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I appreciate the opportunity to join you this afternoon.  I want to talk briefly about the 2007 farm bill, give you an update on the National Animal Identification System, focus on what lies ahead in trade, particularly for beef, and discuss some changes we’ve made at the Grain Inspection Packers and Stockyards Administration.  
2007 Farm Bill
I am very excited about the next farm bill.  We have a great opportunity to rework our farm programs in line with the incredible changes we’ve seen in American agriculture in recent years and the new realities that producers face in the marketplace.  
The proposal that Secretary Johanns has offered is the most market-oriented since 1985.  It would establish a far-reaching, integrated, balanced approach to agricultural policies.  
It would improve current farm programs and reduce price and production distortions while maintaining a safety net for America’s farmers and ranchers.  It would move farm programs from the Depression Days, in which some of them were created, into the 21st Century.

Over the past 7 decades, we’ve downshifted from 6 million to 2 million farms—all the while upshifting production to feed an ever-growing population—here and abroad.  Even more amazing, today the bulk of our food and fiber comes from about 150,000 farms and ranches.  Efficiency, productivity and yields have increased exponentially.  As a third-generation farmer and rancher with roots—and farm and ranchland—in South Dakota, I’ve seen many of these changes firsthand.  
This proposal also fulfills Secretary Johann’s commitment to develop a farm policy that is “equitable, predictable and beyond challenge by our trading partners.”  It would achieve equity in a number of ways.  It seeks to strike a fair balance among a wide variety of interests:  

· beginning and socially disadvantaged farmers,

· traditional program crops, 

· conservation, 

· animal agriculture and 

· specialty crops, to name a few.  

It considers the needs of landowners and producers of all sizes.  We can’t help one sector at the expense of another.

If anyone sees the consequences of farm policy failure, it’s you.  You’re the ones that are called when a farm or ranch fails and must be liquidated.

The USDA farm bill proposal also includes an emphasis on energy independence by increasing reliance on alternative fuels, including ethanol, biodiesel and methane.  In his State of the Union address, President Bush pledged to support research to find new methods of producing ethanol—“using everything from wood chips to grasses to agricultural wastes.”  The farm bill proposal includes $1.6 billion in new research funding focusing specifically on cellulosic energy research.  

Currently the House Agriculture Committee is marking up Chairman Peterson’s bill.   The Senate Committee has not chosen a specific bill to mark up.  
NAIS
I want to turn now to NAIS, the voluntary National Animal Identification System.  
This is a system we want to work for everyone in the livestock production chain.  

We’re looking for common sense solutions to move animal ID forward, and we need your help.  We want to build on your experience—what’s out there that’s working today.

A voluntary animal ID system is a tool that will help us quickly pinpoint and stop the spread of highly contagious diseases among our Nation’s flocks and herds.  
The ultimate goal is a 48-hour traceback capability.  
We’re taking a bookend approach here.  The two most important events we want to capture are the animal’s birth and its harvest.  Knowing what happens inbetween is also important, but the primary focus is the beginning and the end.  

Secretary Johanns has made it clear that NAIS is, and will remain, one of his top priorities.  I don’t have to tell you that the threat of a foreign animal disease outbreak in the U. S. is real.  You know that.

Let me share from the USDA perspective a little about the cost of those outbreaks.  Following the discovery of BSE in one U.S. cow in December 2003, the U.S. experienced an 80% loss in beef trade.  That cost us more than $2 billion—just in 2004.   

Or take bovine tuberculosis.   Since 2002, USDA has spent about $90 million on indemnities alone for diseased or suspect cattle.  More than 28,000 cows have been destroyed over the past five years to prevent the spread of bovine TB.

These two examples make it very clear how costly highly contagious diseases can be and how important it is to quickly identify the animals affected so we can cut losses, reduce delays and retain markets.  Traceability is critical

