3} FAS rescurces were

{
concentrated on adninistering an expor:t reporting system.
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In our followup contacts with Agriculture officials in
the spring of 1973, they commented that no action had been
taken on the propdsed procram, because high-level Agricul-
ture officials had imposed a standstill on the proposal,
heping it would not be needed. Career cstaff at Agriculture
wanted to implement the proposal at that time, as it takes
at least 6 months te get new reculations on the books, so
that they would not have to react in a c¢risis atrosrhere
should the need for a subsidy procram arise. The &ssistant
Secretary had not indicated agreerment with the propesed
program but with the concepts embodied in the proposal.
when the proposal was subnitted, Agriculture was more cone
corned wWith IHRDOTL Sonbtodis Liral wiih en eXport payrents
program. A new awareness of the possitie need fcr stand-
by export incentives existed beva cse of projecticons of
higher levels of wheat carrvover in 1975 despite large-
scale purchases by the Soviets, Fi3 ¢flicials raised the
topic of export payments early in 1975 in an effort ¢o
get the Assistant Secretarv to approve :he concept em-
bodied in the pos:ition paper, 50 tha
started to implement a new progran.

GAQ concerns

The FAS provosal for z revi
sents an improvement cover the fo
certain weaknesses. Yo detaile
backup.material: hence, it is u
irmrlement such a proposal.
data on voutine cperation, i
whether the proncsal—~ hen trarn
program--would be responsive ©

rs1dy program repre-

rogram, but it has

e guidellnes exist as
Jgriculture would

e of clarifying

le to determine

o a funct ioﬂi“g

ecommendatlions.
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Administration of a hid svs
plex. Large exporters tradi n
competitive advantage in a bi
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resources enable them to underkid smallss exporters. A2dmin-
istrative costs and difficuity in gualifying for a minimum
contract size {if one is established) aiso hamper smaller
exporters’ ability to compete successfully with large ex-
porters when a2 bid preocess 's employed. Conseguently, 1t is
imperative that Agriculture's bid system, if adopted, be
administered so as i) preserve competition in the market.
Clear and concise regqulations on the bid award process are
essential to insure accountability. Agriculture should also
endeavor to develop bid award preocedures that (1) encouraje
brord participation by small exporters, (2) establish aspro-
priate evraluation guidelines far the competitive bid preocess.
(3) insure fair and eguitable competitive bid procedures,
and (4) establish & mechanism for compliance review at ex-
porter and importer levels.

Ultimately, Agriculture must insure that its competi-
tive Lid system is designed to award bids no higher thean
necessary to export agricultural commedities.

OTHER STUDIES

The Office of Vanagement and Budget issved a draft
Topsrt oin Aprii 1%VE entitle "Iaterauency Repult _wit RN
Government Export Promotion P011c1es and Programs.” The
report examined various Federal agency efforts to promete
U.S. exports in order to determine conditions requi irinc
Govevnment stimulation of exports, evaluate effectivencss
and costs of export promotion programs in expanding expor:s
beyond those which would have occurred without Federal
action, identify changes to both existing and additional
programs which would prcvzde a more effective use of Gevern-
ment resources, .and recommend policy decisions nacessary to
implement the changes.

The study did not comment on Agriculture's former
export subsidy program. Initially the Cffice ¢f Managerent
and Budget had intended to evaluate the effectiveness of
aurlcultural export subsidies as par% of its coverall evalua-
tion of exrLort orometion pregrams. However, after ronth. of
conflict with Agriculture eofficials concerning whether the
subsidy prograz was eligible to be in the study, i1t decided
not to include discussion of the subsidy program. The report
explained that the programs were not designed primarily to
asgist export promotion objectives but to assist domestic

agricultural cbiectives "of 3ta bilizing, suppcrting iné cro-
tevtlrg farm income and price assisting in the ma'nterance
of balanced and adequat: sug p]les. and facilitating the
orderly distribution of agricultural cormrmodities.”
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. Public Citizen (a nenprofit taxpaying organization
supported by public subscription} petitioned the Secretary

of Agriculture = August 1973 to amend regulatiens relating
to subsil.es for wheat esports. It was concerred that, under
the o) program, exporters could make windfall profits at

the expense of the taxpaver by buving ¢rain for export but
not repcrting it until the domestic price {and thus the sub-
sidy) had risen. The Organization proposed tying “export
paymants as closely as pessible to the exporters' custs no
insure that the subsidy rate is adeguate {0 encourage exports
without being excessive.” This could be done by reguiring
that Agriculture adjust the subsidy rate daily. Exporters
would be required to submit offers for subsidy payments as
soon as they acguired wheat under contract to export.

