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'~ . IMPLEMENTATION OF THE
UNITED STATES-CANADA
'FREE TRADE' AGREEMENT

FRIDAY, SEPTEMBER 28, 1990 S

U.S. SENW/\ |

SUBCOMMITTEE ON INTERNATIONAL TRADE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice;sat 10:05 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Max Baucus
(chairmgn of the subcommittee) presiding.

Also present: Senators Riegle, Daschle, and Symms.

[The press release announcing the hearing follows:]

[Prees Release No. H-54, Aug. 30, 1990]

Trape SuscommrrTee 10 HoLp HEARING ON IMPLEMENTATION OF UNITED STATES-
CANADFJ‘\ FTA; PROGRESS ON IMPLEMENTATION, PROBLEMS WITH SUBSIDIES TO BE
MaIN Focus

WAsSHINGTON, DC—Senator Max Baucus (D., Montana), Chairman, announced
Thureday the Subcommittee on International Trade will hold a hearing on imple-

“mentation of the United States-Canada Free Trade Agreement (FTA), focusing on

remaining problems, including Canadian subsidies.

The hearing is scheduled for Friday, September 28, 1990 at 10 a.m. in Room SD-15
of the Dirksen Senate Office Building."

“Canada is our most important trading partner. The 1988 United States-Canada
FTA institutionalizes the strong trade relationship between the United States and
Canada. The FTA is still in its early implementation stage, but it appears to be
working reasonably well,” Baucus said.

“However, when two nations trade more than $200 billion in goods and services
each year, there are bound to be problems. That is the case with the United States
Czanada," Baucus said. .

The pu of this hearing is to review progress made on important trade issues
between the United States and Canada, including subsidies, dispute settlement
panels, general implementation of the FTA and the 1986 Softwood Lumber Memo-
randum of Understanding (MOU). , .

“As 1 said repeatedly during the debate on the FTA, the most important remain-
ing trade issue between the United States and Canada is the elimination or disci-
pline of Canadian subsidies. The subsidy issue crops up again and again in sector
after sector. Until we address the subsidy issue, true free trade between the United
States and Canada will be impossible,” Baucus said.

OPENING STATEMENT OF HON. MAX BAUCLUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN OF THE SUBCOMMITTEE

Senator Baucus. This hearing will come to order. |
Canada is the United States’ most important trading partner.
Thé United States and -Canada.trade about $200 billion worth of

ey ‘
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goods and services each year. The United States and Canada trade
more goods and services than any other two nations. .

Two years ago the United States and Canada concluded the
United States-Canada Free Trade Agreement. That agreement
phases out tariffs, sets trading rules in most sectors, and estab-
lishes dispute settlement mechanisms. It institutionalizes the most
important trading relationship in the world. The agreement is
truly a historic and ground-breaking achievement and I consjder
the implementing legislation for the FTA to one of the most impor-
tant pieces of trade legislation I have worked on during my time in
the Senate. I have been pleased at the relative ease with which the
FTA has been implemented.

Thus far, the dispute settlement panels seem to be working.
Much of the political controversy surrounding the FTA, particular-
ly-in Canada, seems to have subsided. But when two nations ex-
change $200 billion in goods and services disputes can be expected,
and this case is no exception. ‘

There are a number of serious trade disputes between the United
‘ iStatfas and Canada that deserve immediate attention at the highest

evels. ‘ :

Today I plan to address four issues in particular. First, the U.S.
Department of Agriculture’s proposed open border experiment;
second, the 1986 Softwood Lumber Memorandum of Understanding -
between the United States and Canada; third, a recent GATT panel
decision-affecting a countervailing duty on hog and pork imports
from Canada; and fourth, the ongoing bilateral discussions on disci-
plining subsidies. : ,

The FTA includes a commitment by both sides to work toward
improving and streamlining health_and safety inspections on agri-
cultural goods between the United States and Canada. But the
FTA does not have force of law, and no provision relating to this
commitment was related in the FTA implementing legislation.

Nonetheless, the USDA, after a consultation wifh-its Canadian
counterpart, has implemented a number of changes in inspection
procedures. Last February USDA took the further step of announc-
ing. the open border experiment with Canada. The experiment in-
volves suspending all border inspections on meat traded between
the United States and Canada and relying exclusively upon the in-
spection procedures of the exporting country.

After careful examination of this issue, I believe that the
USDA’s attempt to implement the open border experiment is a
grave error. I have received more constituent mail against the open
border experiment than I have on any other previous United
States-Canada trade issue. Farm groups in my State unanimously
oppose the experiment. Numerous stories critical of the experiment
have appeared in the national and regional press. Meat inspectors
on both sides of the border have criticized the experiment. Most se-
g)qtlxsly, the level of public concern over this proposal has risen to a

il. .

Implementing the experiment now could greatly undermine
public confidence in the safety and wholesomeness of meat. This in
:turn could cause a sharp decline in demand for meat generally, not
just Canadia? meat imports.

s >
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Further, I am dlsappomted and concerned by the way in which .
the USDA has pursued the experiment. The Federal Meat Inspec-
‘tion Act requires the Secretary of Agriculture to appoint inspectors
~ to ensure the safety of all meat. The Act does not allow the Secre-

tary to delegate this responsibility to a foreign government. ¢

Legal opinions by the General Accounting Office, congressional
Research Semce, and USDA’s own General Counsel all confirmed
that the USDA is exceeding its legal authority by implementing
the experiment without congressional approval. I have twice writ-
ten USDA to raise the issue, and I am yet to get more than a cur-
sory response. ‘
. The members of this committee work clOsely with the adminis-

tration to devise procedures for gaining congressional approval of
trade agreements. For USDA to ignore those procedures in favor of
unilateral action undermines the working relationship between
Congress and the administration.

I have worked closely with Secretary Yeutter. I am familiar with
Assistant Secretary Smith’s long background in the meat industry.
I do not believe either one is intentionally attempting to spark a
meat scare or ‘confrontation with the Congress. Nevertheiess, that
is the result of their efforts. .

The USDA has gone too far. It has overstepped its authorlty Its
actions are undermining public confidence in the wholesomeness of
meat and the working relationship between Congress and the ad-
ministration. I urge the USDA to immediately halt its attempt to
implement the open border experiment and send its proposals to
Congress for consideration. If the USDA chooses to ignore this
advice, it will spark a confrontatlon which I do not thmk it wishes
to incur.

On another front, I am anxious to review the 1986 Softwood
Lumber Memorandum of Understanding, better known as the
MOU. I have worked closely with the administration and other
members of the committee on the MOU. The MOU has been a very
successful agreement. It has protected the U.S. industry from the
effect of Canadian lumber subsidies. And since the MOU the de-
cline of the U.S. softwood lumber industry has been stopped and
60,000 new jobs have been created.

Further, the MOU has had the positive environmental affect of
discouraging cutting of margmal Canadian timber. Unfortunately,
some in Canada remain critical of the MOU. There are frequent
calls from Canada for renegotiation of the MOU on one pretext or
another. Frankly, ‘I can see absolutely no rationale for renegoti-
ation of the MOU.

A fundamental purpose of the MOU was to offset Canadian pro-
vincial subsidies and in several provinces those subsidies remain in
“ place. As long as the Canadian subsidies remain in place; the MOU
should remain in place. . :

Further, the MOU sets up a consultatlon procedure to review the
application of the export tax and other issues that may arise. Cer-
tainly at a time when the lumber industry in the United States is
under pressure because of environmental concerns, it would be
senseless to also expose the industry to unfair competition. I trust
the administration continues to share that view.



Another issue that has long\ strained United States-Canadian
trade relations has recently flar new—that is the countervailing
'duty on hog.and pork imports fromd Canada. The issue rose in the
early 1980’s when subsidized hog production in Canada resulted in
a sharp increase of U.S. imports of Canadian hogs and of pork. -

In 1985 the U.S. producers filed a countervailing duty case to .
stem the flow and subsidized imgorts. But the ITC, in a strange de-
cision, decided to impose the coultervailing duty only on live hogs
and not on pork. As you niight expect, Canadian” producers
switched from exporting to live hogs to exporting pork to avoid the
duty. The U.S..producers gained no protection; and the United

- States also lost the value added from processing the hogs into pork.

Like a number of other Senators, I sought to address the problem
with two amendments to the 1988 Trade Act that had the effect of
extending the duty from hogs to pork. Last year the United States
extended the countervailing duty on live hogs‘to pork.
challenged the decision before a GATT panel and t panels.

The FTA panels have an extremely limited mandate, merely in-
suring that U.S. laws properly applied by the ITC and the Com-
merce Department. Though an FTA panel did remand the case to
the ITC to correct some numerical errors, the narrow mandate of -
the panels should limit their impact. ‘ ,

The GATT panel is quite a different matter. A few weeks ago a
GATT dispute settlement panel issued a preliminary decision in
this ase that could severely limit the ability of the U.S. impose

- dutiés on agricultural products. I will not go through all the details
of this decision, but suffice to say, the GATT dispute settlement
panel’s decision, if accepted, could deprive most agricultural pro-
ducers of protection of countervailing duty laws.

Subsidizing nations could  avoid countervailing duties by simply
doing minor processing of their product before export. Because
Canada applies its own countervailing duty law in much the same
way as the United States, I strongly urge the administration to
block acceptance of this decision. The decision should be blocked at
least until suitable changes can be negotiated in the GATT subsi-
dies code.

- And finally, it is critical that the governments of the United
- States and Canada begin serious work on limiting subsidies. Subsi-
dies are just as much a barrier to free trade as tariffs or quotas.
According to the OECD, Canadian subsidies are on average three
times higher than U.S. subsidies. Canada extends particularly gen-
erous subsidies to its forest products, its mining, smelting, agricul-
ture and other natural resource based industries.

As many of the witnesses at this hearing will attest, these Cana-
dian subsidies create an extremely serious trade problem. The sub-
sidy problem was recognized in the FTA. Both sides agréed as sart
of the FTA to begin negotiations aimed at disciplining subsidies,
yet the Canadian government dragged its feet for months before
appointing its subsidy negotiating team and there are now com-
plaints from Canada that the subsidy talks should not proceed
until the current GATT Round is concluded. This is nothing more
than stalling. . :

True free trade between Canada and the United States will be
impossible unless subsidies are controlled. New subsidies distort

«o .
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5
trade and will inevitably force the United States to impose more
and more countervailing duties. Any true supporter of free trade
should recognize the necessity of limiting these subsidies.

All of the disputes raised today should be kept in context. In gen-
eral, the trade relations between the United States and Canada are
going quite well. That does not lessen the seriousness of the trouble
spots. Problems must be addressed if the trading relationship is to
continue to grow and prosper. If ignored; these dlsputes could
fester and become much more serious.

I hope today’s hearing will provide a good comparmg of the
issues and I trust the administration will be responsive.

['I?dhe ]prepared statement of Senator Baucus appears in the ap-
pendix.

Sengtor Baucus. I will now defer to any of my colleagues if they
have any statements. The Senator from Michigan. :

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR,, A US.
SENATOR FROM MICHIGAN

Senator RiEGLE. Thank you, Mr. Chairman. I want to just say not
to Congressman Frenzel, I want to say with respe? to him appear-
ing before us in a moment, but I want to say with®reference to our
. trade representatives who will be ‘up here a little bit later, I am-
very much interested in the North American content requirement
on autos going from 50 percent to 60 percent.

The Select Auto Panel established by the Free Trade Agreement
recently recommended an increase in the North American content
requirement from 50 percent to 60 percent, and even a majority of

" the Canadians on the panel agreed that this would be in our

mutual interest.

So I am very much concerned about it and hope that our repre-
sentatives will be able to tell us what happens next. I think it is
very important.that we press ahead on that issue. We have gone
through the appropriate steps. But we now have a recommendation
from the study panel and I think it is time to see if we cannot get
that locked in place. So I would be very much interested in that.

With respect to Congressman Frenzel, I am very pleased that he
has the opportunity to be here today and I would like to take note
of the fact that he has announced his retirement. So this will prob-
ably be one of the last times that he testifies before—at least as a
sitting member of Congress—before a panel either in the House or
the Senate.

But I just want to say how much I respect the work you have
done over the years. I think you have been one of the members in
the House—not that we have always agreed on issues—who has
really tried in every way to address issues, bring them forward, see
them debated, see them acted upon.

In any event, I appreciate your service and sorry to see you go.

Congressman FrReNzeL. Thank you very much, Senator

Senator Baucus. Thank you, Senator.

Senator Symms?
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" OPEN ING STATEMENT OF HON. STEVE SYﬁMS, A US. SENATOR

FROM IDAHO

- _ Senator SymMms. Mr. Chairman, thank you for having this hear-

ing and also for your in depth statement which covered several
areas that many of us are interested in. I am very pleased that we
are having this oversight hearing because there are some difficul-
ties, as the chairman points out, with what I think is basically a
good Canadian and United States Free Trade Agreement.

There is no question that the Canadian and United States trade

* is the largest bilateral trading relationship in the world. I feel that

the FTA, between the United States and Canada, is an agreement
that can be beneficial to both nations. But it is important that we
strive to maintain this close relationship and work out these prob-
lemg that will come along in the future and have come along al-
ready. : _

The FTA provides for a dispute settlement process to address and
remedy the concerns either side may have and to promote a mutu-
ally advantageous bilateral trade agreement between the two coun-

- tries.

I would say again, I will have some questions dealing with the
MOU that the chairman mentioned on lumber and on some of the
problems of what I perceive to be subsidies going into the fertilizer
producing industry that have a negative impact on fertilizer pro-
ducers south of the Canadian border and some;other issues, but I
do look forward to this hearing. '

Senator Symms. I would like to join in with my former colleague,
both I guess of these two Senators—we are all former colleagues
from the House here at this table—and with our former colleague
Bill Frenzel, and thank you, Congressman Frenzel, not only for
your friendship over these past many years but for the fine and re-
sponsible work I think you have dohe as a member of the House.

But, Senator Riegle, this probably will not be the last time that
we will see Bill Frenzel before this committee. But it will be the
last time that we see him before this committee testifying for such

" a low rate of pay per hour. [Laughter.]

Mr. Chairman, thank you.

Senator Baucus. Thank you very much. '

Congressman, I join in the accolades of my two colleagues. We
have all four served together at the same time. We have all four
worked very much on trade issues. I personally believe that the
House is losing one of its finest public servants when you retire. I
have been . very impressed, and always impressed, with your .
thoughtfulness, the depth of your inquiry in all subjects, your fair-
ness, and I just repeat in saying that I think you are one of the
finest public servants I have had the privilege to know. :

It may be that there is a certain greater remuneration per hour

in another life, but I suspect.that the cyclic awards per hour in
your present life are probably even greater. I join my colleagues.
You have been a great public servant. The country will still be well
served in whatever capacity you attempt to pursue.

Senator RIEGLE. You may just want to put your statement in the
record. [Laughter.] _
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Senator Baucus. With that, Mr. Congressman, we look forward
to your statement.

"~ STATEMENT OF HON. BILL FRENZEL AUS. REPRESENTATIVE
FROM MINNESOTA

Congressman Frenzer. Thank you very much, Mr. Chairman,
and members of the Subcommittee. I thank you all for your most
_ generous statements. I have served with each of you and learned a

lot from each of you. I salute your interest in this particular issue.
I thank you for your eulogies.

[Laugher]

Senator Symwms. It is amazing all the nice things people say about
you once you are not runnmg, isn't it?

Congressman FRENZEL. 1t is true. I have suddenly become a great
deal wiser, fairer and more beloved. [Laughter.]

I like it very much. If I had known how wonderful Iwasl mlght
not have decided to retire. [Laughter.]

Mr. Chairman, I am thankful for the opportunity to appear
before you. I ask unanimous consent that my statement may
dppear in the record and that I might proceed extemporaneously.

Senator Baucus. Without objection.

[The prepared statement of Congressman ‘Frenzel appears in the
appendix.] .

Congressman FRENZEL A number of us were nervous when this
' hearing was called for fear that it might be a threat to the system,

particularly the Chapter 19 panel system. The chairman’s staff as-
sures me that that is not the case; and the chairman’s statement
indicates the intent of the hearing. That is very reassuring to me.

I cannot help you much on open borders. I do not know very
much about that. And I do not know, Senator Riegle, very much
about the automobile questions that are on your mind. I do want to
speak for a moment on the agreement itself and partlcularly the
panel process.

The United States did not invent the panel process. It came from
north of the border. However, we integrated it into the agreement
and believed that it was a good process. As I try to review the two
Chapter. 18 decisions and the 13 other panel processes under Chap-
ter 19, it seems to me that while we will have a few aggrieved par-
ties, the process is going rather well.

As the chairman indicated in his preamble statement, the histo-
ry of trade relatlonshlps between our two countries has been ex-
traordinary in that while we have had monumental conflicts over
the years, compared to the volume of trade that has gone on be-
tween the two countries, the conflicts are few. Both of the Chapter
18 panel decisions related to fishing disputes and those disputes
antedate the creation of both of our countries. They are going to go

_on long after those of us in the room have passed out of the politi-
cal arena.

The astoundmg thing is that despite these difficult dlsputes both
countries’ interests have always been negotiated fairly. That has
continued, I think, under the Free Trade Agreement. It was a bene-

ficial agreement for both countries. I believe that the panel system
will work well. I also believe that it needs to be challenged from

7
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time to time by hearings like this so that everyb'ody is assured that
it is working well.

With r te«fe‘:t particularly to the pork sxtuatlon, the situation is
- complicated by the fact that there is also the appeal to the GATT

panel. As we all know in the negotiating of the Free Trade Agree-
ment between the United States and Canada we.delayed consider-
ation of many conflicts. The chairman has spoken of the subsidy
matter, but literally all the agricultural matters were deferred. to
the completion of the Uruguay Round of the GATT. This includes
agriculture subsidies.

When the Uruguay Round is completed and implemented, I sus-
pect that we will have eased many of the bllateral problems, and -

- we will be able to focus on those items that are unique to our rela-
tionship.

So I hope that we will go forward concurrently in the interna-
tional GATT forum as well as in our bilateral relationship as the
chairman has suggested. However, we should proceed with some
caution so that we do not unsettle the overall relationship nor the
agreement itself. No agreement should go unchallenged. No agree-
ment is perfect. They can all stand improvement. . :

But we have to be sure that we have more than a few panel deci-
sions before we begin to consider changes. The committee should be
congratulated for collecting the information to determine whether
there are changes that need to be made. I am glad that it is not

- contemplating changes at the moment, but is merely in an .infor-
mation seeking mode. To repeat, I beheve we do not have enough
information to proceed.

Again, I thank the three members of the panel for their generous

- statements. I thank the chairman and the full panel for being will-
ing to hold these inquiri@. I wish you all great luck in the future -
with what are sometimes very contentious matters.

- Thank you very much.

Senator Baucus. Thank you very much, Congressman.

Don’t you agree though that sometimes bilateral and, say, trilat-
eral negotiations—I am thinking about the probable inclusion of
Mexico in the agreement with the United States and Canada—help
Igzlve E:i glttle nudge to multﬂateral negotiations, that is the Uruguay

oun

Congressman FRENZEL. No questlon about it, Senator. I think our
experience with the Canadians has been helpful on a number of
multilateral fields and it did, I think, give some impetus to the
Uruguay Round. I think our negotlatlons with Mexico, with the Ca-
nadians apparently and hopefully sitting in to help us in those ne-
. gotiations will also be important in maintaining the multllateral
agreements and improving them. '

I think our Canadian agreement added a good deal of impetus to
the integration of the European market. I hope that we will be able
to initiate other bilaterals that will give the same kind of stimuli.

Senator Baucus. Thank you.

Senator Symms?

Senator Symms. Thank you, Mr, Chairman.

Bill, the chairman in his statement said, “I have received more
constituent mail against the open border expenment than I have

’
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any previous United Stabes-Canada trade issue.” Have you received .
mail on this?

Congressman FrRENzEL. No, I have not.

_ Senator Symms. I have not either. I am surprised to see this.
° Congressman FrRENzEL. I have to_tell the Senator that in my
State we have a balance of payments deficit. We like open borders
- because it produces a lot of oil to heat our homes and a lot of
hockey players to help us run the North Stars. [Laughter.]
- Senator Symms. But I am just curious to your opinion on this.
The chairman’s statement says meat inspectors on both sides have
criticized it and the most serious level of public concern. But I just
am curious if you have an opinion on that.

Congressman FRENzEL. I stated in my general statement, Sena-
tor, that I could not help the chairman of the committee on that
because I really have no knowledge. I can only state that my mail
bag is empty on that issue.

Senator Symms. I think regionally in ‘Montana and Idaho and
eastern Washmgton we have felt the impact of Canadian livestock
on the hoof coming to our packing houses more than in any other——
part of the country, where the live cattle come across; and in your
part of the country you are sending finished meat back across the
border. Is that correct?

Congressman FRENzEL. There is a little of both, Senator, depend-
ing on prices and conditions and some of the condmons that the
chairman referred to as well.

My State was one of these which in a misguided effort declared
"~ an embargo on hogs from Canada at one time. That was one of the

things that I hope was resol\led in the Free Trade Agreement. So
- we do have sdme concerns, but they have not been communicated
to me recently.

Senator Symms. Okay. Thank you very much. Again, I wish you
every success in your future and it has been a privilege to know
you and work with you in the Congress; and I look forward to con-
tinued friendship after you leave the Congress.

Congressman FrRENZEL. Thank’you very much, Senator.

Senator Symms. Thank you. [y ‘

Senator Baucus. Thank you, Senator. .

Senator Riegle?

Senator RIEGLE. I have no questxons, Mr. Chairman.

Senator Baucus. Thank you very much, Bill. '

Congressman FReNzEL. Thank you very much, Mr. Chairman. |

’,

Senator Baucus. Good luck to you. C—

Next we have a panel that consists of Hon. Charles Roh, Assist-
ant U.S. Trade Representative for Canada and Mexico; Hon Marjo~_
rie Chorlins, Acting Assistant Secretary for Import Administration
~in the U.S. Department of Comme. .¢; and Hon. Jo Ann Smith, As-

%%%?&t Secretary for Marketing and Inspectlon Services for the
[]
~ Okay, Mr. Roh, why don’t you begin.
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STATEMENT OF HON. CHARLES E. ROH, JR., ASSISTANT U.S.
TRADE REPRESENTATIVE FOR CANADA AND MEXICO

Mr. RoH. Thank you very much, Mr. Chairman. With your per-
mission I would like to summarize my testimony.

Senator Baucus. All statements will be included. I would also
like to remind each witness that we have a 5-miinute rule which we
will apply to everyone. But all statements of all witnesses will
automatically be included in the record.

Mr. RoxH. Mr. Chairman, I am very pleased to testify. I remember
well that this committee was instrumental in the creation of the
Free Trede Agreement and we have continued close consultations
with the committee in the implementation phase.

I know of your keen personal interest in the FTA, Mr. Chairman,
and I enjoyed the opportunity to go out to Great Falls and talk to
citizens of Montana about the Free Trade Agreement. I remember
‘meeting some folks there that were taking advantage of the FTA
and thinking to myself that folks like the man who was increasing
his profits handsomely by his cut flower trade with Canada should .
be the ones that are testifying and going out there and giving the
speeches. )

Mr. Chairman, we concur that the implementation of the United
States-Canada Free Trade Agreement continues to work well. We
are heartened that traders and businessmen are taking advantage
of the many opportunities opened by the agreement.

I will not numb you with more statistics. You have already noted
that this is over a $200 hjllion relationship. A couple that caught
my eye were that in 1989 we exported some $79 billion in goods, an
. increase of 10 percent over 1988. That is a trend we hope continues.
Our exports to Canada far surpass our exports of $45 billion to
Japan in 1989, and almost equal our total exports to all the EC
countries. . : -

Much was achieved in the FTA but, of course, as you pointed out
there remains some problems. And we do have mechanisms in the
agreement for addressing some of these problems. The central over-
sight body is the United States-Canada Trade Commission. That is
chaired on our side by Ambassador Hills, my boss, und on the Ca-
nadian side by her counterpart, John Crosby. '

They have met three times since the agreement went into force
on January 1, 1989. They have established a number of working
groups and we have been able to resolve matters, I think, in a very
business-like way. I think most observers would say, without dimin-
ishing the importance of the disputes that are out there, that in
the context of overall United States-Canadian relations, this has
been a smooth sailing period for the last year and a half or so.

One group that I would like to note in particular is that we have
a tariff working group that has been implementing one of the most
popular features of the United States-Canada Free Trade Agree-
ment. The tariff working group is responsible for negotiating accel-
erated reductions of tariffs. As you know, Mr. Chairman, the agree-
ment provides that duties will be eliminated either over 10 years or
in some cases over 5, in some cases immediately.

We have been enabling businessmen and farmers on both sides
to petition government to speed the process, for exampie, by pro-
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viding that a product that is scheduled to phase out over 5 years
will instead be eliminated immediately.

In the first cycle of such accelerateg reductions, implemented the
beginning of this year, we were able to accelerate duty reductions
on over 400 items covering approximately $6 billion in bilateral

" trade. All of that was done, Mr. Chairman, without any objection

on either side. I think that is a real testament to the fact that
there is a tremendous interest in free trade between the United
States and Canada. ‘ .

We are now in the second cycle of that proggzam. We have had
some 200 petitions for accelerated duty reductions on about 1,000
items. Of course, we will not be able to agree on all these. Some of
them are controversial. But it is heartening that we still see that
interest; and next week, we will be publishing a list of the items
that are under consideration. And then there is an extensive possi-

' bility for private sector comment and ITC advice as well as consul-

tation with Congress.

Mr. Chairman, on managing trade disputes we have two dispute
settlement mechanisms in the agreement. One of them is Chapter
18 which is that which is a lot like GATT. It is for solving disputes
that arise under the terms of the agreement. And the other is
Chapter 19 which is a provision for bi-national review which re-
places judicial review of countervailing duty and anti-dumping de-
cisions. :

I think that both are working well. We have had two Chapter 18
panelsas My. Frenzel noted. Both of them fisheries matter. One on
salmgn and herring; one on lobsters. We were able to reach a set-*
tlement of oyr salmon and herring dispute and we are working
now Hn reaching a settlement on lobsters. I think it has helped us
to solve these problems. -

On Chapter 19 I will defer to my colleagues from the Department
of Commerce. But I would note that a number of disinterested ob-.
servers from the private sector have commented very favorably to
me on the quality and on the objectivity of the panel reports under

~ ‘Chapter 19.

Let me turn just quickly to the unfinished negotiating agenda
which you referred to as well. We did not get all we achieved under
in the FTA; in fact, neither did the Canadians. And both sides have
items that they would like to pursue. We have both private sector
and intergovernmental groups.

Senator Baucus. I am going to have to ask you to summarize if
you can, Mr. Roh.

Mr. Rog. Sure.

On the plg"wood standards we are heartened that we have a pri-
vate sector bi-national group that has been working on developing
a common standard. I know this is of interest to you. It has been
making progress. In fact, we have seen more progress in the last 6
or 8 months than in 20 years of pursuing this issue previously. We
are not there yet. We are holding up the tariff reductions on ply-
wood and certain other wood products until the plywood standards.
are sufficiently incorporated on both sides.

On autos, which Senator Riegle referred to, we have just had a
recommendation for improving the rule of origin that we are
taking up with the Canadian side.
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Let me-just conclude, Mr. Chairman, since I have gone over my
time, by saying that we indeed should not diminish the importance
of the disputes that exist. But we must also not lose sight of the
ol\{grall excellence of the world’s largest bilateral trading relation-
ship.

Thank you. I would be pleased to answer questions.

[The prepared statement of Mr. Roh appears in the appendlx]

Senator Baucus. Next we have Ms. Chorlins.

STATEMENT OF HON. MARJORIE CHORLINS, ACTING ASSIS’I‘ANT
SECRETARY FOR IMPORT ADMINISTRATION, U.S. DEPARTMENT
OF COMMERCE, ACCOMPANIED BY ANN HUGHES, DEPUTY AS.
SISTANT SECRETARY FOR THE WESTERN HEMISPHERE, U.S.
DEPARTMENT OF COMMERCE )

Ms. CHORLINS. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to return to what was once my home. away from home and
talk on this very important subject. Mr. Roh succeeded in his task
of leaving the most difficult issues for me to address and I will at-
tempt to do that in very short order.

Let me begin by saying that the principal objectives of the Com-
merce Department with respect to the FTA are to educate Ameri-
- can business about the opportunities that arise as a result of the
agreement, to help solve U.S. exporters’ specific problems and to
ensure Canadian compliance with the FTA obligations.

Let me talk very briefly about the business outreach side. First
and foremost, we want to help American firms think about export-
ing with Canada as their first target market. Our slogan, “Canada
First,” suggests that once companies master the technique of ex-
porting to Canada, they will be better prepared to sell to other
more difficult foreign markets.

We have developed a “Canada First” seminar series to take the
mystery out of exporting. In addition, we also offer business people
daily, one-on-one counseling. Our Office of Canada alone responded
to more than 20,000 inquiries about the FTA last year.

Mr. Chalrman at this point I would also {ke to introduce
Deputy Assistant Secretary, Ann Hughé}xﬁlo is responsible for all
of the Western Hemisphere 'at the Depart ent of Commerce, and
of particular importance for today’s proceedings, the Office of
Canada. She will also be in a position to answer questions later on.

Another important component of our business counselmg are our
publications, and we also assist with individual exporter’s problems
on a day-to-day basis through regular business counseling activity.

Clearly of particular interest to this committee is the role of the
Commerce Department in the implementation and enforcement of
the FTA. I would like to talk initially about the subsidies working
group, of which Deputy Assistant Secretary Hughes is the chair-
man for the U.S. side. -

As you well know, this subsidy issue was not fully addressed to
both sides’ satisfaction during the FTA negotiations. It was an
issue that was, in fact, left unresolved nding further negotiation
over a b to 7-year penod You will recall that one of Canada’s main
goals during the talks was to exempt themselves from application
of our countervailing duty laws or otherwise to limit the scope of
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our statute. We obviously were unwilling to change the law, par-
ticularly without some sort of substantive undertaking by Canada
to discipline its use of subsidies in a truly meaningful way.

As a result, we find ourselves with the subsidies working group,
and as I mentioned, Deputy Assistant Secretary Hughes is the
chair on the U.S. side. It is my understanding that this group has
used the initial period of its existence as a time for intensive prepa-
ration. In particular, they have focused on collecting data on Cana-
dian subsidy practices and on consulting domestically with interest-
ed parties. ' :

We are currently, in fact, circulating a paper that frames the rel-
evant issues and solicits advice. I would ask that a copy of that
paper be submitted for the record.

nator Baucus. Without objection.

[The information appears in the appendix.] '

Ms. CHoORLINS. As Mr. Roh noted, the FTA provides for two types
- of dispute settlement mechanisms—Chapter 18, dealing with gener-

al disputes; and Chapter 19 with the dumping and countervailing
disputes. Of particular interest to this committee are the recent
Chapter 19 decisions with respect to the ITC’s determination on the
countervailing duties on Canadian pork and the pending panel de-
cision which is expected today with respect to the Commerce De-
partment’s practice. -

You will recall that the Department utilized a provision that you
~were a co-author of from the 1988 Trade Act, whereby we treated
subsidies provided to hog farmers as subsidies to pork processors.
Following an affirmative finding of threat of injury to the industry
by the ITC, we imposed countervailing duties last year.

At this point, as I mentioned, we do have a panel response with
respect to the ITC’s finding. We are still waiting to hear from the
panel with respect to the Department’s practice; and as a result |
do not have much to share with you today. In fact, we are waiting_
‘to hear the outcome of that later today.

As you rightly noted in your opening statement, in addition to
these FTA panel decisions, we also have a GATT panel decision on
this very same issue. Canada requested the formation of a panel
under Article 23 of the GATT and suggested that our application of
Section 771 was inconsistent with our obligations under the GATT.

Last month the GATT panel ruled in support of the Canadian po-
sition, and we are currently studying that panel report in order to
determine how to respond to it. _

Let me turn very briefly to the lumber MOU which I know is of
particular interest to you. We in Import Administration are re-
sponsible for administering the MOU and remain firmly committed
to this task. The Canadian lumber industry and some government
officials have made public -statements that economic conditions
warrant at a minimum a change to the MOU if not its scrapping
entirely. Frankly, we haven’t see any evidence of fundamental
structural change that would merit the elimination of the MOU.

With that I would like to conclude my formal testimony and I
welcome any questions. o - L

Senator Baucus. Thank you very much.
dix['lihe prepared statement of Ms. Chorlins appears in the appen-
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Senator Baucus. Secretary Smith? ¢

STATEMENT OF HON. JO ANN SMITH, ASSISTANT- SECRETARY
FOR MARKETING AND INSPECTION SERVICES, U.S. DEPART-
MENT OF AGRICULTURE, ACCOMPANIED BY DR. LESTER M.
CRAWFORD, ADMINISTRATOR, FOOD SAFETY AND INSPECTION
SERVICE, U.S. DEPARTMENT OF AGRICULTURE, AND JOHN
GOLDEN, ASSOCIATE GENERAL COUNSEL,’ U.S. DEPARTMENT
OF AGRICULTURE

Mrs. SmrtH. Thank you, Mr. Chairman. Before I begin I would
like to ask your understanding and the members of the committee
because I am going to have to make a statement and depart for
Senator Daschle’s home State in order to make a very long -term
previous commitment there this evening. -

But I have with me Dr. Lester Crawford, who is the Administra-
tor for FSIS; John Golden, who is Associate General Counsel at
USDA; and Pat Stolfer, who is the FSIS Deputy Administrator for
International Programs. I am sure they can do a more than ade-
quate job of answering questions; and [ would be happy to at any
time do so on a one-to-one or personal basis.

We at the Department have long recognized the equality between
the Canadian and the United States meat and poultry inspection
systems. There is a key element of Canada’s meat and poultry in-
spection system that makes Canada unique from other countries
and most similar to the United States. Canadians only have one
standard of inspection, just as there is only one standard here in
the United States. Every other country has more than one stand-
ard: they have a standard for export and a standard for the domes-
tic product consumed.

In addition to the one standard of inspection of USDA and

Canada, they have an equivalent system of inspection. They also”
have’ equivalent systems of registration, sanitation and label re-
quirements, as well as residue testing. The inspection programs in
both the Uited States and Canada are comprehensive and manda- |
ve been in existence since the 1900’s.
As you know, USDA and Agriculture Canada agreed in February
to implement on a 1l-year basis an experimental open border agree-
ment with regard to meat and poultry. Pursuant to notice and com-
ment rulemaking Canadian products to be exported to the United
States will be inspected by ACanada and certified for export. The
same is true for the U.S. products. They will be inspected by USDA
and certified for export to Canada.

An evaluation of the experiment will take place by a meat, poul-
try and egg inspection working group which was established by the
Free Trade Agreement. This evaluation will then determine wheth-
er or not the open border experiment should be made permanent
under the applicable law and the Free Trade Agreement.

It should be noted that even with the open border experiment in
operation a large amount of Canadian meat and poultry will still
be subject to reinspection in the United States. Approximately 75
to 80 percent of product exported from Canada to the United States
is fresh and is processed into other meat and poultry products.
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These processed products are all subject to reinspection no matter
what the origin of the meat and poultry would be.

The Secretary’s authority for the open:border agreement lies
within the Federal Meat Inspection Act and the Poultry Products
Inspection Act—Section 20 of the Meat Inspection Act as amended
in 1981 and Section 17 of the Poultry Act, as amended in 1985.
They require that all imported meat and poultry products be sub-
ject to the inspection, sanitary, quality, species verification and res-
idue standards applied to products produced in the United States.

The Secretary is required to enforce these requirements through
random inspection for specifies verification and residues, and
random sampling and testing of internal organs and fat of car-
casses for residues at the point of slaughter by the exporting coun-
try in accordance with methods approved by the Secretary.

The acts do not require that the Secretary should conduct these
random inspections and testing. The Secretary is only required to
enforce the import requirements through these means.

Although random sampling and testing of internal organs and
fat of carcasses for residues at the point of slaughter must be con-
ducted by the exporting country, the Secretary does have discretion
to determine whether the exporting or importing country is to con-
duct the random inspection for species verification and residues.

The proposed regulation, therefore, provides for inspection and
reinspection of imported products from Canada by Canadian in-
spection personnel, and inspection and reinspection of U.S. product
to be exportéd to Canada by U.S.D.A. inspection personnel.

This inspection procedure would, in effect, open the border be-
‘tween the two countries with respect to importation and exporta-
tion of meat and poultry products. :

The open border agreement is also consistent with Schedule 10 of
the Free Trade Agreement and with Article 708(1Xd) which has a
goal “to utilize each other’s personnel for testing and inspection of
agricultural food, beverage and certain related goods.”

Let me state again the open border agreement is only a proposal
at this stage. We have received over 2,000 comments. We will ana- -
lyze each of them very carefully before a final decision is made on
the proposed rule. The proposed rule could be modified. Those com-
ments would be weighed very carefully before any final rule would
be published.

Mr. Chairman, this concludes my testimony and we would be
happy to answen any questions that you might have.

Senator BaAucus. Okay. Thank you, Ms. Smith. -

[The prepared statement of Mrs. Smith appears in the appendix.]

Senator Baucus. I am just curious. You are aware of the General
Counsel Memorandum which basically states—I can quote from
it—but it basically states the opinion of the General Counsel and
the USDA that finds very serious legal problems associated with
the Department’s delegation of meat inspection under the Meat In-
spection Act to a foreign government.

I am just curious why you seem to—why the Department seems
to have ignored that recommendation and not attempted to find
some other solution other than proceeding.

N
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Mrs. SMmiTH. We feel that we have the authority under the cur-
rent legislation, under the Meat and Poultry Act. I am aware of
the Memorandum that you are speaking of, yes, sir.

Senator Baucus. I just want to read the applicable sentence
here. Basically, “Although judicial precedence allow agencies broad
latitude in interpreting their statutory authorities in this case, we
can encounter serious legal obstacles because of the absence of spe-
cific statutory language and problems in the legislative history and
.the contrary statements of certain FSIS officials. Because of the -
high likelihood of a lawsuit against the Department, you should
consider these legal obstacles seriousl,y before the Department goes
forward to implement the agreement.”

You know, lawyers have looked at this problem and have con-
cluded it is a very serious legal problem. I am just curious, in order
to avoid difficulties, in order tg enhance trust in the free—and the
smooth operations of this why the Department-did not seek con-
gressional authorization.

Mrs. SMITH. We feel that we have the authority under the Meat
and Poultry Inspection Acts to proceed’with this. There was oppor-
tunity for people who do not agree to comment on the proposed
rule when we published it, and we understood that not everybody
would be for it. : ,

Senator Baucus. I just want to raise two points. One is the high
likelihood of a lawsuit, which slows down—— - 4

Mrs. SMITH. I think you must read the entire document. Certain-
ly legal counsel pointed out not only that, but they pointed out the
roeitives also. So I think as you look at it you will realize that good

egal counsel would advise on total— - )

Senator Baucus. I am just stating the conclusion of the General
Counsel. /

Mrs. SmrTH. I realize that. .

Senator Baucus. Which was a high probability of a lawsuit. I am
just pointing out, if there is a high probability of a lawsuit that
slows down the potential implementation and it causes confusion,
delay and so forth, that is one problem. The other is just the rela-
tions with the Congress, particularly the committee that worked .
very hard with the administration in writing the Federal Trade
Agreement and implementing the legislation.

So I just frankly urge you to remember that often discretion is a
better part of valor here and maybe it is a little wiser to back off
~and not try to force something through, but rather to work with
the Congress to find a more accommodating solution.

I mean i8 it the Department’s intention to delay implementation
of the open border experimentation for several months or for a cer-
tain period of time?

Mrs. SmiTH. We do not have a time table. Under the rules we
have to review the comments. We have over 2,000 comments. We:
will review thos¢ and we will certainly move through that process
as we do. We do not have a one, two, three, four date on it.

Senator Baucus. Now the balance of the comments you have re-
ceived, would you characterize them as favorable to the administra-
tion’s open border experiment or unfavorable?

Mrs. SmrTH. I have not reviewed the comments personally and I
cannot answer that question at this point in time.
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Senator BAucus. It is my understanding that the vast majority is
unfavorable. e

Mrs. SmitH. You have information that I do not have. Let me
just say that the way that we review comments is to certainly look
at the comments and weigh them all very carefully as I stated that
we will do.

Senator Baucus. I think the bottom line here is just consumer
confidence and the health of Americans who want to be sure they
are eating safe meat.

Mrs. SMITH. And we certainly agree with that.

Senator Baucus. That is what the bottom line is here. I just
think that the Department should \go the extra mile to be sure that
the public is eating safe meat. You know as well as I—I have
spoken personally with many meat inspectors in this country who
are very concerned with the quality of the meat that they see now
coming down from Canada under the Canadian inspection proce-

dures. They are very concerned. ’
~ I would think that the Department should go the extra mile to
be sure that the meat that is consumed in our country is safe to
consume. I very strongly urge the Pepartment to delay implemen-
tation—— ‘

Mrs. SmiTH. You can be assured that we will make sure it is safe.

‘Senator Baucus [continuing]. In fact, not to implement the policy
as stated until we clear up some of these problems.

Mrs. SmitH. Thank you. \

Senator BAucus. Senator Symms? :

S Sex}x}ator Symms. Thank you, Mr. Chairman; and thank you, Ms.
mith. - : ‘
" I might just ask a question of Mr. Golden. Please have a safe
trip. Are you going out there for or against Senator Daschle before
we let you go? [Laughter.] : ‘
- Senator DascHLE. Before you are excused, I wanted to know that
too. [Laughter.] )

Mrs. SmiTH. I am certainly smart enough not to go out there
against Senator Daschle just after I appear for a hearing.

Senator Symms. Thank you. o

Dr. Crawford and Mr. Golden, now are you both involved in this
open border agreement also?

Dr. CRAWFORD. Yes. .-

Senator Symms. I was just rather curious. Have you had an op-
po';'tuhity to look at any of these 2,000 comments that have come
in? '

Dr. CRaAwroRD. No, we have not.

Senator Symms. And have you heard from major farm organiza-
tions, meat inspection. people? :

Dr. CRAWFORD. Yes, we have had a number of letters that later
we have turned into comments. Yes, we have had(a number of let-
ters on the issue. ‘ '

Senator Symms. At this point and juncture, do you believe that
this can be made to work? What is your opinion at this time, your
first opinion?

Dr. CrawroRD. Well as you know we published a proposed negu-
lation to implement an experiment to see if this would or wpuld
not work. We have not made a final decision on whether or ndt to
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implement the experiment. So at this point no change has been
made. We are reserving judgment on whether to proceed with the
experiment, and then obviously the experiment would be for the
fr_)urpose of testing whether or not this worked to everyone’s satis-
action.

Senator Symms. Thank you very much. D

I would like to ask a question, Mr. Chairman, of our Commerce
witnesses. I am concerned about some of the subsidies that are
coming through environmental laws, particularly in the decision of
the Providence of Saskatchewah to permit a fertilizer plant which
has very significant financial interest to forego any formal environ-
mental rule.

And furthermore, the way I have understood it from some of my
cepstituents that are in direct competition with the Canadian fer-
tilizer interests that there is a $435 million plant where about $305
million is guaranteed by the government so that it gives them a
financial advantage as well as some environmental advantage.

Would you please comment on that? What is your plan for it? To
what. extent do we in the United States, our position, will we allow
basic industrial producers like this to create a competitive advan-
tage through the Providence by absorbing these costs of environ-
mental compliance or otherwise manipulating the process so that
they are at a competitive advantage over American producers?
What is our response going to be?

Ms. CHORLINS. Senator Symms, we are, as you are aware, moni-
toring the situation involving the Saferco plant to which you refer.
And we have met with U.S. industry representatives on several oc-
casions. As you know, you and Senator Daschle requested, along
with several of your colleagues, that the Department compile some
factual information on this. We have done that and will continue
to meet with the industry representatives as necessary to discuss
their concerns. ‘

We have also raised this issue with our counterparts in Canada
and will continue to pursue it accordingly. In the event that the
industry decides that it would like to file a petition, we would
gladly discuss that matter with them. . :

Senator Symms. Do you anticipate that a petition: will be filed?

Ms. CHorLINS. Well I think that is really up to the industry, Sen-
ator. And quite frankly, I am not certain that we have gotten a -
clear indication from them one way or the other what their final
intentions will be. But we do remain open to hear from them at
any time.

nator SyMms. Do you think there is adequate protection in the
law—I mean in the treaty—that if in fact a subsidy is deemed that
our ‘producers-will be able to have proper protection so that they
are playing on a level playing field? .

Ms. CHORLINS. Senator, I would like to emphasize that the FTA
in no way impaired the ability of any U.S. industry to pursue relief
under either the anti-dumping or countervailing duty law. I do be-
lieve that the remedy would be available to them in the event that
the situation merited it.

Senator Symms. Do you believe this administration would have
any hesitancy to use that authority?
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Ms. CHorLINS. No, Senator. I do not think this administration
has show itself at all reluctant, in fact, where the situation merits,
where the facts of a case are sound, to pursue an investigation. In
fact, we are obligated under the law, in the event that a petition is
sufficient, to pursue it. .

Senator Symms. Okay. Thank you very much.

I would just like to shift gears now to the Memorandum of Un-
derstanding on the softwood timber. I guess that I' would agree
with what the chairman said. This has worhed pretty well but a
key element in the success of the MOU in adopting was, was Cana-
dian collection of an excise tax. It is my understanding that Quebec
is seeking to have the tax reduced from 8 percent to less than 2
percent and are coming back and saying that they are raising the
price of stumpage sales to offset that.

Do you have a methodology worked out to do the account on that

so we can be sure that our lumber producers do not end up
through some careful—some comglicated accounting ' procedures,
that l:);u' people do not end up on the short end of the lumber so to
speak’ |
- Ms. CHORLINS. Yes, sir. You have very accurately described what
the Government of Quebec’s pro is with respect to its replace-
ment measure. And, in fact, we have a team from Import Adminis-
tration in Canada this week involved in lengthy discussions to
better understand what the Quebec proposal is. -

Obviously, we have expressed some concern, I think, about the
propensity of the Government of Quebec to rely on forecasting of
future events, rather than relying on the historical data that we

~ have developed so far. But we are engaged in the discussions pre-

cisely to be able to determine whether or mot their proposal would
be viable. Obviously, we will take a careful look at it. -
~ Senator Symms. you think when this team comes back, do you
have confidence that we will be able to have verifiable data? Are
you comfortable with that? So that they will be able to analyze and
verify thé ggtual cost analysis so that there is not an attempt made
to give a competitive advantage back? ¢
-~ Ms. CHORLINS. Yes, sir. [ think we will receive sufficient informa-
tion from these discussions this week. And in the event that we do
not to our satisfaction, clearly we will go back to the Government
-of Quebec for more information in order to make a reasoned analy-
sis.

Senator Symms. I think that is critically important that we do
that and I would also urge you to be sure that the verification proc-
ess is accurate and so that there is confidence on both sides of the

_border that it is fair. I think it is important so that the understand-

ing can continue to operate properly.
nator Symms. Thank you, Mr. Chairman.

Senator Baucus. Thank you, Senator.

Senator Daschle?

Senator DascHLE. Mr. Chairman, I would emphasize some of the
comments made by our colleague irom Idaho with regard to the ni-
trogen plant. I think the plant highlights the situation we find our-
selves in with a number of industries that may be falling victim to

" Provincial subsidies. I am concerned because I think that we are

going to have to wait until after the fact, until the damage is done;
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and once the damage is done, I am not sure we have the ability to
respond as appropriately as we must.

In large measure, I think that is a matter of law. But to a large
extent, I think it is certainly appropriate that we talk about it in
the context of the Canadian Free Trade Agreement. I was hoping
we could talk more about that.

But I must say, this may be the last opportunity we have for this
session of Congress to talk about the open border agreement. As
our colleagues know, the witnesses know, we have taken this up on
the Agriculture Committee, and there are profound legal, substan-
tive and procedural questions here.

Senator Baucus did an excellent job in presenting some of them.
And I am troubled to decide which of the three areas I would like
to explore in the limited time we have. But I think I am going to

start with the most immediate and that is the procedural grounds.

Comments ceased to be welcome on September 5th as I understand
it. I am not sure what happens to comments received after Septem- .
ber 5th. You might respond to that. : )

But, frankly, I am troubled by the comment that we got this
morning from Secretary Smith and from you, Mr. Crawford. You
claim not to know what is in those comments. I mean the fact is -
now, what is it, 3 weeks, since the comment period closed, and you
don’t know what is in the comments. How can you say you don't
know what is in the comments and then have Ms. Smith say, well,
we are going to carefully consider all of the information in those
2,000 comments. I cannot imagine that at least one of those letters
didn’t coine to your attention and with that bring you at least some
understanding of what is in that mail.

I mean how long are ‘;'ou going to wait? Are we going to wait
until October, November? o '

Dr. CRAWFORD. Let me explain how we do that. We extended the
comment period in order to receive more comments because as a

‘result of a previous hearing, we believed we would get more com-

v

ments. So we did extend it, which is, although not an unprecedent-
ed step, somewhat unusual. We do want to receive the opinions of
all citizens in this regard. »

What happens now with the 2,000 plus comments is that we
assign a team of individuals to identify the issues raised. Each
issue that is raised is analyzed in terms of its relevancy, and in
terms of the number of times it comes up in the commentary. And
then if the issues are considered to be relevant and supported by
fact, which is almost always the case, we respond to each and every
issue in each and every comment.

That procedure normally-takes 2 to 3 months to complete. Al-
though as Mrs. Smith indicated, the comment period is not neces-
sarily a vote on the amendment, it is taken more or less that way
because each comment that is made is weighed and we determine
whether or not the balance of comments either invalidate the pro-
posal, call for modification of it or support it. And then a recom-
mendation is made to me as. Administrator that generally falls into
one of three categories. ' :

First, the rule must be reproposed with modifications as evi-
denced from the comments. Second, the rule should be effected. In
this case, as you know, the rule would simply enable us to begin
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the experiment to see if these procedures worked: And the third
recommendation would be to scrap the proposal based on com-
mex_lot(sl and substantial matters that had been raised during that
period.- ¢ '

Senator DascHLE. You made the comment that each relevant
comment would be addressed and each relevant criticism would be
taken into account. You have had 2,000 indications of concern. I
am not sure they were all in opposition or all in support. Obvious-
ly, there is probably a good Jeal of opposition expressed. That eval-
uation process has been underway now for a matter of weeks. Is
that correct?

Dr. CRaAwForD. We received the last comments and began evalu-
ating them about 2 weeks ago now, yes.

‘Senator DAscHLE. So the evaluatiorprocess has begun?

. Dr. CRAWFORD. Yes. ‘ '

Senator DascHLE. And_yed're telling us that 2 weeks after the
evaluation process has begun you cannot give u§'some characteriza-
tion of the comments you have received? K_.,,- -

Dr. Crawrorp. What kind of characterization? Do you mean how
many are for and how many are against, that sort of thing?

‘Senator DascHLE. Well you be the judge. Just what can you—you
were asked twice to tell us what—— '

Dr. CRAwFORD. I cannot give you the evaluation of the comments
at this point.

Senator DascHLE. No characterization, nothing?

Dr. CrawrorbD. No, not at this point.

Senator DascHLE. Well I am obviously not getting very far. So let
me just ask you to address a rumor that I heard, just to be sure
that it isn’t true. I have been told that Secretary Yeutter said, we
are going to get this regulation out under a certain time length
and it doesn’t matter how many letters and how many comments
we've got. This thing is getting out sometime in the next tew
months. ’ _

Have you heard anything to that effect within the Department?

/‘%):‘.‘ERAWFORD. He has not expressed that to me. e
tor DascHLE. That is not what I asked.

Dr. CRAWFORD. You are asking me if I have heard that?

Senator DASCHLE. Yes.

Dr. CRawFoRD. No, I have not heard that.
ffSen‘fm;or DAscHLE. Mr. Golden, have you heard anything to that
eftect?

Mr. GoLpEN. No, sir, I haven’t. I have not heard the rumor that
you heard.

Senator DAscHLE. If it were to be a true rumor would you—I
mean to the extent that that rumor persists, I am giving you an
opportunity to say that is not true and we are not going to take
that kind of approach. We are going to listen to each one of these
comments and we are going to respond appropriately.

Can you tell us that with some assurance this morning?

Dr. WFORD. Yes. -

Senator DascHLE. Thank you. - :

Thank you, Mr. Chairman.

Senator Baucus. Thank you.
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To follow up on that last vision, just give us a sense of the degree
to which the Department is sensitive and even sympathetic with
some of the complaints that it has heard from members of this
panel, from other Members of Congress. I am just trying to get a
sense of where the Department is on all this.

I understand the Department has not made a final decision yet
But I would like to get a sense and give you the opportunity to
share with us the degree to which iou see some validity, some
merit in some of the points that you have heard on this, as points
in opposition to and points of concern about the experiment and
the policy.

Dr. CRAwFORD. Yes, Mr. Chairman. The Department has proceed-
ed with consideration of this experimental open border concept in a
very deliherate and cautious manner. We did, as I mentioned earli-
er, reopen the comment period in order that everyone could be
heard and that they could make whatever comments——

Senator Baucus. I do not want to take an awful lot of time here
If you could be very brief, please. ’

r. CRAWFORD. Okay. The second thin is that we published it as
a proposal and we have made no final decision. The third thing is
that the comments, as I mentioned earher, will be evaluated very,
very carefully before a decision is made. .

Senator Baucus. Well you didn’t really answer the way I had
hoped you would—that is, more thoughtfuﬁ

Don’t you think there is some merit in the General Counsel’s
conclusion?

D}g CrawrFoRD. I would have to ask the General Counsel to speak-
to that.

Senator Baucus. I am askmg you. Do you think there is some
" merit in the general counsel’s conclusion, that a lawsuit is highly
prg}bable because of very serious questions of delegation of author-
ity?

_ Dr. CrRawrFoORD. I just cannot predict whether or not there will be
a lawsuit, no.

Senator Baucus. That is not-——I am not asking you to predict.

Dr. CRaAwWFORD. Yes.

Senator Baucus. [ am asking you, do you think there is consider-
able merit in his conclusion?

Dr. CRAWFORD. I don’t know.

‘Senator Baucus. You don’t have any opinion at all?

Dr. CRAWFORD. | have no opinion about whether or not there will
be a lawsuit; and whether or not if a lawsuit is filed, whether or
not we will prevall

Senator Baucus. Do you have . any feeling or opinion of whether
there is a problem?

Dr. CRAWFORD. A problem legally?

‘Senator Baucus. Yes.

Dr. CRAWFORD. No. We have been assured that we can act under
the authority of the Meat and Poultry Inspection Acts to effect
this, as I mentioned. A final decision has not been made though.

Senator Baucus. Do you read English? -

Dr. CRaAwroRrDp. That and other things.

Senator Baucus. Doesn’t that Memorandum in English say there
is a high probability of a lawsuit?
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Dr. CRAWFORD. It says there is a probability of a lawsuit.

Senator Baucus. Fine. Fine.

Dr. CRAWFORD. I didn’t recall the term ‘“high.”

Senator Baucus. High is there. It says high.

Dr. CrawrorD. Much of what we do has a high probability of a
lawsuit from one side or the other. [Laughter.]

Dr. Crawrorp. We have been rewarded with that a number of
times, even very recently.

Senator Baucus. Does that make it right?

Dr. Crawrorp. Well I think seeking redress in the courts is
something that is an inalienable right.

Senator Baucus. Is it right to pursue policies that have a high
degree of legal problems? Isn’t it better to pursue policies that tend
to minimize and reduce potential lawsuits?

Dr. CrRawrorD. Well certainly we do not invite lawsuits and we
attempt to issue these sorts of proposed regulations in a manner
consistent with the law.

Senator Baucus. Okay. Well I could take a lot of time here. I just
know you get the drift of the concern of this panel of the Depart-
- ment’s policy. I, again, urge the Department to pursue a policy of
discretion and of compromise and accommodation rather than con-
frontation. I very much hope and urge the Department to not im-
plement its program as defined. :

Dr. CRawrorbp. Thank you.

Senator Baucus. I have one question of Secretary Chorlins
though. Did I hear you correctly to say that in the Department’s
judgment there is not sufficient reason to renegotiate the MOU?

Ms. CHORLINS. Yes, sir, that is right. At this time we do not feel
that we have seen the sorts of structural changes in.the wa
Canada applies its program to merit a renegotiation of the MOU.

I think generally Canadian ¢ompliance with the agreement has
been satisfactory. We basically feel that the replacement measures
which thes Provinces are able to negotiate are a more effective
means of dealing with this situation than the MOU itself, princi-
pally because they require less monitoring and enforcement than
the export tax does; and they also set the stage for the potential
elimination of the problem which taused the negotiation of the
MOU in the first place. : '

But at this point we have not seen a change.

Senator Baucus. Thank you.

Senator Symms, anymore questions?

Senator Symms. No, Mr. Chairman. I do not have any further
questions. And I have appreciated all the panel members that have
been here this morning. [Laughter.] '

Senator Baucus. It is being tested. That is true.

Senator Daschle?

Senator DascHLE. Well I couldn’t agree more. [Laughter.]

I'm not sure always loyalty is the best character trait, but I
think certainly they are loyal.

We have not had the opportunity in this committee to explore
the basis for this legal interpretation. I do not want to belabor it
because I know we have a lot of witnesses. But as briefly as you
can, Mr. Golden, if you would just for the committee and for the
record cite what you perceive to be your legal authority for the
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open border inspection agreement, I think that would be appropri-
ate.

Mr. GoLDEN. Certainly, sir. " :

First of all, the Department does not rely on any provision in the
United States-Canada Free Trade Agreement or the legislation re-
lated to it as the source of its authority to carry out this program.
We agree that any program of the kind suggested in this proposal
must find its statutory authority in the Meat and Poultry Inspec-
tion Acts. That is what we turn to. - ,

Since those two Acts are generally similar in their provisions, I
will refer specifically to the meat act, which provides in Section
620(F) that, “The Secretary shall enforce this provision,” meaning
“assuring equivalence between the foreign system and the U.S.
system,” through first, the imposition of random inspections for
species verification and for residues; and second, random inspection
and testing of internal organs and fat of the carcasses for residues
at the point of slaughter by the exporting country in accordance
with methods approved by the Secretary.” :

We read that second section—the random sampling and testing
of internal organs and fat of carcasses at the point of slaughter by
the exporting country specifically to require that that inspection be
done by the foreign country, although the methods used must be
approved by the Secretary. .

With regard to the other statutory provision for verification of
equivalence, that is, “The Secretary shall enforce this provision
through the imposition of random inspections for species verifica-
tion and for residues.”

We have concluded that it is possible to contend that first of all
the term “‘Secretary” as defined in the statutory authorities—and
these are alternative arguments—that the term ‘‘Secretary’’ as pro-
vided in another provision is defined as “the Secretary or his dele-
gate”’ and that the Secretary could be construed to have authority
to delegate this particular function to the inspectors of the import-
ing country—the country importing into the United States—since
there is no specification in that provision that it should be done by
the importing country or by the exporting country. _

And secondly, that the provision does not require the Secretary
to inspect but it requires him to impose random inspections. And
that that could be done through the instrumentality of a equiva-
lent foreign system of an exporting country.

