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MESSAGE FROM THE SECRETARY

The United States Department of Agriculture (USDA) is pleased to present
the Performance and Accountability Report for FY 2003, which provides
the results of our performance and financial management.

The report describes how USDA:

o Implemented the key provisions of the Farm Security and Rural
Investment Act of 2002;

» Assisted farmers and ranchers affected by severe weather conditions;
« Improved agricultural trade;

« Protected public safety, homes and resources during another severe
wildland fire season;

« Supported the increased use of such renewable fuels as ethanol and
biodiesel through research and incentives to spur production;

« Improved and expanded conservation programs;
o Spurred economic growth and created jobs in rural communities;

« Invested in electronic access to serve our customers better and be more
efficient;

o Supported the creation of better community infrastructure, such as new
water systems, hospitals, schools, housing projects and processing
facilities;

« Provided food-program assistance to improve the health and nutrition
of low-income people and children; and

« Protected the food and agriculture sector against intentional and
accidental threats.

USDA managers have reviewed the quality of performance data included in the Annual Performance
Report section of this document. Except for data limitations explicitly discussed, I hereby provide
reasonable assurance that the data herein are valid and reliable.

This report satisfies reporting requirements of the Federal Managers’ Financial Integrity Act (FMFIA).
FMFIA ensures that Federal programs are operated efficiently, effectively and in compliance with
relevant laws. Therefore, except for those areas for improvement identified in this document, USDA is
providing reasonable assurance that our systems of internal control comply with FMFIA’s objectives.
FMFIA also requires financial systems to conform to certain standards, principles and other specifications
to ensure timely, relevant and consistent financial information. Based on the work performed during FY
2003 and prior years, the Department’s integrated financial-management system complies substantially
with the objectives of FMFIA, with the exception of those financial system nonconformances identified in
this report.

USDA, “the people’s department,” is improving the quality of life for all Americans. I am proud of our
accomplishments and the employees responsible for these accomplishments.

(g —

Ann M. Veneman
Secretary of Agriculture
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MESSAGE FROM THE CHIEF FINANCIAL OFFICER

I am pleased to report that numerous valuable results were achieved in
financial management in Fiscal Year 2003 at the United States Department of
Agriculture (USDA).

Through the individual excellence and collective successes of USDA’s
associates, business partners and customers, we created value together by
accomplishing break-through results, such as:

o Sustaining a clean financial audit opinion in FY 2003 for the USDA, as
was done for the first time ever in FY 2002, evidencing the Department’s
improved accountability, internal control and data integrity;

« Making substantial progress in reducing USDA’s material deficiencies
that now number 8, a 58% reduction from 19 at the start of FY 2003 and a
75% reduction from 32 just 24 months ago at the start of FY 2002. Our
goal is to eliminate all material weaknesses in FY 2004;

o Improving the productivity of cash used in USDA’s lending programs by
as much as $300 million annually through more effective collection of
delinquent debt;

« Developing a useful strategic plan for USDA leading the way for the
Department to align strategic direction, transform operating budgets and
integrate more effective performance measures into its management
processes throughout the enterprise;

« Implementing information technology solutions relating to major
corporate financial management and administrative systems financed by
resourceful use of funds;

« Expanding the customer base and effectiveness of the National Finance
Center in Government-wide payroll operations and Federal employee
services, retirement plan record-keeping and accounting operations;

« Reforming the management of travel cards within USDA by establishing
a “zero tolerance” policy for travel card misuse, removing more than $1
billion of excess credit exposure by lowering credit and cash advance
limits on more than 90% of cards, and reinforcing proper behavior
through training and employee communications; and

o Adding depth and breadth to USDA’s financial management leadership,
managerial, supervisory and first-line personnel through career
development, training and recruiting.

USDA is focused on providing sound management of the resources under our stewardship. The
extraordinarily valuable results in financial management at USDA in the past two years have been
achieved with existing taxpayer funding by skilled career Government executives and dedicated
associates.

We are honored to serve America.

gfwcu/p W‘Wﬁ/@w«—

Edward R. (Ted) McPherson
Chief Financial Officer
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I. MANAGEMENT DISCUSSION AND ANALYSIS

AN OVERVIEW OF THE UNITED STATES DEPARTMENT OF
AGRICULTURE

Exhibit 1: Organization Chart

Secretary
Ann M. Veneman

Deputy Secretary
James R. Moseley
Chief Information Chief Fﬁnancia\ General Counsel Inspector General Directgr qf Executive Operations”
Officer Officer Communications
(Acting)
Scott Charbo Edward R. McPherson Nancy S. Bryson Phyllis K. Fong Alisa Harrison
Under Secretary Under Secretary Under Secretary Under Secretary Under Secretary Under Secretary Under Secretary
for for for for for for ! for
Natural Resources Farm and Foreign Rural Development Food, Nutrition and Food Safety Research, Eduqatlon Marketing and
and Environment Agricultural Services Consumer Services and Economics Regulatory Programs
Mark Rey JB. Penn Thomas C. Dorr Eric M. Bost Elsa Murano Joseph Jen William Hawks
Assistant Secretary Assistant Secretary Assistant Secretary
for for for
Congressional Administration Civil Rights
Relations
(Acting)
Mary Waters John Surina Vernon Parker

* Includes the Office of the Executive Secretariat, Office of Budget and Program Analysis,
Office of the Chief Economist and the National Appeals Division.

Mission Statement: USDA provides leadership on food, agriculture, natural re-
sources and related issues based on sound public policy, the best-available
science and efficient management.

Founded by President Abraham Lincoln in 1862, when more than half of the nation’s population lived
and worked on farms, the United States Department of Agriculture’s (USDA) role has evolved as the
United States (U.S.) economy has changed. USDA improves the quality of life for the American people

« Enhancing economic opportunities and improving the quality of life for farmers and ranchers;
» Ensuring a safe, affordable, nutritious and accessible food supply;

« Caring for public lands and helping people care for private lands;

« Supporting the sound, sustainable development of rural communities;

« Expanding global markets for agricultural and forest products and services; and

» Working to improve Americans’ nutrition and reduce hunger.
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As noted by Secretary Veneman in Food and Agriculture: Taking Stock for a New Century, published in
September 2001, America’s food and fiber producers now operate in a global, technologically advanced,
rapidly diversifying, highly competitive business environment that is driven by sophisticated consumers.

This report provides information on USDA’s core performance measures as described in its revised FY
2003 Annual Performance Plan. There are five goals:

« Goal 1 is to enhance economic opportunities for agricultural producers.

» Goal 2 is to support increased economic opportunities and improved quality of life in rural America.
« Goal 3 is to enhance the protection and safety of the Nation’s agriculture and food supply.

« Goal 4 is to improve the Nation’s nutrition and health.

« Goal 5 is to protect and enhance the Nation’s natural resource base and environment.

To address the President’s Management Agenda (PMA), USDA has focused its management direction to:
« Improve human-capital management, including competitive sourcing;

» Enhance financial-management efforts;

« Provide better electronic access to programs; and

« Integrate budget formulation and accountability for performance.

The Farm Security and Rural Investment Act of 2002 (FSRIA) governs Federal farm programs for the six
years following its May 13, 2002, enactment. FSRIA’s provisions support the production of a reliable,
safe and affordable food and fiber supply; promote stewardship of agricultural land and water resources;
facilitate access to American farm products at home and abroad; encourage continued economic and in-
frastructure development in rural America; and ensure continued research to maintain an efficient and
innovative agricultural and food sector.

Highlights of FSRIA:

o Alters the farm-payment program and introduces counter-cyclical farm income support;
» Expands conservation programs and emphasizes farm environmental practices;

« Modifies rules to make more borrowers eligible for Federal farm credit assistance;

« Restores food-stamp eligibility for legal immigrants;

» Adds several commodities to those requiring country-of-origin labeling;

o Introduces animal welfare provisions; and

« Introduces new biobased-product/bioenergy programs and restores existing programs.

As USDA moves into the second year of FSRIA, its accomplishments include:

« Implemented all key commodity program provisions quickly and efficiently;

« Provided more than $10 billion in program payments for agricultural producers;

« Released more than $1.8 billion for conservation assistance on working lands, including funding for
Farm Bill and appropriated programs;

« Implemented revisions to the Conservation Reserve Program with general sign-up, May 5-30, 2003;

 Provided an additional $10 million for the Market Access Program and other additional funds for mar-
ket-development activities;

« Completed implementing the Technical Assistance for Specialty Crops Program, allocating $2 million
in funding;

» Launched the McGovern-Dole International Food for Education and Child Nutrition Program, allocat-
ing $100 million of funding to support school feeding and nutrition programs in developing countries;

« Provided access to Food Stamp Program benefits for newly qualified legal immigrants;

» Awarded substantial funds for rural-development assistance, including value-added grants, and water
and waste-disposal funds;
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« Published final regulations and solicitation of applications for an anticipated $1.4 billion in rural
broadband loans and loan guarantees;

« Awarded $22 million in grants to 114 renewable-energy systems and energy-efficiency improvement
projects under the Renewable Energy Systems and Energy Efficiency Improvement Program;

o Awarded $16 million in grants (the Department of Energy awarded an additional $7 million) to 15
biomass research and development projects under the Biomass Research and Development Program;

o Held 11 customer-outreach sessions across the country and in Puerto Rico; and

« Installed Vernon Parker as the first USDA Assistant Secretary for Civil Rights.

Mission Areas

The mission areas are a collection of agencies that work together to support USDA’s goals. Some of the
mission areas below may support more than one of the Department’s aforementioned strategic goals.

Natural Resources and Environment Mission Area

The Natural Resources and Environment (NRE) mission area consists of the Forest Service (FS) and the
Natural Resources Conservation Service (NRCS). These agencies work to ensure the land’s health
through sustainable management. FS manages the 192-million acres of National Forests and Grasslands
for the American people. NRCS assists farmers, ranchers and others to manage private lands for environ-
mental and economic sustainability. Both NRE agencies work in partnership with Tribal, State and local
governments, communities, related groups and Federal agencies to protect the Nation’s soils, watersheds
and ecosystems.

Farm and Foreign Agricultural Services Mission Area

The Farm and Foreign Agricultural Services (FFAS) mission area is comprised of the Farm Service
Agency (FSA), the Foreign Agricultural Service (FAS) and the Risk Management Agency (RMA). The
FFAS mission area improves the livelihood of American farmers and ranchers through numerous pro-
grams and activities. FFAS programs strengthen American agricultural markets by stabilizing farm
incomes, conserving the country’s natural resources, providing credit and risk-management products and
services, and developing and expanding international markets. Working together, these programs contrib-
ute to making the American agricultural sector more productive and sustainable for the future.

The Commodity Credit Corporation (CCC) is a Government-owned organization created to stabilize,
support and protect farm income and prices; help maintain balanced and adequate supplies of agricultural
commodities, including food products, feeds and fibers; and help distribute these commodities efficiently.
CCC delivers commodity, credit, export, conservation, disaster and emergency-assistance programs that
help improve and strengthen the agricultural economy.

Rural Development Mission Area

The Rural Development mission area provides economic opportunities and improves the quality of life in
rural America. This mission area addresses rural America’s need for basic utility services, single- and
multi-family housing, and health and other community facilities while supporting new job opportunities.

Food, Nutrition and Consumer Services Mission Area

The Food, Nutrition and Consumer Services mission area operates through the Food and Nutrition Ser-
vice (FNS) and the Center for Nutrition Policy and Promotion (CNPP). FNS administers Federal
nutrition-assistance programs, including the Food Stamp Program, the Child Nutrition Programs and the
Special Supplemental Nutrition Program for Women, Infants and Children. These programs provide ac-
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cess to nutritious food and support for better dietary habits for one in five Americans each year. CNPP
links scientific research to the nutritional needs of consumers through science-based dietary guidance.

Food Safety Mission Area

The Food Safety and Inspection Service (FSIS) ensures the safety, wholesomeness and correct labeling
and packaging of meat, poultry and egg products. FSIS sets public health performance standards for food
safety, and inspects and regulates these products in interstate and international commerce, including im-
ported products. This mission area has significant responsibilities coordinating efforts among various
Federal agencies, including the Department of Health and Human Services and the Environmental Protec-
tion Agency.

Research, Education and Economics Mission Area

The Research, Education and Economics (REE) mission area is dedicated to creating a safe, sustainable
and competitive U.S. food and fiber system. REE also strives to build strong and healthy communities,
families and youth through integrated research, analysis and education. REE is composed of the Agricul-
tural Research Service; the Cooperative State Research, Education and Extension Service; the Economic
Research Service (ERS); and the National Agricultural Statistics Service, which support all USDA Agen-
cies and constituents.

Marketing and Regulatory Programs Mission Area

The Marketing and Regulatory Programs (MRP) mission area is made up of the Agricultural Marketing
Service; the Animal and Plant Health Inspection Service; and the Grain Inspection, Packers and Stock-
yards Administration.

MRP facilitates the domestic and international marketing of U.S. agricultural products. It also helps pro-
tect the agricultural sector from plant and animal health-related threats while improving competitiveness
and the economy. The mission area also helps protect U.S. borders from agricultural pests and diseases.
Its agencies actively participate in setting national and international standards via Federal-State coopera-
tion and international organizations. MRP also helps ensure the humane care and treatment of animals.

Departmental Offices

Department-level offices provide centralized leadership, coordination and support for USDA’s policy and
administrative functions. They support agencies in the delivery of services to all USDA customers and
stakeholders.
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RESOURCES

Congressional appropriations are the primary funding source for USDA operations. FY 2003 program
obligations totaled $118,850 million, an increase of $16,025 million compared to FY 2002. Staff-year
resources totaled 113,759, rising 1,426 compared to FY 2002. The following charts illustrate total pro-

gram obligations and staff years for FY 2003.

Exhibit 2: FY 2003 USDA Program Obligations Dedicated to Strategic Goals

USDA Program Obligations FY 2003
Dedicated to Strategic Goals Actual
Program Obligations ($ Mil) $118,850

Strategic Goal 5:

Program Protect and Enhance

Obligations the Nation's Natural
Resource Base and
Environment

Strategic Goal 4:
Improve the Nation's
Nutrition and Health

Strategic Goal 3:
Enhance Protection
and Safety of the
Nation's Agriculture
and Food Supply

Strategic Goal 1:
Enhance Economic
Opportunities for
Agricultural Producers

Strategic Goal 2:
Support Increased

Opportunities and
Improved Quality of
Life in Rural America
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Exhibit 3: FY 2003 USDA Staff Years Dedicated to Strategic Goals

USDA Staff Years
. . FY 2003 Actual
Dedicated to Strategic Goals
Staff Years 113,759
Strategic Goal 1:
Staff Years Enhance Economic

Opportunities for
Agricultural
Producers

Strategic Goal 5:
Protect and Enhance
the Nation's Natural
Resource Base and
Environment

Strategic Goal 2:
Support Increased
Economic
Opportunities and
Improved Quality of
Life in Rural America

Strategic Goal 3:
Strategic Goal 4: Enhance Protection

Improve the Nation's and Safety of the

Nutrition and Health Nation's Agriculture
and Food Supply

PERFORMANCE GOALS AND RESULTS

Of the 40 performance goals contained in USDA’s FY 2003 Annual Performance Plan, 33 were met or ex-
ceeded, 4 were reported as deferred (unable to report progress until a specified date) and 3 were unmet. The
Performance Section of this report provides analyses of these results. Information supporting the data’s
quality and reliability is contained in the Data Assessment of Performance Measures section. The following
Performance Scorecard table, organized by USDA’s strategic goals and objectives, provides a summary of
the Department’s performance results.
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Performance Scorecard for FY 2003

Objectives Annual Performance Goals Result
Strategic Goal 1: Enhance Economic Opportunities for Agricultural Producers
1.1 Expand Interna- 1.1.1: Estimated annual trade opportunities preserved through WTO trade negotiations | Exceeded
tional Market and notification process
Opportunities 1.1.2: Estimated gross trade value of markets expanded/retained by market access Met
activities other than WTO notification process
1.1.3: Average tariff rate on agricultural products worldwide Met
1.1.4: Increase the new export protocols that facilitate access to foreign markets Exceeded
1.1.5: Increase the international animal and plant health standards adopted Exceeded
1.2 Support Interna- 1.2.1: Increase the activities/projects completed in support of international economic Met
tional Economic development and trade capacity building in developing and transition countries
Development and 1.2.2: Share of countries’ food-import needs met through food-aid programs Met
Trade Capacity
Building 1.2.3: Improve food security and nutrition through the McGovern-Dole Food for Educa- Met
tion Program by the number of daily meals and take-home rations for mothers,
infants and schoolchildren
1.2.4: Improve literacy and primary education through McGovern-Dole Food for Edu- Met
cation Program
1.3 Develop Alterna- 1.3.1: Increase the use of bioenergy and biobased products Met
tive Markets for
Agricultural Prod-
ucts and Activities
1.4 Provide Risk- 1.4.1: Expand USDA risk-management tools available for agricultural producers to use Deferred
Management in managing production and price risks
Financial Tools to 1.4.2: Improve customer service by increasing the efficiency of loan processing Met
Farmers and
Ranchers 1.4.3: Improve fiscal soundness of the direct-loan portfolio Met
1.4.4: Eligible commodity production placed under marketing assistance loan or loan Unmet!'
deficiency payment
1.4.5: Increase farm commodity and loan programs that can be accessed, completed Exceeded
and accepted electronically
Strategic Goal 2: Support Increased Economic Opportunities and Improved Quality of Life in Rural America
2.1 Expand Economic | 2.1.1: Create or save additional jobs through USDA financing of businesses Exceeded
Opportunities 2.1.2: Reduce the Business and Industry Portfolio delinquency rate, excluding bank- Exceeded
Through USDA
. . . ruptcy cases
Financing of Busi-
nesses 2.1.3: Improve the ability of small, rural towns to enjoy economic growth through provi- Unmet
sion of financing to support high-speed telecommunications services
(broadband)
2.2 Improve the Quality | 2.2.1: Improve the quality of life in rural America Met
of Life Through
USDA Financing of
Quality Housing,
Modern Utilities and
Needed Community
Facilities
Strategic Goal 3: Enhance Protection and Safety of the Nation’s Agriculture and Food Supply
3.1 Enhance the 3.1.1: Conduct risk assessments of microbial, chemical and physical hazards to meat, Met
Protection of poultry and egg products
Meat, Poultry and . . . . .
Egg Products 3.1.2: Enhance industry compliance with regulatory requirements (Salmonella) Met
from Foodborne 3.1.3: Enhance industry compliance with regulatory requirements (Listeria monocyto- Met
Hazards in the genes)
U.S. 3.1.4: Develop new systems for detecting foodborne hazards Exceeded

'This performance goal will be revised to better reflect program intent. The program is working as intended.
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Performance Scorecard for FY 2003

Objectives Annual Performance Goals Result
3.2 Reduce the Num- 3.2.1: Increase the percent of known, significant introductions of plant pests or dis- Deferred
ber and Severity of eases that are detected before they spread from the original area of
Agricultural Pest colonization and cause severe economic or environmental damage
and Disease Out- ) L . . . . .
breaks 3.2.2: Number of significant introductions of foreign animal pests or diseases that Met

spread beyond the original area of introduction and cause severe economic or
environmental damage, or damage to the health of animals or humans

3.2.3: Increase the number of States and territories, which meet the standards for Deferred
preventing, detecting and responding to animal health emergencies

3.2.4: Increase the number of States that can provide necessary Federal animal diag- Exceeded
nostic services

3.2.5: Improve the capabilities of plant diagnostic laboratories Met

3.2.6: Release a series of new or improved varieties of germplasm that exhibit en- Met

hanced disease resistance to each of the following plant diseases: Sclerotinia,
downy mildew, rusts and exotic viral diseases

Strategic Goal 4: Improve the Nation’s Nutrition and Health

4.1 Improve Access to 4.1.1: Improve Access to Nutritious Food Met
Nutritious Food

4.2 Promote Healthier 4.2.1: Promote Healthier Eating Habits and Lifestyles Exceeded
Eating Habits and
Lifestyles

4.3 Improve Food 4.3.1: Improve Food Program Management and Customer Service Deferred

Program Man-
agement and
Customer Service

Strategic Goal 5: Protect and Enhance the Nation’s Natural Resource Base and Environment

5.1  Implement the 5.1.1: Continue to restore, rehabilitate and maintain fire-adapted ecosystems by treat- Unmet
President’s ing hazardous fuels in both the Wildland Urban Interface (WUI) and non-WUI
Healthy Forests areas
Inltl_a\tlve and Other 5.1.2: Ensure Federal fire management plans are in compliance with Federal Wildland Met
Actions to Improve ) )
Fire Policy
Management of
Public Lands 5.1.3: Control unplanned and unwanted fires during initial attack Met
5.1.4: Allotment acres administered to 100% of standard Exceeded
5.1.5: Cleanup CERCLA sites on USDA-managed lands and facilities Exceeded
5.2 Improve Man- 5.2.1: Protect the productive capacity of agricultural and forestland Met
ﬁg;,?sent of Private 5.2.2: Manage watersheds to provide clean and abundant water supplies Met
5.2.3: Ensure diverse wildlife habitats Met

Actions on Unmet Goals

USDA continuously works to improve its performance on unmet goals. The Annual Performance Report

section of this report offers further discussion of the Department’s actions on these goals. They include:

o Performance goal 1.4.4 (Eligible commodity production placed under marketing-assistance loan or
loan-deficiency payment): Market prices were higher than the established loan rate for most of the
eligible loan commodities throughout the crop year. Thus, the loan-deficiency payment option had
limited availability. As market prices increase, the amount of government assistance needed to stabi-
lize the farm economy is reduced. This performance goal is being discontinued because improved
measures are needed to show program progress.

o Performance goal 2.1.3 (Improve the ability of small, rural towns to enjoy economic growth through
provision of financing to support high-speed telecommunications services, or broadband): Delays in
promulgating regulations caused the Department to not meet its goal of increased broadband tele-
communication access in rural areas. USDA accepted applications through July 31, 2003, for funding

10
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such projects in FY 2003. Many of these applications remain under review for funding in FY 2004.
Additional applications also are being accepted.

o Performance goal 5.1.1 (Continue to restore, rehabilitate and maintain fire-adapted ecosystems by
treating hazardous fuels in both Wildlife Urban Interface (WUI) and non-WUI): USDA is seeking
ways to improve its results given its resource constraints. The Department recognizes that meeting the
performance goal depends on factors external to USDA’s control, such as drought and the severity of
the fire season.

FUTURE DEMANDS, RISKS, UNCERTAINTIES, EVENTS,
CONDITIONS AND TRENDS

USDA is influenced by many of the same forces that shape the American economy—globalization of
markets and culture, technical advances in information, biology and other technologies, and fundamental
changes in the Nation’s family structure and workforce. U.S. farmers and food companies operate in
highly competitive markets with constantly changing demand for high-quality food with a variety of char-
acteristics, including convenience, taste and nutrition.

The events of September 11, 2001, make homeland security a continuing priority for USDA. The De-
partment is working with the Department of Homeland Security to ensure that its programs help protect
agriculture from intentional and accidental acts that might affect America’s food supply or natural re-
sources.

External factors that will challenge USDA’s ability to achieve its desired outcomes include:
o Weather and other growing conditions at home and abroad;

« Domestic and international macroeconomic factors, including consumer-purchasing power, the strength
of the U.S. dollar and competing currencies, and political changes in other countries that can impact
domestic and global markets greatly in any year;

« The availability of funds for financial assistance provided by Congress and the local and national
economies. Sharp fluctuations in farm prices, interest rates and unemployment also impact the ability
of farmers, other rural residents, communities and businesses to qualify for credit and manage their
debts;

« The impact of future economic conditions and actions by a variety of Federal, State and local govern-
ments that will influence the sustainability of rural infrastructure;

o The increased movement of people and goods, which provides the opportunity for crop and animal
pests and diseases to move quickly across national and international boundaries;

« Potential exposure to hazardous substances, which may pose a threat to human health and to the envi-
ronment. Collaboration between the public and private sectors plays a large role in food safety and
security and emergency preparedness; and

« Efforts to reduce hunger and improve dietary habits, which depend on coordination between USDA and
its Federal, State and local partners, and effective compliance by partners with program standards and
rules.

IMPLEMENTATION OF PRESIDENT’S MANAGEMENT AGENDA

USDA has taken steps leading to improvements in all five President’s Management Agenda initiatives,
which include human capital, competitive sourcing, financial performance, electronic government (eGov-

1"
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ernment), and budget and performance integration. The Department’s management initiatives mirror the
President’s Management Agenda.

Human Capital

USDA took significant action to improve this area:

« Focused on closing the talent gap;

» Systematically accessed current and future mission critical needs;

« Utilized automated systems to streamline the hiring process;

o Implemented a mentoring program;

« Selected “showcase” agencies for pilot implementation of USDA’s Human Capital plan template;
o Launched the Senior Executive Service Candidate Development Program with 81 candidates;

« Collected Department-wide information to assess compliance with civil rights, Equal Employment
Opportunity and related reporting;

« Conducted job fairs; and
» Linked human-capital needs with the strategic plan through a USDA-wide Human Capital Plan.

Competitive Sourcing

To improve its program, USDA has:
« Developed a long-range plan to conduct studies on a continuing basis; and
o Conducted competitions or converted more than 5,000 positions.

Financial Performance

USDA has made significant progress in this area:
« Obtained clean audit opinions for 2003 and 2002;

« Fully implemented the Foundation Financial Information System to provide accurate and timely finan-
cial information;

» Focused on data integrity and feeder-system improvement;

» Continued efforts to reduce erroneous payments;

« Achieved substantial reduction in the number of material weaknesses; and
 Enhanced the productivity of cash by increasing debt referrals to Treasury.

eGovernment

USDA has made significant progress in this area:

» Provided financial and/or in-kind support for 19 of the 24 Presidential eGovernment Initiatives. This
includes eAuthentication, eLearning, ePayroll, Geospatial One-Stop, eTravel, Recreation One-Stop,
Financial Management, Integrated Acquisition, Asset Management and Disaster Help;

« Developed collaborative USDA eGovernment Initiatives to transform the delivery of information and
services to citizens, businesses, partners and employees;

« Published new USDA Enterprise Architecture to serve as the baseline for FY 2005 information tech-
nology (IT) investment decisions;

« Established new enterprise agreements for hardware, software and related IT services, resulting in an
estimated cost avoidance of more than $115 million;
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« Initiated IT Disaster Recovery and Business Resumption, and IT System Certification and Accredita-
tion Programs to protect USDA’s information assets; and

 Strengthened Department-wide IT business case development and project management.