For producers, the hardships of an outbreak include loss of animals, jobs and income.  Harder to measure, but equally important, is potential loss of confidence in the safety and health of our food supply—by customers here and abroad.  
A voluntary NAIS offers a common sense way to avoid these problems.
Today, our primary focus is getting premises registered.  We have signed up about 400,000 of an estimated 1.4 million U.S. premises.  We’re encouraging all livestock owners, auction barns and packers to take the first step and register their premises.  Then when there’s a problem, we can alert them—and you.  Registration is free and quick—just filling out a brief form that can be transmitted online or by mail or fax.  
Earlier this year we signed a cooperative agreement with the National Pork Board to promote premises registration.  Their goal is to get all 36,000 commercial pork producers into NAIS.  Just last week we signed an agreement with FFA.  Those young people in the blue jackets pledged to do their best to register 50,000 premises.  
We’ll be signing additional cooperative agreements over the next several months.  
In fact, this week we’re reposting our request for proposals for groups that want to assist APHIS with premises registrations.  We’ve set aside up to $6 million for these partnerships to encourage premises registration.  
I would like to do something with LMA.  You are a critical point in the livestock marketing chain.
NAIS and Auction Markets
Let’s talk more specifically about what NAIS means for auction markets.  First, I want to make clear that registering your premises does not require you to take implementation steps.
However, a few weeks ago, APHIS posted on its NAIS website a study that Kansas State University conducted on the use of RFID readers in auction markets.  I’d like to mention a few highlights, but I encourage you to take a look at the full report.  
We’ve also got some summaries here of all the animal ID pilot projects.
As you look more closely, you may find that installing the readers may enable you to offer additional marketing services to strengthen your customer base.  Further, the complete report offers guidelines on how to identify and work with contractors who set up the software and equipment.  It also diagrams some options for configuring stationary panel readers or handheld models to work well in a variety of operations.
K-State studied in depth five Kansas markets that had installed the readers and surveyed a number of others.  First, I want to tell you about a couple of myths that this analysis dispelled.

· Myth Number One—Using RFID readers will slow down sales.  Not true.  Sale speeds at the facilities K-State studied remained the same.
· Myth Number Two—We’ll need to hire new employees or pay for special training to the people we have.  Also not true.  None of the five markets studied had to hire any new personnel, nor did they have to pay training fees for employees to learn to use the system.
In fact, there are distinct advantages that auction markets have discovered in using RFID readers.  
· The electronic systems reduce data entry errors.  
· They can operate at the “speed of commerce” as animals flow past the readers.  
And they can enable auction markets to offer additional services such as tagging, data management and age and source verification.  Further, two other markets elsewhere in the U.S. that had used the readers for three years reported that the systems were successful.  In one case, cattle that are vaccinated and RFID-tagged receive a $5 per hundredweight premium.
Of course, if you handle multiple species, you may need more than one type of reader.  And as with any new system, there may be unanticipated problems to overcome to make it work at your site.  
However, a limited number of auction markets currently offer animal identification and tracking services.  This is a good time to get on board early with this new technology.  
Again, I would commend the Kansas State study to you.  Don’t take my word on the findings—read it yourself.  You can find it on the APHIS webpage at www.aphis.usda.gov when you click the logo for NAIS.   

Allow me to stress—register your premises.  You don’t have to move to the next step until you decide to do that.

Beef Trade
Another one of Secretary Johanns’ high priorities is normalizing the beef trade.  
Animal identification is going to be a vital part of regaining our beef export markets.  
My deputy, Chuck Lambert, and others at USDA have been working nearly fulltime on trade issues—and getting results.  We’ve made great progress in bringing Columbia, Peru and Japan back into the market.  South Korea has re-opened.  

The good news is that beef exports were up 70 percent last year.  We’re expecting an increase of about $300 million this year for beef and veal, and projecting an increase in volume of more than 50,000 metric tons.

Restoring beef export markets has required some adjustments.  It’s called for flexibility.  But it’s made us more resilient and more able to penetrate niche markets in the future.  

For example, many in the U.S. meat industry had dismissed the European Union market.  The cumbersome restrictions on hormones made it too much trouble to bother with.  Now I’m hearing increasing interest in meeting that market as well.

But we all know that times have changed.  We’ve realized with the export restrictions we’ve operated under due to the BSE concerns that we can respond o very specific market demands—either international or domestic whether that market driver is Japan or McDonalds.  

In addition, with the increased interest in organics here in the U.S., we’ve recognized that for some in the industry, segmentation is not so much a problem as it is an opportunity—to expand the market.

Further, I would argue that exports can contribute more to the bottom line for beef than simply providing an outlet for increased production.  Perhaps more importantly, exports also increase the value of our beef.

The prize, of course, lies not with sending swinging sides of beef abroad.  It’s all about parts and pieces.  

In fact, most of the beef we export is in cuts and parts, offering opportunities for premium prices for the short plate, the short rib and the chuck roll.  These cuts that are exported would otherwise end up as lower-valued ground beef if they remained in the domestic market.  In addition, tongues, livers and tripe are more highly prized in other parts of the world than here.  

We need to continue our efforts to rebuild and expand our export markets.  Strong domestic demand and reduced inventories have kept prices strong.  But as producers rebuild herds and weight gains continue, U.S. beef production is forecast to increase over the next several years.  Combined with higher feed costs, that means cattle prices will likely remain below recent high levels—unless we find additional outlets.