Senator DAscHLE. Thank you, Mr. Golden. I am going to say
every time I hear it my blood curdles. I apologize. I know that this
hearing is not only on the open border agreement, but that is an

- unbelievable interpretation of the authority that you provided.

I must tell you, for us to delegate that kind of responsibility in
any other realm of government policy would be absolutely atro-
cious. Can you imagine the Department of Defense doing that? Can
you imagine any other Agency of Government saying, we are goin
to delegate that kind of responsibility to a foreign agent? :

I just cannot understand the rationale there. I know that in the
interest of free trade and the kind of relationship we want to main-
tain with Canada blind trust may be all the justification necessary,
but this is blind trust that I think goes way too far.
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I hope that at some point—I am anxious to see the regulation.
But I must tell you, whether it is through a lawsuit or whether it
is through legislation, I doubt that we have seen the last word. But
I thank you.

And I thank you, Mr. Chairman.

Senator Baucus. Thank you.

Thank you all very much, panelists. Thank you for your partici-
pation. L .

Okay, the next panel includes Mr. Kip Howlett, Jr., the chair-
man of the Coalition for Fair Lumber Imports; and Mr. Robert An-
derson, the forest industry consultant; testifying on behalf of the
American Plywood Association. T :

May we please have order too in the imearing room so that our
witnesses can proceed. ‘

Mr. Howlett, why don’t you begin? )

STATEMENT OF C.T. “KIP” HOWLL['I'I‘, JR., CHAIRMAN, COALITION
FOR FAIR LUMBER IMPORTS AND VICE PRESIDENT, GEORGIA-
PACIFIC CORP., WASHINGTON, DC, ACCOMPANIED BY JOHN RA-
GOSTA, COUNSEL, COALITION FOR FAIR LUMBER IMPORTS,
WASHINGTON, DC -7

Mr. HowiLeErr. Thank you, Mr. Chairman and members of the

committee. My name is Kip Howlett. I am chairman of the Coali-
tion for Fair Lumber Imports. I am accompanied by John Ragosta,
Counsel to the Coalition.
. Let me begin by thanking you for the opportunity today to dis-
cuss the need for strict adherence to the United States-Canada
Softwood Lumber Memorandum of Understanding. Officials from
the highest level of Canadian Government have renewed their calls
for elimination of the MOU, but they seem to forget that the MOU
is a necessary response to Canadian timber subsidies that were dev-
astating the U.S. lumber industry. '

Absent the MOU the United ’rSytates would have to offset the Ca-
nadian subsidies through imposition of duties. I am also particular-
ly concerned that the Uruguay Round negotiations could result in
the sacrifice of the U.S. ability to enforce agreement such as the
MOU through the use of Section 301. It has been suggested that
~ Section 301 enforcement authority must be compromised. If this oc-

curred, how would the United States ensure compliance with this
and other important bilateral agreements? Sacrifice of Section 301
would be a breach of faith with the U.S. industry.

As a matter of background I think that it is appropriate to
review the circumstances that resulted in the adoption of the
MOU. For years subsidized Canadian lumber severely injured the
- U.S. lumber industry. Between 1977 and 1985 Canadian production
increased by 30 percent while U.S. production dropped. This oc-
curred because Canadian firms were subsidized.

In 1986 facing disaster despite record demand, and having failed
in efforts to negotiate an end to Canadian subsidies, the Coalition
for Lumber Imports, supported by a broad spectrum of U.S. indus-
try, filed a countervailing duty case. In October 1986 the prelimi-
nary countervailing duty of 15 percent was imposed to offset Cana-
dian subsidies. Canada sought to settle the case by imposing a 15
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percent export tax on Canadian lumber and. the U.S. industry
agreed to that settlement. L

President Reagan made a formal determination that any breach
of the MOU would be a violation of Section 301 of the Trade Act of
1974. The President committed that if such a breach occurred he
would take action, including the imposition of an increase in tariff
of softwood lumber imported from Canada, to offset any breach.
This commitment was necessary for the U.S. industry to withdraw
its countervailing duty case. ‘

The MOU has been a great success for U.S. trade policy. It has
been instrumental in reducing Canada’s penetration of the U.S.
lumber market. As a result, U.S. production and employment have
increased. There are charts attached to my testimony that demon-
strate this. This success, however, can only be maintained as long
- as the MOU is strictly enforced.

Canada is now seeking to avoid its MOU obligations. Several Ca-
nadian Ministers have vowed to eliminate the MOU within a year.
Canada may claim that as British Columbia, which produces two-
thirds of Canadian lumber, has increased timber fees to offset the
export tax, the MOU is no longer needed. Nothing is further from
the truth. o '

The primary Canadian lumber-producing provinces, including
British Columbia, continue to sell timber at noncompetitive, subsi-
dized prices. Canadian companies still pay much less than U.S.
firms for comparable timber and the disparity is growing with
price increases resulting from supply concerns, particularly in the
Pacific Northwest. ' o

More importantly, if the MOU were eliminated, Canadian Prov-
inces could be expected to return to their timber subsidies and Ca-
nadian penetration of the U.S. market would grow again. This is
why the coalition is here today. Strict observance of the MOU must
be maintained. The excellent enforcement work of the staff of the
Commerce Department must be permitted to continue. ‘

In addition, care must be taken or the Uruguay Round negotia-
tions could undermine the MOU. Many countries, including
Canada, are seeking elimination or serious limitation in Section
301 in the Round. If this occurs, the United States will lose its most
effective tool to ensure enforcement of trade agreements. Other na-
tions could bresch agreements -with impunity, counting on the
GATT dispute settlement process to delay any U.S. action or find
U.S. action inapgropriate for some technical reason.

- Every nation has a sovereign right to defend its economic inter-

ests and ensure that its bilateral agreements are enforced. Sectione
301 is the key U.S. tool to do so. Regardless of the outcome of the

Uruguay Round, other nations will continue to subsidize, breach

agreements with the United States, close their markets, maintain

nontransparent means of taking unilateral action that the United

States cannot or will not copy. Thus, there will be occasions where

effective Section 301 enforcement is absolutely nec .

For the Coalition, if the administration permits Section 301 to be
imgaired, it would be a breach of faith. The cornerstohe of the
- MOU was the promise of prompt, effective administration enforce-

ment through the use of Section 301. At this time nothing else
would be effective. )
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Without 301 Canada would be permitted to return to its old sub-
sidies and the U.S. industry would be left with the expensive and
time consuming process of filing a new countervailing duty case
with resulting disruption to trade and further unnecessary trade
friction between Canada and the United States.

Were the Uruguay Round agreements to impair the use of 301 in
enforcing the MOU, serious opposition would be raised to the im-
plementation of the Round’s agreements. Any suggestion that Sec-
tion 301 enforcement would not be promptly and firmly utilized
should be put to rest. z:'

Finally, the Coalition is concerned with the ¢urrent negotiations
concerning the tax on Quebec lumber. In 1988 the tax on Quebec
lumber was reduced to 8 percent based upon timber fee increases.

- It was agreed that the tax level would be reviewed in 1990 based
upon actual experience with stumpage collections. In fact, timber
fee collections have not risen to expected levels. Still Quebec is now
asking to reduce the tax to below 2 percent based on unsubstantiat-
ed projections.

In summary, the United States must continue to enforce the
MOU strictly. It should be made clear to Canada that the MOU is
an important international agreement necessitated by Canadian
subsidies, which were seriously injuring the U.S. industry and the
United States fully expects Canada to abide by it. If this message is
made clear, a potentially serious international trade conflict can be
avoided. : ,

Thank you.

Senator Baucus. Thank you, Mr. Howlett. .
d_['lihe prepared statement of Mr. Howlett appears in the appen-
ix.

Senator BaAucus. Mr. Anderson?

STATEMENT OF ROBERT G. ANDERSON, FOREST INDUSTRY CON-
SULTANT, TESTIFYING ON BEHALF OF THE AMERICAN PLY-
| WOOD ASSOCIATION, TACOMA, WA

Mr. ANDERSON. My name is Bob Anderson. I am a consultant to
the forest products industry, recently retired from the American
Plywood Association, who I am representing here today.

Thank you very much for inviting us to testify regarding the
status of the Canadian Free Trade Agreement. As we have testified
. in the past, the U.S. Structural Panel Industry has long supported
free trade, but it must be equal and fair to both sides. And we had
hoped that the CFTA would see to that equality and fairness. '

The Canadian Free Trade Agreement appears to us to be a great
gj)portunit for establishing a good basis for free trade in structur-

panels. It provides the mechanism to produce product perform-
ance standards for structural panels in North America and the
world. Prior to the CFTA Canada had successfully used a prescrip-
tive product standard to exclude over 80 percent of the U.S. indus-
try’s products from Canadian construction.

At the same time, it created unnecessary problems from market-
ing U.S. plywood in other countries of the world. I am sure you re-
member the knot-hole size problem. Well it atill must be resolved.
Many tests have been run and all panels meet the performance re-

/

/
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quirements, whether produced under present Canadian standard or
under the U.S. standard with its larger knot-hole sizes. That is as
far as we have gotten so far.

The initial tests are complete, but delays continue. As Mr. Roh
said in his comments today, we are started and we have made some
grand strides, but we are not there yet.

What I would really like to talk about today is a problem that
may need your help. This is the problem that U.S. testing and cer-
tification organizations are facing as they try to gain approval to
act as accredited certification agencies.

The Canadian Free Trade Agreement, finalized almost 3 years
ago, specifically provides in Article 605 that each party will recog-
nize the certification agency’s of the other. The American Plywood
Association, after more than 3 years of concentrated efforts, still
cannot gain recognition in Canada. I must say at this point that we

have had excellent and continue to have excellent cooperation and

support from Assistant Secretary Ann Hughes and her staff.

Whatever we and Commerce have done so far seems not to budge
the Canadians on the accreditation issue. The Canadian standard
which will accommodate U.S.-produced plywood is a performance
standard that requires that a product must be certified as meeting
the standard by a third-party certification agency before it can be
‘used in Canadian construction. ' ‘

The only agencies accepted as competent are those accredited by
the Standard Council of Canada. APA first made application to the

- SCC in 1987 and the response at that time was that APA would not
be accepted since it was not a Canadian company. When the CFTA
passed, both sides became obligated to accredit certification agen-
cies outside their national boundaries. Following this agreement
four U.S. agencies, including the APA and the Underwriters Labo-
ratory, applied for accreditation. There has been no action beyond
the publication of our request. ‘ o

From what we are able to learn there were no objections but nei-
ther was there apny action for approval. Until the U.S. organiza-
tions, such as the APA and the Underwriters Laboratory, have
been approved as accredited certification agencies a substantial
non-tariff barrier will continue regardless of agreement on the
standards. A

We hope that any kind of a government reminder about the
CFTA commitments will e coura,%e fast and responsive action on
the part of the Standards Council of Canada. We are aware that
there will be still be problems and additional time required before
the product standgrds are agreed upon and then the subsequent re-
duction of the tariffs.

\é\garious building code bodies must review and accept the new
standards before the tariffs are lowered; and that is in the agree-
ment. The public review process is time consuming. And, because
some changes in the present U.S. structural panel performance
standards will need to be made in response to the Canadians’ re-
quest, the time consuming procedures must be followed.

The point is that unnecessary delays are occurring. Had the Ca-
nadians moved to the U.S. standards at the outset a lot of time
would have been saved. And we continue with our concern that
some of the plywood producers in Canada are fearful of entering

D
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direct competition with the U.S. producers so they are influencing
their government to delay the agreement on product standards and
accreditation of certification agencies.

We feel thai it would be to our joint benefit for the performance
standards to be put in place quickly and for the U.S. certification
agencies to be accredited. This would benefit the U.S. consumer,
who will soon be facing the tonsequence of timber withdrawals in
the United States. It will also help the Canadian mills who could
then enter the large U.S. market. And it would help the U.S. in-
dustry which would then be able to expand its total markets in

North America and the rest of the world with greater efficiency.
" Movement on the standards issue is progressing, although slowly.
But we continue to be concerned by the lack of accreditation appli-
cations. Even if we had an agreement on the standard a formidable
non-tariff barrier would continue unless the U.S. certification agen-
cies could act for U.S. producers.

We hope that more government-to-government prods will help
remove the problem.

Thank you very much.

Senator Baucus. Thank you, Mr. Anderson.
d_[’lihe prepared statement of Mr. Anderson appears in the appen-

ix.
Senator BAucus. I am just curious whether the industry is satis-
fied with the administration’s investigation of allegations that cer-
tain Canadian lumber brokers circumvented the export tax. Are
you satisfied with the administration’s efforts so far? '

Mr. HowLErT. We have been very pleased, I think, with the level
of cooperation and effort by the folks in the Commerce Depart-
ment.

Senator Baucus. And you are satisfied that the Canadians have .

not in any significant way circumvented that export tax?

Mr. HowLErt. Well I think that there are allegations of under-
collection and certainly they have to be investigated. I think that
we need to continue to police that agreement very carefully. There
have been, I think, occasions where it may not have been applied
to the letter and I think that the Commerce Department has been
very vigilant in trying to enforce the agreement.

Senator Baucus. Thank you.

Senator Symms? | ‘ 4

Senator Symms. Thank you very much, gentlemen, for your testi-
mony. [ guess my question basically follows on exactly the same as
the chairman’s. With respect to this Quebec problem, do you feel
like there will be a proper verification process, Mr. Howlett?

Mr. HowLETT. Yes, Senator. As Commerce Department witnesses
testified, they have been up in Canada this week. We plan to meet
with them. We have filed a letter with an initial review of the
Quebec Provincial petition and would be pleased to make a copy of

our letter available to you to be included in the record.

* Senator Symms. That would be good. I thank you for that.

Mr. HowLETrT. We have also a group of forest economists looking
at some of the key parts of that petition and will make that infor-
mation available to the Commerce Department and feel very com-
fortable with Commerce’s efforts.

40-629 - 91 - 2
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‘Mr. RAGosTA. Senator, if 1 might add. My name is John Ragosta.
I am counsel with the Coalition. I think our concern with the
Quebec situation is that the agreement calls for a resolution of that
problem by the end of October. Now Quebec has delayed repeatedly
in providing the U.S. Government with the data necessary to
evaluate their new stumpage system. And as always happens in ne-
gotiations between governments as we approach that date, we are
concerned about the growing pressure to reach a resolution.

The Commerce Department hes done an excellent job, but we
hope they will not allow that impending deadline to cause a prob-
lem. Because we do not believe that a reduction of the tax to 2 per-
cent is at all justified by the data.

Senator Symms. Thank you.

Mr. Anderson, do you have any other things that you would like
to add for the good of the order here this morning?

Mr. ANDERSON. Senator, I think in my comments that my major
concern at this point is that we would like to solicit your help and
the help of anybody that we can get in order to try to prod the Ca-
nadian Government to put pressure on the Standards Council of
Canada and to take some action.

‘We feel that we are progressing well in the standards harmoniza- -
tion between the two countries. We feel that this is going to benefit
both countries ultimately. However, nothing can happen until the
standards accreditation system is also in place. And working for 2,
2Y%2 years in trying to get something done and not having even a.
{espé)nse to letters or telephone calls is disconcerting to say the
east. < '

We feel that there is something beyond the actual working be-
tween the two countries. We feel that perhaps some government
pressure might help. :

Senator Symms. Well we hope that maybe as a result of this
hearing that you will get the cooperation you need.

Mr. ANDERSON. Yes. -

Senator Symms. This—committee I know, on both sides of the
aisle, will be very interested in it because this Memorandum of Un-
derstanding and the Canadian Free Trade Agreement in general
are something I think this committee is very interested in. We
want to see the commitments that were made to us at that time be
followed through with. I think it is important that our friends
north of the border realize this as well as our adininistration.

I am happy that they are working on it. But you will have my
interest on'this and we will follow through it. . ‘

- Thank you very much.

Mr. ANDERSON. Thank you very much, Senator. '
Senator Baucus. ThanK you, gentlemen, very much for your co-
operation, your testimony and your helpful explanations. Thank

you,

The next panel is Mr. Mortensen from Morntana. He is the
bureau chief of the Meat Inspection Bur. in—the State of Mon-
tana. Mr. Mike Wehler, president of the National Pork Producers
Council. And Mr. Cecil Watson with the U.S. Wheat Associates
from North Dakota. .

Mr. Mortensen, welcome to Washington, D.C.

Mr. MorTENSEN. Thank you, Mr. Chairman.
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Senator Baucus. Chip, why don’t you go ahead.

| STATEMENT OF E.E. MORTENSEN, BUREAU CHIEF, MEAT INSPEC-
TION BUREAU, STATE OF MONTANA DEPARTMENT OF LIVE-
STOCK, HELENA, MT

Mr. MoRrTENSEN. Mr. Chairman, for the record, I would request
that you enter my full statement into the record I will merely
summarize.

Senator Baucus. It will be included.

4 ['Iihe prepared statement of Mr. Mortensen appears in the appen-
1X. ‘ -
Mr. MorTENSEN. Mr. Chairman, for the record I am E.E. Morten-
sen, chief, Meat Inspection Bureau, Montana Department of Live-
stock, Helena, MT. I speak today for the Montana Board of Live-
stock, Capital Station, Helena, MT; and the Montana Stock Grow-
ers Association, 420 North California Street in Helena, MT, also. -

On July 6th and 7th, 1990 this department conducted a review of
the meat reinspection procedures of Canadian meat products enter-
ing the United States at Sweet Grass, MT. It is our view that the
present inspectors that we have had contact with are domg a fair
and competent job of reinspecting meat products coming from
Canada. We feel that import inspection is an additional tool avail-
able to industry and miﬁ%non personnel to evaluate and identify
problems within the sys at the plant level. —

The level of defects and refused entry from Canada that have
been detected since January 1, 1989 to the present time suggests to
us that it certainly is not in the best interests of consumers to fur-
ther reduce the level of inspection.

The report of the Secretary of Agriculture to the U.S. Congress
on meat and poultry inspection tells us that Canada is the leading
exporter of meat product into the United States for calendar year
1989. It will be noted that the refused:entry rate for Canada was
two to four times greater than that of the next three leading coun-
tries that export meat product into the United States.

The Government Accounting Office report dated July 1990 states
that FSIS does not have adequate documentation to conclude that
the Canadian inspection system is equivalent to U.S. inspection. It
appears that the proposed rules which will suspend import rein-
spection for Canadian product are in conflict with the Federal
Meat Inspection Act. They also may be in conflict with the Canadi-
an Free Trade Agreement.

We believe that Canadian plants that export meat product to the
Unrited States should be reviewed by FSIS personnel. There has
been recent disagreement between U.S. officials, meat inspection
officials, and Agricultural Canada meat inspection officials on a
sampling program for listeria. We need to be sure that ready-to-eat
. product is free of listeria, an organism that can cause serious ill-
néss, even death.

There has been a great deal of opposition to the proposed rule for
the 1-year open border no inspection proposal on Canadian meat
product coming into the United States.-We bélieve that all meat
products should be imported into the United §tates through a sta-

(
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tistically-based inspection system, but reinspection should certainly
not be eliminated on Canadian product.

USDA should maintain strict product testing, refusal, recall, and
delisting criteria for dangerous organisms such as listeria and sal-
monella as well as drug, hormone and pesticide residues. We be-
lieve that the facilities constructed and used at U.S. ports of entry
for Canadian meat products should be continued to be used for
their recommended and intended purpose.

The purpose of the Federal Meat Inspecting Act is to protect the
ﬁealth and -welfare of consumers by assuring that meat and meat
food products are wholesome, not adulterated, and properly
marked, labeled and packaged, and with regard to imported meat
food products capable of human consumption offered for importa-
tion into the United States, shall be subject to inspection, sanitary
quality, species verification and residue standards applied to prod-
ucts produced in the United States.

" We request that if further official testimony is taken concerning
Canadian meat imports that USDA import inspectors from the lo-
cations with the high refused entry rates be subpoenaed or official-
ly sworn, written statements taken from them concerning refused
entry product at their respective assigned facilities during 1989.

It is our opinion that should there ever be a serious consumer
health problem attributed to unwholesome meat product it would
damage not only the health of the individual or individuals in-
volved, but could also be damaging to the economics and livestock
of the meat industry. In other words, a loss of consumer confidence
in our meat product.
¢ Thank you, Mr. Chairman.

Senator Baucus. Thank you, Mr. Mortensen. That was a very
thoughtful statement.

Mr. Wehler, you are next.

STATEMENT OF MIKE WEHLER, PRESIDENT, NATIONAL PORK -
PRODUCERS COUNCIL, PLAIN, WI

Mr. WEHLER. Thank you, Mr. Chairman, for the opportunity to
testify before you today on behalf of the nation’s pork producers. I
will summarize my statement in the interest of time.

Philosophically speaking, the United States-Canadian Free Trade
Agreement is viewed favorably by U.S. pork producers. However,
we are experiencing some difficulty achieving fair trade through it.
The topics of most concern to U.S. pork producers include the U.S.
countervailing duty, the open border agreement for meat inspec-
tion and Canadian quarantine for U.S. hogs.

Obviously, of primary concern are the recent actions regarding
the U.S. countervailing duties. Canadian pork producers received
direct subsidies that have been in excess of $20-$30 per hog in

recent times. Meanwhile, our producers received no such govern- -

ment payments.

The Canadian subsidies have helped them target the United"
States with their excess pork production. These surplus pork ex-
ports have depressed prices of U.S. hogs and pork products. To urge
more fairer trade the U.S. pork industry was successful in obtain-
ing a countervailing duty on Canadian live hogs.

o
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However, countervailing duties on live hogs did not stop the flow
of Canadian pork products into the United States. Canadia
ducers simply slaughtered the hogs in Canada and shipped the
product here. To help balance this situation the U.S. pork industry
filed for a countervailing duty on fresh, chilled and frozen Canadi-
an pork produets. That duty was granted on August 28th of last
year, after extensive review by the International Trade Commis-
sion and the U.S. Department of Commerce.

Yet, Canada has tried to tear down these decisions by using a
new review mechanism established in the Free Trade Agreement.
It allowed Canada to appeal the countervailing duty decision on
pork products to two bi-national panels. The ITC found that it had
used an incorrect figure in determining the increase in Canadian
production of hogs between 1986 and 1988. Therefore, a bi-national
‘panel has now required the ITC to further investigate and review -
how the lower production increase will affect ITC’s earlier determi- /
-pation.

The duty is still being collected for now. However, should ITC °
overturn its original decision all duties collected would be refunded
by the Federal Treasury. This action has no affect on the duty col-

lected for live hogs from Canada coming into the United States.
The Canadian marketing boards have the flexibility to control the
mix between live hogs and pork coming into the United States and
we believe they are using this to their advantage. ‘

A second bi-national panel is reviewing the Commerce Depart-
ment’s decision in the pork product countervailing duty case. The
second bi-national panel is expected to announce today whether the
Department of Commerce needs to reconsider its 1989 opinion on
the pork product countervailing duty.

Canada also filed for a GATT review of the U.S. pork product
countervailing duty. In August the GATT panel assigned to review
the case gave its opinion that the countervailing duty is not allow-
able under Section 771B of the U.S. Tariff Act of 1930.

We are concerned a full GATT council decision may overturn the
countervailing duty. The full GATT council is scheduled to meet on
November 7, 1990. This is the earliest time it can consider whether
or not to accept the GATT panel recommendation. The provisions-
of 771B are necessary to help domestic producers respond to subsi-
dized imports. Without it, a significant amount of agriculture trade
would be left unprotected from subsidized imports.

The current GATT talks should be used to amend the GATT Sub-
-sidies Code, to allow all countries to impose countervailing duties
on processed agriculture commodities where appropriate. This pro-
vision is too important to be surrendered by the United States.

Pork producers are also interested in the proposed open border
for trade in meat and poultry between the United States and
Canada. NPPC is willing to experiment with a l-year trial period
without border inspection of meat products as long as there are
adequate measures to ensure consistency in inspection systems in
both countries. NPPC is also concerned that Canada permits the
use of two drugs on swiné that are not approved in the United
States. Because of the questions associated with these drugs, NPPC.
~ believes that Canada should discontinue the use of these drugs.



34

In the interim, Eanada needs to assure the United States that
their pork meets the same standards that U.S. pork meets regard-
ing residues. .

U.S. pork producers are also frustrated that Canada imposed a
30-day quarantine on our hogs while they are free to send hogs to
the United States without any trade restrictive health regulations.
It would be easy to satisfy Canadian health concerns through alter-
native methods such as shipping hogs under seal directly to pack-
ing plants in Canada. The Free Trade Agreement should require
the elimination of unnecessary Canadian restrictions on U.S. swine
shipments to Canada.

In conclusion, Mr. Chairman, even though U.S. pork producers
are experiencing difficulty with some parts of the FTA, we believe
it can be a positive example for other trade agreements. Our pri-
mary objective in conjunction with free trade is that the principles
of fair trade be honored as well.

We appreciate your consideration of our concerns and offer our
assistance ofthe United States-Canada Free Trade Agreement.

* Baucus. Thank you, Mr. Wehler.
[The prepared statement of Mr. Wehler appears in the appendix.]

STATEMENT OF CECIL WATSON, SECRETARY-TREASURER, U.S.
WHEAT ASSOCIATES, CAVALIER, ND

Mr. WatsoN. Thank you, Chairman Baucus, Mr. Symms. I repre-
sent the U.S. Wheat Associates; and, therefore, I am representing
“all the wheat producers in the United States.

The United States-Canada Free Trade Agreement has been in
place for nearly 2 years now. Frankly, the U.S. wheat producer
feels that the agreement is flawed in favor of the Canadian wheat
farmer. We enjoy the longest unguarded border between the two
nations of the world. We brag about that. But frankly, it is guarded
by the Canadian Wheat Board.

" The Canadians have opportunities to ship wheat into the United
States but we have no opportunity whatsoever to ship wheat into
Canada. Now I know that the producer subsidy equivalents are a
factor in this but the Canadian wheat farmer is highly subsidized
as well. My farm is 10 miles south of the Canadian border in North
Dakota. In order for me to ship wheat to the East Coast it costs me
56 cents a bushel. ‘

The Canadian wheat farmer can ship his wheat to the East Coast
for 19 cents; ship it into the United States, and pay 18 cents a
bushel in duty, and still do it cheaper than I can. So we are at a
distinct disadvantage to the Canadian wheat farmer, even in our
own domestic markets. Frankly, we are being clobbered by the Ca-
nadian Wheat Board in markets around the world.

I ask you to enter all of my written remarks in the record and
there are several instances in these remarks citing cases where the
international grain companies would submit bids to a country that
is tendering for wheat, such as Venezuela, the Philippines, Japan,
and then after we submit our bids the Canadian eat Board-

'\ comes in and says we can do it for $2 a ton less. We fe€l that they
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are highly subsidizing that Canadian wheat farmer by being his
commission firm. -

In the domestic market most of the wheat that is coming into the
United States is going directly into mills. We do not know where
the rest of it is going. With all of our programs, our storage pro-
grams, our export enhancement programs, it is a possibili% that -
some of this wheat may end up in some of those programs. We are
concerned about that.

I was interested in your réemarks, Mr. Chairman, when you said
that bi-lateral trade eemeénts nudge GATT. When this agree-
ment was made with Canada the wheat growers were concerned
about the Canadian eat Board because their prices are not _visi-
ble to us. Ou re posted in Minneapolis, Chicago, and Kansas
City. Theykn?\;a\wha we are selling wheat’ for. When they sell
“whegtywe have no idea what they are selling it for at the time.

They give us some averages, but averages—you are well aware
that averages do not tell the entire story. For example, in the Phil-

ippines they sold wheat well below their normal price while charg-
ing Japan }‘;igher prices for wheat. So in doing this type of thing
th% could easily beat us in some of these markets.

e USTR and Clayton Yeutter and the GATT agreements have
said that Wheat Boards have their red light. We cannot live with
those things. And as you said, when these bi-lateral trade agree-
ments nudge GATT we are afraid, the wheat growers are afraid,
that at the last minute maybe we will be traded off again. '

Frankly, we feel like we have sold part of the farm in the FTA
and we do not want to sell the rest in GATT. I will be happy to
answer any questions that you have about wheat and the FTA.

Senator Baucus. Thank you. -
d‘['lihe prepared statement of Myr. Watson appears 'in the appen-

ix. | ,

Senatqr Baucus. It is not really a subject of the hearing but, Mr.
Watson,“are you basically saying that we should in the multi-later-
al GATT Rounds, the Uruguay Round, in the agricultural subsidy
negotiations, that we Americans should try to negotiate away the
Canadian Wheat Board so that Canada does not have a Wheat
Board, so that the Canada system is more similar to ours? Or are
you saying we Americans need a Wheat Board?

Mr. WATsoN. No, I am saying, I don’t think we need a Wheat
Board. Frankly, I like our system. However, when you are dealing
with_a government such.as Canada or Australia and the Wheat
Board is the sole carrier of the order book—he can take orders, he
can name the price—it makes it very difficult for us to compete.

. %nd,dyes, we would like to negotiate away the Canadian Wheat
oard. -

Senator BAaucus. Essentially you are saying that if we are suc-
cessful then Canada, the European community, Argentina and Aus-
tralia will be subsidizing their producers much less than they do
now. We may be subsidizing ours less, but at least it will be a more
level playing field because their cutback will be even greater than
' ouxi1 g’utback. That is basically what we are hoping for. Is that
right? '

Mr. WaTsoN. That is what I am saying. How are we in our pri-
vate system of grain companies going to deal with the Canadian
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Wheat Board. If you would submit a bid to a country for wheat at
so many dollars per ton and then you have a friend who lives north
of you who says, I'll do it for less. We do not need friends like that.

"Senator BAucus. Mr. Mortensen, I wondered if you could give me
a sense of American livestock producers reactions to the open
border program. What are you picking up? What do they think?

Mr. MoRTENSEN. The American livestock producers?

Senator Baucus. Yes.

Mr. MorTENSEN. Well the National Cattlemens Association sub-
mitted a resolution proposing the open border experiment.

Seg‘;:ltor Baucus. Is the NCA still in favor of it or are they op-
posed?

Mr. MorTENSEN. No, they opposed it.

Senator Baucus. Opposed.

Mr. MorTENSEN. They submitted a resolution opposing the pro-
posed rule for the experimental 1-year.

Senator Baucus. I wonder if you could expand a little bit upon
the rate of rejection. That is——

Senator Symms. Excuge me, Mr. Mortensen and Mr. Chairman.
Was that before it started or since it has been goirig on?

Mr. MoRrTENSEN. That was durmg You see the proposal was first
published, I believe, in I believe in June; and then it was extended
until September 5. So it was during, while the proposal was still
open for comments, sir.

Senator Baucus. Could you give me Just a little more sense of
the rejection rate? That is, how frequently are meat shipments
from Canada rejected. You mentioned earlier in your- testimony
that it is maybe two or three times that of the next highest coun-
try.

Mr. MorTENSEN. All right. Yes, sir.

The total pounds passed for entry for all meat products from
- Canada was 703 million pounds; and the refused entry rate was 7
" million pounds. So approximately 1 percent.

Senator Baucus. In pounds.

Mr. MorTeENSEN. Or Australia, which was second, 658 million
pounds; and the refused entry rate 2 million pounds. Or approxi-
mately 0.35 percent.

Senator Baucus. Okay.

So that is the basis on which apparently Canada’s meat at least
the rejection rate, is about three times that of sales traffic.

Mr. MorTENSEN. Well it appears so. And you want to consider for
calendar year 1989 that Canada was—the imports from Canada
were being monitored or being inspected under the streamlined in-
spection system.

Senator Baucus. Now you have heard the Department’s defense
of its program. What is your reaction to their defense? What do
you think?

Mr. MorTENSEN. Our reaction is that certainly inspection should
not be at any lower level than it is presently. And perhaps it might
be advisable to go back to pre-1989. It seems to us that the stream-
‘lined inspection system which was initiated on January 1, 1989 has
really brought this thmg into focus.
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Sendtor Baucus. Now I wonder if you have had a chance to con-
sult with your counterparts. You represent the State of Montana.
What about other, say, border States discussion? .

Mr. MorTENSEN. I have had the opportunity to visit with a North
Dakota inspector stationed at Pembana, ND. Now I visited person-
ally and.over the phone a number of times with the inspector at
Sweet Grass, Mogtana and only by phone with the inspector at
Pembana, ND. But the GAO report reflects that the refused entry
rate was nearly equally as high at Pembana and Sweet Grass,
Montana also. ;

Senator Baucus. Okay. Thank you very much. I very much hope,
and frankly it is my expectation based upon this hearing and also a -
hearing held by Senator Daschle of South Dakota at an earlier
date, that the Department reconsiders its position and does not im-
plement the program. At least that is my hope and we will do all
we can-to make sure that happens. '

Because I just frankly believe that because of the high rejection
rate and because of the potential undermining of consumer confi-
dence it just makes sense to back off, le%’s regroup and see where
we are, and to come up with an inspection system that not only
satisfies the harmonization goals of the Free Trade Agreement, but
more importantly the health and safety considerations that are
fundamentally even more important to I think most Americans.

- I have to leave at this moment. I am turning the hearing over to

Senator Symms. But I want to thank you very much for your testi-
mony.

Mr. MorTENSEN. Thank you. -

Senator Symms. Thank you all very much.

Thank you, Mr. Chairman. )

Now we will hear from our last panel which is Christopher
Bates, director of the international irade and policy analysis,
Motor and Equipment Manufacturers; Mr. Robert C. Liuzzi, presi-
dent of CF Industries, Inc.; and Mr. Emil Romagnoli, director of
government affairs.

Gentlemen, welcome to the committee. We look forward to hear-
ing what you have to say.

Mr. Bates, would you like to lead off, please?

STATEMENT OF CHRISTOPHER M. BATES, DIRECTOR, INTERNA-
TIONAL TRADE AND POLICY ANALYSIS, MOTOR AND EQUIP-
MENT MANUFACTURERS ASSOCIATION, WASHINGTON, DC

Mr. BaTEs. Yes. Thank you, Mr. Chairman and members of the
committee. The Motor and Equipment Manufacturers Association
welcomes the opportunity today to share its views with you regard-
ing implementation of the automotive provisions of the United
States-Canada Free Trade Agreement. The Senate Finance Com-
mittee played a very key. role in developing two related provisions
of the FTA implementing legislation package which MEMA recom-
(rinended back in 1988 on behalf of the U.S. automotive supplier in--

ustry.

These two provisions are first, a clear U.S. Government mandate
to establish a bi-national auto panel with Canada to recommend

_initiatives to enhance the competitiveness of the North American
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*..auto industry, including an increase in the Free Trade Agreement's
rule of origin for automotive products from 50 to 60 ‘percent.
Second, in a related provision, a requirement that the President
seek to conclude negotiations with the Canadians to increase that
rule for automotive products drawing upon specific recommenda-
- tions from the bi-national auto panel.

My objective today is to provide the Subcommittee with a status
report on how these provisions are being implemented. We also
seek-the active support of the committee and other members of
Congress for the administration’s current efforts to convince the .
Canadian government to jointly implement the bi-national auto
panel’s recommendation on the rule of origin issue.

As Mr. Roh mentioned earlier in our hearing today, on August
1st a substantial majority of both the United States and Canadian
members of the auto panel agreed that an increase from 50 to 60
percent in the origin requirements for automotive products would
benefit the North American auto industry and economy. I would
like to insert for the purposes of the record a press release which
was issued by the co-chairman of that auto panel on August 2.

Senator Symms. Without objection, it is so ordered.

[The press release appears in the appendix.]

Mr. BATEs. At the August meeting the auto-panel-alce-agreed to
proceed with a broader study of government imeasures and industry
initiatives to promote the longer term competitiveness of the North
American motor vehicle industry. The panel tentatively plans to
complete this work by the end of 1991. :

During the FTA negotiations MEMA proposed a stronger North
American origin rule of at least 60 percent to give all United
States and Canadian vehicle manufacturers a strong incentive to
maximize their use of parts made in the United States and Canada.
Following a year long analysis of the rule of origin question the
auto panel formed under the Free Trade Agreement agreed that
there would be substantial benefits from a change of this nature.

They found a number of benefits. Including, first, an additional
$1 billion in annual purchases of United States and Canadia:' parts
by Japanese affiliated vehicle assemblers in both countries within
a 3 to 5-year period.

Second, stronger economic incentives for all vehicle manufactur-
ers operating in the United States and Canada to maintain high
levels of parts procurement and associated design and engineering
capability in North America, particularly as international competi-
tive pressures intensify in this decade.

Third, increased United States and Canadian employment of up
to 15,000 workers by the mid-1990's. -

And finally, a broader range of fq{ure parts and material sourc-
ing opportunities in North Americ@ as Japanese vehicle manufac-
turers and component mamufacturers seek to comply with the rule
of origin. This would affect, in particular, areas such as engine and
transmission components, suspension and steering, electronics and-
other high-value-added components, where purchases to date have
not been particularly noteworthy. .

In view of these major benefits, recognized as I said by Canadian
as well as U.S. Representatives on the auto panel, it is very diffi-
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cult for us to understand how the Canadian government can con-

tinue to resist an improvement of this nature.

Their argument that adoption of a 60 percent rule could conceiv-
ably harm Canadian interests does not withstand careful scrutiny.
It is based in part on the view that United States and Canadian
auto industries are locked in a zero sum gain. This logic is incon-
sistent with the basic philosophy of the Free Trade Agreement and
with the continuing success of Canadlan suppliers and vehicle man-
ufacturers in the U.S. market.

The Canadian government also has raised concerns that adoption
of a 60 percent origin rule could discourage future automotive in-
vestment in Canada. This argument, however, is flawed because it
ignores the fact that major investment decisions in the automotive
industry are based on a very wide range of cost and qualitative
judgments, of which tariffs levels in our bi-lateral Free Trade
Agreement are but one factor.

A final concern expressed by Canadian officials is that adoption
of a 60 percent rule could impose a short-term adjustment burden
oh certain producers in Canada. In our view this argument fails to
account for the much-discussed option of providing a reasonable
transition period during which a 60-percent rule of origin would be
phased in.

I think there also are some implications regardmg our Free
Trade Agreement talks with Mexico. There is a compelling argu-
ment for increasing the United States-Canadian rule of origin for
automotive products in light of our expectation of a Free Trade
Agreement with Mexico next year. United States and Canadian
automotive suppliers and workers are concerned about Mexico’s
"~ role as an automotive manufacturing and export base. With a
United States-Mexican or broader North American Free- Trade
Agreement in place, a stronger United States-Canadian Free Trade
Agreement rule or even a tri-lateral rule involving Canada, the
United States and Mexico would likely improve the balance of costs
and benefits for all parties involved.

Given Canada’s stated wish to participate in our talks with
-*Mexico it would be advantageous, we feel, for the United States
and Canada to get together on this origin issue now.

In conclusion, I would like to ask the support of this committee
and members of Congress for accelerating the efforts in our talks
with the Canadians to achieve a 60 percent origin rule. We feel
that strong congressional backing is the only way that this thing
will move forward expeditiously.

- Thank you. I would be happy to answer any questions you have.
[The prepared statement of Mr. Bates appears in the appendix.]
Senator Symms. Thank you very much, Mr. Bates.

Senator Symms.- Mr. Liuzzi?

Mr. Liuzzi. Yes, Senator.

STATEMENT OF ROBERT C. LIUZZI, PRESIDENT, CF INDUSTRIES,
INC,, LONG GROVE, IL

Mr. Liuzzi. My name is Robert Liuzzi and I am president of CF
Industries and also chairman of the ad hoc committee of Domestic
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Nitrogen Producers, which is a Coalition of major U.S. producers of
nitrogen fertilizer. '

Nitrogen is essential to the efficient growth of most crops. Two of
the most important- nitrogen fertilizers are anhydrous ammonia
and urea. Both of these commodity products are efficiently pro-
* duced in the United States by members of our group.

I appreciate the opportunity to discuss with the committee an
alarmirg situation for the U.S. nitrogen industry. A joint venture
between Cargill Limited and the government of Saskatchewan
ﬁlans to construct a large nitrogen complex in Belle Plaine, Sas-

atchewan. When completed in late 1992 this plant will have
annual production capaci’%x}'1 of 560,000 tons of anhydrous ammonia
and 750,000 tons of urea. The project is called Saferco.

Our nitrogen industry is highly competitive and we do not object
to fair competition. Some of our toughest competitors are a number
of Canadian producers who supply roughly 10 percent of all nitro-
gen consumed in the United States. However, none of them oper-
ates with government subsidies. Saferco, however, represents a
ve’xl'y different situation. P

: he government of Saskatchewan will supply 85 percent of the
project’s $435 million capital cost directly and through loan guar-
antees. For the Province’'s investment, it will receive a 49 percent
ownership interest. In contrast, however, Cargill will receive exclu-
sive marketing rights and a 50 percent or majority interest in the
profect while providing only 15 percent of the required capital and
no loan guarantee.

The plant is being built. even though existing efficient capacity .
in North America meets current and forecasted demand. We esti-
mate that the exports from Saferco into the United States will
result in a 4 to 6 percent decline in domestic shipments. And, as in
the case of any commodity market when supply outstrips demand,
grices will drop. The flood of Saferco product into the United

tates market is expected to depress U.S. prices by approximately.
12 to 17 percent.

Clearly, no commercial investor would construct this facility

given the realities of this market. Simply put, Saferco would not be
built without the financial support and the loan guarantee of the
Province of Saskatchewan.
' The U.S. nitrogen industry will make use of the United States
unfair trade laws if necessary. However, we believe that the Sa-
ferco situation in addition presents pressing questions of U.S. trade "~
policy and United States-Canada relations. v

First of all, we believe that the United States should aggressively
oppose market distorting activities such as those being employed in
the Saferco project before they disrupt U.S. markets. The threat of
eventual countervailing duties has not been enough to deter a pro-

- vincial government which is facing an imminent election and a
very weak economy. The United States we feel must make it clear
now, before investments are made and before nitrogen begins to
flood the Midwest at distressed prices, that we will not permit our
markets to be disrupted.

Secondly, Mr. Senator, as a matter of trade policy, we believe
that the United States should deal strongly with ongoing and new
Canadian subsidies which threaten both {J.S. industries and our
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new borderless market. Despite ongoing negotiations under the
FTA, Canadian provinces continue to create and utilize subsidies
which seriously distort our markets. '

Thirdly, we feel the United States must insist that countervail-
ing duty laws be applied to commercially unreasonable loan guar-
antees."The United gtates must ensure that these loan guarantees
are viewed as unfavorably as¢direct financial grants. Our position
on these practices must be spelled out in the GATT as well as in |
the United States-Canada bi-lateral subsidies agreement.

The U.S. nitrogen industry will not sit idly by when our markets
are threatened by unfair trade practices. We have used unfair
trade laws before and, if necessary, we will do so again. We believe,
however, that there is no need to wait until a commercially un-

~_justifiable plant is built and its product is being sold for any ob-
tainable price.

We think the United States should act now under existing trade
laws, including Section 301, if necessary and in the context of ongo-
ing negotiations to address what we feel is a very difficult problem. -
The problem threatens an efficient U.S. industry as well as free
and fair trade I think was envisioned under the FTA.

Thank you, Mr. Senator..

Senator Symms. Thank you very much.

[The prepared statement of Mr. Liuzzi appears in the appendix.]

Senator Symms. Mr. Romagnoli?

STATEMENT OF EMIL ROMAGNOLI, DIRECTOR OF GOVERNMENT
AFFAIRS, ASARCO INCORPORATED, TESTIFYING ON BEHALF
OF THE NON-FERROUS METALS PRODUCERS COMMITTEE,
WASHINGTON, DC

Mr. RomagNoLl For the record, my name is Emil Romagnoli and
I am director of government affairs for ASARCO Incorporated. My

- statement this morning is on behalf of the Non-Ferrous Metals
Producers Committee, which is a trade association of domestic pro-
ducers of primary copper, lead and zinc. Member companies of the
NFMPC have operations in a number of States, including Montana,
Missouri, Arizona, Texas, Idaho, Nebraska, and Tennessee.

Let me begin by expressing the appreciation of our industry to
Chairman Baucus and to you, Senator Symms, as well as to Sena-
tor Danforth and other members of the subcommittee, for the lead-
ership this subcommittee has provided since very early in the FTA

~ negotiations in an effort to achieve some form of relieve for the
** producers of non-ferrous metals and minerals from the competitive
effects of Canadian domestic subsidy practices. .

" Domestic subsidies provided by foreign governments have an es-
pecially important impact on the U.S. copper, lead and zinc mining
and processing.industry. Both because of the importance of relative
costs and our overall competition position in the world and because
we have no control over metal prices which are established on
international markets. - .

_ Direct or indirect government assistance distorts competition and
provides a potentially crucial cost advantage to the subsidized pro-
ducer. When the metal price cycle turns down a subsidized produc-
er benefiting from this cost advantage survives and continues in

-
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production while U.S. facilities which much operate in a subsidy-
free environment may be forced to close down operations. :

As you know, when the FTA negotiators were unable to reach.
substantive agreement on the issue of subsidies discipline the Con-
gress incorporated Section 409(B), otherwise known as the Baucus/
Danforth Amendment, into the FTA Implementation Act to ad-
dress the unique impact of sub51d1es practices upon industries like
ours.

Section 409(B) was intended to be a supplement to the subsidies
working group that was established in the FTA to negotiate an
agreement on subsidies disciplines during the next 5 to 7 years.
Section 409(B) both provided for the gathering of information about
subsidy practices affecting the industry and presented an avenue
for relief utilizing U.S. trade law if there was the likelihood of
injury to the U.S. industry resulting from those practices.

The Non-Ferrous Metal Producers Committee, in cooperation
with some of the non-member companies of the Association, has
been working with the executive branch to gather information
' about Canadian practices that we believe will be useful to the U.S.
negotiators in the working group.-We saw it and were -granted. the
necessary eligibility by USTR ‘under Section 409(B), and began
~working with USTR to gather the needed information.

That process is continuing and we have appreciated the coopera-
tion that we have received from USTR. We also appreciate the sen:
sitivity with which USTR has handled the issue of acceleration of
tariff reductions under the FTA. USTR has consulted very closely
with our industry on petitions for speeding up duty phase downs.

The working group has not been vigorously pursuing subsidy ne-
gotiations to say the least, pending the completion of GATT subsi-
dy talks in the Uruguay Round. We hope that when the Round is
completed the working group will be able to turn to FTA negotia-
tions in earnest, particularly since two of the original 5 years al-
lowed for this effort will have already elapsed.

I would like to make a brief comment concerning the current
Uruguay Round subsidy negotiations since the FTA’s subsidies
working group will probably begin its negotiations where any
GATT subsidy agreement leaves off. Qur industry has undergone a
very difficult restructuring since the mid-1980’¢ that has reduced
our production costs significantly.

Today the U.S. non-ferrous mining and metal industry is cost
competitive with most other producers in the world. However, it is
clear to us that government subsidization can give foreign produc-
ers an important advantage against which it is very difficult for &
free market firm to compete. We havgsurged the executive branch
to ensure that the GATT subsidy negotiations result in strength-
ened discipline on subsidies not less.discipline.

In particular, we have urged. that the so-called green light ex-
emptions be made for pollution control and regional development
assistance that no so-called green light exemptions be made for pol-
lution control and regional development subsidies since such assist-
ance can confer competitive benefits that are especially important
to mining and metals industries.
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This is especially important to the U.S. industry since in this
country environmental control costs are borne by producers on the
basis of the polluter pays principle. :

Let me conclude, Mr. Chairman, by pointing out that while mem-
bers of the of the NFMPC are satisfied with the support we have
received from USTR in implementing the Baucus/Danforth
Amendment, it is important to note that the existence of subsidies
in Canada remains an important difference between the U
States and Canadian systems. o

I would like to point out to the committee that Mr. Gordon
Ritchie, a trade consultant who is Canada’s Deputy Chief Negotia-
tor in the FTA talks was quoted just this week as questioning
direct Canadian participation in the United States-Mexican bi-lat-
eral free trade talks, arguing that the price for Canada may be un-
acceptably high given the modest economic benefits to be gained.

Mr. Ritchie also notes that the United States may be seeking ob-
jectives in the talks with Mexico that it was unable to achieve in
the United States-Canada: talks, such as guarantees against subsi-
dized trade. We certainly hope that the end result of both the
GATT and the FTA working group negotiations will be to work
toward a well trading system that is far more free than the waste-
ful and distorting effects of government subsidization.

I thank the Subcommittee, both for the opportunity to provide
testimony on the implementation of the FTA and for continued

. oversight of the effects of the agreement on our industry.

Senator Symms. Thank you vety much for your statement.
d.['Iihe prepared statement of Mr. Romagnoli appears in the appen-

ix.] - o

Senator Symms. Emil, you are generally saying that generally
you are satisfied but you are nervous. Is that correct?

Mr. RomagnNoLl Yes, sir. That is exactly right. ‘

Senator Symms. Mr. Liuzzi, you are not satisfied. Is that correct?

Mr. Liuzzi. That is correct, Senator.

Senator SymMMs. You are advocating that we immediately—when

. you say countervailing duty.that a policy statement be made by the

.S. Government that if this plant is built under the current finan-
cial arrangements, then that product from that plant will be coun-
~ tervailed, so that the investors know it up front.

r _ Mr. Livzzi. In essence, that is right. It has seemed that neither
‘Regina, nor Ottawa, have paid much attention to the existing coun-
tervailing duty laws. Certainly they have not had a deterrent effect
on ‘the plant. We have had excellent cooperation from various
agencies in the administration. ' : ‘ .

I guess my frustration as being a businessmap, is that I would
like to see an answer, but I am not being critical of the administra. -
tion. It is important our position be advanced in the GATT negotia-
tions and .the bi-lateral subsidies negotiations. Our position is that
noncommercial government guarantees and projects that make
zero economic sense are countervailable under U.S. trade law. They

' are as distorting a subsidy as a direct financial grant. ]

Senator Symms. Is there any way that that product wpuld ever
be financially economic? It would not be, would it, to be'exported
gilayt\:}})ere else, other than to be used in Canada or to the United

8! - RY
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Mr. Livzzi. No, unfortunately, given the location of the plant in

Belle Plaine, under current world market conditions the product
cannot be economically produced, transported, and exported from
Vancouver, nor can it be economically produced, transported and
shipped to the East Coast for export out of Canada.

The primary market is the various provinces in Canada, but
more importantly the upper Midwest and the U.S. corn belt. Sas-
katchewan officials have said this is an attempt to make Saskatch-
‘ewan farmers self-sufficient with Saskatchewan fertilizer. The
- amount being produced is far in excess of what Saskatchewan or
?ven all of the prairie provinces will need for the foreseeable
uture.

Senator Symms. Mr. Bates, what is your view? Are you getting
the cooperation you want from the U.S. Government—Commerce
Department, USTR or not? .

Mr. BaTEs. We have received the cooperation that we need so far.
I have sensed though from my discussions with the administration
that they are not receiving a receptive audience in Canada and I
think we ‘have reached a point where the discussions need to be
elevated. ,

I understand that Ambassador Hills will be meeting with Canadi-

an Trade Minister Crosby later on in about 2 weeks—I think Octo- -

ber 11th. That would certainly be an opportunity for the issue to be
engaged at a-senior level and I hope that will be done aggressively.
nator SyMMs. As you know we do not produce any automobiles
in my State. Is what your position is, you want to get the parts—
that 60 percent of the parts are either made in Canada or the
United States? Is that what I understand?
‘Mr. BaTes. The intent is to maximize the benefits of the Free
Trade Agreement for producers in North America. Right now we

have a rule of origin requirement which is weaker in fact than-

what the Canadians have historically required of their own vehicle
maémfacturers in terms of purchases of just Canadian parts.

It is considerably below the levels of local purchasing that are
being expected of the Japanese in Europe as they increase their in-
vestments there. And we feel very strongly that now is the time to
develop a very strong economic incentive in the form of tariff sav-

ings to promote increased use, particularly of higher value added

U.S. components where there has been a reluctance on the part of
the Japanese to make greater commitments to United States-based
and Canadian-based suppliers in recent years.

So we see a lot of critical issues coming together and a real o
portunity here to advance our supplier industry interests through-
out North America, but also in a way which would not be commer-
cially destructive in terms of the competitiveness of vehicles manu-
facturers. _

Senator Symms. Thank you.

Mr. Liuzzi, do U.S. nitrogen fertilizer producers receive any pro-

tection from Canadian or other imports now in the form of tariffs
or any other form?

Mr. Liuzzi. No, Senator.

Senator SymMms. None whatsoever?

Mr. Livzzi. Fertilizer from any country in the world can come
into the U.S. duty and tariff free.
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Senator Symms. Duty and tariff free.
So in other words you are competing with—well is it true though
that with respect to nitrogen fertilizer particularly that it is nor-
- mally not economic to transport it long distances or is that untrue?
Mr. Livzzr. It could depend on the form. '
Senator SymMms. The concentratior], I guess? .
Mr. Livzzi. Yes. It could depend/on the form. Nonetheless, pric-
ing is on a world market basis at the present time. It is a true com-
- modity, Senator. The corn plant does not know the difference be-
tween my urea or anybody else's.

Senator Symms. Right. .

Mr. Liuzzi. So that in terms of market penetration there is only
one way to do it, and that is cut the price.

Senator Symms. Price.

Mr. Liuzzi. That’s right.

Senator Symms. You may have felt that you have adequately cov-
éred this, but I think I would like to ask it again, just for the
record. If you could summarize it. -

What does the U.S. industry plan to do about this project? Do
you plan to file cases or—— )

Mr. Liuzzi. Of course, Senator, the lawyers tell me the right

-answer is “we are evaluating all our options.” But I think I can go
further than that. This same committee faced a similar problem in
the mid-1980’s where large amounts of urea from East-block coun-
tries and the Soviet Union were being dumped in the U.S. Gulf.
. We won an anti-dumping case before the ITC. In addition to eval-
uating our options, we are going to take action, whether it be a
countervailing duty action, an anti-dumping action, or of a Section
301 petition. Our goal ever since we started dealing with the ad-
ministration is to avoid unpleasant litigation and what I would per-
ceive to be unpleasant matters of trade policy.

This plant should not be built, Senator. There is no need for its
p{)(l)duction. It is politically motivated. It is not commercially justifi- -
able. :

Senator Symms. Let me ask one other question. I am not aware
of what fertilizer prices are right now. But I have been told that
there have been some increases in the price of nitrogen fertiiizer
recently; and that some shortages have been predicted. Does that
in anyway change your view of what you just said, that this plant
is not needed and it is being huilt by political motivation because
Saskatchewan wants to have their own plant, buy their own fertil-
izer and so forth? - | .

Mr. Liuzzi. That really does not change our view. These are long,
long-term investments. To be absolutely candid, there has been a
run up in nitrogen prices primarily over the last 30 to 45 days.
There have been a couple of reasons for that.:It is a commodity and

rices react very quickly both up and downward for short-term and
ong-term reasons, s

As it turns out, we have had a number of unscheduled turna-
rounds at major nitrogen facilities worldwide in Trinidad, Venezu-
ela, Mexico, and the Soviet Union. So on a temporary basis there
has been a somewhat. tightening of supply. In addition, events in
the Persian Gulf have dphtributed to this. Urea from Kuwait is not .-
__ being exported so we)‘fa{e\seen }Jreduction there.

AN . o
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We view this as temporary factors which will cause a temporary
price rise. But, as I said earlier, these plants have a life of their
own. They go on and on and on and kind of live forever. They are
long-term investments. So the recent run up in price, although it is
beneficial to a producer, does not. change the underlying fundamen-
tal economics of this project. _

Senator Symms. Just a repeat again. Are you saying that you
think the U.S. Government should make a formal statement? What
do you think the U.S. Government should do? If you were the
- USTR and the Secretary of Commerce or say President of the
United States, what would you direct those two officers of our gov-
ernment to do? '

Mr. Livzzi. I would take a phrase from my colleague here. I
think it has to be escalated. Now this is somewhat of a—maybe a
. non-inside the beltway comment. We have had good support. You,
yourself, have written to Ambassador Hills along with about 25
other U.S. Senators. She has said that she will raise these matters
with her Canadian counterparts. o

I' think they are serious. I would love to see Ambassador Hills
raise it at her level. This whole issue of provincial subsidies, it is
one thing to have an agreement with Ottawa, and everything
works fine. It is quite another to have 10 Canadian provinces off
dloing whatever they want to do and Ottawa says “my hands are
clean.” '

‘So I think it has to be at Mrs. Hills level, in the areas that we
talked about. The ofher.issues that were brought before the sub-
committee today, though I wasn’t familiar with, I enjoyed listening
to. They seemed to me very serious. And I think you face long-term
policy issues. , _

Senator SymMs. I might just say to you that I did discuss this
with Ambassador Hills yesterday and she has pledged to get to the
bottom of where they are and what the progress is and get a report
back to me. So I will look forward to that also.

Mr. Liuzzi. ['am pleased to hear that, Senator.

Senator Symms. Emil, do you have any other last thoughts that
has occurred to you since you heard this other colloquy here?

Mr. RomacgNoLl. Well I think this issue of regional development
assistance is an important one for the mining industry as well. It is
a very hot issue right now in the subsidies negotiations in the
GATT, in whigh so far our government has held firm on opposing
that kind/of assistance. But the European community and Canada
and almost all of our cother trading partners are supporting the
idea of green lighting or exempting from subsidies discipline re-
gional development .assistance.

I think just as my colleague expressed, I think it is an issue that
is critical to mining industry also.

Senator Symms. Thank you all very much. I appreciate your at-
tendance. I know\that my colleagues will all be interested in all the
comments, although’this is a difficult day to have them all here.
But thank you very much. S

Mr. Liuzzi. Thank ycu, Senator.

Mr. RomagnNoLl. Thank you, Senator.

Senator Symms. The meeting is adjourned.

[Whereupon, the hearing was adjourned at 12:37 p.m.].
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PREPARED STATEMENT OF ROBERT G. ANDERSON
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I am Robert G. Anderson, a consultant to the forest_products industry. I recently
retired from the American Plywood Association, and am rejfregenting them and the
U.S. plywood industry at this hearing. Thank you for inviting ys to testify regarding
the status of the Canadian Free Trade Agreement. )

As we have testified in the past, the U.S. structural panel industry has long sup-
%r;ed free trade. It need only be equal and fair to both sides. We hoped that the
CFTA would see to this equality and fairness.

The Canadian Free Trade agreement appears to us to be a great opportunity for
establishing a good common ground for free trade in structural panels. It provides
:l}:e mecll:ianism to introduce product performance standards for structural panels to

e world.

Prior to the FTA, Canada had successfully used a prescriptive product standard to
exclude over 80% of the U.S. industry’s products from Canadian construction, and,
at the same time, created unnecessary problems for marketing U.S. plywood in
other countries of the world. . '

" I'm sure you remember the knot hole size problem. Well, it still must be resolved.
Many tests have been run, and all panels meet the performance requirements,
whether produced under the Canadian standard or the U.S. standard.