Budget and Performance Integration

USDA has made significant strides in this area:

« Developed strategic and performance plans that align goals and objectives with improved performance
measures;

« Integrated comprehensive performance information into the FY 2005 budget-decision process;
o Completed Program Assessment Rating Tool (PART) evaluations for a number of programs; and

» Began developing a quarterly financial and performance reporting process to facilitate the greater use
of performance data, including the results of PART evaluations, in the management of programs.

FINANCIAL STATEMENT HIGHLIGHTS

Budgetary Resources and Outlays

Appropriations, combined with other budgetary resources made available, and adjustments totaled $143.8
billion in FY 2003, while outlays totaled $80 billion.

Assets and Liabilities

USDA’s assets and liabilities as of September 30, 2003, totaled $118.1 billion and $115.7 billion, respec-
tively. Loans receivable of $73.6 billion, or 62 percent of total assets, is the single largest USDA asset.
Consequently, Intragovernmental Debt of $76.1 billion, or 66 percent of total liabilities, representing bor-
rowings used to make loans, remained the single largest liability.

Net Cost of Operations

USDA'’s net cost of operations for FY 2003 totaled $83.2 billion. Food Stamps, Income Support and
Child Nutrition — $25.6 billion, $17 billion and $10.9 billion respectively — represent USDA’s largest pro-
gram costs.
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Net Cost of Operations by Mission Area

45 T Key:
z: FNCS - Food, Nutrition and Consumer Services
20 FFAS — Farm and Foreign Agricultural Services
| 24.7 NRE - Natural Resources and Environment
2 RD - Rural Development
@ f: IR REE - Research, Education and Economics
7 MRP — Marketing and Regulatory Programs
bain 37 26 26 FSIS — Food Safety and Inspection Service
Z" _ —I_ .I_l.l_l.l_l.ﬂ.ﬂ DO - Departmental Offices
SEEOELE S

Debt Management

USDA is the Federal Government’s largest provider of direct credit. The Department’s credit portfolio
has totaled approximately $100 billion for the past three fiscal years. This portfolio represents about 32
percent of the non-tax debt owed to the Federal Government. As of June 30, 2003, USDA’s current $6.7
billion in delinquent receivables represent a 20-percent decrease from the $8.8 billion in delinquencies
reported for FY 1996. During FY 1996, Congress passed the Debt Collection Improvement Act (DCIA).
The $6.7 billion in delinquent debt represents an exposure risk of $14.4 billion of principal associated
with the delinquency. Of this $6.7 billion, only $1.7 billion is eligible for collection using DCIA tools.
The use of these tools is precluded for the remaining delinquent debt due to such statutory or administra-
tive requirements as bankruptcy, litigation or debt owed by international/sovereign entities
(approximately $3.6 billion of delinquent debt is international debt). Through concentrated management
attention in the past year, USDA’s referral rate to the Treasury Cross-Servicing Program was 94 percent.

Erroneous Payments

USDA has developed comprehensive internal control and quality-assurance processes and systems to en-
sure that program payments made are accurate and complete. In FY 2003, the Office of the Chief Finan-
cial Officer issued a policy memorandum to all USDA agencies. The memorandum directed the
implementation of program reviews to identify erroneous payments as required by the Improper Payments
Information Act of 2002. In FY 2004, USDA agencies will develop statistically valid estimates for all
programs identified as susceptible to significant erroneous payments. The agencies then will implement
an action plan to reduce those payments. Agencies also will report erroneous-payment estimates and re-
duction goals to the President and Congress in USDA’s Performance and Accountability Report.

USDA’s focus in this area has been on four programs:

o The Food and Nutrition Service’s (FNS) Food Stamp Program;

« FNS’ National School Lunch Program/School Breakfast Program,;
« FNS’ Women, Infants and Children Program; and

o The Commodity Credit Corporation’s Commodity Loan Program.

For a detailed report on these programs, see Appendix B.
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MANAGEMENT ACCOUNTABILITY AND CONTROL

USDA continues to assure compliance with the objectives of the Federal Managers’ Financial Integrity
Act (FMFIA), except for the material weaknesses described in this report. USDA’s management controls
program resulted in compliance with FMFIA requirements and OMB Circulars A—123, “Management
Accountability and Control,” and A—127, “Financial Management Systems,” except for the weaknesses
described later in this report.

Within USDA, Subcabinet Officials and Agency and Staff Office Heads are responsible for the efficient
operation of their programs and their programs’ compliance with relevant laws. These executives also
ensure that their financial-management systems conform to applicable laws, standards, principles and re-
lated requirements. USDA’s goal is to eliminate material deficiencies by the end of FY 2004.
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USDA made substantial progress in reducing the number of material deficiencies to 8, down from 19 at the start of FY 2003 and 32 at the start of

FY 2002.

Summary of Material Deficiencies

Federal Managers’ Financial Integrity Act Material Deficiencies

Reporting system not in compliance
with OMB policy.

Loan Servicing System to replace legacy loan systems.

layed.

Responsible Material Deficiency Descrintion Corrective Actions Reason for Change in Estimated Estimated
Agency y P Remaining To Be Taken Completion Date Completion
FNS 94-01: Some organizations have Publish revised regulations. Conduct evaluations, reassess, No Change FY 2004
received excessive Federal funding. revise and implement training on final regulations.
99-01: Need better determination of | Develop and implement legislative provisions requiring State No Change FY 2004
household eligibility for school food agencies to collect and report on data verification.
programs.
01-01: Improper procurement of Revise procurement guidance and evaluate its effectiveness No Change FY 2004
goods and services occurred in against improper procurement of goods and services.
some programs.
FS 03-01: Financial management con- Issue new policy to require supervisory review of property No Change FY 2004
trols not adequate. transactions and to improve capitalization controls. Finalize
the process used to certify payroll.

FSA 00-01: International credit subsidiary | Implement new system to interface with the general ledger. No Change FY 2004
and credit reform systems are not
fully automated and integrated.

OCIO 00-01: Department’s inability to Improve controls in risk assessment and mitigation, logical Extensive and wide-ranging weaknesses FY 2004
protect fully its information and as- and physical access, disaster recovery and contingency plan- | within USDA information security program
sets from fraud, misuse, ning, intrusion detection and response, certification and have delayed the process.
inappropriate disclosure and disrup- accreditation and security awareness.
tion.

RD 96-02: The Multi-Family Housing Publish final rule for the MFH Loan Programs. Publication of the final rule has been de- FY 2004
(MFH) Program lacks adequate layed.
oversight and internal controls.
94-01: Direct Loan Servicing and Complete incremental implementation of the Rural Utilities Implementation of system has been de- FY 2004
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Il. ANNUAL PERFORMANCE REPORT

USDA’s mission is to provide leadership on food, agriculture, natural resources and related issues based
on sound public policy, the best-available science and efficient management. The Department carried out
this mission in 2003 through such activities as:

» Providing farmers and ranchers with risk-management and financial tools;

« Meeting with experts from around the globe to discuss current and new economic opportunities;
« Ensuring the safety and protection of the Nation’s food supply;

o Completing new Free Trade Agreements and opening new international markets;

« Fighting potential pests and disease outbreaks;

» Working to ensure the health and protection of the environment; and

« Providing aid to those impacted by severe weather.

USDA'’s public performance management reporting process includes the following key components:
« A strategic plan that depicts the Department’s long-term goals and strategies;

» An annual performance plan that outlines year-to-year strategies and targets for achieving USDA’s
long-term goals; and

o A performance and accountability report that shows Congress and the American people how well the
Department did in reaching the goals established in the previous fiscal year.

Most of the Department’s programs and activities are represented in specific performance goals and tar-
gets. USDA also conducts and supports a broad range of research, educational and statistical activities
that contribute to the achievement of each of its overall goals. The creation of knowledge at the frontiers
of biological, physical and social sciences, and the application of that knowledge to agriculture, forestry,
consumers and rural America are core processes for USDA. Accordingly, selected accomplishments in
research are presented throughout this section.

Only Federal employees participated in the preparation of the performance information contained in this
section.

Upon USDA’s creation, it was President Abraham Lincoln’s hope “that by the best cultivation in the
physical world, beneath and around us, and the intellectual and moral world within us, we shall secure an
individual, social and political prosperity and happiness, whose course shall be onward and upward, and
which, while the earth endures, will not pass away.” These next chapters of the USDA Performance and
Accountability Report show how the Department committed itself to keeping President Lincoln’s dream
alive during 2003.
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STRATEGIC GOAL 1: ENHANCE ECONOMIC OPPORTUNITIES
FOR AGRICULTURAL PRODUCERS

Exhibit 4: Resources Dedicated to Enhancing Economic Opportunities

FY 2003
USDA Resources
Dedicated to Strategic Goal 1 Percent of
Actual Total USDA
Program Obligations ($ Mil) $46,031 39%
Staff Years 25,612 23%

Recognizing the importance of agricultural exports to the U.S. economy, USDA worked hard to resolve
many outstanding trade issues in 2003. Major milestones of the Department’s work to ensure markets are
kept open to U.S. agricultural products include: resolving a dispute with Russia involving U.S. poultry;
negotiating an agreement with China to allow the export of U.S. biotech soy-beans; and stemming a num-
ber of trade actions against the U.S. by Mexico to allow for the continued flow of domestic products into
that important market.

The Department also worked to create more international opportunities for agricultural producers. In FY
2003, USDA opened the export market for live cattle to Cuba for the first time in more than 40 years.
USDA also successfully negotiated equivalent mitigation measures for the bluetongue and bovine leuco-
sis viruses for live cattle being exported to the European Union. Working in international locations and
scientific forums, USDA diplomats and scientists have been removing barriers to international trade, cre-
ating opportunities for U.S. agricultural producers.

Objective 1.1: Expand International Marketing Opportunities

Exhibit 5: Resources Dedicated to Expanding International Marketing Opportunities

FY 2003
USDA Resources
Dedicated to Objective 1.1 Percent of
Actual Goal 1
Program Obligations ($ Mil) $6,169 13%
Staff Years 6,064 24%

Overview

The Department worked to ensure that agricultural producers had access to international markets. USDA
assisted in completing two Free Trade Agreements (FTAs) and continues to work on the current or “Doha
Round” of multilateral trade negotiations within the World Trade Organization (WTO) Framework. The
WTO is hosting the trade negotiations to develop a comprehensive liberalization package for agriculture.
USDA achieved major successes in resolving trade issues and monitoring existing agreements. This effort
protected $2 billion worth of U.S. agricultural exports through the WTO notification process. Addition-
ally, the U.S. successfully challenged Japan’s restrictions on U.S. apples at the WTO.

Serving the Public

On June 6, 2003, the U.S. and Chile signed a historic and cutting-edge FTA that, when fully imple-
mented, eliminates bilateral tariffs, lowers trade barriers, promotes economic integration and expands
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opportunities for Americans and Chileans. This agreement typifies the benefit derived from the Depart-
ment’s work in international trade policy. Within four years, U.S. farmers will gain duty-free access to the
Chilean market for such important U.S. products as pork, beef, soybeans, durum wheat, feed grains, pota-
toes and many processed food products. USDA also completed an FTA with Singapore in FY 2003 and
worked toward completing the Doha Round of multilateral trade negotiations.

To capitalize on the market openings that trade agreements create, it clearly is in the best interest of the
agricultural community that the U.S. Government works with industry groups to introduce domestic
products to international markets. Through its market-development programs (e.g., Market Access Pro-
gram and Foreign Market Development Program), USDA works with trade groups through cost-sharing
cooperative agreements to take full advantage of market opportunities. USDA also offers political and
commercial risk insurance through its General Sales Manager Programs to help exporters enter markets in
countries lacking adequate financial liquidity to meet all their food import needs through commercial
channels.

An equally important function is trade education and outreach to increase domestic awareness of global
opportunities, USDA export programs and the importance of trade and trade agreements. Important part-
nerships have been forged with universities, export-assistance centers, farm groups, State departments of
agriculture, other State and Federal Government agencies, the media, and agricultural youth groups.
USDA effectively uses this network of “partners” to convey to customers and stakeholders the message of
export opportunities, Department programs and the importance of agricultural trade.

Agriculture is one of the most export-dependent industries in the U.S. According to USDA research,
about 96 percent of the world’s food consumers live outside U.S. borders. Sales of exported agricultural
products are growing at two to three times the rate of the domestic market. This dynamic dramatically
highlights the need to make the agricultural community aware of the export market. USDA data also
show that, in FY 2002, agricultural exports:

« Supported 800,000 jobs of which 60 percent are in urban communities;

« Boosted farm cash receipts by 25 percent;

« Increased export-related job wages by 18 percent;

« Created another $1.47 in related economic activity for each export dollar; and

« Benefited small businesses as 97 percent of all exporters are companies that employ three to four
workers.

In relation to imports, USDA programs protect the U.S. livestock, poultry and wildlife populations from
incursions of exotic diseases and parasites, including those transmissible from animals to humans. These
programs also ensure that the myriad of agricultural and natural plant resources—commercial grains, na-
tive floriculture, commercial nursery stock, forests, grasslands, wetlands and deserts—are protected from
exotic pests or diseases. By using sound science to evaluate the potential risks associated with the move-
ment of international products into the U.S., USDA becomes a model for other nations to emulate. This
attribute increases the likelihood that fairer trading agreements, based on scientifically supported sanitary
(animal health) and phytosanitary (plant health) standards, will be used by international trading partners
when they consider allowing U.S. plant and animal imports. This element also facilitates the development
of international animal and plant health standards. The adoption of international standards and the reduc-
tion of unfair trade barriers benefit U.S. agriculture.

Challenges for the Future

The next few years present exciting challenges for USDA, particularly in the trade policy arena. At the
top of the Department’s list is a successful conclusion to the Doha Round. The outcome of these negotia-
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tions could provide valuable new opportunities for sales of U.S. agricultural products overseas. It also
could require changes in USDA’s export credit-guarantee programs, food aid and domestic support pro-
grams.

The Department also is negotiating several regional and bilateral agreements. The largest would include
34 democracies in the Western Hemisphere—a Free Trade Area of the Americas (FTAA). FTAA could
expand U.S. agricultural exports by more than $1.5 billion annually. Other negotiations underway or
planned include agreements with Australia, Morocco, five Central American countries and the Southern
African Customs Union. USDA also is participating in the Asia Pacific Economic Cooperation forum and
working with countries that want to join the WTO, such as Russia and Saudi Arabia.

Another priority is confronting the issues surrounding products developed through biotechnology. The
increasing number of countries issuing regulations related to these products presents a particular chal-
lenge, both for the Nation’s infrastructure and its food and agricultural exports. USDA is using all
available avenues to ensure that countries adopt science-based policies in this area.

Inherent in USDA’s objective to expand international market opportunities is the need to anticipate and
prevent disruptions to trade caused by new market barriers. It is a measure of its success that many issues
are resolved quickly with little public awareness. Virtually every day, USDA works with other Govern-
ment agencies and private-sector representatives to try to prevent or resolve issues.

During 2003, the Department implemented the Trade Adjustment Assistance for Farmers Program. This
new program, established by the Trade Act of 2002, authorizes USDA to pay eligible producer groups
when a Secretary determines that imports have contributed significantly to commodity price declines.

The job of ensuring that animal and plant health issues are not used unfairly as barriers to trade becomes
more complicated as trade increases. As a greater variety of plant and animal material enters this country,
the risk rises that a new pest or disease will enter the Nation’s borders and cause significant damage to its
valuable plant and animal resources. Technical experts must be prepared to respond to this growing array
of potential risks and any emergencies which may arise.

Additionally, there is an increased demand for information about pests and diseases from all parts of the
world. There also is a demand for the technology to store, retrieve and analyze this data. Without the nec-
essary data, pest-risk analyses cannot be developed, and protocols cannot be negotiated.

Improve International Marketing Opportunities

USDA works with the Office of the United States Trade Representative (USTR) to pursue new trade
agreements and enforce provisions of existing agreements. In the trade policy arena, USDA works with
industry partners to promote trade and outreach activities to educate producers, processors and exporters
on emerging market opportunities in the increasingly competitive global marketplace.

New market opportunities are created for agriculture producers when: (1) export markets are opened or
reopened; and (2) better requirements are negotiated for certifying or testing the health of animals and
plants with international destinations. USDA seeks to lessen the financial burdens on U.S. exporters and
adhere more closely to international science-based standards. The U.S. agricultural sector and export
businesses benefit from fewer barriers when moving products overseas. Businesses become more profit-
able, and the international community experiences less conflict.

The most effective means of expanding international market opportunities is to make trade agreements
with other countries covering the conditions applied to imports. A predictable system with basic sanitary
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and phytosanitary norms for fair and safe trade assures trading partners that products will ensure human
health and safety and not harm their agricultural resources. U.S. Government agricultural attachés, located
in more than 26 countries, help retain, expand and open international markets for U.S. food and agricul-
tural products. They accomplish this task by negotiating with host government regulatory officials. These
officials discuss pest and disease issues affecting food and agricultural commodities. They routinely inter-
cede with host government officials when U.S. agricultural shipments do not meet the importing
country’s requirements (e.g., certification errors, pest or disease detections, or other shipment irregulari-
ties).

In cooperation with its stakeholders, USDA’s National Center for Import and Export (NCIE) develops
scientifically based protocols and health-certification procedures for exporting U.S. livestock, wild or ex-
otic zoological animals, poultry, other birds, germplasm and animal-derived products and byproducts.
NCIE reviews import requirements and, where it finds unjustified requirements or restrictions, proposes
changes to that country’s requirements reflecting advances in scientific knowledge and incorporate tech-
nically sound risk-management procedures.

Exhibit 6: Increasing U.S. Marketing Opportunities

Fiscal Year 2003

Annual Performance Goals and Indicators
Target Actual Result

1.1.1 Estimated annual trade opportunities preserved through WTO trade negotiations and $1,400 $2,000" | Exceeded
notification process ($ Mil)

1.1.2 Estimated gross trade value of markets expanded/retained by market access activities $3,900 $3,900" Met
other than WTO notification process ($ Mil)

1.1.3 Average tariff rate on agricultural imports worldwide (Percentage) 65% 65%" Met

1.1.4 Increéase the new export protocols that facilitate access to foreign markets (cumula- 46 60 Exceeded
tive)

1.1.5 Increase the international animal and plant health standards adopted 6 15° Exceeded

'Result based on projected estimate. See the Data Assessment of Performance Measures section for more information.
?Includes only protocols for live animals, poultry, hatching eggs, embryos and semen, not animal products or plants.
®In addition to 4 new plant health standards, 11 animal health standards were modified.

Analysis of Results. Exhibit 7: Trade Policy Successes In FY 2003 Preserve
USDA exceeded its performance goal of $2 Billion Worth of U.S. Exports

$1.4 billion in trade opportunities preserved $1,999 $2,000
through the WTO trade negotiations and no- $1,320  $1,327
tifications process by $600 million, or 42 $837
percent. Major contributing factors to this
year’s impressive performance were: 1)

changes in Mexico's certification require- 2 =4 p o o
. Q= <] =] =] =]
ments for a number of U.S. livestock 39 N N N N
. . - ®
products and by-products, 2) an indefinite m

delay in implementation of China's new

standards for imported cotton, and 3) Japan's 2003 result based on projected estimate. See the Data Assessment of
. : Performance Measures section for more information.

agreement to review its tolerance level for a

citrus pesticide used by U.S. exporters.
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The impressive showing in FY Exhibit 8: Expand and Retain Market Access

2003 compares with FY 1999’s

baseline of $1.99 billion. Trends Fiscal Year Actual

USDA projected only $1.4 bil- 1999 2000 2001 2002 2003
lion in trade opportunities Estimated gross trade value of | $2,525 $4,349 | $2,684 | $3,818 | $3,900
preserved in FY 2003. This arket acoees actviies other

projection was due to Depart- than WTO notification process

ment estimates of what other ($Mil)

countries had in the notifica- Baseline: 1989 = $1,948

tion process and what USDA 'Result based on projected estimate. See the Data Assessment of Performance Meas-

ures section for more information.
thought could be resolved dur-

ing the fiscal year. The Department’s performance also demonstrates the critical role of the WTO trade
negotiations and notification process in preserving and expanding international market opportunities for
American agriculture. As the U.S. Government continues to negotiate new bilateral, regional and multi-
lateral trade agreements, the challenge will be to monitor enforcement effectively. This monitoring will
assure that U.S. agriculture receives full benefits from negotiated reductions in tariff and non-tariff barri-
ers.

USDA met its performance goal for non-WTO, market-access activities. Through diligent monitoring and
resolution of trade disputes with countries’ notification processes, USDA has made remarkable progress
in retaining sales of U.S. agricultural products that likely would have been lost without active market in-
tervention. Sales retained in FY 2003 are estimated at $3.9 billion, $2 billion above the baseline. The hard
work of USDA’s domestic and overseas field offices and its working with other Federal and State agen-
cies, and industry and international Government officials made this achievement possible. Major
examples of market interventions include:

« China: USDA obtained interim certificates to allow U.S. biotech soybean sales to China continue.
China is a $1 billion-plus market for U.S. soybeans annually, with sales registrations already totaling
$1.14 billion.

o The European Union (EU): The U.S. won a countervailing duty case in the WTO with the EU, allow-
ing shipments of U.S. wheat to continue with a market value of approximately $400 million.

o Russia: Through focused negotiations, the Department resolved trade disputes involving U.S. poultry.
The Russian market for U.S. poultry is estimated at $600 million.

o Mexico: The January 1, 2003, elimination of import duties there and a worsening of the country’s agri-
cultural and political situation have resulted in an increased number of trade actions against U.S.
agricultural products. These products include poultry, pork, beef, dry beans, stone fruit and apples. The
Foreign Agricultural Service, the Animal and Plant Health Inspection Service, the Food Safety Inspec-
tion Service and USTR worked together to remove a number of these barriers and prevent other actions
from impacting U.S. agricultural exports to Mexico. Through these efforts, America’s $7.3 billion
market for agricultural products in Mexico, its third-largest export market, grew.

Future challenges include successful completion of the Doha Round multilateral trade agreements, and
regional and bilateral agreements under negotiation or planned. Additional challenges include monitoring
and enforcing the agreements.

The performance goal on average tariff rate on agricultural imports worldwide was met. The measure has
been discontinued because the 65-percent annual rate will be used indefinitely. While negotiating world-
wide reductions in average tariff rates is an important and laudable goal of international trade
negotiations, it likely will take several years to achieve success in this arena.
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USDA also exceeded its target of a cu- Exhibit 9: Increasing U.S. Market Opportunity
mulative total of 46 new export protocols Fiscal Year Actual
for animals and animal semen and em- Trends

1999 2000 2001 2002 2003

bryos that facilitate access to international

kets. Fourt ket t 1 Increase the new or N/A N/A N/A 46 60
markets. Fourteen new market protocols modified export proto- Baseline
produced in FY 2003 plus the 46 markets | cols that facilitate
from previous years produced a total of access to foreign mar-

kets (C lati
60. These moves helped USDA open in- ets (Cumulative)

. Increase the interna- N/A N/A N/A 7 15
ternational markets for U.S. producers. tional animal and plant Baseline
USDA addressed export issues by meet- health standards
ing with many U.S. trading partners, adopted
including Argentina, Australia, Brazil, N/A=Not Applicable

Canada, Chile, Colombia, EU, Honduras,
Hungary, Mexico, Morocco, New Zealand, Peru, Poland and Russia.

USDA worked with these countries, China, Japan, Korea and Taiwan on export issues involving U.S.
plant commodities.

Events that may impact future successful negotiations for the export of U.S. animals include: (1) the diag-
nosis of bovine spongiform encephalopathy in Canada; (2) amendments to international animal health
standards; and (3) any future outbreaks of animal diseases in the U.S.

One of the most difficult challenges USDA faces is to negotiate the continuation of export markets when
there is an outbreak of a contagious animal disease. In 2002, Low Pathogenic Avian Influenza struck U.S.
poultry flocks. Exotic Newcastle Disease did the same in 2003.

Another challenge has been brought by recent Free Trade Agreements, which have increased the numbers
of requests for imports into this country substantially. This increase requires USDA to continue ensuring
scientific rigor in its assessment of potential health threats while, at the same time, not impeding trade. As
the Department develops import regulations, U.S. agricultural stakeholders ask it to ensure that agricul-
tural exports are unimpeded by the sanitary and phytosanitary regulations of international trading
partners. This element has resulted in USDA trade personnel becoming increasingly involved in negotia-
tions with other countries and in international arenas where sanitary and phytosanitary standards are being
developed and applied. It also has resulted in USDA renewing its efforts to conduct trade-capacity build-
ing in underdeveloped nations that might be markets for U.S. exports. These nations also would like to
export to the U.S.

USDA also exceeded its target for leading the adoption of six international animal and plant health stan-
dards. The international community adopted 4 new plant-health standards and modified 11 animal-health
standards, making a total of 15 additions or changes. The Interim Commission on Phytosanitary Meas-
ures, established by the International Plant Protection Convention (IPPC) at its April 2003 annual
meeting, adopted the phytosanitary standards. The standards cover evaluating the environmental risk and
impact of quarantine pests, using irradiation for quarantine treatments and developing and using pest lists.
This action brought the cumulative total of international plant health standards approved under the IPPC
to 19.

On the animal-health side, the Organization of International Epizootics (OIE), in its 71* General Session
in May 2003, voted to adopt 11 changes to existing standards into the 2003 International Animal Health
Code. USDA played a lead role in developing and implementing a strategy for resolving technical issues
related to a new EU regulation that threatens more than $400 million in U.S. animal product exports.
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Through complex negotiations with the Europeans, USDA secured clarifications and changes to the EU
regulation that will help protect most of this trade.

WTO, IPPC and OIE have obligations and objectives related to providing technical assistance to less-de-
veloped members. Developing countries may delay further trade reform and cooperation in the
development of international standards — priority activities to the U.S. — until these countries address
their capacity-building needs in a meaningful way.

Finally, USDA faces an increasing number of situations where its intervention is necessary. The Depart-
ment is working to assure national and international stakeholders and the global public that
biotechnology-derived agricultural products are safe for release into the environment. This task is a new,
growing and complex area of work, especially for the Department’s Animal and Plant Health Inspection
Service’s overseas personnel.

Program Evaluation.

The compliance-review staff completed export-promotion and market-development program evaluations
for performance reporting requirements. The evaluations are available within the Foreign Agricultural
Service. Copies may be obtained by calling the compliance-review staff at (202) 720-6713. No evalua-
tions on export protocols or international standards were performed during FY 2003.