Export Verification

Today, we are moving U.S. beef with the help of a variety of export verification programs involving 118 facilities and 25 countries.  Over the past 14 months, AMS has reviewed more than 11,800 submissions of export documentation.  That’s been the price of admission to the world market since BSE appeared in the U.S. herd in 2003.

I’ve heard that our Export Verification programs need to be simplified.  I certainly agree.  I’ll go a step further.  I’d like to see them eliminated—entirely.  

We need to have decisions made in the market rather than at a government desk—whether it’s mine or someone else’s in Seoul or Singapore or Sydney.  In place, I want to see science-based standards that align with international standards.  We’re headed there.  
So I trust eventually we won’t need EV any more.  Today’s EV will be replaced with tomorrow’s consumer demand.   
But until now, the EV programs have been the key that we have to open the door to markets overseas—and close at hand as well.  With the help of EV, we’re shipping about 2 million pounds of beef every week to Japan.  

OIE Designation
As you know, there’s been significant concern about BSE around the world.  But we’re making progress in reassuring our trading partners that we have the safeguards in place to ensure that the products we sell are safe and healthful to eat.

Last month, the OIE—the World Organization for Animal Health—awarded the U.S. a formal classification of “controlled risk” for BSE.  As Secretary Johanns put it, “That classification confirms what we have always contended—that U.S. regulatory controls are effective and that U.S. fresh beef and beef products from cattle of all ages can be safely traded due to our interlocking safeguards.”

The controlled risk classification is essentially an international clean bill of health for our national cattle herd.  It’s a determination based on a scientific assessment of risk using internationally agreed upon standards.  Any nation that recognizes the OIE standards now has no scientific reason to block imports of U.S. beef—of any age. 

Eventually, it should put an end to the need for export verification programs.  The key is for our trading partners to adopt the OIE standards as their own standards for safe trade.  And we must do the same.

MRR2
We’ve begun the process of harmonizing U.S. standards with OIE standards with our proposed minimal risk rule.  We want to move quickly and expeditiously to get that in place.  It will expand the list of allowable imports from countries with minimal risk of BSE—specifically Canada—which also received a controlled risk classification from OIE in May.

Right now we’re evaluating some 400 comments on this issue.  The next step is to publish a final rule later this year.

This has been controversial.  But we need to keep the focus where it belongs—on the science.  We want our trading partners to establish a scientific basis for accepting imports.  We need to lead by example—and move as fast as we can.

After this rule is finalized, we will move forward by publishing general rules to bring all U.S. standards in line with international requirements.  We want to publish the proposed rule in 12 months.

All the while, we’ll be pushing our traditional trade partners who buy red meat to accept the OIE designation and restore or expand their markets.

Improvements in Packers and Stockyards Program

I want to touch just briefly on the improvements we’ve made, and are continuing to pursue, in the Packers and Stockyards Program.  First, let me tell you what we’ve already done.  We have fully implemented the recommendations in the OIG report.  
Specifically, we have:
· Implemented an improved investigation tracking system
· Established new policies to better manage investigations
· Strengthened the program’s organizational structure and established a comprehensive internal review program, and

But those are just the first steps of our effort to revitalize this program.  More changes are planned or currently in process, including:  

· Inspecting scales and carcass evaluation devices at ALL packing plants that kill 1,000 head or more per year

· Inspecting scales at livestock markets, and

· Initiating rapid response investigations within 2 business days.
Let me be particularly clear on this point.  GIPSA will be inspecting scales at livestock markets.  Expect to see them at your auction barn.
Bonding for Livestock Purchases

Another issue GIPSA is looking at is bonding for livestock purchases, especially since our discussion with LMA a month ago.  The problem is this:  Current Packers and Stockyards Program requirements are expensive for industry, yet they provide limited financial protection to livestock sellers.  
It’s almost a lose/lose proposition.  So, we’re considering options.  
One possibility is switching to indemnity programs.  We could have one to protect those who sell to dealers and livestock markets and another for those who sell to packers.
Going this route—developing indemnity funds—would require legislation.  It would also cost a little more initially, but over time it would cost less.  
On the plus side, an indemnity program would better protect livestock sellers and reduce ultimate outlays for dealers, markets and packers.  On the other hand, this approach would be more challenging for P&SP staff to administer.

Conclusion
As you can see, there’s a lot going on at USDA—preparing for a new farm bill, getting the NAIS in place, working to expand exports and reinvigorating GIPSA.  
We are here to serve the industry—to establish a transparent, fair and level playing field.  We welcome your suggestions and your comments.  And I’d be happy to take your questions.