That's as far as we have gotten so far. The initial tests are complete, but details

continue to be sources for delay. Currently, there is the disagreement on whether a
Eerobe test designed to evaluate the glue bond around a large size knot hole should

a product evaluation test, or a continuing test. This will most: likely be resolved

without further problems, but it is indicative gf the road blocks regularly being

placed where smooth driving should be expected.

What I'd really like to talk about today is a problem that may need your help.
This is the problem that U.S. testing and certification organizations are facing to
gain approval to act as accredited certification agencies for assuring that U.S. made
products meet Canadian standards. :

The agreement took affect almost three years ago. It specifically provides in Arti-
cle 605 that each party will recognize the certification agencies of the other. APA,
after three years of concentrated efforts, still cannot 6ain recognition in Canada.

The Canadian standard which will accommodate U.S. produced ag}iywood is a per-
formance standard that requires that products meeting the standard must be certi-
fied as meeting the standard by a third party certification agency before that prod- .
uct can be used in construction. The only certification agencies accepted as compe-
tent are those accredited by the Standards Council of Canada (SCC).

APA first made application to SCC in 1987. The response at that time was that
APA would not be accepted since it is not a Canadian company. When the initial
application was made, there was no published nationality requirement.

en the CFTA was passed, both sides became obligated to accredit certification
agencies outside their national boundaries. After this agreement, four U.S. agencies
including APA and the Underwriters Laboratory applied. There has been no action
beyond the publication of our request for accreditation and a call by the SCC for
comments.

From what we were able to learn, there were no objections, but neither was there
am(w:l action for approval.

ntil U.S. organizations such as the APA and UL have been approved as accredit-
ed certification agencies, a substantial non-tariff barrier will continue, regardless of

47 \
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agreement on the standards. We hope that a government reminder of the CFTA
commitments will encourage fast, and responsive action on the part of the SCC.

We are aware that there will be additional time required after the product stand-
ards are agreed upon, before tariffs come down. The various building code bodies
must review and accept the new standards before the tariffs are lowered. That is
the agreement. - ‘

The public review process is time consuming, and because some changes in the
present U.S. structural panel performance standards will need to be made, the time
consuming procedures must be followed. .

- The point is that unnecessary delays are occurring. Had the Canadians moved to
the U.S. standards at the outset, a lot of time could have been saved. We continue
with our concern that some plywood producers in Canada are fearful of entering

. direct competition with U.S.producers so are influencing the governmient to delay
the agreement on J)roduct standards as long as possible.

We feel it would be to our joint benefit for new performance standards to be put
into place quickly and U.S. certification agencies accredited. This would benefit the
U.S. consumer, who will soon be facing the consequence of timber withdrawals in
the U.S,; the Canadian mill, who could then enter the large U.S. market; and the
U.S. industry, which will be able to more efficiently expand its total markets in
North America and the rest of the world. :

Movement on the standards issue is progressing, albeit slowlf'. The major hurdles
are behind us. However, we continue to be concerned by the lack of action on the
accreditation applications. Even if we had agreement on the standard, a formidable
non-tariff barrier would continue unless U.S. certification agencies could act for
U.S. producers. We hope that a government to government prod«will help remove
the problem. .

I will be happy to try to answer any questions on the issue. Thank you very much
for the opportunity to express our concerns. '

PREPARED STATEMENT OF CHRISTOPHER M. BATES

The Motor and Equipment Manufacturers Association (MEMA) welcomes the op-
portunity to share its views with the International Trade Subcommittee regarding
1mple(nll;glr‘x:)ation of the automotive provisions of the U.S.-Canada Free Trade Agree-
ment R .

The Subcommittee and the full Senate Finance Committee played a central role
in developing two provisions of the FTA implementing legislation package which -
MEMA recommended on behalf of the U.S. automotive supplier industry. These are:

(1) A clear U.S. Government mandate to establish a binational auto panel with
Canada to recommend private sector and government initiatives to enhance the
competitiveness of the North American automotive industry, including an increase
in the FTA rule of origin from 50 to at least 60 percent; and

(2) A requirement that the President seek to conclude negotiations with the Cana-
dian Government on a higher FTA origin rule for automotive products, drawing
upon the recommendations of the binational panel. This panel includes prominent
executives from all segments of the U.S. and (‘J)anadian motor vehicle industries, in-
dustry experts, and other interested parties.

FTA implementing legislation also gives the President explicit authority to imple-
ment a higher rule of origin for automotive products upon obtaining the agreement
of the Canadian Government. :

Our objective, today is to provide the Subcommittee with a status report on how
these provisions are being implemented. We also seek the active support of this Sub-
committee and other members of Congress for the Administration’s renewed efforts
to convince the Canadian Government to agree to a stronger FTA rule of origin for
automotive products trade. ’ )

As background, MEMA, founded in 1904, is the oldest association representing the
motor vehicle parts industry. It is the only association which is devoted exclusively
to serving the needs of U.S. manufacturers of motor vehicle parts, equipment, and
allied products. MEMA members supply both original equipment components and
systems to vehicle manufacturers and replacement parts and specialty tools, equip-
ment, and chemicals to the aftermarket.

MEMA played an active advisory role during the FTA negotiations and the subse-
quent debate over FTA implementing legislation. The Association has monitored im-

lementation of the agreement through surveys of its members and is represénted
y its President, William Raftery on the U.S. ada Auto Panel.
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On August 1, a substantial majority of the Auto Panel agreed that gn increase
from 50 to 60 percent in the origin requirement would benefit the North can
auto industry and economy> We now urge the U.S. and Canadian Goveriimenss to
implement this recommendation expeditiously. : i

At that time, the Auto Panel also agreed to proceed with a broader study of gov-
ernment measures and industry initiatives to promote the long-term competitive-
ness of the North American motor vehicle industry. The Panel tentatively plans to
complete this review and: make reconimendations to the U.S. and Canadian Govern-
.ments by the end of 1991. :

OVERVIEW OF U.S.-CANADA AUTOMOTIVE PARTS TRADE

The United States and Canada are one others’ largest export markets for motor
vehicle parts und equipment. Based on official Commerce Department statistics,
two-way automotive parts trade totaled $20 billion in 1989.

During the 1980s, the United States consistently generated surpluses in its auto-
motive parts trade with Canada, ranging from $3-4 billion annually according to
reconciled U.S.-Canadian trade statistics. Since the adoption of the 1965 U.S.-Cana-
dian Auto Pact, which eliminated most.bilateral tariffs on vehicles and original
equipment parts trade, Canada largely has been a net exporter of assembled vehi-
cles to the United States and a net importer of parts. .

The U.S. and Canadian motor vehicle industries are closely linked economically
and the relationship has benefited both countries despite the great difference in
market size. -

For example, Canadian suppliers, although operating in a market roughly one-
tenth the size of the U.S. market, now export nearly $10 billion annually to the
United States. Canadian vehicle producers export $15-20 billion annually to the
* United States. This volume is likely to grow as Canadian subsidiaries of Japanese
and Korean vehicle manufacturers expand production during the next few years.
General Mators, Ford, and Chrysler also remain firmly committed to the assembly
of vehicles in and their export from Canada. .

FTA PROVISIONS AFFECTING U.S. AUTOMOTIVE SUPPLIERS

The FTA modifies U.S. origin rules established in the 1965 U.S.-Canadian Auto
Pact regarding duty-free Canadian exports of assembled vehicles and original equip-
ment parts. It also phases out duties on automotive replacement parts and equip-
ment.

In addition, the FTA requires Canada to eliminate by January 1998 all remaining
duty remission programs, which were designed to encourage European and Asian
vehicle producers and their Canadian subsidiaries to increase their purchases of Ca-
nadidn-made parts. The phase-out of these programs is being monitored by the U.S.
Government under a congressional mandate, and also by MEMA and others in the
U.S. auto industry. :

Automotive products become eligible for reduced tariffs under the FTA by meet-
ing specific rules of origin. In most cases this means exported products must under-
go-processing in the United States or Canada which results in a change in customs
classification, and also must contain at least 50 percent U.S. or Canadian value-
added (defined as material and direct processing costs).

During the FTA negotiations, MEMA proposed a North American origin require-
ment of at least 60 percent to give all U.S. and Canadian vehicle manufacturers a
strong incentive to maximize their use of North American-produced components. As
reflected-in the binational Auto Panel’s recent recommendation, this proposal has
the support of a “substantial majority” of both U.S. and Canadian members of the
binational Auto Panel. 2

Following a year-long analysis of the rule of origin question, a substantial majori-
ty of Canadian and U.S. members of the Panel concluded that a 60 percent rule
would provide significant long-term benefits to the North American auto industry
and economy. These benefits would likely include:

—An additional $1 billion in annual purchases of U.S. and Canadian parts by Jap-
anese-affiliated vehicle assemblers in both countries within three-to-five years;
—Stronger economic incentives for all vehicle producers operating in the United
States and Canada to maintain high levels of parts procurement, and associated
vehicle design and engineering capability, in North America as international

competitive pressures intensify;" N )
—{ggt(‘)esaseddU.S. and Canadian employment of up to 15,000 workers by the mid-
, an =

.'/\ /\\
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—A broader range of future parts and material sourcing in North America by

Jaganese—afﬂliated vehicle and component manufacturers, particularly from

U.S. and Canadian suppliers of engine, drivetrain, suspension and steering, elec-
—tronic and other high-value-added parts and systems.

In view of these major benefits—recognized by Canadian as well as U.S. repre-
sentatives of the parts su;;g]y industry, vehicle makers, and workers on the bina-
tional Auto Panel—it is difficultsto, understand the Canadian Government’s contin-
ued resistance to a stronger FT in rule for automotive products trade. Clearly,
a 60 percent rule represents a "“win-win” situation for U.S. and Canadian automo-
tive producers, workers and both countries’ economies. N

The argument that adoption of a 60 percent rule might ‘harm” Canadian inter-
ests does not withstand careful scrutiny. This view is based in part on the view that

~U.S. and Canadian suppliers are locked in a zero-sum game, so that gains by one
party must result in a net loss for the other even if the size of the overall “pie” is
expanding. This logic is inconsistent with the basic Yhilosophy of the FTA and with
the continuing success of competitive Canadian suppliers in the U.S. market.

The Canadian Government also has raised concerns that adoption of a 60 percent
-origin_rule could discourage future automotive investment in Canada. This argu-
ment is flawed because major investment decisions in the automotive industry are
based on a wide range of cost and qualitative judgments, of which tariff levels are
but one factor.

Anothertoncern expressed by Canadian officials is that adoption of a 60 percent
rule would impose a short-term adjustment burden on certain producers. This argu-
ment fails to account for the much-discussed .option of providing a reasonable transi-
tion period durindg which a 60 percent rule would be phased in. Such an approach
would ease the adjustment process significantly by allowing adequate time for addi- -
kional. competitive sources of parts and materials to be identified within North

merica.

Finally, the Canadian Government has suggested that adoption of a higher FTA .
rule of origin for automotive products might encourage the European Community to
adopt origin rules which could harm U.S. and Canadian exports to that market. In
fact, the has stated it will not modify its current origin rules for automobiles,
but will consider Japanese-design cars built in Europe as ‘‘Japanese vehicles” for
the puiposes of its negotiations with Japan to restrain future Japanese penetration

of the EC market.

In redponse to EC political pressures, Nissan, Honda, and Toyota have all commit-
.ted to achieving a minimum of 80 percent European content within the next few
years. This content level exceeds the announced targets of most Japanese-affiliated
vehicle producers in North America. Thus, the United States and Canada may be in
a better position to ensure future access for their vehicle exports to the EC by en-
couraging higher levels of local value-added in all vehicles built in North America.
Adoption of a 62 percent FTA origin rule would help accomplish this goal.

\\ /// IMPLICATIONS FOR FTA TALKS WITH MEXICO

There also is a compelling argument for increasing the U.S.-Canedian origin rule
for automotive products in light of expected free trade discussions with Mexico next
ear. In testimony delivered before the House Ways and Means Committee in June,
EMA emphasized the importance of establishing origin rules with Mexico which
are at least as strong as and consistent with those in the Canadian FTA.

U.S. and Canadian automotive suppliers and workers are concerned about Mexi-
co’s increasing role as an automotive manufacturing and export base. With a U.S.-
Mexican or broader North American FTA in place, a stronger U.S.-Canada FTA
rule or trilateral U.S.-Canada-Mexico origin rule would likely improve the balance
of costs and benefits for Canadian as well as U.S. producers and workers. Given
Canada’s stated wish to participate in U.S.-Mexico FTA talks,-it would be advanta-
geous for the United States and Canada to reach axu early consensus on a 60 percent
or greater origin rule for North America.

CONCLUSION

MEMA commends the International Trade Subcommittee for its timely oversight
hearings on implementation of the U.S.-Canada FTA and invitation to testify on the
automotive provisions of the agreement

There is a ing need for the Administration to meet with the Canadian Gov- -
ernment to discuss a timetable and strategy for implementation of thé, binational
Auto Panel’s recommendation for a 60 percent origin rule. Strong congressional
backing for this next step is now required to help encourage more productive talks
on this issue between the U.S. and Canadian Governments. *

~
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CONTACTS: Jin Seberlus - 2127370400 5 8§17.495.9334
Bernard Jones - 416-362-6845 ar 416.477-4382

U.S.-CANADA AUTOMUTTVE SELECT PANEL den:s
COMPETTTIVIINESS BFFORT P
AND RECOMMENDS 60% RULE OF ORIGIN REQUIREMENT

AUGUST 2, 1990 - TORONTO AND NEW YORK. Following 8 meLting yesterday
in Toronto, Canada, W. Darcy McKeough and Petcr G. Peterson, Cenadian and
American Co Chairmen, respectively, of the government spansored. US.-Canada
Automotive Select Panel announced the launch of an jntencive, high-leve! effort 10
improve the competitiveness of the North Ai=¢rican automotive Industly along with a
recommendation by the Pane! that the rule of urigin under the U.S..Candda Free Trade
Agrecment should be increased fraom 5S0% 13 (0%, :

The Compeunivaness Iuluayve

Fanel Vice Chalrmen Joseph Gornran Crairman, Presdent and Chlef Executive Officer
of TRW, end Roy Rennety, Preside:t of Bennecon, wiil spearhead the ompgeiitivencss

roject which Panel members concider i be the 1nost important con{{ibution of the
ginmionai body. Panel members agreed that the automative indusiry was becoming both
Increasingly globs! and increasingly competitive; thus, the Panel's work will recommend
measures to improve the perfo;mance of the North Anicrican industry 4nd to increace
lts access to world markets. Messrs. Gorman and Bennett stressed that, within 18
months, the Panel's work would result in an action-criented et of recommendations on
a range of Caradian and Anierican goverament poiicies, Including measutgs on trade and
other neFotfatlom, as well &s suggested steps for the—pfivate sector Jo improve lts
competitiveness.

The working group that will addre;s these competinveness questicns Wil do so In a
comprehensive framework, evaluating the North American industry in & global context,
. taking into account major influential trends. For example, beyond globplzation and a
tougher world marketplace are the effects of mpjor traiding blocs, such a4 the European
Community after 1992 and the discuctuons now ynderaay between the United States and
Mexico on trade issues. Inreaching the recommendgations, Panel me mhﬁs will build on
a varlety of competitiveness analyses presznted to them at eadlier meegings, including
studles by the Massachusetts Institute of Techinology, the University of Michigan, and
Bernard Jones, Executive Director of the Cenadiar side of the Panel. }

. An Incréaced Rule of Orlgin Requiresien:

In addition to the competitiveness effort, Pane! inembers at the Toronto meeting
discussed the rule of origin requirements for duty-free automotive trade bétween Canada
and the United States under the Free Trade Agreement. The Panel revicwed different
studies of the effects of raising the rule of origin reguirement from $0% {o 60%. While
varlous pros and cons of the move were discussed, a substantial majorlty of the Canadian
and American members agreed thai an tncrease from 50% 1o 60% in thé rute of origin
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o

requirement would likely be a be: «fitio the “upt Asenic o econony. Accordingly, the
Panel wili recommend to the governmenis of the United States and Candda an increase
in the rule of arigin requirement. The Panc! believes that such & step w\t%uld encourage
nor-complying firms to meet this new highe- fevel by saurcing more materinls in North
Ameiica, and produce net economic benefits ;. oth the United States and Canada in
the long run. '
/ " t

The U.S.-Canada Autonotive S+'ect Punai ans created Jast year pl.:fo\llllll 1o the Free
Trade Agreement to meke recanmerdar-ps to the US and Canadlad governments,
The binational body has alternazely wet '+ Toroale and New York. Chnadian Trade
Minlster John Crosbie appolnted tre Ca~ dan patel members; the American pancl
membess were appointed falntly by U S Seoreiaty of Commerce Robort Mashactier and
Specia’ Trade Reprecentative Carla He'c. Taredian Panel nembers incdlude W Darey
McKeovgh, Co-Chalrman, Antomoice Se'e Parel - Canada and Chairman of Canada
Developarent Invesimient Corparaticn; Koben T. Beamosh, Churmanl, Woodbridge
Group; Rov F. Bennett, Presidert Bennecon 11d: Harry Bowler, Presiden:, Badd
Canadi. In¢; Panl Calvi, President, Watersille TG lic; Meurice J. Clost, Retired
President & CEO. Chry«ler Canada; Kenne % Graydon, EV.P., Federation of Auto
Dealers Associations of (anada; Sa'ly Hal, kx-Precident, Canadign Cansurvers
Assaciation; Kenneth Harrigan, Precidert énd CFG. Ford Motor Compg'\y of Carada,
Koji Kadowaki, Presidens; Hor'4 Cuo+20 00 Maireen V. Kempston-Darkes, (iéncral
Directar of Publlc Affairs; Gersral Meicrs of Canada oo Andre Normhnd, Precddent,
Prevost Car Inc, Phitip C. Upshall, Senrnr Partner, Upshal, MacKensle & Keiday,
Robert White, Presidenr, CAW Canala; Deun H. Wilson, President, Automotive
Industres Ascaclailon of Canaeda  U'S. members include Peter Q. Peterson, Co-
Chafrman, Actomotise’ Select Panc: - 1S &nd Cnaitman of The Blac,\'smnc Group,
Owen Bieber, President, Internatiorat Uninn, UAW, David E. Coie , Ph.D., Univercity
of Michigan; Joseph T. Gorman, (hairmen, President and CEQ, TRW, Inc, Elliot
Lefiman, Co-Chairman, Fel-Pro Inc. R S. Mitler, Ir, Vice (‘halrinan, Chrysler
Carperation; Harold A, Puling. Cheirmar of the Board and CLO, Ford Motar Compuny,
J. David Power, 1T, President, J D. Fover & ssociates: Heinz Prechter, Chalriman and
Chiel Executive Officer, ASC Inc; Witizm Rafterv, President, Mofor Fyuipment
Manufacturers Assoc; J.P. Reilly, Pres-cesr aad CEQ, Tennecon Autamogve, Thomas F.
Russell, Retired Chairiran, Fedsra'.\Né- o1l Cosporation; Past G. Schloemer, President
and CEO, Parker-Hanuifin Ccrporst o Rogee B, Savth, Chairman, Cipnem! Moaotors
Company; Neil A. Springer, Pres.dent and COO, Navistar International Corporation.

LAY




PREPARED STATEMENT OF MAXx Baucus

- Canada is the United States’ most important trading partner.

The U.S. and Canada trade about $200 billion worth of goods and services each
‘);(_ear. The U.S. and Canada trade more goods and services than any other two na-

ions.

Two years ago, the U.S. and Canada concluded the U.S.-Canada Free Trade Agree-
ment (FTA).

The FTA phases out tariffs, sets trading rules in most sectors, and establishes dis-
pute settlement mechanisms.

The FTA institutionalizes the most important trading relationship in the world.

The agreement is truly a historic and ground breaking achievement. I consider
the implementing legislation for the FTA to be one of the most important pieces of
trade legislation I have worked on during my time in the Senate.
edI have been pleased at the relative ease with which the FTA has been implement-

Thus far, the dispute settlement panels seem to be working.

Much of the political controversy surrounding the FTA—particularly in Canada—
seems to have subsided.

But when two nations exchange $200 billion in goods and services, disputes can be
expected. This is no exception.

There are a number of very serious trade disputes between the U.S. and Canada
that deserve immediate attention at the highest levels of government.

Today, I plan to address four issues in particular:

—first, the U.S. Department of Agriculture’s proposed ““Open Border Experi-
ment;”’ o . .

—second, the 1986 Softwood Lumber Memorandum of Understanding between the
U.S. and Canada;

—third, a recent GATT panel decision effecting a countervailing duty on hog and
pork imports from Canada; and

—fourth, the ongoing bilateral discussions on disciplining subsidies.

THE OPEN BORDER EXPERIMENT

The FTA includes a commitment by both sides to work toward improving and
» gtreamlining health and safety inspections on agricultural goods traded between the
U.S. and Canada.

But the FTA does not have force of law. And no provision relating to this commit-
ment was included in the FTA implementing legislation. )

Nonetheless, USDA—after consultation with its Canadian counterpart—has im-
plemented a number of changes in inspection procedures.

Last February, USDA took the further step of announcing the “Open Border Ex-
periment”’ with Canada.

The experiment involves suspending all border inspections on meat traded be-
tween the U.S. and Canada and relying exclusively upon the inspection procedures
of the exporting country.

After careful examination of this issue, I believe that USDA's attempt to imple-
ment the “Open Border Experiment” is a grave error.

I have received more constituent mail against the “Open Border Experiment”
than I have on any previous U.S.-Canada trade issue.

Farm groups in my state unanimously oppose the experiment.

I‘{umaelerous stories critical of the experiment have appeared in the national and

onal press.
eat inspectors on both sides of the border have criticized the experiment.

Most seriously, the level of public concern over this proposal has risen to a boil.

Implementing the experiment now could greatly undermine public confidence in
the safety and wholesomeness of meat.

This, in turn, could cause a sharp decline in demand for meat generally, not just
Canadian meat imports. ' :

Further, I am extremely frustrated by the way in which USDA has pursued this
exﬁnment‘ . .

e Federal Meat Inspection Act requires the Secretary of Agriculture to appoint
ins rs to ensure the safety of all meat.
e Act does not allow the Secretary to delegate this responsibility to a foreign
government. - .
~gal opinions authored by the General Accounting Office, the Co ional Re-
search Service, and USDA’s own General Counsel all confirm that USDA is exceed-

o
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ing 1atls legal authority by implementing the experiment without congressional ap-
proval. . )

I have twice written USDA to raise this issue and am yet to get more than the
most cursory response.

This is outrageous.

The Members of this Committce worked closely with the Administration to devise
procedures for gaining congressional approval of trade agreements.

For USDA to ignore those procedures in favor of unilateral action undermines the
working relationship between -Congress and the Administration.

I have worked closely with Clayton Yeutter and I am familiar with Assistant Sec-
retary Smith's long background in the meat industry. I do not believe either is in-
tentionally attempting to spark a ‘“meat scare” or a confrontation with Congress.

Nonetheless, that is the result of their efforts.

USDA has gone too far. It has overstepped its authority. Its actions are undermin-
ing public confidence in the wholesomeness of meat and the working relationshi
between Congress and the Administration. - :

I urge USDA to immediately halt its attempt to implement the ‘Open Border Ex-

riment”’ and send it to Congress for consideration.

If USDA chooses to ignore this advice, it will spark a serious confrontation with
Congress. ,

THE LUMBER MOU . e

On another front, ] am anxious to review the 1986 Softwood Lumber Memoran-
dum of Understanding—better known as the MOU—with the Administration.

I worked closely with the Administration and other Members of this Committee
on the MOU.

The MOU has been a very successful agreement.

It has protected the U.S. industry from the effect of Canadian lumber subsidies.

Since the MOU, the decline of the U.S. softwood lumber industry has been
stopped and 60,000 new jobs have been created.

Further, the MOU has had the positive environmental effect of discouraging cut-
ting of marginal Canadian timber. .

Unfortunately, some in Canada remain critical of the MOU. There are frequent
calls from Canada for renegotiation of the MOU on one pretekt or another.

Frankly, I can see absolutely no rationale for renegotiation\of the MOU. The fun-
damental purpose of the MOU was to offset Canadian provincigl subsidies. In sever-
al provinces, those subsidies remain in place.

lAs long as the Canadian subsidies remain in place, the MOUNshould remain in
place.

Further, the MOU seta up a consultation procedure to review the application ¢f
the export tax and other issues that may arise. i

Certainly, at a time when the lumber industry in the U.S. is under pressure be-
cause of environmental concerns, it would be senseless to also ex the industry to
unfair competition.

I trust the Administration continues to share this view.

THE PORK COUNTERVAILING DUTY

Another issue that has long strained U.S-Canada trade relations has recently
flared anew: the countervailing duty on hog and pork imports from Canada.

The issue-arose in the early 1980s when subsidized hog production in Canada re-
sulted in a sharp increase in U.S. imports of Canadian hogs and pork.

In 1985, U.S. producers filed a countervailing duty case to stem the flow of subsi-
dized imports. But the ITC—in a strange decision—decided to impose the counter-
. vailing duty only on live hogs and not on pork.

As you might expect, Canadian producers switched from exporting live hogs to ex-
porting pork to avoid the duty. U.S. producers gained no protection and the U.S.
also lost the value added from processing the hogs into (Fork.

With a number of other Senators, I sought to address this problem with two
ﬁmendmenis to the 1988 Trade Act that had the effect of extending the duty from _

to pork.
t year, the U.S. extended the countervailing duty on live hogs to pork. But
Canada challenged the decision before a GATT panel and two FTA panels.

The FTA panels have an extremely limited mandate—merely ensuring that U.S.
law is properlﬁpplied by the ITC and the Commerce Department.

Though an FTA panel did remand the case to the to correct some numerical
errors, the narrow mandate of the panels should limit their impact.
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The GATT panel is glite a different matter.

A few weeks ago a GATT dispute settlement panel issued a preliminary decision
in this case that could severely limited the ability of the U.S. to impose duties on
agricul.aral products.

I will not go through the details of this decision, but suffice it to say that the
GATT dispute settlement panel’s decision—if accepted—could deprive most agricul-
tural producers of the protection of countervailing duty law. :

Subsidizing nations could aveid countervailing duties by simply doing minor proc-
essing of the product before export. '

Particularly since Canada applies its own countervailing duty law in much the
game_ way as the U.S,, I strongly urge the Administration to block acceptance of this

ecision.

The decision should be blocked at legt until suitable changes can be negotiated in
the GATT Subsidies Code. v :

SUBSIDIES

Finally, it is critical that the governments of the U.S. and Canada begin serious
work on limiting subsidies. .

Subsidies are just as much of a barrier to free trade as turiffs or quotas.

According to the OECD, Canadian subsidies are on average three times higher
than U.S. subsidies.

Canada extends particularly generous subsidies to its forest products, mining,
smelting, agricultural, and other natural resource-based industries.

As many of the witnesses at this hearing will attest, these Canadian subsidies cre-
ated an extremely serious trade problem.

The subsidy problem was recognized in the FTA. Both sides agreed as part of the
FTA to begin negotiations aimed at disciplining subsidies.

.~ Yet, the Canadian government dragged its feet for months before appointing its
- subsidy negotiating team.

Now there are complaints that the subsidy talks should not proceed until the cur-
rent GATT Round is concluded.

This i8 nothing more than stalling.

True free trade between Canada and the U.S. will be impossible unless subsidies
are controlled. Canadian subsidies distort trade and will inevitably force the U.S. to
imKose more and more countervailing duties.

4 ny true supporter of free trade should recognize the necessity of limiting subsi-
ies.

CONCLUSION

All of the disputes raised today should be kept in context.

In general, the trade relations between the U.S. and Canada are going quite well.

But that does not lessen the seriousness of the trouble spots. - -

The problems must be addressed if she trading relationship is to continue to grow
and prosper. - ’ ’ -

If ignored these disputes could fester and become much more serious problems.

I hope today’s hearing will provide a good airing of the issues

And I trust the Administration will be responsive.

PREPARED STATEMENT OF MARJORIE A. CHORLINS

Mr. Chairman: Thank you for the opportunity to testify before the Subcommittee
on recent developments in trade between the United States and Canada. Joining me
at the witness table is Ann Hughes, Deputy Assistant Secretary for the Western
Hemisphere. The Office of Canada comes under her jurisdiction, and she and her
staff contributed significantly to this statement.

The U.S.-Canada Free Trade Agreement, or FTA, has been in effect now for
nearly two years, and businesses in both countries are responding to the many new
trade and investment opportunities that it has encouraged. The FTA created the
world's largest free trade area, encompassing two economies that together produce
more than $5.8 trillion in goods and services. To put that ﬁ?'ure into proper perspec-
tive, it is larger than the 54.2 trillion annual production of the twelve-nation Euro-
pean Community.
~ FTA implementation is proceeding smoothly, especially wher. one considers the

complex and comprehensive nature of our economic relations with Canada. Al-
though the FTA will not be fully implemented until 1998, businesses are already
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adjusting to the new commercial environment and positioning themselves to in-
crease sales in Canada, our largest export market. It seems clear that both countries
are benefiting from the expansion in trade promoted by the FTA.

U.8.-CANADA TRADE

There is more trade between the United States and Canada than any other two
countries in the world. Two-way trade in goods and services between the United
States and Canada amounted to $204 billion in 1989.

Canada remains the most important trading partner of the United States, taking
$79 billion of U.S. merchandise exports last year and accounting for nearly 22 per-
cent of global U.S. exports. Our exports to Japan, at $45 billion, pale in comparison.
Indeed, exports to Canada nearly matched the level of our exports to the entire Eu-
ropean Community, a vastly [arger market in terms of population.

Our gbods and services exports to Canada rose 8 percent in 1989, while our mer-
chandise trade deficit shrank 7 percent, to less than $10 billion. In fact, our current
account balance with Canada has moved from a negative balance in 1986 to a_posi-
* tive balance in 1989 of more than $5 billion. o

The most recent figures, for the first six months of 1990, show this trend continu-
ing. U.S. exports to Canada during the first half of the year amounted to $44 billion,
an increase of 5 percent over the same period in 1989.

The Commerce Department has undertaken an ambitious outreach program to
help businesses improve these trade numbers even further.

BUSINESS OUTREACH

Our principal objectives are to educate American business about the opportunities
provided through the FTA, to help solve @S. exporters’ problems, and to ensure Ca-
nadian compliance with its FTA obligations. Mr. -Chairman, you know better than
most that the United States will not benefit fully from the FTA unless our business
community vigorously pursues the new commercial opportunities resulting from the
removal of barriers in the Canadian market.

First and foremost, we inform U.S. business people of FTA-related opportunities.
We want to help American firms think about exporting, with Canada as their initial
export market. OQur slogan, “Canada First!” suggests that once companies master
the technique of exporting to Canada, they will be better prepared to sell.-to other
more difficult foreign markets.

Canada is the ideal first foreign market to try, because of geographic proximity, a
common language, and similar business practices. The removal of trade barriers
under the FTA makes Canada an even more attractive market. '

We have developed the Canada First! Seminar Series to take the mystery out of
exporting. Seminar participants receive basic information on how to export, visit a
Canadian city for in-depth presentations on selling in Canada, and tour Canada Cus-
toms for a hands-on briefing about border crossing procedures. Qur goal is to con-
duct regular Canada First! Seminars, organized around a single industry or state.
We are talking to officials from State trade promotion agencies, trade associations,
chambers of commerce and others to develop seminars in 1991.

In addition to the Canada First! Seminars, Commerce is participating in seminars
on marketing in Canada sponsored\h(local trade groups. We are always pleased to
work with local groups—people on the ground who best know the needs of the local
business community. :

Commerce offers business people daily, onéon-one counseling. We tackle all kinds
of inquiries, ranging from tariff rate requests and technical standards requirements’
to trade show information and trade data. Our Office of Canada alone responded to
~ more than 20,000 inquiries about the FTA last year. That does not include the thou- .

sands of calls handled by our US&FCS offices in the United States and Canada.

An important component of our business counselling is our publications, which
are distributed widely in the business community. For example, we recently pre-
pared a special publication entitled Guide to Exporting ures to assist export-
ers in understanding the FTA rules of origin and documentation requirements for
filling out the Exporters Certificate of Origin. Additional titles include: Gouernment -
Procurement Opportunities in Canada, Border Crossing Procedures under the U.S.-
Canada Free Agreement, and Summary of the Free Trade Agreement. We also
publish marketing guides, industry profiles and state profiles at regular intervals.

We help solve individual exporters’ problems every day as part of our regular
business counseling activity. Our knowledge of and contact with Canadian Govern-
ment agencies often enable us to cut through red tape and find the answers. Our
experience with the business community helps us to translate the needs of exporters



57

~ for other gt;vemment agencies with the responsibility for addressing specific prob-
lems. Where there is no immediate solution, we are able to put items on the agenda
for future negotiation.

OTHER FTA IMPLEMENTATION ACTIVITY

Besides the Outreach Program, the Department is involved in other aspects of
FTA implementation. Virtually every chapter of the Agreement involves the Com-
merce Department in one way or another. FTA implementation has been extraordi-
n:;u-ilr)‘vi successful, and smoother than might have been expected for such a complex
acco
Tariff Acceleration

--—For furthet testimony to the FTA’s success, we need look no further than to the
tariff acceleration agreement that was reached in 1989. With the support of U.S.
and Canadian industry, we were able to reduce tariffs at an accelerated pace on
more than 400 products, worth an estimated $6 billion in two-way trade.

A second round of talks with the Canadian Government is underway to consider
accelerating tariff reduction on another large group of items, generated by requests
from the private sector. -

US.-Canada Subsidy Talks

During the course of FTA negotiations it simply was not possible to address every
issue to the satisfaction of both sides. When the Agreement was signed, we acknowl-
edged that certain subjects would require further negotiations. Subsidies is a prime
example of a highly complex issue that was unresolved in the FTA document.

One of Canada’s main goals during the FTA talks was to be exempted from U.S.
countervailing duty (CVD) law, or at least to limit the scope of the statute. We were
unwilling to change the CVD law without a substantive undertaking by Canada to
discipline its use of subsidies in a meaningful way. . -

Chapter 19 of the FTA provides for ongoing negotiations toward a substitute -

" regime to deal with subsidies and antidumping issues in the bilateral relationship.
A bilateral working group has been established to continue negotiations in these
areas. Deputy Assistant Secretary Ann Hughes has been designated as U.S. Chair-
man of the Chapter 19 Working Group. We will ensure that U.S. business is consult-
ed at every step of the negotiating process.

Given that the outcome of Uruguay Round subsidies negotiations will affect our
bilateral interests, the Working Group has decided to make the initial period a time
of intensive preparation. This effort will put both sides in a much better position to
negotiate a bilateral agreement on subsidies once the direction of multilateral devel-
opments becomes clear. ‘

Our preparatory work program consists of two tracks: collecting data on Canadian
subsidy practices, and consulting domestically with interested parties. The first com-
ponent is straightforward. Our researchers are working to identify and analyze
those Canadian Federal and provincial subsidy practices that affect U.S. industries.

The second effort is focused on gathering advice from all interested parties—pri-
vate business, Congress, state and local officials, to name a few. We are circulating a
paper that frames the relevant issues and solicits advice. A copy of that paper is
attached to this statement. Additional copies are available from the Department’s
Office of Canada. As we develop a cogent negotiating posiiion and strategy, it is
vital that interested parties apprise us of their concerns. :

Because we are still in th- preparatory phase of the negotiations, it is too early to
predict what issues will em_rge as the most important for each side. The key thing
is that the subsidies negotiations with Canada provide an opportunity to manage
troublesome issues in a constructive way and ultimately to resolve them in a way
that is satisfactory to both countries. N B

FTA Dispute Settlement Mechanism

The FTA created an effective regime for resolving bilateral disputes, beginning
with consultations under the auspices of the Trade Commission. The consultative
mechanism is the first step in bilateral conflict resolution, and disputes are often
resolved at this stage. Commerce Department analysts pravide their expertise to -
USTR when use of the dispute settlement mechanism is necessary. :
- Some disputes cannot be resolved by consultatign. Chapter 18 of the FTA provides
for binational dispute settlement procedures, which have been invoked by Canada
and the United States in a ‘number of instances. Igsues pursued under these proce-
dures have included: Canadian alcoholic beverages barriers, Canadian landing re-
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quirements for Pacific Coast salmon and herring, Canadian lack of compensation for
cable retransmissions, and U.S. conservation measures affecting lobsters.

It is interesting to note that many of the disputes listed above pre-date the FTA.
However, as the recently resolved salmon and herring case illustrates, the existence
of the FTA dispute settlement mechanism makes disputes more amenable to solu-
tion and, we hope, will deter new trade disputes. -

Chapter 19 provides for binational panel review of antidumping and countervail-
ing duty (AD/CVD) final determinations. This is a unique feature of the FTA, re-
placing judicial review of final determinations with review by panels comprised of
U.S. and Canadian experts. Independent binational panels apply the same standsrd
of review as would be applied by domestic courts to decide whether the final deter-
minations are consistent with the law of the country that made the determination.
This process permits rapid resolution of AD/CVD issues, avoiding unnecesscry fric-
tion in our bilateral trade relationship. - .

To date, thirteen cases have been filed under Chapter 19, all but two of which
have been decided. We are confident that the FTA Chapter 19 panel process pro-
vides an efficient, transparent and fair mechanism to resolve disputes arising from
AD/CVD final determinations.

Pursuant to the U.S. Canada Free Trade Implementation Act of 1988, the Presi-
dent directed the Commerce Department to create and implement the U.S. Section
of the FTA Binational Secretariat. Commerce provides funding, office space, equip-
ment and personnel for the Secretariat and pays for the operations of binational
panels reviewing general disputes under Chapter 18. USTR provides payment of all
expenses of binational panels reviewing Chapter 19 disputes. ‘

The Secretariat lias met all legal, regulatory, procedural, budgetary and adminis-
trative requirements imposed upon it, and has effectively administered all bination-
al panel reviews referred to it. Both the U.S. and Canadian Governments are
pleased with the operation of the FTA dispute settlement procedures. :

U.S. Countervailing Duties on Canadian Pork

In January 1989, U.S. pork producers filed a countervailing duty petition on fresh,
chilled and frozen pork from Canada. After considering the petitioners' allegations
as well as information provided by Canadian producers and the Canadian Govern-
ment, the Department determined that the subsidy methodology provided for in sec-
tion 771B of the countervailing duty law should be applied in this case.

Section 771B was enacted as part of the Omnibus Trade and Competitiveness Act
of 1988. This legislation provides that, in cases involving processed agritultural
products in which (1) the demand for the raw agricultural product is substantially
dependent on the demand for the processed product, and (2) the processing oper-
ation adds only limited value, subsidies found to be provided to either producers or .
processors of the product shall be considered as subsidies provided to the processed
product. This legislation essentially codified an approach which the Department had
applied in other agricultural product cases, but which had been overturned by the
Court of International Trade. , : '

-In the pork investigation, the Department determined that the two criteria of sec-
tion 771B were satisfied, and therefore treated subsidies provided to hog farmers as
subsidies to pork processors, adjusting only for the yield in processing the pork from
swine. Following an affirmative finding of threat of injury to the U.S. industry by
the U.S. International Trade Commission, countervailing duties were imposed in
September 1989.

The Canadian companies and the Canadian Federal and provincial Governments
challenged both the Department’s and the ITC's determinations before U.S.-Canada
FTA Chapter 19 panels. The panel that herrd the case concerning the ITC decision
remanded to the Commission the final determination of threat of injury because it
found that the statistical data on which the ITC relied appeared erroneous. The:
panel decision on the Department’s case is due today, September 28, 1990. The issue
i8 whether the Department properly applied U.S. law when it found that the two
criteria in section 771B had been met. :
_In addition, Canada requested the formation of a panel under Article XXIII of the
GATT following what it considered to be unsatisfactory consultations with U.S. au- .
thorities. The thrust of the Canadian GATT complaint was that section 771B and its
application by the Department were inconsistent with U.S. obligations under GATT
Article VI:3, which states that ‘“[nJo countervailing duty shall be levied on any
product . . . in excess of an amount equal to the estiinated . . . subsidy deter-
mined to have been granted, directly or indirectly, on the . . . production . . . of
such product.” .
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In brief, Canada argued that the two statutory tests of dependent demand and
limited value added were insufficient to “determine’” the amount of subsidy actually
* bestowed upon the product subject to investigation (i. e., pork). Canada argued that
the United States’ assumption that all the subsidies granted to hogs are passed
through to the pork product is not consistent with Article VI:3 and the United
States must measure the amount of subsidy actually passed through to pork. The
United States contends that the GATT does not tell us how to measure subsidies
and in fact, permits us to countervail the full effects on trade caused by a subsidy.
On August 2, 1990, the GATT panel issued a ruling in support of the Canadian
position, concluding that the references to trade effects in Article XVI of the GA
do not mean that the United States can assume that the full amount of subsidies to
live swine are passed through to the pork product.

Given that there were separate industries for- swine and pork production in
Canada operating at arm's length, the panel found that it was necessary to deter-
mine whether the subsidy bestowed on swine production had a price effect which
benefited the pork producers. In the panel’s view, a finding of dependeat demand
and limited value added could not justify a conclusion that the swine subsidies had
a price effect.

Because the panel's mandate was limited to the application of section 771B in this

- case only, it declined to recommend the withdrawal of this section, per se It instead N
recommended that we be given the option of either refunding the duties attributa-(
ble to swine subsidies, or making a subsidy determination which meets the require-
ments of Article VI:3. .

Given the importance and complexity of this issue, the Department has been care-}
fully studying the panel report and its implications for administration cf the CVD
law and achievement of U.S. policy objectives in the area of subsidy disciplines.
While we have not yet completed our analysis, we are obviously very disappointed
with the outcome of the panel proceeding. Section 771B reflects longstanding De-

. partmental practice in cases involving processed agricultural products. We continue
to believe ‘that there are valid economic and policy reasons for treating subsidies
benefiting processed agricultural products in the manner prescribed by this legisla: *
tion. -

Because of these concerns and considerations, we would not want any action the
United States may take with respect to the panel finding to detract from our ongo-
ing efforts in the Uruguay Round to obtain agreement on the basic premise under K
ing section 771B. If anything, the panel decision underscores the importance of seek-
ing international consensus on the approach set forth in the U.S. subsidies propos-
al—and clarifying that that approach is consistent with U.S. GATT obligations.

We have been working closely with officials from the Office of the United States
Trade Representative and other interested agencies to develop an Administration-

_wide position on the panel decision that will further U.S. interests in improving
GATT subsidy disciplines without undermining the credibility of the dispute settle-
ment process. In developing our views, we have benefited greatly from the input
Erovided by the National Pork Producers’ Council. Assistant Secretary of Commerce -

ric Garfinkel is now in Geneva where, in the course of the Uruguay Round negoti-
ations, he is exploring potential solutions with interested trading partners. We are
determined to find a solution that will ensure U.S. agricultural producers equal pro-
tection under the countervailing duty law. '

Lumber MOU :

Import Administration is responsible for 2dministering the 1986 United States
and Canada Memorandum of nderstandinﬁ (MOU) regarding softwood lumber
trade. Under it, a 15 percent export tax is collected by the Government of Canada
on certain softwood lumber products exported to the United States. The export tax
was designed to counteract unfair Canadian timber pricing and the resulting com-
petitive advantage these subsidies gave to Canadian lumber exporters. _

Since 1986, when the agreement went into effect, the U.S. lumber market has

' _ boomed, and import penetration of Canadian lumber has decreased from a high of

33 percent of U.S. consumption in 1985 to 27 percent t,oda,vu The agreement has been

amended twice to eliminate the export tax on lumber shipments from British Co-

lumbia and to reduce the tax on Quebec shipments following forest policy changes

by these provinces which increased the cost of cutting timber. We are currently ren-

egotiating the amount of the Quebec tax with the Government of Canada.

. We are firmly committed'to the MOU. The Canadian lumber industry and some
Canadian government officials have made public statements that economic condi-

tions warrant, at a minimum, some change to the agreement, if not its termination.

We have not seen any evidence of fundamental structural changes in Canada that
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eliminate the need for the MOU. We have recommended to our Canadian colleagues
full implementation of a purely market oriented system, such as the auctioning of
timber. Absent that, strict implementation of the MOU is essential.

Plywood

"~ The subject of technical standards may seem mundane. However, the elimination
of all tariffs brings with it the temptation to use non-tariff measures such as techni-
cal standards as barriers to trade, while also increasing their relative importance.
We must be vigilant to prevent this from happening.

Commerce has been an active participant in resolving issues relating to plywood
standards. This is a good example of ways we seek creative solutions to seemmgly
intractable problems. Working with the Canadian Governmient, we have established
a bilateral private sector committee comprised of representatives of all the players
involved in plywood standards, including builders, producers, standards-writers,
building code regulators and the like.

This committee is developing the information needed for a common plywood per-
formance standard. It has forwarded recommendations to a joint standards drafting
body, which will soon complete the preparation of a common draft standard. We are
hopeful that the committee’s work will shortly put thm Jongstanding trade irritant
to rest.

CONCLUSION

As in any trading relationship, frictions between the United States and Canada
crop up from time to time. Considering the breadth and depth of trade flowing be-
tween our two countries, it is surprising that we do not encounter more. problems.
When contentious issues do arise, we monitor and manage them to ensure that full
FTA benefits continue to be available to business. And, because of the FTA, most
problems are now resolved more easily.

Implementation of the U.S.-Canada FTA thus far has been successful. The U.S.-
Canada Free Trade Agreement can serve as an example for future trade-liberalizing
agreements and a precursor of positive commercial developments in Latin America.
As you know, Mr. Chairman, we are now beginning the process of negotiating a free
trade agreement with Mexico, and the President has announced his Enterprise for
the Americas initiative, a broad package encompassing trade, investment and debt
relief measures. It is clear that we are in the midst of fundamental changes in the
Western Hemisphere. The U.S.-Canada FTA has started us moving in the right di-
rection.

That concludes the Department’s formal testimony, Mr. Chairman. If you or the
S}:lhcommittee members have any questions, Ann and I will be happy to answer
them.

Aitachments.
U.S. DEPARTMENT oF COMMERCE,
Washington, DC.
U.S.-<CANADA FREE TRADE AGREEMENT
CHAPTER 19 BILATERAL WORKING GROUP
REQUEST FOR ADVICE ON SUBSIDIES ISSUES
Issue

The Governments. of the United States and-Ganada, pursuant to the Free Trade
Agreement (FTA), have established a bilateral working group responsible for devel-
oping a system of rules to govern unfair trade practices between the United States
and Canada. The group will begin its work in the near future. This paper discusses
the issue of non-agricultural financial assistance and aids to business in the United
States and Canada, describes information needed by U.S. negotiators, and provides
an opportunity for public comment. Later papers are planned to discuss agricultural
subsidies, dumping and other issues.

Background
Certain injurious, trade-distorting subsidies are regarded as unfair trading prac-

tices under U.S,, Canadian and international law. When an investigation conducted
by Federal authorities shows that subsidized imports cause or threaten to cause ma-
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terial injury ! to a U.S. industry, they may be “countervailed” by the imposition of
an additional duty equal to the amount of the subsidy. Canada and other countries
have similar laws and procedures. For example, if the subsidies that a foreign firm
receivg are found to benefit the product by four percent, then the countervailing
duty (CVD) will be four percent. The imposition of a countervailing duty thereby
neutralizes the unfair subsidy. ,

In the recently concluded U.S.-Canada Free Trade Agreement negotiations,
Canada wanted to be exempted from U.S. countervailing duty laws, or at least to
have them changed to limit their scope. The United States was prepared to consider
changes in the CVD laws only if Canada undertook meaningful subsidies discipline
to remove the kinds of practices which give rise to CVD complaints.

In the end, the issues were too complex and difficult to resolve in the time avail-
able. It was agreed finally that each country would continue to apply unilaterally
its existing CVD law with one notable change: binational panels would replace court
review of CVD final determination orde¢rs.?2 Panel findings are binding and final.
This system became effective on January 1, 1989.

Binational panel review was envisioned as an interim solution only. Under Chap-
ter 19 of the FTA, both countries agreed to establish the bilateral Working Group to
continue negotiating over the next 5-7 years to seek a more permanent solution to
the problems of government subsidization and of unfair pricing practices (dumping),
and the trade frictions caused by such activities.

The U.S.-Canada FTA Implementation Act established negotiating objectives for
the U.S. delegation to the Working Group which include the “achievement of in-
creased discipline on government production and export subsidies that have a signif-.
icant impact on bilateral trade . . . .” The Act states that special emphasis should be
given to negotiating an agreement which obtains discipline over Canadian subsidy
programs that adversely affect U.S. industries directly competing with subsidized

imports. .

Definition of Subsidy

A particularly difficult aspect of this 1ssue is that there is no internationally ac-
cepted definition of what constitutes a subs.dy. For years, the member countries of
the General Agreement on Tariffs and Trade (GATT) have tried unsuccessfully tc
agree on a definition. The process has proven to be just as difficult when only two
countries have attempted to define the term. Under U.S. law, a subsidy is generally
defined as a bounty or grant provided, directly or indirectly, to the manufacture,
production, or exportation of merchandise. 2

Every country has financial assistance and other aid programs for various public
policy purposes. Charges of unfair trading practices arise when such programs serve
to make exports more competitive abroad, have an import substituting effect at
home, or otherwise distort trade and investment patterns. Therefore, it is not the
purpose of an assistance program that is relevant in the trade context, but its effect.

For example, types of programs which might be examined in these negotiations
include the following:

* government grants to a specific industry;

¢ government assumption of corporate operating losses and debts;

¢ government loans to firms at preferential rates of interest;

* government equity infusions to firms under circumstances that do not reflect
commercially reasonable investment practice;

* preferential tax concessions; and

* preferential provision of infrastructure, or other goods and services (e.g., roads,

utilities, railheads, etc.).
- Agreeing on a precise definition of a subsidy may be less important and produc-
- tive than agreeing on what kinds of progiams adversely affect each other’s trading
* interests. Accordingly, the best way to understand the issues in bilateral trade may
be to review the Canadian programs that the United States has countervailed and
the U.S. programs about which Canada has raised concerns.

U.S. and Canadian Assistance Programs
Many in the United States believe that Canada substantially subsidizes its indus-
tries and exports and that the United States does not. Obviously, the United States

! An injury test is not uired under U.S. law for certain merchandise from certain coun-

tries; sucl  ‘est is required for imports froin Canada. .
2 Court 1 s1ew continues to be available if the private parties and both governments decline

" panel review.

40-629 - 91 - 3
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also maintains assistance programs. Without attempting to resolve this issue here,
it is fair to say subsidy programs are much more visible in Canada than in the

- United States. One reason for their visibility is that the Canadian system is charac-

.

terized by #Federal transfer payments to regions and provinces, and sometimes to in-
dustries and firms, often in cooperation with provincial governments, with attend-
ant publicity. :

Overall, U.S. assistance is less extensive than that of most of its trading partners
because of differing attitudes toward the role ‘of government in the private sector.
Federal assistance to business appears to be provided primarily through the tax
code, such as investment tax credits and accelerated depreciation of business assets.
This type of assistance inherently has a low profile because the benefits are not in-
cluded in the Federal budget. - R

Sts.tes, regions and municipalities appear to be more involved than the Federal
Government in providing assistance to business and industry. For example, states
and other sub-national jurisdictions maintain economic development programs
which use financial assistance and other aids as investment recruiting tools.

Canadian Assistance Programs ‘

As of October 20, 1989, 17 CVD invVestigations involving imports from Canada *
have either been initiated or reviewed since 1980. The U.S. Department of Com-
merce found above-de minimis subsidy levels in 13 of them. Most of these subsidy
findings have been below four and one half percent (4.5%). Six CVD orders were
issued as a result of these investigations. In instances where no order was issued,
the cases were either withdrawn or no injury was found. (See Attachment for a list
of cases, subsidy findings and disposition.)

Given the magnitude of the U.S.-Canada trade relationship—$160 billion in 1988,
the amount of goods covered by CVD orders has been relatively small. Canadian ex-
ports to the United States totalled $68.6 billion in 1986; of this, only $165 million, or

-0.24%, were covered by CVD orders. If Canadian exports which are not subject to

CVD orders but which are covered under bilateral agreements are included (lumber
and raspberries), these figures rise to $3.18 billion in trade coverage or 4.6% of total
Canadian exports to the United States. .

Some of the major Canadian programs which the United States has countervailed

include:

* The Regional Development Inceritive Program provides incentives targeted at
specific areas, industries and/or manufacturers to create stable employment oppor- .

. tunities in areas of Canada where employment is chronically low.

¢ Interest-free loans and outright grants to targeted industries by provinces and
the Federal Government.

* Assistance provided to targeted industries for the purpose of upgrading machin-
ery, ships and other capital geods. '

* Investment tax credits to encourage capital investment in certain regions of the
country. )

* Governmental investment (“‘equity infusions”) in failing industries.

* Export marketing assistance programs.

* Pricing of timber (stumpage) on Crown lands was found to be a subsidy in a pre-
liminarg decision. The softwood lumber case was terminated before a final decision
was made.

U.S. Assistance-Programs ' /(}Qm .
In March 1987, the Canadian Government imposed a 67 percent imports

of U.S. corn. The U.S. programs countervailed were provided for under the Farm
Bills of 1981 and 1985.
During the FTA negotiations, Canada raised a number of U.S. programs, alleging
'\‘i‘l;‘at tl_leyl pé'ovide gubsidies which adversely affect Canadian firms and industries.
ese include: . . . i

* Department of Defense R&D grants and discriminatory government procure-
ment practices. -

* Economic Development Administration grants for public works and development
facilities to alleviate ‘conditions of substantial unemployment in economically de-
pressed areas. : M

¢ Federal tax deferrals on the profits earned from export sales.

* Figsheries Loan Fund which provides loans to vessel operators for purchasing,
construction, equipping and repairing commercial fishing vessels.

¢ U.S. Forest Service timber pricing policies.

* )
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¢ The Federal Government, through its Regional Power Marketing Administra-
tions, provides taxpayer subsidized electricity to consumers and industries in specif-
ic regions of the U.S.

¢ Various state incentives for the automobile indus{ry including: wage subsidies,
grants and loans, and tax abatements.

¢ State Economic Development Programs, including Development Credit Corpora-- -—~

tions, Industrial Finance Authorities, and Economic Development Agencies, provide
financial assistance, tax relief, and/or other aids as investment recruiting tools.

® Tennessee Valley Authority resource development for the advancement of eco-
nomic growth in the Tennessee Valley region.

¢ State of Oklahoma tax exemptions for oil/gas machinery and equipment.

* States of Montana and Michigan loans to reopen mines.

¢ State of Washington loans to reopen smelters.

* State of Alaska funding for infrastructure such as roads and bridges.

e Manufacturing Technology Program funds to defense contractors to increase
capital investment and modernize facilities.
. ® Very High Speed Integrated Circuit Program assistance to firms performing

D necessary for continued participation in the semiconductor market.

Opportunity for Comment

Public advice is needed to help the Administration assess the nature and extent of
the problems and to identify and assess possible solutions. Advice is sought from
Members of Congress, state authorities, public interest grqups, the private sector,
academia, and other interested parties:

* Please identify those Canadian financial assistance and other aid programs
which you believe’distort trade and/or investment patterns. Please explain your
reasoning. ’

¢ .For those subsidy practices which you consider so serious as to warrant interna-

tional discipline, please describe the kinds of limitations on Federal, state and pro-
vincial economic development programs and strategies you feel are necessary.

* Please provide any other information you feel would be helpful to the negotia-
tors in assessing the nature, extent, and size of the problems and possible solutions.

Interested parties may address their comments and suggestions to: William H.
Cavitt, Director; Office of Canada, U.S. Department of Commerce (Room 3033),
Washington, D.C. 20230.

CASES INVOLVING CANADIAN IMPORTS ACTIVE SINCE 1980

Product(s) and year mitated L Level of net subsxdy (percent) Final dispasition
!
Radial Steel Behed Tires 1972 .. .. 118 .. .. ... ... ... Revoked, 1982
Glass Beads 1976.. . ... . ..... 109-053.:. ... .. ... . ... Revoked, 1981 de minimis finding
Optic Lxquid Level Sensing Systems 1979, 191 ... .. ... ... .. ... Revoked
Certain Fish 1980 .. .......... . .. . 0.38-1.17 . . . ... . .....|Noinjury determined in 1980
Smoked Hetring 1981 . ... .. ... . . . .| Investigation terminated (TC prefim. neg.
determination
Softwood Products 1982:
shakes and shingles........... .. . .| final neg. determin.
fence..........coooeivvenenn . De minimis subsidy
fumber................... levels found
Subway Cars 1982..... Petition withdrawn
Live Swine 1984 ._..... .| Order issued, 1985
Groundfish 1985.............. Order issued, 1986
Red Raspberries 1985 ...... ) investigation suspended
O Country Tubular Goods 1985.... J2.. ...| Order issved, 1986
Carnations 1986.............c.ccoooere... Order issved, 1987
Softwood Products 1986...... o] Petition Withdrawn
Thermostats 1988 ............ vocovvevevoreecrvescconn, |nvfati£tion terminated no  subsidies
ou
New Steel Rail 1988 .......cccoooovvociivvvevccccricnn, 0.24-112.0 oo Order issved, 1989
Pork 1989.............. ] 3.6 conts/l (4.4% ad val) ..o jssued, 1989
Limousings 1989 ...........cccoccorevereisornrermreresed v s / Pretim. % determin. final determin. due
Jan. 19

1 De. minimis: Sbsidy is below the level at which 2 CVD order is issved. ™~

R Q\

\
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Respoxses oF THE DEPARTMENT OF COMMERCE TO QUESTIONS SUBMITTED BY SENATOR
BREAUX

Question No. 1a. Has the Department of Commerce considered the impact that the
Saskatchewan Saferco project will have on U.S. nitrogen fertilizer producers in Lou-
isiana and elsewhere? -

Answer. The Saferco production capacity will help to alleviate the world-wide
shortage of nitrogen fértilizer. In a state of excess demand, U.S. production should
not be wanting for business. In fact, the United States has been a net importer of
nitrogen fertilizer for four of the last five years.

Question No. 1b. Has the seriousness of this situation been made known to your
Canadian counterparts in the bilateral subsidies negotiations?

Answer. Various U.S. Government officials have expressed concern to their Cana-
dian counterparts that the Saferco preject may be going forward only because of Ca-
nadian government financial suppcrt, that subsidies may be involved, that the
likely market for such production is the United States, and that the U.S. industry
might, therefore, be threatened with seribus injury as a result of subsidized imports.,
In response, the Canadian Government has unequivocally stated that Federal funds
are not committed to this project and the Government of Saskatchewan asserts that
the financing which it is providing is on strictly commercial terms.

Attached 1s a copy of a letter from the Minister-Counsellor of Trade Policy and

_Trade Relations at the Canadian Embassy detailing the commercial nature of the
transaction. : .
Attachments. ’

o CaNaDIAN EMBassy,
Washington, DC, December 7. 1989.