Selected Results in Research, Extension and Statistics for Objective 1.1

USDA provided the scientific basis for the U.S. Government's successful lawsuit against Japan. The law-
suit concerned import restrictions on U.S. apples grown in the Pacific Northwest. The Japanese
government claimed that these apples might introduce the plant disease fire blight to its vegetation. In
response, the country imposed trade barriers closing the market to U.S.-grown apples. While USDA
found that mature, symptomless apples could not introduce fire blight into Japan, the Japanese Govern-
ment continued the ban. The U.S. Government filed a lawsuit at the WTO. The Department presented its
research, which helped USTR lawyers convert the scientific data into legal briefs. The WTO ruled in fa-
vor of the United States. This ruling should remove all or most of the restrictions limiting access to the
Japanese market for U.S. apple growers.

Japan is one of the leading markets for U.S. agriculture, purchasing more than $8 billion in 2002 despite
barriers that constrain certain imports. In the context of WTO agricultural negotiations, USDA is review-
ing Japan’s government policies that support or protect that country’s key commodity markets, and
thereby bar imports. The studies find that Japan’s border barriers impede imports and help keep domestic
prices high. This research and analysis will benefit U.S. negotiators, exporters and others interested in
Japan’s agricultural markets.

USDA’s Engineering Research Unit (ERU) also developed an automated low-cost, near-infrared system
for detecting such attributes as internal insects and protein in single-grain kernels. ERU established a Co-
operative Research and Development Agreement with Perten Instruments to develop a commercial
version of the Department’s prototype. The Unit received the first commercial prototype this spring.
Commercial production should begin late this fall.

Additionally, ERU developed a signal-processing algorithm and software to detect live and dead internal
insect infestations in wheat using the Single-Kernel Characterization System 4100. Customers impacted
are wheat millers and handlers. This software is a no-cost addition to existing instrumentation already in
use by the wheat industry. The software’s creation addresses a high-priority industry need. This detection
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technology will benefit producers by helping ensure the purity and identity of grains. It also will deter-
mine end quality and ensure the safety and marketability of the U.S. grain supply.

Special marketing initiatives through the Extension Service helped farmers earn extra income. The extra
income was made up of $350 to $525 each for selected heifers in Missouri; $1,780 per farmer in West
Virginia; $1,250 per producer annually through South Carolina State University efforts; and $300,000 for
20,000 cattle in an Oklahoma State University program.

Objective 1.2: Support International Economic Development and Trade Capacity
Building

Exhibit 10: Resources Dedicated to Support International Economic Development and Trade Capacity
Building

FY 2003
USDA Resources
Dedicated to Objective 1.2 Percent of
Actual Goal 1
Program Obligations ($ Mil) $4,600 10%
Staff Years 722 3%

Overview

To enhance economic development and trade-capacity building in developing and transitioning econo-
mies, USDA focuses on:

« Trade and investment liberalization;

« Research and education;

« Development of market information and mapping systems and processes; and
« Institution building to support sustainable agricultural development.

USDA also is working to strengthen linkages between U.S. agricultural communities and multilateral-de-
velopment banks that will assist developing nations while also serving domestic agricultural interests.

Serving the Public

USDA launched the McGovern-Dole International Food for Education and Child Nutrition Program that
was authorized by the Farm Security & Rural Investment Act of 2002. The program provides for the do-
nation of U.S. agricultural commodities and associated financial and technical assistance to carry out
preschool- and school-feeding programs in developing countries. The program also authorizes maternal-,
infant- and child-nutrition programs. Its purpose is to improve food security, reduce the incidence of hun-
ger and malnutrition, and improve literacy and primary education.

USDA published the final rule for the program in June and immediately solicited program proposals.
McGovern-Dole marked the first U.S. Government food-aid program to comply with the Government
Paperwork Elimination Act. USDA offered a Web-based application process to receive proposals. The
Department received more than 50 funding applications from private voluntary organizations. Internet
submissions accounted for 31 of the proposals.
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Challenges for the Future

USDA is helping developing countries participate more fully in the trade arena. The Department’s trade
capacity-building efforts are aimed at helping countries participate in negotiations, implement agreements
and connect trade liberalization to a program for reform and growth. Helping these countries achieve sus-
tainable economic development and capacity to trade is a step in building future growth markets for the
U.S.

Unfortunately, significant food needs continue to hurt many in the world. USDA will be working closely
with the World Food Program and private voluntary-relief organization partners. Their goal will be to
ensure that the U.S. commitment to alleviating global hunger and malnutrition remains strong.

Support International Economic Development and Trade Capacity Building

Many developing and transition countries receive U.S. funds and technical assistance for agricultural de-
velopment and trade to help spur economic growth. USDA, working with the United States Agency for
International Development (USAID), the U.S. Food and Drug Administration and other Federal agencies,
supplies technical assistance in a number of different fields to improve and expand capacity to produce
and trade agricultural products.

Exhibit 11: Promoting Assistance on International Economic Development

Fiscal Year 2003

Annual Performance Goals and Indicators
Target Actual Result

1.2.1 Increase the activities/projects completed in support of international economic devel- 1,020 1,020 Met
opment and trade capacity building in developing and transition countries (Cumulative)

'Result based on projected estimate. See the Data Assessment of Performance Measures section for more information.

Analysis of Results.

The performance goal was met.  Exhibit 12: Steadily Increasing Efforts To Assist Developing Countries
USDA’s efforts were focused ~ Expand Economic Development and Trade Capacity

on providing technical assis- Fiscal Year Actual
: Trends
Eance'tt'o developing and 1999 | 2000 | 2001 2002 | 2003
ransitionin nomi m:
ansttioning economies Increase the activities/projects | 789 967 1,005 | 1,005' | 1,020
» Bringing sanitary standards completed in support of inter- | Baseline

: . national economic
up to par with those of major development and trade capac-

import markets; ity building in developing and
. Developing credible statisti- transition countries (Cumula-

tive)
cal SyStemS needed to 'Revised to reflect final data.

monitor agrlculture sector ’Result based on projected estimate. See the Data Assessment of Performance Meas-
performance; and ures section for more information.

« Formulating agricultural
policies and programs to achieve more trade avenues and ensure that the benefits are equitably realized.

Technical assistance helping countries improve their sanitary standards results in improved food safety
and health. Developing credible statistical systems to monitor agriculture sector performance is important
because most of the countries assisted are agrarian-based. Formulating agricultural policies and programs
to achieve freer trade are critical to sustainable economic development.

The number of technical-assistance projects has increased 29 percent during the past 5 years. Adding to
the challenge of these efforts is USDA’s involvement in reconstruction efforts in Iraq and Afghanistan.
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USDA anticipates technical-assistance work will continue to be needed in transitioning economies of the
Newly Independent States and developing countries in Asia, Latin America and Sub-Saharan Africa.

Program Evaluation.

No program evaluations were performed during FY 2003.

Support Foreign Food Assistance

More than 800 million people worldwide suffer from hunger and malnutrition—most of them children.
The U.S is the world’s leader in international food aid, providing more than 50 percent of total worldwide
food assistance to combat this challenge. Working with the USAID, non-profit organizations and Ameri-
can universities, USDA works continuously to meet immediate food-aid needs while seeking long-term
solutions to alleviate global food insecurity. These activities foster economic growth and development.
Development, in turn, increases the recipient countries’ ability to reduce their dependence on food aid,
boosts domestic production and increases their reliance on commercial imports. The principle programs
supporting these efforts are concessional food aid sales under Title I of P.L. 83-480, the Food for Progress

Program and McGovern-Dole.

Exhibit 13: Increase Foreign Food Assistance

: Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
1.2.2 Share of countries’ food import needs met through food aid programs (Percentage) 1.40% 1.40%' Met
1.2.3 Improve food security and nutrition through the McGovern-Dole Food for Education 1.75 1.75" Met
Program by the number of daily meals and take-home rations for mothers, infants and
schoolchildren (Mil.)
1.2.4 Improve literacy and primary education through McGovern-Dole Food for Education Met
Program:
e  Percentincrease in enroliment for Girls/Boys 5% 5%
e Percent increase in the proportion of children who are promoted 10% 10%'
'Result based on projected estimate. See the Data Assessment of Performance Measures section for more information.
Analysis of Results. Exhibit 14: Food For Education Program
The performance goals were Trend Fiscal Year Actual
. rends
met. An important overall goal 1999 2000 2001 2002 2003
of USDA’s economic devel- Share of countries’ food 199% | 1.06% | 1.70% | 1.50% | 1.40%
opment and trade capacity- import needs met through Baseline
building objective is to help L%%C:aag'g)programs (Per-
other countries reduce their
. . Improve food security and N/A N/A N/A N/A 1.75"
dependence on food aid. This nutrition through McGovern- Baseline
reduction helps these countries | Dole Food for Education
meet domestic consumption Program by the number of
. daily meals and take-home
needs, increase the amount of rations for mothers, infants
basic staple food-commodity and schoolchildren (Mil.)
needs met through domestic Percent increase in enroll- N/A N/A N/A N/A 5'
production, and shift their ment for Girls/Boys Baseline
abilities to meet food-import Percent increase in the N/A N/A N/A N/A 10’
. proportion of children who Baseline
needs through commercial are promoted

sources.

'Result based on projected estimate. See the Data Assessment of Performance Meas-
ures section for more information.

N/A = Not Applicable
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During 1999-2002, the share of countries’ food-import needs met through food-aid programs ranged from
1-2 percent. While the target and projected estimate for the ratio is 1.4 percent in 2003, it may be difficult
to reach because the large number of emergencies and relatively slow economic growth in many markets.
Despite these challenges, USDA is expected to meet the long-term target of 0.8 percent by FY 2007. Be-
cause FY 2003 is McGovern-Dole’s first year of operation, baselines currently are being established.
USDA expects to meet its targeted performance measures in each of the three measures cited in exhibit
above.

Program Evaluation.

The Office of Management and Budget’s (OMB) Program Assessment Rating Tool (PART) recom-
mended that new measures be developed for USDA’s Food Aid Programs’ (P.L. 480, Title I, Section
416(b) and Food for Progress). The new measures would link long-term outcome goals of food security.
The Foreign Agricultural Service (FAS) is working to develop annual performance measures that link to
long-term strategic goals and measurements. Additionally, FAS will determine if new performance meas-
ures are consistent with measures used by USAID and such other organizations as the World Food
Program. A full copy of the assessment may be found at
www.whitehouse.gov/omb/budget/fy2004/pma/foodaid.xls.

Selected Results in Research, Extension and Statistics for Objective 1.2

To enhance and provide strategic impact to its long, productive history of cooperative research with Mex-
ico, USDA met with that country’s research and funding institutions. The two groups identified five areas
for joint research and cooperation: 1) water and environmental impact; 2) phytosanitary issues; 3) bio-
technology and biosafety; 4) animal health; and 5) food safety. These areas impact trade or address
environmental concerns required by the North American Free Trade Agreement and are priorities in the
U.S.-Mexico Binational Commission’s Committee on Agriculture. These workshops identified almost
100 new or ongoing research activities to pursue cooperatively as part of a strategic approach under the
five areas.

Specialty plant-based natural products are a basis for U.S. industrial development in areas such as bio-
pharmaceuticals, bioveterinary products, food additives and biological control products. The plant sources
can be developed agronomically as novel crops for U.S. agriculture. Through a carefully designed net-
work of international research collaborations involving USDA scientists and those from EU member
States in the Mediterranean region, USDA has succeeded in gaining access to natural products. This ac-
cess will supplement U.S. technology developments and eventually provide expanded product portfolios
for U.S. agriculture.

Purdue University agricultural faculty, supported in part by USDA funds, is redeveloping agricultural
education at Kabul University in Afghanistan. Faculty members also are establishing a distance-learning
pilot program. These outreach efforts promote greater stability in the region. They also open new avenues
of economic opportunity for people in Afghanistan.

Dominican Republic farmers lost their entire tomato crop to disease. A Wisconsin scientist, supported in
part by USDA funds, examined deoxyribonucleic acid (DNA) and identified Tomato Yellow Leaf Curl
Virus from the eastern Mediterranean. The virus is spread by whiteflies. DNA is a group of complex
compounds that controls cellular function and heredity. USDA worked with Dominican officials and the
tomato industry to develop an integrated pest-management plan. The plan virtually eradicated the number
of virus-carrying whiteflies. Researchers identified early-maturing hybrid tomatoes that produced good
yields before the virus could grow again.
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Objective 1.3: Develop Alternative Markets for Agricultural Products and
Activities

Exhibit 15: Resources Dedicated to Develop Alternative Markets for Agriculture Products and

Activities
FY 2003
USDA Resources
Dedicated to Objective 1.3 Percent of
Actual Goal 1
Program Obligations ($ Mil) $499 1%
Staff Years 1,238 5%
Overview

USDA’s programs are designed to develop alternative markets for agricultural products; stimulate new
sources of domestic and international demand that will benefit farmers; increase economic activity and
job formation in rural America; create a portfolio of more environmentally friendly products, energy and
power; and enhance the energy security of the U.S. by reducing dependence on imported energy.

Serving the Public

These programs serve the agricultural sector, rural communities and their residents, and the broader U.S.
economy. Farmers and ranchers benefit from increased demand for their products and from new crops
used as feedstocks in renewable energy and biobased product production. Rural communities and their
residents benefit from the new investment in handling and processing facilities used in the production of
these commodities. New jobs in rural communities related to biobased handling and processing create
new economic vigor and bring opportunities to the families living there. Renewable power production
using animal waste as a feedstock can help solve difficult environmental problems for farmers, ranchers
and their rural communities.

Challenges for the Future

The challenges to future success are:

» The continued need for research and demonstration projects to develop and demonstrate more efficient
technologies and processes to convert biobased feedstocks to biopower (electric power production
from biomass) and other renewable power (solar, wind, geothermal), biofuels (ethanol and biodiesel),
and biobased products (plastics, motor oils and lubricants, coatings, solvents, etc. made from biofeed-
stocks);

« The need for continued research into the science of carbon sequestration (storing of carbon in living
matter, such as trees, grass, etc.) and technologies and systems to enhance this process’ capacity and
efficiency;

« The continued need for public policies supporting the development and use of renewable energy and
biobased products;

« The need for public education about the environmental, performance and energy security benefits of
using renewable energy and biobased products, and more effectively managing the carbon cycle;

« The development of an infrastructure to support the efficient and economically viable development of
renewable energy and biobased products; and

o The development of sound measurement and accounting techniques for greenhouse gas (carbon diox-
ide, methane and nitrous oxide) activities and carbon sequestration.
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In response, USDA is creating regulations and other operating procedures under which the programs will
operate to increase the use of bioenergy and biobased products. These programs, if successful, will make
an important contribution toward creating market-based opportunities to both produce and consume in-
creased amounts of bioenergy and biobased products.

Increase the Use of Bioenergy and Biobased Products

Broader use of renewable energy and biobased products will enhance environmental sustainability wher-
ever these products are produced and used. Increased use of renewable energy and biobased products will
enhance U.S. energy security by reducing the Nation’s dependence on imported energy.

These programs, mostly created by the Farm Security & Rural Investment Act of 2002 (FSRIA), currently
are being implemented and should be fully operational before the end of FY 2004. FSRIA also extended
the biofuels program operational prior to its passing. Additionally, a program to develop accounting rules
for greenhouse gas activities will create methodologies (methods used to estimate emissions) necessary
for greenhouse gas reduction and carbon sequestration programs. Development of accounting rules for
greenhouse gas activities will make the accurate measurement of the effect of greenhouse gas sequestra-
tion efforts and programs possible.

These programs help the U.S. economy move toward increased leadership in renewable energy and bio-

based products technology. This feature creates profitable and environmentally friendly penetration of
domestic and international markets for both these products and the technologies used in their production.

Exhibit 16: Increase the Use of Bioenergy and Biobased Products

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
1.3.1 Increase the use of bioenergy and biobased products’ Met

e Qualify the number of products in five or more categories of Biobased Products N/A N/A

for preferred procurement by Federal agencies
e  Encourage a number of farmers to produce energy for their own use and sale (# 140 148

farms, ranches, & businesses assisted)
e Develop a research, development and demonstration program to increase pro- 5 50

duction of bioenergy, bioproducts and renewable energy (# projects funded)
e Develop accounting rules and guidelines for greenhouse gas offset activities in 50% 50%

agriculture (Percentage)

'FSAis developing measures to focus on the desired key outcomes of the CCC bioenergy program. The Agency is planning to
provide new measures in time for the FY 2005 budget submission.

N/A = Not Applicable

Analysis of Results.

The performance goal was met. USDA is reviewing draft regulations to create the framework for desig-
nating categories of products within the Biobased Products Preferred Procurement Program. The Federal
Register is expected to publish the draft regulations for comments by December 2003. The next step is the
designation of generic product categories, which are subject to preferred procurement by Federal agen-
cies.
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USDA met its target by receiv-

Exhibit 17: Bioenergy and Biobased Products Performance

ing, reviewing and acting on Fiscal Year Actual
Trends
148 proposals from farmers, 1999 | 2000 | 2001 2002 | 2003
ranchers and small rural busi- Qualify the number of prod- N/A N/A N/A N/A N/A
nesses. The proposals were for ucts in five or more categories
Federal assistance in producing | of Biobased Products for pre-
bl for thei ferred procurement by Federal
renewable energy for their own | zgenies
use or Sale_’ and prov1d1ng cn- Encourage a number of farm- N/A N/A N/A N/A 148
ergy-efficiency improvements. ers to produce energy for their Baseline
This number was based on all own use and sale (# farms,
fth 1 bmitted t ranches and businesses as-
of the proposals submitted to sisted)
Rura.l Business — Cooperatlve Develop a research, develop- N/A N/A N/A 2 50
Service State offices. The pro- ment and demonstration Baseline
posals came in response to a program to increase produc-
. . o tion of bioenergy, bioproducts
NO'[I.CC of Eunds Availability and renewable energy (# pro-
published in the Federal Regis- | jects funded)
ter for a grant-only program Develop accounting rules and N/A N/A N/A N/A 50%
this fiscal year. The solicitation | 9uidelines for greenhouse gas Baseline
offset activities in agriculture
was for the Renewable Energy (Percentage)

Systems and Energy Efficiency
Improvements Program author-

N/A = Not Applicable

ized under Title IX of FSRIA. As part of the solicitation, a Rural Development energy coordinator was

designated to assist potential applicants in the application process. After USDA reviewed all 148 applica-
tions for programmatic and technical eligibility, the Department awarded 114 recipients (farmers,
ranchers and rural small businesses) a total of $21.7 million of grant funds to assist in the development of
renewable energy systems and energy-efficiency improvements. Of the 114 awards, 90 were for renew-
able energy systems totaling $20.2 million. The rest were for energy efficiency programs totaling $1.5
million.

The development and demonstration program for researching the use of bioenergy, bioproducts and re-
newable energy combines two programs. One component is the funding for research, development and
demonstration provided under the Biomass Research and Development Act of 2000 and funded under
FSRIA. The other component is the Commodity Credit Corporation (CCC) Bioenergy Program extended
under FSRIA. The Department intends to separate these two components in FY 2004.

USDA and the Department of Energy awarded $23 million in grants for 19 proposals under the Biomass
Research and Development Program. USDA allocated $16 million for this activity to 15 proposals. The
CCC Bioenergy Program component published a final rule implementing changes reflecting FSRIA pro-
visions and conducted an enrollment for the program for FY's 2003 through 2006. CCC will approve and
execute program agreements for 54 ethanol producers and 42 biodiesel producers this year. The 50 pro-
jects represent 10 grant projects awarded under the Biomass Research and Development component, 13
new ethanol producers and 27 new biodiesel producers submitting agreements to participate in the Bio-
energy Program component. The future challenges for the farm-produced energy program are increased
development of farm bioenergy and development of market opportunities for such energy. The project
also pushes for increased investment in new research, development and demonstration projects to improve
the efficiency and acceptance of bioenergy and biobased products on the part of consumers. The CCC
Bioenergy Program looks to increase the number of firms producing ethanol and biodiesel for sale to ven-
dors and consumers.
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The above program also made way for the development of new accounting rules and guidelines for re-
porting greenhouse gas reduction and carbon sequestration activities.

Program Evaluation.

A joint evaluative effort that includes the Rural Business-Cooperative Service, the Department of Energy
(DOE) and the DOE-affiliated National Renewable Energy Laboratory will be conducted in early FY
2004. The CCC Bioenergy Program currently monitors and evaluates critical aspects of its program. It
matches increased production projections with year-end actual production of increased ethanol and bio-
diesel by program participants. Copies may be obtained from the Farm Service Agency’s Warehouse
Inventory Division at (202) 720-2121. USDA and DOE evaluate the Biomass Research and Development
Act grant program. Additionally, a Federal Advisory Committee created by the Act provides an evalua-
tion to the Secretaries of Agriculture and Energy. Copies may be obtained from the Under Secretary for
Natural Resources and Environment at (202) 720-7173.

A Program Assessment Rating Tool (PART) assessment was initiated on the Bioenergy Program as part
of the FY 2005 budget process. A full copy of the completed evaluation will be available February 2004
at www.whitehouse.gov/omb/part.

Selected Results in Research, Extension and Statistics for Objective 1.3

Until recently, starch-based disposable plates, cups and food wraps manufactured and sold to restaurants
and food-packaging companies were made strictly from potato starch, in part, because of an objectionable
odor when using less-expensive wheat starch. Using knowledge of the structure and properties relation-
ship of wheat starch and associated proteins, USDA developed a wheat-based, starch-packaging
composite. This composite had no odor and was less expensive than the original commercial formulation.
This technology was transferred to an industrial partner that manufactures the starch-based packaging as
part of a Cooperative Research and Development Agreement. It is being introduced to the market via de-
velopment of wheat-starch based biodegradable plates. This innovation improves the economics of using
agriculturally derived packaging material. It also creates new markets for wheat starch.

Many universities, supported in part by USDA funds, are identifying new plant varieties to expand crop-
ping options. Kentucky’s work with seedless watermelons led a group of farmers to plant 10 trial acres.
The watermelons grossed $30,000. The growers expanded the planting in 2003. Florida A&M University
is testing such alternative tropical crops as Habanero peppers. One hot-pepper grower who followed rec-
ommendations grossed more than $15,000 in his first year of production. Alaska is examining peony
cultivars for the international cut-flower market.

Supported in part with USDA funds, University of Nebraska research on chickpeas (garbanzo beans)
helped establish it as a new high-value crop with export potential. More than 10,000 acres are produced in
the State. The chickpeas provide twice the gross return on investment than the region’s traditional millet
and wheat crops. Vermont researchers developed whey protein-based wood varnishes. Natural and safe
for homes, kids and pets, these products can become a new market for dairies.

Expanding ethnic markets are increasing the demand for goat meat in many States. Florida A&M Univer-
sity research, with USDA support, identified strategies that increase carcass yields by 15 percent. These
strategies also improve weaning weights by 12 percent.
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Objective 1.4: Provide Risk Management and Financial Tools to Farmers and
Ranchers

Exhibit 18: Resources Dedicated to Provide Risk Management and Financial Tools to Farmers and
Ranchers

FY 2003
USDA Resources
Dedicated to Objective 1.4 Actual Percent of
Goal 1
Program Obligations ($ Mil) $34,763 76%
Staff Years 17,587 69%

Overview

USDA has reduced program costs including preventing payments on potential fraudulent insurance
claims, and developed new technology including data-mining efforts, Geographic Information Systems,
infrared, the Common Computing Environment for county offices, and other information technologies.
New specialty crop and livestock pilot programs currently are underway. Education and outreach pro-
grams have been enhanced and expanded to help more producers learn how to better mitigate their risks.

The Department also continued to establish and implement the framework for farm and commodity pro-
grams under FSRIA and the Agricultural Risk Protection Act. The acts provided America’s farmers and
ranchers with a variety of risk-management and financial tools. These tools included crop insurance, di-
rect and counter-cyclical payments, marketing-assistance loan benefits and farm operating and ownership
loans to promote stability in the agricultural sector. Additionally, USDA continued its efforts to stream-
line and modernize its program delivery structure to provide more efficient service for its customers.

Serving the Public

USDA promotes, supports and regulates sound risk-management solutions to preserve and strengthen the
economic stability of U.S. agricultural producers. This effort is conducted predominately through the
Federal Crop Insurance Program. The program consists of many public and private risk-management al-
ternatives designed to improve the economic stability of agriculture. The long-term agricultural
producers’ capability to supply U.S. and global food-related markets depends on their ability to manage
financial and natural risks associated with production.

USDA also offers direct and guaranteed farm ownership and operating loans to farmers and ranchers who
are temporarily unable to obtain private, commercial credit. These loans are particularly important to be-
ginning and socially disadvantaged farmers and ranchers whose limited cash flow may preclude them
from qualifying for a commercial loan.

Operating loans may be used to purchase or lease such items as livestock, equipment, feed or seed or to
cover operating expenses. Farm ownership loans are used to purchase farmland and build or repair build-
ings. Together, the producer and the Agency outline goals and objectives to steer the operation towards
profitability. The Youth Loan Program is designed for those between the ages of 10 and 20 to borrow up
to $5,000 to establish and operate income-producing projects. The money can be used to purchase ani-
mals, equipment or supplies, and to pay operating expenses.

USDA’s commodity, price and income-support programs continue to be a testament to the country’s
commitment to maintaining a balanced food and fiber industry for its consumers. Commodity, price and
income support helps stabilize American farming and ranching operations. This assistance enables farm-
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ers and ranchers to reduce their risk of financial loss due to inclement weather or unfavorable global mar-
ket conditions.

Direct and counter-cyclical payments reduce financial risks and help producers meet their cash flow
needs. Marketing-assistance loans provide producers interim financing at harvest time to meet cash flow
needs without having to sell their commodities when market prices are at harvest-time lows. Enabling
producers to store production at harvest facilitates more effective marketing of commodities throughout
the year.

Although society has become increasingly dependent on technological advancement, four very basic hu-
man needs remain constant: food, water, clothing and shelter. USDA will continue working with
American farmers, ranchers and producers to satisfy those basic needs with abundant, safe and affordable
supplies of food and fiber by promoting responsible land and natural resource management.

Challenges for the Future

Today, about 80 percent of the acreage planted to major corps is at least minimally insured. Additionally,
coverage is expanding by encouraging producers to purchase higher coverage levels and the development
of products for new crops, livestock and revenue. These programs, along with diversified production,
marketing and use of futures and options, allow each producer to customize their risk management strat-
egy. USDA’s challenge is to continue to expand and improve these programs, and educate producers so
that they can identify, quantify and manage their natural and economic risks.

