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Farm Bill Conference Deal Reached; President to Veto as Race to Secure Votes Begins

In a press conference May 8 that began with Senate Ag Committee Chair Tom Harkin (D, IA) announcing, “I’m a happy man,” and likening the production of a comprehensive Farm Bill to “passing a kidney stone,” House and Senate leaders and Farm Bill conferees announced agreement on all sections of the 2008 Farm Bill.  The bill, still awaiting an official price tag from the Congressional Budget Office (CBO), comes in $10.4 billion over the budget baseline, with all new funding going to federal nutrition programs. In fact, over 73% of the spending in the bill goes to foods stamps, feeding programs and food aid, with only about 16% going to farm payments and other program spending. The overall cost of the bill is estimated at $610 billion over 10 years, but the final language won’t be released by the conference committee until the CBO score is received. House Ag Committee Chair Collin Peterson (D, MN) said he intends to have the language posted to the committee website (www.agriculture.house.gov) by 9 a.m., Monday, May 12, so members can study the bill. The bill will go to the House Rules Committee on Tuesday, May 13, and be on the floor to begin debate on Wednesday, May 14.  The Senate will take the bill up on much the same schedule.  The goal is to get an approved bill to the President before Friday, May 16, when the current extension of the 2002 Farm Bill expires.  

The President has stated that he will veto the bill in its current form. The big question now is can Congress pass the bill with a margin guaranteeing an override of the veto? An early signal the veto threat is real was the May 8 announcement by House Minority Leader John Boehner (R, OH), former member of the House Ag Committee who represents a predominantly ag district, saying he opposes the bill.  Boehner said the bill “continued to get worse this week rather than better.”  Boehner’s opposition is a blow to House ag leaders who need to pass the bill by better than a two-thirds vote to guarantee the override.  Several members with heavy benefits in the bill are sounding positive, with House Ag Committee ranking member Rep. Bob Goodlatte’s (R, VA) support coming in a press release put out just after the Boehner statement. 

Key to this week’s conference agreement was consensus on “hard caps” on farm payment eligibility.  Under the agreement, farmers can earn up to $750,000 in annual adjusted gross income (AGI) and receive direct payments; above that level, direct payments cease. The non-farm income payment cap was set at $500,000 AGI, above that level, all program payments cease. Gone is the three-entity rule, allowing single operations to reconfigure to receive three payments. The definition of “farm income” is broadened to include farmers who run farm-related businesses, such as fertilizer/chemical sales or crop spraying operations.  The $40,000 direct payment limit is unchanged, but farmers with less than 10 acres and deceased farmers no longer qualify for payments.  Conferees said they pushed to extend payment limitations to conservation payments, but were only able to get a $1-million cap on non-farm income with authority to the Secretary of Agriculture to waive that cap for special federal-benefit projects.  For a farmer with more than $1 million AGI, and less than two-thirds of that from farming, there is no conservation payment cap. 

The big new “fix” for farm payments is the Average Crop Revenue Election (ACRE) program that begins in 2009, which allows a farmer to forgo 20% of direct payments and take a 30% cut in loan rate, instead opting for a counter-cyclical payment at 90% of the national average price of the crop.  The odd thing in the assumptions by CBO is that 70-80% of eligible farmers will opt into the ACRE program. Peterson said he thinks that may be true for corn and soybean producers, but “it doesn’t work for cotton and rice.”  Peterson also made several disparaging comments about direct payments in general, saying the system will be revisited in the “next Farm Bill.” 

The bill includes a $3.5-billion permanent disaster program, which Agriculture Secretary Ed Schafer singled out in a statement as one of the deal breakers for the President who favored a hybrid crop insurance program instead of a permanent disaster package. 

In the energy title, the federal biobased fuels program is reauthorized, with $320 million set for loan guarantees for development and construction of advanced biofuel production plants. $118 million is pegged to cellulosic ethanol development with a new project on woody biomass for energy production.  A newly constructed CCC Bioenergy Program will provide incentives to all crops except corn for biofuels use, and $70 million is set aside for incentives to farmers to grow cellulosic energy crops. 

The new livestock title includes USDA inspection for domestic and imported catfish; rewrites mandatory country-of-origin labeling (COOL) provisions of the 2002 Farm Bill and makes labeling mandatory as of September 30.  Further COOL labeling allows for “Product of the USA” labels, as well as labels on fresh meat to indicate “Product of the USA and Canada/Mexico” for meat from animals born overseas but fed out and processed in the U.S.  GIPSA is required to file annual compliance reports on its competition oversight, but gone is a ban on packer ownership of livestock and mandatory arbitration for producers in production contracts with processors.  A call for a new special counsel at USDA to oversee competition issues did not survive conference. Any misbranded or adulterated product must be immediately reported to USDA under the new provisions, and all federally inspected establishments must develop and maintain a formal recall plan. 

The only animal welfare provisions in the bill go to a study on Class B dog dealers who sell to research; increased federal penalties for animal fighting, and requirements to assure imported puppies have received necessary vaccinations. 

Other provisions, according to an agreement summary late May 7, include the following: 

· Target prices remain the same for 2008 and 2009 except cotton

· 2010 target prices increase for wheat ($4.17), sorghum ($2.63), soybeans ($6), barley ($2.63), oats ($1.79), and are unchanged for corn ($2.63)

· For loan rates in 2008 and 2009 for major crops, 2007 rates apply. 