Ms. ARN H. HucHEs, Deputy Assistant Secretary
for the Western Hemisphere, .
International Trade Administration,
U.S. Department of Commerce, . “ /
Washington, DC. ;

Dear Ann: This in response to your October 16, 1989 letter seeking information on
the proposed nitrogen fertilizer plant at Belle Plaine, Saskatchewan.

The Federal Government is not involved in this project. The Saskatchewan gov-
ernment has provided us with the following information with regard to their partici-
pation in the project.

The Province has indicated that its fifty percent participation in the joint venture
with Cargill Ltd. is based strictly on commercial terms. More specifically, the Prov-
ince is not providing any tax incentives or infrastructure support to the project.
With regard to investment and loan guarantees the debt portion of the equity struc-
ture of the SAFERCO plant will be guaranteed by the Province. However, the
Crown Management Board of Saskatchewan will ensure that the loan guarantees
are comparable to those provided fo other companies in similar situations. The de-
tails on financing the project have yet to be determined but will be consistent with
commercial terms. :

Yours sincerely,
. W.A. DyMonbD, Minister-Counsellor
Trade, Policy & Trade Relations.

Question 2a. Information indicates that Canada currently produces significantly
more nitrogen fertilizer than it consumes and that more than half of its production
is exported, almost all to the United States. ‘

Answer. The Saferco plant may result in increased U.S. imports of Canadian fer-
tilizer, but growing world demand for fertilizer may also increase U.S. e‘:ports.
What U.S. producers lose at home they will gain abroad. Attached is a chart*show-
ing the fertilizer nitrogen trade balance from 1985-1990.

Canada enjoys lower natural gas costs due to proximity to natural gas sources and
limited pipeline capacity in the United States. Those lower costs give Canada a com-
parative advantage over U.S. producers. However, U.S. producers have a compara-
tive advantage over some other world producers. That explains why the United
States is both an importer and exporter of nitrogen fertilizer.



65 i
FERTILIZER NITROGEN TRADE BALANCES, CROP YEARS JULY/JUNE, 1,000 SHORT TONS

1985/1986 | 1986/1987 | 1987/1988 | 188/1989 | 1989/1990

12822 12408 13483 13828} 13,584

4,030 3,01 3.655 2,961 2,24

2,308 2,008 2,443 1,597 1,084
<1428 1,389 962 1,031 889
. 54 5 2

‘ 5 - 3
85 185 171 190 147
204 150 14 141 151
SUPDY ...ooovcocve et e et oo - 16852} 16115 17,183 | 16,789 lS@Sé B
EXPOMS-TOMAL......ccoov e 1822 244 2,140 2,342 2,617

AMMONIB ... essins senesreresscsmmisssnines sesirs ceseees . 622 81 181 305 236
330 363 s21 472 515
172 1,065 L155 ;1429 1,6%?

34 37 42 114 1

64 88 41 22 51
NEl TTa0R.......oooooiciiie et —2,208 1 —1,203 -915 —619 +343
APPATEnt CONSUMPLION ..........ccomiores et cererreencscensenee 15,03” 13691 - 15,298 | 14847 13241

Caution must be exercrsed in caiculating total supply and consumption. Since af nitrogenous fertihzer products are made from ammonia, including
wrea, the only production which contributes to supply is ammonia Hence, urea has been excluded from production figures. (Frank P. Maxey, Office
of Chemucals, 377-0128, 12 March 1981) .

Question No. Zb. How do we address the situation in Saskatchewan, where a Prov-
ince is financing the construction of massive, additional excess capacity that will be
sent largely into the U.S. market? ———

Answer. If a US. firm or industry believes that it is being injured or threatened
with injury by subsidized imports, the Congress has provided for relief under the
U.S. countervailing duty law. No action could be taken under U.S. countervailing
duty law unless and until it can be shown that: (1) the plant is selling or has a firm
contract to sell its products in the United States; (2) there is evidence of subsidiza-
tion; and (3) material injury or threat of material injury by reason of imports is
demonstrated. .

To the best of our knowledge, the Saferco plant meets none of these conditions: (1)
Ther2 are no known sales or contracts to sell nitrogen fertilizer in the United
States, so the injury requirement mentioned in (3) above cannot be met; and (2) The
Canadian Federal government asserts that they have not committed funds to this
project and the Government of Saskatchewan states that their support is provided
on strictly commercial terms.

If the U.S. industry has contrary information, or if it wishes additional informa-
tion about the countervailing duty law, they may wish to contact Eric I. Garfinkel,
Assistant Secretary for Import Administration at (202) 377-1780, whose organization
is responsible for administering the U.S. CVD law. .

Question No. 3. In your view, should we take an aggressive stand on this matter
or must we wait to address the situation until our businesses have been injured?

Answer. US. industry already has taken an aggressive stand in bringing the Sa-
ferco project to the attention of U.S. elected officials and-trade policy makers. In
turn, the issue has been raised repeatedly, including by Ambassador Carla Hills in a
meeting with Canadian Trade Minister Crosbie, and has been raised by me at sever-
al bilateral Chapter 19 Working Group meetings. In each instance, the Canadian
reply has been unequivocal: the Canadian Federal Gove . nment has no funds in the
project; and the Government of Saskatchewan asserts that the financing which they
are providing is on strictly commercial terms.



66

PREPARED STATEMENT OF REPRESENTATIVE BiLL FRENZEL :

Mr. Chairman, I appreciate this opportunity to offer my views on the implementa-
tion of the US-Canada FTA. I must admit that I was concernéd after reading a
newspaper editorial that the intent of this hearing was to pave the way for possible
modifications in the Chapter 19 panel review process. However, I was relieved to
hear that this Subcommittee states that it has no Plans to pursue such changes.

It is interesting to note that all of the private sector witnesses would appear to
have concerns about the implementation of the agreement, But I believe the Chair-
man should be congratulated for offering the opportunity for these individuals to
testify. Hopefully, the Administration testimeny will add some balance to the hear-

ing.
%ince some of the testimong today will criticize the Chapter 19 panel review proc-
ess, I do want to make a few brief comments here. All of us will remember well how
we initially rejected the dispute settlement proposal of the Canadians. After we ac-
cepted it as an essential part of a positive overall agreement, we spent hours in con-
ference on the implementing legislation working out our differences with respect to
how the panels would operate and who would serve on them. In the end most of us
believed that the panels would provide an unbiased appeal process for those groups
which believed, for any reason, that the administration of US or Canadian trade
laws on a particular antidumping or countervailing duty case treated them unfairly
or unreasonably.

1 have often questioned the methodology used for determining certain cases on
both sides of the border. Alsd, the Commerce process, and certainly the Canadian
administration of their laws, have not always been perfectly travsparent. An unbi-
?sied review of the process has been very helpful and will continue to be very help-
ful.

It is always tempting to question the panel review process when we lose one. But
that is the way the system will always work—we'll win some and we’ll lose some. In
my review of the Chapter 19 decisions which have made, the US comes out pretty
well overall.

I would therefore, urge this Subcommittee to listen carefully to the concerns of
those who have problems with all aspects of the administration of the FTA. Howev-
er, we do need a review over a much longer period of time than is the case today to
determine whether there is a need for any changes in the agreement.

Overall, I believe the agreement has been an excellent one, and I would urge my
Senate colleagues to continue to support it.

PrepARED STATEMENT oF C.T. “Kip"” HowLETT, JR.

Mr. Chairman and members of the Committee, my name is Kip Howlett. I am
Chairman of the Coalition for Fair Lumber Imports. Let me begin by thanking you
for the opportunity to appear today to discuss the need for strict adherence to the
U.S./Canada Softwood Lumber Memorandum of Understanding.

Officials from the highest-level of the Canadian Government have renewed their
calls for elimination of the MOU, but they seem to forget that the MOU was a nec-
essary response to Canadian timber subsidies that were devastating the U.S. lumber
industry. Absent the MOU, the United States would have to offset the Canadian
subsidies through imposition of duties.

I am also particularly concerned that the Uruguay Round negotiations could
result in the sacrifice of the U.S. ability to enforce agreements such as the MOU
through the use of Section 301. If, as has been suggested, Section 301 enforcement
authority was compromised, how would the United States ensure compliance with
this and other important bilateral agreements? Sacrifice of Section 201 would be a
breach of faith with the U.S. industry.

As a matter of background, I think that it is appropriate to review the circum-
stances that resulted in adoption of the MOU.

For rs, subsidized Canadian lumber severely injured the U.S. lumber industry.
The U.S. lumber incustry is one of the most efficient in the world. Nonetheless,
from 1977 to the mid-1980s, hundreds of U.S. lumber mills closed; tens of thousands
of workers lost their jobs; hundreds of mill communities were devastated. It was
universally agreed that the problem was overproduction. The source of that overpro-
duction was Canada.

Between 1977 and 1985, Canadian production increased by 30% while U.S. produc-
tion dropped. Canadian lumber took an ever-increasing share of the U.S. market,
reaching one-third in 1985 (up from just over 20 from 1970 through 1976).



67
!

This occurred because Canadian firms were subsidized. While U.S. mills buy
timber competitively, Canadian mills were given government timber at below
market prices that were a fraction of the cost of similar timber just across the
border. Chart 1. Diverse Canadian sources, from British Columbia’s Prime Minister
to an Ontario Royal Commission, concluded that Canadian mills did not pay fair
timber prices. - -

In 1986, facing disaster despite record demand and having failed in efforts to ne-
gotiate an end to Canadian subsidies, the Coalition for Fair Lumber Imports—sup-
ported by a broad-spectrum of the U.S. industry—filed a countervailing duty case.

In October of 1986, a preliminary countervailing duty of 15% was imposed to
offset the Canadian subsidies. Rather than allowing the United States to collect the
subsidy offset, Canada sought to settle the case by imposing a 15% export tax on
Canadian lumber. The U.S. industry agreed to this settlement, dismissing its coun-
tervailing duty case, on the basis of commitmsnts for strict enforcement of the
Memorandum of Understanding (MOU). )

Recognizing the importance of the MOU to the U.S. industry and the people and
communities that depend upon it, and recognizing that Canadian subsidies fully jus-
tified a countervailing duty, President Reagan made a formal determination that
any breach of the MOU would be a violation of §301 of the Trade Act of 1974. The
- President committed that if such a breach occurred, he would ‘“‘take action (includ-
ing the imposition of-an increase in the tariff on softwood lumber imported from
Canada) to offset” any breach. This commitment was necessary for the U.S. industry
to withdraw its countervailing duty case.

The MOU has been a great success for U.S. trade policy. It has been instrumental
in reducing Canada’s penetration of the U.S. lumber market. Chart 2. As a result,
U.S. production and employment have increased. Chart 3. This success, however,
can only be maintained as long as the MOU is strictly enforced.

Canada is now seeking to avoid its MOU obligations. Several Canadian Ministers
have vowed to eliminate the MOU within a year. International Trade Minister Cros-
bie, External Affairs Minister Clark and Forests Minister Oberle have called for
“renegotiation” of the MOU leading to its elimination.

Canada may claim that, as British Columbia (which produces two-thirds of Cana-
dian lumber) has increased timber fees to offset the export tax, the MOU is no
longer neeéded. Nothing is further from the truth. Canadian provinces, including
British Columbia, continue to sell timber at non-competitive, subsidized prices. Ca-
nadian companies still pay much less than U.S. firms for comparable timber, and
the disparity is growing with the price increases resulting from supply concerns in
the Northwest. More importantly, if the MOU were eliminated, Canadian provinces
could be’expected to return to their timber subsidies and Canadian penetration of
the U.S. market would again grow. ,

This is why the Coalition is here today. Strict observance of the MOU must be
maintained to ensure that the U.S. industry is not again faced with a flood of subsi-
dized Canadian lumber and resulting mill closures. The excellent enforcement work
of the staff at the Commerce Department must be permitted to continue.

For example, care must be taken or Uruguay Round negotiations could undermine
the MOU. Many countries, including Canada, are seeking elimination of or serious
limitation on Section 301 in the Round. If this occurs, the United States will lose its
most effective tool to ensure enforcement of trade agreements. Other nations could
breach agreements with impunity, counting on the GATT dispute settlement process
to delay any U.S. action or find U.S. action inappropriate for some technical reason.

Every nation has a sovereign right to defend its ecoriomic interests and ensure
that its bilateral agreements are enforced. Section 301 is the key U.S. tool to do so.
Regardless of the outcome of the Uruguay Round, other nations will continue to
subsidize, breach agreements with the United States, close their markets and main-
tain nontransparent means of taking unilateral action that the United States
cannot or will not copy. Thus, there will be occasions when effective Section 301 en-
forcement is still necessary.

For the 'Coalition, if the Administration permits Section 301 to be impaired, it
would be a breach of faith. The cornerstone of the MOU was the promise of prompt,
effective Administration enforcement through the use of Section 301. At this time,
nothing else would be effective. Without 301, Canada would be permitted to return
to its old subsidies, and the U.S. industry would be left to the expensive and time-
consuming process of filing a new countervailing duty case with resulting disruption
to trade and further unnecessary trade friction between Canada and the United
States. Moreover, the U.S. industry might-face that choice under a countervailing
duty Yegime that, if some of our trading partners have their way in the Uruguay
Round, provides less effective responses to government subsidies.
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Were the Uruguay Round agreements to impair the use of Section 301 to enforce
the MOU, serious opposition would be rai to implementation of the Round’s
agreements.

Finally, the Coalition is concerned with the current negotiations concerning the
tax on Quebec lumber. In 1988, the tax on Quebec lumber was reduced to 8% based
upon egroe;pective timber fee increases. It was agreed that the tax level would be re-
viewed in 1990 based upon actual experience with stuméaaﬁe collections. In fact,
timber fee collections have not risen to expected levels. Still, the Quebec Govern-
ment is now asking to reduce the tax to below 2% based upon unsubstantiated pro-
jections of future collections. The Administration should insist that actual data be
used in setting the appropriate level of timber fees in Quebec. »

Senators, the United States must continue to enforce the MOU strictly. It should-
be made clear to Canada that: o

—the MOU is an important international agreement,
—necessitated by Canadian subsidies,

—which were seriously injuring the U.S. industry, and ‘
—the United States fully expects Canada to abide by it. .

})t;this.(rinezssage is made clear, a potentially serious international trade conflict can
avol . -

If Canada breaches the MOU or seeks its elimination, the Administration, based
wn President Reagan’s commitment, must respond prompt}y and strictly. The

OU was necessary and fair when adopted. It is necessary and fair now.

Congress can work to ensure the maintenance of the MOU by expressing its con-
cern for its continued enforcement and maintenance of Section 301 as an effective
enforcement tool.

Attachments.

THE U.S./CanaDA SoFTwo0oDp LUMBER MEMORANDUM OF UNDERSTANDING MusT BE
STtriCcTLY ENFORCED

For years, subsidized Canadian lumber severely injured the U.S. leer industry.
Despite world<lass efﬁciencg, the U.S. industry lost hundreds of mills and tens of
thousands of workers from the mid-1970s through the mid-1980s. A primary cause of
this devastating injury was subsidized Canadian softwood lumber imports. U.S.
mills, which must buy timber competitively, could not compete with subsidized Ca-
nadian timber. : :

In 1986 the U.S. industry successfully filed a countetvailing duty case against the
Canadian subsidies, and agreed to dismiss the case only when Canada entered into
the Softwood Lumber Memorandum of Understanding—an agreement to impose a
15¢% export tax on lumber to offset in part the subsidies.

Canadian efforts to eliminate the MOU should be unsuccessful. High-level Cana-
dian officials have recently vowed to eliminate the MOU. Subsidized portions of the
Canadian industry continue to lobby heavily a%‘ainst the MOU.

The MOU was necessary and appropriate when adopted and is necessary and ap-
propriate now. It should not be impaired.

The Administration should not permit enforcement of the M&U to be compro-
mised in an Uruguay Round agreement. If, as has been intimated, the Administra-
tion allowed Section 301 authority to be impaired in the Uruguay Round, it could
pnddermine enforcement of the MOU. This would be a breach of faith with the U.S.
industry.

Without strong commitments to strict enforcement from the Administration and
Congress, the lumber industry, facing serious injury, would not have agreed to dis-
miss its countervailing duty case. For example, President Reagan found that viola-
tion of the MOU would be an unreasonable action under Section 301 of the 1974
Trade Act, and the United States would offset any such breach.

The MOU works. The MOU has been a great trade success. The U.S. industry has
increased production and employment. Canada’s share of the U.S. market has re- -
turned to more reasonable levels. Without the MOU, we would see a return to the
rigiilsg tide of heavily subsidized imports that closed otherwise competitive U.S.
mills. :

Finally, in on oingenegotiations with Quebec corncerning the appropriate level of
tax on Quebec lumber, the Administration should focus on actual experience in
%uebec and not permit unsubstantiated forecasts of increased timber fees to impair
the value of the MOU in Quebec. .

Congress should remind the Administration and the Canadian Government of
the importance of strict enforcement of the MOU, and urge the Administration to
maintain an effective Section 301 enforcement mechanism.
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P PREPARED STATEMENT OF RoBERT C. Livuzz:

The /Ad Hoc Committee of Domesti¢ Nitrogen Producers is a coalition of U.S. pro-
ducers of basic nitrogen fertilizers, including ammonia, urea and nitrogen solu-
tions.! The Ad Hoc Committee has been involved in various trade relief actions over-
the years, as necessary, to address problems arising from unfairly traded urea and
ammonia. None of these cases has ever involved nitrogen fertilizers imported from

" Canada. Although Canadian ammonia and urea play a very important role in the
U.S. market, Canadian nitrogen producers have always operated on a commercial
basis, without benefit of subsidies, and have traded fairly in the U.S. market. How-
ever, a project announced this year by the Province of Saskatchewan threatens to
disrupt U.S. markets and cause serious injury to U.S. producers of nitrogen fertiliz-
«rs. The project, known as Saferco, is moving forward only as a result of provincial
subsidies to the venture, which, if evaluated on a commercial basis, would not exist.
Als a result, the situation presented to U.S. producers can only be described as
alarming.

The purpose of my statement today is to discuss the Saferco project, the counter-
vailable subsidies to be provided to Saferco by the Province, and the impact that the
project is expected to have on the U.S. industry. The Ad Hoc Committee seeks the
assistance of the Subcommittee in encouraging our trade representatives and trade
negotiators to promptly address this new and injurious Canadian subsidy which vio-
lates the spirit of the Free Trade Agreement and the letter and intent of the GATT.

-

THE SAFERCO PROJECT

On February 7, 1990, Saferco Products, Inc., a joint venture of the Province of Sas-
katchewan and Cargill Limited, announced final approval of its planned nitrogen
fertilizer plant to be built near Belle Plaine, Saskatchewan. The project, which will
cost $435 millien, is a world-scale nitrogen complex. It is planned to have production
capacity -of 560,000 short tons of anhydrous ammonia and 750,000 short tons of
urea.? Of the $435 million required for the project, $65 million will be provided by
Cargill, $64 million by Saskatchewan and $1 million by an unnamed third party.
The remaining $305 million will be commercial debt financing, guaranteed in full by
the Province of Saskatchewan. To our knowledge, financing has not yet been se-
cured.? Cargill will provide no debt guarantees and will receive exclusive distribu-
tion rights in exchange for its investment. )

The Saferco plant will, according to Saferco, supply nitrogen fertilizers to Sas-
katchewan as well as to other areas in Western Canada and the midwestern United
States. However, the area that Saferco will be positioned to supply is currently fully
served by existing Canadian and U.S. production. Existing production in the U.S.
and €anada is sufficient, and industry expert€'do not perceive a need for additional
supply in the foreseeable future. -

As a result, various U.S. producers who have been offered in recent years the op-
portunity to participate in a Saskatchewan nitrogen project have declined the invi-
tation, believing such an increment in supply to be entirely counter to current and
projected market conditions. The Province has, however, decided to go forward with
the project for what are obviously political reasons. As the Saferco press release in-
dicates, the plant is viewed as part of the promises made by elected Provincial offi-
cials to achieve “economic diversification.” The plant is touted as a project whose
construction and operation will create jobs, generate revenue, use Saskatchewan
natural gas, and replace non-Saskatchewan (principally Alberta-produced) fertilizer
with Saskatchewan’s own production. These political goals, however, do not change
the fact that no commercially motivated entity would build or provide financing for
such a project. Indeed, as a testament to its political nature, the plant is extremely
controversial, even within Saskatchewan. Provided as Attachment B hereto are sev-
eral articles from the Canadian press describing local opposition to the project. The
opposition has resulted not only from the unsound commercial nature of the ven-
ture, but has also flowed from the Province's refusal to make public m impor-

_tant aspects-of provincial involvement in the project and the relative itions of

)

! The members of the Ad Hoc Committee are Agrico Chemical Company; Agricultural Miner-
als Corporation; Arcadian Corporation; CF Industries, Inc; First Mississairpi Corporation; Missis-
sippi Chemical Company; J.R. Simplot Company; and Terra International, Inc.

* To put these capacity figures in perspective, it is useful to ize that Saferco’s planned
urea capacity is equivalent to approximately eight to nine percent of total U.S. annual consump-
tion of urea for all uses, and fourteen percent of U.S. annual consumption of dry urea for fertil-
izer uses. g

3 A copy of Saferco’s February 7 press :elease is provided as Attachment A.
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the Province and Cargill in the joint venture. Additionally, there has been signifi-
cant opposition, including litigation, arising from the failure of the Province to re-
quire a full environmental impact assessment for thic huge chemical plant. Provid-
ed at Attachment C are transcripts of debates in the Saskatchewan Parliament
which also make clear the extremely political and controversial nature of the plant,
even within the Province. Attachment D provides the transcript of a recent docu-
mentary on the Saferco project by the Canadian Broadcasting Corporation for its
“Venture” program. The documentary was aired on July 29, 1990. A videotape of
the broadcast has also been submitted to the Committee. :

PROVINCIAL SUBSIDIES

The Ad Hoc Committee believes that Saskatchewan’s participation in the Saferco
venture represents the most recent example of Canadian provincial subsidies which
are seriously distortive of North American trade. Although Saskatchewan has en-
deavored to structure the ownership and financing of the plant to create the appear-
ance of a commercial venture, a more than cursory examination of the project re-
veals that countervailable subsidies are certainly involved.

Under U.S. law, government-provided loan guarantees and equity investment may
constitute countervailable subsidies if provided on terms inconsistent with commer-
cial considerations.* To determine whether loan guarantees and government equity
investment are countervailable subsidies, the Commerce Department will compare
the terms of the guarantee or investment with those which apply in wholly commer-
cial transactions. Where there is no market “benchmark” for the value of the
equity, the Department will “determine the commercial soundness of government
equity purchases by assessing the prospects of the company at the time those pur-
chases were made.” 5 With respect to loan guarantees, the Department will under-
take the same “reasonable investor’ analysis to determine whether provision of the
guarantee constituted a countervailable benefit.®

As Commerce Department officials explained in a 1984 publication:

With respect to uncreditworthy companies, government loan guarantees

are automatically subsidies . . . [if provided to a specific enterprise or indus-

try or group thereof]. . . . The theory is that if a company is uncre-

ditworthy, no commercial guarantor would guarantee a loan and, absent a

government guarantee, no commercial lender would make funds available.?
This approach was also explained clearly in the Departinent’s final affirmative
countervailing duty determination last year in New Steel Rail, Except Light Rail,

From Canada, 54 Fed. Reg. 31991 (1989). In that case, Commerce explained.

When analyzing loan guarantees to companies that may not be reasona-
ble commercial investments, we believe it is appropriate to use the same
reasonable investor analysis as we would for an equity infusion. Just as a .
reasonable investor would not purchase stock in an unequityworthy firm, it
would not guarantee a loan to a company in such poor financial straits that
the guarantor would be bound to lose money.8

419 US.C. §67T(5XAXIiXD).

8 Commerce Department ‘“‘Subsidies Appendix;’ 49 Fed. Reg. 18016, 18020 (1984); (See also.
Notice of ProposeJ) Rulemaking; 54 Fed. Reg. 23366, 23371 (1989).

¢ Subsidies Appendix at 1801S; New Steel Rail, Except Light Rail, From Canada (Final) 54 Fed.

. 31991, 31992 (1989). See Certain Carbon Steel Products from Brazil (Final), 49 Fed. Reg.
17,988, 17,990 (1984); Cold-Rolled Carbon Steel Flat-Rolled Products from Argentina, 49 Fed. Reg.
18,006, 18,008 (1984). .

T A. Holmer, S. Haggerty & W. Hunter, "Identifying and Measuring Subsidies Under the
Countervailing Duty Law: An Attempt at Synthesis,” The Commerce Department Speaks on
Im‘port Administration and Export Administration 1984, 301, 396 (1984) :

54 Fed. Reg. 31991, 31992 (1989). The Commerce Department’s determination in that case t
countervail loan guarantees provided by the Province of Nova Scotia to its wholly-owned steel
company, Sydney Steel Corporation (‘Sysco’’) was subsequently remanded to the Department
after review by a CFTA Binational Panel. The Panel held that the Department could not coun-
tervail the provincial loan guarantee to Sysco, a company which was undisputedly uncre--
ditworthy and uneguityworthy, absent a finding that parent firms in Canada would regard a
loan guarantee provided to a wholly-owned, uncreditworthy subsidiary as inconsistent with com-
merclal considerations. In its remand determination, the Department did not countervail the
loan guarantee because the record lacked evidence of the normal commercial practice in Canada
with respect to loan guarantees to uncreditworthy subsidiaries. In the case of Saferco, the ab-
sence of any loan guarantees from the majority shareholder—Cargill—indicates clearly the com-
mercially inconsistent nature of the sizable Provincial loan guarantee.
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In the case of Saferco, it is clear that Saskatchewan’s provision of equity as well
as its loan guargntee provide countervailable benefits to the project. The equity in-
vestment may &lfound countervailable on two counts. First, it appears that the
Province has paid more (or received less) for its equity contribution than Cargill.
Cargill, in return for its equity contribution, will receive, in addition to majority
control, exclusive marketing rights that will enable it to receive middleman “mark-
ups” regardless of whether the plant’s production is sold at prices that will yield a
commercially viable return on investment.

Second, industry analysis makes clear that investment made by the Province
would not be undertaken by a commercial entity. The Saferco plant will add ap- .
proximately 750,000 short tons per year of nitrogen fertilizer to markets which are
" already saturated, and at a time when the industry has entered a low growth
period. Provided in Attachment E is a grapbh prepared by Canadian producers dem-
onstrating the current and projected surplus capacity in Western Canada. Western
Canada has traditionally had a supply surplus, however, as much of its nitrogen
production is supplied to the U.S. market. As the Canadian industry chart also in-
cluded in Attachment E indicates, in 1987-88 67.3 percent of Canadian ammonia
and 45 percent of its urea production was shipped to the United States.

Lven if the Saferco plant could capture a significant share of the Canadian
market, which is unlikely due to the well-developed distribution systems and long-
standing customer-buyer relationships that exist there, a very large portion of Safer-
co’s production, along with displaced Canadian production from other sources, will
be sent to the Unjted States. As is shown in the third chart in AttachmentE, Sa-
ferco production will be excess supply even when viewed in terms of the North
American market as a whole. Indeed, according to a recent report by independent
fertilizer industry analysts, Blue, Johnson & Associates, the North American
market simply does not “need” the Saferco plant.®

Saferco is not only a commercially unnecessary addition to North American
supply, it represents an extremely unsound investment. A study by Blue, Johnson &
Associates, commissioned by the Ad Hoc Committee earlier this year, confirms that
conclusion. Blue, Johnson & Associates, recognized industry experts who have ad-
vised both Cargill and the Province of Saskatchewan on other matters, concluded
that projected cash flows for the plant, using a range of reasonable assumptions,
will be insufficient to recover the original investment in the plant and, as a result,
debt-ownership arrangements will have to be restructured and write-downs will
have be taken. :

The facts are quite clear concerning the commercially unreasonable nature of the
Province’s investment. With respect to the loan guarantee, it is unclear whether the
fee which Saferco has said it will pay for the guarantee will be equivalent to com-
mercial guarantee fees, or even whether such fees are even normally paid in
Canada.!® However, it is obvious that, given the unreasonable investment represent-
ed by the plant, the extraordinary debt financing required for this project would not
be obtained absent the Provincial loan guarantee. No commercial entity would
incur the risk of such a guarantee. In fact, the only commercial participant has lim
ited its role to providing a mere 15% of the total capital required, in exchange for
which it will receive a controlling interest in the company as well as an exclusive
marketing arrangement which will serve to protect its limited investment.!! Cargill
will assume none of the risk for the very heavy debt required to capitalize the
project. )

In addition, Saferco has announced that the plant will reccive its gas from the
provincially-owned Saskatchewan Energy Corporation. Natural gas is the principal
raw material used in the manufacture of nitrogen fertilizers and typically accounts
for more than 70 percent of the total production cost. It is not known at what prices
Saferco will receive Saskatchewan gas, although it has been rumored that preferen-
tial rates will apply. Equally significant, however, is that Saskatchewan gas current-
ly supplied to other users may be diverted from these commercial enterprises to the
Saferco project. This aspect of the plant's operations, like many others, has not been

? Blue, Johnson & Associates, NPKS Markets Report, January, 1990, at REG-3. This conclu-
sion was part of a lar market assessment published by Blue, Johnson for its subscribers and
was not part of a study or analysis commissioned by the Ad Hoc Committee. )

19 See Final Affirmative Countervailing Duty Determination, New Steel Rail, Except Light
Rail, From Ca 54 Fed. Reg. 31991, 31993 (in Canada ‘“loan guarantees cannot normally be
purchased from commercial sources'). ) )

.;ml} rtzpBort of Cargill’s marketing arrangement is included among the press clippings in At-
tachment B.
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publicly described, however, and we have urghed USTR and the Department of Com-
merce to seek more detailed information on these aspect;s of the project.

INJURIOUS EFFECTS

The Ad Hoc Committee is certain not only of the commercial nonviability of Sa-
ferco, but also of the significant injurious effect that this project will have on the
U.S. market. Provided in Attachment F is a copy of a study performed for the Ad
Hoc Committee by a respected economic consuiting firm, ICF Consulting Associates.
The study, based on a detailed econometric model of the U.S. nitrogen market, esti-
mates that U.S. prices will be depressed by 12 to 17 percent, and that U.S. produc-
tion will decline by 4 to 6 percent as a result of the Saferco project. The study’s
assumptions, which we believe to be conservative, are fully described in the at-
tached summary.

The ICF analysis makes clear the reasons for U.S. producers’ extreme concern
with the Saferco subsidies. Members of Congress, including members of the Senate
Finance Committee, are also concerned, however, as is evidenced by letters sent to
the U.S. Trade Representative by both Democratic and Republican members of the
Senate. A sample of the correspondence to the U.S. Trade Representative, as well as
responses, are included in Attachment G.

TRADE POLICY ISSUES PRESENTED'

The Province of Saskatchewan has decided, at tremendous cost and financial risk,
to construct a huge nitrogen fertilizer plant which will change the face of the North
American fertilizer market. There is unanimity within the nitrogen fertilizer indus-
try, among Canadian and U.S. producers, and respected industry analysts that the
market does not need and cannot absorb the additional capacity that Saskatchewan
plans to construct. There is no doubt that this project will have devastating effects
on the North American nitrogen fertilizer market. Prices will drop, shipments will
decline. There will be a pricing bloodbath, without question. Eventually, unsubsi-
dized capacity will be closed. There simply is no reasonable commercial scenario
which justifies the addition of this world scale plant to the North American market.

The Province's decision to proceed, not unlike its decision in the last decade to
operate potash mines, with similar_devastating effects, is politically motivated. The
proponents of the plant see a Saskatchewan self-sufficient in fertilizer and the eco-
nomic benefits that construction of the plant will bring in terms of jobs and outside
revenues. The framework in which the decision has been made to proceed with this
project is not one constructed of commercial considerations or even commercial re-
alities. This is obvious to all who have watched the Saferco saga unfold.

As it became increasingly apparent that the Province intended to proceed with its
illconceived project, U.S. industry representatives discussed the issue with U.S.
trade officials in the office of the U.S. Trade Representative, the Department of
Commerce and the Department of State. We have even approached officials of the
Ca_nafliabn Embassy. The situation is so alarming that we could not and did not sit
quietly by.

Our concerns have been heard by U.S. trade officials with varying degrees of in-
terest and responsiveness. Some have suggested that. if there are subsidies involved
in the Saferco affair, the U.S. industry may bring a countervailing duty case when
the time is right and the issues will be addressed in that context. As others recog-
nize, that approach is not enough. however, for a number of reasons.

First, the threat of eventual countervailing duties are not enough to deter a pro-

vincial government, such as that in Saskatchewan, which must balance the danger
of countervailing duties several years down the road against the reality of a coming
election and a weak local economy. Because a province, unlike the Federal Govern-
ment does not have broader trade issues with which to be concerned, it will not
hesitate to implement subsidy programs when its local short term interests are
served, particularly given the perception of increasing uncertainty in application of
U.S. countervailing duty laws. Given the absence of any meaningful deterrent effect
of countervailing duty laws in this context, and the history of troublesome provin-
cial subsidy programs, the U.S. must act swiftly, before the Saferco investment is
made and nitrogen fertilizer 1s produced and shipped at any price, to ensure that
. U.S. markets will not be disrupted. Our Canadian trading partners in Ottawa as
well as Regina must receive a clear understanding that the U.S. will not sit and
wait for a commercial disaster before taking action. The U.S. must not be reactive,
but proactive, in the face of programs such as Saferco.

Second, it is abundantly clear that provincial programs such as those at work in
the Saferco project have been among the most troublesome subsidy programs for

\
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U.S. industries. The absénce of a bilateral subsidies discipline in the U.S-Canada
Free Trade a Agreement resulted in an almost unprecedented opening of U.S. mar-
kets to foreign goods and services without any assurances that these market-distort-
ing subsidies would be curtailed. Despite ongoing negotiations, however, Canadian
provinces continue to implement subsidies which negatively impact U.S. industries.
The U.S. must, as a matter of sound trade policy, take a firm and aggressive stance
against both new and continuing Canadian subsidies which threaten not only U.S.
industries, but our new “borderless’’ market. The U.S. should use all trade policy
tools available, including Section 301 if necessary, to prevent Canadian provinces
from taking advantage of the absence of a bilateral subsidies discipline from the
Free Trade Agreement.

Third, the use of government loan guarantees is becoming an increasingly popular
means of assisting enterprises that the market would not support. Because loan
guarantees are not analyzed under U.S. law as simply as more “straightforward"
subsidies such as outright grants, they are incorrectly believed by some to be a
fairly “‘safe”’ form of assistance. Indeed, certain proposals-in the GATT subsidies ne-
gotiations would make loan guarantees extremely difficult to countervail. The U.S.
must ensure that loan guarantees which are inconsistent with commercial consider-
ations and therefore distortive of the free market will continue to be addressed
under countervailing duty laws. The U.S. must be clear in its intent to preserve the
actionability of such guarantees in the GATT as well as in the bilateral subsidies
negotiations which are currently underway.

U.S. industry will not be idle when its markets are threatened by unfair trade
practices. We have used unfair import relief laws before and we will do so again if
necessary. However, there is no need to wait until a commercially unjustifiable
plant is built and its product is being shipped at any obtainable price in order to
make any, contribution possible to the huge debt service of the plant. The US.
should act now, through consultations and under existing trade laws, to address this
difficult problem of Canadian provincial politics and economics which threatens an
efficient U.S. industry as well as the free and fair trade envisioned by the Free
Trade Agreement. /

Attachments. )
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APINA CCMATRUCTION AT WILLE PLARME POR SAPERCO FRRTILIAEZR RLANT

¢ "
Sateroo Products Inc. today announcad that (ts planned SagXatchewss
aitrogen fortiliszer plant has yeceived fimal approval and eonstruction

vill begin thie spring.

Represanting the sharehelders of the ccmpany. Saskatsheves Premier
Grant Devine and Cargill Lisited Presidant Ferry Ravhins anmeunced the
PTOject vill e built aear Bells Piaine.

The Qentract for constzustien ha¢ deen avarded te URDR QubM, g world-
rencvned West GATMAN fertilises. technology lieenser and construction
Bandgement fixm. UNDS vill vork within she Suy Saghatehevan pelicy to
saxinige limtcbwu Anput for the 3438 millien projeet.’

Tstizated eonstruction Coets have Increseed te $379 sillien frea $360
2i11fon announced in May, 1989, Addsd to both figures is an edditionsl
$86 million in costs te acceunt for capitalised intecees aharges during
censtyuction and federsl and provinoial 6ales taxas. 7The inorease in
tBe total cost te $435 nillion from $406 Mililon in ey, 3989 is due te
shanges nade to initisl plant specifications, seme of wvaioh were
designed to impreve tha Sacility's operational efficieneies.

Dally produesien vapeoity wvill be 31,300 tonnss of anhydrous armenis and
2,000 tonnss of ¢remilay wred. :

The ocmpany vill maykes its products primarily ia grsin-preducing arsss
in vestern Gennda, Omtaris, the midwesteyn United States and offareors,
40 2ot sendisions warram.

The marketing of Saferco products in Cansds will de handled tarough
indepandans fertilizer dealers and vill Be available te 2ll line
slevater ocmpaniss. Safeyee Vill use Cargill's experienss in
fertiliser markating and its existing fertilizeredisteibutien systexs

ts sarva 2mees Mustomars. Mawkins said.
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Frenier Davine epressad his satisfaction at the final go=ahead tor the
Sageyes plans, vhish vill be 2ully eparational By the £all of 1993.

"the prejest vill De 4 Deon te Baskatohevan's ecensmy and vwill halp
apsure 8 rveady supply of 1oexlly preduced nuio«a fextilizaws for our

2armers;* Devins said.

congtruction of the safarce plant vill yesuld in she realisation of twe
oL the SasXatalsvan mimcm-u Xey sconmmic diveraifivasion

__objestivesi gentinued development Of The naturul gus industry end in-
province bmw-: of nityogen fertilizes, ‘:

"safezo0's natural gas supplies viil de purchased .Muvx SaaxEnergy. -
Al

vhich 3aang that our gas producers viil benafls. MNow, eur farsers vili

be able to buy nitvogen fertiliser right dera in daskstchevan mads with

our ova natursl ¢us.® 3

Total dane?its to the province vill be elenifiesnt. Plant construotior
vill creats an sverage of €00 jobe, peaking at 1,000. The plant vill
directly smploy 130 pacple oncs it is operatioral. Ongoing purchase of
geods and ssrvices vill genaxste an eadditienal §00 Jeds, ODxuring
censtyustion phase, abouts $400 millien will flov thyoush tde
Saskatshavan esenewy, vhile 3300 millien in aev economie activity wii.
be assated annually threugh purshases of soeds and sarvises. '

Tne afczco piant_vill uss proven state-of-thgeary technelogy and
snviZonmentdl safeguards, said Xerzy Xavkins, vho Ras deen appointed
eNaliraan ¢f Nafarco, . .

"We'Te emeited abeut thls oint verture and ve vould 1ixe Se enecurags
- Saskatsheven Musinesses se unumummr possible,¥
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Ssforae Produsss Ine, vas Lacorpersted os ¢ '“'f’ tesable,

~ Independent, stand alens sonpany {9 June, 1980, vish head cllﬁeo
i Rogine. Ohsre evnorship L4 Beld by Crewa uqua.o-ont laarp}

R (CIII of Saskacedowsn oad Cargill bllttcc o! lguntpcl- ;

'ltl llo uovooon: of she pvtsnct 1Ate estattustion Corptll StQt:ae

hai decose the largest singls llqttcoldlr. Xe lornll. oA \In

deard of Divesters will reflect the oquity swadranip ia tag . -

soapery,

DL/ 35T

The objectires of the: Salarce prejoct ware to lo:ttlst the ; !
Provingial Senefite of ‘lol.tulouon plodueed ntlto;ol ferei !lLor
oy cuptcrttll s cosBeTeially viadle, navtrlilo$tlllv teumd Ians.
These 60Jeanives Bave Doen Bet VRTevgh & Qont Lol;nltttvo. I;Lnac
- ariven, sudsidy free sitregen ferviliger calplﬁl. ff

Salores will Sutld t1diy verld seale atiregen !Qtttlilot .’

asaufactyring pleat at lollv ’:atlo. lntlotelcq.a. 38 siles EI
of Reging. C‘B!t!ﬂlli.l wilt begin ia the onrils of 1900 wit} the

plant deiag eparstienat by fatl 1903, .

The prigery Rafhot fcr 186 plent's evtput vtlxilo the grain’
preducing afaus of vestorn Cansds ond Onvarie.. Ay wall, b
preduss vill bo sold 18 the Unived Btates and {Re “f!l‘tl qupers

(THTI N
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Saferce Bas 4 codmeteial teatreust vwith Cargllllto nethat tt# f
preduct tirough independsst farsiliser doolornI AlY ratatt I
sutiets tacludisg ine slevater soapaniss qgl}Tlnvo sty Jo the

'm‘.‘c i

JeoNQMIL BRMAMSTE

It o eosimated 1280 the 30 ReAtA Codstructien
- gpprexisately tve mil}les genstrusticn man deuds, vhiad wil
she equivelent of an average of €00 jobs, DPov aaoli. diree
enpioysent st the plaat will Do Previged for sppresinately |
pesple. Additionsi suployntnt of sver 50 peepls will Ve !
gonerated 1o the suppers industries of saietedpme, : L
“transporiation, éesler netveris, Ratural 4e opd sthers. A’lrr .
Sastatenevan peiicy will S 18 place for sll sprecss of |aci ‘

|

t

I

phase will 11

preject to lllil‘ll-ltplltlﬂl!ln denefine,

I
During tAe coaanvuotlou pRate jeee $600 clltlcd Wil flow INPeugh
the Saiksterovan ocononr frea the prejecs and o sanval lf e
$300 eiliien of oo sconemie aonivity vill be dreated. .
fhe stavecol-thecarl soshnology uted at the ’;q;g viil be 2 ; te!
Butlélag leeh In the eentinuing derelopuent tq ilslltlaouan,
.“. velue ’... doth with “fﬂ“ and the "f“ of suopery |

terviee tndustries vajed Wil grev and ezpang tp wWoply in!or
ongeing needs, I
i
]

NATMRAL M)

Netursl gas {s ¢ae prioeipsl ray l;tlrttl Used 1= the manu?

of aitregen lersiiiaer, qag ulll PORUIt Un & ipaificant “**“
-lltlll for Sashasensvsn notutal §08 3rodusers, ‘rlo Sclor:.'

vl require 38 Dyiitgn whie feet of Astursl |a§ (171 roa: ':‘ '
!o.roooaesn. e 1svgest learl asriet for tautns}unuun .rcd;c1r‘.
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Ssfeces vitl ustlise tan serviees of Suskdueryy for gos

arofornconl, taus sllsving Seshatenevan Gas proe zcro of all src
0 perticipate 12 supplying the plant. SaskEnergp vill be o
toapenseced for tals servieo through o-cnnoorctct\y Seeed 6|¢a4

. |
Jgsation 5 |
Sateres M aide STrANgeesnts Yo bulld the aseples I3 8iles m: '
of Ragias 46icent 1o whe Retiua Chonisals v.:a{n Niae,  Both fne
Canagten Nesionat Rallvay snd the Cansdian Dagifie Ratlvey vid]
SrviEe TA8 sice. The site uniquely onsdies iozorlc te work !t
lOIqul ltzn-ino-}nttrQQC' in aesing up ot -!fu«::vo unie ' )
‘ttllll. AR 9ateasive Righway ngtverh will taeiittaih'trucx 5;
tesaspertation for tl,lcr asrhety., Thiy oooltn‘zton it Ii’v}dc
Sofereo vitn cespetinive sesons to 511 of 1t0 tirget aariets; Ftao
'

i

~ P !
8ite seloeted alte provides clsse proninity to 21! fafrastrugtiral

[}

requitesents, !

Saferco will eotabitsh ¢ planc that preoduces allregen Nasosd ?
preduets Far use 10 sgrieuitural ane indusnrial] sarhens, usisg
: lctirbl gss ¢0 o feedstock. 7The plaat will h"? s datlly !f
Production capaeity of 1,000 vennes of andydrevs ssments sad: 1,000
teanes of grasuler ures. Undor nerasl lnutloLo 1,180 us_nd per
.iar of the saBydPous samesis Preguctiea will be upgreded to !
sasulecture oo 1,308 tonned por duy of urea, 9!!'1!. abeut

550 16nRes peP 6oy of sumenis avatloedis fer uirest sale.

 The aentredt Dt boor awarded 1o UKDE QBN wag Rhelds ke “Ll""
Bar.the chosen anhonis preesss tecdnsliegy. Tigy wiil Ve vofr1n|

|
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I8 eonjunation with S8C of Caasds. The DUy SaskitcAevan poliey!
Mas Desn adepted to eAsure SAXIAUE F4sKataRavan ﬂontoat tlt0l1I+0t

the )loat soastructien.

3o srcer to eneure maxinus flesidility for futur tlvﬁrttltsoit '
the fundsnensal iaffastrueture of the plsnt lwitpr, pover, steap,
efftuent-csreatnont, eseBi will Do sised to poraip t2s eventuad
taarequesion of ather predusts and/ef inerennes §a a--ontoluy*n |
preduetion., ) P ;t
| | 1A
DLINVIAMNRT

The Saforce plont prepossl hag regeived apvrurcl [T} pto‘i;e vit,
tes plant esnssrustien subjest to conplionee vtct the t.]ullt’ors
56t sut by Sxe Sashatshewss Bavironseat ané Pudlje Salsty
Depsrtasat. The latess gledally preves teehnolely will ve

utilised. The .consrester ehosea 8o boild lho |: at, UNDS, 13
recegaised ss a world lesdor i3 techholegy aud eAt censtrutition.

-

Rov water requireseass vill de seurced dlrestiy Hres Jullsle y "l
 Loke ueilising & mewly ssassrsstas pineline esé Flls e traatad on
$ite. Taere will Do ae uvoe of watar resaurees Secuired elsev '
tr. the Provinge, snd Balerse will net M2 |||all|0tv fapasting the
veter avaliavie te ether ssere of Builele ’!undltalo. in -
addition, Saterse will aes sffest loasl vater Systens 34 fi¢ ﬁl}usl

of fluent vill 90 dineharged Tren the plase sica, ;’
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;;/f‘\\:L ! i

Tha totsl cost af the plant {5 o8 fellows: f
As sareunced Mav, 1989 )
Conptruction coets pi0 uilifen

Ad¢itienal gosts {naluded (s M ‘v. 11 ; !
l
)
!
I

IE!.:§}‘°‘::3‘123,.35:5 44 e !
during eenssrustion, and ifﬁ

T IR |
Tatal-prejeet eost ) L
fnslised :ozstvnettin costs Fed,, l!!O ‘L? iljten
ther ootk (o8 osdave) R ,
L ITH projaqt ot $ i

The prejesy-wiil o finsneed s fellovs!

zztc! sqity '{.I Y TH Y
ied P li
gn‘r Attr o

gois Fineasiag
(111} rualtac

tae shange 1o gsnssrustion eosts refletts ehonghs i
spesifrontions insiuding onergy efficiency, vator and ntoctt}cpl
usage, s9ae of VEiGh Bave provided operaning eabs densline, |
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|
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The dovt finaneiag vill b gusranteed by the o ernneat of
Saskstchewvan, for which tho Provisae will vecoths o oauloretoﬂ
© fustantes fea. TR fee has been determined itarl on an

1adopondeat sporaissl,

Carglll Lintved et boon Ol!lblilltd s Camnde tsao 1026,
Cargtll aas sonsisvslly ttllvc!tol ite carningsin the

- agrieulturs]l isdustry te ‘il o €ivarsifiad, Conatian
agrisultural ceupsny. IA regeat yos?s anausl l+l¢ Bave
resehed 1.3 billien dallars, sn¢ Cargill o-plqu_gif? 1,800 1‘“
488 vomen scress Cosada. Cospany Besdevarters 42s {a Ninnipeg
lnlttobo;b “ t

?

Corgill Linlted N itou.ll‘éosuutio seeviees uj dustneee
inrovssions te the Canmadtioan clflcullntcl tl‘usti: ind alresdy
Mt & sighificsas {avastnent {8 Saskatenevan l\qnutln' the
(ttsz ssjol Lnland grain 'orutact 1} looolonn.

?
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- Gargiil Lintted i ewnsd by Cargill lne., hesdauartered in
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Sor narhon inferustion ond onparsise in ongineesiag, rish
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APPENDIX B
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costs for capitalized
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- Deve Traywer
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RIGINA — Conmtruction on the
worid's largeat oftrogen fertiliner
t will start In April at Belle
"laine, about 40 kilometres west
of Regina, Premier Grant Devine
amounced Wednesday
The 379 million plant, irmt an-
Tounced last May, will be owned
by Saferco Products, a joint ven-
ture compeny owned by Cargiit
Limited and the Seskatchewsn

goverament.
An additionai $56 million in

tormes of granular ures daily An
sdditional 500 Indirect jobw and
$300 million in economic activity
will be crrated, Devine said

The plant has received provin
clal envirenmental approval, De
vine said

“This Ia \rxmlma technology
that s all over the wirld  That
deaign, world wide, 15 good
enomigh for environmental people
That's what it looks like, this is
the trchmology " he raid

Public hearing» weren't neces
xary under current environmental
reguiations becaune this is proven

-- DOt & new proceas,
raid :miu president Kerry Haw-
kins :

The phatt will ume about 20
tormes of water a day from Buffs-
lo Pound Lake but wili not have
m effect on the drinking water
wuppty for Regina or Mooes Jaw,

set to begin in April: Devine

according W a project baek-
Around report

ln addmon therw will not be

Ik or alr «Muent dis-

.«m Hawkina aald

Durlng construction, an wver-
wpe of 600 jobm will be created.

aking at 1,000 and generating
;l\m misihon in ecvmomic activity

SaskEnergy will be the main
muppler of natural gry for the
dant, which will use i8 billion cy-

feet #ach yenr

The constnx-tion contract has
been awarded to a West German
company, UHDE Gmbh, the lead-
ng company In the fieid, for a
kxked in price of 379 millior,

. Hawklns aaid

The WIS million peoject cont ts
being financed through $1%0 mﬂ-
lron in ity put ‘o by both

nern €305, milllon

nancing, g\nrameed by lho

provincial
e 'gm:mmm:;

cent
-hm' mnon(

is peying million for 49
cent The remain $t mil
and one per cent will be
mwned by an as yet unnamed third
pariy. moat likely a lending inst)-
tution, Hawkina raid

Hmvlum and Devine were quick

fo(nt out the project is being
bullt without any provinclal or
federal subaidies

" In return for providing the loan

guarantee, Saferco will pay a fee

‘ow mnpcrcont.m::;
mrngunzgr'uh ngoom-

Davine stressed both ‘had
brought something to the
venture deal —

KERRY HAWKINS
- . MOt & new process
government acted as the ma
cilitator and provided the
guarantee.
Al the government
Bl:med sell its ecfxl shs
project (airly quc y I)
NOW seems more Inclined
on for awhile.
“If the reiurn.on Investo

t “ba good as it looks, then it 1
its  be wise to ook at thet seriow

mmmmnmmun , he said.

..
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F(;;t’s c:oltst»ruction‘f

-to begin without
environment review

.

e

REGINA (CP) — Coastruction
of a huge ammonia fertilizer
plant west of Regina will begin in
the spring without a public eavi-
ronmental review, a government
official confirmed Wednesday.

Cargill Ltd and the Saskatche-
wan government are partners in
the $43%-million plant to be built
at Belle Plaine, a liny farming
community 40 kilometres west of
Regins.

* The project did not fit the crite-
ria for what is called an environ-
mental impact assessment, said
Larry Kratt, director of the prov-
ince's environmental assessment
branch.

.. Provincial laws require such an
assessment if a project “causes
widespread: public conocern” or
“would bave a significant impact
on the enviroament' The assess-
ment includes a 30-day peridd
during which the public can make
sthmissions. -

“There's always a _judgment

call,” Kratt said in an interview. -

. “Itc::‘sm ummat.;l:n myxdecuiog‘"
. president Haw-
kins assured %?dnaday
the plant will be c_nvtroemenully

S e me T CER -0

. .
R AL
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. Sa,
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sound even without a public re-
view. .

“It wasa't necessary because of
the regulations that currently ex-
ist,” said Hawkins. "We are going
to guarantee that there is not an
environmental problem of any
sort during the construction or
once this plant is up ard operat-
m“ll

The plant will produce urea fer- -

tilizer and anhydrous ammonia
from patural gas [eedstock

A pipeline will supply the plant
with water from Buffalo Pound

e, also the main water supply
for Regina and Moose Jaw. But
Premier Grant Devine said the
plant would not threaten the cit-
ies’ water. .

Many lakes in southern Sas-
katchewan have experienced huge
water losses through evaporation
over the past decade.

NDP Leader Roy Romapow
pressed for a {ull-scale review.

M

“We are dealing with the waler -

supply for the cities of Moose Jaw
and Regina” Romaoow told re-

rters. "Doesn't that rate a_pub-
c egviroamental assessment?” -

- e - —y —



The proposed Saferco fertllizer plant"wm not undergo an environmental impact assessment

No environment review for plant

Oy Mark Wyett
of The LeaderPost

mwbyhvlpbeamw
ment

The project has received the ap-
proval of the provincial environ-
mental asxessment branch, based
on a montirlong review conducted

by several departments
and sgencies

Larry Kratt, of the evvi-
renmentsl branch, sak!
R was concluded plant will not
have » significant on the e
vironment

As 8 result, the y will not
be required Lo an environ-

mental impact assessment and
Urere will be no public review pro-
cess

Saferco project manager Pefgr
Hayward sald the mamufacturing
process will not produce a liquid dis-
charge and emissions into the air
will consist of steam and exhaust
Yom buming natural gas — similar
o the exhaust produced from home
\urnaces

—_— -
,(*Qz\),r\a_« headen tos-+

Another stack is in place {0 bum
ofl anhydrous ammonia in the un-
likely event of a pressure change in
one of (wo storage tanks, Hayward
sald in an interview Wednesdsy.

The demand on the BufTalo Pound
Lake waler reserves will be nnmi-
nal, and present no threst to drink-
ing supplies in Regina and Moose
Jaw, he added. .

But NDP Leader Roy Romanow
isn’t satisfled with the precautions
being taken by the government.

“] would call on the minister of
envirgnmet toimplement full, pub-
lic consuitation on all the environ-
mental implications of such a large
project.”” Romanow ssid.

He said the public has heard the
government’'s assurances before
that proper environmental channels
have been followed “and we don’t
need another Raflerty-like fiasco ™

For a project to require approval
under the Environmental Assess-
ment Act, it must be deemed a “‘de-

velopment.

That means it must meet one of
the following criteria:

e Have an effect on » unique or

endangered fealure of the environ-
ment;

& Subsiantially utilize a provin-
cisl resource in a quantity that
would pre-empt other uses;
o Cause the emission of pollutants
or byproductis which are disponed of
in a way that is @t regulated by
other legislation;

® Cause widespread concern be-
cause of potential environmental
changes;

® Involve a new technology that
may induce significant environmen-
tal change, or-

¢ Have a significant impect on
the environment.

“The regulations are stringent
and we missed them and made sure
we were well inside,” Hayward
sald.

While the inilial review was based
on Saferco’s proposal, the complet-
ed plant will still have to meet Ii-
cencing requirements under the
Qlean Air Act, the Enviroczaental
Mansgement and Protection Act
and the Occupational Health and
Safety Act, Krall said.

Premier Grant Devine said the
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has'learned to be care- .

government
ful not to take shoricuts in the as- |
sessment

process,
““We could talk sbout Raflerty as
an example of how not to do K. You

"don't bulld It and then do an envi-

ronmental impact study. Yeu say
here s the design, hare Is whet R
willdo . . . :
“Don’t wait wntil you bulld it and
then have your third environmental
Impact study because you've

changed the tap and K’ b
right m‘:hﬁ." el

Despite the engoing problems In
obtalning ::mlunce for the RafTerty-
Alameda project, Kratt said
I's not to demend an en-
vironmental impact review from
Saferco as an extra precaution.

"*¥e could say that sbout 50 per
cent of 250-0dd projects we Jook at in
a yesr. But I don't think we can.

*“We have to be as professional as
we can in dealing with the process
;'nd t‘hlt'l the way we're going to

sy it."

Kratt said the p\rojec( has
received ample publicity snd “my
phone certajnly wasn'l ringing off

Tileasdaay teb. ], 1990

t
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fbloodbath’ pre

start’ productiomr-in 1993,- wiil

a2 . Digod buth'l. in wnal-
L

.| The plant, 40.kin west of Regi- . If

1, will be operated by Saferco,
& company owned by Saskatche.
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ASsurance fieeded on'safe’ plant

% Good news, these days, often” ~ T’

oWway

eems to come brackeled In - Saferco responds What Car- - aferco must deal with cham-
guemon marks.. ‘ 3 sales petwork will be able lcals, ~combustion, water and
Saskatchewan bas just been s “WEW-M‘"“ air. If al] the elements are
offered some good news with W'ﬂﬂ mers i tected, should that not be estab-
announcement of adeal tobuild * - geed of the fectillzer be able % |ighed through the process that
one of the world's biggestnitro- - $4y? How long will our estimal-. i gpptied to strip’ miges and
ep fertilizer planta” at Belle ' quglgdmmnlw ~ .
&m.- , starting this spring. The | it is tapped for fartillzer? *P"’J“‘m'
s'f.rco proj.ct' Qou“rme& Another qmw coﬂe.m"' ) ( ] ‘u hop. the Good' MW!.
Wédnesday by Premier Grant vircamenial impact. In the - will be good news, but it woul¢
* Devine, represents an import- . fast few days, the province bas ~* be nice to have it without ques-
agt mm,,g,, ioto manufactur- od u%lco MW . tica marks — and cmssej fin-
ing for provincial economle ’"'F‘h '“‘:l" Bt gers. ~
diversification. It Is to return - cmi-taermal pu tal oo
benefits to sales and ‘ods, with eadow Lake, g terbacal
additional advantages for ~ . pupsct fistement and tehnical,
FFfse KAF3 a3 base snd iy i conznen. The peopesed
vt e e B
;lﬁ cost m“&u‘ﬁ‘" %e” mmm?w J
on \
ptovince will invest 384 millioa lic Jeviews, before its 1.5 |
tee 5305 million in million-tonnes-per-year open-
loans (servicing the loans: $4 pit mining operatico can
million, to be paid by Saferco), . Howsver, we.are as-
fs¢t which the Crown Manage- Wmmuhmpm‘m
riant Board will hold a ¢-per- is safe aad D0 pudlic environ-
cent {nterest in the eorarl_ny A mental review 1§ needed. Oh?
financial institution will nvest Sdferco will not produce s lig-
$t million and A one-per- uid dhchuqbo. Combustion em-
cent interest Canads issions will be steam and aaty-
Mbmtwmmmmru ral gas exhsust If there s a
J0-per-cent stake. Opposition storage pressure problem,
}ﬁg& Ro Mmanmtvm‘ o.t;- g A &r“ ammon:a will be -
et{lou aboy \TD through a separaia
£an, mq)“em 4 stack. Waler ose.will be nomi-
arket-share is apofhe oal. Boacause there

millico a year on nitrogen

ilizer. However, there is we bace had too many lo- |
Wore than cne source, sad stances of foolproof devices
inco Fertilizare thinks falling, whether 1n mine-water
's output will lead to an an- splils or ypgrader burn-offs that
aval three-million-tonne, sur- out otgmd Despite precaw-
glus of urea and sohyBrous - ong, buman or other error has
fertilizer for Western seen some things go wrong. If
Sorasderiog s Strogea I8 burn-of, 1he pas product o
rulizer plant (n Rosetown. cludes nitrous whichcan |
wash out of the alr as ammonia

hydroxde, adding to the com-
n¥on pH- aikdlini ‘fy of our sail. -
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Saskatchewan,
Cargill say they’re
determined to build
new fertilizer plant

By Deborsh Sproat, Western Procucer neporter

INA Saskatchewan | overnunent and Carpl! Canada
mwmnwmmdummn&m-
utr#:nzuadkﬂdm.‘

Cansda president Hawking dispelled questions about whether

hmnub c Last May, would sctually go ahead.

asi oScials said there is no need for more production f-
tes.