USDA will be reviewing its farm-loan program activities to assess the effectiveness and impact of its pro-
grams. Ensuring an efficient delivery of services is not necessarily dependent on funding increases. It also
depends on training, human-capital planning and organizational efficiencies. Farm-loan program chal-
lenges include ensuring a highly trained staff, assisting farmers during economic distress and natural
disasters, and offering credit to eligible borrowers unable to obtain it from other sources.

Provide Risk-Management Tools to Farmers and Ranchers

USDA provides and supports cost-effective means of managing risk for agricultural producers to improve
the economic stability of agriculture. Agricultural producers face severe economic losses each year due to
such unavoidable causes as drought, excessive moisture, severe weather, insects, reduced prices, reduced
yields or any combination of these factors. USDA develops a variety of risk-management tools for use
by agricultural producers. The Department continues to assess producers’ needs and private risk-man-
agement tools to ensure the availability of new and innovative risk-management alternatives. The
increased percentages in insurance liability covered, participation and the number of commodities eli-
gible indicate the acceptance of these products by producers, and a broadening of economic stability
across the agricultural spectrum.
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Exhibit 19: Expand Use of Risk Management Tools

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
1.4.1 Expand USDA risk-management tools available for agricultural producers to use in Deferred
managing production and price risks":
» Increase crop insurance coverage as measured by potential liabilities covered by 40.6 Available
crop insurance ($ Bil) Spring
2004
¢ Increase crop insurance participation as measured by planted acres having crop 81.1% Available
insurance coverage (Percentage) Spring
2004
e Increase the number of commodities eligible for crop insurance 366 362

"For most crops, crop year is defined as the period within which the insured crop is grown and it is designated by the calendar
year in which the insured crop is harvested.

Analysis of Results. Exhibit 20: Trends in the Use of Risk Management Tools

This performance goal is de- Fiscal Year Actual
Trends

ferre(fl. ACtual perfol’mal?ce data 1999 2000 2001 2002 2003
pertaining to crop-year hablhty Increase crop insurance cov- 30.9 34.5 36.7 37.3 Avail-
and acres covered are gathered erage as measured by Baseline able
from information USDA re- potential liabilities covered by Spring

. . crop insurance ($ Bil) 2004
ceives from insurance | i 72.5% 76.9% 78.5% 81.1%" Avail

. . . ncrease Crop insurance par- .07/0 .J7/0 .0/0 A% vall-
companies. These companies, in ticipation as measured by Baseline able
turn, receive data from the pro- planted acres having crop Spring
ducers. The actual 2003 data will '”Sutranc)e coverage (Per- 2004
. centage
become available at the end of | 9 " bor of 228 243 243 258 362
ncrease the numper or com-

the second guarter of .FY 2QO4. modities eligible for crop Baseline
The data will be published in insurance

next year’s report. While the
measures may be revised later,
based on prior history, this performance goal is expected to be met.

'Revised to reflect final data.

The Department measured the number of commodities eligible for crop insurance and participation in the
Federal Crop Insurance Program. Expanding the number of eligible commodities is one way to provide
economic opportunities for agricultural producers who have not had access to risk-management tools.

Since 1999, an additional 34 commodities have become eligible for crop insurance. While USDA had
projected that this number would increase by eight rather than four for the 2003 Crop Year, the Federal
Crop Insurance Act requires that submissions of insurance policies and plans and related materials be de-
veloped by third parties and approved by the Federal Crop Insurance Corporation (FCIC) Board of
Directors. These submissions, including all new and substantial product modifications, are subject to re-
view by not less than five independent expert actuarial and underwriting reviewers. While several dozen
of these comprehensive reviews are considered by the FCIC Board each year, not all are approved for
implementation. These new FCIC product-development procedures, while causing some program devel-
opment and implementation delays, will improve program integrity and reliability.

USDA also announced pilot programs for fed and feeder cattle to protect producers from declining cattle
prices. The Department also entered its second pilot year for two products for slaughter hogs in lowa,
subsequently approved expansion of the pilot in additional States and continued to test several specialty
crops and pasture and forage products. These moves were designed to fulfill the requirements of the Agri-
cultural Risk Protection Act of 2000. The act requires USDA to establish a competitive-grants program to
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educate agricultural producers about the full range of risk-management activities. Additionally, USDA
announced an effort to better serve and increase crop-insurance participation in the 15 historically under-
served States (CT, DE, MA, MD, ME, NH, NJ, NV, NY, PA, RI, UT, VT, WV and WY) targeted under
the Agricultural Management Assistance Program. USDA provided additional subsidy for higher levels of
insurance coverage to producers in these States for the 2003 Crop Year through the Targeted States Fi-
nancial Assistance Program.

Program Evaluation.

A team of expert actuarial and underwriting reviewers from academia and the private sector conducted an
inventory and analysis of the FCIC portfolio of crop insurance and risk-management products. The analy-
sis, which currently is underway, is designed to provide background and guidance to the FCIC Board of
Directors in its product-development strategy for the next several years.

Another team conducted an inventory and analysis of existing FCIC policies, procedures, handbooks and
other related material. The team’s work focused on the analysis of overlapping documentation and guid-
ance, and procedural gaps. Team members submitted the evaluation to the FCIC Board. The board then
directed the Risk Management Agency to take action on the findings. A review of the findings currently is
underway.

USDA also conducted program evaluations on the Quality Adjustment Program and the Use of Pack Fac-
tors in Stored Grains. Pack factors may be used in the loss-adjustment process to estimate the amount of
settling or “packing” that occurs in stored grain. The Department used both internal staff and contractors
to complete the evaluations. An additional eight evaluations currently are underway.

USDA completed Pilot Program evaluations for pecans, blueberries and millet. Seventeen additional pilot
crop evaluations currently are underway. As these evaluations are completed, the FCIC Board uses them
during the approval process for new insurance plans. Copies of the completed evaluations are available at
www.rma.usda.gov.

OMB’s PART showed the Crop Insurance Program to be clear and its management relatively good. The
PART stated that additional planning and performance measurement is needed because the program has
yet to demonstrate the extent of its impact on farm income or reducing dependence on other government-
support programs. The Risk Management Agency will identify improvements in the program that will
move it closer to becoming a complete risk-management tool for the agriculture sector. A full copy of the
PART may be found at www.whitehouse.gov/omb/budget/fy2004/pma/cropinsurance.pdf.

Provide Credit to Agricultural Producers

Farmers and ranchers who temporarily are unable to obtain sufficient credit may obtain credit assistance
through USDA. They can use the assistance to finance their needs at reasonable rates and terms. Some are
beginning or socially disadvantaged farmers who have suffered financial setbacks from natural disasters.
These farmers also have limited resources with which to establish and maintain a profitable farm opera-
tion. Thus, the farm-loan program provides support to family farmers and ranchers who otherwise would
be unable to contribute to the farm sector.

To help ensure the effectiveness of these programs, it is important to provide timely financial resources
and other assistance to borrowers when a need arises. Thus, USDA will continue to reduce processing
times for loan requests each year. Borrower ability to pay installment debt on time is obviously a key in-
dicator of financial strength and viability. Reduced losses in the program indicate that borrowers are
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experiencing greater success in meeting their financial obligations. The Department will continue to
monitor the delinquency and loss rates of the direct loan portfolio closely.

Exhibit 21: Improve Loan Processing Efficiency and Fiscal Soundness of the Direct Loan Portfolio

Annual Performance Goals and Indicators Fiscal Year 2003
Target Actual Result

1.4.2 Improve customer service by increasing the efficiency of loan processing: Met

e Reduce the average direct loan processing time (Days) 40 40'

e Reduce the average guaranteed loan processing time (Days) 15 14!
1.4.3 Improve fiscal soundness of the direct loan portfolio: Met

¢ Maintain the direct loan delinquency rate at or below 15 percent (Percentage) 15% 12.5%'

e Maintain the direct loan loss rate at or below 5 percent (Percentage) 5% 4.5%'

'Result based on projected estimate. See the Data Assessment of Performance Measures section for more information.

Analysis of Results. Exhibit 22: Farm Loan Trends

These performance goals were Trends Fiscal Year Actual

met. The average processing 1999 2000 2001 2002 2003

time for direct loans has de- Reduce the average direct N/A 46 44 42 40"

creased from 46 days in FY loan processing time (Days) Baseline

2000 to 40 days. This 13-per- Reduce the average guaran- N/A 20 17 16 14’

cent decrease can be attributed Eechi/;c;an processing time Baseline

to the ongoing streamlining Maintain the direct loan delin- | 14.2% | 12.4% | 11.3% | 104% | 12.5%'

process, 1mpr0V§d monltorlng quency rate at or below 15 Baseline

through automation and a re- percent (Percentage)

newed focus on customer Maintain the direct loan loss 3.5% 4.2% 3.3% 7.3% 4.5%'
: o rate at or below 5 percent Baseline

service through personnel hir (Percentage)

ing and training. USDA N/A = Not Applicable

completed and implemented 'Result based on projected estimate. See the Data Assessment of Performance Meas-
the direct emergency loan por- ures section for more information.

tion of the streamlining project

during FY 2002.

Similar results have been achieved for guaranteed loan processing. USDA revised its guaranteed loan
regulations in FY 1999 to streamline all loan processes, including application processing. As a result,
USDA’s guaranteed loan-processing time continued to decline during the 2003 loan season. The average
guaranteed loan-processing time has dropped 30 percent, from 20 days in FY 2000 to 14 days.

USDA’s direct operating and ownership loan programs target farm borrowers with less wealth, higher
indebtedness, less capacity for further debt and lower income levels. Thus, USDA’s farm-loan programs
carry a high degree of risk. Despite the risk, the Department surpassed its performance targets for both
delinquencies and losses. Delinquency and loss rates in FY 2003 essentially are unchanged from the FY
2000 baseline. They also remain well below the average loss (5.9 percent) and delinquency (17.6 percent)
rates for the period 1993-2002. These performance measures help USDA assess the economic viability of
borrowers. A low delinquency rate means more producers are on schedule with their loan payments and
less likely to cease farming. Loss rates are an indicator of prior-year loan decisions and the overall farm
economy. Additionally, low rates translate into reduced program costs. Government program payments,
improved monitoring and loan officer training contributed to meeting the performance goal. State Office
and Service Center staff also prioritized resolving a number of older delinquency cases.
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USDA intends to continue using prudent underwriting practices, borrower supervision and training
classes to maintain the direct-loan delinquency and loan-loss rates at or below target levels. A recently
purchased Web-based, farm-planning tool will enhance the underwriting process and loan decision-mak-
ing. This information system will allow USDA to manage the farm-loan programs more efficiently.
Additionally, data gathered in the system will enable USDA to evaluate alternative performance measures
for the farm-loan programs that are more outcome-oriented. These measures would indicate whether or
not programs are in fact improving the economic viability of the Department’s customers. The challenge
of maintaining low delinquency rates and targeted levels in FY 2004 will be influenced by commodity
prices and weather-related disasters.

Program Evaluation.

A PART assessment was initiated on the Guaranteed Loans Program as part of the FY 2005 budget proc-
ess. A full copy of the completed evaluation will be available February 2004 at
www.whitehouse.gov/omb/part.

Provide Income Support to Agricultural Producers

Economic stability is provided to producers through multiple farm income-support programs. These pro-
grams include the marketing assistance loan and loan deficiency payment (LDP) program. Marketing-
assistance loans are provided to producers on a nine-month basis on their eligible crop stored either on the
farm or in approved storage space. The heaviest loan activity is usually at harvest time when commodity
prices generally are lower. To market their commodity effectively, producers obtain the loan and store the
crop in anticipation of commodity prices increasing later after harvest time. Producers who choose not to
obtain a marketing-assistance loan can obtain a loan-deficiency payment by agreeing to forgo the mar-
keting-assistance loan. The LDP is a direct payment to the producer in an amount equal to the difference
between the established loan rate for the eligible commodity and the announced alternative repayment
rate.

Eligible commodities for marketing-assistance loan and LDPs are wheat, corn, grain sorghum, barley,
oats, soybeans, minor oilseeds, upland cotton, peanuts, wool, mohair, pelts, pulse crops, honey and rice. It
is anticipated that the level of marketing-assistance loans and LDPs will remain about the same for 2004
as for 2003.

Exhibit 23: Provide Income Assistance

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
1.4.4 Eligible commodity production placed under marketing assistance loan or loan defi- Unmet
ciency payment (Percentage)1:
e Wheat, corn, grain sorghum, barley, oats, soybeans, minor oilseeds, peanuts, 82% 13%
wool, mohair, pulse crops and rice
e Upland cotton 97% 99%

'Performance data for marketing-assistance loans and LDPs are reported on crop year rather than fiscal-year basis. A crop year is
defined as the year in which a crop is harvested. The final loan and LDP availability date for CY 2002 was May 30, 2003.

Analysis of Results.

USDA’s performance goal for the amount of eligible commodity production placed under marketing-as-
sistance loan or LDP was not met. While government payments continued to be an important factor in
stabilizing farm income, USDA issued significantly fewer LDPs in 2003 than it had in recent years. The
Department made approximately 220,000 LDPs valued at nearly $550 million in 2003. This figure is a
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significant drop from the nearly three million LDPs ($6.25 billion) issued in 2001 (baseline). Demand for
marketing-assistance loans increased in 2003, continuing the trend of recent years. USDA issued 193,000
marketing-assistance loans worth more than $10 billion. This number compares with 160,000 loans ($6.5
billion) issued in 2001 (baseline). In 2003, 13 percent of the eligible production of major commodities
received an LDP or marketing-assistance loan. Ninety-nine percent of the eligible production of upland
cotton received an LDP or marketing-assistance loan.

While the performance goal was not met, the program worked as intended. Eligible producers may choose
to receive marketing loan-gain benefits by receiving an LDP when the alternative repayment rate, which
is based on terminal market rates, is lower than the established commodity-loan rate. Because market
prices remained higher than the established loan rate for most of the eligible loan commodities (cotton
and rice market prices were below the established loan rate the entire crop year) throughout the crop year,
the LDP option had limited availability. Lower market gain activity and LDP program activity indicates
that the market is getting stronger. As market prices increase, the amount of government assistance
needed to stabilize the farm economy is reduced.

Description of Actions and Schedules.

No specific actions are planned to reach the unmet goal because the program is working as designed.
USDA, in consultation with OMB, is developing new outcome-oriented performance indicators for its
income-support programs. The current performance goal and indicators for marketing-assistance loans
and LDPs will be discontinued. New indicators will be included in the FY 2005 performance budget.

Program Evaluation.

The Direct Payment Program PART assessment completed for the FY 2004 budget may be obtained at
www.whitehouse.gov/omb/budget/fy2004/pma/directcrop.pdf. The FY 2004 PART stated that the Direct
Payment Program is well managed and has a clear purpose. The PART also stated that its design could be
improved and performance measures are needed to address program goals and delivery. As indicated
above, the Farm Service Agency will be developing more outcome-oriented performance measures in FY
2004 that will address this deficiency. A reassessment of this program was initiated as part of the FY
2005 budget process. A full copy of the completed evaluation will be available February 2004 at
www.whitehouse.gov/omb/part.

A PART assessment was initiated on the Marketing Assistance Loan Program as part of the FY 2005
budget process. A full copy of the completed evaluation will be available February 2004 at
www.whitehouse.gov/omb/part.

Improve Electronic Delivery of Information and Services

Producers receive farm loans, commodity loans, direct payments and emergency assistance, and partici-
pate in conservation programs to help ensure their economic viability. These programs help farmers and
ranchers produce an adequate food supply, maintain viable operations, compete for export sales of com-
modities in the world marketplace and contribute to the year-round availability of a variety of low-cost,
safe and nutritious foods.

To meet the needs of its customers more effectively, USDA is improving access to services and program
information, and increasing the efficiency and ease of use of the number of farm commodity and farm-
loan programs that can be accessed, completed and accepted electronically. Transaction needs of USDA's
business and industry customers who purchase, export, warehouse and transport commodities are targeted
for FY 2004.
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Exhibit 24: Expand Customer Access to Services

Fiscal Year 2003

Annual Performance Goals and Indicators
Target Actual Result

1.4.5 Increase farm commodity and loan programs that can be accessed, completed and 68% 74%' Exceeded
accepted electronically (Percentage)

'Result based on projected estimate. See the Data Assessment of Performance Measures section for more information.

Analysis of Results. Exhibit 25: Trends in Customer Access to Services
The performance goal was ex- Trends Fiscal Year Actual
ceeded. USDA increased the 1999 | 2000 | 2001 2002 2003
number of forms available elec- Increase farm commodity and N/A | N/A N/A 63% 74%'
tronically to USDA customers loan pcrjogramsl T?g Cag be ac- Baseline
. . cessed, completed an
through the public eForms Web site | aocepted electronically (Per-
from 143 to 208 forms. This action centage)

resulted in 74 percent of the acces- N/A = Not Applicable
sible forms being transmitted 'Result based on projected estimate. See the Data Assessment of Performance
electronically to USDA Service Measures section for more information.

Centers for processing. This is a 17-percent increase from the 2002 baseline. To meet the future challenge of
further improving the electronic delivery of information and services, USDA must enhance customer access

to farm historical data for current and previous years. The Department also must enhance automatic data fill-
in forms and calculations, and multiple-signature capabilities.

Program Evaluation.

No evaluations were performed during FY 2003.

Selected Results in Research, Extension and Statistics for Objective 1.4

While the Federal Agriculture Improvement and Reform Act of 1996 and the Farm Security and Rural In-
vestment Act of 2002 (FSRIA) introduced new programs that support farmers’ incomes, some of which do
not depend on current production, factor use or commodity prices. USDA analysis of these decoupled pay-
ments finds little evidence that they distort markets. Department analysis of the effects of FSRIA’s
provisions allowing base and yield updating and introducing counter-cyclical payments indicate that two-
thirds of farmers decline to update their payment base and yields.

Recent USDA research has identified three broad demographic trends that will shape future U.S. food mar-
kets. These trends are more mature consumers, increased diversity and more people to feed. After further
review, USDA translated these trends into projections of growth in food expenditures and demand for spe-
cific commodities between 2000 and 2020. This research examined whether the character of America’s
farmlands and farm businesses will change as much as the profile of the U.S. population 20 years from now.

USDA’s Agricultural Resource Management Survey (ARMS) is the primary source of information on the
financial condition, production practices, resource use and economic well-being of America’s farm house-
holds. The survey data have provided the foundation for some of the most insightful research on farm
households and farm business practices. In recent years, ARMS funding has lagged behind survey costs,
affecting survey coverage and data quality adversely. With new funding, USDA is improving statistical ac-
curacy and expanding the survey’s coverage. The Department also plans to make the ARMS data more ac-
cessible and user-friendly through Web-based dissemination.
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Developed in part with USDA funds, global-positioning systems, geographic-information systems and re-
mote sensing are helping decision-makers map and manage a wide variety of crops and natural resources
nationwide. This technology gives them clear, detailed information. New low-cost field-environmental sen-
sors developed at the University of Kentucky, Ohio State University and the University of Tennessee help
farmers maximize economic return and environmental stability.
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STRATEGIC GOAL 2: SUPPORT INCREASED ECONOMIC
OPPORTUNITIES AND IMPROVED QUALITY OF LIFE IN
RURAL AMERICA

Exhibit 26: Resources Dedicated to Support and Improve Rural America

FY 2003
USDA Resources
Dedicated to Strategic Goal 2 Percent of
Actual Total USDA
Program Obligations ($ Mil) $15,920 13%
Staff Years 9,001 8%

USDA focuses on expanding economic opportunities in rural areas. Many rural communities lag behind
Americans’ expectations of what the U.S. standard of living should be because of their remoteness, over-
all lower educational levels and their tendency to depend on narrowly defined economies, among other
reasons.

USDA’s Business and Industry Guaranteed Loan Program (B&I) supports loans to individuals, partner-
ships, corporations, cooperatives and other legal entities. B&I is designed to improve, develop or finance
business and industry, create employment opportunities and improve the economic and environmental
climate in rural areas.

Biobased energy investments over the next few years will prevent tons of carbon dioxide from being re-
leased into the atmosphere. These investments also will save millions of kilowatt hours now wasted in
low-efficiency energy production. Additionally, for rural communities to establish new economic gains,
they must utilize such new and enabling technology as broadband.

Objective 2.1: Expand Economic Opportunities through USDA Financing of
Businesses

Exhibit 27: Resources Dedicated to Expand Economic Opportunities through USDA Financing of
Businesses

FY 2003
USDA Resources
Dedicated to Objective 2.1 Percent of
Actual Goal 2
Program Obligations ($ Mil) $6,984 44%
Staff Years 3,436 38%

Overview

USDA focuses on expanding economic opportunities in rural areas. Many rural communities are chal-
lenged by declining economies as they transition away from traditional economic bases, their distance
from input or product markets, poor labor-force skills and rising international competition. The Depart-
ment makes a variety of investments in rural communities, including:

« QGuarantees of bank loans to businesses;
« Capitalizing local revolving loan funds that assist small businesses;
« Grants to develop business infrastructure such as incubators or to undertake feasibility studies;
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« Business-planning grants;

o Technical assistance to help communities develop strategic plans for economic development;
« Loans and technical assistance to agricultural cooperatives;

« Grants to foster energy savings and alternative energy sources; and

« QGrants to stimulate the development of new enterprises based on value-added products.

USDA also invests in critically needed infrastructure, such as broadband technology, that provides rural
businesses access to emerging competitive opportunities. Today's advanced telecommunications networks
allow rural communities to provide businesses with opportunities to compete locally, nationally and glob-
ally. These networks also will ensure that rural residents are equipped to compete in an increasingly
information-oriented economy.

Serving the Public

B&I helps create and save jobs in rural America. This program guarantees up to 90 percent of a loan
made by a commercial lender. Loan proceeds may be used for working capital, machinery and equipment,
buildings and real estate, and certain types of debt refinancing. B&I expands the lending capacity of pri-
vate lenders in rural communities. Participating lenders can make and service quality loans that provide
lasting community benefits. B&I represents a true private-public partnership.

USDA’s Broadband Telecommunications Program provides loans and loan guarantees for broadband ser-
vices in rural communities. These loans facilitate deployment of new and innovative technologies to
provide two-way data transmission of at least 200 kilobytes-per-second in communities with populations
up to 20,000. These important investments in rural areas make high-speed data transmission available in
low-density, remote areas that often have been ignored by the private sector. Since its inception in 2001,
the program has grown quickly, reaching more than twice as many rural counties as in the initial year, or
6 percent of all rural counties in 2003 alone. These investments in critical telecommunications infra-
structure are essential to enabling rural businesses and communities to keep pace with rapid developments
in the rest of America and the world.

Challenges for the Future

The rural economy faces different challenges than urban and suburban areas. These challenges include
historic dependence on natural resources subject to cyclical trends, large-scale changes in technology and
resulting efficiency gains in these industries, and the remoteness and low-density settlement of rural
communities. The private sector often avoids investments in high-cost developments because of lack of
profitability potential or information on which to base decisions. While USDA can foster rural economic
development, success depends on sufficient numbers of highly trained staff in local offices.

Because of a lack of biobased energy investments in technology and human capital, rural communities
depend on low-efficiency energy production. This production releases tons of carbon dioxide into the at-
mosphere. It also wastes money and kilowatt hours.

The effectiveness of USDA’s investments depends on its programs’ successes and national economic
trends. The Department is working to improve its ability to provide services.

Improve Rural Economic Opportunities

Typically, business amenities, physical conditions and credit terms are inferior to those in urban areas.
For example, rural banks are smaller and have more restrictive lending limits and standards than large
urban institutions. Availability of Internet and Web services is inconsistent in rural areas, a distinct disad-
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vantage to business growth. The rare publicly financed rural industrial park is smaller and has fewer
amenities than those in suburban and urban areas. Even during high-growth economic periods, rural
communities’ economic environments are less vigorous and infrastructures less developed than urban ar-
eas. Rural communities have neither the size nor depth of tax bases to publicly finance amenities that
businesses need, such as transportation links, rehabilitated or expanded infrastructure and full-service in-
dustrial parks.

B&I can guarantee loans for satisfactory credit risks. This program allows lenders to offer competitive
terms and make loans of up to $25 million’ in eligible areas. USDA also provides technical assistance and
modest grants (frequently as a catalyst for attracting local private funds) for communities to launch the
infrastructure necessary for businesses. Funding of small revolving-loan funds can help new borrowers
and emerging local entrepreneurs.

Exhibit 28: Strengthen Rural Businesses

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
2.1.1 Create or save additional jobs through USDA financing of businesses 73,944 88,611 Exceeded
2.1.2 Reduce the Business and Industry Portfolio delinquency rate, excluding bankruptcy 9.5% 8.5% Exceeded
cases (Percentage)
Analysis of Results. Exhibit 29: Estimated Jobs Created or Saved
The performance goal
was exceeded for the 120,000 - 105,222
i 4 88,611
number of jobs computed 100,000 79.839 73.502 76.301
to be created or saved. 80,000 - ’ ’
The figure was above 60,000 -
2002 achievements. The 40,000 -
number of jobs created 20,000 -
or saved is related to the 0 . . . . .
funding levels for busi- 1999 2000 2001 2002 2003
ness programs and (Baseline)
general conditions in

regional and national
economies. These factors are external to USDA’s control.

The number of jobs resulting from the Rural Business — Cooperative Service (RBS) in FY 2003 exceeded
the target level. This level is attributed to Rural Business Enterprise Grants receiving $5 million more in
funding from prior-year deobligations than was provided by the President’s budget. B&I also used carryover
funds from FY 2002. Additionally, in FY 2003, Rural Development State offices substantially improved
their ability to gather, record and report job information on all RBS programs consistently.

The delinquency-rate goal was exceeded. The improvement is the result of: 1) improved underwriting and
monitoring policies implemented by USDA, 2) some delinquent borrowers reorganizing under bankruptcy

1Up to $40 million may be guaranteed for certain value-added cooperative enterprises.
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law, 3) lower interest rates help- Exhibit 30: Trends in Expanding Economic Opportunities

ing borrowers maintain Fiscal Year Actual
: Trends
adequate cash flows even with 1999 2000 2001 2002 2003
depressed revenues, and 4) Reduce the Business and 48% | 42% | 4% 103% | 85%
USDA State staffs working Industry Portfolio delinquency Baseline
closely with borrowers and rate, excluding bankruptcy
cases (Percentage)

lenders, encouraging lenders to — — .

b tive i istine b Delinquency data for years 2002 forward reflect reconciliation of delinquency accounts
€ proac lYe 11 assisting Qr' at the time of conversion to a new Rural Business — Cooperative Service reporting sys-

rowers to improve marketing tem.

and operations. These actions
allow borrowers’ gross revenues to support debt service and maintain employment.

Current levels have not been utilized fully mainly because of economic weakness and the continuing down-
ward trend in commercial credit costs. Business credit costs rose slightly at the end of the year.