According to Public Citizen, Agriculture denied its
petition on the grounds that the program was inactive.
However, Agriculture did drop the regulations entirely in
April 1974, aftexr learning that the Organization was plan-
ning court acticn to effect changes in the regulations.
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CHAPTER 4

CONCLUSIONS, AGENCY COMMENTS,

OUR EVALUATION, AND RECOMMENDATICNS

CONCLUSIONS

We evaluated several limited-scope audits prepared by
Agriculture's Office of Aucit and certain studies and ad-
visory position papers prepareé by Agriculture and others
in an attempt to determine the Department‘s responsiveness
te our 1973 report recommendations on wheat export subsidies.
Significant portions of these recommendations had been only
partially ilmplemented, and we find such action inadaguate
considering the (1} $4.3 billicn in Federal funds exoended
under the subsidy program before 1972, (2) significant weak-
nesses revealed by the 1973 report, (3) specificity of the
recommendations, {4) potential for eventual reinstatement
of an export subsidy progran, and (3) recent disclosures of
information on irregularities in the U.S. grain inspection
systemn.

Svsteratic subsidy evaluaticn

’J

3t made

Agriculture his not initiated a forﬂal, systenatic
assessment of the eifectiveness of the Iorrmer subsidy pro-
cgram. It contends that recent tignt supply and hich demand
market conditions cbviate the ne=d to sericusly consider
reinstating the procrarm in the fcresseable future and that

since the program is inactive ther: is no need for a, thorouch

evaluation.

Despite the fact that the Sscretary of Acgriculture
greed on the need for such an evalcation in his letter of
e 12, 1273, tc the Comptroller Gereral, the Department
as not implemented our recorrrendat.on to review the past

q am and to establish a new standby program. The Secre-
v's reference tc Memorancum 1777 as evidence of his com-
tmenL te program evaluation is, we believe, not respoinsive
to our recommendat:ion.
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Secyretary's Mermorandum 1777, issued April 6§, 1972, and
relevant supplemental changes tc that rerorand us express the
following position.
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--An August 1974 report reviewed exporter applica-
tions of gquantity tolerance to shipments mace under
special System 1 subsidy regulaticns of August 23
through September 1, 1972. <The audit found that
some exporters had improperly used the tolerance
and other provisions cf the subsidy program to their
advantage. As a result, Agriculture brought tenta-
tive claims, which are currently being negotlated
against nine exporters for $8 million.

--A June 1975 report revicwed the legality of subsidy
payments involving sales to foreign affiliates, es-
pecially under System I and those recorded before
August 1971. The audit invoived 85 percent of all
System 1 contracts involving affiliat-~s and a
sample of contracts made pricr to August 1971
involving affiliates and carrying charges. The
export transactions reviewed were determined to be
legitimate except for two instances of questionable
transactions between azffiliates, including resales,
buy backs, washouts, and string sales. The report
also concluded that failure tc include Agriculture's
interpretation of bona fide sales in program regu-
lations, procedures, announcenants, etc. can and
ias resSulieed i couniusion oy wiheat experters.

As a result of its findings, the Office of Audit recom-
mended to FAS that an analysis of washout sales and resales
of wheat noted in the au.it Se made to determine (1Y their
effect on the desired independent buver-seller relationship
as contemplated for a bona fide sale and (2) whether such
transactions res .lted in financial advantages for the com-
panies involved. The Office also recommended that, if the
progran "is reestablished, regulaticons, and/or apprepriate
exporter announcements should be definitive with recard to
any USDA position on affiliate export transactions which
are reguired to be bona fide.”

FAS officials responded that their positicon on bona fide
affiliate export transactions would be infiuenced by the type
of procram established. FAS 's consi dervng an Office of

Adudit recommendation that it analyze, in coorcinaticn with
Agriculture's Genevxal CJounsel, guescionable affiliate trans-
actions involving one multinational ccompany's washout sales

and resales of wheat.

FAS officials maintain that affiliate transactions are
normal trading practices of the export market that zhould
not be subject to Government interference which could impede
export flows. They also contend that monitor:ing and

38



regulating such transactions is difficult and rostly and
would serve no useiul DUZpOS%.

The audit of affiliates, although supportive of our
conclusions and recommendaticns, encorpassed only a smail
number of export centracts prior to August 1971 and did not
constitute the thorough audii we envisioned. A& more 4e-
tailed audit is warranted because of the magnitude of
Federal funds involved and the recocgnized fact that ques-
tionable affiliate tramsactions cccuarred under the Drevious
program. We believe that, in the absence of a thorough
audit, eligibility of certain types of affiliste transac-
tions remains guestionable.

Potential for recouping
Federal funds

Although the primary thrust of our review was to follow
up on our 1973 subsidy recommendaticons, other related rat-
ters have since emerged which reguire serious consideration.

