


AUTHORTITY

The United States Grain Standards Act C(Ac
amended, requires, in Section 17B(a), the:
Administrator to submit a report on Decemb
each year to the Committee on Agriculture:
House of Representatives and the Committee
Agriculture, Nutrition, and Forestry of''t
on the effectiveness of the official inspe
weighing systems under this Act for the pr
year, with recommendations for any legisla
changes necessary to accomplish the objectives
stated in Section 2 of this Act.

Section 17B(c) of the Act requires the Administrat

to submit a summary of valid complaints received (...

the resolution thereof) by the U.S. Department of

Agriculture (USDA) during the prior fiscal year from .-

BN,

foreign purchasers and prospective purchasers of
United States grain and other foreign purchasers
interested in the trade of grain.

The summary required by Section 17B(c) is submitted
as part of the report required by Section 17B(a).

MISSION

The mission of FGIS is to provide for the establish-
ment of official United States Standards for Grain,
to promote the uniform application thereof by
official inspection personnel, to provide for an
official inspection system for grain, and to regulate
the weighing and certification of the weight of grain
shipped in interstate or foreign commerce, as
authorized by the Act, and the regulations thereof,
and the Agricultural Marketing Act (AMA) of 1946.




v\ United States " Federal Grain Washington,
. Department of . Inspection D.C.
Agriculture Service 20250

December 1, 1982

Honorable E (Kika) de la Garza
Chairman, Committee on Agriculture
House of Representatives
Washington, D. C. 20515

Honorable Jesse Helms _

Chairman, Committee on Agriculture,
Nutrition, and Forestry '

United States Senate

Washington, D. C. 20510

Dear Mr. Chairman:

Enclosed is the Federal Grain Inspection Service's (FGIS)
FY 1982 Annual Report. '

The Omnibus Budget Reconciliation Act of 1981 required FGIS,
as of October 1, 1981, to recover from user fees
administrative and supervisory costs related to official
inspection and weighing functions under the United States
Grain Standards Act. As a result, FGIS' operating budget
changed from 59 percent fee-supported in FY 1981l to roughly
88 percent fee-—supported in FY 1982. This required major
structural changes in the manner in which the Agency
conducted its business. Essentially, FGIS was placed on a
self-supporting basis except for compliance, standardiza-
tion, international monitoring, and the advisory committee
~-~activities "'supported by appropriated funds.

In response to this congressionally-mandated change in the
Federal user fee policy, principles of cost—-effectiveness
were used in an effort to place the Agency on sound
financial footing. We carefully scrutinized FGIS' financial
status each accounting period and examined each program
activity for cost-effectiveness. The Advisory Committee was
brought into the financial discussions to afford representa-
tives of the grain industry an opportunity for their views
to be heard in the formation of policy.

At the beginning of the fiscal year, a major reorganization
of the Agency's structure was initiated along more
functional lines to improve the delivery of services.
Programs such as inventory monitoring, regional information,
and regional supervision were eliminated, travel was
curtailed, and field and headquarters staffs were reduced by
approximately 25 .percent. Total FGIS costs were reduced
from about $57 million in FY 1981 to approximately $44

‘ [’-\\ The Federal Grain Inspection Service
H ,” is an agency of the

K United States Department of Agriculture
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million in FY 1982, a savings of $13 million or 23 percent.
Even with this substantial reduction in total costs,
operating costs (including RIF and severance costs)
continued to exceed revenues. The Revolving Fund account
fell to a level below the generally accepted three-month
operating reserve for these accounts. Retained earnings
dropped from $9 million at the end of FY 1981, to an
estimated $3 million by the end of FY 1982, representing an

operating loss of approximately $5 million and prior year
adjustment of $1 million.

Factors contributing to the revenue shortfall include
reduced grain movements requiring official inspections, a
shift to unofficial inspection and weighing services as a
result of users fees, and a general decrease in the amount
of grain merchandised. The decline in revenues from
original inspection and weighing at export can be attributed

to a decrease in export shipments in the last quarter of FY
1982.