USDA’s challenges to overcoming general economic conditions include increased programs and report-
ing responsibilities, and the retirement of numerous seasoned loan and grant officers. These conditions
reverberate the hardest in rural areas. Intractable high-poverty areas also require a scope and depth of
technical support beyond USDA’s current financial and human resources.

Program Evaluation.

In a continuing effort to improve and track program results, USDA launched a mission-area-wide effort to
review current performance measures and tracking systems, and develop new ones as needed. The Budget
& Performance Integration team of USDA’s Rural Development staff meets regularly to develop and re-
fine measures and tools to plan and track progress.

It has been estimated that the economic benefit to the rural community, in addition to direct jobs created
or saved, is $2.50 for every dollar in guaranteed loans closed. These investments make a continuing dif-
ference in rural communities, though only measured by the jobs computed in the initial year of the loan.
The B&I delinquency rate represents myriad conditions. These conditions include national economic
trends, local business events and the quality of Agency loan underwriting. While the Agency has no con-
trol over the first two external factors, it has begun strengthening loan underwriting. Additionally, the
results have started to appear in the delinquency rates for the current year.

A Program Assessment Rating Tool (PART) assessment was initiated on B&I as part of the FY 2005
budget process. A full copy of the completed evaluation will be available February 2004 at
www.whitehouse.gov/omb/part.

Improve Telecommunication for Rural Residents

USDA finances the deployment of a nationwide, rural broadband network. Since private capital for the
deployment of broadband services in rural areas is insufficient, USDA incentives are that much more im-
portant. Providing rural residents and businesses with barrier-free access to today’s technological benefits
will bolster the economy and improve the quality of life for rural residents.

Building and delivering an advanced telecommunications network is affecting the Nation's economy,
strength and growth significantly. Broadband networks in small, rural towns facilitate economic growth
and provide the backbone for the delivery of increased educational opportunities over state-of-the-art
telecommunications networks. While rural America can be defined by various statistics, the most impor-
tant is that it is home to 65 million people. Just as the citizens in U.S. cities and suburbs benefit from
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access to broadband services, so should rural residents. In rural America, access to broadband plays a vi-

tal role in solving the problems created by time, distance, location and lack of resources. The promise of

broadband is not just "faster access." It means:

« New educational opportunities through distance learning, enabling rural students to take virtual field
trips around the world;

« Life-saving medical treatment via telemedicine networks, allowing specialists to guide surgeries hun-
dreds of miles away; and

o Economic growth and new markets, where businesses prosper and grow locally, while competing na-
tionally and globally via high-speed networks.

FSRIA established the new loan and loan-guarantee program "Access to Broadband Telecommunications
Services in Rural Areas." This program is designed to provide funding for the cost of constructing, im-
proving and acquiring facilities and equipment for broadband service in rural communities of 20,000
people or less. Direct loans are made from the Treasury for the life of the facilities financed. Loans may
be made at 4 percent to rural communities, where broadband service currently does not exist. Loan guar-
antees bear an interest rate set by the private lender consistent with the current applicable market rate for a
loan of comparable maturity. The guarantees are made for no more than 80 percent of the principal
amount. The number of counties receiving new service will measure the extent to which the deployment
of broadband service is achieved.

Exhibit 31: Improve Telecommunication Services in Rural America

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
2.1.3 Improve the ability of small, rural towns to enjoy economic growth through provision Unmet

of financing to support high-speed telecommunications services (broadband):

. Number of entities 23 2

. Number of counties 184 6
Analysis of Results. Exhibit 32: Improving Broadband Communications
The performance goal was not Counti
met. The indicators assume an — EOl_Jr_] 1es
average of 8 counties per loan, ntities 20
an average loan size of $15 mil- ® 150 m
lion per applicant and an annual s 15 o
lending level of approximately 3 =
$350 million. Since this target’s O 50 . 5 W
development, the available fund- 0 - ; ; ; 0
ing increased fourfold to o) o - T @

imately $1.5 billion. Ad & S8 8 «& 8

apprommate y $1.5 billion. Ad- o S S = S
ditionally, USDA has refined the Q2
factors used to determine the Q

number of entities to receive fi-

nancing and the number of
counties to be served. Using a larger base of historical data from its other programs, USDA now estimates

the average loan size to be approximately $10 million per applicant and the average number of counties
served to be 9 per loan. The program did not start accepting applications until January 30, 2003, since
regulations had not been published until that time. Due to the delay in publishing regulations and inviting
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applications, only 2 applications for $5.5 million were approved. This resulted in six counties being
served in FY 2003.

Description of Actions and Schedules.

The Broadband Program did not meet its goal because it did not start accepting applications until nearly
the middle of the fiscal year. The delay is attributed to a longer-than-expected regulatory review process.

The Rural Broadband Access Loans and Loan Guarantees Program was implemented January 30, 2003.
Because this is a new program with significantly different regulatory and statutory requirements from its
predecessor “pilot program,” eligible applicants need sufficient time to prepare and submit applications in
accordance with the new rules and regulations. Initially, many of the applications received were declared
incomplete because the applicants did not follow the new procedures. The application deadline for this
year’s funding was July 31, 2003. The majority of the applications were not received until late July, re-
sulting in processing delays. The review of these applications is ongoing and expected to result in
additional projects being funded.

Next year, the program will enter its first “full-year” of application processing. It will utilize the “State
reserve” of funding allocations. These allocations could not be used this year due to regulations’ publica-
tion date. Using the allocations will entail the quarterly prioritization and approval of applications until
April 1, 2004. On that date, the remaining State allocation funds will be combined in a national pool. This
plan creates a more uniform, year-long process.

Program Evaluation.

A PART assessment was initiated on the Telecommunications Program as part of the FY 2005 budget
process. A full copy of the completed evaluation will be available February 2004 at
www.whitehouse.gov/omb/part.

Selected Results in Research, Extension and Statistics for Objective 2.1

The economies of individual rural areas differ. So do their resources and the opportunities and challenges
they face. An interactive, Web-based, geographic-information system and an analytical study tool
launched by USDA’s Economic Research Service (ERS) help users assess the causes and effects of di-
versity in rural America. The Web site provides a visualization of indicators for rural areas available from
ERS and other Government agencies. These indicators include population change, the unemployment rate
and median household income.

USDA’s National Agricultural Statistics Service completed data collection for the 2002 Census of Agri-
culture with a response rate of 87.8 percent. This figure exceeds the previous census response of 86.2
percent. Data analysis and review are continuing. Publication is scheduled for FY 2004.

Missouri Cooperative Extension developed the Missouri Business Development Network to address small
business owners’ marketing and economic concerns. The network allowed small business owners to re-
ceive individual counseling in marketing. Thanks to the network, sales increased by $73.1 million and
369 jobs were created.
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Objective 2.2: Improve the Quality of Life through USDA Financing of Quality
Housing, Modern Utilities and Needed Community Facilities

Exhibit 33: Resources Dedicated to Improving the Quality of Life

FY 2003
USDA Resources
Dedicated to Objective 2.2 Percent of
Actual Goal 2
Program Obligations ($ Mil) $8,936 56%
Staff Years 5,565 62%

Overview

A major focus of USDA is improving the availability and affordability of good housing. The Department
is doing this through loan and grant programs to help families achieve homeownership. These programs
also are designed to develop multi-family housing and provide assistance to make homes affordable. Spe-
cial emphasis is placed on improving home affordability for minorities. USDA also makes grants and
loans to provide facilities that ensure safe drinking water and the proper treatment of wastewater and solid
wastes. Other grants and loans are used to develop a broad range of other facilities, such as schools, li-
braries, fire and rescue equipment, and public buildings that enable communities to improve the quality
and scope of community services. These services help rural residents achieve a quality of life more com-
parable with urbanites and suburbanites.

Serving the Public

USDA’s assistance reaches large numbers of rural Americans with services crucial to achieving a satis-
factory quality of life. The Department provides direct and guaranteed loans to help rural citizens achieve
homeownership. These loans served 44,130 households in 2003. USDA has made a special effort to in-
crease the number of minority homeowners, reaching 8,442 households. The percentage of all loans to
minority households rose from 14 percent in 2001 to 19 percent in 2003. USDA’s grants and loans to help
rural communities obtain essential community facilities reached 10.3 million residents in 2003, a 53-
percent increase over the 2001 level. Additionally, the rural water and waste programs provided access to
safe drinking water or sanitary wastewater disposal to 650,000 subscribers. Taken together, these invest-
ments bring important benefits to a large number of rural communities and citizens by increasing the
availability of essential services and raising the quality of life.

Challenges for the Future

Special challenges to this objective continue to be funding levels, the increased cost of housing and delays
in a budget enactment. As housing costs continue to rise, fewer homes ultimately can be financed with
available funding levels.

Improve the Standard of Living in Rural America

USDA implements a wide variety of housing programs. Through its single-family housing direct- and
guaranteed-loan programs, USDA helps families achieve homeownership. Other programs focus on as-
sisting dwellers in rental housing, farm-worker housing, home rehabilitation and self-help new home
construction. Supplementing these programs is a series of grants and loans to finance the development of
facilities that are essential to a modern standard of living in rural communities. A wide range of public
services can be assisted by these programs, including education, health, justice and public safety. USDA’s
programs leverage federal funds with private capital to invest in rural infrastructure, technology and hu-
man-resource development.
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Exhibit 34: Improving Rural Quality of Life

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
2.2.1 Improve the quality of life in rural America: Met

e Increase financial assistance to rural households to buy a home 45,700 44,130
e Increase the number of minority homeowners 8,400 8,442
e  Provide access for residents to new and/or improved essential community facili- 7.2 10.3

ties (Mil. residents)
e  Number of subscribers receiving new and/or improved water and/or waste dis- 0.65 0.65

posal service (Mil.)’

'Measure has been modified to reflect more accurately the program’s impact by capturing the benefits of drinking water and sani-
tary waste disposal improvements. The original measure (i.e., provide access for residents to clean drinking water; $2.06 million
target) was limited to drinking water and calculated using the average number of persons per subscriber. That number varies
widely and is not as accurate.

?Result based on projected estimate. See the Data Assessment of Performance Measures section for more information.

Analysis of Results. Exhibit 35: Trends in Homeownership and Community Facilities
The performance goal was met. Trond Fiscal Year Actual
renas
Overall, USDA demonstrated 1999 2000 2001 2002 2003
steady improvement in its per- " croace financial assis- | 55941 | 45420 | 44073 | 42,069 | 44,130
formance level for improving tance to rural households | Baseline
the quality of life for rural citi- | o buyahome
Zens. Provide access for resi- N/A N/A N/A 6.8 10.3
dents to new and/or Base-
. . improved essential com- line
USDA did not meet its home- munity facilities (Mil.)
ownership target due to the Number of subscribers N/A 0.67 1.01 0.79 0.65'
increased cost of purchasing a receiving new and/or Baseline
h With hi icallv 1 improved water and/or
. ome. With historica y OW waste-disposal service
interest rates, the housing in- (Mil.)
dustry represents the Nation’s N/A = Not Applicable
leading economic force during "Result based on projected estimate. See the Data Assessment of Performance Meas-

the past year. Unfortunately, ures section for more information.

the increased demand for housing, particularly for entry-level starter homes, increased costs substantially
above projections. Despite increased success in leveraging non-Federal funds to reduce loan costs, the
average loan still increased more than 8 percent in FY 2003 from FY 2002 levels. Because of this in-
crease, USDA only could achieve 95 percent of its target despite all funds being utilized. The future
challenge is promoting further leveraging to ensure that the maximum numbers of families are served
within available resources.

The Department aggressively responded to the President’s goal of increasing minority homeownership by
5.5 million families by the end of the decade. USDA’s “5-Star Commitment” to increase minority home-
ownership includes:

« Lowering fees to reduce barriers to minority homeownership;

« Doubling the number of self-help participants by 2010;

+ Increasing participation by minority lenders through outreach;

o Promoting credit counseling and homeownership education; and

« Monitoring lending activities to ensure a 10-percent increase in minority homeownership.
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USDA immediatel.y re- Exhibit 36: Homeownership Assistance
duced the fees on its

guaranteed single-family
housing program from 2
percent (of the loan

amount) to 1.5 percent 8.500 ﬁ
for new loans and .5 per- £ 55,000 8,000 8
cent for refinanced loans. 2 50,000 A 7’500 2
These fee.s now are con- § 45,000 A 7:000 E
sistent with such other 1

2 40,000 - 6,500 2
Federal lenders as the = 6.000 =
Department of Housing < 35,000 - 5:500 _g
and Urban Development 30,000 i i i } 5,000 =
and the Veteran’s Ad- o S ~ 0

. . . @
ministration. e (190 5 %Q
- F —#— All households

Additionally, each State Q\\ o
was provided bench- o ¢— Minority

marks and goals through
2010. The States also have developed their own plans to meet the Secretary’s 5-Star Commitment. While
13 percent of rural America is comprised of minorities, more than 19 percent of USDA loans reached mi-
norities. In FY 2003, USDA helped 8,442 minorities achieve their dreams of homeownership. One of the
major contributors to this success is USDA’s Mutual Self-Help Housing program, which serves more than
50 percent of minority families. Through this program, groups of 6 to 12 families mutually build each
other’s homes. This program has reduced the barriers experienced by many minorities in achieving
homeownership significantly. Additionally, the default rate on loans made through this program generally
is 400 basis points lower than other loans in the single-family housing portfolio. A basis point is an index
that measures differences in yields on various financial instruments, such as mortgage default rates or
rates of return on securities. A basis point equals one hundredth of a percentage point (0.01 percent).

USDA exceeded its target for increased access for residents to new or improved essential-community fa-
cilities. Many rural communities are facing increased financial stress due to agricultural conditions
(including drought, flooding and forest fires), the slowed economy and other factors. Additionally, many
sectors, such as health care, are experiencing increased financial pressures. Working with its partners,
USDA has been able to help meet many of these vital needs.

Water and Waste Disposal loans and grants are provided to rural communities for the development, re-
placement or upgrading of such facilities. This effort includes poverty-stricken rural communities and
those facing distress because of out-migration, natural disasters or economic distress due to Federal ac-
tions. Direct loans are repayable for a maximum term of 40 years. Since the program’s inception in 1937,
Water and Waste Disposal borrowers have received $28 billion in direct loans, loan guarantees and grants
as of September 30, 2002. FY 2003 saw $727 million in direct loans approved, $12 million in loans guar-
anteed and $650 million in grants awarded.

Failing infrastructure is a common problem both in large cities and small rural systems. Additionally, in-
vestments in repairs and replacements usually do not generate more revenue. Smaller systems with a
smaller user base cannot absorb these added expenses without significant rate increases.

Some of these issues can be mitigated through better asset management, full-cost pricing and technology
advances. Proper care of assets can extend their useful life and improve their productivity. Keeping the
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public aware of the benefits of safe drinking water can improve its willingness to pay the cost of unsubsi-
dized service. Additionally, technology advances can provide lower cost solutions.

A future challenge USDA faces is assisting rural communities most in need of the Department’s financial
and technical services. These communities usually have the least resources for such services. This condi-
tion is exacerbated by droughts, limited water resources and other environmental maladies. Since
solutions to difficult conditions often are expensive and with limited grant funds, it is unlikely that feasi-
ble projects can be developed.

Program Evaluation.

The results from OMB’s PART showed the Water and Waste Loan and Grant Program to be well-de-
signed and managed. It also found that USDA succeeded in targeting assistance for water and wastewater
infrastructure to poor rural areas. Additionally, the Department effectively collects and uses program data
to manage the program. Accordingly, over the life of the program, fewer people in rural areas are experi-
encing barriers to accessing safe, affordable drinking water and wastewater disposal. The PART results
produced an improved measure, which is included under performance goal 2.2.1. This PART may be
found at www.whitehouse.gov/omb/budget/fy2004/pma/ruralwater.pdf.

In another study, OMB’s Common Measures Assessment concluded that USDA’s Rural Development
Water and Environmental Programs compared favorably to similar programs in EPA, the Indian Health
Service and Bureau of Reclamation. For more information, visit
www.whitehouse.gov/omb/budintegration/common.html.

OMB’s PART showed the Electric Program to be well-designed and effectively managed with a clear
purpose. The PART awarded Rural Utilities Service (RUS) with a high management rating and found a
disconnect between USDA’s strategic goals and the RUS electric program’s goals and measures. RUS
targets its electric-hardship loans to high-poverty areas. To date, the RUS Electric Program has approved
21 hardship loans worth $230 million. These hardship loans were approved for applicants who met rate-
disparity thresholds, and consumers who fell below average per capita and household-income thresholds.
Additionally, RUS received an actual FY 2003 hardship loan budget of $120 million. These loans will be
targeted to high-poverty rates. A full copy of the PART may be found at
www.whitehouse.gov/omb/budget/fy2004/pma.html.

OMB’s PART showed the Multifamily Housing Program to be managed effectively. The program centers
on the Rural Housing Service’s (RHS) Housing Act of 1949 Section 515 Rural Rental Housing and Sec-
tion 521 Assistance. It makes loans to eligible entities to provide rental housing for low- or moderate-
income families and the elderly in rural areas. The PART also found that while, over the life of the pro-
gram, more decent and sanitary affordable rental housing has been provided in rural America, RHS
cannot demonstrate whether this is related to its program or the economy. Rural Development has devel-
oped as part of USDA’s FY 2004 Annual Performance Plan a new set of performance measures that
quantify success and identify solutions to better serve rural residents. Meantime, Section 521 makes as-
sistance payments available to section 515 housing occupants. A full copy of the PART may be found at
www.whitehouse.gov/omb/budget/fy2004/pma/rentassistance.xls.

A PART assessment was initiated on the Community Facilities Direct Loan Program as part of the FY
2005 budget process. A full copy of the completed evaluation will be will be available February 2004 at
www.whitehouse.gov/omb/part.
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Selected Results in Research, Extension and Statistics for Objective 2.2

Arizona’s Extension Connection program helps welfare recipients transition into the work force. More
than 300 high-risk adults graduated from the program. More than half of those same adults have been em-
ployed for more than a year. Nebraska Cooperative Extension’s Building Nebraska Families program
helped former welfare recipients raise their average income from $452 to $786 a month.

As the number of Spanish-speaking people increases nationwide, Land-Grant universities bridge the lan-
guage gap between farmers and employees with classes and publications. Ohio State Cooperative
Extension produces an English/Spanish newsletter for Latinos working in horticulture. It also publishes
Spanish for Greenhouse Supervisors, a collection of words used in floriculture. Idaho Extension arranged
for-credit Spanish classes for Government employees and others. After the classes, 75 percent of the par-
ticipants said that they were able to communicate better with Spanish-speaking clients. Purdue
Cooperative Extension offered Workplace Spanish, a two-day course in language skills and cultural
awareness. Attendees said that the course increased their understanding of Latino culture and their ability
to serve their clients.
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STRATEGIC GOAL 3: ENHANCE PROTECTION AND SAFETY
OF THE NATION’S AGRICULTURE AND FOOD SUPPLY

Exhibit 37: Resources Dedicated to Protect and Secure the Nation’s Food Supply

FY 2003
USDA Resources
Dedicated to Strategic Goal 3 Percent of
Actual Total USDA
Program Obligations ($ Mil) $3,350 3%
Staff Years 23,056 20%

USDA remains committed to ensuring that consumers in America have the safest possible food supply.
The Department is using science-based practices to diminish the incidence of foodborne illness associated
with meat, poultry and egg products. These practices include recruiting scientifically trained employees
and educating its current employees on scientific and technical principles.

USDA continued to see results in its fight against Exotic Newcastle Disease, one of the world’s most in-
fectious poultry diseases. In September, the Department eliminated the last remaining areas quarantined
for the disease in Arizona, California, Nevada and Texas. The actions removed restrictions on the move-
ment of birds, poultry and certain other articles from those areas.

USDA also visited communities to deliver the message of safe food handling. The Department conducted
a nationwide tour to educate and reinforce to consumers the importance of handling food safely. The
USDA Food Safety Mobile traveled across the country. Mobile officials hosted almost 60 events in 40
cities. They also worked with the media to stage more than 60 million viewings of food-safety messages.
The Mobile depicted BAC!® — the notorious foodborne bacterium character that provides consumers with
a memorable message about the four critical steps they must take to keep their food safe: Clean, Separate,
Cook and Chill.

Objective 3.1: Enhance the Protection of Meat, Poultry and Egg Products from
Foodborne Hazards in the United States

Exhibit 38: Resources Dedicated to Reduce Pest and Disease Outbreaks

FY 2003
USDA Resources
Dedicated to Objective 3.1 Percent of
Actual Goal 3
Program Obligations ($ Mil) $1,142 34%
Staff Years 10,674 46%

Overview

Since 1998, USDA has used a science-based framework—the Pathogen Reduction/Hazard Analysis and
Critical Control Points (PR/HACCP) system—to verify that plants identify and prevent food-safety prob-
lems. Under HACCP, meat and poultry plants must prove through operating under HACCP plans that
they are addressing all biological, chemical and physical hazards most likely to occur. USDA verifies that
plant practices are effective and result in the production of safe, unadulterated products.
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Risk assessment provides the framework for developing the scientific basis for USDA’s food-safety poli-
cies and programs. Through risk assessment, USDA identifies methods by which pathogens can be
controlled by slaughter and/or processing plants. This information is used to enhance public health. For
example, using information developed through risk assessment, the Department has identified methods to
control such pathogens as Listeria monocytogenes. Listeria can cause severe illness and even death, par-
ticularly in at-risk populations.

Another key to enhancing public health is ensuring that employees executing USDA’s food safety respon-
sibilities are scientifically and technically skilled. USDA is addressing the training and education of its
workforce aggressively. In order to ensure consistent and accurate inspection, the Department has made a
strong commitment to recruiting scientifically-educated employees and retooling its entire training and
education program for all employees. These employees will be better able to identify and focus on activi-
ties that enhance public health.

USDA also implemented policies and verified plants’ compliance to control E. coli O157:H7 and effectu-
ate more rapid recall procedures. USDA is strengthening its outreach programs and partnerships to
educate food handlers and others about food safety and help enhance public health.

Additionally, USDA is identifying the Enterococci bacteria and testing its presence in retail food items.
The Department’s work allowed it to obtain EPA approval for a product to prevent aflatoxin, which oc-
curs in cottonseed. Cottonseed is an important feed for dairy cattle. USDA also has developed a method
for classifying Listeria and detecting pathogens in sprouted food products from contaminated water.

Serving the Public

Science-based risk assessments drive USDA food-safety policies and programs to enhance public health.
Risk assessment provides the framework for developing the scientific basis for USDA meat, poultry and
egg product policies and programs. HACCP is the system that plants use to address the hazards identified
in risk assessments. Through risk assessment, USDA has been able to identify methods by which plants
can control pathogens. USDA recognizes that enhancing the public’s health in terms of safe meat, poultry
and egg products is not a lone venture. It has formed many partnerships to provide food-safety informa-
tion to the industry, the public and Federal, State and local agencies. The Department also works closely
with academia to help provide guidance and assistance.

Another important part of USDA’s responsibility is protecting meat, poultry and egg products from in-
tentional contamination and bioterrorism. Information gained from risk assessments will help USDA
continue its efforts to protect these products.

While the results of risk assessments shape inspection policy, they also help USDA design food-safety
education programs to increase consumer knowledge, and change behaviors to prevent foodborne illness.
The program targets the general public and at-risk groups for foodborne illness — the very young, the eld-
erly, pregnant women and people with chronic diseases or compromised immune systems.

The Department also conducted 12 public meetings and scientific symposia to share information with and
gather input from the public on food-safety topics that affect public health in FY 2003. Part of this initia-
tive included the launch of a nationwide tour of the Food Safety Mobile. The Mobile offered food-safety
demonstrations and discussions with consumers about the importance of safe food handling and steps
they can take to reduce the risk of foodborne illness.

USDA scientists developed a cost-effective, rapid and accurate procedure to identify genus and species of
Enterococci in food products. Enterococci can harbor antibiotic resistance genes and transfer them to
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harmful foodborne pathogens. The multiplex Polymerase Chain Reaction procedure detects the presence
of the genes responsible for encoding antibiotic resistance. Results indicated that, although Enterococci
are prevalent among food items, the chances of transmitting antibiotic resistance from animal food prod-
ucts to humans are very low. This procedure is useful to producers, regulatory agencies and researchers in
tracing and preventing both pathogens and antimicrobial resistance in food products.

These accomplishments help ensure the continued safety of the U.S. food supply for both domestic and
international consumers.

Challenges for the Future

USDA’s greatest challenge in food safety is emerging and existing pathogens. The Department will con-
tinue to develop new science- and risk-based strategies to enhance the public health status as new
pathogens are identified. Each year, USDA will examine organisms of concern and address these patho-
gens to raise industry awareness and the Department’s preparedness to develop new programs and
policies to address these challenges.

Reducing, controlling or eliminating pathogen and chemical contamination from food products requires a
steady stream of new technologies and processes. The multifaceted food-safety research program pro-
duces the solutions to address specific problems confronting the U.S. agricultural/food industries.

Strengthen Food Safety

Over the past two years, USDA has been implementing a five-point strategy to reduce the incidences of
foodborne illness further. The Department used HACCP as the foundation. This strategy includes im-
proved management of inspectors, application of science in crafting regulations, better coordination with
other agencies, an aggressive education campaign for food handlers and protection of the food supply
against terrorist attack. USDA seeks to ensure that its food-safety policies and decisions are based on sci-
ence. Scientific studies provide critical information to make the best decisions.

Risk assessments help provide a better picture of the nature and reason microorganisms occur in the Na-
tion’s supply of meat, poultry and egg products. Risk assessments are scientifically-based processes
estimating the likelihood of exposure to a hazard and the resulting public health impact. Risk assessments
provide a scientific framework for understanding the impact of a wide variety of variables by considering
such key questions as:

o What processes contribute to risk?
« How much harm could occur?
» How much can that potential harm be reduced by various intervention strategies?

This ongoing scientific process has provided a growing body of knowledge that allows USDA to execute
better methods for inspection and policy development based on food safety hazards.

USDA uses risk communication to inform the public of foodborne hazards and what can be done to pre-
vent or control them.