The current Federal investigation of the U.f. ¢
inspection system--wv"ich has resulted in many criminal in-
dictments for immroperly orading, weishing, ond handling
grain in several port elevdtors~—ra1:es the guesticn of
recovering Federal subsidy payments on grain exports. <Crain
exported under subsidies--and virtuaily all U.S. wheat ex-
ported between 1949 and 1972 was subsidized--could have been
affected by illegal inspecticn practices. In view of the

everal billion dollars paid under subsidy procrars, the
Justice Departrent and 6RO are exploring the pissibility of
recouping Federal subsidies on exporis involved in fraudu-
lent c¢rain inspection practices. The volume of federally
funded grain exports and the <ollar value of subsidy pay-
ments zubjected to 1ilecal grzin inspection practice haé not
been determined as of December 1975. Agriculture has re-
cently established z task force to investigate this situation.

Studies and analyre

1]

Agriculture’s Cffice of Planninc and Evaluation,
Forelcn Agricultural Service, and Exper arke“*ng Qarv‘co,
as well as a private consuliarnt and at knavnrs' orcanization

-
[
a
conducted limited analyses of selected aspecte of the ferrmer
br

it

subsidy progran between Cctober 1972 and July 12%74. Their
conclusions did not support trhe former ograrm. Sore of
the more significant conclusicns were that:

--Subsidies are most efisctive in promotirg exports
when U.S. market price S are near the loza rate arnd

o ‘If.\.l- “\
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price support level and should te paié only when
farr zZrices drop belecw these price levels.

~--As cormodity prices rise, expert subsidies should
be reiuced.

--Chances in the export subsidy rate should bes made
onl" &5 che market situation dictates and then
only when based on relizble export sales data.

--Futvre subridies should be paid cn a competitive
bid basis and should ke limited to commercizl
exports and not be mads available for concessional

expcerts.
~--In the future, exporters should e required to
submit cffers for subsidy payments as soon as they

acguire wheat committed to export.

Although
clusions rep
recomnendati

these limited subsidy studies and their con-
zsent a form of responsiveress to cur initial

, there has besen no systematic, formal evalua-
tion of the rmer subsidy program’s effectiveness and
efficiency. n April 1374, Acriculture officially withdrew
the former crecram's regulat101s from the Code of Faderzal
Regulations, =—aintaining that, should subsidies be rein-

>
r
on
E
pe

=10 3

siLateq at sore ruture gate, t:o~e reculations woulé no longer

pbe apriicable Agriculture, a2t that time, reiterated its
commitrment to pCﬂplethC a ccrrprehensive evaluaticn of the
subsidy prcgraﬁ before xormulatzng a new export subsidy
progirim. Howsver, the Secretary of Agriculture for Interna-
tional Affai has since stated th t the Department’s
f =
S

-
1ntere<t in fuvif:lling trkat ceog—itment is no longer cperative
because of it tronger commitnent to a free market policy
wiich preclucdes payrent of excort subsidies.

The ne.? for Agriculture tc evaluate the subsidy pro-
gram is emphasized because market factors may, in any crop
vear, result in a wheat suarplus, suggegsting some form of a
subsidy preogran. Current economic indicators reflect an

easing of the recent tight :1”p1y situation and a return to

more traditicnal levels of wheat sursglus. Moreover, an
Agriculture cfficial comrented that completicon of a thorouvh
progran evaluztion and develiopment and adopticn of 2 revised
standbv subsi<v program invelvyes approxirately a year's
effort. Al+hcuch FAS drafted a stardby export subsidy pro-
posal in-July 1974, no thorouch program evaluation rreceded
1ts developrenz. Policvmakinoe cificials expressed little
enthusiasm “or forralizing the zroposal, developinc new
program regilziions, and submitting themn to the Fedsral
Register for accrogriate review and adoption.



FAS subsidy proposal

vosal for a revised subsidy progran is,
nsive to our 1973 recommendations. Com-
subsidy program, it would limit subsidy

’he Fx8 1974 ¢
to some extent, res
pated to the previcy
payments to situat

CCC loan r=tail pr

ro
=C
crs where the domestic price was below a
ce but above the world market price.
s
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Actual subsidy rat would be established by competitive bids
received frcm exporters. BRids would include trade informa-
tion on individual commeodity positions, freight, finarncing
and other relevant coommercizl data. This would assist the
Government in keeping track of export guantities and destina-
tions. Exporters coucld be required to name class of wheat and
coastal range in their offers, and documentation of exporta-
tion. The bid procsdure would give CCC flexibility and
control in setting price and guantity objectives. Payrents
would be limited to commercial exports and would not include
conzession and titlie I, Public Law 480, exports. The risks
associated s«ith expcrt trade would fall on the exporters,
requiring them to price contracts at a level insuring them-
selves an adequate return,

The proposal rsrcresents an irprovement over the former
subsidy precsram, buf it has certain weaknesses. It contains
no detailed guidelines, so it is not clear how Agriculture
would implement such a2 crepesal. In the absence of clarify-
ing data on routine coeraticn, 1t is impossible to determine
whether the croposzl would result in an efficient and eifec~
tive subsicy prograr.