Devine and Hawking said the plant wili become the largest local
markst for Seskatchewsn natural goe and will mean lower feralizer
prces for western farmers when it bagine production in the fall of 1992

°A new world-scals plant in Western Cansda will creste a new
comprbtive dement in the marketplecs,” Hawiane saxd He sad more

ﬁﬂh::%mmhcrnumdl

ru--:‘:wm pey way o much for wiputs,”
The $438 million project will be c.evied out by a separate. widepen-
okl s :
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be respocsmble for marksting the plant’s product.
, for Tern_er

1t just makas common sunes thet we should be diverafirg - o
industry thet will support eur most impertant bumness a-: o 3
¢ n‘?&'ﬁm thare io already a8 overn.

a ony apoversuic -
i3er i the West and the Belle Plaioe plant ww .r.. + 12

§
E

industry
‘it's tough newe for (he industry’ A
s news for the industry because the ind -~ -

-
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| 10 ""tcry may lead to meetmgs

mectings on the huge fertilizer phnt to be built west of .

Regina, says Enviroament Minister Grant Hodgins.

. Some people living near the site of the $435-mullion

plant — which will be paid for jointly by the provincial -
. government and Cargili Lid. — were angered that the

government approved it without any public review.

*“There will probably be meetings on that pmculat

. pm)ccl " Hodgws said Friday. -

betlcr have a meeting. Il you're going to have that big a
project, you'd betler have a mecting.* **

.. Details about the meetings will utely be wmunccd
within  days, the minusler sad. |
.,Buthcdndnolsaywhetherlhcmeenngsmllbeheld -
as part of the province's environmental revmv process, ~
€ Just to release information. ... AN G e e e

yeSuggestied meetings may be held in Belle Plaine, Pense
muoose.hw—uwmaresgcommumlmlothepro-
posed plant site. e - R
The ¢overnmcnl nught also prowde the public with

techmczl wnformation on the fertilizer plant and back-

bver femhzer Iant RPN

‘pactstMy-—adncumMproducedbyﬂncuupanyfw

_.that, other than going back to square one with an envi- -

-, Both Hodgins and Devine have sand that because the

. :,fib'Prunl'& Grant Devine said earlier this week llie.h‘-‘.x"'
“_.\Qnd public ;neenn‘s on the fertilizer plant. Devine

. .
. B i L S A TR SR LR R

e el ;

Heumsleﬁherebnonoedtnranenvumulm-

public review. Bultw«ﬂdnauymm&paﬂmz
can provide wrilten information on the plant’ semnmn-
mental impact without first havine such a study.- »;.-..

"Idonumol‘lfmalpmcas(ba!wehavelodo

~ ‘ronmental impact assessment,” he.said. “*But | am cer- -

Pubhcialerestmmepronctmlduy ‘Hey, you * tain that we could come up with something that would ‘

provide adequale information to the public.”

. fertilizer plant is to be buill using modern technology. .
u\emumncedforafmnalpuhl«:rem ‘.:"

.~ But the Saskatchewan Environmental Society: “ys_._-

lheresnoq..:stmlhephmmllhxveanmpactonthe
environment. > .

- vironment Iaws.whd\memedtoamnn:m)«:l 1
_without a public review, a.rebehmdthetmandmﬂ
bechangcd ) 0t

A e it ':'Lh:'-‘."
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The demise of a government’is-always a messy
business. Once the political decay sets in, it canbe a
slow and painful spectacle.

At this point, there is little doubt thal the Devine
- government is suffering badly. Maybe there hasn't
been a public poll rr\r almost a year, but the truth is
no secret.

* There are the recumng voices that concede noth-
"ing much has changed since the tumulluous events
of last spring and summer. In those days. polls put °
the Tories more than 20 points behind the New Dem-

. ocrats. If anything, we're told the situation has like-
ly grown worse, not better, for the Tories.

Still, quantifying the problem is not easy. The best
anyone can do is recite what they hear about a re-
cent inlernal Tory poll that puts the Tories 25 points
hehind the NDP. And if that's not bad enough for the
Tories, the sarne phantom poll allegedly shows them

lnird, depending on your point of view.

**At this point, thete is nothing to be happy about,”
says gpe glum Tory.

“There is what everyone believes wiil be a tough
federal budget, the GST is coming and the provincial
economy s in bad shape.”

But as bad as those problems are for the Tories,
the fact remains the polilical malaise goes much
deeper. At the root of the Tories' dilemma 1s their
lack of credibility. 1t is an afTliction that permeates
the provincial polilical scene.

- Any govemmeit s political strength is only as sol-
id as its integrity in the eye of the public. That does

thing a government does, or even the direction it
takes. But at a muimum, people must believe the
government is operaling in good faith if the party in
faer i§ to retain the credibilily it needs to advmce
.a political agenda.

The situation (or the Devine Tories has clearly
reached the point where the government’s credibili-
ty is at an all-time low. This has gone far beyond the
traditional political necessily of managing issues, to
the need for the government to somehow regain its
public integrity.

How it has reached this poml should be obvious.
For the past 12 months, the public has been fed 3
s steady diet that has done nothing but erode the To-
« ries’ credibility and create a wave of cynicism.
’. One does not want to dweil excessively on the
- 8y -have created this problem, but they

V . are too obvious 1o simply ignore.

Y The most recent example of this illness is the con-
troversy involving two senior éxeculives al the Sas-
. kalchewan Transportation Compsny (STC). The
. allegations of bribes and kickbacks totalling $50,000
{or the purchase of buses by STC attack Lhe govern-

. ment \vhq'n it is the most vulmnble

deadlocked with the Liberals (or a distant second or

- not mean people must necessarily agree with every-.

" While STC minister George McLeod might try to
distance lhe government (rom the scandal, it is not
so easy. The public does not make such distinctions,
nor shouvid it, because ultimately, accounlabxllly
must res: with the government.

Unfortunaiely. the publlc has witnessed what it
can only conclude has been a series of incidents and
events that has raised grave questions about the De-
vine government’s integrity.

Although the STC controversy is the most current,
it is only the latest on a long list that has done muchp
to undermine the Tories’ credibility. -

You don't have to look far to find people still fum-
ing over the handling of Graham Taylor and Bob An-
drew's departure (rom politics. The severance pay-
ments the two received on their way to landing well-
paying government jobs has created an issue packed
with anli-Tory emotion. It doesn’t matter that all the
MLAs — Tories and New Democrats — agreed to the -
benefit package they receive should they be defeated ~
or simply leave polilics. The symbol of the injustice,
in the mind of the public, remains auached to the
Andrew and Taylor episode. *

Although the scope of the negalive pohucal impact
might not be as broad, the Devine government is
also suffering from Lhe recent deal it struck with
Cargill to construct a fertilizer plant. +=

The decision to put Lhe public at risk by guaranlee
ing a $305-million loan for a project that wi'l be con-
trolled by Cargill does nothing to help the Tories'
credibility on other issues: °

Then, there is the lingering hangover from last” -

year's GigaText affair. Again the Devine govern-
ment was seen as being involved in a scheme that
seemed dubious, at best, from the outset. Although
the money involved was small by government stand-

©ards — $§ million — it still raised doubts about the

Tdries' ability to mamge affairs in the publ:c s in-
Lerest.

Coupled with the Giga‘rext affair wege quw.ions
about which individuals with polilical connections
had actually benefited personally from l.he enun ’
misadventure wilh public funds. .

All of those individual 1ssues have ;nvely weak-
ened Lhe Tories' abilily 1o redeem themselves with
the public. They (ind themselves lrapped, needing to
regain credibility but lacking the mlegnty it ;aku to
win back the pubdlic’s confidence.

The only unanswered question at this point is
whether or not the siluation has gone so l’ar lhat Ri is
now pouucally irretrievable.

It is the only grey area that exists lhese days in
Saskatchewan politics, and even it is becoming more
black and white as the Tories struggle uaim: alide
threatening to overtake them.

Eisler is The Leader-Post's po(uiccl editor
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! . On reading press coverage of -

the recently "announced.mega- .

! projects,| namely; the! Meadow :'
i Lake pulp”mill 1and :the - Belle ‘"
. Plaine fertilizer plant, [ was in-

‘- cited to comment. . .

The Saskatchewan Environ-,

. mental Assessment Act is an
. act thal Josef Stalin. would be

proud of. ‘At a' time ‘when the -
peoples of :Eastern Europe and -
the Soviet:Union are {rying to
{ ves of discriminat-
ing-laws.and governments, we

- have a government that feels at -

_home using the Environmental ¢
Assessment Ac} for purely polit-
ical reasons. 33:!(': t

Premier,"‘Gnnl‘.ADeyine‘ rea-,
soned the, fertilizer "plant' in-
volved existing technology..that .
is all over the world. ..y .

Well, this certainly wasn't the v
_body, to promote the lake. I

Devine . governmeot's attitude ,
when the Redberry:Develop- :

ment Corp. was trying to devel-

0p a cottage-lot'subdivision at -
Redberry, Lake., The building of
coltages and ‘boating, sailing, ..

golfing 'and "fishing [facilities ;"

were and still are ‘'existing %r- :
amitted uses’! at’the lake. The :
land on which this development
was to be constructed is agricul-
tural. This'land ‘is ‘adjacent to '
Y :wrpv.’!tugh.l b a2
SR ELIEH I TEC RS AR R L

Crown declassified wildlife hab-
itat lands. Since the develop-,

ment land is agricultural land, . .

the bush can be bulldozed down
and the beach cultivated with-
nut so much as a permit re-
quired by the farmer. -
This project was stopped by
the environment minister afler
the Redberry Development
Corp. had received all the re-
quired approvals from govern-
ment departments. 1 should
note that there are many cot-,
tage-lol subdivisions throughout
Saskatchewan — even at Last -

Mountain Like, north of Re-

E‘u‘l:. which is also a federal
ird sanctuary. !

.1t is interesting to note that
recently local boards at Redber-
Lake were given $15,000 by
Future Corp., a2 government,

wonder, would this have any-'

thing to do with the new associ-’

ate minister of tourism being-
John: Gerich, the MLA for-the
conslituency of Redberry?  au

The good news in all this is
that Bert Weichel, president of
the Saskatchewan Environmen-.

‘tal Sociely, and NDP environ-
ment critic E4d Tchorzewski -

have both recognized that the-

" e . [N

‘. N ".' ) .
act is one with no rulesor regg4

» lations, but oply guidelines to bes

used by the government in a dis-

* criminating, - biased and - self-

serving manner. .y -t iy
As for the two mega-projects,’.
I believe that the environment>
minister would have no problem::
in assessing these projects ds::
“‘developments’’ under the act.
Simply by 'acknowledging ' the,.
magnitude-of the public-outery.
and the economic impact ‘(tagt
payers' dollars) of: these proj«
ects, he would find ‘that'undersi
the act they require an'environsi)
mental impact study. wilh focss
mal public hearings.” %2 ™"~ 4=
The taxpayers' interest in'th¥!;

°

environment .would: be, better’t .

served if the government were®
to. put a hold on these. mega-A
rojects. It would.be~of great~
nefit to use.a portion:of the.,
available time during the spring’,
session of the legislature.to de>'
velop an environmental processw
that would be fair andequita-:
ble. We-then would create haywf
mony among environmental..,
ists, developersiandthe’.
government. - -~ erovleisr(
Cla e vy st ot L
v1e - BORIS E. MAOL’I’(‘:HUI}-,S
U NRAAI UL G

Prince Albert . S e
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Cash "f?farm woes:

B theme of
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ay Beveriey Bnchollz
for The Leader-Post

} YORKTON — Finance minister
Lorne Hepworth may have been
knocked out by the federal govern-
ment's budget Tuesday,

T
3

- from 70 people -altending a public
meeunl here.

\Hepworth said he'll face his
toughut bout when he wrestles with
a $81-million reduction in transfer

" payments from Ottaws over the.

rlext (wo years — funds which help
support education shd health-care
programs in this province.
eThe federal budget ‘‘shook our
budget lo its foundations. We have
.+ lostart agais at zero. [ don't want to
. be an alarmist,” he said.

hour late for the sixth public meet-
- .ing designed to give residents a
; chance o help plan the upcoming

ut he
- bounced back to field questions

« Hepworth flew in from Regina an

meetmg

Hepworth

provincial government moves:
.Most of the questions centred on
provincial concerns like reducing
the deficit, problems in agriculture,
shortages in health care and limiled
iment for universilies.
JYorkton Ald. Ben Weber ques-
. lioned the long-term value of mega-
projects, such as the Cargill fertiliz-
er plant for Belie Plaine. “It's a
- horrendous commnuneat of dollars
. -we don't have,” he said. "My fear is
- the provincial budget will follow Lhe
same pailern as the federal budget

uu "o

i Hepmrth replied that Smuu:beo
" wan needs anchors that can boost
. the numbers of processing and man-

. ufa‘a\nm( plants and create spi-

' nol

'~ One Yorkton resident suggested

rolling back the salaries-of pud

L employeu

by But the finance: minister remind-

" N ed the avdience that a lwo-year

¢ 1"""'wage [reeze was imposed in 1967 for

all public wage-earners — a move -

e ,that made Saskatchewan civil serv-
mumofnn lowest paid in the

country.
uuuu Arndt, Yorkton Umon Hos-

\Q

" and reduce payments lo muucapali -

pml board chairman, said this area
has one of the highest percenuga
of seniors. The average age in one
AurSing home is 06, he said. :
“We have a long waiting list and
don't have any beds," he said. “Un- -
less young people change their atli-
tude and start keeping parents at /
home, we are going 1o be in serious
trouble,” Arndt said. It costs $2,400
. to keep one person in a nursing °
- home for a month, he said.
He also suggested ing the dol-
lar to bring down the inlerest rate.
Hepworth replied he didn't agree
with raising the interest rates to
fight inflation.
John Miller, of the Royal Cana-
dian Legion, questioned severance

pay packages for MLAs who quit

lic \Mpbs:ndmmedmymw.

est payments for companies such as |
Massey F should be given h
rarrnm to offset wheat prices. ™.

Eliminating the gas lax rebale
progran, mortgage protection plan
and the home improvement pro-
gram were aiso suggesied, :

Thé next public meeting will be
held in Weyburn Thursday. -
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. _The Leader-Post -

- Regina _ Tr-urs Feb' 22, 1990

‘Devm

"*" - AP ‘-10 G"u,-'

oo By Murmay Mandryk! 7, .
of The Leader-Post; '

The provincial government should not gd l\ny
with blaming Saskaichewan's dirg financial stra-
its on Michael Wilson's federal budgel NDP
Leader Roy R charged Wed

Rudiculing Tuesday might's “emergency™ cabi-
net meeting as a phoney showpeece Lo gain public
sympathy, Romanow said the provincial economy
was on the skids long before the federal finance
minister's decision (o cut transfer payments

“The {ederal budget will hurt the Saskatchewan
economy, but our economic problems were nol
created by Michael Wilson alone,” Romanow told
teporters ““Saskatchewan is in the economic
mess it 18 today thanks largely to the Devine gov-
ernment's eight years of m)mrmc mlsmamge
ment

*GigaTexl is not Michael Wilson's {ault.™

Wiuson's decision to cut transfer payments lo
Saskatchewan by §91 militon in the next two years
deals a sersous blow to the provincial economy,
Romanow agreed. But Saskalchewan had a ‘4
. billion_deficrt Iong berote Wu!son delivered (lhe

= federal) mn Aref s = -1,, :zw..,r-‘. £
'-“anliz‘ng'lhuﬂht- &
wie_-jsic My.mw of«wﬂnrmt \V 0as

(i Yot bl BT

told boih publicly and
privately for weeks that
the federal budget
would sub ially cut

ﬁfor budget woes

The provinces were Jtold to ﬁlunoe the deal me'f v

Ut
eV
=2

’. .
Asked wha de t alternali

the NDP vu 1o allow the province lo
be less dependcm on transfer payments,

i NCP leader sad. * .

B It is incredible, to
say the least, that the

premier and the minis-

ters of finance are

‘!4' '

kalchewan taxpayers
that the federal budget
. has somehow CIH'M
them by lurprlse

“That Is either an admission of lneompe(ence
of an altempt to musiead.”

Devine’s suggestions the federal budget. will _
mean a total rewriling of the provincial version —

(ransler payments, the

trying to convince Sas- -

nidhe-amtmumulhspn )
|yseleclhnplatorm - '

BmunNDPleadernndhedldm(uecmcd .
hnglheCar],idululhuktmbmwlhe
province's economy. "

There are many other exampies of wasteful
provincial spending — including the govern-
menl's advertising budgel — thal would bhelp
offset the lost revenue, he said

o If Devine is upset because he has been unable to

: convince his Tory brethren in Ottawa (o spend
more money on &, -iculture, he can only blame
himsell, Romauow said. '

But If Devine is shedding crocodile Lears now as

T part of an ehbww he has cooked up
expected 1o be delivered some time around April 1 ,, With Prime Minister Mulroney to again bail

— 13 equally tudicrous, the NUP leader said. Even
i -Wilson's cuts were larger than expecied,

< poled >t “\3’2\ s .'.l:n_:gr,';n,m': h

A'lll')nhehmllymdnbwtlhe

P By Sau.' NS,“ AT Y o

.lrom

4 energency p. e
Devine, upuuhgannmhrlhe levish

< camerss ' suggest they were gravely conderned

hahoul the nepuve impact of the budg
' Saskatchewan'economy, he said £37:

*2: “Last night’s cabinet meeting -u u phoneyns

. 2SIl Romanow said Wednesday -*Less than

" “an huur to review the budget? 1 wnuld argue that

a provincial govemmeul has o do more ﬂun

lwovuk-) a photo opponumly T

has invested in equily, and loan guarantees to
build a $435-millioa fertilizer plant at Betle Plaine

1*Just “the “cash-up-front equity of ‘“ mlllnon
would almost be double the loss (in revenue) of
transfer payments (in 1990-91),” he said “]14 this
project ts such a winner, then Cargill should be

N A gt € -
shortfall |
hemddendymlkelt' mllillbld
upbyvithdnth{lheﬂ”mﬂlhtheprm willing: -
mtharg:llUd Romanow said. .. oyt .glosplaylhose

-sufficient to attract a wide spectrum of Saskat-
chewan people (to run for political office).” -

out Saskatchewan farmers during a (ulure pro-,
wmmmummmw

t"()m\m"‘«h LT

)

h-fwmuduummmlm

would be willing to show leadership by proposing *
hdmhdwmm-d,
own

Ay

was .
TR A e Y
Vb fiantyep sty

The right symbolic restraints-sre Tmportant,
tr.eNDPﬂ"le':detuH and ¥ is just as important to
:ymbo&hdh«um i
Whlkvﬂndohnbbelﬂnwbymtu
mﬂnwyp@cﬁanfwuwwmt

e ecmcemman o
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* To this point, the NDP criticism of the Cargill  lion and make it available to enterpreneurs in - case lo suggest ihe project doesn't make Sense.

fertilizer project has been based purely in poli-
tics. t :
The argument levelled by NDP leader Roy
Romanow has been that the Devine government
is trapped by its love of big business and mega-
projects. As a result, Romanow maintains the
province now, finds itself locked into a bad deal
with Cargill.* - v |
The heart of the NDP attack on the Cargill
plant to this pownt is that taxpayers’ dollars are
being used to prop up s project that will be con-

trolled by a rich multinational. The Devine gov- *

emment is putling up $64 million and gelting 49
per cent equity in the project. But 3s well, the
province is guaranteeing a loan of $305 million to
cover the project’s debt financing. .

But for a total “‘exposure" of $369 million in 8
project worth a lotal of $435 million, control be-
longs to Cargill Therefore, the government
takes the vast majority of the risk and Cargilt
gels to run the project, with an oghion to buy out
the government should it decide to sell its share,
which Grant Devine says Is very likely.

- To make all this mean something at the
grassroots level, Romanow talks about it being
a waste of taxpayers’ dollars. Instead of “propp-
ing”" up a wealthy company like Cargill that last
year had total sales of more than §3 billion,

- Romanow says the government should be put-

, ling money into the hands of farmers on, the

. verge of going broke.”-5,

the Tories have money for Cargi
for farmers. B

There is littie doubt that the NDP argument
carries significant political weight. But that
doesn’t mean it 15 legiimate, orin fact even
makes any sense .

For that matter, since the Cargill announce-
ment, lRomanow has often made the argument
that of the Tories wanted tn do somethung for ru-
ol Sask.te hew.an they should take the $369 nul-

. S R Ry
7 The political message-therefore becomes that -,
, but nothing

hundreds of small towns.
. Romanow was at il again on Wedresday, this
time binking the Cargill deal to this week's fed-
. era) budget. The NDP leader related the cuts in
* transfer payments from Ottawa lo what the gov-

- ernment has committed to the Cargill plant. - °
“The Devine governmen! could save Saskat- .

Their position has been based entirely on mak-
ing people believe that the money would have
been better spent in other ways il the govern-
_ ment truly wanted (o diversify the economy.
But the fact of the matler is that diversiica-
tion must be based upon something. It is simply
nol good enough for Romanow, Lo say that the

* chewan taxpayers §370 million by withdrawing, government should have taken the mythical $369

its government giveaways lo the Cargill tertiz-
er project,” Romanow said. -

million and spread it around the province. While
that might sound good for the people who would

It is expected that over (wo years the reduc-  get the money, making it a popular political line

tion In transler payments to Saskatchewan will
total almost $100 million. That money will have
to be found somewhere, and R argues a

to sell, it is also meaningless. . . "
If the NDP wants to build a credible argument
inst the fertilizer plant, it will have to do it in

good place to look would be the fertalizer plant.
The equily investment of $64 million by the gov-
. emment's- Crown Management Board would
" more than cover the first year in lost money
from Ottawa. i
Of course the suggestion the taxpayers will
save $370 million if the fertilizer plant didn’t go
ahead is hitle more than voodoo economics. The
loan guarantee of $305 million doesn’t cost the
. government anything and is only a contingent
l1ability should the project itself Jail.
2.As well, by arguing against the government
i tment, R is ding very much
+.. unlike the NDR government the people rejected
almost eight years ago S e
The previous government eagerly invested in
If sorts of joint ventures with privale compa-

" itself, by law, the option to take an equity posi-
“tion in any private sector mining developments
in the north. - [ i

fn the days ahead, Romanow promises {o ex-

_ pand his critique of the Cargill deal. He says

that a series of news conferences are planned to

demonstrate that this is a bad deal for Saskat-
chewan people. ’

However, up to this point, Romanow and the

NDP have done nothing to build a convincing

the context of some kind of economic strategy.
_ At this point, the New Democrats have said
nothing of any substance about their version of
. how to diversify the Saskatchewan economy.
*" Other tnan offering vague notions about “identi-
fying" thé province's economic strengths, pro-
viding financial stability to local busmess and
something called a “‘Saskatchewan First” poli-
¢y, there has been nothing but emply rhetoric
from the NDP. | . .. N
..+ The time has_come for the Opposition to do
-=more than just criticize projects like Cargill
while framing ‘alternatives in- meaningless, if
. pice-sounding, terms.-~ * © ° f
. If the political debate over economic policy is
.. ever going' to enlighten anyone, then the NDP
7~ will have to offer up its answers and_ lllem{

nies The Blakeney administration even granted y-tives. And that doesn’t mean the New Demo-

crals have to unveil their election platform.
But what they must do is explain at least
where they stand and how they proposé to deal
= with economic reality in this province. In the fi-
nal analysis that has little to do with politics,
and everything to do with a small population liv-
ing off a fragile farm-based economy that oper-
ates in an often hostile wurld economic environ-
ment.
. Ezsler 1s The Leader-Post's politscal editor
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‘The Leader-Post Regina Sat., Feb. 24, 1990

By D’Arce McMillan

of The Lesder-Post
Fertilizer manufacturers ifi the
- United States are lobbying hard in
Washington to make sure product
{rom the proposed Saferco nitrogen
plant at Belle Plaine doesn't dam-

age their markets.

_The threat of U.S. trade action has
the provincial New Democrats wor-
ried and they are calling on the De-
vine government to make public its
legal opinion that makes it confident
Saferco will be able to sell in the
U.S. without problems.

. Bob Liuzzi, chalrman of CF Indus-
tries in Chicago, said Friday an ad
hoc commiltee of seven U.S. nitro-
gen fertilizer producers has already
complained about the Cargill-Sas-
katchewan plant to the U.S. Depart-
ment of Commerce — the body that
overseas U.S. trade protection laws.

“Until this thing is built, we are
not going to sit idly by, he said.

“We will continue Lo talk to people
in Washington, to people on (Capitol
Hill) — we are going to express our
concern. .

Liuzzi, whose company has world-

-scale fertilizer plants in Louisiana.

and an interest in a fertilizer plant
in Medicine Hat, Alta., said he was
“‘appalled” that Cargill and Saskat-
chewan were going ahead with the

planl when WesternCanada produc- -

.es much more nitrogen fertilizer
than can be used regionally.

CF Industries was once ap-
proached by the Saskatchewan gov-
ernment about the fertilizer plant,

Vbut it wouldn't get involved, he said.
[t still thinks the project isn’l com-
mercially viable unless there was
“heavy provincial involvement.”

A product is considered dumped
when it is sold at less than the cost

+" of production.

" U.S. fertilizer plants
~are wary of Saferco

Liuzzi's concerns are reflected in
a legal opinion done by an American
law firm for Cominco Fertilizers, a
summary of which was released by
provincial New Democratic trade
and investment critic Friday.

Cominco, which produces nitro-
gen fertilizer in Alberta, has taken

strong exception to the provincial .
government's involvement in the

Saferco project. :

The legal opinion noted that while
it is not certaih that Saferco product - -

exported to the U.S. would be sub-.
jeglt to anli-dumping laws, it is pos-
sible.

Much depends on the state of the
North American nitrogen fertilizer
market in late 1992 ,when the plant
starts operations. '

A few years ago, Liuzzi's group-

was instrumental in having anti-
dumping duties levied against nitro-
gen fertilizer from the Soviet Union,
Romania and East Germany.

The amount from those three
sources being exported to the U.S.
then was about 800,000 tonnes s
year.

By 199293, wilh the start up of the

Saferco plant, about two-million .~
tonnes of surplus urea nitrogen fer-.

tilizer is expected to be produced in
Western Canada, the Cominco legal
opinion estimates.

This will drastically lower the
price to the point of being below the:
cost of production, it says.

The NDP's Mitchelt said the gov-

emment must answer thess con-
cerns with more than mere as-
surances that U.S. trade law pose no
problem.

“What [ want and what Saskat-
chewan people want, is to see their

(the government's) wrillen legal:

opinion which explains how these
areas are {0 be dealt with.”

-
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Deal OK manag

The manager of the Sal‘erco
project says Cargill and the Saskat-
chewan government have spent 18
months making sure it won't run
afoul of U.S. trade law.

‘“We have spent the last year- and-
a-half on these issues because; with *
Cargill being an international -

- trader, we understand completely-
- .. all of the issues that come forward,"
<. Peter Hayward said Friday. . ...

*It would be ridiculous to be in-"
*volved in building a plant of this na-
ture and size that wouldn't be able
to move into foreign markets.”

. To make sure the government's
loan guarantee is not considered a
subsidy that could be subject to a
U.S. countervail duty, Saferco will
-pay a fee for it. To establish the fee, "
it had outside legal council recom--

“mend a countervail-safe fee. Then it

_went to ihvestment house Merrill
Lynch and asked the same question.

The result was a fee that equais
paying three-quarters of a percent-
age point more than the goverms
ment-guaranteed interest rate for
-the loan. !

. “The only thing that could happen

L ns that the U.S. would say we aren’t

paying enough, and then 1 guess.

" we'd have to pay the government

more money,” he said. | <
+ *“But as far-as we are concerned,"
we have something that will stand

" up in any court.”

As for running afoul of U.S. anti-
dumping laws, much depends on the.

. ' state of th|e North American market "
. N to .

L, {

tw

? s Nnd

[ {H :- :’&‘r’&:r“'

RIS A T .m,m

at the time Saferco starts producmg

in late 1992. ! AT

Saferco believes modest growth m '
North American demand for, urea’;

nitrogen will be enough to soak- up a

.the Belle Plaine plant's production..§

Saferco’s projections are backed.!
up by a fertilizer market analyst;,
with the Tennessee Valley Adthority)
National Fertilizer® and- Envnron-‘
mental Research Centre m Muscle
Shoals, Ala. - Jhoa ",‘?m-

Curtis Brummitt said Friday_he:
sees slow growth in demand for ni- -
trogen fertilizer, at most two per '
cent. He also said there has been a.
constant, gradual switch from anhy- !
drous ammonia to granular urea or,

solutions for safely reasons.. ,.‘Mm

This rate of market growth” for,,é
urea seems to match Saferco's pro;s

‘ ' \;n’ h
jections. ' T

But to be safe,. Saferco has back s,
up plans, Hayward said. .t 'f‘

“Even il we have a real downtum 2
in the marketplace 'because!of*
drought or whatever, we asked our:t

selves where could we move\lhem _

product to)"” Hayward said," & 1‘%

He said the company worked out
profil-loss projections for a scenario:

where Saferco had to move 250,000 -

tonnes of urea — about a third of its ¢ ey 3
capacity — off-shore in each of 'us .
first three years of operation. -

Saferco already has a slandmg om}.
der to supply China mlh 250 000%

tonnes a year he said. LS nJ e,
P '-_-MchLLANw.
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Farmers questlon financial
risk associated With Saferco

PENSE (CP) — Fntmem fivi
noar Ib:d }grq‘:"él; mvcmn nF
consirucied west of

of the project, .
Saveral larmers who altended &
public mecting to discuss environ-

“The uedlon is wlv{ Are we

dolnf lhls especially wilh govern-

money,” said Wes Beun-

aldll one of several farmers at
meclh

Bnmsklll ‘also queslioned why
Salerco, the company formed to
munage the J&‘iﬁ“ walted untit

an before
ho!dhg pwllc meetings.

“If you've gol any concerns, K's *

Inn nre :
concerned over lhe risks -

too Iate fo mny alr them because
the Is going ahend,” sald
the gre Halred farmer.

Abwl lwo n people attond-
ed the first compony-s

this quiet bedroom comenunity
of §58 ‘feople. ohout 39 kllometrea

'l‘he ng was lhe first In a
secios of four meelings to gather
public reaction to tln'm

But most ev o lo
P elnﬂ::und quw.lm pﬂg
prescntation a

ralsed concerns cboul the govern-

t.mnl's k’vevceslnm in the $435-mil-
on
lh:m:::ml Il and
m
t"ecslng a 3305 m on’lonn.

“It’s nol the money (the govern-
ment) s pulling ln rlghl ol the

-

R's lln
gh‘;l redtf of Peuse. “If .

vl | St OB whw's
ng lo pay I(r -

Reld pol lasl month
of mndm’v:n reddenls

torl, nered Ebls s

lllbw he
poll hdonlyll

wloltlmmreoﬂho

lhou luwangood&oal

The poll also Indicaled over hol{
of thoso surveyed believed Cargill
had been given o one-alded deal
by the government.

Bud Speoring, who alse farms
i fie Pexs» s @ id he shores
the conlentlon raised by Cargllli's

commpolitors that liere's no foom
In the Canadion market for anoth-

they're

* snkd L.loyd Morrl- |

i er nit ferlllzer plant.
“if a ﬁ of thwse olher cotpn
— nles are forced out of the fertitizer
business, [ can sec tie price of
ferlilkzer _golng wp,"” nnhl Spear-

u&é’a‘iﬁf’“&'ﬁ“‘” e
(T e provhice's
decision 10 enter the jo!’t: venluie

with Cargilt to bulld (he Girst wi--

lmgel fcdllher plaut In Saskel-

Devlw who {8 nlso Snskaiche-
wan's agﬂculmre minister,
lrguu that Sastalchewan G-

Keﬂd $300 miition saanually nn
zer and should have the

; :::) n'buylng n product made |
M‘u puhllc meelings on ﬂm :

plant 'alil be held tondgid In Movse
Jaw, Wednesdny o Repina amt
Thursday In Saskatoun.

\
\
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;;'- non-Canadian. ere Is little chance this multination- -
'alwon[dhaveasubdaﬁrymﬂvedmamoney-loa— EAE
- ing ventmre, B

- The four existing fertilizer manu&ctnms feer ;

mngﬁﬁmh:ha:&eyayxsamlaﬂlzaﬁdw -
farmers have cut back on costs by reducing .

- fertilizef inputs. Further, a small but gnmnr.»_.

ber uf farmers realize that inorganic

not the answer to economic woes, andtbelong—te:m‘

goal of rebuilding the soil is environmentally nec-
- cesary and economically desirable. Heslthy' sofls,

with adequate organic matter, are not prooe to ero-

sion.Organlcmattu'isanamstmhauseotson

nngoﬂanﬂy,ovex .
oasidering Cargill's inhemaﬁonal wnnacﬁom.a
portion of the ferdflizer will end up o8 -
crops grown by Canada's grain competitors, or éven
c:opsmbywstme:seagertoc:nbad:on
As w governmentgran' guaran
. fly in the face of thefreeu-aneagreemem.nememv
ber the coumtervail flasco over potash.
Tarpayers, - particalarly farmers, shouldn't- be
afraid to vosce their opposition :0 the Saferco plant. -

8
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Saferco officials pelted
with questions, concerns

of The Leadsr-Post ) . over the possibility of euvironmental gocidents. .-
: ) Moose Jaw resident Ed Botton said the thought of
ammonia through

MOOSE JAW (Staff) — Skeptcs pelted Saferco Prod- several rail cars carrying anh;
ucts Inc. officials with concergs, and suppormsdg Moose Jaw d!d not comfort

plauded each other during a meeting Button estimatad 40 cars per day woald carty the cor-
that drew about 35 residents. . . rostve substance through the city ance the plant began
Criticism ranged from thé government providing  productoa.. . . :
Cargill Lid. with 2 loan gnarantes of $305 millica for the Howevaer, project director Roa Christansos s2id some
megaproject being coostructed near Belle Plaine to of the fertlizer will be delivered by truck. . - ‘
complaints about increased rail traffic in the M
Jaw area, : : . asked what precautions Saferco has taken to minimize
“It fust seems s0 strange to me that iz hardwp Sas- . the risk of danger to the enviroament, prompting Chris-

x  lkatchewan, thac Cargill has to borrow mogey from our tensof; to cutline saveral safety features of the plant. . .
hard-up government,” former Mooss Jaw aldermsn — - CammwtsZCo@.‘ﬂmDixmabom:he positive ef-

- Marion Tolley said during a question period after the . [fect of the

. Saferco presestatiog. - with robust applaase by 5 :

. = Tuesday's meeting at the Harwood Moose Jaw Inn  encs - R
, was ope of 3 series of public presentatidas and discus- “T'd just like to say some positive , and [ think
sion Saferco {s bolding.’ Moose Jaw walcaines Saferco greatly,” said

Tolley asked, several questions of two Saferco exscu- Others, inciding Bill Pitcher, did pot express their
tives azd an enviroomental consultant [ovolved in s said In igterviews after

said Cargill &id oot come for *he government’s . concerns, the real cocerns, the jobs and the ecabomic
financial syppart, bux was by the Tor'ssinstead. - development are just going to be super for Yoose Jaw
* While Tolley’s concerns focused oo the goveroment's  and i . 43 2 fund-rajser
financial commitment and bow much the project will for Moose Jaw’'s Uniog Hospitall -, . -

.7
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Rivals’ survey ﬂndc '

ol oL gy
| orgh i -

Companies opposed to 8 planned -
S435-million fertilizer plani- near
Regina -have gone lo the unusua!
length, of spot.sonng a public opin-
ion poll on the controversial pro-

,“Thne !cmhur compw« yesters
dsy nlmed the results of an Angus
Reid poll on_the Safefco plant be-
ing built at ‘Belle Plaine by therr
compcmor. W|nmpeg -based Cargul
L

Joe Fmer. pm!dcnt of Toronto-
. based Sheeritt Qordon Lid., said
the survey suggests only 19 per cent
_of Satkakchewan residents think the
plant, supporied by huge loans
from the protince, is a good deal.

The survey Indicated 31 per cent
thought the deal was a dad one,
while 35 per cent sajd it was an

“okay" desl.

]
0SGOODE HALL
REPORT

Shmm Oordon. Comlueo Fentie™
Hzer Lid, o unitof Vancouvere

i iU

Fertilisér Lid. or.mame“
“u ‘uvn Lun lo%ym; lluum

the plam fnce ll\c dsal was an-
nounced last yur

The province Is paying $65-mik
hion for & half ghare wn the plant
and bas isued $30S-million in
loans and loan gusraniees for the
project. ’ !

Rivalsfi ht.

Ca ""ll

~_REPORT ON CANAD . ‘over Plant

Producm ducers predict

il

SASLATOO‘J - Tlvn mjor Cl-
nadian feriilizer producers are try-
ing to halt the Saskatchewan gow
ernment's joint venryre with Cargilt
l-td ins mﬂuﬂ plant fear Regis

Wmntpe. -based'Cargill is the Ca-
nnaun subsidisry ‘of. giant Cswll
In¢. of Minnetonks, Mina. *

- Sherrist Gordon Ltd. of Toroato,
Cominco Fenilizer LAd.. a-umt of
Cominco Lid. of Va
Canadian Fentilizer Lid. of Med-
1eine Hat, Alla, wid production
from 1the plaane = $43S5-million
plant will cause 8 glut in an slready
saturated market.

The disgruntied companies —
calling themselves the Canadian
Council f Nitrogen Producers ~-
saud they ' will - pelease on* Angus
Keid poll 10day gavging-ihe sit-
tuges of Saskatchewan mmm o
the Corpill plamt. -

The provincs i maiching Car-
§ill's $65-million equnly investment
g will guarantee anoiher $}03-
milbon in loans fur the joint.ven-
::;c complny s.rmo o uld the

Counel president Joe Fraser of
Sherntt Gordon said the muem
obyect o the govermment's tavoive.
ment in the plant. “Any time you
have & mature industry such 89 (he
fesillizer bumua. aad the govern.
ment becomes [avolved, it just
vpsels the spple can,” he 30id.

Seskaichewan New Democrats
have joined Cargill's competitors in
arguag the government should sis
oul ¢f the business and Jet Cargill
30 ahead on its own,

-Bili Gibson, president of the
Crown Managemend hrd. fuily
expecls (he counarl s 0w g
et that publc openion. 8 agmnst-
m plant.

“They wouldnt have p news cop-
lerence for any other rsason,” he
$id. ~I's 2 recogition on their
par: that we're senous compeuitivn
for them and whstever 1hey can do
to make our hfe nmbk. they

m tobe nau«
oS ﬁﬂhil\‘ ptod,c.

m ] Iobbm us
1rade officials for mn-dumun; u-
uon when thg Saferco plant begms

) production in 199),

neouver, and |
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Pr@vmce will pgy

Time-Narsié St bl Canadine Prase
Toe Saskatchewan govercreat
will pay Cargill itd. 1o market the
fertilizer procuced at ifs joic: ven-

" ture Befle Plaire plant, says. Bl
cmm«emcm-nm

nitregen fertilizer pro-
dhmnﬂm&m

Glam Hagel (NDP—Moose
Jn )tdavaldoolhegw-
temd&n 1 lhnk

n.ﬂ

ey R
right to know wnat the areof
2oy agreement between a govern-
e and (be private sector — espe-
ciajly when there is risa involved for

lamyas,"‘ Hagel said.
financing of the project calls,

for e governmert of Sas-
h&muem:mm

muihioa worth of loans o >e taken

. out by Saferco, be yint ver=re set
up by the province and Saiescs.

Deputy Pnn.erPatSmwaxle

)

Carglll to market

wuwwm
Upblompumfmmt@
ing the oeak comstruction
and munic:pal and business
are enthusiastic about the big eco-
nomic div.dends they say the plaot
will mean lor Moose Jaw.
MLA Fick Swemson (PC~Than-

der Creek: ssid evea previows New
withhejd

Democsalic governmerrs

details of ‘oint ventures, so as oot to
give conpeotas aoy ible ad-
vantage. “It's very that all
the detziks are released,” be said.

The marxeting deal bas been ex-
aguoed by fertluer industry ex-

seven large US. fertiizer compa-

mes already are sayirg the jount

venture wi] receive un’air submdies
10/90mT Ceondiv

611
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More U.S. senators oppbse Saferco plant

Usited States does se through Golf Coast perts, it _uuls_h.lhuuhdb:r.
v

ARCE Mol i AN ,‘ '
! : Net outy are the ervironmental smys. Suy regort of “ity allegedly Gorough
) hae s “The Saferce simply remmertal assesament of -
.:."""'""::‘-M s b questions quile Woubling, but the um'p-:gb;aﬁﬁh: mm«mm—mw
....:::"...;..::“h fair trade implications of Safercs | = e reached for comcnent
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Consultant s-{u,d_y;

proves fertilizer

B ‘ Dave Traynor
_ the Star-Phoenix

REGINA — A study which,

claims the proposed «Saferco
fertilizer plant will not make
any money for at least 0 years
isprwfﬁ:egjectisa “‘white
gﬁ;iamn NDP charged
day. )
But the findings of the study,
m&m by a U.S. fertilizer
0 are suspect becanse
it was commissioned by Safer-
co's maln U.S. competitors who
are attempting to get the
ject stopped, said Financs
ister Lorne Bepworth. .
tbe competion to Whebs golog
caompetition to what’s g
to be a state-of-the-art far&lober
plant, built in Saskatchewan,”
should release a negative
study? be asked.

He  also -said the study '
couldn't make a reasonab)

le

pects without kn what
economic indicators erco
was using, which the govern-
ment won't release.

Based
conditions in the fertilizer in-
dustry, the firm of Blue, John-

son and Associates predicts the “standing behind,

$435-million Saferco plant will
!“iis‘“ d mé tot’ peration.
in ecade of 0

It blames the loss og the high

initial capital cost of the plant

millioa

tplant a dud: NDP g

‘rhesmdwaa:jw American
a 0

& Brtnizer

They claim the plant is receiv-

ing unfair subsidies from the
government, which is a joint-

.. ernment had to

 with

v
-
-0
-

_ ROY ROMANOW
. » » Wants studles tabled -’
not stand behind the Saskatche-

wan fertilizer plant, pot stand
behind div cation of the
economy and not stand behind
Saski taxpayers.”
Romanow pointed out that
Blue, Johnson has also done
work for the Potash Corpora-
tion of Saskatchewar, the Sas-
katchewan Departmert of Eco-
nomic Development and Cargill

Pechaps cargnﬁ aiready
found out the future isn't that -
great and that's why the gov- -

guarantee 8 :;
$305-million loan to get the plant
bailt, Romanow said. . .
' But Hepwarth sald the deal 2
was a straight busi- =
ess deal and there are po sub- .
gdles involved. . :

e e?

\

v

Star-PhoeM
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‘U.S. study pain’is bleak
picture for Saferco plant |

MARK WYATY -
The Leeder-Post

The proposed
plant wil! lose $64 million to $132
mulllon In its first 10 years of oper
stlon, says 3 study commissioned
by its American competitors.

The provincial government has
touted its $435-million joint ven-
ture with Cargill Ltd. as a viable
{nvestment that wil) offer farmers

«of fertilizer.
But s firm of American
fertilizer has painted 3

K| don't know how you could come up with
numbers such as that without knowing
scenarlo Inside the model we've crealgl.J

-- Saferco spokesman

artificial (e.g. goverument) Inter-
vention.”

Tbool‘wdy was palwd‘nfot;byl
¢
§n e Y

lenging e Seikaichen govern.
ng wan govern-
ment’s lavolvement in ,thn" L
They believe the province's -

cent ownership tn Saferco and fure
ther support from & governmen)
loan guarantes amount to an w/
"'H“""’pmm' ha bcenjohaa‘
com; ve
by a group of United States sena-
tors 1n American trade
resentative Hills to inv
gete the terms of the
overnmeat's parinership with

Safereo esman Peter Hay-
ward said the study's findings are
unrealistic

totally ue.

Heé noted Blue, Johnsoo and As-
soclates aren't famillar with the
actual market factors Saferco
used 1n ils own assesament.

mupvﬁhwmbu:wchu'

that without kmwi.n’ the scenario
{aside the modal we've created.”
Hayward sald Saferco used

“very realistic” market conditions . ernment

(n its own assessment and was still
able to convince the proviricial
government, Cargill, and ils laod-
ors that the project Is viable.

The company has repeatedly
refused to release its own assess
ment pudlicly and denies thers is
any governmaent subsidy lavolved.

sach of Cargill's first 10 years, the
“’ save {

(%
olypor

clining,” Blue said 1n a
interview trog Foster City,

+ meat and Trade.

BEST AVAILABLE COPY
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Fertilizer officials
call for an inquiry

Producers of nitrogen fertilizer
have called on the provincial gov-
ernment for dn independent and im-
partial inquiry into the environmen-
tal and economic impacts of the new
Saferco Products Inc. (ertilizer
plant to be built in Belle Plain.

In a letter to Premier Grant De-
vine, the Canadian Council of Nitro-
gen Producers, which represents
four Alberta and Manitoba-based
(ertilizer manufacturers. says the
Saferco plant threatens the future of
the industry.

“The very future of our u\du.stry
will be jeopardized because of the
government's support of this uneco-
nomic project,”” the letter said.

The group also repcated allega-
tions that the project will be a finan-
cial disaster for Saskatchewan.

To clear the air, Lhe fertilizer
companies calied for an inquiry that
would include: o A full examiation
of both environmental and economic
impacts, including the impact on ex-
isting businesses. ¢ A full examins-
Lion of the economics of the project.
o Participation of all affected par-
ties. o A suspension of further prog-
ress in constructing the plant until
the review i1s complete.

“We are simply asking the Davine :
fgovernment not to ra:lroad this |
project through and to aliow the
public tn know the true facts,” said
John Van Brunt, vice-president of
Cominco Fertilizers and chairman

- of the council.

. |
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m pmvhehl mmanl will - 'l‘ndo uhhter Grant Sdunldt sald
not” Introduce legislation outtinin g ‘ Thursday

the lerms of a loen guarantee anfee for l.eghhﬂnn!sﬂue«ledm

the Saskatchewan-Cargilt Ltd. nitro- " the loan guarastes is a routine busi-

m!aﬁllwphutdﬂelloﬂdu, ness {ransaction, he sald.

Ecbnoulc Divorsification nnd ..:-1n this case, an exisling Crown

A TR TR R P

Carglll terms remam sulent

corporalion Is makhg an equly o

vestment, he said in an Interview.

“*“It’s just doing ordinary business.’ :

Crown corporatiods vlereutuplo
build and buy things and (his oné Is
buying 49 per cent of a fertllizer

Carg!llcnmd.wmmﬁlptr

' centoﬂ!npnledwl!huequuyﬁr

vestment of $85 million, The provin- '

: dalmenmn.gmsnnoud'm

have a 49-per-cent share with an In- :
vestment of $84 million and a flnan-*
clol Instiutlon. investing $1.enlllion |
will have a one-per-cent Indcrest.
Tho remaining $305-millon cost’

* - will be cosmercially financed, with

BEST AVAILABLE COPY

the provincs
In return, &mam

um of lhree-qu-uua ot 8 percen-
#£0 point above we davernment- .
gu...uuan lann cate, waich wutu
‘- . \* / temreer e ey
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l ‘ It’s just doing
.ordlnary business. - '
Crown corpsrations ', |\
wmsatuplo - "
bl and buy
jh\ngs.!. e e
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By DON CUNREN
L-P Provinelel Editor

The Seferca fertiltzer plant Iy
being subjecled ta an enviconmen-
tai review by (he tedera! govern
¢cording o & letter from
the federal Ngheries minnler ~

*‘Plense be assured Ihat this pro-
posal is being sudjected Lo an envs-
renmentsl raview pursuant to the
EARP Guldelines Order * gald the
Augutt § letler froin Fisraries and
Oceans Minister Bernard Valcourt
to Rod MacLonald. a director of
Ihe Saskatchewan Aclion Founda-
tion for the Fnvitonment 1SAFE)

In light of tbe resultc of this re
view 1wl decide whether torefer
thus project lo the Minister ¢f tte
Envizonment to establish 2 pubhe
teview panel, (he lelter sald

Ofnclats in Valcourt s office 1n
OUtawe were net gvarlable’ for
comnment Thyisday afterncon

Nul & Winmigeg based official
canfirmed Ihat the department
hat tnlinted 1 o udem af the
project undre 1t 8 AN praweer

Tell Stean hosd vl e N8l tiey
depaziment g rovource itnpacl see
tion, g91d the review of the Belle
Pleine project Is in ils earliest
stages

Tne cantroversial Environmen
131 Assessinent Review Process
(EATLP) Guldellnes Ordcr was the
Llfdtrn! Tegisiation cited by the Ca-

‘The whole point Is to do it right this

time. Y

— Rod MacUonald, & direclor of SAFE

nedian Wilditfe Federation (CWF)
In its legal sctions ageinal the Ral-
{irty-Alameda dam project

It outlines the review process
used when environinental Impacis
might resyull from » (edern!
projecl. or & project that has an
imnpact on a federal area of re-
1ponsibility

The Nret stage of the process iy
an {nitisl screening, when il .5
delermined if the project will have
any significant Impacts

Depending on what officiale
find, the project is allowed lo pin-
ceed, wubmitted to further tidy,
or'eeferred 1o the harel of Indepernl
ol ponel review currently uinler
-ay Inregards to Maferty Alame.

Suln 1aid the project wi be
screened for impacts, but It may
be 8 matter of menths Sefcy slafl
sre able lo do Lhe review.

In & July 10 tetler, Macliunald
wrote lo Valocourt that the pro
pcsed BAXS-million ferlilizer plant

and relaled operations may have
adverse savironmenta! effects on
s humber of areas of federal re
ponsibility

The plant, which »lil piroduce
granuler ures and snhydrous
morua ferUhizers fromn natural
15 & jolnl venture of the provincial
goverament and Cargill Lid

MaDonsld 9 letter sugpeste the
B-o)ecl, which wilt uta walar (1om

uffalo Pound Lake, may sffect
ficherses and fish habital an srea
of federst responadilly 3lling un-
der the Fisherles Act

MpcDunald  ssbs Valcourl o
corluch & review of the phant un
dir Lhe FARP arder sud prevemt
any acuon froen being Laken on the
project that may hsve an sdverse
silect oa the ervironment

He also asks that interested por-
ues snoula be aT¥yed “irrevecs.
ble declsions on corutruction, sc
quigitions, orders or conlracls
oughl not 1o be made pending the
EARP review.”

Leagsr Pott lca phold

The fisheries minister hu launched an environmental review of Whis proposed fertilizer plant

Ottawa to revnew§ Saferco plant

“The whele thing L3 it the
ssseasment Lake place before 1he
declslon ts made Thal'g adsolute-
Iy crucial,” MacDonsld ssid

He 1at4 SAFE sen lctlers io
virious (edernl ministers whose
Jurisdictions could be slfected by
he project in an effort to avold 8
situntion such ms occurred with
Ralferly-Alameda, where subsian
tinl work was done on the project
before [t way submiized to (he
EARP procesa

“The whole point I8 to do 11 tight
this Ume."” he and

The provincial governinertang
Inaity ruled that the project 4 4 not
have (o dbe reviewed under the
province's Eavitonmeutsl Assess
ment Act

In June it was anncunted the
conipany would underge a solun
tary assessment under the pravin
cial process. but that construttion
woutd be permilted tv go shead
during the teview

Joe Malko tpokeaainn for Safe
co. st he wasn | aw e of any ad
ditlonal review facing the prujedt
beyond the provincial cne

“To the best of my knowledge, |
don’t think thig is something new,”
katko saig

Tha lelter could reNect a *"crosy
jurisdictions}* exchange of infor
mation resulting from the provin.
cla} process, he 1nid
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By Johanna Powell
]

Financial Post

EDMONTON — An efoct by the Saskateh-
ewan government to broaden the prov-
ince’s economy hag run into a stormo of
coatroversy.

Environmentilists, industry groupe
and opposition politicians are up in arms
adout 2 $435-nullioa fertilizer plant be-
1ng built outside Reqina by Saferco Prod-
ucts Inc., a partnership of grin giant
Cargll Lid. and the provincial govern-
ment.

Four of Western Canads's five fertilis-
er producers have formed 2 group to
fight the plant, which wall export fertilis-
er to other provinces and the U.S, And
oppositon politicaans contend Saskatch-
ewsn wil] lose mocey on the deal.

Meanwiule, envionmentalists have
prompted the fedecal Fisheries Ministry
to arder a report on whether the plant

will bave a tve impact on near!
Buflalo Pound .mnolmeSa:z

Sajatchewsn River system. The plant
13 expected to 1 '%gqunn‘md
, the waler

This mc weex, 2 Sausfamww_ an envi-
roamental group ar it is apply-
mlwlppedacouhdacniondmy&:l:t
access W0 information on the plant, slated
o open in 1992,

[n response to the cnticiam, & comps-
fty spokeaman mastans the plant will be
'a good deal for farrgers, provincial tax-
payers and Saferco's shareholders.

Saskatchbewaa Finance Minister
Lome Hepworth sid the i

s
commercial venture with shart and long
term econommuc benefits, ¢

_ “From the government’s standpoint,
the dnving force for entenng nito &
Ju magnitude on behal of the
Uxpayer is to diveraily our scooomy. We
waot more manufscturing and
processing.” -y
. The immediste benefits Include job
creation, revenue from royalties on the
natusal gas used to make Aitrogen fertil-
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izer and the sales tax on the structure
itseltf,

Safestc ind Uuee oher progis. Al
four are funded at least in part by the

province. -
SAF2 durector and awyer Rod Macdoa-
ad sad 10 each of the four cases, there

the public can judge the envuwronmental
un!:::,' nci l.:v “mnclmue
u L iU's tune to
the tew, be su) X

Meanwhile, the positon of sare nm
%efd oo&mnmd dluMNbcdo

it phoblepe
technical upcﬂﬁ from fertdizer pro-
ducers. MacDonald contends the sup-

port does not affect SAFE v arguonant that

Opposition is mounting to
$435M plant near Regina

K plani
the ground f not
government involvement,” says Joe Fra-
ser, CCNP president end a director of
Sherritt Gordon Ltd

cprporaticns. “Cargll Vi
50% of the company for 15% of the cash
up front.” .

Solomon tlleges the contract between
Cargill and the governmest includes &
clause to the effect that the province wil
cover all future operating losses. He has

i
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release report
of review’ panel.

REGINA Envlronment Min
ister Grant-Hodgins is satified
with Saferco’s 70-page report on
the: environmen  Impact of its .
Belle Piaine nitrogen ' fertilizer )1
plant but he won't make it public.

: Seven provincial departments -

acting as an environmental re-
viéw. panel have looked at the re-"::
pott-and approved the ‘plant, ac- &
cordihg * to- Frederic - Corrigan, :
président of Cargill's fertilizer di~:;
Vislon In the company's Mimesp- .|

c"ﬂ'isan was responding to con- b
m by a gg.oup of
ter% Al!’nseﬂcan senators in a let-

' Trade Representative -
Carla Hills.
 They wrote to Hills on behalf of --

a group of American fertilizer ;'

lobb “the -
Safoe pojet e they b -

lleve lt beneﬂt from - unfah-
overnment ‘subsidies that could " i;

;_
to antidumping action. ; - i°|

_The senators also Ch&rSe the |

Saskatchewan government “ig- -

* nored sensltive envuonmenm

i
lect but C°rrigan :‘dnfed that- a: al
gross misrepresentation” in his- i

own lztter to Hills,

. The NDP demanded Hodglm
rel.ease the Saferco environmen- :.
"o retfonag“lttb:mﬂd -

jeop- -
ardize sensi :?hegﬂngmfor,
mation that would give competi- "'
tors an unfalr advantage over ")

Safereo
—BUR‘I‘ON

| e me

..a"‘O

-
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Objections raised to Saferco

prOJect

PLANS by Saferco Products Inc.,
a joint venture between Cargtil Ltd.
- and the province of Saskatchewan,
to construet 1.500 tpd ammonia and
2,000 tpd granular urca plants near
Belle Plaine, Saskatchewan by 1992_.
“have run info considerable opposi-
tion, both from within Western
Canada and uhe United States. W.
Canadian nitrogen producers are
opposed (0 the project, noting that
the area aiready produces well in
excess of local nitrogen require-
_ ments and exports at profitable price
levels will be problematical given
~ the planned plant location. The US
AdHoc Nitrogen Producers Com-
mittee; which represents the inter-
ests of seven US producers, believes
the plant could, when completed,
endanger thc market share of in-
dividual producers as much of its
- output will flood into the US; these

-complaints have reportedly been -

passed on for investigation by the
US Dcpartment of Commerce, the
US trade protection law watchdog.

.-

For its part, Cargill belicves that,
when the plant is scheduled to com-
mence operations,. nitrogen

‘demand, both within Western

Canada and on the world market,
will have increased substantially and
thus no infringement S trade
laws  (including  anti-dumping
statutes) by Saferco- will occur,
Moreover, Cargill has dismissed
claims that the government's loan
guarantec constitutes a subsidy,
stating that a fee, over and above the
interest rate level on the loan, will
be paid by Saferco.

Given the uncertainty resulting
from the exchanges over the Saferco
project, Canadian 88 Energy Corp.
has delayed for a year its plans to

build a complex near Rosetown,

Saskatchewan. Construction work
on the complex, to produce up to
74,000 tpa of urea, 132,000 tpa of
ammonia and 248,000 tpa of UAN
solutions, was scheduied to com-
mence last autumn. 0
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Cancel Cargill
fertilizar deal

1t's 1ot too late to cancel the province's Interes! in

glleah?argul fertilizer be built near Belle
eo . . .
Construction Is slafed to begin this month, but in-
formation revealed by e government carlier this
week makes it clear the pro‘j‘mzt has the potential to
be the Sprung Greenhouse of Saskalchewan. And,
. like Newfoundland, this province runs the risk of
ncedlessly wasting taxpayers' nioney on un oversup-
plicd market. ' -

The provinclal government admilted it will pay
Cargill a fee to sell fertilizer, from the jolnl venlure
plant becayse that's the only way Cargill can make
any moﬂﬁ a depressed markel. .