Accordingly, we took action to further increase the cost-
effectiveness of the FGIS programs. In September 1982, we
restructured the field service by closing five field offices
(two others are slated to close after cooperative state
agreements are established) and one suboffice and converted
five field offices to suboffices. Training and initial
supervision of licensed inspectors in the interior were
assigned to State and private inspection agencies, and scale
testing and scale certification delegated to qualified State
inspection agencies. Budgeted field office positions were
reduced from 957 full-time permanent employees to 835, a
reduction of 122, Seasonal and intermittent temporary
workers were used wherever possible in offices where the
"workload fluctuates with seasonal and marketing changes.
Additional responsibilities and authority were delegated to
- the field offices. These changes are estimated to reduce
operating costs by $3.0 million during FY 1983. This
action, coupled with the proposed fee increase, is intended

‘to-arrest the continuéd deterioration in our Revolving Fund
' balancei

’TThe following chart provides a graphlc illustration of the
~overall reductions made in staffing levels. Last year,
¥ 'Otal grain exports were about the same as the
) the work was performed in a creditable manner
«Fewer employees. Doing more with less and yet
nlng ‘the integrity of the system is a high priority
management of the FGIS program. For example foreign
nts ‘have declined to 13 in FY 1982 .compared to 23 in
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FY 1981. Moreover, we have honored all requests for
official services during this period when the system has
undergone many changes.

FGIS Employment Levels (1976-82)

November 1976 769

September 30, 1977 1,290 '

September 23, 1978 1,520 (209 part-time)
September 30, 1979 1,768 (181 part-time)
September 30, 1980 1,778 (219 part-time)
September 30, 1981 1,452 ( 74 part-time)
September 30, 1982 975 (177 part-time)

Staffing levels are currently well below 1977, FGIS' first
year in operation, and below the levels required to
implement the amendments to the Act. Since September 30,
1980, total staffing has been reduced by approximately 45
percent, Field staffing during FY 1982 was reduced from
1,295 to 807 full-time permanent employees, a reduction of
488 or 38 percent.

Another phase of managing the FGIS financial situation
involves a proposal to increase fees from 6 to 28 percent

for certain original inspection and weighing services, along

with appeal inspections and reinspections. This proposal
also reduces certain supervision fees charged official
agencies to assist in maintaining the official inspection
and weighing program in the interior market. These fee
adjustments are scheduled to become effective January 1,
1983; they are the first major adjustments made since 1979.
Although the increase in fees is necessary, cutting costs
has been the primary method we have used to bring the
revenue/cost margin into balance. However, the ultimate
financial success of this Agency is dependent upon
maintaining inspections on large volumes of grain.

To maintain viability as a government service agency, it is
imperative that a cadre of qualified technical people be
maintained to administer and supervise inspection and
weighing as market conditions change. An administrative
problem has arisen as the volume of officially inspected
grain moving through the marketing system diminishes.
Legislatively, this Agency's administrative and supervisory
costs are limited to 35 percent of the total costs of the
program. If grain shipments do not meet projected levels,
the proportion of administrative and supervisory costs
increases. Consequently, concern is expressed that the 35
percent limitation may be an undesirable constraint. From
the administrative standpoint, it would be very helpful if
the unique 35 percent limitation were removed.
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Elevator safety remains a concern. The Secretary of USDA
appointed a committee comprised of the administrators of six
agencies and a full-time safety position. The committee is
coordinating grain storage, handling and processing safety
activities for the Department. Incidents of fires and
explosions have continued to declinej; during CY 1982, 11
incidents occurred compared to 21 in 1981. No Federal em-—
Ployees were involved.

Regulatory relief has been realized in several important
areas. For example, we have published a proposal in the
Federal Register to rescind the 1980 rule requiring the use

of diverter—type mechanical samplers on domestic barge
shipments, export railcar and truck shipments, and export
cargo shipments of sacked grain. This rule was scheduled to
become effective January 1, 1983. FGIS decided to review
the rule after elevator operators and grain merchandising
companies argued that it would create an undue burden on
small shippers who load grain in land carriers for Mexico
and Canada. Moreover, the rule was incompatible with
certain barge loading and trading practices., The Advisory
Committee supported this action,

FGIS published a final rule in the Federal Register
exempting all grain shipped by rail and truck to Canada and
Mexico from official inspection and weighing. This rule has
been in effect for a year, on an interim basis, without
complaints about the quality or quantity of grain shipped
under the exemption. We will continue to provide official
inspection and weighing services on a request basis.

The net result of these actions has been a significant
improvement in the public perception of FGIS. We have
worked closely with grain producers, representatives of the
grain industry, and the Advisory Committee throughout this
period to keep them apprised of the problems and progress of
the FGIS program. This has been an immense help in making
the decisions necessary to improve the financial status and
cost-effectiveness of FGIS.

We will continue to focus our efforts and resources on
being a responsible Government Agency trying to achieve
reasonable objectives through reasonable means.
Sincerely,

Kenneth A. Gilles
Administrator

Enclosure




CONCERNS

Under current law (Omnibus Budget Reconciliation
Act of 1981), the total supervisory and admini-
strative costs incurred by FGIS for inspection and
weilghing services (excluding the appropriations-
funded activities), cannot exceed 35 percent of
the total costs of these services which include
inspection, grading, and weighing of grain-related
commodities under AMA. Section 3A of the Act
grants FGIS authority to perform related functions
under other statutes administered by USDA.