Administraticn of a bid system can be costlv and com-
plex. Largs exportsrs traiitlonally have experienced a
competitive advantacges in a bkid system because their greater
u
£

resources enzble them to underbid smaller exporters. Ad-
ministrative costs and difficulty in qualifying for a
minimum contract size {if one is established) alsoc hamper a
smaller exporter’s ability to compete successfully in a bigd
process. Corsequentiv, it is imperative that a bigd system,
if adopted, be admin:istered so as 0 preserve competition
and have clear and ccncise regulations to insure accounta-

o
2 shouldé zlso endeavor fo develep big
2% {1} encourzgce brecad Darticipatior by
* orovide for establishing apprepriate
i rpetitive bid process, (3)

= co
ive bid procedures are fair and equitable,
= f

bility. Acriculturas
award procedures th
small experters, (2
evaluation guidelir
insure that comppti
and (4) establish a
porter and irmporter

or compliance review at ex-

Ultimately, Acriculture must insure that its competitive
bid system is deszg:ed & award bids which are no higher than
necessary to export ajricultural commodities.

ot
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AGENCY COMMENTS AND OUR EVALUATION

The agency acknowledged the accuracy of the factual
material presented in this report. However, it maintains
that there is no need tg systematiczally evaluate the ef-
fectiveness and efficiency of the former su.sidy progran and
to develop a new standby pregram predicated on the results of
that evaluation. he Assistant Secretary of Agriculture for
International Affairs and Commodity Programs, in responding
for the Department, stated that the tight wheat supply-and-
demand situation that has existed since the Russian grain
sales of 1972 skould continue to exist, precluding the need
to reestablish an export subsidy. Ee emphasized that Acgri-
culture's market-oriented, full-production policy oproses the
payment of export subsidies and that as long as that policy
remains operational there will bs nn serious considerwtion
of export subsidies in terms of an evaluation of the former
program and the establishment of a revised standby projram.

Agriculture ofificials reiterated their c¢pposition to
reconsidering the legality of certain types of affiliate
export transactions under the former subsidy progran to
determine the extent of program misuse and atuse through
such transactions. These officials contended that such a
roview would b of 5o bkerelil to the ayency because of tne
ambiguity of former subsidy reguiations on affiliates and
the difficulty in determining abuses and misuses through
certain types of affiliare transactions. They also rain- .
tained that, because sxperters we e only reguired to maintain
records concerning their involverment in the subsidy grogram
for 3 years, access to pertinent datz would be difficult«and
the data would be incomplete. All these difficulties, accoré-
iny to agency officials, would make the prosgect of racoupinq
possible illegal subsidies paid te affiliates under the wheat
Export Subsidy Program extremely difficult, doubtful, and not
cost beneficial.

Agriculture's original commitment to eveluate the
former ,-bS‘dY program “has not been fulfilled. Altho gh
changes in the global wheat gupply-and-demand 51tua‘1on have
obviated the need for reestablishren:t of a sutsidy rrogras
at this time, Acriculture's market-oriented poliicy dces not
provide a means for Sisposing of future surpluses. £ ri

cuacure were to modify its po¥*cv due to charges in the
Ie]

market and reestablish z subsidy procgram, it would not have
the benefit of the results of a thorough, systematic evalua- .
tion of the former program ner the availability of a well-
thought-out standby rrocram te implerent, should a subsidy

become necesrary.
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Altroucgh recpenlng the audit 1
transgactions under the subsidy pr i
recouping subsidy payments, it vl or (Lens
information on the misusa and albuse cf the subsidy progr:
reveal such practices, and crovide the comprehensive dc
mentation necessary to deve tcp future subsidy regulatlc,
which would precluc > questionable affiliate transactions.
Recoupment of subsidies paid to expor:ers. for guestionakie
affiliate transactions should nct be ruled out in the absence
of a thorough examination of contracts prior to Aucust i%71.
While difficulties exist in condicting such an audii, evi-
dence revealed in the limited Office of Audit affiliate
report of July 1975 clearly establishes the basis for a
more extensive audit.

s
ve
-

-

o BN o TS T SO S
]

ﬁl? e

Office of ARudit officials commented that, prior to this
report, they had taken steps to increase their emphasis c¢n
"agency actions taken" in their svsten for following up cn
agency responsiveness te GAS repcrt resuomrer-dations. These
individuals indicated that zlthough z limited followup systen
now exists, it has been prirarily dirscted toward reviewing
the agency's proposed actions.

Wwe endorse tine Office cof Audzit's chanves :tn 1ts sysiom
for following up cn acency actions to implement our repert
recommencations. Such arn e€iforv, 1if instiwuticnalized,
would represent constructive actions and an irmproverent cuer
the existing system, which does nct provide for coptinulrf
periodic fcllowup of agency action o our recormendations.