‘Forglve the cyniclsin, but just how are Saskatche-

" wan laxpayers supposed to benefit from the govern-
ment paylng Cargill to make money? If producing
fertilizer Is not profitable, why is the province paying
$4 million for a 49-per-cent interest in the plant and
giving a $308-million loan guarantee?

In the meanthine, the goverument-backed deal
forced oul smaller, private companies who were will-
ing lo take the risk themselves and finance their own
fertilizer plants, .

It has been argued Cargill cannot be expected to
market the fertilizer from the jolnt venlure Saterco
B!ant for nothing, But Cargill owns 50 per cent of it, .

e controlling interest, Does this mean it pays itself
fees for marketing the fertilizer from Its other
plants? Hardly likely.

Premier Grant Devine has adamantly maintained
the plant will’be good for Saskatchewan because it
will create aboul 600 construction jubs, 130 permia-
nent jubs, plus 500 iidivect jobs. 'the price of tertilizer
Is also predicted to drop once it begius production.
But what price will the province end up paying If the
plant fails? :

~ The [acility will produce anhydrous amnionla and

ganular urea. Iloweve;, experts predict demand for
ese two products will continue o decline, not grow.
Anhydrous aminonla_ sales have decreased every
yeur since 1085. No ane clse s willing to build new
anhydrous/urea plants. .

If Cargill manages to get more market share, It

" will be at the expense of ils compelitors. If it Is able

to control the market, fertilizer prices will rise. That
may be good for Saferco, but how will it help the
fariners whom Devine Is so concerned about?

Terhaps the premier should have Invited (he
Sprung Greenhouse (o move hiere ‘there probably

would have been n bigger market for cucumbers than
there wlil be for fertilizer.
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r erulizer deal
could sink Devine

Home .
Quarter

JIM -
KNISLEY X

Grast lieviee spprars (o bave
reahacd & dream.

Ever sisce be losk over the
promier’s chair ia 1963, Devias hao
wiated Sashatchewsa te be 8
werldscals preducer of nitregea

The wsy Devine sees i it oaly

@makes sonse.
Saskatehowen has 1he raw
msterials (satersl gasl il bas
product sad

farmers 1o wee
the sconcmy s in dire
“'"Mo‘u-u.upw-
4 plani hao aet boes 003y, -
A ‘. ia e for-
b m'anulhr oy
e yeare,
d lnrge buschee
wl rarrets to . pariawr.

1
remcmher of Lhe event 1 Graat
Devine saying “It's & go.” and s0e
ol Lhe elbar parisers ia the projoct
sayiag is sa iaterview: “There's &
ot of work Lo be done.”

A yesr latar Lhal project was
dead. never haviag geiion past the

largest privately beld
corporation ~Carpill = need. or
avea want, n:vu‘.l govers

1hat was just tee 2 pass wp.
-

Fer 586 mailies aad o lov of Lhroe
quartors of » porcostage peist e

Uhser domany wey shyreshet -
artculariy oo the Cansdisn
E‘:unn - oad Lbe plasi way well

increane 1a lertihizer wee 10
Sastatchewan.

Saskatrhewan (srmers woe saly
Rall a2 mech mireges os larmers
cisawhers [{. howerer, gram praces
sfap wesk or lor sther resssne Lhare
el 2 dramalne pomp 10 sreges
wir ve Lhe Vrares, Lhee o large
ameunt of Lhe plast’s preducuisa
wilt have Lo be experied

Accurdiag Lo Comara. ¢ lertbiser
prmlucee with plaais srar algary
and Resl Inre. the marketls Corgll

comments could be
0wt grapes - ibe last thing say
Pusiness wanls s mere
Bet Lhey are worth ssuag.

Joha Van Brust. vxo prevdent of

_operaiinns for Comince Fertihaurs,

e = -+ 4w -

Lhe makery of Eirphast braad pro-
ks, says the CLargill
ll““'-ll plast will (:.':

Cargill and ast ihe brst use of

and vvine's devam cwuld prove hee
wndes:
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! saferco debate
still continues

MARK WYATT
The Leader-Post

Cargill wouldn't invest 385 mil-
lion in a fertilizer project that
stands to lose twice that amountt in
its first 10 years of qpration, says
an economist for the giaat grain
company. .

An American consultant re-
leased » study Thursday showing
the Saferco fertilizer plant pro-

. posed for Belle Plaine will loge be-

tween 864 and $132 mullion by 2003.

But that study was on an
unrealistic set of assumptions
sbout the urea’ fertilizer market,
sccording to Mictael Rahm, econ-
omist for Carglll's fertilizer dlvi-
sion. :

“We came up with 8 significant-
ly higher forecast for urea pric-
e’ explained in an inter-
view from Minneapolis, Minn ~

The study conducted by Blue,
Johnson and Associates shows
urea [fertilizer prices will drop
steadily in the 1990s as a result of
low crop prices

Saferco’s revenucs would suffer
3s & result and the project would

lose money in each of its first 10
years.

The Saferco plant, 50-per<ent
owned by Cargill and 49-percent
owned dy Lhe atchewan gov.

ernment, is expecled to produce
2.000 tonnes of urea per day.

But Rahm said the Blue, John-
son study fails o take into account
the impact increasing natural gas
prices will have on the price of
urea fertilizer

Natural gas accounts for 75 to 88
per cent of she production cost of
urea fern]ior

The Blue, Johnson

report shows
__———-——the price of gas will climb steadily

from $1.79 per million dlu in 198
1o $2.57 per million btu by 2002. -

“A significant relauionship ex-
ists belween gas prices and nilro-
gen prices and that's where 1
would fat-out disagree with Tom
{Blue)," Rahm sald.

Tom Biue, & partner in Blue,
Johnson and Associales, said in an
interview eariler this week that
crop prices are the primary force
drlvl.nf ures prices.

It Blue's gioomy forecast of fer-
tilizer prices holds true, the entire
Industry would be In jeopardy,
Rahm argued.
pa ot by roupoFelght Amert

id for by 8 group of ¢ ¢
can rem';?w prod eng:

ing the Saskatchewan govern-

ment’s involvement in the project.
They believe the province's owncr-

ship in Saferco and further support :

from a government loan guaran-

tee amount to an unfair subidy.
Cargill and the provincial gov-

ernmenl have repeatedly refused

(o release the feaaibllity siudy that

was conducted 1o announcing

ture

NDP used the release of the Blue.
- Johnson study to demand that the
government table its own assess-
ments ia the legislature.

“Isn't it a fact the reason yoy're

not tabling your internal studies is
because Blue, Johnson is dead
right. this is a giveaway Lo Cargill
st the taxpayers expense (and)
we've got a white elephant on your
nands*'' NDP leader Roy
Romanow asked in quastion peri-
nd

Fridsy, the

5lsn't it a fact the
reason you're not
tadling your internal
studles is because
Blue, Johnson is
dead right...9

—Roy Romanow

Finance Minister Lotne Hep-
worth said It would be irresponsi-
ble to release coafldential details

firm’s competitors.

“Some in the opposition might
suggest ['m nol the brightest poli-
tician in the world, and [ won't

ay nght into the hands of
S competilors the INDP: are
slanding behind
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. APPENDIX C

April 17, 1990
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Me, Upshall: — Now, Me. Ministes, the interest 1ate naw
stands, Mr. Minister, the interost 1a1e now staids alun as
high as It's been in the tast decade. And you fatk abuut

farmers (rom high interest rates, but the fact i |

that the Farm Credit Corporation rates are going up higher
«= (a3tef — than the prinse rate, In (our months the rate’s

_ gone up 2 per cent or more.

M. Minister, you claim 1o be so closely aligned with the
fedcral governument Can you tefl this | louse why you are
unahle to understand or 10 get thein 1o understand the fact

" that farmers don't nced, in your case, inove debt, and in

the case of the federat government, highar interest ratest
Can you tell us why you ace unalife 10 explain that 1o the
federal govetunontt

Some Hon, Members:  Mear, hearl

Hon. Mr. Devine: - Ay Speakes, 1 will say with the
grextest respea 10 the Juwy. b fronnn Himnbedokt tha
Nis leader wrote me a fetter recently on agriculiure, and
the second point in the lutter was as following:

1f the provinclal government can find neasly $600
miltion fue loan guarantces for Cargill and
Weyerhacuser, then you can come forward with
lbc“ming sceding operating loan program of $500
million,

Now this is reccommended by the NOP leader, a spring
seeding loan program bached. by the provincial

to me,

government, put onl these as the second point thathe sent .

Now the opposition ag critic stands up 3nd says that he's
against loans because it's more debt. Well, it's
recommended Ly your leader.

Now yay can't have it both ways. | know aulside the
legisiature the Leader of the NDP says ihis to the NFU
{Nalional Farrmiers Union): well, 1'll forgive your

tion loan. We can have a ftve-year moratoriun,
We will have the provincial government pay cash insiead

of the federa! government,

Well, Me. Speaker, | just have lo draw them back to their
word hare. They recommended the lederal governiment

pay.the money, and we 3aid that. Secondly, they said we

should have a loan program from the peavince. of
Saskaschewan for $500 million, We've done that. And
thisd, we should stay 10 ow guns 3 stick 10 Usen anvd
have the federal government pay a1 aci cave In as some
peobl¢ do and forgive the produttion foan program or
forgive other rograms, -~

Well, Mr. Speakier, I'N just say this. They had Detice yet it

(- outthere because it's just  tad confusing for the
iculture and the public community at large when it

comes 10 agriculiwie from that side of the 1 louss,

Some Hon, Members:  Hcar, heart
Mer. Upshall: — 'New question, Me, Speaker, to the sane

minister. AU, Minisier, it Is obvious now that .. . Weknow
there's chaos in agriculture in Saskaichewan and we

obviously know v Hrere’s chaos in the Government of
Saskaichewan aud the Cavernment of Canads,

Some lon. Members:  Hlear, heatl )
Mr. Upshall: —Whanyou lﬂn« and rave about something
that's teally off the iscue . .. The issue is interest rates —
Farrn Credit Corpoeatinn jumping theis Interest rates, you
foreclasing on farmers, giving them more loans at
repyment leims they can’t come 10 grips with. Thisis the
height of hypucrisy.

Now, Ms. Minister, if you e sincere,  you are sincere
about the interest rate problem in this country, will you
asune this 1k tochty that you witl request that the
{edvrad guvetiemeet eshe e its Fann Credit Corporation
IRerest s 10 B et contd

Sume llon. Meinbers:  Hear, hear!

Hon. Mr, Devine:  Me. %pwabor, Thave o point out 1n
you avd o the 1nedia ard 10 the general poulilic that the
oppasition has nat auly shown that they’ve got divisions
:viduin thek paity, but now they’ve got divisions inside the
¢ §TILITUTE 3R AUTids.

And now they've really bankrupt themselves of ideas.

Now they'te saying, well would you guasantes, My,
Presiny, that the federal government will lower interest
tatead That's all they've gea left, Me. Speaker. Or the fact
that 1 shoukin't o 1o Ottawa any more because the
federal government aperates as a federal government.

[STH %.lu-.qlvn, s palnsic We conme up with pengrams
Alter prograns Mt prugeuns foe progle, endorsed by the

members opposite when we ask them lor 3 consensus,

and they endorse it in here, asking for a loan program,
asking the fivked] governmint 10 make the féderal
paymest Aivd thwen they go outside and say tomething
complutely differin, 7

M. Speaker, I will just say 10 hon: member, when he gels
3 consenurs on that sule of the House with @IK‘(I 10

agriculture, then ha can fut i down on paper 3§ he can
sendma\odg,mﬁsom'!lauhmwwhnhe';unun.

. -‘/
Some flom. Members: 11w, heart

C_Matlﬂhg Agreement with Cargill and Salerco

Mo, Solonum: - Thank you, Me, Speaker My 4 i ly
to the Pieniier. Me. Mremier, on Monday. Apnt ¢ about
eight days ago, your Deputy Premier 100k notre of &
1eaquedd iom the oppnaition 10 1able with this Houce the
macheting agteenneet with Cargill and Saferco S alvg
took notice, Mr. Premice, of & request (o talite ‘Le lull
agreement of the Cargill plant. This was reiterated last
Tue ' April 10, by your Minister of Economie
Oivessilication and Trade,

1ash you today, Mr. Premiler: are you preparedtotable the
markcting agreemant and the full agreement with
Carglil-Saierco?

Hon. Me. Devine: — Again, Mt Speaker, 'l corne hack

S

-



nic Ume for them. ']l say Lo the hon.
Deputy Promier ook notice of the
‘(| be prepared o respond accordingly.

. Me. Premier, (he Questions with respect to
gill are very important, not only 0 farmers in this
vince bul 10 working people and [0 every taxpdyer that
lives in this pravince.

Some Hon, Members:  Hedr, heart

Mr. Solimnon, — Every tling your gaversinent s said to
date abuout this project bas been kaund (o be wivog, M.
Premier.. 1he cost uf the penject, the government’s
involverneint, and now the marketing agieenent with
Cargill, There's only ane 103500 that you woer't table the
- agroemends with Cagill, wnd thar's bacavs they ll evin
s ¢ 10 be mote embarrassing than the plant alieady is.

We say, Mr. Premier, this plant Is 8 sweetheant deal for
Cargill and 3 bad deal for the taxpayers of Saskatchewan.
You say R's a good deal all around. Here's your chance to
prove one of us wrong.

Will you tabie the agreement. Alr. Premier, and It the
people of Sashaichewan decide whether it's 3 goud deal
for theny! And will you table the agreement (0 led the
people of Saskatchewan deckie whether it's 2 good deal
or a bad deall ’

Some liun. Members: ! lcar, heart

Hon. Mz, Devine: — Mr. Speaker, the NDP have already
made the decision that they‘re agaimst Jivessificatin, and
it has nothing to do with documenls. | mean, we

_ Intruduced paper makiog in Saskatchewan and they were
againstit. Wetabled all the documents on Weyerhaeussr,
They'rg againgt upgraders. they're agalnsl processing.
They're against manufactuting. They're against
pracessing of natwral gas. And it has nothing to Jo with
documents; they're against R in principle, In theury. |
mean, this goes right back 1o the basic soclalist hea; they
have (0 have the governmesd do it «= not joint ventines,
nut processing and manulaciuring.

At onc polnt they'll stand and say, well the children are
!,mh‘.whydm’lmmandlmlﬁcmwmluve
2 new paper mill, they're agains the paper mull, They say,
why don’t you do something with ol and gas and other
things? I you build upgraders, you do a joint ventuie with
Husky OH, they're sgainst I,

N you jeiscess nudural g3 . .. how Jo you poccss natural
8331 Do you know what you do? You make fentilizer, Mr.
Speaker. They've been agalngt pror cssing natural gas
since the incepton. They would have never il the
papce null, they worldn't huitdd a precenshog phat, .uul
they wouldn't build a fevulizer plast,

M, Speaker, they're against it i principle. and «t has
nothing 3t ol to do with docutents. Let's have the fa ts.

s = M. Speaker, 3 tiew question o the
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Some Ilon. Members: Hear, haarl

Mr. Soloinon: — Well, Me Speaker, & new Question
the Premier. Ate. Premier, we asked the Deputy Premier

she said the minisice responsible lor the Crov
Tivestnent conpreation would come back and bring th

‘peuple of Sashaichewan wiho was right on this deal an
who was weong! .
Jlon. Mr. Devine: — Me. Speaker, we tabled th

documents an W, and they still think Iv

winng Right! 8 docs't make any diference, and yor
hunv thal as well as Lo, They’R go around Prince Alhe:
and noitlern Saskaichewan, & brand new paper mill
1,000 peuple working at Weyethaeuser — they siill 12y
iUs wiong. Hekomtn’t matier, Me. Speaker. And the Depry
Premies (b e ot » ad we €an Lable documents anc
they 1l ho against every processing project, every one o
them that we've done.

AV Speaker, that's a classic difference hetween the NDP
and the old wxialist attitude, and what we'll do here.
We'll do joint ventures with co-operatives, joint vertures
with Husky, joint venlures with Weyerhaeusar, joint
venluret in fertilizer projects with Saferro 3ad Carglll,
becasse they won't do i, Mz, Speaker. They can'tdo it

bevausa philosnplically they're against it, Mr. Speaker. ~
That's why you see 2 600 per cent increase In .

diversification in this province in the 1asl five years.
Some NHon. Memshers:  Hear, heat! a

Mz, Solomon: — Mr. Speaker, 3 new question (0 the
Premier. Me, Premiet you're attermpling to defend the
indefersible on tte Caigill project. -

Some llon. Mesnbers: Fear, hearl

M. Solomon; — My r(uestion, Me. Premier, in addition to
thuse 1've alieady asked, ig it true that anuther aspect of
the swoetheart deal with Cargill i & long-term contract
betw een SaskEnergy and Cargill-Salerco which pravides

natwral 3¢ 10 the C argitl-Saferco plant at 8 reducedi price,

at a subsillznd peice far below Ws real macket valvel if
this is tue, Prenider, this I8 just ong more secret subsidy by
Saskaichewan Laxpayers. And if you deny this todar In
this 14ouss, then pravide the proof. Table the deal. the full
deal, in this | louse, between SaskEnergy and Cargiit

Some |lon. Members: Hear, heart

Hon. Me, Devine: - - M. Spraker, doyourecalithat ~eed
comietheut®l Hinwy said B was sweetheant with 1 by,
We'te guing 10 do & joind venture making an upg-ader,
and here is a very la:ge multinational company, but i1 32
swecthe ! deat her ause we'ie doing 8 foint ventue with
it. Fepiity patnership, sty from Saskatichawan peo 1%,
e puily i Albedaa gwogle, wwd equity klom Canadisinnto
process heavy oil here, and what do they call it? — they
call it 3 swentheart Jeal. They never got one done They
could’s luik| # with the Co-op. They couldn t buld it
with Husby. They conkbn 't busd it with anybady else *Ar,
Speaker. And it's the same argument, ity the uame
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nghtl —-tw same lines
this province.

Well 'l tell you what, Mr, Speaker, the point i well laid
out here. Saskaichewan Is hehind because by chance,
My, Speaker, they had an NDP achininistratinn for years
and yrars and years that woulid it busitil, aond all ihey can
do Is point fingers. Look at them, MrsSpeaker, they point
fingers and say, Jon't you do & sweetheat deal; the
privale secior might be there. Somebody might make
some money il you profit and build K. | 3y hogwash to
thesn, M. Speeaker, hogwash 10 the whale bunch,

Some Hon. Members: Hear, hearl

1've heard them loNOye.;n n

Environmental lmplica!lém of Salerco

Me. Tchorzewski: — Me. Speaker, | have a questiontothe
Premier 33 well, Mr. Premier, 135t Monday 1he Minister of
the Environment reported 0 this House tliat before
approving the Cangill fenilizer plam at (ledle Maine, the
governnient had done internal studies on the
environmental implications and uthet imptications of this

project.

Now, Me. Premler, in vigw of the fact that yoo made 3
commitment In the tivone spech to a new and open
govarnment, and in view of the fact thal in a court
Judgement involving the files of the Saskaichawan Water

Corporation, the Saskaichewan Cout of Queen’s Bench -
" Me, Upshall: — Thank you, Mr. Speaker, Mr. Speaker,

Judge said the following, and | quote to you, sir:

" A ceading of The Water Corporation Act ‘sitisfies
me that the legislature’s intention vn sctiing up the
coipoiallon was 10 provide a mechanism to
protect Sakatchewan’s share of one of natwe’s
most precious commadities. Because the subject
ntaHer is 50 Importaid 10 the public, R seems
obvioustome . .. -

Me. Speaker, I'm concluding. k weni on 10 say:

v o o R s0ems olwions 10 me thal secilon 31 was
Included to ensuxe tha In some areas of the
corporation’s activitles, the public, for whoin alt

corporation’s activities were being performed,
would br-able_to find out exactly what was
happening. —

) e
Now, Mr, Premice, that . . . (inaudibie Interjection) . . .

Weil the members opposite laugh, Mr. Speaker . . .

The Speaber: — Ordev, ortor. The hon. mernber will
have the opportunity to put the question.

M. Tchoezewshl: — Me. Premier, In view of tha caot
Judgemens, anl tn view of the fact Iha section 7 of The
Environnental Assessment Act 1equires yine 10 make all
. Information pubilic when public requests, will you inake
commitment Indi3y 1o this legisiature 10 uphold that ruling
“In section 7 of The Embonmental Assescment Act andd
undestahe o table alt of te docwricnts and files sclative
10 this project and make them public when the public
should request that they be made public, Me. Prenier!

-v AV SWIY T3 N " u.:o-, oedi
Hon. Mr. Dv  «e: — Me. Speaker, the hon. mtmbu
shaukd go thugh the Manse Jaw ¢ -—and |

don’t kewsw why the inembers from Moose Jaw don’t ask
the questions — and tell the people 'of Moose Jaw that

they'te apainst the peaject: tell the perde in Moosa Jaw—— _ .

amnd .wed that they’ie againgt the project. Secause (xcs
don'tinatier, 78 a swertliean deal, iy a diversification
project, ad ity for the city of Moot jaw and the people
there, and notBne Mouse jaw MLA asks questions sbout
it °

What s that tell you? Rielts you that they s3y one thing
in the House, one thing outside the House; one thing in
the city and annther thing in the country, They've been
doing it for yaare, Mi. Speaker.

11l s3y to the hun. imemnber: this project is 3 very, very
goud diversitication peoject, it's 3 very, very good project
enviiornentally, snd, Mr, Speaker, will Tive up 10 every,
vvery apweaific (it T the vavironmental process. They
know it and | know B, tut they’re sgainst i out of
principle, Me. Speaker. And that's peecisely why they're
aver there, M1, Speaker, and they should stay over there.

Sume Hon. Members: o, |lea£
MOTION UNDER RULE 39
Interest Rates in respect fo Farmers

befure cudets of the day, with leave Iwould liketomove a
motion of wgent and pressing r. zasity, especlally in
light of the emict’s answers. This deals with Interest
rates and as it relates 1o farmers.

"1 think twe iminister sald today that he was concerned

Shaoent Iikesesd vdtes, a3 we ue, So in light of the factthat
(arners are very haed pressed, with leave, | would hike to
move;

That this Ascrirdly condemns the Coverament of
Canmba fer its high inteenst eate policy which iy
Cauing great hardship lor Sashatchewan farmers,
and further, that this Assembly urges the
Government of Canada o rewrite Farm C-adt
Corporation farm Jelnt to reflect reatsiic “and
‘vahaes 3l 10 ensure that the FCC interest 1o e be
00 more than 8 per cent on that farm dets

i 50 move, seconded by the member i'r'éntﬁ"CC"r:~atesu;,.._ﬁ_ -

Leave not granted.
ORDERS OF THE DAY

e Speaker: — Fll ask mwtihers on bals s.204 of the
House to calm down and refax, Lake it easy “roie are
“some private motions hete which we have 1o (onnnue
with. Asxl mvrrylaxly’s golng 10 agree on 'he H>vate
‘Mulions s we're guing 10 molions now.

MOTIONS
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Me. Romanew: — Thank you very much, Me, Speaker.
My question loday in the absence of the Premier is 10 the
Deputy Premier. And, Mr. Spesker, | have in fruniof me 3
copy.of 1oday’s Regina Leader-Posl and therein le s major
mmamsmawqummmm:«
¢ i , Blue, and Associsies 8 wying
that the Cargill fertilizer project, which the govemment

according to Slue, Johnson is going to fose money In each
of its first 10 years of upcration, Me. Spesker.

Mr. Speaker, my question 10 the Deputy Premier s this. In
light of this serious research study carried out by a
S e
j 3 your government
has which will refute the of Blue, johnson, and
will assure the xpayers of an that we're not
0ing 10 et stuck with yet another white elephant.

Seme Hes. Members: Heas, heart

Mon. Me, Hepworth: — Certainly, Mr. Spesker, we don't
accept the reports of the reports of a study. What the hon.
member hasa't pointed out is the study was
commissloncd by the U.S. competition fo Saferco, Me,
Speaker. Does it surprise anyone that the cumpctition to
what's going 1o be the sate of the ant fentilizer plant, the
an lectilizer plant bullt for Saskatchewan
farmers . . . We have more farmens in the whole countsy,
Mr. Speakar, than anywhere else, Mr. Spesker. They use
$300 million In fertilizer 8 year.Mr. Speaker, this is a
900d projoct for Saskalchewan farmefs, Ssskatchewan
farm communities, and the province of Saskatchewan’s
tanpaycrs, Mr. Speoker. -

Me. Romanow: — Mr. Speaker, | have & new question. |
guess i€'s 10 the Minister of Finance, who has undertaken
the cesponsibility of answering this morming.

Mr. Speaker, this study by Blue, Johrson and Astocistes
of the United States says that an Arperican competitor
recemtly in the United States paid substantially less.
money for an American fertitizer plant . . . or lassed
another fentilizer company with twice the output of

1548

Some Hoa, M-nheﬂ Hear, hoar!
Some Hon. Members: Mear, hear!
Hen.AMr. : = And | won't even debate thet

one, Mz, Speakar. But I will not — | will not — be evee . ..
be accused of being iresponsible.

- Mr, Speaker, to table the businéss plan for the

Saskaichewan fertilizer company would play right inlo
the hands of the U.S. competiturs who they are standing
behind, Mz, Speaker. That's what they would like t0 do.
They arc defending the U.S. competitors, They are going
to go behind the U.S. competitors, Mr. Spcaker, as
oppneed 1o the Saskatec hewan larmers, They want 10 stand
behind, the NDP want 10 sland behind and help and
suppon the U.S. competition, not stand dehind
Saskatchewan farmers, not stand behind the
Saskatchewan fentilizer plant, not stand behind
diversification of the Saskatchewan economy, not stand
behing Saskaichewan Waxpayers, Mr. Speaker.

Sqanuon.mmbm:t Hear, heart

Mr. Romanow: < Mz, Speaker, | have 3 new qucsiion for
the Minister of Finance. And | want 1o tell the Minister of
Finance that if his idea is standiag behind the
Saskatchewan Laxpayers, 3 deficit of $14 billion thanks so
this government opposite, | don’t want to have anyihing
10 do with his defence of the Saskaichewan taxpayer,
nothing whalsoever..

Some Hon. Members: Hear, heart
Mz, Romanow: — My, Speaker, this is 2 very serious and

- imporiant matter. Blue, johmon s a company that has

been used by the gentlemen and the ladies of the
govemment opposite. k's been used by the depanment of
economic development; it's been used by the Potash
Corporation of Saskaichewan. Blue, Juhnson and
Associates is a firm used 0 advise this government on
€CONOMIC Projects.

How s i, Mr. Speaker — r - question to the Minister of
Finance — that they ¢a-  zject Bive, fohnson when R
meets their convenience 10 do 50, namely 10 suppnrt 3

-~ boondoggie like Cargill, and yet accent 8lue, johnson In
circumsiances when R sits g}i?mu doitt Howdd - ...

you explain thut
Some Hon. Members:  Hew, heart

Non. Mr. Hepworth: — Mr. Speaker, is anyone really
surprised that the repont commissioned by the opposition,
the U.S. oppusition . . .

The Speaker: — Order, order. ¥m afvald theve a0
memburs on both sides of the House who wish 10 vwurp
the time of the minisier for snswering the question.

. Hof, Mr, Hegworth: — M¢. Speaker, is anybody really

—w
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" Me. Romanow: — Well, Mr. Spesher, | tell
matter wasn't %0 serious Rt would really be a joke,

here by 3 responsible American consuiting

¢
22

people have engaged 7 various times, that stys this plant™

is going 10 lose mor.., for cach of 10 years.

Some Hon. Members:  Hear, heor!

_long years-pius of this govemmernt,
we're used 10 the fact thet the whon © Do
open with the public of Saskatchewan and Is

and

can snewer better than the Minisier of Finance. | doubt
that glven the fact that he was 10 far off on his defick
expecutions of 1986,

Some Hon. Members: Hear, hearl

Mr. Somanew: — But nevertheless, M. Speshar, i1 may
ot the quostion aut.

- — Onder, order, Now this {5 the second time

The Spesher:
- Pvahad o call the hon. members 10 order and | simply ask

them 1o atlow the Lesder of the Opposition 10 put the
question.

Mr.lm-m.&unhu.‘..

M. Speaker, the Leader-Met says that this study by Stue,
Joknon tayh the foilowing, quate: .

Hen, Me. Hepworth: — Mr. Speair, what we do know,
on the basis for Saskatchewsn, the Saskatchewan

mvmm this joint verture, what we do
ts this: number one, we weve abie 10 attract s mejor,
who was prepared 10 nvest, snd

have a govemment on th side, 8 on this side, that's
Intereshd in economic dmmm. bullding our

1549
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Me. Romanow: = M. Spcaker, we have had yet sncther reports, You show us the documentation. Don't give us
new definiion of what 8 joint venture is, thanis 10 the  the PC rhwtoric. Show us the reports that rebut Blue,
PCs. A joint venture, thanks to the PCs in this province of  johmaon. Prove it Clve us the evidence. .

Mr. Romanew: — That's a Joint venture. That i6 8 Joint  In 2 reasoned and responsible fashion, the response that |
venture and Blue, Johnson says k. And in the absence of  would give abowt tabling the butiness planfor the
any studies 1o deny &, | make that alteyation. Seskaichewan fertilizer company is the same rsponse

this
Mo, Spaaker, my quesiion o the ministers opposiie. I's  when he was minister resporsible for thon what was
~kronical that todsy when the Premier Is announcing 8 coming 1w be the Polash Comporation of Saskachewsn,
program of communily development bonds — something  not tabling the documents becsusa of the commercisl
which s fong overdue 1o develop 10 help focal nature of the desl, Mr, Spesher.  ~ °

3 pretend W's doing something for the
tocal communities of Seskaichewsn? Is this not really & question of the hon. member’s
) : credibility and that he's really inserested in polltics, not
Some Hon. Membars: Hedr, hearl ' the economics, Mr. Speaker? len't that the reality?

Hom, Mr. Hepword: — Mr, Soraker, | think there's & Some MHen. Mambers: Hewr, hoor)

Raance, ha refors 10 years 2go0 . . .

Saskaichewan pecpie by the community bond program,  The Spasker: — Order, order..
demhmm Me, Lomanew: == Mr. Spesher, the Minister of Finance

plant, Me. Spaaley, wants 1o know why I's dilferent now. Pl wl! him why i's
dificrent now. Secause we didn"t have 10 years ago .
Right now, though, we ave faced with & siuation where |
think I'd like 10 comeci thw haadine intw paperone more  The Speeher: — | think we’re crossing the baunds of
time. And & should read: the U.S. competition and the  courtesy. The member hardly rises snd he's being
NOP afrald of & Saskatchewan fertilizer plant, Mr,  hollered down. Allow him 10 put the question, —
V. Romanow: ~ Mr. Spaaker, thank you very much. Sut
Some Hon. Members: 1 ear, heart | know now why they’re alraid of me asking these
They're alraid of me and the {armen ashing
My, Romanew: —Mr A 39 Quastions because they have absolutely no



m.w.nnmmmu of

M, Speaker, we try and put this debate back in ome
reasoned context, It's absolutely normal practice not %o
deals at the commercial . . . the relevant lacts and
of commercial deals, Mr. Speaker. & was the case
when he was & minisser and had a similar responsibility.

And, M. Speaker, the other thing that amazes me here s
" on alternate weeks they condemn Richardson

Greenghiclds and somchow have no credibility in
.doing vatuations, and yet 1oday hwi«l\hg%hﬂl‘
pick A example, espec T‘d’ up .
competiion, Mr. Spesker. That's who they’re behind.
They don’t suppoit the Saskatchuwsn farmers, Mr.
Spesker. We do. .

N <

Some Hon. Members:  Hear, hearl

BEST AVAILABLE COPY
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APPENDIX D

Transcript of Documentary on Saferco

Canadian Broadcasting Coampany - "Venture"

Announcer:

Devine:

Announcer:

Ralko:

Announcer:

Ralko:

Announcer:

July 28, 1990

*

Forty kilometers from Regina - Belle Plaine,
Saskatchewan - deep holes are being drilled in
the dusty prairie. Tons of cement being poured.

This is the beginning of a megaproject in the
North American fertilizer industry that the
Sagkatchewan government is determined to build,
and to do it is to.jump into bed with one of
the world's most feared agri-giants.

We've got a partner.

A deal cooked up by Grant Devine that critics
say has pitted government against industry,
province against provincc, and Canada against
the United States. Here's what's involved:
the fertilizer plant will _ost 435 million
dollars; the Saskatchewan government is
throwing in 64 million dollars and will

"guarantee another 300 million in bank loans for

its share of the profits; Cargill tosses in 65
nillion and controls the plant and its distribu-
tion.

The issue of flooding the market, I think, is a
red herring.

Thus, Joe Ralko, a spokesman for the Saskat-~
chewan government and Cargill at a town meeting
in Regina. Besides 130 new jobs, he says
farmers will no longer be at.the mercy of
fertilizer plants outside Saskatchewan.

It's gonna benefit Saskatchewan farmers, who are -
now getting ripped off. .

But while Cargill and the saskatchewan
government tout the jobs and the benefits to
farmers, their opponents angrily say there's not
enocugh room for them on the playing field. 1In
the past three years, nine plants have shut down

in Canada. Cargill says it's because they were

inefficient. Their owners say it's because,
there's too much fertilizer in the market and
they weren't needed. Now those same owners are
predicting more shutdowns and job losses when
the Cargill plant opens ii 1993. One province
that's really worried is Manitoba and its city
of Brandon, 400 kilometers from the new plant.
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Simplot Fertilizer, the city's bigges’ employer,
is threatensd.

Anderson: In our situation, we've got two choices; we can

say to hell with it, fold her down and go. Or,
P we can do something about it.

Announcer: And that means Ken Anderson, thé president of
Simplot, has to find 200 million dollars to
fix up his old plant. Arguing that Cargill,
which is tcugh enough to compete with on its
own, has a government partner, Simplot decided

- '~to get a little government help of its own.
It's told the Manitoba government it had
better be prepared to spend, or face the
consequences. '

Anderson:: The worst case scenario is 230 jobks . . . that
we lose 230 jobs. .

Announcer: Simplot isn't the ¢gnly one threatened - the
. whole industry is dp in arms.

Van Brunt: It's a loser. It doesn't make any sense, &nd
consequently . . .

-Announcer: John Van Brunt, a spokesman for the Canadian
producers, said the Saskatchewan government
was 80 eager to deal with Cargill, it gave
away the farm.

van Brunt: Cargill has come along, got a sweetheart deal.
I mean, there's no question when you can get 50%
of the uh . . .the uh . . proceeds from a plant
and controlling interest, if you will, in terms
of operating control and marketing control. for
15% of the equity, I'd-say it's a good deal.

Announcer: - So how does an American company most Canadians
know very little about crack such a sweet deal?
Power. On trading floors, Cargill controls
a whopping 25%.0f the world grain trade. Last
year, 42 billion dollars in sales, 400 million
in profit. Headquartered inside this French
chateau in Minnesota, Cargill has a rarket
information system that rivals the C.I.A. and
a powerful distribution network that has a’
history of cornering markets,

Hawkins: It's been an amazing year of growth for us.
We bought a . . . ;

Announcer: Kerry Hawkins is Cargill's Qoss in canada. He
knows that when Saskatchewan proposed marriage,
BN .
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it was his calling card to break into the world -
fertiljizer market. e dismisses his opponents. -

"Hawkins: It seems to me that people who are really good 4{3
business people should not spend their time
- whining and complaining but rather should spend
their time looking at the potential
opporturiities in the marketplace.

Announcer: But American politicians are also upset, and to

£ind out why, you'd have to go back to Belle R
: Plaine. Behind Chubby's convenience store, N

you'll find this: a railway line that starts
here and ends in Minnesota. ' Waiting at the
other end are people like Bob Liuzzi.

Liuzzi: There will be a pricing bloodbath in the market- .

- place. I'm convinced of that.

Announcer: Backed by 20 American fertilizer plants and 24
angry senators he says he's signed up, Liuzzi
is spearheading opposition to the plant - =
a plant that Americans are convinced has to have

. & subsidy in it somewhere if the government's
involved. From the huge amount of natural gas
_it will need t& make fertilizer to that loan
guarantee.

Liuzzi: . The producers in the United States will not sit
still. They will fight in the marketplace in
front of the International Trade Commission,.
in terms ot countervailing duty actions or anti-
dumping actions. -

Announcer: Premier Grant Devine says that's nonsense.

Devine: Isn't it interesting that poor little America's

: concerned about this fertilizer company growing
up in the middle of Saskatchewan in Western
Canada? I mean . . .they don't want the
competition. Tell it as it is.

Announcer: The mudslinging is going to continue, but so is
the construction of the plant. 1Its real impact
won't be known until it opens in 1993, and while -
that will signal jobs and prosperity for little
Belle Plaine, it will also signal the beginning

] of a nasty shakedown in the marketplace.
T For Venture, I'm Ross Rutherford .
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APPENDIX E

Western Canadian Nitrogen Capacity
vs. Western Canadian Demand

1 E—

>

Western Canadian Capacity
Y

;AA.§.‘A-;

s -4

- Year

= Westom Coradien CaptcRy Sources: s & JONnEon end ASSOCItes, Agncuiture Caraca

e—f—— Woslom Canedign Consungtion

We Nove Drovided two ¢Smates of Ature Market Growth in Wastem Canade. We beleve S%is oct = 1+ ¢
But we Neve uSed R 10 Provids the benefi of the oube to the Seferco Project. We Devieve 8Ctudi §'ow "
could be 86 low 88 1%. :

In Relation to avallable domestic markets, surpius capacity s growing too fast!
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198788 Western Canada 198788 Westerm Canada
: Urea Balance

Lastern Conads
30,000 wanee - 1.48%

/é
7
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Z
7
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~ 8713000 t.cr 6rl
13

v

SALES BY REGION -~ SALES BY REGION

R {2

Gross Capacity *3,350 Gross Urea Capacity *2.195
Estimated Production 2,975 Estimated Production 2075 -
Operating Rate 89% Operating Rate : 95%
Net Ammonia Available for Sale 1,298 Net Ures Available for Sale 2,043
Western Canada Consumption 406 Western Canada Consumption eutmporss 710
Less Imports 8 Eastern Canada \ 30
Subtotal 398

Available for Export 1303
Available for Export United States 320
USA 87¢ Offshore 183
Offshore 26

‘thovmands 3 " s
*howands of vones

Sowrces: Cominco, SLausixcs Canads

These Ple Charts lllustrate the Western
Industry’'s Dependence on the U.S. Market
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NORTH AMERICAN UREA BALANCE

CAPACITY SAFERCO
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CALENDAR YEARS

bbb atest by Blae, dohnson b Associates, NPKS HMarkets Report,
tanwary, 1990, Anmonia-ticca: World Supply-Demand-Trade, Outlook to 1995,
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APPENDIX F 4 > .

L L

-ICF CONSULTING ASSOCIATES

B30 XK STREET Nw
SUITE 1000
WASHINGTON OC 20006
202 862 100
FAX 202 828 6768

ECONOMETRIC ANALYSIS OF THE IMPACT OF THE SAFERCO UREA PLANT
ON US. UREA PRICE AND SUPPLY

@

MARCH 20, 1990

SUMMARY OF RESULTS

Our ecocometric model predicts that the proposed Saferco urea plant could have a substantial
price nd/otqmuty imgact oa the US. urea market. We estimate that during the three year period
beginning in 1993, whea the Saferco plant is scheduled to come on stream, additional imports of

. Canadian urea would bave the following cffects:

. US. urea prices will decline by 12 to 17 percent
. US. producers’ shipments will decline by 4 to 6 percent

4 -
PROIECT QRIECTIVE
<
ICF Coasulting Associates "Ais asked by the Ad Hoc Committee of Domestic Nitrogen
Producers to update the econometric mode! developed for the injury part of the aatidumping
uwuupuou of urea from the Soviet Union, Romania, and East Germany and to use that model to
estimate the impact of the proposod Saferco plant on the US. urea market. Our objective was to
estimate the impact oo US. pficc and supply assuming differeat quantities of Cinadian product will be
exported to the US. beginning in January 1993. We note that the increase in Canadian exports may
oot all be of Saferco product, but may inciude other Canadian producuon displaced by oew Saferco

output.
MEWRMCDOLOGY -

Using an enem and dcwlcd database of key agricultural and production related variables,
ICF performed a three step anlyus.

Step 1 Estimation of the historical (1983 - 1989) relationship in the US. market
between supply and demand.

Step 2 Estimation of future (1993 - 1995) U.S. urea consumption and Likely
displacement in Canada resulting in additional exports of Canadian ureca to the
U$

Step 3 Using the results of Steps 1 and 2, estimation of the pnee and supply effect of

additional Canadian-shipmeats to the US.

! The sources of data used in this analysis are listed in Attachment 1.
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ICF CONSULTING ASSOCIATES

In Step 1, we used historical data on the US. urea market-to derive ecosometsic estimates of
supply and demand behavior. Our estimates took into account changes in key variables, such as acres
planted and the price of natural gas, that affect the U.S. market-clearing price and quantity. A two-
equation model, supply and demand, was used (0 estimate the historical interaction between the
different variables affecting the U.S. market. The two fundamiental results indicated by our modet are
that, historically, (1) quantity demanded is extremely unrespoasive to changes in price (price inelastic)
and (2) supply is quite responsive to price changes (price elastic). Quantity demanded is Jetermined
primarily by crop variables such as acres planted while the price of urea is determined by factors such as
the prices of satural gas and ammonia.

In Step 2, we used estimates of forecasted US. solid 'urea consumption and likely displacement
of Canadian urea for the period 1993 - 1995. The US. estimates were developed from individual
forecasts of key variables affecting urea consumption. These variables include agricultural factors such
as acres planted and application rates, noa-agricultural and industrial uses such as livestock feed, and
various macrocconomic factors such as GNP. The urea consunption forecast also assumes a contisued
movement by farmers away from anhydrous ammonia to urea and UAN. The forecasts indicate solid
urea consumption will increase from 2,821,000 nutrieat toas in 1993 to 2,924,000 outrient toas in 1995.

< We assessed the impact of the Saferco production and the displacement of Canadian urea under
two sceparios: .

Case 1 400,000 product tons of urca (184,000 nutrient tons) out of Saferco’s planned
. output of 720,000 product toos is exported to the US. This estimate was
derived from industry estimates of urea consumption in Western Canada,
Saferco’s projected market area based on freight and estimated delivered costs,
and Saferco achieving a 50 percent share in that marketing area

Case 2 The displacement cavsed by Saferco shipments is split between the US. and
Canada based on the relative sizes of the two markets in 1989. Thus, if the
US. market is four times greater than the Canadian ooe, thea 80 percent of
Saferco production (additional available product) was assumed 10 be exported to
the US.

We oote that the potential impact of the Saferco production and displacement can be estimated under
other scenarios. For this analysis, we have focused on the two Cases described above as reasooable
scenarios given forecasted market coaditions in the U.S. and Canada.

In Step 3, we estimated the impact of the additional exports to the U.S. under Cases 1 and 2.
These estimates were derived using the supply and demand characteristics established in:Step 1 and the
estimated size of the US. urea market determined in Step 2. These estimates are shown in Table 1.
In Case 1, prices decline by 12 percent while US. shipmeats fall by 4 percent. ln Case 2, prices decline
by 17 percent and shipments fall by approximately 6 perceat. In cither case, we would also expect to
see a decline in US. ammonia prices which may have a multiplying downward impact on urea prices.
Further asalysis of the ammonia market would be necessary to predict accurately the effect on the
ammonia price, but the extent of the decline would vary directly with the share of ammonia production
that is used to produce urea. We note that lower production levels would also bave a substantial cost-
driven impact on U.S. producers’ profitability.

[

Our predictions are premised oo the predicted events being within, or at least oot too far
beyond, the range of historical observations. The supply respoose estimate used in this analysis is based
oo the most receot sudden increase in supply, the surge in imports from the Soviet Union, Romania,
and East Germany from 1985 to 1986. During that period, U.S. producers’ total shipmeats fell by 5 - 4
percent, similar to the projected declines shown in Table 1.
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{ICF CONSULTING ASSOCIATES

- TABLE 1

e EFFECT OF SAFERCO SHIPMENTS ON U.S. PRICE AND SHIPMENTS

CASE 1: ADDITIONAL CANADIAN SHIPMENTS OF 184,000 NUTRIENT TONS

BASE % CHANGE g‘ % CHANGE
US MARKET IN US IN US
000 N TONS PRODUCTION PRICE
1993 2821 -4.39% 12354
1994 2877 -4.30% -12.12%
. 1995 2924 -Seag -11.93%

CASE 2: ADDITIONAL CANADIAN SHIPMENTS OF 259,660 NUTRIENT TONS

. BASE % CHANGE . % CHANGE
US MARKET IN US IN US
. 000 N TONS PRODUCTION PRICE
1993 2821 -6.242 -17.14%
1994 2877 -6.11% -16.82%
1995 2924 -6.01% -16.57%
ATTACHMENT 1
Sources of Datx
,Us.nreaprodl;gdou.invenxoty.expom BumuoltheCamu. )
. Related Products, Report M28-B, various issues
US. urea imports Depuuneu of Commerce, Report IM-146, various
issues
. l‘
Agricultural variables USDA: Crop Production Sarvey, Imports Outlook aad |
- Situatica R World Suooly & D | Egi
various issues
Natural Gas prices . Department of Energy, Monthly Encrgy Review, various
issues
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SASKATCHEWAN FPERTILIZER
i PLANT
Mr. COCRRAN. Mr. President, the

ment for an environmental
staL t. These ns have been
included (n a letter addressed to US.
Trade Representative Carls Hills and
signed by eight Senators. I ask
mous consent that s copy of this letter
be ploced in the Racoas 5 .
There being no objection, the letter
.was ordered to be printed in the
Rscoan, &5 follows ’
U8 8ours,
Woshizgton, DC, Mearch & 1150
Boa. Canis Bous, .
U.S. Trade Represenistive, Washington
Dzar Axzastadbon Brux Wa are writing
to request your assisance with requrd (o &
matter of very grawe concern 16 us. The Ca-
madian ot COEwaD

[
tad 10 expunding it trdustria) base, bt oo

E
§5 58

fortwnstely has histerically ignored
mercial realities I allempein, Lo accom-
pliah this political geal. 1ts pewest industrial

project, & d on Fedrusry
7. 1990, 8 8 woridecale niregen fertiliser

2

- pisat. This prajeet, like others before ig, will
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wiit the U8 market and/
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sesn. that the
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The EBonorable Thad Coohran
United States Sanats
Washington, D. C. 20810

__Dear Senator Csehrans '/

Thank you for your letter of March 8 in which you and your
colleagues cenveyed yeusr congerns regarxding the

fertiliser plant near Regina, Saskatchevan, in canada. I regret
the delay in answering. :

¥ou expressed the views that this project enjoys the financial
suppert ef the Frovineial Gevernnent of Saskatohewan and that,
once the plant commences production, it threatans amjor prioing
problens and u:)n:h::o ion im United mu:i Yo also
sxpressed conoern s 8 proocseding without proper
gv::egunu:.’n:i:v. ‘:2 n«h on, you made gw:

+8.C. 2428 for ormstion concerning the
Province of Saskatohevan’s involvezmant in it. pro

The United states-Canads Pres-Trade Agresment (FTA), in

addressing the issue of-industrial subsidies, prov tor

\ istions over a five- to seven-year period.to dsvelop more
sctive yules and disciplines on the use of government

subsidies: These negotiations are in progress in the subsidies

Working "":f' which I jointly wstablished last March with the

Camadiaf Xinister for International Trade, John Crosbie.

In the intexim, of coursa, the United States is ocontinuing to.
apply our existing anti-dumping snd countexvailing mI lavs to
goods {mported frvm Canada. Your letter msntions gically
loan guaranteses, which may de found to be countervailable
'“@'aﬁ:m :J. tmnutgt:' “\vﬁ;"& izpos mhpcr%
(-] « A ooun uty ed on s
. from Canade if the adninistering authorities determined that (a)
_the product imported into the United states henefits from o
_oountervailable subsidy and {™) a domestic industxy within the
United States has been mateciaslly inz » OF thresatened with
materisl injury, by reason of the subsidized imports.

The Departaent of Conmerce is responsible for the administration
of the countesveiling duty lew. Tha Office of Investigations,
Import Mninistration, vhich is part of the International Trade
Adainistration at Commarce, would be able to answasr any questions
concerning initiation of & countervailing duty investigation.

Ommb!nm: Tequast for tntorﬁuon under 19 U.8.C, 2618, =y
mt:‘? _the process of ce?tuian this information and uh
pTov it €0 you as soon as' it is svailable. In a larger
oontext, t,vu{‘gc pleased to have my scatf raise the issue of
':xcm pmo:od Ssskatchewan fertiliser plant with the Canadian

1a A. Rille

e BEST AVAILABLE COPY



o

.9

Vol. 136

154

WASHINGTON, THURSDAY, MAY 24, 1990 No. 68

Congressional Record

CONCERN IN THE U.S.
FERTILIZER INDUSTRY

Mr. BURDICK. Mr. President, I
have learned recently that the Canadi-
an Province of Saskatchewan is in-
volved with the construction of »
major nitrogen fertilizer faclility in
Belle Plaine, SK. For reasons 1 will
gutline below, this project s causing 8
great deal of concern in the U.S. fertil-
izer Industry and has begun to attract
the attention of many Members of the
Senate.

Earlier this year, the Provincial gov-
ernment of Saskatchewan announced
its planned investment of $64 miilion
in a $435 million project—known as
“Saferco”. The Province also intends
to guarantee $305 million in loans for
the project and a private company also
has agreed to invest $65 million in
return for exclusive marketing rights.
From the {nformation I have received,
it ‘appears that the project can go for-
ward .only with massive government
involvement because the project is not
commercially viable without substan.-
tial government assistance. .

The Provincial government intends
to create jobs through this project,
and no one can fault that effort. How-
ever, the volume of fertilizer that is
projected to be produced by this plant
cannot be absorbed sufficiently by the
Canadian market and invariably would
find its way into'the United States
market, displacing much of the United
States- product. The jobs created by
this project would come at the ex-
pense of many U.S. workers and would
be the result of government-subsidized
production, not true competition.

I have other concerns about this
project, specifically the fact that the
government of Saskatchewan appar-
ently has waived the requirement for
an environmental impact statement
for this project. Since I represent a
State that shares a common border
with. Canada, I am concerned .about
the precedent that would be set by
this decision.

These and other concerns have been
included in a letter to Ambassador
Carla Hills, U.S. Trade Representative,-
that was signed by myself and 10 of
my colleagues. I ask unanimous con-
sent that a copy of this letter be in-
serted in the RECORD. -

“There being no objection, the letter
was ordered to be prlnt.ed in the
RECORD, as follows:

U.S. Snm-z.
Washingion, DC, May 14, 1990.
Hon. Carta HriLs,
U.S. Trade Representats vc._Washinaton. DC.

DEAR Axmassapor Eris: On March 8
detter was forwarded to you {rom & number
of our Senate colleagues.expressing concern
about the massive nitrogen fertilizer facflity
to be constructed in Belle Plaine, Saskatche-
wan with the heavy financial involvement
of the Province.! We are writing to add our
expression of concern to those already regis-
tered, and to respectfully request that you
address this very troubling matter in discus-
sions with your Canadian counterparts.

The United States boasts a modern and ef-
ficient nitrogen fertilizér industry which
provides a very high quality product to
farmers throughout the nation. U.S, produc-
ers of nitrogen fertilizer operate without
subsidies or governument assistance of any
kind. We are proud of the contribution of -
this industry to the agricultural economy of
our nation. Information has recently come
to our attention, however, concerning the
planned world scale nitrogen fertilizer facili-
ty—"Saferco”"—to be built in Sackatchewan,
Canada. We are extremely concerned that
this Provincial project is proceeding without
consideration of economic realities or envi-
ronmental concerns. The economic impact
on U.S. producers promises to be quite ser{-
ous. The environmental Impacts are simply
unknown.

With respect to the environmental assess-
ment of the Saferco plant, Saskatchewan
claims that the plant will meet environmen-
tal standards and that it has conducted nee-
essary reviews. The simple fact is, however, -
that the project has not been subject to &
full public environmental impact assess-
ment. Furthermore, the Provincial govern-
ment—which is not a neutral party—has re-.
fused to release to the public any réport.of.



its allegedly thorougir internat environmen-
tal assessment of the plant. The approach,
¥ wirere {t. £ psrt of & brosder
program o provide support {or a productien
facility that is not commercially justitied
and has all the earmarks of political pork
barre. We respectfully request that our
coneérn sbout the lack of a full environnren-
ta) review of this huge chemical complex be
raised in the Provinctal legisiature.
Not.only are the environmental questions.
quite troubling, but the fair trade impHcs-
tions of Saferco are serious ones. Informa-
tion pravided by our constituents. reported
{n one Camadian presy and raised in the Ca-
madian Partiament presents gz very convinc-
ing case that the Saferco venture fs not
commercially setnd. This {nformazion pre-
sents grave questions about the impact of
the facility on U.S. markets. Neither exist-
ing U.S. producers nor respected indusiry
analysts perceive a need for a new world-
.scale nitrogenr facility in Saskatctrewan.
Currently, the U.S. nitrogen market is
weaker than i has been in several years.
Ammonis and ures prices are well below the
expected spring “peak” and U.S industry
prolitability has declined. Indeed, as propo-
nents of tre plant concece. some U.S. nitro-
g°n capacity has been closed In recent years.
Thaese plant closures and the absence of mew
{nvestraent were a direct response to market
conditions. Low-priced imports from other
sources are alresdy an imporlant factor in
this market. It has been suggested, nanethe-
less, that the Saferco project ts needed to
replace the offshore lmports into North-
America. When the situation is examined in
- terms of the United States market, the mis-
leading nature of this argument is obvious.
Cf the 1.0 to 1.2 millfon tons of ures (the
intended principal Saferca product) imaport-
ed into the U.S. in 1888 and 1989, more than
half was produced in Canada. Of the re-
maining imported tonnage, 65-75% entered
at U.S. GQulif Coast ports. The Salerco plant
will simply not be in a position. given trans-
portation costs, to replace Guif Coast im-
ports. The truta is that the Canadian and
U.S. markets that will be served by Saferco
are carrently well-suppifed by existing US
arnd Canadian producers, with on!y a very
small percentage coming from offshore ma-
terial. As a result, the addfitional Saferco
supply will not reduce tmport levels, but

serve to increase supprr and, necessarily. de-

press prices.

Given the market situation, there is
simply no “econcem™ic need™ for the Saferco
plant. Indeed, {t seems fairly clear to us that
if thre market required thix supply, & private
irvestor would undertake the venture with-
out Provincial equity participation, loan
guarantees or incentives i the form of spe-
cial marketing arrangements. It lras salso
teen rumored that the profect may recefve
preferential treatment in terms of its sup-
riles of natural gas. the input which typteal-
1y accounts for well over 70% of the cost for
produelng nitrogen fertilfzer. Such prefer-
ences, whilé not confirmed at this time,
would not be necessary were the enterprise
commercially visble.
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Purther, the )‘mited participation of & prt-
vate company {n the project does not prove
tirat a commerctally-mativated entity wounld
invest ir Saferco. Private sector mvolve-
mernt in this project is limited to & $65 mil.
lion investment—s& mere 15% of the total
$435 milffon cost of the plant. The private
sector will neither incur nor guarantee the
huge debt required for the project. In
returrs, the Jone private particfpant will re-
ceive exclusive marketing rights for Safer-
co’s production

Tt {s reported that the private contpany in-
volved has been guaranteed a per ton com-
mission .or mark-up on the tons it will dis-

tridute, assuring it & return on its relatively
small investment even if the plant Is not
profitable. It should be noted that Sus-
katchewznm has refused to make publi¢c the
details of this marketing agreement. It Is
clear, however, that limited private partici-
pation in the project, given the separate {n-
centives provided, is no evidence of the
plant’s commercial viability.

It has also been argued that Saferco's cost
of dorrowing (inctuding the guarantee feel
will be higher than the interest rate avail-:
able to either the private participant or the
Provice. One must question, in the case,
why neither party would choose to borrow
directly and take advantage of such alleged-
ly lower rates. Perhaps the private “inves-
tor’” chose not to assume the risk of such
heavy debt on this project or. equally as -
Itkely. no lender would make $305 mmlon
available for Saferco without a government
guarantee.

RhLetoric notwithstanding, we have seen
enough to be convinced that this project isa
major new subsidy which {s exceptionally
ill-conceived. It promises major disruption
to U.S. markets. U.S. producers are extreme-
ly alarmed over the prospect of this addi-
tiocnal unnecessary and subsidized capacity.
Our reviewr of the facts available suggests
that they are alarmed for good reason.

We respectfully request. cherefore, that
you seek a review of the Saferco project by
your Canadian counterparts, from both the
environmental and unfair trade perspec-
ttves. It should be made Quite clear to our
Canadian trading partners that these prac-
tices are not taken lightly by the United
States. Free, lalr and responsible trade
leaves no room for such practices. )

We would appreciate hearing {rom you at.
your earliest convenience concerning your
intended actfons with regard to this matter.

Sincerely,

Quentin N. Burdick, John B. Breaux,
Frank H. Murkowski, Pete Wilson,
Eent Conrad, Dale Bumpe:s, Charles
S. Robb; Conrad Burns, John W.
Warner, Dan Coats, Ted Stevens.

'The Msrch 8 lefter was signed by Senstors
Deaschle. Cochran. Dixon, Pryor, Boren, McClure,
Lutt, and Symams.
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OFFICE OF THE UNITED STATES
TRADE REPRESENTATIVE

EXECUTIVE QPPICE OF THF PRPSIDENT
WASHINGTON
20508

. July 12, 1990
Senater Thomas A. Daschle !
United States Senate .

Mashington, D.C. 20810 -

~ Dear Senator Daschle:

As indicated in her letter to you dated May 23, Ambassador Hills
has asked me to respend to your March 8, 1990 reguest,. pursuant
to section 308 of tha Trads Aot of 1974, as 110;826. for
information concerning "Safuruo,” Sasxatchevan’s nitrogen “

~fagtilizer projeot.