For FY 1982, the total costs of the services were
$39,062,095 -— direct costs were $22,992,934;
supervisory and administrative costs were
$16,069,161., Based on these figures, the super-
visory and administrative costs represented

41.1 percent of the total costs of the services.

It should be noted, however, that for FY 1982, FGIS
was bound by a limitation imposed on administrative
costs by the Appropriations Act (P.L. 97-108): "Not
to exceed $60,260,000 (from fees collected) shall

be obligated during the current fiscal year for In-
spection and Weighing services." Moreover, in Senate
Report 97-248 (p. 12), the Committee states: "in-
cluded in this limitation is not more than
$20,750,000 for administrative and supervision
costs.” In meetings with the House and Senate
Agriculture Committees' staff members, we arrived

at an understanding that FGIS would be bound by the
35 percent of the $60,260,000, which roughly equates
with the $20,750,000 limitation. Thus, the actual
supervisory and administrative costs of $16,069,161
are substantially less than $20,750,000.

Administrative costs have been substantially reduced
by making management decisions based on whether pro-
gram activities are cost—-effective. We will continue
to further reduce these costs. However, this con-
straint presents problems in the effective management
of the FGIS program. As the volume of grain moving
through the marketing system diminishes, administra~
tive and supervisory costs escalate as a percentage
of total costs. This apparent contradiction results
from the need to maintain a minimum management staff
of qualified, knowledgeable technical personnel.

From the administrative standpoint, it would be
very helpful if the unique 35 percent limitation
were removed.
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FUNCTIONS PERFORMED

The Federal Grain Inspection Service (FGIS)
administers and enforces the U.S. Grain Standards
Act, as amended (Act). The Act requires the
establishment of U.S. grain standards and a
national inspection and weighing system for grain;
requires that certain grain be inspected and
weighed under the Act; prohibits deceptive
practices and criminal acts with respect to the
inspection and weighing of grainj; and provides
penalties for violations.

In administering and enforcing the Act, FGIS:

- establishes official grain standards based on
grading factors and other official criteria for
measuring and describing grain quality;

- establishes methods and procedures and approves
equipment for the official inspection and
weighing of grain; 1/

- delegates qualified State agencies (official
agencies) to inspect and weigh grain under the
Act at certain export port locations; 2/

1/ Official Inspection. The determination and the
certification by inspection personnel, of the
kind, class, quality, and/or condition of the
grain in the official U.S. standards for grain;
or the conditions of carriers for the
transportation of grain insofar as it may
affect the quality or condition of grainj; or
other facts relating to grain under other
criteria approved by the Administrator of

FGIS.

Official Weighings The determination and
certification by official inspection personnel
of the quantity of a lot of grain under
standards provided for in the Act.

2/ Export Port Locations. A commonly recognized
port of export in the United States, as
determined by the Administrator of FGIS, from
which grain produced in the United States is
shipped to any place outside the United States.
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- designates qualified State and private agencies
(official agencies) to inspect and weigh grain
under the Act at interior locations; 3/

—- provides official inspection and weighing services
at certain export port locations in the Atlantic,
Great Lakes, Gulf, and Pacific Coast States, and
official inspection at certain port locations in
Canada on U.S. export grain transshipped through
Canadaj;

- provides appeal inspection services in the United
States and at certain export port locations in
Canada on U.S. export grain transshipped through
Canada; 4/

— ©provides Federal oversight and monitors the
official inspection and weighing of grain by
official agencies under the Act; and

- 1investigates apparent violations of the Act in
cooperation with the Office of Inspector General
(0IG), and recommends appropriate action.

The Act requires in some ' instances, as described
below, that grain be officially inspected and
weighed. In other instances, official inspection and
weighing are not required but may be obtained by
making an official request for such services. 1In
both instances, official inspection and weighing
services are performed on a fee basis paid for by the
requester of the service.

3/ Interior Locations. A point in the interior of
the United States, other than at export port
locations, where official inspection and/or
weighing is provided for the interstate or
intrastate marketing of grain or from which
grain is exported directly to any place outside
the United States. '

4/ Appeal Inspection. A review inspection
provided, upon request, by FGIS of the results
of an original official inspection or an
official reinspection.
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Requested
Services

Mandatory
Services

FGIS also administers and enforces the Agricultural
Marketing Act of 1946 (AMA) with respect to the
establishment of grade standards and provides a
national inspection and weighing system for rice,
pulses, hops, hay, straw, flour, salad oil, and
other processed grain products.