RECOMMENDATIONS

We recommend that the Secretary <f Acriculture:

1. Dire<t the Office of Nanagen,nt and Finance and the
Economic Researcn Service to {1} -oir-ly conduct a thorcugt
cystematic evaluation of the forrer export subsidy progran's
effectiveness and efficiency. (2} study tke entire issue of
export subsidies and determine conditions under which subsi-
dies are necessary, and {(3) if sutsidies are censidered
necessary under certain rarket conditions, establish guids-
lines fcr a revised standby subsidy program that prov*603
for the rost effective and =fficient zethod of using subsi-
dies in fhe world market angd periCu*c evaluation of procram
effectiveness and efficiency

2. FReopen and expand the O0ffice of audit's review of
the legalitv of export subs:idy payments involving sales o
foreign z2ffiliates, especially those recorded tefore Aucust
1971, to include a significantly laive. Sa.wie of exporters
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and expert contracts. The audit should provide additional
information on the extent to which affiliate cransactions
resulted in abuse of the past subsidy program. As part of
this audit, it is essential that auditors determine the
amount of subsidy payments potentially affected and the like-
lihood for recouping subsidy funds.expended under such
circumstances. -

The audit of affiliates could be incorpcrated into
Agriculture’s task force review of past export subsidy pay-
ments that resulted from the recently discliosed grain inspection
{raud. The tast force, in attempting to determine whether
improper payvment ogcurred and the possibility of recoupment
of such funds, oould preovide a convenient and appropriate
wehicle for examining the affiliate issue.

3. Should a new wheat export subsidy prograx be

established, to insure that exporters and their affiliates
rransaci business at arm’s length and that accountability is
present, regulations should prov1de for the LOIICthg'

{1} a comprehensive definition of a bona {icde sale and af-
filiate sale, (I} a list of affiliates, their relationship
to the parsnt cozmpany, and their functions, {3Y clarifica-
tion of an asventable affiliate export transaction, (4%
exporter certification that an agent-affiliate relationship
does not exist with the buyer/fend-user, {3} exporter certifa-
cation that oo oreferential market rela*zcrsu-n ex15ts
Detween the bhuvsr and seller, and {6]} per:iodic audits of af-
filiate transac:

w3

MATTERS POR COXSIDERATION BY THE (CONGRESS

In view ©f 1ts continued interest in export s
and in view of Zgriculture's inadequate response t
recornendations made by GAO and by the Permanent Subcomnmit-
tee en Investicasions of the Senate (ommittee on Government
Operations, {oncress may wish tgo reexamine che entire sub-
ject of agr-bu-’:ral export subsidies and to deterain
whether legislstion should be considered as a means for
itasuring a more affective and efficient subsidy srogran,
should cne becoms necessary in the future.

Congress v alse wish to review khe rec' i¢s of Agri~

calture's evaluztion of the export sudsiiy program and
Agriculture®s propossd guxde\*pee for any new program.
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Barter fee

Carrving
charges
C.I.F.
Corpliarce
acdit
Concessionail
sales
F.O.B.
Becdge
Incrementil
subsidy

GLOSEARY CF TERMS

An incentive paid to U.8. firms to enter into
bar<er contracts with CCC. The fee gives an
incentive for entering inte barter contracts
in the form of more prcfit or allows coa-
tractors/exporters to sell their cormedities
at a lower price in the form of vrice dis-
counts=~by passing fee on to foreign buyer.
The terms fee/differential/prenmiums/discounts
are used interchangeably when referring to
this incentive.

Cost over a pericd of time of cwning or
"carrying” goods, including storage, financ-
ing, insurance, conditioning, etc.

Cost, insurance. and freight: terms of sale
which define buyers' and sellers' v - eponsi=-
bilities with reygsard to physical &  very of
goods and the expenses to be assum - by each
party. Seller is obliicated to deli. r the
-;QCA:S Cl @ walwi aneh o “Oave yaave {0 wmuzcit
he has contracted Ireicht, to cover marine
insurance, and to pay the premium £0r same,

Audit to determine compliance with documented
standards, such as lawvs, regnéat10“=, and
contracts.

Sales which allow the buver payment terzms
more favorable than those cobtainable on the
open market. Under Public Law 480, the con-
cession may be the type of curgrency accepted
as payment, length of the.credie and grace
period, or interest rate charged

Free on board: & e
the seller agrees to
aboard the carrie
the bLuver.

The systematic attempt to reduce risk ¢
from market fluctuatiens, by making 5
against a purchase, and vice versa.