The following is a summary of the information gathered in
responss tO your requeat:

*  The Pradagts The plant, under construction near Belle
Plaine, Saskatchawan, 23 miles vest of Regina, will be the
result of a joint venture between Crown Management Board :
(CMB) of sSaskatchewan and Cargill Ltd. of winnipeg. The
parthers have furamed a company known as Saferco Products
Ine. to bulld and operats the plant, . _

Production is scheduled to begin in 1993. " Duliy production
capacity is expected tu reach 1,300 metric tons of anhydrous
amaonia and 32,000 metric tons Oof granular urea. Company
officials plan to use up to 1,100 tons of the ammonia daily
to produce the urea, leaving about 330 tons of anhydrous
ammonia for diract sale. _

:tn.n’*n." The project will cost C$4335 million, financed
with €6230 million in equity and C$305 millien in guaranteed
commsrcial debt. Carylll is providing C$65 million for a S0
percens share in the prujevt; the Provincial Government of
Saskatohewun (PGOS), C864 million for a 49 percent share
and an unspecified financial institution, C$1 million for

" the balance. » 7
According to company officials, the PUOS Will guarantee the
full C9306 million worth ot commercial debt, charging
gaferco & guarantee fee based un uommercial rates. ‘ihe dest
issue is reportedly Luiny hundled by Merrill Lynch.
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The Canadian government has assured us that the P30 is not
providing any tax incentives or infrastrusture support to
the project, and that the financing of the project will be
consiatent vith commercial terms. - '

Distribucian: Cargill is expected to be the sole marketer’
of Baferco’s output. Although tha exact terms of the
exoluaive marketing arrangezent have not been disclossd, the
PGOS will pay Cargill a fese for marketing the preduct,
wvhich, according to CNS officials, will be & coamarcial rate
based upen the terms and conditlons of sale, .

The opposition politicel party has publioly alleged that the
arrangement will guarantes Cargill $2 to $J per tenh of
fertiliser, regardless of the market price or the
profitability of the plant. Howaver, the governzment has
2iraly denied thls charge and wa have seen nc evidencs to

that effest.

Invironasnt: The environmental awsessment branch of the
»608 originally determined that the project did not require
an envirenmental impaut ussesazant and approved construction
of the plant without such a review. HNowever, following
public and political outcry at this decision, the PGOS
recantly reed t0 conduul & foraal environmental review,
" complete with public maetings. Construction of the project
vill be allowed to procesd wvhile the company prepares an
environmental impact statsment.

Once completed, the plant will also be ruquired to comply
with the licuisling requirsments of the Claan Air Aot, the
gnvironzental Managuaent and Protedtion Act, and the
Oocupational Nealth und Safety Act. :

mxmu:?mnn_mm- The West Germanm tirm of UHDE
OnbH, a subsidiary of Moechst, has been awarded the design

and equipment contract for C$379 million.

saferco is nogotiating with a Saskfnerqy, a provincial crown
corzorceion, for an annual supply of approxinmately 18
biliion ocubliy fest of natural gas, the principal raw
saterial used in the manufacture of nitrogen fertilisers.
The oppesition politicul party has publicly apeculated crat
Saferco may receive ths gas at subsidised rates, Hovaver,
the government has ficrmly denied this charge and ve have
seen no evidence to that ellwuct. \

Accerding to Saferco officials, Saskatchewan water
Corporation, a crown corporatiun which reportedly has a
moneopoly on the construction of water pipslines, will pulld
s 10-mnile pipeline for use by Saferco. Company orficials

40-629 - 91 - 6
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N

stats that the cost of this pipeline will be paid back on
terms consistent with any :oquiaz commervial deal.

j;f.gg.‘_u.:x.gll Saferco axpects to market ita pzoducti
primarily in wvestern Canada, Ontario, the sidwestern United
States, and ovarseas.

legal compatition: Aoccording te the Canadian press,; the
J.R. Simplot Company of Idaho which operates a 20~year old
plant at Brandon, Manitoba is negotiating with the
Provinoial Government of Manitoba for assistance in
upgrading that facility in order to compets vwith saferco.

2 i1 SHaferco expects Tlunt canstruction

26al _Xoonanig IRpact
g tC add an average of 8§00 jobs and approxisately c$600

million i{n new activity to the Saskatchewan economy. Once
operational, th. plant is projected to directly employ 130!
peopls, while *ha unygolng purohase of goods and services
wvould genarate 30) additional jobs and approximately C§#300
millien {n new eionomic activity. ’

I have enclosed some letters, reports and press clippings which
Bay be of interest to you, I hope you £ind this information =

helpful.

sincerely,

P
NS

Jo:hun B. Bolten
General Counsel
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PREPARED STATEMENT OF E.E. MORTENSEN
CANADIAN MEAT PRODUCT INSPECTION REPORT

Mr. Chairman: for the record, I am E.E. Mortensen, Chief, Meat Inspection
Bureau, Montana Department of Livestock, Helena, Montana. —

1 speak for the Montana Board of Livestock, Capital Station, Helena, Montana
21?2053331 The Montana stockgrowers Association, 420 N. California, Helena, Mon-

a . "

On July 6 & 7, 1990 this Department conducted a review of the meat re-inspeetion
glrooedures of Canadian meat products entering the United States at Sweetgrass,

ontana. -

Those present were Mr. Mark Man is, Director, Import Inspection Division, USDA
FSIS, Washington D.C.; Mr. Niles Nay, Import Field Office Supervisor, Import In-
spection Division, USDA FSIS, Tacoma, Washington; Mr. Bill Lehman, USDA FSIS
Import Inspection Division Inspector at both Sweetgrass inspection facilities; Dr.
Hal Sheets, Montana Department of Livestock, Helena, Montana; and 1.

We had the opportunit{l to tour both facilities which have been constructed within .
approximately the past three (3) years. These buildings are of suitable size and con-
struction for their intended purposes. Floors, walls, and ceilings in each facility are
constructed to be easy to clean and in good repair.

We viewed some twenty-five (25) samples of defects that Mr. Lehman had collect-
ed, frozen, and held from approximately January 1, 1990 to the present. These
defect samples consisted of both beef and pork products. We agreed with Mr. Leh-
man’s calls on all defect samples he showed to us. .

We had the opportunity to observe the inspection of six (6) shipments of Canadian
product during the two (2) day visit. ¢

Import Inspection Policy
The inspection of randomly selected samples of imported meat and poultry prod-
ucts as they arrive at ports of entry helps to assure that the inspection systems of
the foreign exporting countries meet requirements like those of the domestic meat
and poultry inspection program and that products that are unwholesome, adulterat-
ed, or misbranded do not enter U.S. commerce. To these ends, imported products
may be subjected to appropriate types of inspection, as assigned by the Automated
Import Inspection System (AIIS) or initiated by an inspector, which may include a
product examination, an inspection of the condition of rigid containers, the incuba-
tion of shelf-stable products, a determination of the accuracy of net weight state-
- ments and other label claims on the labels of retail products, and other types of in-
spections conducted by inspectors in the field.

General Inspection Procedures

The inspector receives or obtains an inspection assignment frum the Automated
Import Information System (computer) for each lot presented for inspection. This
will indicate the type of inspection to be performed, the status of the foreign estab-
lishment, and the random numbers to be used for sample selection.

The import inspection establishment shall present the lot for inspection in such a
manner so that the inspector may count cartons, observe and read display panels
and labels identifying product, country of origin, foreign establishment number, and
lot identification marks. The inspector examines lots for general condition, proper
labeling, accuracy of information of required forms; foreign inspection documents,

and check containers for transportation damage.

Product Examination Policy

- Product examination is an organoleptic type of inspection in which an inspector
feels, smells, and visually examines exposed product samples to discover defects
such as blood clots, bruises, bone fragments, ingesta, extraneous materials (wood,
glass, chemicals, insects, etc.), hair/wool, hide, stains, pathologic lesions, and off con-
dition. The defects are classified as minor, major, or critical, and the totals of each
category are compared with statistically sound sampling plans to determine the dis-
position of the lot.

Sampling and Inspection Procedure

Sampling cartons are seguentially numbered. Sample units of boneless manufac-
turing meat is completely defrosted and other cuts shall be suffici defrosted to
allow the inspector to determine the condition of the product.

"Carcass samples are identified by numbered tags, selecting both the fotequarter
and the matching hindquarter for the assigned sample. Carcass sides are examined
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according to a prescribed routine starting at the inside forequarter to the outside
forequarter, inside hindquarter to the outside hindquarter. .

There are a number of sampling plans and defect criteria tables for carcasses arid
other type product. An example of defect criteria for red meat carcasses and pork
carcasses, wholesale and retail cuts, and boneless manufacturing meat is attached.

Prior to January 1, 1989 import inspection procedures required that every ship-
ment of meat/pou!try product entering the United Stdtes be unloaded at an ap-

———proved import tnspection facility for routine visual inspection (i.e. general condition,
proper certification, and labeling). -

If .the Automated Import Inspection System assigned a further inspection, the
USDA. import inspector would obtain the necessary samples and perform the inspec-
tion. .After the inspection is completed, the import inspector supervises the stamping
of the product (i.e. U.S. Inspected & Passed or U.S. Refused Entry).

Since January 1, 1989, USDA has implemented streamlined impart 1nspectxon”
procedures for Canadian product as a result of the Canadian Free Trade Agreement.
If the Automated Import Inspection System assigns an inspection, the Ag. Canada
inspector obtains the samples at the Canadian plant and puts the samples on the
rear of the truck. Upon arrival at the approved import inspection establishment at
the U.S. border, the USDA inspector will not off load the entire load, only the se-
lected samples at the rear of the truck. After completion of inspection, the product
is not stamped. If the Automated Import Inspection System does not assign an in-
spection, the shipment moves directly into U.S. commerce without stopping at a
U.S. import inspection facility.

There is an intensified inspection program for plants that fail the streamlined in-
spection system, whereby the entire contents are off loaded and the USDA mspector
selects the samples.

REPORT OF THE SECRE’I‘ARY OF AGRICULTURE TO THE U.S. CONGRESS ON MEAT & POULTRY |
INSPECTION

1989—Meat and Poultry

Canada: total pounds passed for entry for all products = 703,380,447 and total
pounds refused entry for all products = 7,210,379 or approximately 1% refused.

Australia: total pounds passed for entry for all products = 658,321,160 and total
pounds refused entry for all products = 2,278,902 or approxlmabely .35% refused. .

New Zealand: total pounds passed for entry for all products = 505,590,550 and
:‘o?;h pounds refused entry for all products = 916,365 or approximately .18% re-
u

Denmark: total pounds passed for entry for all products = 195,527,398 and total
pounds refused entry for all products = 827,975 or approximately .42% refused.

USDA FSIS STATISTICAL SUMMARY

[Meat and pouilry inspection—fiscal year 1989]

Passed Refused Percent refused
690,760,076 | 5,985,584 .87
606,951,573 2,051,926 34
517,549,070 _ 842,732 16
228,323,290 894,224 39

Canada is the leading lmporter of meat product into the United States. It will be
noted that the refused entry rate for Canada is over two (2) to four (4) times higher
gar:e::ihgt of the next three (3) leading countries that export meat product into the

ni tates.

USDA FSIS STATISTICAL SUMMARY

{Meat and poultry inspection—fiscal year 1989]
- Meat Products Exported to Canada = 209,040,132 -~vnds. (includes lard and ren-
dered pork fat—10,107,692) (and other edible fats anu 0i.s—16,136,808)
- Poultry Products Exported to Canada = 78,234,881 pounds.
" Total Meat and Poultry Exported to Canada = 287,275,013 pounds.



{61
CONGRESSIONAL RESEARCH SERVICE—6/12/90

The purpose of the Federal Meat Inspection Act is to protect the health and wel-
fare of consumers by assuring that meat and meat food products are wholesome, not
adulterated, and properly marked, labeled, and packaged.

The Federal Meat Inspection Act .

With rege'd to imported meat, no carcasses or meat may be imported into the
U.S. unless livestock from which they were produced wds slaughtered and handled
in accordance with the Federal Meat Inspection Act and further provides that all
carcasses, meat, and meat food products capable of human consumption, offered for
impertatior into the U.S. “shall be subject to the inspection sanitary quality, species
geriﬁcation, and residue standards applied to products produced in the United

tates”. ' .

GAO concluded that USDA had insufficient data to conclude that the Canadian
ingpection system is equivalent to U.S. inspection.

It does not appear that process for statutory changes set forth in the U.S.-Canada
agreement have been followed and it appears that proposed rules which suspend
meat import inspections for Canadian product are in conflict with the Federal Meat
Inspection Act. : .

The Office of Inspector General reports prior to 1989 indicate the Import Inspec-
tion Divisions control over the importation 'of meat products needed improvement.
One (1) of which would require foreign meat products entering the United States be
inspected by the Import Inspection Division only at the point of first arrival.

Summary o .
It is our view that the present inspectors that we have had contact with, are
doing a fair and competent job of reinspecting seat products coming fromi Canada.
. We feel that import inspection is an additional tool available to industry and in-
?pecltion person .e., to evaluate and identify problems within the system at the plant
evel.

The level of defects and refused entry from Canada that have been detected since
January 1, 1989 to the present time, suggests to us that it certainly is not in the
best interest of consumers to further reduce the level of inspection.

The report of the Secretary of Agriculture to the U.S. Congress on Meat and Poul-
try Inspection, tells us that Canada is the leading exporter of meat product into the
United States for calendar year 1989. It will be noted that the refused entry rate for
Canada was two (2) to four (4) times greater than that of the next three (3) leading
countries that export meat product into the United States.

The Government Accounting Office report dated July 1990 states that FSIS does
not have adequate documentation to conclude that the Canadian inspection system
is equivalent to U.S. inspection. . \

It appears that proposed rules which will suspend import meat re-inspection for
Canadian product, are in conflict with the Federal Meat Inspection Act. They also
may be in conflict with the Canadian Free Trade Agreement. ‘

We believe that Canadian plants that export meat product to the United States
should be reviewed by FSIS personnel. .

There has been recent disagreement between U.S. officials and Agriculture
Canada on a sampling program for listeria. We need to be sure that ready to eat
product is free of listeria, an organism that can cause serious illness, even death.

There has been a great deal of opposition to the proposed rule for the one (1) year
open border—no inspection proposal on Canadian meat product coming into the
United States.

We believe that al! meat product should- be imported into the United States
through a statistically based inspection system but reinspection should certainly not
be eliminated on Canadian product. USDA should maintain strict product testing,
refusal, recall, and delisting criteria for dangerous organisms such as listeria and
salmonella as well as drug, hormone, and pesticide residues.

We believe that the facilities constructed and used at U.S. ports of entry for Cana-
dian meat products should continue to be used for their recommended and intended
purpose.

The purpose of the Federal Meat Inspection Act is to protect the health and wel-
fare of consumers by assuring that meat and meat food products are wholesome, not
adulterated, and properly marked, labeled, and packaged and with regard to import-
ed meat food products, capable of human consumption, offered for importation into
the United States “shall be subject to the inspection, sanitary quality, species verifi-
cation, and residue standards applied to products produced in the United States.”
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We request that if further official testimony is taken concerning Canadian meat

imports, that USDA import inspectors from the locations with the high refused
entry rates, be subpoenaed or.official sworn written statements taken from them
concerning refused entry product at their respective assigned facilities during 1989,

It is our opinion that should there ever be a serious consumer health problem at*
tributed to uhwholesome meat product, it would damage not only the health of the

individual(s) involved but could also be damaging to the economics of the livestock

and meat industries. In other words, a loss of consumer confidence in our meat
product:
Attachment.
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TABLE D1 - ~ DEFECT CRITERIA FOR POI&( CARCASSES, “HOLES:\LE AND
. RETAIL CUTS, AND BONELESS MANUFACTURING MEAT
‘ : , CLASSIFI~
TYPE 'DESCRIPTION . FATIOH
BLOCD One or more of a number or size seriously -
CLOTS atfectinq product usability ‘ CRITICAL
(CODE 301) =mmeewme—cn-- B e ettt mmmemane
More than 6" greatest dimension, or
numerous (over 5) minor blood clots in one
sample unit (1/), not seriocusly affecting
product usability MAJOR
1 1/2" to 6" in greatest dfmension ) MINOR
e
‘ NOT
Less than 1 1/2" in greatest dimension SCORE
BRUISES One or more of a number or size seriously
(CODE 331) affacting product usability
: CRITICAL
More than 2 1/2" in greatest dimension
or more ‘than 1" deep, or numerous (over 5)
minor bruises in one sample unit (1/) not
seriously affecting product ueability MAJOR
1" to 2 1/2" in qreatest dimension or 1/2"
to 1" deep _ _ MINOR
Less than one inch in greatest dimensioen DO NOT
and less than 1/2" deep SCORE
_BONE One or. more of a number 'r size seriously.

FRAGMENTS affecting product usablility CRITICAL
(CODE 304) ==mmmea=-== B L SSrepp T
Bone fragments 1 1/2" or more in greatest

dimension, or numerous (over 5) minor

fragments in one sample-unit (1/), not

ser%ously a!fe"ting product usability. MAJOR
(1) Bdbne fragments less than 1 1/2" 1n

greatest dimension; (2) bone slivers

{(from rib) less tnan 3" long and less than

1/4" wide: ’

(3) Flexible bone chip from a rib end

more than 3/4" in greatest dimension

that is thin and crumbles easily, and

with or without attached muscle tissue, MINOR

{1) Thin bone'!trapings less than 1/32%
thick by 1/8" wide by 3" long attached to

™
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muscle tisnue. : ‘ N
(2) Thin flexible bone slivers, either

attached to or detached from muscle

tissue, less than 1/4" wide and 3/4" long.

- (3) Thin bone fragments or chips either

attached to or detached from muscle tissue Do

* (CODE 313)

that crumble easily and are less than ' ot
3/4" in greatest dimension _ SCORE
DETACRED  Defects of a Eumber seriously uftechlng
CARTILAGE product usabl lty « CRITICAL
(CODE 307) ==~cmecmcacnccamccrcncncccccan= e i emacsceseee o=
Numerous (over 5) minor dafects in one
sample unit {()/) not seriously aftecting
product usability MAJOR
1" or more long and free of muscle
tissue MINOR
_Less than v lonq T v .po
: 1t NeT
. . +tl " scorg
INGESTA Amount equal to area of a circle more .
(CODE 310) than 1/2 inch in dlamater CRITICAL
. Amount equal to area ot a circle 172
inch or' less in diameter . HMAJOR
HARMFUL Any substance causing injury or'lllness
EXTRA- (poisonous or toxic chemicals,, "sharp
NEOUS pleces -of metal, glass, hard plastic,
MAZERIAL etc.): large insects, insects associated

with insanitation, or any material of a
number or size seriously affecting

product usability CRITICAL
(1) Blunt piece of wood 1% or more

long H

(2) Paper or plastic over 7 square

inches:

(3) Single plece of material covering
an area greater than that of a circle
with a diameter exceeding 1/2%;

(4) Any substance causing minor bodily
irritation or discomfort (chemicals,

hard objects, etc.) HAJOR
AARHLESS (1) Small Insects without Insanltation;
EXTRANEOUS (2) Numerous (over 5) minor defects
MATERIAL in one sample unit (1l/), :
(CODE J16) not seriously affecting product MAJOR

L PP P L P L L e P e P L P P P L Y P P P L P Y]

(1) Paper or plastic wraps 1/2" to 7
square inches; -
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{(2) A aingle plece of material covprinq-‘

an area squal to_that of circle 1/8"

to 172" in diameter;

(3) A wild oat or other grass beard

over 3/8" long ‘or 3 or more pieces of

wild ocats or grass beards 1/8" to 3/8"

long on one meat piece and without )
1n!1amatlon MINOR
(1) Hlnute spécks or dust, If affect-

ing product appearance or usability,

scors them under code J31. DO HOT
(2) Pleces of plastic or paper wraps SCORE
or any soft material less than 1l/2%, '

HAIR,
HAIR
ROOTS,
SKIN

(CODE 319)

Hair, skin, or visible hair roots

seriocusly attecting product uaability CRITICAL
Skin with or without_hair or visiblo

hair roots individually or in the

aggregate over 3 square inches or

numerous (over 13) single strands

of hair in one sample unit (1/), not '
seriously attectinq prcduct usability MAJOR
(1) Skin with or without hair or vislble

hair roots individually, or in the

aggregate 1 sguare inch to 3 square

inches

(2) A total of 2 or 3 single strands

of hair or 5 to 10 visible hair roots.

Total the number of hairs or visible hair

roots in samples, divide by 3 for hairs

or 10 for visible hair roots and round

off to nearest whole number. (When a

second step is necessary, total the hair

or visible hair roots from both steps

and divide as above.)

(3) a cluster of hair or visible hair

roots (strands too numerous to coount

in one area}. HINOR
----------------------------------- P LI Y Y LI T TR Yy
Skin, with or without halr or visible

hair roots, individually or in the DO NOT
aggregate less than 1 square inch. SCORE

- OFF
_: CONDITION
it (CODE 322)

| |]| ‘LW cnrwicai '

PATHOLOGIC
LESIONS
(CODE 328)

Any lesion which would have been

aviderit on post-mortem inspection

or seriocusly affects product

acceptability. . CRITICAL

LT T PP P P L P Y PP Y P Y P L R PR LY L L L L L)
v Cae
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. “Any 1cslon which wculd not have been

evident on post-mortem inspection

‘ and does- t seriouuly affect product

acceptabi _ . HAJOR
STAINS, #inor or major areas of a number serlously
PISCOLORED affecting product usability. CRITICAL
AREAS - s o o = . enmecacocwe e Y 1T Uy
(CODE 328) Stain oqual to the area of circle greater
, than 1 172" ‘th dlameter; numerous {Over 5)
stains in one sample unit (12 pounds)
(1/)} not seriously usabllity. . HAJOR
Stain equal to the area of a circle
172 inch to 1 1/2%. MINCR
Very 1iqht stains of any size or stains
covering an area less .than that of a DO NOT
- circle 1/2 inch in dianmeter, . SCORE
 OTHER (1) Defect that Individually or In the
(CODE 331) -aggregate seriously affects the appear-

ance or usabllity of the product,

{2) Lung tissue in any amount CRITICAL
(1) Detects that 1ndlv1dua11y or in

the aggregate materially affects:

product usability,
~(2) Any sample unit containing tooth

or teeth, ear canal(s), lip with or

without teeth marks, or piece(s) of

kidney or liver. MAJOR

LT T e L P P T T ) P P P Y P T P L T P L P T Y Y

Defect that individually or in the
aggregate affects product appearance :
but not its usability, MINOR

1/ Do not score as minor also. ) N

- - - - - - D D P D s - -

.
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" TABLE D2 - - DEFECT CRITERIA FOR RED MEAT CARCASSES - ' -

OTHER THAN LAMB, MUTTON, PORK, AND GOAT . . . .
. oo .
DESCRISTION. : ‘17 eLassIFICATION :

D O 7 S A N e S N SR S 5 O S D 5 5 N G 5% 5 B 50 6 5N 0N 57 W 00 00 -----.----.--.-.-------h.---.'
BLOOD CLOTS Largo olots in stick wound, etc, R v 1 MINOR

(CODE 2301) . P ! : :

ﬁXIR OR (1) Five or more clusters (numerous hairs in a

HIDE 5-inch area or too numerous to count over the

(CODE 2319) entire carcass side, including the hock area);

(2) 51 or more hairs on carcass side (other

than hocks): !

(3) hide over 3 inches . CRITICAL
{1) 3 to 4 clusters of hair;

{2) 26 to 50 hairs on carcass side (other than

" hocks) !

(3 hide 172 inches to 3 inches MAJOR )
{1) 1 to 2 clusters of halir;

{2) 11 to 25 hairs on carcass side (other than -

hocks)

(3) 11 to 25 hairs on the heck area only
{4) hide -less than 1/2 inch HINOR

(1) 10 or less hairs on carcass side (othar

than hocks) ) R
(2) 10 or less loose hairs

NOT SCORE

PATHOLOGICAL
(CODE 325)

4 or more grubs --------------------------------CRIEICAL
2 to 3 grubs T L T e L L T LS 1} W {6) -]

1 gmh L e L E S T ) § o) :]

‘Pathology other than broken ribs or grubgsee~=---pO HOT SCORE

SN
STAINS
(CODE 328)

011, stains, or grease of more than 2 inches--=-MAJOR
011, stains, or grease less than 2 inches =---=-MINOR

OTHER

(CODE 311)

Dressing defects: :
Over 4 inches ~--===ccee-- crmmeemecsacnssaaas-CRITICAL
over 2 to 4 inches =------ececmmc—eca-a-aacee-HAJOR
1/4 inch to 2 inches -=--eccececcccsacnvanaa..~MINOR

Hore than 2 inches wide and more than 1 inch
deep ~~mw--e-eceecmecnecmavessunancneaa=aa==HAJOR
More than 2 inches wide and 1 inch or less
deep; 2 inches or less wide and more than
1 inch deep----- B Lt T 15 310):}
Rail dust and gimilgr including
dressing defects less &hsn A/4 Anchi

26 or more = o o o e o e o8 e O e e e R.
1l t0 25 ~recmermcccccnvcccccancvonccvdansecdnsnesMINOR
10 or less ---------.------------.-4»--.41.-.590 NOT BCORE

’ ol vt

P;e?os of organs, ctc.-----------~:ﬁ13-;1dfrqﬂnﬁvog;1I;w;f

-
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PREPARED STATEMENT OF CHARLES E. Ron, JR. -

Mr: Chairman and members of the Subcommittee, I am pleased to testify before
you today on the implementation of the U.S.-Canada Free-Trade Agreement, or
" FTA. The FTA, which entered into force on January 1, 1989, is a unique and com-
- prehensive undertaking offering significant benefits and opportunities for a wide
spectrum of U.S. economic interests. This Committee was instrumental in the cre-
ation of the FTA, and we have continued close consultations in the implementation
of the Agreement. I know of your keen personal interest in the FTA, Mr. Chairman,
and I enjoyed the opportunity in April to visit Great Falls, Montana, in-a conference
you led regarding opportunities for Montanans opened by the FTA.

Mr. Chairman, the implementation of the U.S.-Canada Free-Trade Agreement
continues to work well. Traders and investors on both sides of the border have
moved to take advantage of the many opportunities opened by the reduction and
eliminatiéon of trade and investment barriers.” We look for further growth as the
‘phased removal of impediments continues during the ten-year, phase-in period.

The U.S.-Canada trade relationship is the world’s largest. Let me point out just a
few statistics. In 1989, over $200 billion of goods and services flowed across our bor-
ders. In that year, U.S. merchandise exports to Canada were $79 billion, an increase
of 10 percent over 1988, accounting for nearly 22 percent of global U.S. exports. Our

exports to Canada far surpassed our exports of $45 billion to Japan in 1989, our - -

second largest market, and approached the level of our fotal exports to all the EC
countries.

Though much was achieved in the FTA, inevitably, neither country obtained all it
sought. Recognizing this, the agreement established a number of important mecha-
nisms for addressing unresolved or future trade problems.

TRADE COMMISSION

The central bilateral oversight body for the FTA is the U.S.-Canada Trade Com-
mission, chaired jointly by Ambassador Hills and the Canadian Minister for Inter-
national Trade, John Crosbie. Under the FTA, the Commission has responsibility for
dispute settlement, and for overseeing implementation and further negotiation and
elaboration of the agreement. For both sides, FTA-created institutions are helping
to manage and resolve disputes and provide a forum for negotiating further, mutu-
ally advantageous liberalization of the bilateral economic relationship.

The Commission has convened two times since its first meeting in March of 1989,

and is scheduled to meet again on October 11 of this year. These initial meetings-

have been constructive and successful. The Commission established a number of
working groups to consider ways to further facilitate implementation of the agree-
mernit. Much of the work of these groups is quite technical, such as the groups exam-
ining agricultural standards, customs administration and rules of origin. But those
issues are extremely important in facilitating trade. In fact, as we saw at the confer-
ence in Great Falls, the business community is keenly interested in such “nuts and
bolts” issues, which enable them to turn trade agreements into business profits.

TARIFFS

The FTA Commission also created a Tariff Working Group in response to one of
the most welcome developments in the implementation period. On both sides of the
border, many industries have been seeking an acceleration of the scheduled elimina-
tion of particular duties, for example, by reducing the period for the phasing out of
a duty from ten years or five years to immediate elimination. Qur implementing
-legislation allows the President to proclaim expedited elimination of duties that
may be agreed with Canada. Before proclaiming such accelerated duty elimination,
the Piesident must obtain the advice of the International Trade Commission (ITC)
and our private sector Advisory Committees. Further, this Committee and the
House Wt;)ys and Means Committee have an extensive opportunity to scrutinize the
proposed Presidential actions.

Earlier this ;the President, under this program, proclaimed acceleration of
the elimination of tariffs on over 400 items covering approximately 56 billion in bi-
lateral trade. Now, we are in the midst of our second cycle of tariff acceleration ne-
gotiations, with strong private sector support in both countries, as was the case last
geear. We anticitpate publication shortly in hoth countries of the list of tariff items to

considered for negotiation for this round. Following publication, we will com-
mence in this country our public comment and advice period, which will extend
until the end of the year. Negotiations with Canada are expected to start in the be-

ginning of next year, to be followed by the statutory 60-day layover and consultation

J

3

(
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“period with the Congress. At this point, we are pr;)jecting a target deadline for im-
plementation of the agreed tariff accelerations of mid-year 1991.

MANAGING TRADE DISPUTES

As you know, Mr. Chairman, the FTA provides two basic dispute settlement.
“mechanisms: Chapter Nineteen, which provides for review by binational panels of
national countervailing and antidumping final determinations, in place of review by
national courts; and Chapter Eighteen, which provides for binational panel review"
of disputes arising under provisions of the FTA other than financial services and
matters covered by Chapter Nineteen. '

There have been two Chapter Eighteen panels to date, the first convened at our . ’

request to review Canada’s West Coast landing requirements for unprocessed

" salmon and herring, and the second convened at Canada’s request to consider a U.S.
law, H.R. 1668, which amended the Fishery Conservation and Management Act to
prohibit the marketing in interstate or foreign commerce of lobsters below a Federal
minimum size requirement.

The first panel decision concerning-salmon and herring was handed down on Oc-
tober 16, 1989. The panel ruled against a Canadian measure that required salmon
and herring caught off Canada’s West Coast to be landed in Canada before it could

- be exported. Taking into account the recommendations of the panel, the U.S. and
Canada reached an interim solution to the dispute in February of this year. This
solution provides that Canada must allow 20 to 25 percent of unprocessed West

- Coast salmon and herring to be exported directly by sea. We will carefully monitor
the implementation of this agreement to ensure that the access negotiated for our
industry is not impeded. .

The Lobster panel delivered its report under Chapter 18 in mid-May of this year,
agreeing with the U.S. position that U.S. minimum size requirements do not consti-
tute an illegal import quota under GATT or the FTA. Since that time, we have been
discussing a broader range of issues in lobster trade between Canada and the United
States, with a view to finding a better coordinated approach to the management and
commercial problems of lobster fisheries. )

With regard to the Chapter 19 panels, thirteen cases have been filed to date,
eleven of which have been decided. The majority of panel decisions have been unan-
imous, although individual panelists have written dissenting opinions in two recent
cases. A number of disinterested observers from the private sector have commented
fl'%vorably to me on the quality and objectivity of the panel reports under Chapter

As is inevitable in a 200 billion dollar-a-year relationship, each side has various
complaints about practices of the other, in addition to the issues that have gone to
FTA dispute panels. We have pursued or are pursuing some of these issues in the
GATT, including our complaints about beer, ice cream and yogurt, and Canada’s
complaint about pork. In other cases, we have been able to ease tensions or reach
accommodations through bilateral consultations, working in concert with concerned
private sector interests. ’

We would not claim that all irritants are solved or that we are satisfied in all
respects with Canadian measures affecting our trade. But the fact of our economic
interdependence with Canada, and the rich array of institutions for cooperation be-
tween our countries has helped us keep down the number of disputes and lowered
the temperature of those disputes that exist. .

' THE UNFINISHED NEGOTIATING AGENDA
At the time the FTA was approved and implemented, both Executive Branch offi-

cials and many members of Congress noted that we did not achieve all our objec- -

tives in the FTA. In fact, both sides have an unfinished negotiating agenda. The
Subsidies issue is an obvious example, and we have a Binational Working Group ad-
dressing this matter, as my Commerce Department colleagues will discuss.

There are other issues on the unfinished agenda. In many cases, there are bina-
tional working groups of governmental or private sector experts working on the
issues. For example, we have private sector committees on plywood standaids and
on automotive trade issues. The automotive group recently recommended amend-
ment of the automotive Rule of Origin in the FTA to require increased North Amer-
ican content as a condition of preferential tariff treatment for automotive products
under the FTA. We are taking up that recommendation in our approaches to the
Canadian Government. The Binational Committee on Plywood Standards has been
making progress toward the development of a common industry standard. After
joint standards are sufficiently incorporated in building codes in both countries, we
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will implement tariff reductions in accordance with our law and Statement of Ad-
ministrative Action. v . o

There are intergovernmenia.l groups on issues from Agriculture to Services. In ad-
dition, like Canada; we haveé been pursuing many of our negotiating objectives in
the Uruguay Round of multilateral trade negotiations. For example, we believe agri-
cultural reform is best achieved in the Uruguay Round forum to ensure that all the
important players share the same rules, not just the United States and Canada.

CONCLUSION

Mr. Chairman, let me return in conclusion to my original premise. Overall, we
have a vast and excellent trading relationship with Canada. With a shared commit-
ment to the FTA and with continued hard work, the U.S. and Canada stand to im-
prove further upon our already substantial and mutually beneficial relationship.

I would be pleased to respond to any questions you may have.

REsPONSEs BY CHARLES E. RoH, JR. TO QUESTIONS SUBMITTED BY SENATOR BRFAUX

Question. Has the USTR addressed the Saferco problem with Canadian officials
directly involved in the plant? Has the Federal Government of Canada provided as-
sistance in addressing this provincial subsidy problem?

Answer. USTR officials have raised the matter of the Saferco plant with their
counterparts in the Department of External Affairs and International Trade in
Ottawa as well as conveyed the concerns expressed by members of Congress to the
appropriate provincial officials Ahrough the offices of the United States Embassy in
Ottawa and Consulate General in Calgary. On trade issues involving sub-Federal po-
litical jurisdictions of either the United States or Canada, the primary lines of com-
munication are between Federal officials in Washington and Ottawa. These respec-
tive Federal officials then convey the relevant information to the appropriate pro-
vincial or state officials. ‘

Ambassador Carla Hills has also raised the issue with the Minister for Interna-
tional Trade, John Crosbie, at the latest méeting of the U.S.-Canada Trade Commis-
sion in October of 1990. Ambassador Hills pointed out to Minister Crosbie the nu-
merous expressions of concern that had been received from members of Congress
and the U.S. industry regarding the Saferco project. She also noted the possibility

that eventual exports from the Saferco plant to the U.S. might be subject to a coun- -

tervailing duty investigation. Minister Crosbie acknowledged these points but noted
that loan guarantees are not prohibited by -the FTA and that some states also offer
benefits to new investment.

The Canadian Federal Government, through the Department of External Affairs
and International Trade and its Embassy in Washington, D.C., has provided assist-
ance in answering questions concerning the Saferco project.

Question. The Government of Canada appears to be committed on a Federal level
to encouraging open and fair trade between our two countries. However, the Canadi-
an provinces seem to be on a somewhat different track. Saskatchewan’s funding of a
huge nitrogen fertilizer project that will be disastrous for U.S. producers is the
latest example. What steps are we taking to ensure that Canada complies with Free
Trade Agreement and GATT principles on the provincial level as well as on the
Federal level?

Answer. The U.S. Government is committed to monitoring and seeking the com- h

pliance of the Government of Canada and its political subdivisions, such as the prov-
incés, with the terms of the FTA. The FTA did not preclude either country from
granting domestic subsidies, but we can impose countervailing duties if subsidized
imports injure our domestic industry. Thus, the financial arrangements involved in
the Saferco project do not appear to constitute a violation of the provisions of the
FTA though these financial arrangements may be actionable under United States
countervailing duty law when the products resulting from this project are offered
for sale in the United States.

Question. Canada apparently seeks to participate in the process of negotiating a

Free Trade Agreement with Mexico. Is it appropriate to consider a three-way agree-
ment wheh Canada’s provinces continue ?o demonstrate their disregard for fair -

trade in markets such as that for ni ertilizer, in which no tariff barriers cur-
rently exist? , . )

Answer. The decision to pursue trilateral negotiations with Canada and Mexico is
based in part on the understanding that the U.S.-Canada FTA establishes a floor for
commitments between the United States and Canada. A trilateral negotiation pro-

.
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vides an opportunity to expand on the trade disciplines contained in that agree-
ment. '

PREPARED STATEMENT OF EMIL "{OMAGNOLI

I am Emil Romagnoli, Director of Government Affairs of ASARCO Incorporated. I
am pleased to be able to testify today on behalf of the. Non-Ferrous Metals Produc-
ers Committee (NFMPC) regarding the implementation of the U.S.-Canada Free-
Trade Agreement (FTA). Our organization is an association of U.S. producers of pri-
mary copper, lead, and zinc.! The member companies of the NFMPC have oper-
ations jn Montana, Missouri, Arizona, Texas, Idaho, and Tennessee. The NFMPC
has n active in exprassing its views to both the Executive Branch and the Con-
gress about the important public policy issues that have erisen in the negotiation of
the FTA and in its implementation.

Let me begin by expressing the appreciation of our industry to you, Mr. Chair-
man, and to other members of the Subcommittee, such as Senator Danforth, for the
leadership that you have provided since early in the FTA negotiations on behalf of
the non-ferrous metals and minerals industry in the effort to achieve some form o
relief from the competitive effects of Canadian domestic subsidy practices. :

As you know, domestic subsidies provided by foreign governments have an espe-
cially important impact on the U.S. copper, lead, and zinc mining and procetsing
. industry, because of the importance of relative costs in the overall competitive »0si-
tion of U.S. producers in the world and because we have no control over metal
prices which are established on international commodity markets. Direct or indirect
government assistance distorts competition and provides a potentially crucial cost
advantage to the subsidized producer. When a metal price cycle turns down, a subsi-
dized producer benefiting from this cost advantage survives and continues in pro-
duction, while U.S. facilities, which must operate in a subsidy-free environment,
may be forced to close down operations. ‘

When the FTA negotiators were unable to reach substantive agreement on the
issue of subsidies discipline in the negotiations, the Congress incorporated section
409(b)—otherwise know as the Baucus/Danforth Amendment—into the FTA Imple-
mentation Act to address the unique impact of subsidy practices on industries like
ours. Section 409(b) was intended to be a supplement to the subsidies Working
Group that was established in the FTA to negotiate an agreement on subsidies disci-
pline during the next five to years. Section 409(b) both provided for the gathering of
information about subsidy practices affecting the industry and presented an avenue
for relief utilizing U.S. trade law if there was the likelihood of injury to the U.S.
industry resulting from those practices.

The NFMPC, in cooperation with non-member companies in our industry, has
been working with the Executive Branch to gather information about Canadian sub-
sidy practices that we believe will be very useful to the U.S. negotiations in the
Working Group. We sought and were granted the necessary eligibility by USTR
under Section 409(b), and we began working with USTR to gather the needed infor-
mation. That process is continuing, and we appreciate the cooperation that we have
received from USTR. We also appreciate the sensitivity with which USTR has han-
dled the issue of, the I acceleration of tariffs under the FTA. USTR has consulted
very closely with U.S. industry on this issue.

It is our understanding that the Working Group has notbeen vigorously pursuing
subsidy negotiations, pending the completion of the concurrent GATT subsidy nego-
tiations in the Uruguay Round. We hope that next spring, the Working Group will
commence negotiations in earnest, particularly since two of the original five years -
allowed for this effort will have already elapsed.

I would like to make a brief comment concerning the current Uruguay Round
subsidy negotiations since the FTA subsidies Working Group will probably began its
negotiations where any GATT subsidy agreement leaves off. Qur industry had un-
dergone a very difficult restructuring since the mid-1980s that has reduced our pro-
duction costs significantly. We are proud of thin achievement and intend to contin-
ue our cost reduction efforts. Today, the U.S. non-ferrous metal industry is cost-com-
petitive with most other ‘producers in the world. However, it is clear to us that for-
eign government subsidization can give foreign producers an important advantage
against which it is very difficult for a free-market firm to compete. We have urged
the Executive Branch to ensure that the GATT subsidy negotiations result in

1 The member companies of the NFMPC are ASARCO Incorporated, the Doe Run Company,
and Magma Copper Company. :
\
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strengthened discipline on subsidies—not less discipline. In particular, we have °
urged that no so-called “green-light” exemptions be made for pollution control and
regional development subsidies since such assistance can confer competitive benefits
that are especially important to mining and metals industries. This is especially im-
rtant to the U.S. industry since in this country environmental control costs are
ggme by the producers on the basis of the “polluter-pays’’ principle. _

Let me conclude, Mr. Chairman, by saging that while fhe members of the NFMPC
are satisfied with the support that we have received fi USTR in implementing
the Baucus/Danforth Amendment, it is important to nofs“that the existence of sub-
sidies in Canada remains an important difference between the U.S. and Canadian
economic systems. For example, I would point out to the Committee that Mr.
Gordon Ritchie, a trade consultant who was Canada’s Deputy Chief Negotiator in
the FTA negotiations, was quoted just this week (Sept. 25, 1990) in the Wall Street
Journal as questioning a direct Canadian farticipation in the U.S.-Mexico bilateral
free trade talks, arguing that the price for Canada ‘“may be unacceptably high,

iven the modest economic benefits to be gained.” Mr. Ritchie also noted that the

nited States may be seeking objectives in the talks with Mexico that it was unable
to achieve in the U.S.-Canada F"I‘A, such as guarantees against subsidized trade.
This comment appears to be a concession by a former Canadian official that contin-.
ued and undisciplined subsidies are'likely to remain a contentious issue between the
United States and Canada.

We certainly hope that the end result of both the GATT and FTA Working Group
negotiations will be a world trading system that is far more free of the wasteful and
distorting effects of government subsidization. I thank the Subcommittee both for
the opportunity to provide testimony on the implementation of the FTA and for
your continued oversight of the effects of the FTA upon the U.S. copper, lead, and
zinc industries.

A

/ .
7 ‘PREPARED STATEMENT OF JO ANN SMITH

Mr. Chairman and Members of the Subcommittee, I appreciate having this o;{?o -
tunity to testify before you today on USDA’s plans for implementing the U.S.-
Canada “Open Border” agreement for meat and poultry. .

Before discussing the specifics of the Open Border agreement for meat and poul-
try, I would like to discuss the pact that fostered the meat and poultry agreement—
the U.S.-Canada Free-Trade Agreement. As you know, President Reagan and Cana-
dian Prime Minister Brian Mulroney signed an agreement on January 2, 1988 to
end virtually all tariffs and most other restrictions on trade between the United
States and Canada by 1998.

U.S.-Canada Fre‘e—%rade Agreement could not be implemented until both the U.S.
Congress and the Canadian Parliament approved the pact and passed legislation
bringing a large number of domestic laws into conformity with the Agreement. As
you know, Congress and Parliament both had lengthy debates over provisions of the .
agreement, but approval was ultimately granted before the agréement went into
effect on January 1, 1989. . \ .

It is important to keep in mind the goat~of the U.S.-Canada Free-Trade Agree-
ment—to promote economic growth”in both the United States and Canada. BY open-
ing markets, our economies will prosper and our goods will become more \?mpeti—
tive internationally. 5 9 ‘

It is also important to remember that the Free Trade Agreement operates for\the
benefit of both the U.S. and Canada. While Canadians will be able to e{lport mQre
products to the United States with fewér regulatory and tariff burdens, U.S. manu-
facturers and producers will also be able to export more products to Canada with
the same lessening of restrictions and tariffs. :

Most Americans support the concept of the Free-Trade Agreement with Canada,
our largest trading partner. However, implementing the Agreement provides some
challenges to both countries. The opening of our borders with Canada with respect
to the importation and exportation of meat and poultry products will increase com-
petition on both sides of the border, and it is certain there will be a period of adjust-
ment before trade between the two countries reaches an ideal level.

OPEN BORDER AGREEMENT FOR MEAT AND POULTRY -

As a result of the Free-Trade Agreement, the United States and Canada have the
opportunity to develop freer and greater trade between the two countries. The
intent of the Free Trade eement is to reduce the barriers to trade between the
United States and Canada. We have the authority in our meat and poultry laws to
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honor the spirit of the Free-Trade Agreement. This Open Border Agreement for
meat and poultry is one of the first tests of whether the reality of the Free Trade
Agreement can, in fact, match the rhetoric of those who say they support free trade.

USDA and Agriculture Canada agreed in February 1990 to implement on a one-
year basis, an experimental open border agr~ement with regard to meat and poultry
trade. Pursuant to notice and comment ru. naking, we are proposing that Canadi-
an products to be imported into the United States will be inspected by Agriculture
Canada-and certified for export. Those products may then Joe imported into the
United States without further reinspection by USDA.

The same is true for U.S. products. They will be inspected by USDA and certified
for export to Canada. Agriculture Canada will not reinspect U.S. impqrts. USDA
and Agriculture Canada have equivalent inspection systems, registration, sanitation
arid labe! requirements, as well as residue testing programs. ..

An evaluation of this experiment will take place by the Meat, Poultry, and Egg
Inspection Working Group, which was established by the Free Trade Agreement.
The evaluation will determine whether the open border experiment should be made
permanent under the applicable law and the Free-Trade Agreement.

CANADIAN INSPECTION SYSTEM

It is important to note that neither the United States nor Canada will continue to
maintain border inspection facilities.

The one-year experiment for meat and poultry is feasible because the Canadian
meat and poultry inspection system operated by Agriculture Canada is equivalent to
the U.S. meat inspection system operated by the U.S. Department of Agriculture’s
Food Safety and Inspection Service (FSIS). The two inspection systems also produce
equivalent degrees of health benefits. Both programs are comprehensive and manda-
tory, and have been in existence sinee the early 1900’s.

Regist‘ration

Canadian and U.S. slaughter and processing plants must register with Agricul-
ture Canada or USDA if they ship products between provinces or states. Canadian
and U.S. plants must also apply to Agriculture Canada or USDA if product is to be
shipped out of the country. .

Canadian meat plants that do not ship product outside of their province may be
inspected under provincial programs. Requirements for plant licensing vary be-
tween provinces. The United States has a similar program for its States.

Sanitation . // '

As part of the Canadifin registration program, Agriculture Canada ensures that
their federally inspected‘plants meet standards for plant layout and design, site sc:
lection, equipment, and sanitation programs. Agriculture Canada also approves all
materials used in Federal plants, from construction materials to sanitizers, as well
as new equipment and plant renovations. USDA also requires approval of its feder-
ally inspected plants’ facilities, equipment, and procedures to make sure the oper-
ation will be sanitary.

Inspection
Agriculture Canada inspects all its federally registered meat and pouliry plants.
There are 1,400 qualified veterinarians and specially trained inspectors located in
more than 800 slaughter, processing and storage facilities across Canada. In the
United States, there are more than 7,700 Federal inspectors, food technologists and
veterinarians who carry oui Federal inspection laws in some 6,700 meat and poultry
slaughtering and processing plants.
~ Federally inspected slaughter plants in both the United States and Canada are
required to have a veterinarian or inspector on site during plant operation to in-
spect every animal and carcass. Animals are observed on arrival at the plent and
are inspected again within 24 hours before slaughter, or in the United States, they
must be inspected on the day of slaughter. If veterinarians identify animals suspect-
ed of disease or unwholesomeness, those animals are segregated and laboratory tests
may be conducted to verify their condition. If results indicate the entire animal is
diseased or that violative levels of contaminants are present, the animal is con-
demned. Again, this is true under both the United States and the Canadian inspec-
tion systems.
Following slaughter, the carcass, internal organs and glands are separated and
further tested. Diseased or contaminated meat is destroyed or sent to a rendering
. plant that produces inedible products. Meat carcasses passing inspection are

9
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. stamped with an inspection symbol containing the word “Canada,” or, in the case of

the United States, “USDA inspected and passed.”

Processing inspection in both countries is conducted on the basis of scientific evi-
dence. Agriculture Canada and USDA monitor sanitary conditions and the critical
steps in the processing operation. If the products or plant conditions do not meet
established standards, the inspector may ccndemn or retain any or all products
within a plant. If retained, meat or meat products will only be released for ship-
ment once it has been verified that the meat is wholesome and otherwise not adul-

terated.

Label Approval

Agriculture Canada must.approve labels for all foods containing meat and pouitry
from federally registered plants and imports. All labels must include the name of
the product, its weight and ingredients, the name and address of the processor and
any refrigeration and handling instructions that might be required. The USDA
label approval process and labeling requirements are essentially identical.

Residue Testing -

Both USDA and Agriculture Canada have comprehensive residue testing pro-
grams for meat and poultry. In Canada, Health and Welfare Canada must approve
all pharmaceutically based drugs uged on animals. The Canadian Bureau of Veteri-
nary Drugs evaluates results of toxicity, residue, pharmacological and clinical stud-
ies to determine a drug’s safety and efficacy. It also sets guidelines for drug use,
withdrawal periods, and tolerance levels for residues in foods. The Food and Drug
Administration fulfills this role in the United States.

Agriculture Canada then monitors meat and poultry products for bacterial, drug,
and chemical contaminants, just as USDA does. The presence of certain contami-
nants initiates follow-up procedures, which may include testing of feed, or other ani-
mals in the herd. The results of Agriculture Canada’s residue testing are published
annually by the Agri-food Safety Division.

Internal Review . - ‘

Both the United States and Canada maintain internal review programs to ensure
that meat and poultry products intended for export meet the laws and regulations
of the respective countries. Both countries also review plants in the other country to
ensure standards are maintained. If the standards are met, each country certifies
individual plants as eligible to export to the other country. On occasion, plants have
been reviewed that did not meet the reviewing country’s standards. These plants

have been delisted and are therefore prohibited from exporting product to the re-

viewing country. The inspection service in the reviewed country then takes action to
correct the problem areas. If the problems are corrected the plant may then be re-
certified for exporting.

Since both the United States and Canada have essentially identical procedures for
reviewing their plants and for correcting problems, the new proposed rule will
permit each country to deal with its own problems and, when necessary, prohibit
exports without using the delistment process.

PROPOSED RULE

The one-year open border experiment is presently embodied only in a proposed
rule—not a final rule. The proposed rule was published in the Federal Regis*er on
Friday, June 29, 1990. The comment period ran 30 days and was reopened in August
for another 30 days. Approximately 2,400 comments have been received, and we are
in the process of reviewing each Of those comments.

The proposed rule is a result of the unique and special relationship between the
United States and Canada. This unique relationship is based on several factors—the
fact that the countries are contiguous to each other; that open border policies have
been in effect for many years; and that there are no significant differences in
an‘i):inaltshealth practices and the production and processing of meat and poultry
products, .

I would also like to note that even if the open border experiment becomes reality,
much of the meat and poulty entering the United States from Canada will still be
reinspected. Approximately 75 to 80 percent of product exported from Canada is
fresh and is processed into other meat and poultry producte. Therefore, when that
fresh Canadian product is further processed, the end product will again be subject to
inspection in a U.S. plant..

--- For a foreign country to export meat and poultry products into the United States,

USDA requires that the foreign country’s inspection system be “at least equal to”

e 2
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all of the provisions applicable to our inspection system and the production of do-
mestic meat and poultry in the United Stag:.

Unlike the majority of other countries’ inspection systems, both Canada and the
United States apply only one standard of inspection to products intended for domes-
tic consumption and export. Most other countries provide one standard of inspection
for domestic product and one for product intended for export.

Before issuing the proposed rule in June 1990, FSIS had published an interim rule
on January 5, 1989, that exempted all Canadian product imparted into the United
States from being stamped witg the official UUSD/ .nark of inspection. In addition,
the interim rule authorized new “streamlined”’ reinspection procedures. for product
from Canadian establishments that wished to participate in the streamlined inspec-
tion program. FSIS inspection officials had determined that streamlined inspection
procedures could be offered and marking requirements could be eliminated without
compromising product wholesomeness. Such procedures were consideied to be con-
sistent with the provisions of applicable law and the Free-Trade Agreement, and are
discussed in greater detail later in my testimony.

The proposed rule issued by FSIS would amend the Federal meat and poultry
Products insgtion regulations by exempting Canadian meat and poultry products

ntended to be imported into the -United States requirements contained in Parts 327
and 381 of Title 9 of the Code of Federal Regulations, including the requirement
that imported product be subject to reinspection by United States import inspectors.
FSIS is also proposing to amend Parts 327 and 381 to exempt the Canadian inspec-
tion system from various requirements applicable to other foreign countries desiring
to obtain and/or maintain their eligibility to export product to the United States
and to relieve USDA officials from conducting certain review activities.

Part 312 of FSIS regulations would also be amended by the pro rule. Under
that section, the proposed rule would add a new export stamp to be applied at U.S.
establishments to product intended for export to Canada. Part 322 would also be
amended by waiving the requirement that an export certificate be issued and ac-
company product intended for export to Canada and by providing for the use of the
new export stamp on product intended for export to Canada.

Lastly, FSIS is proposing to amend Parts 322, 327 and 381 to provide new proce-
dures applicable to U.S. establishments exporting product to Canada and to Canadi-
an establishments exporting product to the United States. _
~ All of these pro provisions, if made final, would be considered experimental

and would be evaluated during and at the end of the experimental period to deter-
mine what form of permanent change in procedures may be appropriate. The exper-
"~ imental provisions would not be used for more than one year. Once the evaluation is
complete, further notice and comment rulemaking would be undertaken to reflect
any permanent change in the regulations.

AUTHORITY FOR EXPERIMENT

The Secretary of Agriculture has adequate statutory authority under the Federal

Meat Inspection Act (FMIA) and the Poultry Products Inspection Act (PPIA) to im-

plement the U.S.-Canada Open Border Agreement. Section 20 of the FMIA, as -

amended in December 1981, and Section.17 of the PPIA, as amended in December
1985, require that all imported meat and poultry products be subject to the inspec-
tion, sanitary, quality, species verification, and residue standards applied to prod-
ucts produced in the Uaited States. : '
The Secretary is required to enforce these requirements through the imposition of
~ random inspection for species verification and residues, and random sampling and
testing of internal organs and fat of the carcasses for residues at the point of slaugh-
ter by the exporting country, in accordance with methods approved by the Secre-
ta?'. The Acts do not require the Secretary to conduct these random inspections
and testing; the Secretary is only required to enforce the import requirements
through these means. ;
. The random sampling and testing of internal organs and fat of carcasses for resi-
dues at the point of slaughter must be conducted by the exporting country. The stat-
utes so mandate. However, the Secretary has the discretion to determine whether
the exporting or the importing country is to conduct the random inspections for spe-
cies verification and residues. -
" In the case of Canada, the Secretary has determined that the inspection system of
Canada not only meets the standard of ‘‘at least equal to” the inspection system of
the United States, but also that the Canadian meat and poultry inspection system is_
virtually identical to that of the United States. Based on that determination, the
Secretary, in his discretion, may delegate the random inspection or species verifica-
tion and residues to Canadian inspection personnel.
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The proposed regulation, therefore, provides for the inspect ion and re inspect ion
. of imported product from Canada by Canadian inspection personnel, and the inspec-
tion and reinspection of U.S. product to be exported to Canada by USDA inspection
personnel. This inspection procedure, would, in effect, open the border between our
twgd countries with respect to the importation and exportation of meat and poultry
products. ‘ T '
The U.S.-Canada Open Border Agreement furthers one of the goals of the U.S.-
Canada Free-Trade Agreement found in A-iicle 708(1Xd)—‘“to utilize each other’s
Fe&?nggils for testing and inspection of agricultural, food, beverage, and certain re-
a g M -
The Open Border Agreement is also consistent with Schedule 10 of the Free-Trade
-Agreement, which specifically relates to meat, poultry and egg inspection. Schedule
10 states that the United States and Canada should work toward making their in-
spection systems equivalent, and where those systems are equivalent, each country
should accept the equivalence of the other. . : ’

CURRENT REINSPECTION

The United States will continue to reinspect Canadian products at the border
during -the rulemaking proceeding. On any given day, inspection in a Canadian
meat or poultry plant is the same as in any federally inspected U.S. plant. As was
discusséd before, Canada does not have a different standard for its domestic prod-
ucts than for products exported to the United States. Like the United States, it has
a single standard. of inspection for all products. e

Since January 1, 1989, all réinspection of Canadian product occurs at border loca- .
-- tions in approved import inspection facilities and is performed by trained import
specialists. Today, there are 16 approved import inspection facilities at: Buffalo, Ga-
sport, Holley and Champlain, New York; Swanton, Vermont; Caribou, Maine; De-
troit, Michigan; Pembina, North Dakota; Sweetgrass, Montana; Eastport, Idaho; and
Blaine, Washington. . :

Following is a description of what happens currently when Canadian meat or
poultry products are imported into the United States under the streamlined” rein-
spection procedures. Whenever a Canadian shipment is destined for the United
States, a representative of the Capadian meat inspection system contacts one of
three FSIS Import Field Offices serving the northern border states. These offices are
located at Tacoma, Washington; Boston, Massachusetts; and Detroit, Michigan.

FSIS import officials enter the information describing the Canadian consignment
into our Automated Import Information System (AIIS). The AIIS is a computer
system that drives import reinspections, regardless of the country-of-origin. The
computer randomly selects consignments for reinspection. Once selected, a consign- .
ment of Canadian product is subject to all of the applicable examinations. Our
import inspectors reinspect products using the same statistically based sampling
plans that FSIS uses on domestic products. ) . :

If the consignment is not selected for reinspection, the product is loaded onto the

truck and proceeds to the border and through U.S. Customs controls. Keep in mind = .

- that these Canadian products have already been inspected and certified for export
by Agriculture Canada. The product then moves to a U.S. establishment for further
processing or into distribution channels. Although no formal reinspection is re-
quired at the U.S. plant, FSIS in-plant inspectors routinely observe products moving
through plants and take appropriate actions to ensure that unsatisfactory product is
not used. : '

If the consignment is selected for reinspection, FSIS informs the Canadian reg'x"le-
sentative of the quantity and specific random numbers of the samples required. The
Canadian representative then selects the specific samples, identifies them, and puts
them in an easily accessible area of the truck. The truck then proceeds to an official
import inspection establishment at the border. An FSIS import inspector then re-
moves the identified samples and proceeds to perform the various inspection proce-
dures that are appropriate for the consignment. These procedures eliminate the
need to unload the entire vehicle but still ensure that appropriate reinspection
occurs.

There are more than 100 different types: of inspections thaf can be assigned to the
variety of products that are imported into the United States. Many-of these inspec-
tions are unique to specific processed products. o C

INSPECTION UNDER PROPOSED RULE

Under the proposed rule, some of the current procedures would change. Once ‘U_.S.
product is ready for export to Canada, the U.S. establishment would be required to
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telephone or fax information to FSIS in Washington, including the type of product
to be shipped, the number of boxes or carcasses to be shipped, the weight of the
product, and the Canadian label registration number. An authorization number
would be issued to the exporting establishment by FSIS. The exporting establish-
ment would then use this number when stamping-the boxes or attaching the
number to the carcasses for export. The in*>rmation noted above and the authoriza-
tion number would be recorded on a joint form developed for use by both Canada
and the United States. This joint form would accompany the product to the border.

When the product reaches the border, the Canadian inspector would check the
joint form and would consult the Canadian Import Control System (ICS) to verify
issuance of the authorization number. If the authorization number is valid, the
product will enter Canadian commerce. If the number appears not to be valid, the
Canadian inspector would contact Agriculture Canada for more information. Agri-
culture Canada would then consult with FSIS officiaia. If it is determined that the
number is not valid, the shipment would not be permitted to enter Canadian com-
merce. The joint form and the authorization number will allow any product to be
traced should problems later arise. -

In short, any federally inspected U.S. establishment could ship product to any
place within Canada without being subject to Canadian reinspection procedures and
requirements. Neither an export certificate nor a health certificate would be issued.
Instead, the boxes or carcasses would be marked with a special, newly developed
export stamp containing the authorization number discussed above.