During the last several years USDA has made significant improvements in its food-safety program. In
May 2002, the Centers for Disease Control and Prevention reported a 21-percent decrease in all food-
borne illnesses.
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Exhibit 39: Conduct Risk Assessments

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
3.1.1 Conduct risk assessments of microbial, chemical and physical hazards to meat, poul- Met
try and egg products:
e Number of risk assessments initiated 4 4
e Number of risk assessments completed N/A

N/A = Not Applicable

Analysis of Results. o . "
Exhibit 40: Number of Risk Assessments Initiated and Completed

The performance goal was met. .
. AR Fiscal Year Actual
The time between initiation Trends
. . 1999 2000 2001 2002 2003
and completion of a risk as- _ - - -
sessment can range from a few | Number of risk assessments 0 ! 3 3 4
. initiated Baseline
months to several years. Risk g
. Number of risk assessments 2 0 2 7 5
assessments va reatly in
Ty greatly completed Baseline

complexity. The findings from
one risk assessment may gen-
erate topics for additional ones. Such an occurrence could make it difficult to project targets for new stud-
ies in a given year. Or, as new pathogens emerge to pose a risk to public health, risk-assessment priorities
may change.

"Initiated assessments adjusted to match completed assessments.

In FY 2003, USDA initiated four risk assessments. The risk assessment for Clostridium perfringens in
Ready-to-Eat (RTE) foods provided USDA with information to set a risk-based performance standard for
cooling RTE foods by assessing the risk of human illness associated with different cooking-performance
standards. Clostridium perfringens is a bacterium that can cause foodborne illness. The vulnerability as-
sessment of bioterrorism on imports looked at deliberate contamination. The risk assessment for Bovine
spongiform encephalopathy (BSE) — Mitigation Scenarios considers various steps to limit human expo-
sure to this disease. BSE, or mad cow disease, is a degenerative disorder affecting the nervous system of
cattle.

The baseline for risk assessments initiated was three. The baseline year of FY 2001 was chosen because it
was the first year of full HACCP implementation. The number of risk assessments initiated may not in-
crease each year. USDA determines when to initiate a new risk assessment. This decision normally is
based on the emergence of a new pathogen or risk, outbreaks of foodborne illness or the development of
new information or technologies. The results of a risk assessment can form the basis for policy, regulation
and program development for a number of years.

In FY 2003, USDA completed five risk assessments. The baseline was two. Four of the five are vulner-
ability assessments of bioterrorism relating to the production, processing and distribution of various Food
Safety and Inspection Service-regulated products. Also completed was the risk assessment for Listeria
monocytogenes in RTE deli meats, which began in 2002. The results of this risk assessment are being
used so that food-safety policies and programs are based on risk and science.

Future challenges include strengthening the application of risk assessment to regulatory and enforcement
activities. Microbial risk assessment is a fairly new discipline that came into existence in the late 1980s.
USDA is committed to improving the science of microbial risk assessments continuously. The Depart-
ment also looks to enhance and expand the application of completed risk assessments to food-safety
policy development.
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Program Evaluation.

The results from the Office of Management and Budget’s Program Assessment and Rating Tool (PART) on
food safety showed the Food Safety and Inspection Service (FSIS) has a clear and significant role in protect-
ing the Nation’s food supply. However, FSIS received lower scores in management and accountability.
FSIS does not have procedures in place to measure cost effectiveness. While FSIS has been reducing inci-
dences of foodborne illness, the program is not optimally designed to address food safety. Implementation
of a new risk-based inspection system should be evaluated further to determine whether it would help FSIS
meet its strategic and performance goals, and improve efficiencies and cost effectiveness.

To address these findings, FSIS is evaluating the impact of implementing a risk-based inspection system. A
full copy of the PART may be found at www.whitehouse.gov/omb/budget/fy2004/pma/foodsafety.xls.

Risk assessments that will form the basis for regulations are peer-reviewed. Additionally, USDA held
public meetings and other open forums on public health issues. Public comments are significant inputs
into decision making.

Interested parties may view pertinent documents or find a list of upcoming public meetings at
www.fsis.usda.gov.

Enhance Protection from Salmonella

Recent initiatives to enhance protection from Sal/monella include the adoption of a new system to screen
for the bacterium in RTE meat, poultry and pasteurized egg products. While it is as sensitive as the previ-
ously used system in detecting Salmonella, the new system reduces reporting time for negative samples
by one to two days. Sa/monella can cause salmonellosis, one of the most-common bacterial foodborne
illnesses. Salmonellosis can be life-threatening, especially for at-risk populations.

USDA inspectors continue to sample Sa/monella in processing plants. These tests are used to trigger more
intensive in-plant scrutiny and food-safety assessments.

The Department has reduced the incidence of Salmonella on products prior to release into commerce by
using its existing regulatory authorities for regulating meat, poultry and egg products.

Exhibit 41: Enhance Industry Compliance for Salmonella

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
3.1.2 Enhance industry compliance with regulatory requirements: Met
e Incidence of Salmonella on broiler chickens (Percentage) 11.6% 11.7%
e Incidence of Salmonella on market hogs (Percentage) 4.3% 2.7%
e Incidence of Salmonella on ground beef (Percentage) 2.8% 1.7%

Analysis of Results.

The performance goal was met. USDA made substantial progress in enhancing Salmonella protection.
Overall, the incidence of Salmonella on raw products fell dramatically since full implementation of the
PR/HACCEP rule in FY 2000. It also exceeded the performance standards set by USDA for plants.
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While the incidence of Salmo-  Exhibit 42: Trends in Industry Compliance for Salmonella

nella on broiler chickens was Fiscal Year Actual
: Trends

111_ -Llief}cl?nltl fOThFY %10013 %(JUSt 1999 2000 2001 2002 2003
shightly higher than the Incidence of Salmonella on 113% | 87% | 11.9% | 11.6% | 11.7%
2002 baseline of 11.6 percent, broiler chickens (Percentage) Baseline
this figure still is well below Incidence of Salmonella on 66% | 76% | 45% | 43% | 27%
the upper limit set by USDA market hogs (Percentage) Baseline
performance standards. Incidence of Salmonella on 4.4% 3.6% 2.6% 2.8% 1.7%

ground beef (Percentage) Baseline

The incidence of Salmonella
on market hogs was 2.7 percent for FY 2003. This figure is lower than the FY 2002 baseline of 4.3 per-
cent and well below the upper limit set by USDA performance standards.

The incidence of Salmonella on ground beef was 1.7 percent for FY 2003. This figure is lower than the
FY 2002 baseline of 2.8 percent and well below the upper limit set by USDA performance standards.

The benefits to the American public are raw meat and poultry products with lower incidences of microbi-
ological hazards. This hazard reduction should lower the risk of foodborne illness.

USDA issued new procedures emphasizing the use of Salmonella testing results to trigger more intensive
scrutiny and in-depth reviews of processing plants. The procedures focus on the need for a more scientific
and systematic approach to food safety and enforcement of current regulations.

Future challenges will be to conduct risk assessments and scientific-baseline studies for other pathogens of
interest and emerging pathogens. The Department also will have to develop regulatory-performance stan-
dards to gain industry compliance.

Program Evaluation.

USDA reviewed the Salmonella testing program policies and practices. The Department conducted an
internal evaluation of the Salmonella testing program with recommendations for improving it. The
evaluation was designed to synthesize disparate aspects of policy and practice to provide a systems view
of program components and their relation to one another. Most of the recommendations either have been
incorporated into Agency programs or are in the process of being incorporated into new procedures.

The Department is keeping the public and industry informed of these improvements at www.fsis.usda.gov
and through other communications opportunities.

Enhance Protection from Listeria monocytogenes

When Listeria monocytogenes is found in RTE products, USDA takes action to prevent it from entering
commerce. The Department also verifies the effectiveness of its recall procedures.

USDA made significant progress developing science-based policies to enhance public health through
more-effective control of Listeria monocytogenes. USDA released a directive to inspection program per-
sonnel on methods to verify that processing plants producing RTE products are preventing Listeria
monocytogenes contamination. USDA published an interim final rule requiring establishments producing
certain RTE meat and poultry products to take steps to reduce further Listeria monocytogenes incidence.
The rule is based on information gathered while developing the risk assessment. The interim final rule
took effect October 2003. USDA is seeking comments through December 8, 2003. The Agency is ac-
quainting industry with rule requirements by, among other ways, holding a series of workshops for
smaller plants.
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Exhibit 43: Enhance Industry Compliance for Listeria Monocytogenes

Fiscal Year 2003

Annual Performance Goals and Indicators
Target Actual Result

3.1.3 Enhance industry compliance with regulatory requirements on the incidence of Lis- 1.03%" .9% Met
teria monocytogenes on Ready-to-Eat meat and poultry products (Percentage)

In conducting an audit of Listeria monocytogenes data for the past three years, FSIS found a data-entry error for one sample.

Analysis of Results. Exhibit 44: Trends in Industry Compliance for Listeria Monocyto-
The performance goal was met.  genes

The incidence of Listeria Fiscal Year Actual
monocytogenes was below the Trends 1999 2000 2001 2002 2003
maximum target for FY 2003 P poccindusy compliance | 1.91% | 145% | 126% | 1.03%' | 9%
There has been a consistent with regulatory requirements Baseline
decline in Listeria incidence on the incidence of Listeria

monocytogenes on Ready-to-

over the.years. Although 1.03 Eat meat and poultry products

percent in FY 2002 was the (Percentage)

baseline, USDA’s goal is to "In conducting an audit of Listeria monocytogenes data for the past three years, FSIS
continue to reduce the inci- found a data-entry error for one sample.

dence of Listeria monocytogenes. Listeria can cause severe illness and even death, particularly for at-risk
populations. Any incidence of Listeria monocytogenes on RTE products constitutes adulteration under
meat and poultry laws. Thus, USDA will stress the need to find new ways to improve the program and the
oversight of meat and poultry plants” HACCP operations.

Program Evaluation.

Following outbreaks of listeriosis, USDA reevaluated its policies and requirements for controlling Lis-
teria monocytogenes on RTE meat and poultry products. This included hosting public meetings at which
academia, industry, consumer and other constituencies provided scientific and anecdotal information
about the pathogen. Based on this information and the risk assessment, USDA developed a directive and
an interim final rule for Listeria monocytogenes. That information is available at www.fsis.usda.gov.

Improve Detection of Foodborne Hazards

With European Union financial support, USDA is partnering with the United Kingdom, Ireland, Den-
mark, Italy and South Africa to evaluate and develop “gold-standard” methods for the detection and
enumeration of Campylobacter -- the world’s leading cause of bacterial-associated foodborne illness.
Having these internationally defined methods increases the acceptability of products, particularly poultry,
between trading partners. This study on Campylobacter is the first in a number of projects to develop uni-
fied methods for the detection of foodborne pathogens. Other pathogens under consideration include
Listeria, Salmonella and E. coli 0157:H7.

Exhibit 45: Develop Systems for Detecting Foodborne Pathogens and Chemical Contaminants

Fiscal Year 2003

Annual Performance Goals and Indicators
Target Actual Result

3.1.4 Develop new systems for detecting foodborne hazards 3 4 Exceeded
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Analysis of Results. o .
Exhibit 46: Expand Approaches for Detecting Foodborne Pathogens

Th f 1 - . X
¢ periormance goal was ex and Chemical Contaminants

ceeded. Food-safety research is

an ongoing process that investi- Trends Fiscal Year Actual

gates many dangerous 1999 2000 | 2001 | 2002 | 2003
pathogens and contaminants Develop new systems for detecting 1 2 3 2 4
simultaneously. This creates foodborne hazards Baseline

numerous approaches to detecting, controlling, reducing or eliminating each threat. USDA transferred these
four significant new technologies to regulatory agencies and the private sector for use in ensuring the safety
of the U.S. food supply. These new processes will identify the Enferococci bacteria in retail food items,
prevent aflatoxin in cottonseed used to feed dairy cattle, classify Listeria and detect pathogens in sprouted
food products. In FY 1999, the base year for this report, USDA identified one accomplishment. This
year’s report identifies four aforementioned new technologies, thereby exceeding the target.

The future challenge for food-safety research is to expand the core capacity (basic, applied and develop-
mental) needed to address current threats to the food supply. Another challenge is ensuring USDA
promptly and effectively responds to meet all future needs.

Program Evaluation.

The Office of Scientific Quality Review peer reviewed relevant projects in the Food Safety National Pro-
gram. Summary information on these reviews may be obtained from USDA/ARS National Program Staff at
(301) 504-4674.

A Program Assessment and Rating Tool assessment was initiated on the Food Safety Research Program as
part of the FY 2005 budget process. A full copy of the completed evaluation will be available February 2004
at www.whitehouse.gov/omb/part.

Selected Results in Research, Extension and Statistics for Objective 3.1

Rapid, easy, cost-effective and correct classification of bacterial pathogens is critical for regulatory-action
agencies and industry. USDA scientists at the Animal Disease Research Unit, in collaboration with scien-
tists at Washington State University, developed a new tool for “subtyping" strains of Listeria
monocytogenes. Subtyping determines the strain affiliation of Listeria specimens isolated in the lab. This
new tool will help epidemiologists trace outbreaks back to their source. It also will enhance Government
and industry efforts to safeguard food supplies through environmental monitoring, disinfection, sanitation
and other measures.

Contaminated sprouts for human consumption are a critical concern for The Food and Drug Administra-
tion (FDA) and the sprout-growing industry. Irrigation water is the most critical control point in sprout
growing since contaminated water may transfer pathogens to uncontaminated lots. USDA scientists have
developed a method using immunomagnetic capture combined with time-resolved fluorescence. This
method enables scientists to detect very low levels of pathogens within 6 to 8 hours. Although the tech-
nology was developed for spent irrigation water, it also can be used for whole growing sprouts. This new
method will have a significant impact on industry and the FDA in allowing the high throughput, cost-ef-
fective screening of sprouted food products.

In 2003, USDA and collaborators from Washington State University completed the collection of nation-
ally representative plant-level data. The data described the costs of implementing HACCP requirements
and making investments in food-safety technologies for meat- and poultry-slaughter and processing
plants. USDA research showed that sanitation and process controls raised the costs of producing meat and
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poultry by about 0.5 percent under food-safety standards prior to PR/HACCP. Estimates also suggest that,
while PR/HACCP raised production costs by about 1 percent, its benefits still outweigh costs.

USDA also developed an interactive, Web-based data product called the foodborne illness calculator. The
calculator is an interactive, Web-based data product released on USDA’s Economic Research Service
Web site in FY 2003. It is designed to assist public and private policymakers estimate the health-protec-
tion benefits of their control efforts. Policymakers can use the calculator to estimate the change in societal
costs of foodborne illness under different public and private control options for pathogens. The calculator
allows users to choose a pathogen of interest, the number and severity of illnesses, and from several alter-
native methodologies employed by economists for calculating societal costs.

Many universities, supported in part by USDA funds, are developing new knowledge technologies to en-
hance the Nation’s food-safety system. Dangerous strains of Campylobacter, Salmonella, E. coli and
Listeria monocytogenes are among the leading pathogens plaguing the food industry. Arkansas scientists
developed a single test that can detect all four, eliminating the need for time-consuming, individual tests.
Using the same four bacteria, Tennessee scientists developed a geographic-information system to analyze
where these illness-causing organisms appear in animal and human populations at 16 locations nation-
wide. After a listeriosis outbreak in 2002 killed 50 goats, Cornell University researchers used genetic
fingerprinting techniques to help eliminate the outbreak’s source and control the disease. No deaths were
reported during subsequent breeding cycles. A Georgia poultry scientist found the causes of fecal con-
tamination in seven poultry plants. This discovery helped produce a safer product for consumers. It also
saved the companies about $500,000 per day, the cost of shutting down each plant.

Georgia scientists, supported with USDA funds, discovered that electrolyzed water eliminates foodborne
pathogens on lettuce, apples, eggs and poultry in less than 30 seconds. This element, which is produced
by passing electricity through a diluted salt-water solution, replaces the use of harsh chemicals. Another
Georgia innovation accurately detects aflatoxin in peanuts. This discovery reduced sampling costs from
$5 to 50 cents. Towa State University scientists developed a hand-held detection system that reveals in-
visible fecal contamination. It can be used before and after meat is trimmed. California researchers
developed a test to confirm and quantify seven common antibiotics in milk samples. The test was de-
signed to protect the quality of the milk supply and the health of people allergic to certain antibiotics.
Nebraska food scientists devised a simple, fast and accurate test that uses light instead of chloroform to
detect cooking-oil freshness.

As part of the Northern New England Seafood Alliance, the Maine Cooperative Extension Service offered
courses certifying 600 seafood processors in Hazard Analysis of Critical Control Points (HACCP) princi-
ples. Post-training samples showed that implementing HACCP reduced Listeria monocytogenes
contamination in Ready-to-Eat crabmeat from 18 percent to zero.

Objective 3.2: Reduce the Number and Severity of Agricultural Pest and Dis-
ease Outbreaks

Exhibit 47: Resources Dedicated to Reduce Pest and Disease Outbreaks

FY 2003
USDA Resources
Dedicated to Objective 3.2 Percent of
Actual Goal 3
Program Obligations ($ Mil) $2,208 66%
Staff Years 12,382 54%
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Overview

USDA protects the Nation’s animal and plant natural resources through such activities as:
« Conducting offshore threat assessment and risk-reduction activities;
» Regulating and monitoring conditions to reduce the risk of introduction of invasive species;

« Ensuring the safe research, release and movement of agricultural biotechnology events, veterinary bio-
logics and other organisms;

» Managing issues related to the health of U.S. animal and plant resources and conflicts with wildlife;
« Surveying for and detecting exotic pests and diseases in the U.S.; and
« Preparing for emergencies with containment, management and eradication.

The Department’s protection strategy has changed because of the transfer of 2,655 agricultural positions,
made up of USDA inspectors and support personnel, to the Department of Homeland Security’s (DHS)
Bureau of Customs and Border Protection. The Homeland Security Act of 2002 authorized this move.
Thus, the strategic emphasis has shifted away from safeguarding agriculture by excluding pests and dis-
eases at ports of entry to safeguarding through surveillance activities both abroad and domestically. The
measure of passenger compliance with agricultural quarantine inspection regulations, which appeared in
this section formerly, was transferred to DHS. The strategy also has changed because of the increased risk
associated with accelerating travel and trade. In the past, USDA regulated incoming passengers, vehicles
and cargo to keep pest and disease carriers out of the U.S. by intercepting them at entry ports. Now, the
Department is focusing more on intensive surveillance, early detection and containing and eradicating
invasive organisms before they spread.

The Department also released five new germplasm lines or varieties with resistance to major fungal or
viral diseases. Examples of these accomplishments include cowpea varieties with resistance to cucumber
mosaic virus and Blackeye Cowpea Mosaic Virus, alfalfa germplasm with resistance to Summer Black
Stem, a new fungal resistant rice cultivar and a strawberry variety with resistance to Angular Leaf Spot
disease.

Additionally, USDA developed several other new crop varieties with resistance to parasites and pests. An
example of these accomplishments includes sunflower germ plasm with resistance to Race-F of the para-
sitic organism Orobanche. This organism is devastating sunflower production in Eastern Europe and the
Middle East.

Serving the Public

The public benefits from these activities through cost reductions in pest and disease control and eradica-
tion measures. Other benefits include:

« Facilitating the sale of U.S. agricultural products in other countries;

« Allowing farmers to make adequate incomes;

« Reducing Federal financial assistance;

« Providing U.S. consumers with a wide variety of low-priced food and fiber;

« Protecting public and private lands and property from environmental damage and loss of species; and
 Preventing the suffering of animals and, in some cases, humans from disease.

Enhancing the Nation’s capacity to protect its agricultural, food and natural resource systems from threats
arising from endemic conditions, natural disasters, accidents and intentional acts is important to food and
fiber producers, consumers of these products and the Nation’s public health.
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The primary goal of any successful agricultural biosecurity program is to prevent entry of a pathogen or
pest into a susceptible population of plants or animals. When preventive measures fail, it is imperative to
have early detection, rapid and accurate assessment and immediate implementation of various interven-
tions that prevent spread, control the infection and then begin the recovery phase. The early detection of
pathogens, pests and other threats, rapid and accurate assessment, and immediate responses that reduce or
prevent the damage and control the infection are an essential part of USDA partnerships with State agen-
cies and universities.

USDA is expanding its capacity to use scientific knowledge and expertise to ensure biosecurity of U.S.
agricultural and rural communities, and secure and safe food production. Since many pests or pathogens
are potential weapons for use by terrorist groups, the Department needs to be prepared for emerging
threats — either accidental or deliberate. The effort focuses on pests and diseases that are economically
significant, easily spread or have high infectivity at low-infective dose levels.

Rapid, easy, cost-effective and correct detection operates on multiple levels. Intensive production sys-
tems, where the farmer or rancher has more direct contact with production units, require different
detection systems than are needed in extensive production systems. There are different detection needs for
small land area operations versus large land area operations. USDA, State and university diagnostic labo-
ratory linkage helps trace outbreaks to their source. The linkage also allows the Department to safeguard
food production and supplies through appropriate containment measures.

These accomplishments help ensure the continued safety of U.S. food production for both domestic and
international consumers. They also advance and expand the capacity of U.S. agriculture to provide a
front-line defense for plant pathogens that attack several agronomic species. These species constitute the
foundation of U.S. agricultural crop production.

Challenges for the Future

Globalization, Free Trade Agreements (FTAs) and transportation technologies have increased the risk of
exotic invasive species. A key protection strategy has been to regulate and inspect imports of agricultural
products most likely to be carrying such species. Recent FTAs have increased the number of requests for
imports into this country significantly. This increase has placed an added burden on USDA to scientifi-
cally assess a growing list of potential animal and plant health threats while, at the same time, not
impeding trade.

The recent creation of the Department of Homeland Security included USDA’s port-of-entry inspectors.
While this reorganization will allow USDA to focus on strengthening other activities in the protection
system, it also poses challenges in coordinating and communicating plans and policies between the two
organizations.

To accomplish its mission, USDA coordinates with States, academic institutions and private industry in
surveillance, detection and response to outbreaks. Organizations that have enjoyed autonomy and inde-
pendence now must come together, communicate fully and work rapidly to contain outbreaks. With the
heightened concerns about potential bioterrorism, the surveillance system needs to be expanded to include
a range of other potential threats.

The protection and safety of the Nation’s food production is a constant concern for producers and the in-
dustries that transport, store, process and deliver food products to the public. Reducing, controlling or
eliminating agricultural pest and disease outbreaks requires a steady stream of new technologies and
processes to detect, analyze and verify the emergence of pests and diseases before they become economic
or health threats. The multiple-partner, diagnostic-laboratory partnership reduces the risks facing U.S.
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agricultural producers by strengthening and increasing state linkages to the five National Plant Pest and
Disease Diagnostic Centers.

Sclerotinia is a serious crop disease. USDA implemented the Sclerotinia Initiative in cooperation with
stakeholders from seven participating commodity groups to reduce the disease’s impact. Soybean rust, a
devastating disease that is widespread in South America, may spread to the U.S. USDA plays an active
role in collaborative efforts with stakeholders and non-Government organizations to develop a defensive
strategy for the potential invasion of soybean rust. While USDA is developing molecular genetic tools
and new sources of resistance to this serious pathogenic threat, research progress is impeded by a lack of
adequate space in the Department’s Biological Safety Level-3 (BSLC-3, the highest security level for re-
search on plants to prevent the escape of disease into the environment)-containment facilities. Sclerotinia
and soybean rust are only two of the hundreds of serious plant diseases that could pose a threat to the se-
curity of American agriculture in the future.

Reduce the Risk of Entry and Establishment of Pests and Diseases

In order to reduce the risk of entry and establishment of pests and diseases, USDA does a range of inter-
connected activities collectively known as the “safeguarding system.” These activities include:

« Collecting information on pests and diseases in other countries and assisting the respective countries’
governments with them;

« Based on scientific risk assessments, deciding which imports may enter the U.S.;

» Devising policies related to inspection for and treatment of prohibited or contaminated commodities at
ports of entry;

» Trapping and surveying to detect the presence of harmful, economically significant pests and diseases
inside the country, or to delimit the boundaries of infestations;

« Identifying pests and diseases intercepted at ports or discovered inside the country;

« Releasing sterile insects or natural predators to prevent or manage the spread of pests;
« Regulating transport of commodities into and out of quarantine zones;

« Coordinating with states and academic institutions on emergency eradication efforts;
« Conducting research related to these activities; and

« Providing national leadership and expertise related to animal and plant health.

The outcome of these efforts is a safer U.S. agriculture and environment. Harmful, economically signifi-
cant pests and diseases are kept out of the country effectively. If they do enter, they are detected and
eradicated before becoming established.

The following discussion separates programs related to plant pests and diseases from those related to
animal pests and diseases. Based on a broad review conducted in 1999, the National Plant Board re-
quested that USDA coordinate a comprehensive invasive plant-pest detection system. Early detection
greatly reduces potential economic and environmental losses and eradication costs. In response, the De-
partment recently added 26 pest-survey specialists to its Plant Protection and Quarantine staff to help
ensure that exotic plant pests and diseases are detected before they can spread. Until recently, many States
and cooperators did not have the resources to conduct surveys according to USDA guidelines or at a level
adequate to provide early detection of plant pests or diseases. Thus, increased funding has been allotted
for State cooperators to increase their pest detection and survey infrastructure and activities.

The Animal Health Monitoring System is a proactive animal health monitoring and surveillance system.
The National Animal Health Monitoring System (NAHMS) delivers objective information regarding
animal health as it pertains to U.S. trade, agricultural productivity, public health and on-farm quality as-
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surance. Information is developed and entered into NAHMS through data sharing and effective partner-
ships with animal commaodity producer groups, State governments, university researchers and other
Federal agencies.

Exhibit 48: Strengthen the Effectiveness of Pest and Disease Surveillance and Detection Systems

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
3.2.1 Increase the percent of known, significant introductions of plant pests or diseases that 95% Available | Deferred
are detected before they spread from the original area of colonization and cause se- 12/31/03
vere economic or environmental damage (Percentage)
3.2.2 Number of significant introductions of foreign animal pests or diseases that spread 1 1 Met
beyond the original area of introduction and cause severe economic or environmental
damage, or damage to the health of animals or humans
Analysis of Results. Exhibit 49: Strengthen the Effectiveness of Pest and Disease Detection
The performance goal for Plant _and Management Systems
Pest Detection was deferred. Trend Fiscal Year Actual
While the surveillance and de- rends 1999 2000 2001 2002 2003
tection goals long haYe beel_l Increase the percent of N/A N/A N/A 85% Available
part of USDA’s mission, this known, significant introduc- Baseline | 12/31/03
measure remains under devel- tions of plant pests or
diseases that are detected
opment as a formal before they spread from the
management tool. Actual re- original area of colonization
: : and cause severe economic
sults will be available at the or environmental damage
end of the calendar year. At (Percentage)
that time, States participating Number of significant intro- N/A N/A N/A 0 1
in the Cooperative Agricultural ductions é{f foreigntﬁntimal § Baseline
. pests or diseases that sprea
Pes.t Survey prqgram will have beyond the original area of
finished collecting data on field | introduction and cause severe
survey findings and entered economic or environmental
h L h . 1 Aori damage, or damage to the
them into the Natlona. gri- health of animals or humans
cultural Pest Information N/A = Not Applicable

System. This performance
goal’s results will be published in next year’s report.