Additional subsidy : i 2
Announcements {sorwtines referred te as carry-~
ing charges).

provided for
-
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L.oan rate

Leng position

Short-term loans are available from CCC *o
farmers who participate by restricting avre-
age to their historicel allotments less a
required diversion to conservation use whicth
varies frcm vear to year. The price support
loan rate specifies the dollar amount per
bushel of expected production (given the
acreage restrictions) that can be granted in
the loan. The production itself is used as
collateral so that 1f the market price rises
above the locan rata, the farmer can sell the
crop and pay off the loan with the proceeds.
If the markel price remains below the loan
rate, the farmer has the option of defaultina
on the loan and forfeiting his crop, in effect
forcine the ICC to purchase his crop at th
loan rate. This program acts as a price sup-
port nechanism by establishing a “floor™ for
the price. The Government in effect pur-
chases commodities when market prices fall
below loan rate levels and farmers choose to
forfeit their crop collateral. If the CCC
withhelds those forferted supplies from the
market, the markesed suprlyv is reduced in
Ioiavaioimuap Ly Grlalie pievenoihy further
rrice declines.

& lona posrtion comprises purchase commit-
ment{s}, thus one mzy b2 long cash grain,
long futures. A\ net long position rep-

resents the excess of purchase commitments
aver sales comnitments., A party holding

2 long position is said to be a long. Long
positions are taken in anticipation of ar
increase in market prices, and may apply

to cash grain, futures, ocean freight, cer-
tain export subsidies, foreign exchange,
and other elements of trading subject to
price fluctuations and in which one may
make an undertaking to purchase, in ad-
vance of sclling.

A policy in which Agriculture attempts teo
interfere 3s iittle as possiblﬁ with :he
domestic and international agricultural
z2arket. It discearages subsidies for pro-
ducticn and exports, letting market conditions
uﬁ determined primarily by sugply-and-derand

actors.
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Program
evaluation

Frogram audit

Public Law
480

System Y
subsidy

Formal systematic assessment cof actual per-
formance of programs iIn meeting gcals of
missions, acileving program objectives, and
serving specified target groups. It is con-
cerned with evaluating the effccts and bene-
fits £lowing from program resulits and with
their costs. It examines the axtent to which
program activities have concentrated on oppor-
tunities that have the most favorable benefit/
cost ratios, or cotherwise maximize the bene-

ficial effects. in relation to cosz. The
selection of proper criter:a for evalua.ing
program effectiveness and efficiency in con-
tributing to the achievement of missions an
program objectives is the Xey to useful pro-
gram evaluations. The goals of missions and
program objectives, thgrelcre, provide th
basis for determining apprcpriate criteria.

A comprehensive audit of a program or spe-
cific part of a program, function, or
activity., It covers several ¢r all of the
implezenting and operating level offices in
the program and includes ccnclusions and
recommendations.

Eracted on July 1%, 1954, :1¢ states that U
poiicy is "to expand internaticnal trade:
deveicp and expand export markets for .S
agricultural commed ties: to us:z th
agrxcultura‘ prod'ctivity of the United St
te combat hunger and malnutrition and to en-
courage economic development in the develoring
countries, with particular emphasls on assist-
ance to those countries that are deterrined
to irmprove their own agricultural rroducticn;
and to promote in other ways the fereicn
policy of the United Scates.” Law passed
an a“ﬂmpt tc alleviate prcble: of T. . ag

in foreigﬁ nations needing U.S. agricu;tural
preducts., Allows foreign naticons to obtainm
U.S. commodities by means cther than doil
purchases (see concessicnal sales and ti
sales}. -

Such subsidy was in effect fror Aucust 2% tc
Septesbeor 1, 1972, ''ith eligibility requir
ments spelled out ir Agriculiure Announdens
73-33A dated August 5, 1972.

-
3~
on

¢
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Title I
sales

Tolerance

Washaout

Sales made under title I of Public Law 48%,
which includes local currency, dollar credit,
and convertible local currercy credit sales.
It therefore includes all sales under Public
Law 480 except barter sal~g. Before 1967
“title I" meant local currency sales, since
only this type of sale was included under
this title.

Percentage bv which a specified contract
quantity is permatted to vary.

Seller either buys back or settles specified

contract with buy=er without shipping wheat.
Same as buy back.
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APPENDIX I APPENDIX I

T URITED STAYES CZPARTMENT OF AGRICULTURE
OFFICE OR THE INSPECTOR CENERAL
WASHINGTOR, D €. 207%%4

0CT 4 1972

Bonorsble Elmer B. Staats

Comptroller General

United States Gensral Acoounting Office
441 G Straet, ¥. W.

wWashinston, D. C. 20548

Dedr Mr. Staats:

Attached is the Department’s statemant of the actions taken
on recommandations {1 G20 report B-176%943, Zdated Jady 2, 1573,
entitled ®Ruccian Whazt Salae >pd Wealmpgupe fw derdeaipo—-to

- Gy de
Hanagemsnt of Wheat Export Subsidy Program.”

his statesent was alzo furnished to the Senzte and House Conr
mititeas on Government COperations and to the Cifice of Banags~
mennt and Budget.