All inspection and weighing services provided under
AMA are performed upon request on a fee basis.

Official inspection and weighing of U.S. grain
destined for domestic consumption, with few
exceptions, is performed on request and payment of
a fee by either the buyer or seller of the grain.
These services are provided by official agencies,
which employ approximately 1,200 inspectors and
weighers, licensed by FGIS to provide such services
in accordance with the regulations and instruc-
tions. FGIS' supervision and administration costs
are funded by user fees as of October 1, 1981,

Inspection and weighing services provided under the
AMA also are performed on request for both domestic
and export shipments, These services are provided
either by FGIS' Agricultural Commodity Graders,
individual contractors, or through cooperative
agreements with States.

Under provisions of the Act, grain destined for
export from export port locations is required to be
officially weighed. A similar requirement exists
for inspection except for grain which is not sold
or described by grade. The Act also requires that -
intercompany barge grain received at export port
locations be officially weighed. Grain facilities
exporting 15,000 metric tons or less annually may
request exemption from the mandatory inspection and
weighing requirements of the Act. Mandatory
official inspection and weighing services are
provided at 54 export elevators by FGIS and at 29
export elevators by eight States delegated the
authority to perform official services under FGIS
procedures and supervision. Grain exported by rail
and truck to Canada and Mexico is not subject to
the mandatory requirements of the Act.

ix



Field
Management
Division

THE FEDERAL GRAIN INSPECTION SERVICE

FGIS carries out its inspection and weighing
services through a Headquarters staff and a field
staff comprised of 31 field offices and 9 sub-
offices. The field offices are located in 26
states and Canada to meet the needs of the grain
industry. The objectives of the field offices are
to provide efficient and timely services when
required and upon request; monitor the activities
of the official agencies; and promote a cooperative
working relationship with the grain industry.

Staff functions performed at Headquarters include
the development of directives, internal program
evaluations, design and implementation of systems
for planning and related technical support ser-
vices, research and development, and compliance
activities,

The Field Management Division is comprised of the
following components and functions.

(1) TInspection

The grain inspection program includes (1) sampling
and grading of grain; (2) testing official inspec-
tion equipment; (3) monitoring the quality of
grain exported; (4) chemical testing of grain for
aflatoxin and protein content; (5) providing re-
inspection and appeal inspection services;

(6) examining the condition of carriers and
containers; (7) monitoring inspections performed
by official agencies and FGIS employees; (8) re-
sponding to grain inspection complaints; (9) de-
veloping policies and procedures to ensure accurate
and reliable service; and (10) reviewing the
performance of procedures and instructions.

Following an evaluation of the licensing
program, most of the licensing procedures were
transferred to the field where they can be
performed more effectively.

Procedures for identifying and communicating
potential inspection and weighing problems to
inspection and trade personnel were evaluated and
revised to provide an early warning on potential
intermarket grading problems.



Steps taken to improve the accuracy of official
protein testing included modifying the equipment,
improving the procedures, developing new
calibration equations for several classes of wheat,
and issuing instructions.

A study by GAO recommended that USDA transfer the
responsibility for food inspection and grading
services under the AMA provided by FGIS, to the
Agricultural Marketing Service. USDA disagreed
with the recommendation but fully supports efforts
to cross-utilize personnel.

(2) Weighing

The weighing program includes (1) the supervision
of approved weighers; (2) the development and
maintenance of official weighing policies and
procedures; (3) the testing of scales and related
equipment used in the official weighing of grain;
(4) the issuance of official weight certificates;
(5) the monitoring of official U.S. grain weights
at overseas locations; and (6) responding to
domestic and foreign weight complaints.

FGIS has implemented a one-year barge study on
variations in barge weights between origin and
destination locations. The study will establish
the normal loss in weight from the interior to the
export locations. This information will be used to
evaluate FGIS' weighing program and provide data to
respond to barge weight complaints.

The Railroad Track Scale Testing Program continued
to operate with a slight increase in number of
scales tested. All master railroad track scales
and grain company track scales were tested to
ensure adherence to FGIS' regulations and the
national standard at the National Bureau of
Standards.

Authority for scale testing and certification was
transferred from FGIS to five of the eight
delegated State agencies and the remaining three
are expected to assume this responsibility during
FY 1983. This action reduces costs and puts the
function at the level closer to the needs of the
grain industry. Personnel requirements are being
scrutinized and, in many instances, reduced in an
effort to make the program more cost—-effective.
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