The performance goal for animal diseases, new to USDA’s performance plan, was met. The numerical
target of “1” was set after the major outbreak of Exotic Newcastle Disease already had occurred. The tar-
get would be better stated, “Not greater than the existing one.” The outbreak cost USDA and poultry pro-
ducers millions of dollars because many flocks had to be depopulated and establishments decontaminated.
These steps were necessary because the remaining poultry needed to be protected from this fatal disease.

It is a continuing challenge to control the disease because the smuggling of parrots and hobby birds is a
possible factor in its introduction and spread. USDA, working together with its partners in State Govern-
ment and the private sector, has eliminated more than 15 endemic diseases from the U.S. This partnership
also has prevented many exotic animal diseases from entering the country. These actions have protected
U.S. livestock and poultry, the income of farmers who raise them, the international markets of the U.S.-
export community, the meat supply of U.S. consumers and human health. The value of the losses avoided
by conducting monitoring programs far exceeds the cost.
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Program Evaluation.

The results from the Office of Management and Budget’s Program Assessment Rating Tool (PART)
showed that the Animal and Plant Health Inspection Service (APHIS) has a clearly defined purpose.
APHIS is to seek additional input from sources outside of the Government, including peer evaluations
when appropriate. While APHIS is considering the best way to seek the input, it has not identified an ap-
propriate, non-Governmental organization capable of conducting an independent review of the program.
APHIS believes that an inherent conflict of interest would prevent most organizations with sufficient ex-
pertise in areas of animal care and the program’s mission from conducting an objective review. These
organizations either represent individuals and facilities regulated by the Animal Care Program, such as
the American Zoo and Aquarium Association, or belong to the animal-protection community, such as the
Humane Society of the United States. In either case, these organizations would have a bias preventing
them from evaluating the program objectively. APHIS may invite international organizations or counter-
parts to conduct independent reviews. The Marine Mammal Commission also may be able to review the
part of the program that focuses on marine mammals.

APHIS needs to develop additional goals (including long-term goals) to measure its impact on the hu-
mane treatment of animals. In FY 2003, the Animal Welfare Program developed a long-term goal to
ensure the humane care and treatment of animals covered under the Animal Welfare Act. To measure
progress toward this goal, the program is tracking the number of animals affected by noncompliances
noted by inspectors at regulated facilities. The measure is “number of animals affected by noncompli-
ances documented on inspection reports.” A baseline, target and results were developed and submitted
with the FY 2005 budget request. A full copy of the PART may be found at
www.whitehouse.gov/omb/budget/fy2004/pma.pdf.

PART assessments were initiated on the Animal and Plant Health Monitoring and Surveillance Programs
as part of the FY 2005 budget process. These programs are divided by plant (Plant Detection and Animal
and Plant Health Regulatory Enforcement) and animal (Animal Health, Animal and Plant Health Regula-
tory Enforcement, and Veterinary Biologics). A full copy of the completed evaluations will be available
February 2004 at www.whitehouse.gov/omb/part.

Improve Animal Emergency Management

The Emergency Management System (EMS) is a joint Federal-State-industry effort to improve the ability
of the U.S. to deal successfully with animal-health emergencies. These emergencies could range from
natural disasters to introductions of exotic animal diseases. In addition to unintentional introductions of
such diseases, EMS addresses intentional introductions and emerging diseases which could threaten trade.
By ensuring that Federal, State and private organizations across the country are working actively to pre-
vent, detect and respond to animal-health emergencies, USDA is improving the national infrastructure. It
is doing this to protect the Nation’s food and fiber supply and public health. While the challenges of in-
ternational travel and trade are increasing the odds of animal diseases spreading across borders, USDA
and its partners can reduce the devastating effects that a large animal-health emergency would have on
national and global economies significantly. They can do this by being prepared to move quickly to pre-
vent small emergencies from growing to epidemic proportions.

Currently, USDA is hiring emergency-management coordinators to work throughout the country and as-
sist in developing emergency-response infrastructures. This staff will help coordinate emergency-
response resources from all sources in each State (including State, Federal and private resources). For re-
gional threats, they will help manage resources available in two or more States. Coordinators will monitor
States’ progress in meeting established standards for emergency preparedness and response. Reviews of
States and territories to determine their status in meeting the standards for animal-health emergencies will
be conducted every two years. For the review, USDA and each State veterinarian conduct a joint self-
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assessment of the State’s preparedness and emergency-response capability. USDA emergency-
management coordinators, as they are hired, will check this self-report.

Exhibit 50: Increase the Number of States and Territories Meeting Standards

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
3.2.3 Increase the number of States and territories which meet the standards for preventing, 30 Available | Deferred
detecting and responding to animal health emergencies. 12/31/03
Analysis of Results. Exhibit 51: Actual Number of States and Territories Meeting Stan-
The performance goal was de- dards
ferred. Results of the second Fiscal Year Actual
; : : _ Trends

re“iw V3VIIH ;goz"agable Dle 1999 | 2000 | 2001 2002 2003
cember S 1, : UI,Tent, Y. a Increase the number of States 0 0 1 1 Available
survey of State Veterinarians and territories which meet the Baseline | 12/31/03
and Animal and Plant Health ztandafds fO; Prevent(ijng, t

. . etecting and responding to
Inspection Service (APHIS) animal health emergencies

Veterinarians-in-Charge is be-
ing developed. This
performance goal’s results will be published in next year’s report.

'Revised to reflect final data.

Program Evaluation.

The Emergency Management Program of the Animal and Plant Health Monitoring and Surveillance Pro-
grams conducts continual self-evaluations and receives input from the joint State-Federal industry
National Animal Health Emergency Management System Steering Committee. Based on comments in the
Animal Health Safeguarding Review, which may be obtained at

www.aphis.usda.gov/vs/pdf files/safeguarding.pdf, the program has enhanced emergency-response capa-
bilities greatly by building a response system shared by local, State, Federal and Tribal entities. The
program implemented an incident-command system in response to Avian Influenza in Virginia in 2002
and Exotic Newcastle Disease in California and other States in 2003. State, Tribal and local Government
cooperators were summoned to help contain the situation and eliminate the diseases. A copy of the review
of the response to Avian Influenza in Virginia can be obtained by calling APHIS Veterinary Services
Emergency Programs at (301) 734-8073. A copy of the evaluation of the response to Exotic Newcastle
Disease will be available March 2004 by calling APHIS Policy and Program Development at

(301) 734-8511.

A PART assessment was initiated on the Animal and Plant Health Monitoring and Surveillance Programs
(Emergency Management Systems) as part of the FY 2005 budget process. A full copy of the completed
evaluation will be available February 2004 at www.whitehouse.gov/omb/part.

Meantime, a recent internal management study, Analysis Paper: Emergency Management Coordination
in APHIS, June 6, 2003, APHIS Policy and Program Development, Riverdale, Maryland, focused on
USDA’s animal and plant-pest and disease emergency-response capability. Copies of the study may be
obtained by calling APHIS Policy and Program Development at (301) 734-8511.

A review (self-report) of animal health emergency-management systems in each State is underway. The
self-report will be completed by the end of the first quarter of FY 2004. The emergency-management co-
ordinators who are hired will meet with States in FY 2004. The coordinators will review the data
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collected. When it is completed, the report from this review can be obtained by calling the APHIS Deputy
Administrator, Veterinary Services, at (202) 720-5913.

Improve Animal Diagnostic Services

USDA partners with States to provide effective emergency-response systems to detect, respond to and
eliminate outbreaks of invasive pests and diseases. Having a fully operational diagnostic laboratory located
close to a detection site and linked to a national network increases the rapidity with which an unknown dis-
ease sample can be tested accurately. It also increases the probability of containing an introduction before it
becomes a significant outbreak. To address these needs, Congress appropriated funds for the National Ani-
mal Health Laboratory Network (NAHLN) in FY 2002. As part of a pilot for NAHLN, 12 State/university
diagnostic laboratories received funding. With the funding, the laboratories developed capacity and surveil-
lance programs for high-priority exotic animal diseases considered to be bioterrorist threats. Additionally,
contracts were established with 26 diagnostic laboratories to assist with testing for Chronic Wasting Disease
and scrapie, both of which are animal nervous system diseases.

Between these two networks, laboratories in 26 States are available to assist National Veterinary Services

Laboratories (NVSL) in providing necessary Federal animal-diagnostic services. These laboratories are in
the process of receiving training and further enhancing their laboratory facilities.

Exhibit 52: Ensure States Provide Animal Diagnostic Services

Fiscal Year 2003

Annual Performance Goals and Indicators
Target Actual Result

3.2.4 Increase the number of States that can provide necessary Federal animal diagnostic 25 26 Exceeded
services

Analysis of Results. Exhibit 53: Increase in States that Provide Animal Diagnostic Services

The performance goa.l was ex- Fiscal Year Actual
ceeded. NVSL, working in Trends
. . . 1999 2000 2001 2002 2003
conjunction with the Coopera-
tive State. R. rch. Education Increase the number of States N/A N/A N/A 20 26
ve state, . cesearc K ucatio that can provide necessary Baseline
and Extension Service, has de- Federal animal diagnostic
veloped a laboratory network services
modeled after a broader na- N/A = Not Applicable

tional response strategy to integrate Federal, State and local resources more tightly. This initiative will allow
any type of animal health emergency to be managed effectively. Having laboratories across the country
available to assist with various diagnostic-testing techniques prepares the U.S. for emergency animal dis-
ease-situations. Additionally, during large-volume testing periods, having these laboratories guarantees
timely test results. During FY 2003, six additional States joined the combined network as participants.
NAHLN laboratories received training in sensitive methods for distinguishing such viruses as Foot and
Mouth Disease, Avian Influenza and Exotic Newcastle Disease. During FY 2004, USDA will look into bol-
stering the capabilities of the current laboratory network members before adding additional States.

Program Evaluation.

A PART assessment was initiated on the Animal and Plant Health Monitoring and Surveillance Programs
(Veterinary Diagnostics Program) as part of the FY 2005 budget process. A full copy of the completed
evaluation will be available February 2004 at www.whitehouse.gov/omb/part.
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Improve Plant Diagnostic Laboratory Capabilities

International Standards Organization (ISO) certification of the five National Plant Diagnostic Network
(NPDN) Centers ultimately will establish harmonized leadership and coordination of the diagnostic labora-
tories. It also ensures the performance of timely diagnostics with uniform and adequate quality, and
enhances the process of producing and maintaining a timely, comprehensive catalogue of pest- and disease-
outbreak occurrences in a nationally accessible database. Certification and linked communication are essen-
tial to identifying new or uncommon pests and diseases accurately. USDA, in conjunction with the States,
will expedite initial control responses, verify the physical boundaries of an outbreak and initiate regional or
national containment strategies.

Exhibit 54: Ensure the Capabilities of Plant and Diagnostic Laboratories are Improved

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
3.2.5 Improve the capabilities of plant diagnostic laboratories: Met
o Certify National Plant Pest and Disease Diagnostic Network Centers 3 3
e Connect State Plant Diagnostic Laboratories to the National Agricultural Pest In- 50 50"
formation System at Purdue University

'Result based on projected estimate. See the Data Assessment of Performance Measures section for more information.

Analysis of Results.

The performance goal was met. Exhibit 55: Improve the Capabilities of Plant Diagnostic Laboratories

No trend data are available Fiscal Year Actual
. Trends
since the Improve the Capa- 1999 2000 2001 2002 2003
bilities of Plant Diagnostic Certify National Plant Pestand | N/A N/A N/A N/A 3!
Laboratories effort began in Disease Diagnostic Network Baseline
FY 2003 Centers
Connect State Plant Diagnos- N/A N/A N/A N/A 50"

. . . tic Laboratories to the National Baseline
NPDN certification is on Agricultural Pest Information
schedule, with three of the five | System at Purdue University
National Centers certified for N/A = Not Applicable
soybean rust. 'Result based on projected estimate. See the Data Assessment of Performance Meas-

ures section for more information.

USDA agencies partner with State agencies and universities to achieve a high level of agricultural biosecu-
rity through the early detection, response and containment of outbreaks of invasive pests and diseases.
Diagnostic laboratories, adequately staffed and stocked with cutting-edge technology, are essential to ac-
complishing this mission.

Future challenges to broaden overall certification, specifically developing ISO-certification criteria, in-
clude the difficulty of coordination, regional differences and the development of standard criteria. The
process of connecting State and university plant-diagnostic laboratories to NAPIS is slightly behind
schedule because of unanticipated funding shortfalls. These shortfalls result from the budget difficulties
that most States currently are facing. While just 25 States had at least 1 plant diagnostic laboratory con-
nected to NAPIS, at the end of the year, all 50 were connected.

Future challenges to improving the capabilities of plant diagnostic laboratories include the availability of
sufficient non-Federal funding to link at least one laboratory in each State to NAPIS, and to continue to
increase the number of connected laboratories in each State.
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Program Evaluation.

No program evaluations were performed in FY 2003. All research projects undergo an external peer re-
view at the beginning of their five-year program cycle. Any research findings undergo peer review before
they are published in a scientific journal. New and improved varieties are not released until they success-
fully complete a rigorous evaluation of the claims made for them in uniform variety tests that are
conducted at 24 or more locations.

Research Plant Pathogens

USDA develops and releases to potential users varieties and/or germplasm that are new or provide sig-
nificantly improved (either through traditional breeding or biotechnology) characteristics enhancing pest
or disease resistance. Routine delivery of these new genetic resources is needed to protect agricultural
crops from the emergence of new races of virulent pathogens. These resources also can prevent the intro-
duction of severe diseases in the U.S. by human transport or other means.

Exhibit 56: Report of Actual Variety and Germplasm Releases

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
3.2.6 Release a series of new or improved varieties or germplasm that exhibit enhanced 5 5 Met
disease resistance to each of the following plant diseases: Sclerotinia, downy mildew,
rusts and exotic viral diseases
Analysis of Results. Exhibit 57: Variety and Germplasm Releases with Enhanced Resis-
The performance goal was met tance to Pests and Diseases
USDA transferred five new Trends Fiscal Year Actual
crop varieties with enhanced 1999 2000 2001 2002 2003
pest and disease resistance Release a series of new or 9 9 5 5 5
traits into public domain re- improved varieties or germ- Baseline

plasm that exhibit enhanced

pos1tques. Use of these. five disease resistance to each of
genetic resources by private the following plant diseases:
sector major seed companies Sclerotinia, downy mildew,

. . rusts and exotic viral diseases
will ensure widespread adop-

tion of this technology to

sustain and improve U.S. agricultural productivity. Development of risk-reducing technologies is a central
strategy in U.S. research efforts to guard against catastrophic economic losses due to crop pests and dis-
eases. Continued development of technological advances in crop protection creates numerous approaches
for improved detection, control or elimination of severe plant diseases. Research is different from most
government programs. In FY 1999, the base year for this report, USDA released nine new or improved
varieties. Currently, five significant accomplishments have been identified, meeting the target as estab-
lished.

USDA will determine the need for additional research to meet future threats to the security of the U.S.
crop-production system. With simultaneous research taking place on different issues, diseases and agri-
culturally important crops, it is difficult to predict exactly when new varieties or germplasm will be ready
for release. Thus, the number of significant releases will vary from year to year.

Program Evaluation.

The Office of Scientific Quality Review evaluated relevant projects in the Plant, Microbial, Insect Genetic
Resources, Genomics & Genetic Improvement National Program. The Office also certified approved pro-
ject plans. Summary information on these reviews is available from the USDA/Agricultural Research
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Service (ARS) National Program Staff. Copies of the reviews on crops may be obtained by calling the
National Program Staff office at (301) 504-6252. Copies of the reviews on animals may be obtained by
calling ARS’ National Program Staff office at (301) 504-7050.

Selected Results in Research, Extension and Statistics for Objective 3.2

The National Animal Germplasm Program has approved 37 chicken lines developed by the USDA. The
lines will be included in the National Registry of Genetically Unique Animal Populations. USDA devel-
oped the registry to recognize important genetic resources that have had and continue to have a significant
impact upon the research community and the industry. These unique chicken lines have enabled scientists
to characterize agriculturally important poultry traits, especially those involved in viral disease resistance.
The scientists also have applied the resulting information to control economically important diseases.

Based on the development of kaolin clay-based insect repellents, evaluation of “soft” insecticides and de-
velopment of biological control and other technologies, USDA developed a successful pilot project in
California to control Pierce’s disease and its carrier, the glassy-winged sharpshooter. Pierce’s disease,
which strikes grapevines, threatens the $33 billion wine industry, almonds and other agricultural crops,
landscape plants and forest trees.

USDA scientists and the Department of Defense patented the most promising new mosquito repellent in
50 years. DEET, discovered in 1954 by USDA, is the most widely used repellent in the world. The new
repellent, SS 220, is longer lasting at lower concentrations and, unlike DEET, is harmless to plastics.
Mosquitoes transmit a wide variety of deadly diseases - such as malaria, dengue and West Nile fever - for
which there are no vaccines.

USDA scientists earned a patent for a novel biological control agent that destroys 95 percent of the
aquatic stages of Culex pipiens, one of the most important West Nile virus carriers. The agent, CuniNPV,
is a naturally occurring baculovirus that affects only Culex mosquitoes. When ingested by larvae,
CuniNPV quickly multiplies, killing them before they transform into disease-transmitting adults. Besides
sequencing the entire genome of CuniNPV, USDA scientists established that they could greatly increase
effectiveness by simply combining it with low concentrations of magnesium.

Veterinary medicine and animal disease diagnosis have improved thanks to new genetic technologies.
These technologies speed vaccine and diagnostic-tool development. With USDA support, Tennessee re-
searchers devised several antibodies that detect a substance called antigen 85 in cows infected with
Johne’s disease. This disorder is one of the top three diseases in beef and dairy cattle. Johne’s disease also
has caused $250 million-worth of annual economic losses. Scientists at the Virginia-Maryland Regional
College of Veterinary Medicine developed a livestock vaccine against brucellosis, which affects both
animals and humans. The complete genome sequence of Mycobacterium paratuberculosis, the bacterium
that causes Johne’s disease, was deposited into a publicly accessible database. The availability of the ge-
nome sequence will lead to better detection methods, the development of vaccines and the disease’s
ultimate eradication.

A way to reduce chemical use in agriculture is to entice pests away from the cash crop and onto a more-
appetizing perimeter “trap” crop. This plan would allow farmers to kill the bugs on the trap crop. Con-
necticut researchers, supported in part with USDA funds, used this approach with a pepper pest. The
treatment left the cash crop nearly 100-percent pest-free, reducing pesticide use nearly 90 percent. It also
saved growers up to $153 per acre. Kentucky State University scientists devised a mechanical means to
reduce chemical use with honeybees, which are vital crop pollinators. The scientists installed special
screens under hives to trap varroa mites, which are major honeybee predators.
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USDA -supported scientists contributed to the completion of a 10X draft genome sequence of Fusarium
graminearum. This microorganism causes head blight (scab) in wheat and barley. The draft has been de-
posited into a publicly accessible database. The availability of the sequence will increase the potential for
developing methods to control this fungal pathogen. Fusarium graminearum caused more than $3 billion
in losses to U.S. farmers in the 1990s.
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STRATEGIC GOAL 4: IMPROVE THE NATION’S NUTRITION
AND HEALTH

Exhibit 58: Resources Dedicated to Improve the Nation’s Nutrition and Health

FY 2003
USDA Resources
Dedicated to Strategic Goal 4 Percent of
Actual Total USDA
Program Obligations ($ Mil) $42,245 36%
Staff Years 2,974 3%

USDA is strongly committed to improving the nutrition and health of everyone living in the United
States. For example, in addition to increasing the resources households have for proper nutrition at home
and at school, the Department’s Special Supplemental Nutrition Program for Women, Infants and Chil-
dren (WIC) and the Food Stamp Program (FSP) invested more than $200 million and more than $300
million, respectively, in nutrition donation in 2003. Also, in May 2003, the Department announced the
purchase of 39.1 million pounds of fruit and vegetables for donation to schools, neighborhood shelters for
needy families and other food-aid institutions. Overall, USDA distributed more than $1.3 billion worth of
commodity foods in 2003. The Department’s distribution of these kinds of nutritious foods is making a
real difference in the lives of children and low-income people across America.

USDA also awarded more than $4 million worth of Team Nutrition training grants to help State agencies
improve children’s lifelong eating and physical activity habits. Team Nutrition provides schools with nu-
trition-education materials for children and families. It also offers technical-assistance materials for
school food-service directors, managers and staff. Additionally, the program provides materials to build
school and community support for healthy eating and physical activity. State agency partners provide
training and technical assistance to support these programs in local schools.

Additionally, recent studies have shown that FSP, the Nation’s largest nutrition-assistance program,
served an increased share of those eligible for benefits two years in a row. Evidence is strong that the pro-
gram is reaching more working families and the accuracy of FSP payments is at the highest level of its
history.

Objective 4.1: Improve Access to Nutritious Food

Exhibit 59: Resources Dedicated to Improve Access to Nutritious Food

FY 2003
USDA Resources
Dedicated to Objective 4.1 Percent of
Actual Goal 4
Program Obligations ($ Mil) $41,322 98%
Staff Years 1,300 44%

Overview

USDA’s nutrition-assistance programs represent the Federal Government’s primary effort to reduce hun-
ger and improve nutrition among low-income people in the U.S. By working with States to maintain
program access for those who are eligible and ensure effective benefit delivery to participants, USDA
seeks to provide access to an adequate diet for those with low income and few resources.
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Serving the Public

The Department manages nutrition-assistance programs that reach one in five people directly in the U.S.
annually. Additionally, these programs promote better health for all people in the U.S. through more than
$500 billion in food and nutrition education, guidance and promotion. USDA policy seeks to ensure that
all Americans have access to a healthy and nutritious food supply, regardless of income. A well-nourished
population is healthier, more productive and better able to learn. No child or family should go hungry.

Challenges for the Future

Periodic studies, conducted most recently for FY 2001, show that many eligible individuals and families
do not participate in USDA’s nutrition-assistance programs. The USDA Strategic Plan for FY 2002-2007
includes strategies to improve access to a number of underutilized programs, particularly the Food Stamp,
School Breakfast and Summer Food Service Programs. The strategies also call for education and outreach
efforts to make eligible people aware of the availability of nutrition assistance. USDA’s ability to achieve
its goals depends partly on sound legislative authority to promote effective access to nutrition assistance,
and on adequate funding to support program participation. Additionally, as programs are delivered by
third parties, with voluntary participation, responsibility for reaching program goals is shared by the Fed-
eral, State and local Governments, non-profits, and other cooperatives, including eligible recipients.

Reduce Hunger and Improve Nutrition

Resources distributed through 15 USDA programs represent the primary Federal effort to fight hunger
and poor nutrition in the U.S. FSP helps participants improve their food-purchasing power through
monthly benefits delivered primarily through electronic debit technology. The school meals programs
provide meals and snacks to all school children with a free or reduced-price rate for those in low-income
families. WIC provides supplemental food packages, nutrition education and referrals to health and hu-
man services for low-income pregnant women, breastfeeding and non-breastfeeding new mothers, and
infants and children up to 5 years old.

USDA is committed to improving access to and use of vital nutrition assistance and education programs
for eligible low-income people.

Exhibit 60: Improve Nutrition

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
4.1.1 Improve Access to Nutritious Food (Mil): Met

e  Food Stamp Program participation (people) 20.7 21.3
. Special Supplemental Nutrition Program for Women, Infants and Children par- 7.7 7.6

ticipation (average monthly participation)’
. National School Lunch Program participation 28.7 28.3

(average daily participation)
e  School Breakfast Program participation (average daily participation) 8.8 8.4
e  Child and Adult Care Food Program meals served 1,831 1,766
e  Summer Food Service Program participation (average daily participation) 2.0 Available

02/04

"New measure under development.
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Analysis of Results.

Exhibit 61: Trends in Improving Nutrition

The performance goal.v&'las met. = Fiscal Year Actual
renas

Because program participation 1999 2000 2001 2002 2003
is voluntary, performance —

. . . Food Stamp Program partici- 18.2 17.2 17.3 191 21.3
projections are estimated based | ,ation (people) Baseline
on macheconomlc Special Supplemental Nutri- 7.3 7.2 7.3 7.5 7.6
assumptions and othe.r factors tion Program for Women, Baseline
that impact the behavior of Infants and Children partici-

. . pation (average monthly
eligible populations. ba mcipation)g
. . National School Lunch Pro- 26.9 27.2 27.5 28.0 28.3
’I:h.e IIl'CI'CaSG m program paI’— gram participation N . Baseline
ticipation from the 2002 level (average daily participation)
reflects the impact of decline in | School Breakfast Program 7.4 7.6 7.8 8.1 8.4
economic conditions for some S:g:g:g:ggg)(average daily Baseline
.S. households. It also reflects

u .. Child and Adult Care Food 1,638 1,671 1,681° 1,737° 1,766
continuing effor;s to ﬁﬂ;lgllre Program meals served Baseline
program access 1of cligible Summer Food Service Pro- 22 2.1 2.1 19 | Available
people. This participation gram participation Baseline 02/04
shows that the programs can (average daily participation)

respond quickly and effectively
to changing economic condi-
tions, and provide access to

'All data is in millions.

“New measure under development.

®Revised to reflect final data.

nutritious food. In particular, FSP participation exceeded expectations, growing substantially over the FY
2002 level.

USDA made expanding the Summer Food Service Program a priority during 2003. The Department un-
dertook national and regional efforts to improve program participation. USDA hopes that these efforts
will contribute to improved access and participation in this underutilized program in future years.

For the future, results related to this objective depend on a variety of factors. Such socioeconomic issues
as the strength of the economy and job availability will shape the scope and impact of nutrition-assistance
program performance. The quality of program delivery at the State and local levels also will impact re-
sults. Maintaining effective partnerships with State and local cooperators, in light of State-level resource
constraints, remains an ongoing challenge.

Program Evaluation.