Sinoerely,

loed rsins

LEOYNARD ®. GREESS
Aoting Inspector General

Attachment

GAC note: Portions of this attachme. . pertaining to non-
subsidy matters have been deleted and will be ad-
dressed in a subseguent report.
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USDA STATEMENT OF ACTION TAKEN ON RECOMMENCATI OVS IN CAC
REPOFT B-176943, DATED JULY 9, 1973, ENTITLED, "RUSSIAX
WHEAT SALES AND WEAKNESSES IN AGRICULTURE'S MANAGEMENT
OF WHEAT EXPORT SUBSIDY PROGRAM. "

This sratement relates to recommendations nade tv the Comptrol-
ler General which specifically concern the Department of Agri-
culture.

1. GAQ Recommendaticns: Because ¢f the weaknesses observed
in the wheat export subsidy program:

"Review the program in its entirery and predicate its rein-
sratement on a reaningful justification of its existence."

As was stated in the letter dated June 12, 1972
from Secretary Butz commenting on the Jraft GAQ
report, we agree with the recommendation that a
thorough review of the precaran be made before its
relnstatement to assure thart its resunption is
necessary. The Departnent has always opposed ex-
port pavments on princirle and has used them as

sparincly as pessible and orlv in cases where
NeCcessary e meet £XpofLt Tof ?etit;oa. Ssch pro-
arzmc ovicr only oo protect UL5. {afners fiom hidv-
iRy TO accept low world prices for a few cozmodities
which depend heavily on eXports and must Teet sub-

sidized expert competition,

wWhile we do rot zaree that the export paywent pro-
gram has scffered seriously from lack of pericdic
evaluation, we intend to 1rrrove this area. Sec-
retaty’'s Merorandum Xo, 1777 {(Supp.erment 1) com-
mits the Departrent to evaleate every one of its
progranms.,

we also plan to strengthen oul analvtical staff as
soon as budgetary limitarions permit and therefore
will be able to better anaglivze the export payment
and other progrars operated by EMS,

view the ilegality of export subsidy payments involving

es to foreign affiliates, especialiy registr2tions under
ter I and these recorded befors August 1971, Without

h reviews, 3 reascnable doubt exists of the legality of

t affitiiate export transactions. 2Acriculture should .
review Past transactions rvo insure they have been consis-
tent with prograr reculations.”

k1
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Faslure to recoantze trar ons between affiliates

8aCtio
undey the progra» would seek to protect sypert payrent
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expenditures at the expense cf the prroram's rffective-
ness. Actuaily. the Departrent's purpose 15 served cuite
as well by a sale to an affiliate as to anvone else, as
long as tne wheat is exported. The export payrent progran
is designed to interfere as l:ictle as posgibie with normral
commercial practice. No other country rules out transac-
tions between affiliates of international companies. If
the U.S. does not permit exporters to utilize the sare
competitive devices as those of ite comperitors, U.S.
exporters will be handicapped and other countries wiil
benefit at our expense.

Under the System I announcement, exporters were perritted
te register f£or the neti difference between sales made and
subsidy contracts entered into with CCC prior to 3:31
p.m., August 24, 1972, Cert:fications were recuired re-
garding the net differences and the sales vhich were

used as a bastis for establishing eligibility for System I
subsidy contsacts., Afterwards the Departrent perfeorred
an audit of each exporter who submitted such offers.

This was done to determine whether or net the amount of
sul ;.dy registered was in accordance with the intent and
purpcce of the System I arnnouncemsnt. The audit did not
reves!l apy evidence that the sales berween arfiliates .
which were used 1n establishing eligibility for subsidy

-

under Systex I were not bona fide expcrt sales

Prior to August 1971, exporters were recuired to furnish
a notice of sale giving certa:n terms of their expore
sales and designate a subsidy contract to which the no-
tice of sale was to apply. % subsidy payrment would mo:
have been wade on any expcrt of wheat unless CCC had
received a notice of sale coverine such wheat. Exporters
were also reguited to furnish evidence of sale to suL-
port their application for a carryine charge payment.
Without a detalled review, it is cur best estimate that
carrying cherge payrents were rade under at least 70
percent of the subsidy contraczs. No doubt payrents
were made to exporters who had sold wheat to their 3f-
filiates, We know of no case where the exgorter was
unable to furnish acceprakle docurents.

Because GAO recormends that 2 review
sales between affiliates, the Depar:r
an audit of a representative sample of the contracts

upon which System I subsidies were hazed and concracts
entered into before che notice of sale was eliminated

to ascertaln whether there 13 any evidence that the

sales reportad ta CCC were not bona faide However,
cur audit way be somewhar livited cince the crogeam
regulations require only that 4n exporter raintain his

records for a period of 3 vears after the date of exgort.