· For 2010-12, wheat’s loan rate got to $2.94, barley to $1.95, oats to $1.39, and other oilseed to $10.09

· No loan rate changes occur for corn, sorghum, cotton, rice and soybeans “for the duration of the bill.” 

· Conservation Reserve Program (CRP) acreage is capped at 32 million acres

· The Conservation Stewardship Program (CSP) is completely rewritten and gets $1.1 billion in new funds

· The Export Enhancement Program and GSM 103 programs are repealed; GSM 102 loses the 1% fee cap, with funding set at $40 million in mandatory spending and $4 billion in credit guarantees authorized annually

· The Market Access Program remains at $200 million a year

· Under research, several USDA programs and agency staff will be combined into a single agency; CREES is replaced with a new National Institute of Food & Agriculture, handling outside research, extension, education and geared toward competitive grant-making

Farm Bill Tax Package Carries Several Energy, Tax Benefits

The tax package carrying the various spending offsets necessary to get the Farm Bill to the House and Senate floor carries several important tax benefits, including several benefiting the alternative fuels industry.  Here are major provisions of the tax package: 

· A new, temporary tax credit for production of cellulosic ethanol at $1.01 per gallon through 2012

· A mandated multi-agency far-reaching study to determine the effect biofuels have on land use, fuel prices, the price of grains and forest products, etc.

· The ethanol tax credit is cut to 45 cents per gallon once the RFS for ethanol hits 7.5 billion gallons as set by the Energy Policy Act of 2005

· The 51-cent-a-gallon import tariff on ethanol is extended through 2010, but coupled to a “duty drawback” on imported ethanol

· Exclusion of denaturant from eligibility for the alcohol fuel credit

· The loan limits for first-time farmer “aggie bonds” are increased from $250,000 to $450,000, with yearly increases indexed to inflation

· Agriculture pesticides and chemicals receive a tax credit of up to 30% of the cost of protecting ag chemicals with a $2-million annual limit and a per-facility limit of $100,000

· A $60-million package of aid and temporary tax relief for the victims of tornadoes that hit Greenberg, KS

Extensions of various other biofuels tax credits were deleted from the bill when conferees could not come to an agreement on various biofuels export issues. 

Senators Call on EPA for RFS Waiver; Congress Moving into High Gear on Food v. Fuel, Gasoline Price Relief

Two dozen GOP Senators this week called on EPA to suspend the Renewable Fuel Standard (RFS) mandate on corn-based ethanol for blending with gasoline, or if failing to waive the requirement, restructure the program. The Senators in a letter to EPA Administrator Steve Johnson said the corn should be redirected into the food supply for animal feed to try and stem rising food costs.  EPA said it would consider the economic impact of renewable fuel requirements when deciding whether to waive the RFS on ethanol and for how long.  The Senators said they questioned the wisdom of using food crops for fuel during global food crisis that’s led to food riots overseas and spiking food prices at home. In a House Energy & Commerce Committee hearing this week, several lawmakers expressed similar concerns, but acknowledged a total rewrite of the RFS in an election year is unlikely. Farm state Senators and Representatives and the ethanol industry went to corn-based ethanol’s defense, saying biofuels are unfairly singled out as the culprit in the high food price situation when, in fact, they represent only 4% of the run-up in food prices.  A weak dollar, exports, speculation in the markets, high crop production input prices and transport costs, along with higher energy costs for food processing, are the real reasons food prices are rising, they said.  Gov. Rick Perry (R, TX) has also called for 50% waiver of the RFS for ethanol, and several farm commodity groups have echoed his call.  However, National Farmers Union (NFU) said the waiver “is not the right move to make,” and the Renewable Fuels Assn. (RFA) says a waiver could spike gas prices by a $1 a gallon. 

FDA Proposes to Reauthorize Animal Drug User Fees, Set up to new Generic Fees

Legislation to reauthorize the Animal Drug User Fee Act (ADUFA), along with a new proposal to allow fees to enhance the approval of generic animal drugs was proposed to Congress by FDA this week.  The plan, negotiated with the animal health industry, provides a doubling of the current fees paid in exchange for expedited approvals. The reauthorization deal also includes a new “stop-clock” mechanism that allows FDA to seek additional information from a company without impeding the approval process.  The ADUFA portion, modeled on a similar law for prescription drugs, is noncontroversial with broad animal agriculture and feed industry support. The new generic program, however, is generating questions in the Senate about the need for the program and whether it will generate enough in fees to cover the costs. 

Showdown on Taxes Coming

As the election gets closer the discussion of tax breaks and a second economic stimulus package heats up.  This week House Democrats said they’ll put together a package to extend various personal and business tax breaks, opting to extend them through the end of 2009 and the cost will be fully offset under the pay-go rules of the House.  Included in the package that finally gets to the floor of the House will be a research and development credit that expired Dec. 31, 2007, biofuels credits expiring this year, but will not include a permanent fix to the alternative minimum tax (ATM).  Unfortunately, the Senate GOP is arguing that the tax extenders package should not be subject to pay-go rules since the extenders are not “new” spending but extensions of previously approved and offset outlays.  Another big political question:  Will the House use cuts in oil/gas industry tax breaks to pay for its tax package?
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