USDA completed the following analyses and evaluations:

o Characteristics of Food Stamp Households: FY 2002 (Advance) (FNS)

o Trends in Food Stamp Program Participation Rates: 1999 to 2001 (FNS)

« Food Stamp Participation Rates and Benefits: An Analysis of Variation Within Demographic Groups
(FNS)

o Expunging Food Stamp EBT Benefits: A Case Study of the Elderly in Three States (FNS)

o Characteristics of Food Stamp Households: FY 2001 (FNS)

« Reaching Those in Need: State Food Stamp Participation Rates in 2000 (FNS)

« Elderly Participation and the Minimum Benefit (FNS)

« Empirical Bayes Shrinkage Estimates of State Food Stamp Participation Rates for 1994-1999 and
1998-2000 (FNS)

« Evaluation of the School Breakfast Program Pilot Program Interim Report (FNS)
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« Household Food Security in the United States, 2001 (ERS)

o The Emergency Food Assistance System—Findings From The Client Survey (ERS)

o Hunger: Its Impact on Children’s Health and Mental Health (ERS)

« The Emergency Food Assistance System—Findings From the Provider Survey (ERS)

« Exploring Food Purchase Behavior of Low-Income Households: How Do They Economize? (ERS)
« Food Stamp Caseloads Over the Business Cycle (ERS)

o Food Stamp Leavers Research Study—Study of ABAWDs Leaving the Food Stamp Program in South
Carolina (ERS)

« Food Stamp Leavers Research Study—Study of Nonwelfare Families Leaving the Food Stamp Pro-
gram in South Carolina (ERS)

o The WIC Program: Background, Trends and Issues (ERS)
o Feeding Low-Income Children When School Is Out—The Summer Food Service Program (ERS)

Reports prepared by FNS are available at: www.fns.usda.gov/oane/MENU/Published/Publications.htm.
Reports prepared by ERS are available at www.ers.usda.gov/Publications/.

Additionally, the Government Accounting Office (GAO) released the following audits related to this ob-

jective:

o Food Stamp Employment and Training Program: Better Data Needed to Understand Who is Served
and What the Program Achieves (GAO-03-388): GAO examined the population served by the Food
Stamp Employment and Training Program (E&T), the program’s services and what is known about
E&T’s outcomes and effectiveness. GAO has recommended improvement in data collection and
evaluation of the program. While USDA officials agreed to consider GAQO’s recommendations, they
expressed concern over the costs of implementing them in light of competing priorities.

o Food Assistance: Potential to Serve More WIC Infants by Reducing Formula Cost (GAO-03-331):
GAO examined the extent to which WIC agencies have reduced their use of non-contract brands of in-
fant formula to lower WIC program costs. GAO recommended that USDA work with WIC agencies to
reduce nonstandard formula use. USDA plans to analyze the level of need and, if warranted, work with
State agencies to develop policy and train local agencies on formula usage.

GAO reports are available at www.gao.gov.
A Program Assessment Rating Tool assessment was initiated on the Food Stamp Program as part of the

FY 2005 budget process. A full copy of the completed evaluation will be available February 2004 at
www.whitehouse.gov/omb/part.

Selected Results in Research, Extension and Statistics for Objective 4.1

Limited-resource families in the Oregon State University Nutrition Program learned budgeting, menu
planning, product labeling and comparison shopping. The program helped these families eat healthier and
get the most for their money. More than 60 percent of those who complete the program say that they now
read nutrition-facts labels to make healthier choices. Forty-four percent say they have enough food each
month. Cooperative Extension expects to save Oregon more than $3.60 in future health costs for every $1
invested to improve nutrition behaviors.

National data show that each dollar invested in the Expanded Food and Nutrition Education Program
(EFNEP) leads to $10.64 in savings in future health care costs. EFNEP is a national Cooperative Exten-
sion program that targets low-income homemakers with young children. Delaware EFNEP doubled the
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number people consuming more dairy, fruit, vegetables, breads and cereal products. It also allowed this
same group to get all of their recommended nutritional daily allowances. A Purdue University EFNEP
program is tailored to Spanish-speaking residents. Almost half the participants in this program made the
recommended changes in nutrition for their households. In Arizona, 11,640 youths began eating better
and experienced improved overall nutrition.

Objective 4.2: Promote Healthier Eating Habits and Lifestyles

Exhibit 62: Resources Dedicated to Promote Healthier Eating Habits and Lifestyles

FY 2003
USDA Resources
Dedicated to Objective 4.2 Percent of
Actual Goal 4
Program Obligations ($ Mil) $757 2%
Staff Years 551 19%

Overview

Eating right is vital to promoting health and reducing the risk for death or disability due to such chronic
ailments as heart disease, certain cancers, diabetes, stroke and osteoporosis. Sadly, a large gap remains
between recommended dietary patterns and what Americans actually eat. USDA’s nutrition programs fo-
cus on improving eating behaviors through nutrition promotion and services. These programs also
provide technical assistance, training and resources for State and local agency staff to ensure delivery of
quality services.

Serving the Public

Promoting healthy eating and lifestyle behaviors is a vital public health issue. Overweight and obesity
soon will rival cigarette smoking as a leading cause of premature death and disability in the U.S. Accord-
ing to the Surgeon General’s 2001 Call to Action to Prevent and Decrease Overweight and Obesity, the
costs related to obesity and inactive lifestyles reach into the billions of dollars annually. Based on the
Surgeon’s General report, the human cost attributed to this cause is approximately 300,000 deaths annu-
ally. The burden of medical costs and the loss of productivity are shared by all Americans.

Nutrition, health and education professionals look to USDA to provide the information, tools and educa-
tional materials they need to help people improve their diets. Additionally, USDA develops and
distributes information, and provides assessment and educational tools for the general public. One such
tool is the Interactive Healthy Eating Index (IHEI). The Index allows an individual to assess daily food
intake and compare it to current national standards. In 2003, individuals used IHEI more than one million
times to help them check their own food choices and identify how they could be improved.

Additionally, USDA’s nutrition education for the public will focus on providing information that will mo-
tivate Americans to improve their food choices. This focus includes a particular emphasis on attaining and
maintaining a healthy weight. Because low-income people and members of certain ethnic groups experi-
ence a disproportionate share of diet-related problems and risk factors, USDA’s nutrition-assistance
programs include strategies to convey motivational messages and behavior-focused nutrition guidance to
encourage healthier eating habits. Tools such as the Eat Smart. Play Hard. ™ campaign and Team Nutri-
tion help nutrition, health and education professionals reach low-income families, children and their
caregivers make healthy choices together early in life and beyond.
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Challenges for the Future

As the Surgeon General’s report notes, more than 6 in 10 Americans are overweight or obese, with the

number growing. The most recent statistics from the Center for Disease Control and Prevention indicate

that 15 percent of 6-to-19-year-old children and adolescents are overweight. These numbers are even

higher among low-income Americans. To meet the challenge posed by obesity and diet-related diseases,

USDA will continue to focus its efforts on:

« Using sound science to provide healthy school meals;

o Promoting breastfeeding;

« Developing educational materials with information designed to help Americans improve their food
choices; and

» Maintaining a healthy weight.

While an understanding of healthy eating is vital knowledge, it is not enough. Messages and materials
must be crafted to convince Americans to make such positive changes as selecting a balanced diet with
more fruits and vegetables, and being sensible about calorie intake.

Healthier Eating Habits and Lifestyles

A healthy diet, which includes fruits and vegetables, can lessen the risk for certain chronic illnesses. Thus,
USDA encourages and promotes eating these foods through its nutrition-assistance programs. For babies,
breastfeeding has been shown to make a significant difference in their health in infancy and beyond.

Since all Americans can benefit from improving their diets, USDA is distributing educational materials
with simple, clear messages about what and how much Americans should eat.

Exhibit 63: Improve America’s Diet

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
4.2.1 Promote Healthier Eating Habits and Lifestyles: Exceeded

e  Support for fruits and vegetables provided through nutrition assistance programs 8,246 8,351"

($ Mil)
e  School Meals Initiative monitoring reviews conducted by State agencies 2,900 4,113
e  Percentage of WIC mothers initiating breastfeeding (Percentage, data collected N/A N/A

biennially)
e  USDA nutrition education materials and education interventions disseminated 6.1 19.6

(Mil. of pieces)

"Result based on projected estimate. See the Data Assessment of Performance Measures section for more information.
N/A = Not Applicable — data collected every two years.

Analysis of Results.

The performance goal was exceeded. In the three areas for which data are available, USDA successfully
implemented its nutrition promotion and diet-quality improvement strategies. Its key accomplishments
include:

« Increasing support for consumption of fruits and vegetables through nutrition-assistance programs. Par-
tial data indicates an increase over last year’s level and a continuation of a trend of increases in recent
years. This trend represents improved variety in the diets of program participants.

» Continued monitoring and oversight of the nutrition quality of meals served through school meal pro-
grams. USDA’s partners conducted more School Meal Monitoring Reviews than last year. USDA’s
partners also continued steady progress in meeting the goal of reviewing all schools in a five-year cy-
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cle. Results of these reviews are used by State and local agencies to target corrective action to improve

meals.

Increased dissemination of nutrition-education materials to targeted audiences and the general public.

The current level of disseminated materials increased from FY 2002. The increase reflects a large dis-

tribution of materials due to increased demand for nutrition information from USDA’s program

cooperators. Additionally, the Department increased its use of the Internet as an efficient means to al-

low more Americans to access these materials. These science-based, tested nutrition-education

materials can make a real difference in improving peoples’ diets and motivating other healthy behav-

ioral changes.

While data on breastfeeding in
WIC are unavailable this year,
USDA is committed to con-
tinue its efforts to promote it as
the preferred infant-feeding
practice. The Department also
looks to sustain the increase in
breastfeeding-initiation rates
that have occurred over the
past several years.

A key challenge for the future
in achieving results is the prior-
ity the American population
places on healthy eating and
maintaining a healthy weight.
USDA’s nutrition education
efforts are designed so that

Exhibit 64: Trends in Improving America’s Diet

Fiscal Year Actual

Trends

1999 2000 2001 2002 2003
Support for fruits and vegeta- 6,692 6,747 7,102 7,628 8,351"
bles provided through nutrition Baseline
assistance programs ($ Mil)
School Meals Initiative moni- 2,937 3,939 4,073 3,517 4,113
toring reviews conducted by Baseline
State agencies
Percentage of WIC mothers N/A 44.5% N/A 48.3% N/A
initiating breastfeeding (Per- Baseline
centage, data collected
biennially)
USDA nutrition education .38 2.2 34 14.8 19.6'
materials and education inter- Baseline

ventions disseminated (Mil. of
pieces)

N/A = Not Applicable

'Result based on projected estimate. See the Data Assessment of Performance Meas-

ures section for more information.

program participants and the general public are influenced by a wide range of messages. The Depart-

ment’s ability to promote dietary improvements and regular exercise will be impacted by societal

behavior, including the changing of products and practices in the food marketplace.

Program Evaluation.

USDA completed the following analyses and evaluations:
o Environmental Scan and Audience Analysis for Phase Il of Eat Smart. Play Hard ™ (FNS)
o Survey of the Public Health Nutrition Workforce (FNS)
« Effects of Food Assistance and Nutrition Programs on Nutrition and Health (FNS)

« Evaluation of the USDA Fruit and Vegetable Pilot Program: Report to Congress (ERS)

« Balancing Food Costs with Nutrition Goals in WIC (ERS)

« Factors Affecting the Macronutrient Intake of U.S. Adults (ERS)

» Effects of Food Assistance and Nutrition Programs on Nutrition and Health: Volume II, Data Sources

(ERS)

Reports prepared by FNS are available at: www.fns.usda.gov/oane/MENU/Published/Publications.htm.
Reports prepared by ERS are available at www.ers.usda.gov/Publications/.

Additionally, GAO released the following audits related to this objective:

o School Lunch Program: Efforts Needed to Improve Nutrition and Encourage Healthy Eating (GAO-
03-506): GAO examined schools’ efforts to provide and promote healthy meals, and Federal, State
and local actions to overcome factors that deter healthy eating. It recommended that the USDA and
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the Departments of Health and Human Services and Education help schools promote nutrition educa-
tion while still meeting the demands of State standards-based assessments. GAO also wants the
Departments to direct states to identify a focal point to promote collaborative efforts that would fur-
ther develop nutrition-education activities for the schools.

o School Meal Programs: Few Instances of Foodborne Outbreaks Reported, but Opportunities Exist to
Enhance Outbreak Data and Food Safety Practices (GAO-03-530): GAO found that about 3 percent
of the 7,390 foodborne outbreaks reported nationally from 1990-1999 occurred in schools. It recom-
mended that CDC add school meals as an outbreak category to its report, the Agricultural Marketing
Service (AMS) highlight its more stringent school procurement specifications on its Web site, and
FNS and AMS promote training and certification of key food service personnel, and study the ad-
vantages and disadvantages of donating precooked or irradiated food. USDA generally accepted the
report’s recommendations.

GAQO reports are available at www.gao.gov.
Selected Results in Research, Extension and Statistics for Objective 4.2

USDA has developed new search applications to provide the American public with easy, user-friendly
access to USDA’s unique food composition data through personal digital assistants, personal computers
and the Web-based National Nutrient Database. These applications allow consumers and health profes-
sionals to access the information needed to make better choices and recommendations for healthier foods
more easily.

Researchers in the Processed Foods Research unit at the Western Regional Research Center (WRRC) de-
veloped and licensed a technology for forming 100-percent fruit health bars from pears to add value and
create new markets for pears. In collaboration with USDA, the industrial partner now is producing the
bars commercially in a plant in North Bonneville, Washington, which is an area of high unemployment.
Ninety new jobs have been created. This grassroots effort of pear growers has expanded into other fruits
from the Western states. This action is designed to enhance grower profitability and assist people in the
U.S. in meeting their daily requirements for fruits.

Researchers in the Processed Foods Research Unit at WRRC developed casting technologies to produce
100-percent fruit and vegetable wraps. They entered into a Cooperative Research and Development
Agreement with an industrial partner to scale up the production process for these films. ARS researchers
successfully enhanced the production of the 100-percent fruit and vegetable wraps.

Researchers, with USDA funding support, demonstrated that the hormone leptin functions less effectively
in obesity-prone mice when they consume high-fat diets. Leptin is produced by fat cells and involved in
appetite regulation. The researchers also discovered the mechanisms responsible for this effect. Normally,
leptin is an important component of a feedback system between adipose tissue and the brain to match
rates of energy utilization with rates of energy intake. These studies are relevant to humans because leptin
resistance is a hallmark of essentially all forms of human obesity. Knowledge gained from the studies im-
proved USDA’s understanding of how leptin functions in humans. It also guided the development of
effective treatments and intervention strategies.

USDA-supported researchers identified factors that determine fruit and vegetable consumption by low-
income African-American mothers of young children. They did this by using the Transtheoretical Model
to explain behavior change. This model is used by researchers to develop effective interventions to pro-
mote health-behavior changes. While all mothers enrolled in the study expressed some concern about
their children eating healthier diets, those who already had or were preparing to make changes in their
children’s diets used more complex strategies to increase fruit and vegetable consumption. The results
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will be used to develop educational materials tailored specifically for use in nutrition counseling for Afri-
can-American mothers of young children.

Missouri Cooperative Extension taught the Show-Me Nutrition curriculum to 14,000 students at risk for

obesity. After completing the education program, 53 percent made healthier food and beverage choices in
the school cafeteria.

Objective 4.3: Improve Food Program Management and Customer Service

Exhibit 65: Resources Dedicated to Improve Food Program Management and Customer Service

FY 2003
USDA Resources
Dedicated to Objective 4.3 Percent of
Actual Goal 4
Program Obligations ($ Mil) $166 0%"
Staff Years 1,123 38%

'Less than 1 percent (0.4 percent)

Overview

USDA is strongly committed to attaining the best-possible program outcomes while preventing program
abuse or wasting taxpayer dollars. The Department also wants to ensure that nutrition-assistance programs
serve those in need at the lowest possible costs. USDA continued to improve stewardship by reducing
program error and continuing its use of electronic technology to enhance customer service.

Serving the Public

Maintaining public trust in the Department’s nutrition-assistance programs is vital to their success and
continued public support. The sheer size of these programs demands that the utmost attention be given to
applying efficient management practices and preventing errors in distributing benefits. In the Food Stamp
Program (FSP), collaborative efforts between States and USDA to improve payment accuracy have
worked, resulting in more program benefits issued in the proper amounts.

In the School Lunch Program, the risk of erroneous payments remains a significant concern. Work un-
dertaken by USDA provided important information about the size of the problem and its complexities.
USDA is working to develop strategies to address certification inaccuracy without compromising access
for eligible children or unduly burdening school authorities.

Challenges for the Future

To meet the challenge of continued improvements in payment accuracy in the FSP, USDA continues to
dedicate significant resources to this area. Nevertheless, there are two significant challenges that will af-
fect success in the future:

« Congressional action has changed the quality-control process. It remains to be seen how States will
react to the lowered risk of penalties for poor performance and less incentives for good performance.

« State budgets have been and will continue to be extremely tight. This factor could hurt State perform-
ance in the payment-accuracy arena.

Regarding the National School Lunch Program (NSLP), USDA is aware of the growing discrepancy over
time between the number of children certified for free meals and the estimates of those eligible. While
certification errors alone do not result in Government losses, they represent a risk of erroneous payments.
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Payment errors occur only when ineligible students actually receive meals. This is a daily decision. No
data are collected to document if or how often those who are certified actually participate. To improve
information in this area, USDA is exploring the feasibility of a nationally representative study of the level
of NSLP payment error. The Department also is seeking funding and authority for regular assessments of
a variety of key program outcome measures. These measures include the level of certification error and
program loss as part of Child Nutrition reauthorization.

Improve Food Management Efficiency

USDA continued to implement strategies to reduce erroneous payments within the Food Stamp and
School Meal Programs. Efforts resulted in more program benefits being delivered in the proper amounts.
Additionally, continued development and deployment of electronic debit technologies resulted in im-
proved customer service by reducing stigma and improving program management.

Exhibit 66: Increase Efficiency in Food Management

Fiscal Year 2003
Annual Performance Goals and Indicators
Target Actual Result
4.3.1 Improve Food Program Management and Customer Service: Deferred
e Increase the Food Stamp payment accuracy rate (Percentage; Cumulative) 91.5% Available
Spring
2004
e Decrease the number of children certified for free school meals in excess of those 25% TBD
estimated eligible (Percentage)
Analysis of Results. Exhibit 67: Trends in Increasing Efficiency in Food Management
The performance goal was de- Fiscal Year Actual
Trends
ferred.‘FY 2003 performance 1999 2000 2001 2002 2003
data with respect to FSP pay- Increase the Food Stamp 90.1% | 91.1% 91.3% 91.7% | Available
ment accuracy will not become | payment accuracy rate Baseline Spring
available until FY 2004. Avail- | (Percentage; Cumulative) 2004
able data for FY 2002 indicate Decrease the number of 27% N/A N/A N/A TBD

children certified for free

that prf)gram Integrity COI_ltm' school meals in excess of

ues to 1improve, representing those estimated eligible

better targeting of the taxpayer | (Percentage)

investment in this program to 'Measurement methodology is being revised.

those most in need.

The most important factor in maintaining improved performance in this area is the need for State partners
to continue and renew their commitment to utilize findings from the Quality Control system. This com-
mitment will improve payment accuracy. To support State improvement, USDA will continue efforts to
resolve Quality Control liabilities through settlements which require States to invest in specific program
improvements. The Department also will support States in improving accuracy with “best practices” in-
formation sharing, develop specific intervention plans for high issuance/high error rate States and
encourage States to adopt available options that simplify program rules.

A results measure currently is unavailable for NSLP certification accuracy because USDA is refining
its methodology for calculating certification error. Since the FY 2003 Annual Performance Plan
measure and targets were set, the Department has continued to explore alternative analyses of data
that may match program-eligibility requirements more closely. While these alternatives vary in the
level of discrepancy between the total number of free certifications and the estimates of those eligi-
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ble, the evidence remains clear that certification accuracy is a serious problem that must be ad-
dressed.

The Department does not believe that such a measure is feasible using available data sources. USDA has
recommended a number of policy changes to address certification accuracy as part of Child Nutrition re-
authorization with an approach that balances the need to improve integrity with promoting program
access for eligible children. Department recommendations include:

« Expanding the use of “direct certification” for school meals of children already participating in other
means-tested programs. This approach can improve accuracy without causing barriers to eligible chil-
dren already participating in the Food Stamp Program.

« Improving the paper-based application process by providing for year-long certifications using a single
application for all children in a household, increasing the verification sample and requiring a robust fol-
low-up process to encourage eligible children to remain on the program; and

« Continuing to test methods to improve the application and verification processes through a program of
applied research and analysis. This includes a nationally representative study of certification error and
the number of dollars lost to program error.

Program Evaluation.

USDA completed the following analyses and evaluations related to this outcome:

« Evaluation of the National School Lunch Application/Verification Pilot Projects (FNS)

« Evaluation of the School Breakfast Program Pilot Program Interim Report (FNS)

« Food and Nutrition Service Regional Office Verification Activity (FNS)

o The Food Assistance Landscape (ERS)

o Rural Welfare Reform: Lessons Learned (ERS)

o Assessment of WIC Cost-Containment Practices (ERS)

« Aiming for Targets, Saving on Arrows: Insights from Two USDA Food Assistance Programs (ERS)

« Direct Certification in the National School Lunch Program—Impacts on Program Access and Integrity
(ERS)

Reports prepared by FNS are available at: www.fns.usda.gov/oane/MENU/Published/Publications.htm.
Reports prepared by ERS are available at www.ers.usda.gov/Publications/.

Additionally, the Office of Inspector General (OIG) and GAO released the following audits related to this

objective:

o Controls over the Access, Disclosure and Use of Social Security Numbers (27601-29-CH): OIG con-
cluded that, while Federal-level controls are in place and functioning, improvements are needed at the
State and county food stamp offices of Wisconsin and Illinois to protect social security numbers from
identify theft. USDA generally agreed with the report’s findings and recommendations.

o School Meal Programs: Revenue and Expense Information from Selected States School-Meal Pro-
grams: Revenue and Expense Information from Selected States (GAO-03-569): GAO explored how
overall revenues and federal reimbursement in particular, from school years 1996-2000 compared with
the expense of producing meals during this timeframe. GAO found that, for the six States reviewed, the
primary revenue sources are federal reimbursements and food sales. Approaches to enhance program
revenues focused on increasing participation and a la carte sales. The report contains no recommenda-
tions.
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GAO reports are available at www.gao.gov. OIG reports are available at
www.usda.gov/oig/rptsaudits.htm.

The Office of Management and Budget completed a Program Assessment Rating Tool (PART) review of
NSLP. While the review showed that NSLP is generally well-designed and has a clear purpose, it also
found that the program’s performance measures do not link to long-term goals adequately. The PART
also noted that inaccuracy in the certification of participants remains an important problem. Based on the
findings, USDA intends to pursue program changes to increase certification accuracy and improve meas-
ures related to erroneous payments and other aspects of program performance. A copy of the PART
assessment may be found at www.whitehouse.gov/omb/budget/fy2004/pma/nationalschool.pdf.

Selected Results in Research, Extension and Statistics for Objective 4.3

USDA conducted the first nationally representative survey of the emergency food-assistance system. This
system includes food pantries, emergency kitchens, food banks and other organizations. The findings in-
dicate that this informal network provides more than 173 million meals and distributes about 2.9 billion
pounds of food annually. Public and private food-assistance providers or organizations work together to
offer more comprehensive aid than either could offer alone.

The Department’s Economic Research Service also launched The Food Assistance Landscape. This first-
ever periodic publication highlights USDA’s food-assistance efforts. Several important studies were com-
pleted that provide policymakers, program agencies and others with information to improve the
Department’s food-assistance programs. These studies included an evaluation of a pilot program to pro-
vide fruits and vegetables to schools. Also examined were infant-formula pricing in WIC’s Special
Supplemental Nutrition Program and the background, trends and issues surrounding WIC.
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STRATEGIC GOAL 5: PROTECT AND ENHANCE THE
NATION’S NATURAL RESOURCE BASE AND ENVIRONMENT

Exhibit 68: Resources Dedicated to Protect the Nation’s Natural Resource Base and Environment

FY 2003
USDA Resources
Dedicated to Strategic Goal 5 Percent of
Actual Total USDA
Program Obligations ($ Mil) $11,306 10%
Staff Years 53,117 47%

USDA assisted the approximately 100,000 residents of Lake Arrowhead, California, by providing more
than $13 million to the Lake Arrowhead and Idyllwild areas of the San Bernardino National Forest. This
funding was to address the significant wildfire threat from thousands of dead and dying trees caused by
California’s worst-recorded drought.

Large stands of trees and vegetation suffered severe damage on more than 354,000 acres of the San Ber-
nardino and San Jacinto Mountains. This left the resulting stressed and weakened trees vulnerable to
rapidly increasing bark beetle populations and such pathogens as root disease and mistletoe. The funding
was used for removing dead and stressed trees and brush, thinning overstocked stands, replanting trees
and vegetation, and providing technical assistance to private landowners and communities.

In another action demonstrating the Department’s commitment to protecting the environment, USDA ac-
cepted two million acres of the Nation’s most environmentally sensitive land into the Conservation
Reserve Program (CRP). CRP allowed eligible farmers and ranchers to establish voluntarily long-term
conservation practices on highly erodible and environmentally sensitive cropland. In exchange, they re-
ceived 10 to 15 years of annual rental payments and cost-share assistance for maintaining those practices.

Additionally, the USDA Forest Service partnered with State Foresters, conservation organizations, land-
grant institutions, Indian tribes and forest landowner organizations. The groups worked together to de-
velop an interim rule for the Forest Land Enhancement Program (FLEP) authorized by the Farm Security
and Rural Investment Act of 2002. Non-industrial, private forest landowners may receive cost-share,
technical and educational assistance under FLEP from State forestry organizations. This assistance en-
ables landowners to implement forest-stewardship plans on their properties. Thus, they maintain the
land’s productive health and provide public goods and services.

State Foresters interested in participating in FLEP prepare priority plans with the State Forest Steward-
ship Coordinating Committee to identify priorities. States adopting priority plans are granted FLEP funds
by the Forest Service for assistance in support of forest-stewardship activities. The funds then are used to
sustain non-industrial, private forest lands.

Through its Conversation Technical Assistance (CTA) program, USDA helped private resource managers
and State, local and Tribal governments assess their resources and develop plans to meet their objectives.
The Department provided planning assistance through CTA on more than 18 million acres. This assis-
tance came in the form of site-specific planning on individual operations and area-wide plans for larger
landscapes. For example, USDA helped develop a long-range plan to solve water and other natural re-
source conservation concerns in the Klamath River Basin of Oregon and California. This plan contains
long-term solutions to enhance water quantity and quality. These solutions involve applying good man-
agement, planning and information to mitigating the impacts of drought and protecting publi