\ﬂ
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3. GAO Rerommendations: If the preoaram review concludes that
substdies are needed: :

"Determine the most effective and efficient ways to use
subsidies to compete in worid rarkets.”

Our reply to this recommengation must necessarily as-
sume that the review of this program now in progress
will recommend 2 program similar in concent to rhe
one recently terminated, Ctherwise, the details
covered below may be irrelevant.

This recommendarion will, ¢f course, be the foiemest
objective of our review of the Evport Paymeant Pro-
gram,

*provide for periodic evaluation of program effectiveness
and efficiency, including pericdic checks on affiliate
relationships, users of wheat, and countries of ultimate
destination.”

While we do not aqree that the Export Pavmeat Program
has suffered sericusly frow lack of periodical evalue-
rian, ws irtend o5 gpoted endes 2 alwuve, Lo inprove
this area. We disagree, however, that affiliate re-
lationships ¢f U.S. exporters are a valid progran
consideration since they cannot be singled cut for
separate treatment without discriminating against
Amegican-owned ixporters (ac distinguished from foreign-
owned importers) in the couatry of destination., Al-
though we have considerable data and inforration as

to users of wheat, and our cresent statistical sum-
martes of wvheat exports reflect countries ¢f ulgimate
destination with considerable z2ccuracy, we will con-
tinve our efforis to improve and refine this iuforma-
tion where it is possibhle 1o do so.

"Document the basis and reasoning used in establishing daily
subsidies.”

Ke will endeaver to irprove this area. However, again
assuming the pregram concept is similar to the one re-
cently terminated, an element of market judgment is
essential.

nd cest data on wheat t{ransactions be
hecking the reasconebleness of
er flexible subsidies according
d circumstances.”

"Direct that sales a
used in establiching an
subsidy levels, and consi
to geographic lecations a

+
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We know of no practical way to establish an exporter's
cost other than op & replacesent basis at tire and
date of sale, the way the crain business is uniformly
conducted both domestically and :nternationally. It
is not ordinarily possible for an exp:.rter to deter-
mine his precise purchase price for a varticular l:t
of wheat later exported. ¥heat is a funglble ccomodity
stored on a commiriled bas:s. Wity minor exceptions,
such as West Coast White and durum wheat, Iaventcries
and commitments, bcth purchsse andé sale, are normally
hedged. Accounting systers do nct lend themselves to
direct correlat:ion between cost ¢f purchase and pro-
ceeds of sale on any given lot of gran.

We can readily agree to the reconsideration of iesti-
nation subsidies althcugh this concept has been re-
jected on many occasions in the vast. It has gererally
been evaluated as a shert-run exvedient significantly
harmful to our long-term irterests because of the dis~
parities it contepplates in treatment of customers.

"Better coordinate commercial sales, C: Ccessionary credit
sales, a~d sales frem CCC inventorv intoc 2 cohesive wheat

i
‘eXport pulicy nNaving appropriate safecuarcs on subsidy pay-

ment amounts,”

This is an established objective of the Export
Marketing Service which is .rplexented to the best
of its ability.

®lonsider revising the basis for compuring entitlement to
tue carrying-charge incremert.”

The carrying charge increment will be carefully cen-

sidered in the course of the mnore corprehensive re~
view of the Export Payrent Program now in progress.
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PRINCIPAL CrFICIALS

RESPONSIBLE FOR ADMINISTERING

ACTIVITIES DISCUESED IN THIS REFORT

SECTMETARY OF AGRICULTURE:
Earl L. Butz

DIRECTOR OF AGRICULTURAL
ECONOMICS:
Don A. Paarlberg

ALSISTANT SECRLTARY FOT
INTERNATIONAL AFFAIRS
AND COMMODITY PROGRAMS:

Richard E. Bell
Clayton ¥. Yeutter
Carroll G. Brunthaver
Clarence D. Palnmby

ADMINISTRATOR, ZCONCMIC
RESZARCH SERVICE:
Cuentin M. West
¥elvin Upchurch

BIRECTOR, OFFITZ OF
MANAGEMENRT AXD FINANCE:
Jerome A. Hiles

ADMINISTRATOR, ©
AGRICULTURAL SZRVICE:
David L. Hune
Raymond A. Ioanes

DIRTCTOR, OFFICTZ OF AUDIT:
leconard H. CGreess

Tenure of office
From To
Dec. 197. Present
Mar. 1969 Present
July 13875 Present
Mar. 1974 June 1975
June 1972 Jan. 1974
Jan. 1969 June 1972
Jan. 1872 Present
Sept. 1965 Jan. 1972
Jan. 1972 Present
Sept. 1973 Present
Apr. 1%62 Sept. 1933
Apr. 1974 Present