- The exportation of Canadian products to the United States would follow the same
rocedures. For example, once Canadian product is ready for export to the United
tates, Agriculture Canada officials would be required to contact one of the three

FSIS Import Field Offices located in Tacoma, WA; Boston, MA; or Detroit, MI. Agri-
culture Canada would inform FSIS of the type of product to be shipped, the number
of boxes or carcasses to be shipped, the weight of the product, the U.S. label approv-
al number, and the Canadian export inspection number that will be stamped on the
boxes or attached to the carcasses. This information would be recorded on the joint
form that would accompany the product to the border. _

Just as with U.S. exports to Canada, any federally inspected Canadian establish-

. ment could ship product to any place within the United States without applying for
or having the product be subject to reinspection by U.S. import inspectors. Reinspec-
tion of Canadian product and U.S. product is to be done by each respective country
before exporting to the other country.

- - I would like to mention again a point I made earlier about reinspection. Seventy-

" five to 80 percent of all Canadian product entering the United States is fresh. That
fresh product is subject to reinspection by U.S. inspectors when it is reprocessed in
- the United States.

FOOD SAFETY

This one-year experiment is proposed because USDA is confident of the safety and
wholesomeness assurances within t anadian inspection system. The same is true
for the Canadians about the U.S. systent:

Food safety is a big issue on both sides pf the border. Just as we are hearing food
safety concerns about Canadian products, there are many concerns being expressed
by Canadians about U.S. products, as well. It is difficult to respond to some of these
food safety complaints, especially in the super-heated environment of the increased
competition that will result from the Free Trade Agreement. -

We understand the concegns, but the bottom line is that we do not believe food
safety is a problem. The Canadian meat and poultry inspection system is virtually
identical to the U.S. inspection system an has the same goals—to ensure that meat
and poultry products are safe, wholesome, and accurately labeled. We believe Cana-
dian meat and poultry products meet those goals.

T SUMMARY

Mr. Chairman, we recognize that implementing an open border policy for meat
and poultry will not be easy or noncontroversial. But we believe the open border
agreement will facilitate and improve trade of meat and poultry products between
the U.S. and Canada. It broadens the market opportunities for the U.S. meat and

~ poultry industry, U.S. livestock producers, enjoying beef and pork prices at record
highs, can use their strong position to make the most of the Free Trade Agreement.
me U.S. producers and manufacturers are concerned their Canadian counter-

- parts will “intrude” on the U.S. market. But as with any trade agreement, it'’s a
-
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two-way street. We will see Canadian product move to the United States, just as we
will increasingly market and sell U.S. products to Canadian consumers.

This open border agreement truly represents free trade. It is an important step in
moving forward with the Free Trade Agreement. It‘is shaping our support for free
trade into reality.

Mr. Chairman, that concludes my testimony. Again,’ I appreciate havmg this op-
portunity to testify on this very important issue, and I would be happy to answer
any questions you or other Senators may have.

RespONSES OF JO ANN SMITH TO QUESTIONS SUBMITTED BY SENATOR DASCHLE

Question No. 1. In your statement, you mention that USDA and Agriculture «
Canada have comprehensive and apparently equivalent residue control programs. If
that is the case, how do you explain that Dimetridazole was removed from the U.S.
market several years ago while it continues to be used with a short withdrawal
period in Canada?

Answer. As you know, the GAO has recommended that FSIS further document
the equivalence of the inspection systems in Canada and the United States. We
intend to fully comply with that recommendation.

Our decisions about the equivalence of residue control programs in eligible expOrt-
ing countries have not been made on the basis of requiring those countries to have
animal compound approval lists that match that of the Umted States. We do re-
quire that effective controls be in place.

Question No. 2. In your statement, the description of internal review activities is -
at odds with the GAO report, pp. 18-19. You state that plant reviews are conducted
by each country in the other’s plants and that delistments occur. You told the GAO
this system changed in 1989. Which is the true statement?

Answer. Since January 1989, each country has used its own internal- auditors to
perform reviews of specific exporting plants. The internal auditors developed and
use a common review form, exchange review results, and cqn fuct at least one joint
review in each country per year. -

Question No. 3. In your statement, you imply that a subst.mtlal portion of meat
from Canada is inspected in U.S, plants by stating “the end product will again be
subject to inspection in a U.S. plant Surely, you are not suggesting that these in-
spections are the same, or similar, to reinspections conducted at the border. How
often are such end-product reinspections conducted at U.S. plants? How much time .
is spent by domestic 1nsp=ctors on these reinspections? How much time is spent. by
import inspectors on import inspection of Canadian prcduct? Please provide a list of
all differences between reinspéctions at the border of product entering the U.S. from
Canada, and end-product reinspections at U.S. processing plants.

Answer. All meat products manufactured in U.S. plants are subject to “end prod-
uct inspection.” These inspections include: Listeria and Salmonella testing, species
testing, and testing for compliance with product standards.

Import inspection is applied at ports of entry to all product arriving from foreign
countries. Import inspéction tasks and their frequency are direécted by the Automat-
ed Import Information System (AIIS). Import inspectors take 45.minutes to 1 hour
to reinspect Canadia.. product. Import inspectors use computer generated assngn-
ments that specify the types of reinspections that must be complebed The assign-
ment contains the detailed samplmg plan; each type of reinspection has detailed
accept/reject criteria.

Question No. 4. Isn't it true that many of the potential health problems that have
been detected in Canadian meat and poultry products have been found in products
processed in Canada, such as Listeria in hot dogs and sausage? Under the Open
Border agreement, would United States inspectors conduct any reinspections of
ready-to-eat products processed in Canada?

Answer. No. 4. Listeria contamination is an international cencern. During 1990,
there have been instances in which Listeria monocytogenes has been detected in
products processed in Canada and intend.d for retail distribution in the United
States. In two instances product recalls viare undertaken; in another instance a Ca- -
nadian establishment was denied the privilege of exporting finished product te the
U.S. for a period of time.

The proposed rule does not contemplate any remspectlon at the border of meat
and poultry products from Canada. -

Question No. 5. Mr. Golden suggested that the legal basis for this rule depended
.on amendments made in the 1981 Farm Bill. Please provide information on the

FSIS implementation of this statute.
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Answer. We are enclosing the final regulation which implemented the 1981 Farm
Bill provisions.

- Question No. 6. You and other representatives of USDA repeatedly assert that the

Secretary has discretion to determine whether the exporting or importing country is
to conduct random inspections for species verification and residues. Does either the
meat or poultry inspection law expressly grant such discretion? Is USDA's position
on this issue based on inference? Does the legislative history suggest that Congress
intended to authorize such discretion to the Secretary? In fact, doesn’t the legisla-
- tive history suggest quite the opposite interpretation? Please cite any precedent(s)
for this interpretation of U.S. law. .

‘Answer. The discretion of the Secretary of Agnculture to determine whether the"
exporting or importing country is to conduct random inspections for species verifica-
tion and residues is based on a rational interpretation of the Federal Meat Inspec-
tion Act (FMIA) and the Poultry Products Inspection Act (PPIA). These Acts do not
expressly grant the Secretary this discretion.

The legislative history of the FMIA and PPIA is inconclusive on the issue of
whether the exporting or importing country is to conduct random inspections for
species verification and residues. The interpretation of these statues by the Depart- -
ment which would allow the Secretary to delegate these inspections to inspection
officials of the exporting country is a rational one. An interpretation made by the
agency charged with the administration of a particular statute will be upheld if that
interpretation is rational. Young v. Community Nutrition Institute, 476 U.S. 974
(813?786;,9 citing, Chevron U.S.A. Inc. v. Natural Resource Defense Council. Inc., 467 U.S.

(1984).

Question No. 7. In his press release announcing this agreement, Secretary Yeutter
suggested _that it. was a cornerstone of the U.S. position-in the GATT on harmomza
tion. Please explain how this would be the case. .

Answer. Under the GATT, the U.S. is moving to harmomze sanitary and phyto-
sanitary standards with other countries in order to prevent nontariff trade barriers
based on public health concerns. This involves harmonizing rules, tests, residue tol-
erances and other standards. The proposed Open Border Experiment with Canada is
an effort to accomplish this harmonization bilaterally even as we move to harmo-
nizé multilaterally through the GATT

. Attachments.
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9 CFR Part 327
{Docket No. 82-005F)

Requirements for imported Products

AGENCY: Food Safety and Inspection
Service, USDA.

ACTION: Final rule.

SUMMARY: This final rule implements the

provisions of the Agriculture and Food
Act of 1981 that amended the Federal
Meat Inspection Act. This rule amends
the Federal meat inspection regulations
to clarify that the inspection, sanitation,
quality, species verification and residue
standards applied to products (i.e.,
carcasses, parts of carcasses, and meat

and meat food products of cattle, sheep,

swilie, goats, horses, mules and other
species capable. of use as human food)
offered for importation into the United
States must be at least “‘equal to’" the
standards dpplied to such domestic
products produced in the United States.
This final r:!e also requires that all
countries .aat wish to establish or
maintain :ligibility to'export products to
the Unit:d States impl¢ment a residne
testing program. Residue testing must be
conducted on the internal organs and
fat. as appropriate, for the detection of
residues in the carcasses of meat and
meat food products being offered for
importation into the United States.
EFFECTIVE DATE: March 14, 1983.

FOR FURTHER INFORMATION CONTACT:
Dr. Grace Clark, Foreign Programs,
International Programs, Food Safety and
Inspection Service, U.S. Department of -

* Agriculture, Washington, D.C. 20250,

(202) 447-6971.

IS,

hvd
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SUPPLEMENTARY INFORMATION:
Execulive Ordeér 12291

The Administrator has determined in
accordance with Executive Order 12291
that this final rule is not a "major rule”.
[t will not result in an annual effect on

... the economy of §100 million or more.
There will be no major increase {n costs
or prices for consumers, individual
industries; Federal, State or local

. governmenl agencies, or geographic
regions. and will not have a significant
adverse effect on competition,
employment, {investment, productivity,
innovation or the abilily of United
States-based enterprises to compete
with foreign-based enlerpmeo in
domestic or export markets. The '
purpose of this regulation is to clarify
and conform existing regulations to
Public Law 87-88, the Agriculture and
Food Act of 1981 which amended
section 20 of the Federa! Meat
Inspection Act. The principal impact of
this rule is on {oreign countries
exporting meat products to the United
States and is not expected to be .
substantial. If any portion of the
increased cost was not absorbed by the
- 4Xparting country and was passed along
" to the United States, such cost should be
quije small and should not have a
substantial impact on the domestic
economy.
... Effect oa Small Entities
The Administrator has détermined
that this fina! rule will not have o
_significant economic impact on a
substantial number of small entities as
/" defined by the Regulatory Flexibility
Act, Pub. L. 96-354 because to the extent
it invalves any costs, those costs would
be borne primarily by the exporting
country. Those foreign countries offering
meat and meat food products lor ~~
' exportation to the United States must
have an inspection ayatem at least
*“equal to” that of the United States, and

e

- most already have in place the progfams -

pecessary to comply with this
reguiation. Thos€é countries requmng
certaln modifications to their systems .
should be able to develop the necessary
programs at a minimal cost to them.
Domestic businesses should incur little
or no sdditional costs, either directly or
- indirectly.

+ Background

§ Pursuant to the Federal Meat
Impecuon Act (FMILA; (21 U.S.C. 601 o¢
seq.), tie Secrelary of Agriculture s
responsible for administering the
programs which are designed to arsure

Secretary has delegaled to the
Admizistrator of the Food Safety and
Inspection Service {FSIS). the authority
to issue regulations and implement
approptiate procedures to ensure
compliance with the reguirements of the
FMIA. 1 he regulations addressing
imported products are codified at 9 CFR
Part 327. In these regulations the
Administrator has established -
procedires by which foreign countries
desiring to export meat or meat food
producls to the United States may
become eligible to do so. More extensive
background tnformation on foreign
programs {s found in the
“Supplementary Information” section of
the proposal.

Proposal
On July 7, 1982, the Agency published

. aproposed rule, 47 FR 20685-29688, lo

implement the provisions of Pub. L. 97~

98, the Agriculture and Food Act of 1961,

conceming imported meat and meat
food products. Section 1122 of the Farm
Bill (21 U.S.C. 820(f)) amends section 820
of the FMIA {21 U.S.C. 620) by adding a

new subparagraph (f} which requires

that all imported products be subject to
the same standards as domeatic

products with regard to inspection,

sanitation, quality, species verification
and residue. The Secretary is directed to
enforce the provisions of the new
section through the imposition of
random Inspection for species

verification and residues. Additionally,
the exporting country must provida for

the random sampling and testing of -
internal organs and fat as appropriate -
for teating for residues in the carcasses
at the point of slaughter. The Agency
proposed that Part 327 of the Federal
meat inspection regulations (9 CFR Part
327) be amended to include the
following provisions:

(1) That the inspection, sanitary,

quality, species verification, and residue

standards applied to imported meat and
meat food products must be at least
“equal to" the standards applied to*
domestic product; and :
{2) That foreign countries wuhmg to

‘eslablish and/or maintain eligibility to

export product to the United States must
malntain a program to test for residues
in the internal organs and fat of
carcasses from which meat and meat
food products intended to be offered for
importation into the United States are
produced.

Comments
The Agency received 22 comments in

resp to the proposal, 18 in favor and

. that products distributed to s
are wholesome, not adulterated,
; properly marked, labeled, anc packaged.
“ Ina~der to fulfill tals obligation, the

3 opposed. The comments were .
submitted by Trade Associations,
private citizens, State Universities, meat

producers, a meat packer, a State
Department of Agriculture, and a Unitec
States Representative. The comments
discussed 5 general issue areas:

(1) Residue lesting by the foreign
inspection programs:

(2) Cost of inspection;

(3) Economic advantage imported
meat and meat food products maintain
over state inspected meat and meat foox
products;

(4) Labeling as to country of origin; -
and

(5) Consumer education regarding
imported products. The Agency's
responses are as follows.

1. Residue testing by the foreign
inspection program. Two commentators
expressed concern about the proposed
requirement that each exporting country
implement a residue testing program
that includes the random sampling of
internal organs and fa! at the point of
slaughter for potential contaminants.
Theythrust of both comments was that
the Agency mus! participate in the
delermination of those types of residues
for whichi testing ought to be conducted.
One commentator specified that the
burden of the residue testing program
ought to be on the exporting country,
providing there is adequate supervision
and monitoring of the program to assure
that the resulting product complies with
established standards. The other
commentator stressed the importance pf
the random testing. the adequacy of the
testing procedures, and the need for
documetation of those testing
procedures thal Have not yet beea
approved in the United States.

The Agency agrees with both
commentators and believes that the rule
contains adequate safeguards, whereby

FSIS will be confident of the adequacy
of each exporting countries’ residue
festing program and the resulting
product. Even though the burden of
establishing a residue testing program
reqts with each exporting counlry, PSIS
Foreign Program officials have been
working with meat inspection officlals
in exporting countried to détermine if the
nature of their residue program is
appropriate. Additionally, the Agency s
requiring that the testing methods used
must be approved by the Administratoe.
The specific testing procedures are also
currently being evaluated by the
Agency.

In response 1o the concenu that the
testing procedures be conducted on a
randem basis the Agency considecs this
to be a minimum requirement, and does
not object to programs designed .
differently provided this minimum B
rcquirement ls met. For example, the .
Agency s permitticg progran:s in some

BEST AVAILABLE COPY
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countries which require testing of every
ot of animals from every farm at each
lanl.
¢ Finally, in response 1o the suggestion
that the exporling country provide
specific documentation of the adequacy
of testing procedures not yet approved
for use in the United Stales, the Agency
potes that it can and will request such
documentation as needed.
Documentation may be needed
whenever an analytical method is not
spproved for official use in the United
Stales or it is to be used for residues of a
compound not approved for use in the
United States. This is an inherent part of
the review of exporting countries’
residue programs: modification of the
rule in that regard is not necessary.

2. Cost of inspection. Two of the
comments discussed the cost to the
United States of providing inspection,
asserting that the cost ought to be bome
by the exportirg country.

aclion that would have an annual effect
on the economy in excess of $100
million. Issuance of this regulation is not
anticipated to cause a change in the
emount of meat and meat food products
being imported into the United States
that would even approsch a resulting
$100 million effect on the economy.
Nevertheless, the Agency agrees thal”
ported product has an economic
advantage over state {nspected product,
for the atated reason. The Agency is
supporting proposed legislation that
would allow state [nspected meat and
meat food products operating undér
standards that:are al least "equal to"
those of the Federal meat inspection

- program entry into interstate commerce.

However, the Agency lacks authority to
make such a8 change absent legislative
action by Congress. The House and
Senate Agriculture committtes are
currently considering proposed
legislation that would permit the

-The greatest cost burden essociated——interstate sale of stateinspected

with the new inspection requirements
will be bomne by the exporting country
nimplementing a residue testing
program at the point of slaughter- The
suggestior that each exporting country
be charged for point-of-entry inspection
services goe§ beyond the scope of this
rulemaking.

3. Economic advantage imported meat
and meat food products maintain over
state Inspected meat and meat food
products. A comment was submitted by
the State of Virginia's Department of
Agriculture and Consumer Affairs which
tock issue with & statement in the
proposal that the rule “{would} not have
a significant adverse effect on
competition, employment, investment,
productivity, innovation or the ability of
United Stales-based enterprises to
compete with foreign-based enlerprises
in domestic or gxport markets.” It was
the commentatot's contention that state
inspected meat and meat food products
suffer 8 competitive disadvantage in the
market place. Even though the state
meat inspection programs operate on a
system that is at least “equal to” the
federal program, the state inspected
meat and meat food products are not
permitted entry into interstate

commerce. \Vhereas, imported products

opurating under the same “equal lo"
standard are allowed entry .nto
interatate commerce.

The statement in the proposal ar.d
noted in the comment refers to a
particular finding required by Executive
Order 12291. The Executive Order
requires that the Agency make a
determination concerning the impuct
any proposed or final regulation would
have on the national ecoromy. USDA
interprets a “'significant effect” to be any

product.

4. Labeling as to country of otigin.
Two commentators discussed a
requirement that all imported meat and
meat food products be labeled as to
their country of origin. One of the
commentators supported such a
requirement while the other opposed it,

Imported meat and mea. food
products must meet the same standards
¢s domestically produced product.
Therefore, special labeling as to the
place of origin is not justified under the
provisions of existing law. Any special
labeling would be very costly to U.S.
producers who combine domestic and
imported product into a single finished
product. These producers would be
required to keep records that would
detail combined product mixtures for all
finished lots. It would also require that
importers maintain various stuckpiles of
labels fcr every country from which
product was imported.

5. Consumer education regarding
imported products. One of the spmments
suggested that the Agency impletent a
consurner education program to sﬂéus
the quality of imported meat and meat
food products as a means of restoring
any consumer confidence that may have
been lost as a result of the Australian
meat substitution incident. r

The Agency agrees that it is important
that consumers be aware that imported
products meet all the standards set for
domestic products. However, there does
not appear to have becn any loss in

- confidence ir imported products due tc

the Australian meat substitution
incident that would warrant the
expenditures required for 8 consumer
education program. Less costly and

“equally effective means of providing

information on the Inspection standards
applied to imports can be used to the
same end. The Agency's mandate under
the legielation was to strengthen the
{oreign inspection program.
Implementation of a consumer
education program exceeds the scope of
this rulemaking.

Final Rule -

Therefore, the Agency is amending
Part 327 of the Federal meat inspection
icgulaticns {9 CFR Part 327) as )
proposed. This regulation is intended to
make clear that the inspection, sanitary,
quality. species verification, and residue
standards applied to meat and meat
food products being offered for .
importation inlo the United States must
be at least “equal to” such standards
applied to domestic meat and meat Jood
products. Part 327 is further amended so
as to require foreign countries desiring
to establish and/or maintain eligibility
for importation of products into the

jted States to have and maintain a
ngram to test for residues in the,
{ tercal organs and fat of carcasses

rom which meat and meat food

'}roducls_imended to be offered for
importation into the United States are
produced. Such a program would be
required to provide for the sampling df
internal organs end/or fat at the point of
slaughter on a random basis. and the *
testing of such interral organs and fat
for the detection of residues likely to
occur in meat and meat food product
from the particular exporting country.
Analysis would be performed on the
internal organs and/or fel as
appropriate for the detection of the
specific residue. In addition, testing
would be required only for those
substances known ta be in use in the
production of meat and mealt food
products in the particular exporting |
country or otherwise known to pe-
present in the environment of such
country. As part of its obligation to
assure that imported products meet the
same standards applied to such
domestic products, FSIS may request

teating for residues of additional specific .

substances. Cwrrent programs now
include the random sampling for species
verification and residue tolerance levels
of the imported product at the point of
entry. Authority to tcke samples for
laboratory examinations fro:n products
offered for importation is provided in 9
CFR 827.10(a). FSIS is nct proposing
additional regulations under the Farm
Bill (21 U.S.C. 820(f}) concenung the
provisions of the Act that would:
prohibit ir_ported products not meeting
U.S. standards entry inta the U-ited
States: and impose mandatory random
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uén for lPeC_,le‘l verification on

fucts offered fotimportation. as any

th additional regulations would be a

uplication of existig provisions.

+List of Subjects n §CFR Par 327
Imported produch Meat inspect:on

PART 327—{AMENDED]

Accordingly, FSIS8s revising the
Federal meat inspeclion regulations as

ation for Part 327
reads as follows:
Authority: 34 Stat. 350, 79 Stat. 903. as
amended. 81 Stat. Stat. 91, 438. 21
US.C Melseq, 601 ¢ 5eq, 33USC 125¢
2. Section 327.2{a)2)(i) is amended by
redesignating the present paragraph ()
as paragraph (g) and by adding a new
paragraph (f) to ren;d a1 follows:

" §3272 Engidiity of foreign countries for
importation of products into the United
States.

(a)(1)* * *
(2t

(il e+
_ {/) The inspection, sanitation, quality,
species verification, and residue
. standards applied 1o products produced
in the United States, . R
-3. Section 327.2{a)(2)(iv} is amended.
for the sake of clarity, by designating the
present requirements contained in this
paragrsph as paragraphs (s)(2)(iv) (a)
and (b), and adding a new paragraph (c).
to read as follows: .

(a) :

{2)° **

(iv) The foreign inspection system
must maintain a program to assure that
the requiremedts referred to in this
section. at least “equal to” those of the
Federsl system of meat inspection in the
United States, are being met. The
program as implemented must provide
for the following:

{a) Periodic supervisory visits by u
representative of the foreign inspection
system not less frequent than one such
visit permonth to each establishment
certified (n accordance with paragraph
(8)(3) of this section to assure that
requirements referred to in (o} through
() of paragraph (a)(2)(il) of this section
are being met: Provided, That such visits
are not required with respect to any
establishment during a period when the
establishment s not operating or is not
engaged in producing products for
exportation to the United States; .

(b) Written reports prepared by the
representative of the foreign inspection
system who has conducted a
supervisory visit, documenting his or her
findings with ;espect to the :

requirements reflerred o in (a) through
{h) of paragraph {a}(2}){is) of this section.
copies of which shall be made available
to the representative of the Department
at the lime of that representaltive’s
review upon request by that
representative to a fespensible foreign
meat inspection official: Provided, That
such reports are not required with
respect (o any establishment during a
period when the establishment is not
operaling or is not engaged in producing
products for exportation to the United
States: and
(c) Random sampling of internal
organs and fat of carcasses at the point
of slaughter and the testing of such
organs and fat, for auch residues having
been identified by the exporting
country's meat inspechon authorities or
by this Agency as potential
__conlaminants. in accordance with
sampling and analytical techniques
approved by the Administrator:
Provided, That such testing is required
" only on samples taken from carcasses
from which meat or meat food products
intended for importation into the United
States ere produced.

Done at Washington. D.C.. on January 31.
1983, !

Docald L. Houston, -
Administrator. Food Safety and Inspection
Service.

(FK Doc, £3-3608 Flied 2-6-43. £43 am)

LG CODE 3410-Ou-
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2ilicte e9lablsacents (o tiad/asted States:

The Agncuiture and Foed Act of 1§81
.Farm Bill) amended the FMLA to clanfy
12 Lnpatied meal apa gioat food
sroduct mrust mest the same wspecrion.
sarislion. quality. spewiss venfloauon,
00 resriue stanaards appited to
cemesticaily prepared product. it
-zirected tne Secletury (0 enforce the
Tarm Biil through random tnspecrons of
.mparren procuct at port of entry (or
re11gues ana spscies veriticgnon ana
78QTIrEs $XPOIMNAR COUNTIES {0 CONdUCE
mACE eamEung and testing of intemai
organs and jat of carcasses fo” residuns
at oount of slaugater \a sccordance with
metnods approvea by the Secretary.
Nemanesn and (178l reguiations

umplementing the Farm Bill requireme .
ware published i the Pederal Regiater
on fuly 0. 1982 {47 FR 29485). and
February 10. 1983 (48 FR £091),
sesgectively, All countrias elsgibie (0
aaport product to the United Statey were
notified of thase regulation chugges
Juiy 1682 ana May 1983

Rendue tesung information s
2atiected from exporiing counlies on o
annuai basis by the Depariment. Uning
thia ¢nd rddildnal informatinn ceilec:s:
during reguiar reviews of the meat
InApecuan systems of exporiing
COUNINEN, NALCE was givon 1n july 1yt
a1 0 specillc deficiancies in cesidue anc
spacles venflcation prog-ams (0 edca
cxposting country, wformng them Lt
ail carrecuons must be made oy jenuasv
1. 1084, A review of laboratory faciiini2e
equipment. and metbodology was mace
dunng Decamrber 1983 to delermine (e
complidace of exporting countrias wiin
the renidua and 1pscies venficauon
requicements,

In ordac {or § country’s tnspection
systam to b considerad “al least aqua:
13" (hat of the Uasted States, that
“oualry must provide for tasung of
appropriate tissues (fa1, hidney. musc.e
and/or Uver) for ctlotinated
hy drocdrbons. arganophnsphates. rece
metals, antidioucs. and hormones, if
spphicable. usiog ¢ mathod approvec -v
the Secrutary. is addition, counores —
must conduct an approved spacies
vendlcauon program The following
countes have beeo judged by FSIS 10
be aeflmant in oce or more of the above
requirements ss lodicated:

Oorsinican Republic

1. No testing [ct tzace metals way
being canducted. ’

2 No tesuag for PCB was beirng
canctaated. -

A Insdaqeats recovery checks oz ..
of olher conous 10 sssure quulity
laboratory parfermance.

El Salvador

1. No testirg for PCH and hotinones
centracs laborstory.

1 Kadpay, as well as liver and mus.
must be testea foe ruce matals:
sampuig (Of Tace gistal tasting Mmun:
Lmpiemented

3. Insdaquate recovery check and
alher ¢heck 14mBRle krugrams Aoccane
10 asswrw quauty laboratory procec.r
st con@est laboratory.

Haltt

1. No samples froxm Haiti were pawr
submuited [0 ¢ laboratory for tasting
orgaaopnospastes. PCE. beavy mew:
hormaones, snubioucs. and :peciss.
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2. lnadaquate recovery checks and vae
of other contrals in laboratory in
Domunican Republic. to which samples
were sent. 10 assure quality laboretory
petformance,

Maoxico

L. Notesung was baing performed cn
cnlornataa hydrocarbans,
Jcganophcspnates. PCB, trace mewsis,
hormones. annbiotics. and species.

2. When tesung 18 tnitidted, 11 must
vae corzect melhiods and lest correct
1issues. .

3. Laboratery must :neluda prapes
cecovery chechs and inter- and intra-
laboratory controls to assure quality
.aooratory performance.

Nicstague

1. No tesitng was in place foc )
organaphosphates. PCD. heavy mntais.
normoner. 3nubiatics. and species.

2. When testing 13 initiated, 'aboratory
must 4150 perform necessury recovery
checks and cther intar. and intra-
laboratory conienis arcessary 10 asaure
Quaily atordicry performance.

Panara

1. Nosamping of testing far o
azgunyphosprates. PCO. hormones. and
species,

2 Testing for neavy msrals mus: be on
musc.s, iiver sad kidnsy, not fat,

3. Teanng for anubiotics must use
\dray, ¢3 wed es muscle, — - .

4. lnzaequute recavery chacks and
nter and intra.iadoratory controls to
anse qualty laboratory serformence.

Therefare, pursuant to § 327.2 of the
regueuons (9 CFR 327.2), the
Admurusaator is withdrawing
Oomitican Rupublic. El Salvador, Haitt.
Meowuco, Nicsragua, and Pagama {zom
the list of countries sligidle for
inporauoa of products of cactle, sheep,
aw'ne. gaals and equine into =y United
States.

The Dapercnent isausd a press
relesse on Decembder 2. 1963. listing
1averal olaer countriss whigh would be
duustea by s teguistion. Howevar.
sucsequent to the press reiease. those
countnes made imporvements and
ptovidea evidence sdequate (o
Jeterming weir "equal 10 ° status. The
Deparument 18 coniidant severai others
beaing aetisteu Dy his cogulation wril
1000 ve aole to pravide sumilar
sucsunusung evideace and
consequendy mll be refisted.

Y/hen the Admintacretor of FSIS (s
»aoaflea that the meat and/or 20ultey
.agpecaon otfictals of such countnes

have correcied the deficiencies in thair’
. c= cndlne enaring

e e e e

MMIA and the regulatinns promulguted
thereundar, such countries may again be
addad to the l{st of couniries eiigible {or
importarion of cattle. sheep, swine,
$oats. and equine into the Untied States,

List of Subjects In 9 CFR Part 337
impotted products. Mestinspection.

PART 127 AMENOED] -

1. Tha suythanty citation jor Part 327 15
us [ollowe:
Auwbarity: §4 S1a1. 1289, 79 Stat. 9. 38

ainended. Bt Biat R4 A Stal 91, 438: 21
USC 7let9eq.000 est 200 33USC.

13849}
§322.2 . [Amended] i
1 Secuod 327.2(d) of the Faderal meat
inspection pugulations (9 CFR 322.2(b)) 1s

amended rumioving the following _
countnes ffom the list of countries

eligible for importstion of preducts of /

cattle, sheqp. swine. and geats :nto the
Utited States:

Damirucaa Rgpublic Mewco
T} Salvador N.eucogun .
Han - Fannma

3. Sectton 327.2(c} of the Federal meat'
inspecuon regulutions {9 CFR 327.2 (c))
15 amended by remaving Mexico (rom

‘the ilgt of countries ebigible ior

{rmporiatign of product of aquines 1o
the United States.

Done st Weshiagion. D.C., on: February 10,
1984, " -
Docaid L Hoveton,
AdMHIURwr. Fosd Safety and Inapaction
Sorvire.
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PREPARED STATEMENT OF CECiL WATSON

- Mr. Chairmen and distinguished S2nators of the Subcommittee, I appreciate this
opportunity to appear before you tuday to discuss the U.S.-Canada Free Trade
ment.

The U.S.-Canada Free “Trade Agreement has been in place for almost two years
and U.S.x#vheat producers still have very serious concerns about the equity of the
agreemertl. In particular, we question the remaining large differences in the wheat
marketing and transportation systems and in the trading practices of the two na-
tions. While U.S. wheat producers recognize that the FTA is a reality and that it

accords benefits to {

e overall economic welfare of both the U.S. and Canada, we
woud argue that thg agreement remains flawed in favor of Canadian wheat produc-
ers at the expense pf U.S. wheat farmers. Of equal concern, is the apparent sanc-
tioning under the FTA of elements of Canadian Wheat Board trading practices that
have been, and are likely in the future to be, damaging to the U.S.’s ability to main-
tain market share in third country markets.

The Canadian Wheat Board (CWB) maintains a single desk monopoly in the mar-
keting of Canadian wheat. Under CWB control, export pricing of Canadiat Wheat
remains highly secretive. The CWB routinely observes the contrastingly open price
- discovery process of the ‘U.S. marketing system and then offers comparatively at-

_tractive prices on Canadian wheats to prospective export customers while at thé
same time maintaining a schedule of unrealistic, higher list or asking prices which
- are largely meaningless in world trade. With this selective pricing authority, the

CWB has a distinct advantage over the U.S. producer in capturing prospective mar-

kets and increasing market share to the detriment of U.S. producers, the U.S. trade

balance, and the U.S. economy.

USS. producers have witnessed the erosion of their market share under these se-
lective pricing conditions for several years and are very concerned by the implied
approval of such practices that appears to be granted under the FTA. Brief but

- graphic examples of U.S. markets that have suffered under the disruptive activities
of the CWB include Venezuela, the Philippines and the increased movement of Ca-
nadian wheat and durum into the U.S..domestic market.

-~ Until the mid-1980’s, Venezuela was almost entirely a U.S. market for wheag. The

strong U.S. market presence was established through fair competition and service in

a market that demanded quality products. The U.S. had the added logistical advan-

tage of being within close proximity to Venezuelan delivery points. In marketing

year 1983/84 (July/June), U.S. sales began to shrink at an alarming pace due to the
predatory entry of Canadian wheat intc the market. while U.S. sales have recovered
somewhat in recent years, the Canadian presence and pressure remains in the
.market, despite the obvious disadvantage presented by longer ocean shipping times
which result in higher real costs of delivering Canadian wheat to Venezuela (See
Chart No. 1). _ )
. A more recgnt example documented by U.S. wheat Associates’ overseas marketing
specialists ifvolves Canadian spring wheat sales to the Philippines. Prior to 1989,
the CWB h&d made few strenuous efforts to sell into the Philippines. Once the Phil-
ippines exhausted its remaining EEP balance, however, the Canadians started
making large inroads int6 what had been a nearly all U.S. market. The Canadian
‘wheat entered the Philippines at a significant discount to comparable U.S. wheats
and to similar quality Canadian wheat being sold elsewhere in the region. Chart No.
2 clearly illustrates the CWB’s discriminatory pricing pattern. See that during the
spring and summer of 1989, CWB éxport prices on spring wheat sales to Japan were
consistently $30.00 per. ton higher than the CWB prices offered to the ‘Philippines. It
is important to note, as well, that this staggering price differential, existed after ac-
counting for the quality differences between sales of Canadian Western Spring
(CWRS) No. 1 to Japan and CWRS No. 2 dales to the Philiggines.
The CWB is again aggressively markefing its near record 1990 wheat crop of 28.6
million tons as evidenced by its recent sale of spring wheat to China for less than
$92.00 per ton ($2.50 per bushel). U.S. FOB prices for spring wheat at the time of
the Chinese sale were $108 per ton ($2.95 per bushel) at a Great Lakes export point,
$118 per ton ($3.25 per bushel) at the Gulf and $1382 per ton ($3.60 per bushel) at the
PNW ports. Both U.S. and Canadian quality appears to be above average in this
year’s crop, which re-emphasizes the highly competitive market situation and the
vulnerability of U.S. market shares. :
- Clowe to home, U.S. producers remain concernsd about the longer term implica-

tions of the FTA on the domestic U.S. wheat market. Flaws in the implementation
process have allowed Canadian wheats to flow freely into the U.S. market at in-
creasing levels under declining tariffs, while U.S. wheat has been totally restricted
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‘from entering the Canadian market. Once the producer subsidy equivalents (PSE)

are deemed equal between the two countries, limited access for U.S. wheat to enter
Canada will be granted. Admittedly, even the longer-term opportunities for U.S.
wheat in the Canadian market may be limited due to the comparatively small con-
sumption base in Canada versus the more populous U.S., but again the situation ap-
pears tilted in favor of the Canadian producer from the outset (See Charts No. 3 and
No. 4).

The FTA’s implementation language contains a provision, Article 701(3) which
say, ‘‘that neither country, nor any public entity that they establish or maintain,
shall sell agricultural goods in the other country at a cost below the acqulsxtlon
price plus handling, storage and other cost.”” This provision was an attempt to
lessen the blow dealt to the U.S. due to the loss of our Section 22 authority which in
the past had been credited with exercising restraint on the Canadian Wheat Board.
Now, the U.S. industry must demonstrate that imports of grain have “increased sig-
nificantly as a result of a substantial change” in Canada’s support programs for
grain. Without price transparency and constant monitoring of the Canadian Wheat
Board’s activities, it is nearly impossible for U.S. wheat producers to determine to
what degree changes have occurred in the Canadian Wheat Board’s support mecha-
nism. It is also difficult to determine whether the CWB is consistently undercutting
the world price of wheat to make #iles'in third country markets.

One other unfair export advantage unique to Canada and the CWB is the rail
freight subsidy, Canadian producers'pay $12.90 per ton ($.35 per bushel) to ship
wheat from the Canadian prairies to a Canadian west coast export point and $6.83
per ton ($.19 per bushel) to ship wheat eastbound to a Great Lakes export point.
These freight charges represent approximately one-third of the actual charges with
the remaining two-thirds paid by the Canadian government under the Western -
Grain Transportation Act (WGTA), more commonly referred to as the “Crow’s
Nest” rates.

For comparison, U.S. producers in North -Dakota pay $38.57 per ton ($1.05 per
bushel) to ship wheat west and $20.57 per ton ($.56 per bushel) to ship wheat east
for domestic or export consumption. The effect of the Canadian subsidy is tv advan-
tage Canadian wheat for export at.the expense of the U.S producer. The Canadian
wheat can leave the bins of the Canadian prod.cer for markets overseas at com-
paratively lower market prices while naintaining the net price to the producer. On
the other side of the border, the U.S. producer must bear the sole cost of movmg his
wheat to market.

In the FTA, Canada agreed to er.d its freight rate subsidies for grain moving west-

bound for export, we assume thiy has happened although we have no assurances
from the Administration that they have seen this through. In the case of eastern
bound rail freight subsidies, the (anadians were permitted to keep them because it
was argued that they apply equally to Canada’s domestic and export markets, and
thus are not considered to be “export subsidies.” In our opinion, eastbound freight
subsidies are export subsidies and the Administration has been recalcitrant on the
subject of entering negotiations, as mandated by the FTA implementation language
of the House Committee on Agricultur , 10 0 exclusion from the transporta-
tion rates established under Canada’s WGTA of agricultural goods that ongmate in
Canada and are shipped via east coast ports for consumption in the U.S.” (House
Report 100-816, Part 8).

U.sS. producers have reason for considerable concern over the future of their world
market shares and the future of their very industry if they continue to be disadvan-
taged by these and other discriminatory pricing and marketmg practices that exist
in the world market today.

Once again, Mr. Chairmen and distinguished Senatm-s, I would bike to thank you

- for this opportunity to present to you our position regarding continuing problems

with the U.S.-Canada FTA. I will be pleased to answer your questions at the appro-
priate time.

o



189

—~CHART #1

d k Vi u

-million bushels-
HRS Durum =+
US. Canada Us. Canada
1976-77 14.6 1.6 3.6 .
1977-78 17.5 . 7 -
1978-79 21.8 0.5 4.7 -
1979.80 18.0 . 5.6 0.2
1980-81 18.8 . LK -
1981.82 21.6 0.4 5.7 0.2
1982-83 - 20,9 . 6.7 -
1983-84 238 1.9 74 0.6 -
1984-85 20.5 9.0 6.2 1.8
1985.-86 14.9 10.0 4.6 1.8
1986-87 223 4.1 7.2 14
1987.88 9.5 9.7 ‘ 42 4.7
1988-89 10.9 7.8 3.2 3.9
1989-90 16.5 4.7 54 1.9
NDWC %209
NP2

40-629 - 91 - 7
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CHART #2

U.S. AND CANADIAN ‘_V.HEA. _'_[' EXPORTS TO m“ PHILIPPINES
. (Milllon Bushels)

us " _CANADA
HRS White Total CWRS
1980-81 20.5 69 274 . 00
1981.82 223 91 314 0.0
198283 . 260 88 M8 0.0
1983.84 21,0 57 267 0.0
198485 20.1 59 260 0.0 .
1985-86 18.4 67 281 08
198687 239 72 311 a7
198788 285 89 374 1.1
198589 323 118 441 43
1989-90 211 121 332 13.2
xm
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CHART #3
SHIPMENTS OF CANADIAN WHEAT TO THE UNITED STATES ,

ALL WHEAT DURUM SPRING
000 MT MLL Ba. 000 MT Mil B, 000 MT Rfil Bu.

- (June-May)
198283 1269 47 0 0o 1269 47
198384 625 23 26 01 %9 22
1984-85 2354 86 o 0o 254 86
_ . 198586 3175 117 0o o0 3178 117
1986-87 2 115 88 22 484 154
1987-88 2988 110 1638 60 1350 50
198389 3662 135 2080 76 1582 538
1989.90 3007 112 1653 6.1 1384 51
(June-July1990-91 24 16 B4 12 90 03

Source: Canadian Grain Commission : ,
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June

July
August
September
October
November
December
January
February
March
April

May °

/
Total

192 -

J
CANADIAN SHIPMENTS' OF DURUM TO THEUS ~  ~ ~ "~
(US Marketing Years - Monthly)
(000 Tens and Million Bushels)
1986-87 1987-88 1988-89 1989-90

0.2 , 187 (0.7 20 (0.1) 99 (04)
7.1 (03) 294 (L1) 147 (0.5) 185 (0.7)

0.3) 254 (0.9) 135 (0.5) 255 (0.9)

. 0.2) 131 (0.5) 108 (0.4) 54 (02)
47  (0.2) 149 (0.5) 114 (04) - 49 (02)

137 (0.5) 216 (0.8) 121 (04) 1.3 (01)

119 (04) 9.9 (04) 242 (0.9) 9.9 (0.4)
192 (@04 _89 (03) _42 (02) 278 (10

0
0
0
0
0
65 (0.2) 173 (0.7) 13.9 (0.5) 266 (1.0)
6.8
5.0

588 (22) 1638 (60) 2080 (7.6) 1653 (61) . >
NDWC WiV
NS
P
e " 
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ATTACHMENT #2

COMPARATIVE U.8. AND CANAOTAN SPRING WHEAT SALE PRICELS
: TO JAPAN ANO' THE PHILIPPINCS

(V.9. Dollars/MT)

Tender Oaty Philiseinss Price 1/ dasen Price 2/
1/20/99 U.S. - 104.00 (Apr;!/ U.8. 184.4 (Mar)
CAN 189,10 (Apr CAN 224,80 (Apr)
+8.10 +40.17
27/09 V.8, 184.00 (npr;' v.8. 107.00 ?sprg
: o 1023 (%er)  CM' 218,00 (M) -
*a.75 +29.00
Y U8, 101.24 (3ly) U.8. 103.27 (Jun) "
cAN 180,78 (Jy) can 214,10 (Jun)
- 0.49 +30.0)
V.8, 179.06 (8pt)
CAN  178.7% (Spt)
- °l“ '
4/10/99 U.8. 163.88 (Oct)
’ O 102.8% (Oct) ,
- 1-20 .
$/20/89 U.S. 102.30 Nov) U.8. 180.70 (3ly)
e 10268 (Wov)  CM 20L82 (31y) z
. = 1.08 M2 ‘
0/20/09 _ U.s. 102.10 V.8, 174.07
can 191,28 %Nﬁg; CAN 193,19 :'3
-0.38 +28.
U.8. 109.94 (Jan) A
CAN  101.7% (Yanm) N
- - 3-1’ ll;}
U.S. 108.04 (Feb)
AN 19178 (Fab) — ——
-12.29 '

,
1/ U.8. prices to the Philippines and Japan are for NS/ONS No ¥2, 14

protein, F

1.8 proteiy, FOB Vancouver, 8.C.

2/ cCanadl
Vancouver,
the. Japan

'.cl

following sales to tha Japanase Food Agency.

prices to Japan are for
This table adjusts the

RS No M,
Japanese prices to reflect what
ese import companies have paid for 'U.8, and Canadian wheat

3/ Delivery datei are thown 'In the parenthases.

PAM. Tha Canadian prices to the Philippines ara GWRS No #2,

13.% protein, FO8

4

BEST AVAILABLE COPY
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CHART #6 . \

Comparatnve Transportatton Chargn on Wheat Movements

in Canada and the U.S.
* Canada: Brandon, Magitoba to Vi
Producer Sharé ' C314.84f10n (CS.40/bu.)
Canadian Gov't Share C829.21/tan
Total Charge C$44.05/ton ‘ (C$1.20/bu.)
Producer Share  US $38.57/ton “ (USS$LOSu,)
Total Charge US $38.57/ton (US $1.05/bu.)
EASTROQUND
Producer Share C$7.85/ton (CS.21/bu.)
Canadian Gov't Share C315.43/ton (CS.42/bu,)
. Total Charge C$23.28/ton (C3$.63/bu.)
P
US: Devlls Lake, ND to Duluth (Great Lakes) _
Producer Share  US $20.57/ton (US $.56/bw.)’
Total Charge  US $20.57/ton (US $.56/bu.)
Canada: Brandon, Manitoba to Buffalo, NY
Producer Share - C$7.85fon
Can. Gov't Share C$15.43/ton ‘
Laker Freight €3$21.00/ton (T. Bay to Buffalo)
Total C$44.28/ton (US $37.64/ton)
Producer Share C$28.85ton (US $24.52/ton)
US: Devils Lake, ND to Buffalo (BN through ratc-unit train

[’ Producer Share US $36.37/ton
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Rise in ‘Wheat Mp'orts i
- May Depress US Prices
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PREPARED STATEMENT OF Mixz WEHLER

Mr. Chairman and Members of the Subcommittee: :

Thank l_gou for the opportunity to eubmit this information for your study and for *

the record. I am President of the National Pork Producers Council and manage a
hog operation in Plain, Wisconsin. , _
. This testimony is submitted on behalf of the National Pork Producers Council
(NPPC), which represents approximately 100,000 pork producers and their families
in NPPC’s 45 affiliate state organizations. NPPC members represent more than 90
percent of the nation’s commercial pork production.

First and foremost, NPPC would like to stress that domestic producers are effi-
cient, capable and well-able to comdpete with producers of fairly priced and fairl
traded pork anywhere in the world. We support the concept of eliminating tan&
and non-tariff trade barriers between Canada and the United States. Any agree-
ment that offers the olzﬁ?rtunity to foster and expand trade opportunities for the
pork industry--and for all U.S. agricultural products—should be explored.

OVERVIEW

h

Generally speaking, the U.S.-Canada Free Trade Agreement (FTA) is Viewed fa-
vorably by U.S. pork producers. Although tke FTA is still being implemented, so far
it appears to be worﬁing reasonably well, However, our nation ‘s pork producers
have experienced some difficulty achieving fair trade through implementing the

. U.S./Canada Free Trade Agreement. :

The topics of most voncern to U.S. pork producers include the U.S. counterva.i.lilg
duty, open border agreement for meat inspection and Canadian quarantine of U.S.
hmo viously, of primary concern are the recent actions regarding U.S. counter-
vailing duties. 0

We are also extremely dependent on a new multilateral General Agreement on
Tariff and Trade (GA’l'l'{agreement that successfully reduces internal price support,
If the Canadians can continue to unfairly subsidize their producers (such as they did

in 1988-1989), and the U.S. countervailing duty is proved ineffective, American
gor producers will be left with no recourse to combat Canada’s unfair trade prac-
ices. :

CANADIAN SUBSIDIES

The major domestic subsidy to Canadian pork producers is through a price sup-
port grogram known as the Canadian tripartite program. This program funds the
subsidy levi})said to Canadian producers by an equal contribution of federal provin-
cial, and ucer funds. Cash pa{t:ents are grv *~1 to Canadian hog producers
when market prices are deemed to be too low to gus:c.atee an “adequate’ income to
producers. For the 18-month period of July 1988 *Fccagh 1989, the net Federal and

rovincial subsidies aver: in excess of $17 (U.S.) per hog. Canadian subsidies
ave been as high as $20-$30 per hog. .

For the two decades prior to the 1980s, Canadian pork gfoduction remained
within 100 million pounds of Canadian consumption. Since 1980-1981 however, pork
production has increased consistently above the level of Canadian consumption, pri-
marily because of the production incentives created by the Canadian subsidy m
grams. Much of the increased Canadian production resulting from the Canadi
subeidy program has been exported to the United States. In fact, the United States
is the main export market for Canadian pork, with about 90 percent of Canada’s
erports being sent to the United States.

is surplus exportation has depressed prices of U.S. hog and pork products.
American pork producers receive no protection from government price supFort pro-
grams and must fend for themselves In an artificially-distorted market. A lo -last-
ing consequence of Canadian subeidies is the institutionalization of the excess pro-
duction in Canada. ¢

To counteract these Canadian subsidies, NPPC was successful in obtaining the im-

ition of countervailing duties in 1985 on imports of Canadian live hogs to the
nited States. Currently, live hog imports from ada now face a U.S. countervail-

ing duty of about $4 per head. @
owever, countervailing duties on live hogs did not stor the flow of Canadian
rk to the United States. Canadian producers simply slaughtered the hogs in
ada and shipped the product to the United States in the form of pork products.
Consecsuently, the U.S. pork industry filed a' countervailing duty petition on Janu-
ary 4, 1969, with the U.S. International Trade Commission and the U.S. Department
of Commerce on fresh, chilled, and frozen pork from Canada. On August 28, 1989,
the International Trade Commission (ITC) agreed that the U.S. pork iudustry was
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threatened with material injury by reason of imports of fresh, chilled, or frozen
pork from.Canada. Accordingly, the U.S. Commerce Department issued a counter-
vailing duty on pork products and set a duty level of about 3 (U.S.) cents per pound
on subsidized Canadian pork imports.

A new review mechanism established through the U.S./Canadian Free Trade
Agreement allowed the Canadian Pork Council to appeal the countervailing duty
decision on pork products to two binational panels. The ITC found that it had used

_an incorrect figure in determining the increase in Canadian production of hogs be-
tween 1986 and 1988 in its original ruling. Therefore, the binational panel has now
;required the ITC to further investigate and re-vote on how the lower production in-

'crease will affect the ITC’s determination of threat of material injury. This decision
has no bearing on the countervailing duty collected for pork products during this

riod and time. However, should ITC overturn its original decision, all duties col-
ected will be refunded by the Federal treasury. Additionally, this binational panel’s
decision for remand has no effect on the duty collected for live hogs from ada
coming into the United States. The Canadian marketing boards have the flexibility
to control the mix between live hogs and pork coming into the U.S. and we believe

they are using this to their advantage. .

A second binational panel is reviewing the Commerce Department’s decision in
.the pork product countervailing duty. This second binational panel is expected to
announce today, September 28th, whether the Department of Commerce needs to
reconsider its 1989 o{pinion on the pork product countervailing duty.

Canada also filed for a GATT review of the U.S. park product countervailing duty.
They claim that the duty is not permitted by the GATT. .In August, the GATT ‘fanel
assigned to review the case rendered a finding that the tmposition of such duties
under Section 771B of the U.S. countervailing duty laws contravened U.S. obliga-
tions under the GATT. However, only a full GATT council decision may overturn
the countervailing duty. The full GATT council is next scheduled to meet on No-
vember 7, 1990, which is the earliest time it can consider whether or not to accept
the GATT panel recommendation.

Canada’s opposition. to the U.S. duty on pork through the GATT is difficult to rec-
oncile with its position on a major case in 1986 involving European Communit{‘ Beef
(EC Beef). In that case, Canada imposed a countervailing duty on beef from the EC
in response, in part, to subsidies paid to European cattle producers. The Canadian
decision in the Beef case was reviewed by a GATT panel that found such treat-
ment of agricultural subsidies is inconsistent with GATT. However, Canada did not
change the practice, as it now urges the U.S. to do, but instead blocked the unfavor-
able ruling from consideration by the GATT Council. In light of Canada’s previous -
-actions in the EC Beef case, it would be ironic for the U.3. to accept this GATT
panel recommendation pertaining to Canadian pork imports.

. The provisions of Section 771B are necessary to help domestic producers respond
to subsidized imports. Without Section 771B, a significant amount of agricultural
trade would be removed from effective protection from subsidized imports. Accord-
ingly, the GATT subsidies code should be amended to permit all countries to im

countervailing duties on initially processed agricultural commodities in the Uru-
guay round of multilateral trade negotiations. This provision is too important to be
unilaterally surrendered by the United States.

OPEN BORDER AGREEMENT

In February, the U.S. Department of Agriculture (USDA) and A%:iculture Canada
announced their intent to test the feasibility of an open border with respect to trade
in meat and poultry. A one-year experiment was to be undertaken that would elimi-
nate reinspection of meat and poultry at the border between the two countries. This
trial-could form the framework for a permanent open border agreement on inspec-
tion procedures between the two countries. ‘ -

PC is willing to experiment with a one-year trial period without border inspec-
_ tion of meat ucts between the United States and Canada. However, we need to
ensure that there are adequate measures taken to maintain consistency in inspec-
tion systems in both countries. USDA, through its Food Safety and Inspection Serv-
ice, has a proven track record and the trust of American farmers and consumers
alike in the area of meat inspection. Our overriding goal must continue to provide
U.S. consumers with adequate assurances that we will maintain a safe, wholesome
supply of meat and meat products. To attain this goal, we should have systems in
place to make sure that pork products entering the U.S. market meet the same
stringent standards for wholesomeness and safety.required by oir own meat inspec-
tion procedures.
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A July report by the General Accounting Office (GAO) raises some valid concerns
regarding this issue. In its study, the GAO reports that the rejection rate of Canadi-
an meat imports to the U.S. increased during 1989. Moreover, one particular point
of entry experienced a rejection rate about three times higher than the average re-
jection rate. GAO sums it up best in the following statement, “[TThe key policy issue
will be whether FSIS still has adequate import controls to ensure the wholesome-
ness of Canadian meat.” : :

The GAO-Teport aisoraises questions regarding the legality of the open border
agreement between the United States and Canada. FSIS authorities question wheth-
er the Federal Meat Inspection Act must first be amended before establishing a per-
manent open border agreement. Until these important legal question are answered,
gdroeeeding with the permanent open border agreement should be seriously evaluat-

NPPC is also concerned that Canade permits the use of two drugs that are not
now approved for use in the United States. In Canada, the products, Dimetridazole
and Ipronidazole, are used to treat livestock and poultry diseases. Yet our own Food -
and Drug Administration no longer approves the use of these products, and it is be-
lieved that they may cause cancer. Because of the questions associated with these
drugs, NPPC believes that Canada should discontinue the use of these drugs. In the
interim, Canada needs to assure the U.S. that pork containing Dimetridazole and
Ipronidazole residues does not find its way into the United States.

CANADIAN QUARANTINE

Canadian hog producers are free to send an unlimited number of hogs to the
United States without any trade-restrictive health regulations. However, Canada
imposes a 30-day quarantine on imported hogs as a result of its concern for pseudor-
abies. Pseudorabies is a disease that primarily affects youhg pigs and has no effect
on the quality or safety of pork itself. Therefore, it would be easy to satisfy Canadi-
an health concerns through alternative methods, such as shipping hogs under seal
directly to packing plants in Canada. As currently imposed, the 30-day quarantine
makes it virtually impossible for most U.S. pork producers to export their market
hogs to Canada. In practice, Canada thus imposes a ‘“de facto"” embargo on U.S. I'.cg
.exports to that country.

This quarantine means that American hogs have to be fed at the U.S. border for
- 80 days before being sent to a slaughterhduse. To continue the feeding of hogs in
Canada costs a tremendous amount of money and is commercially practical only for
a very few premium-quality breeding hogs sold at very high prices. The Free Trade
Agreement should require the elimination of unnecessary Canadian restrictions on
U.S. swine shipments to Canada. Through the Free Trade Agreement, the U.S. has
made a good faith effort to explore avenues for increased trade between the U.S.
and Canada. However, until Canada eliminates the pseudorabies quarantine pro-
gram the United States should not implement liberalized meat inspection proce-

3

CONCLUSION

In summary, the National Pork Producers Council perceives the U.S./Canada
Free Trade Agreement as another step toward fairer and freer trade. We are gener-
ally supportive of this effort to eliminate trade barriers. The FTA has substantial
economic and political significance to the United States because the principles em-
bodied in the agreement are generally compatible with U.S. agricultural trade
policy. Although U.S. pork producers are experiencing some difficulty with imple-
menting certain provisions of the FTA, the accord does set a positive precedent in
terms of future bilateral and multilateral agreements. ~

Additionally, the agreement is clearly compatible with efforts in the Uruguay
Round of GATT negotiations. The much anticipated GATT agreement will help
phase down price supports, domestic barriers to trade, and export subsidies.

We appreciate your_consideration of our views and offer our assistance as you con-
tinue to review the implementation of the U.S./Canada Free Trade Agreement. Our
- f;_n'untz::rayd objective in conjunction with free trade is that it must be accompanied by
air e. .



COMMUNICATIONS

STATEMENT OF THE NATIONAL HAY ASSOCIATION, INC.

The National Hay Association has launched a concerted effort to recapture Asian
markets lost to subsidized Canadian competition during the last half of the 1980s,
and we appreciate this opportunity to highlight the effect of Canada’s subsidies on .
this vital and growing export markot.

THE PROBLEM

American alfalfa exporters have worked hard during the last decade to develop
viable Japanese and Korean markets for our pelléets and cubes. We have successfully
created a combined market valued' at $200 million annually, or 1.7 million metric
tons, and growing. Unfortunately, subsidized Canadian large share of the market we
worked so hard to devekﬁ. '

We have watched the U.S. share of Japan's alfalfa pellet market, for instance, slip
from-49 percent in 1982 to under 1 percent in 1989. Canada has captured most of
this 260, metric ton market, with their market share rising from 49 percent in
1982 to over 99 gercent in 1989. The story in the 670,000-ton alfalfa cube market is
similar, with a 95 percent U.S. market share in 1982 falling to lj“"t 69 percent in
1989, while Canada made up the difference. The displacement of U.S. forage prod-

g'?? isﬂfgpproaching 500,000 metric tons per year in Japan alone, representing over
million. ' _ :

A joint effort in recent years by the USDA and the NHA successfully opened the
South Korean market at a cost of over $500,000. Canada again is right on our heels,
rapidly picking up that market share with its subsidized products. ada now con-
trols 90 percent of the growing South Korean market. ~

‘The same situation exists in Taiwan where the U.S. market share has dropped .
fror:a 60 percent to 35 percent while Canada’s has risen from 39 percent to 65 per-
cent. -

The Pacific Rim is the main forage importing region in the world. The U.S. owed
its previous dominance to its our superic: products and efficiency, and now we are
being systematically eliminated by heavily subsidized Canadian products. .

THE CAUSE

da’s Western Grain Transportation Act (WGTA) is the critical factor in this
competitive picture. The Act saves Canadian alfalfa exporters between $26 and $30
per matric ton in transportation across Canada to Western ports. That $25 to $30 is
just the amount by which Canada is underbidding U.S. exporters is Japan.

The Canadian Government passed the Western Grain 'Igzmportation Act in 1988,
aimingato increase revenues of rail carriers while maintaining transportation-subsi- .
dies that originated in 1897 for westbound agricultural products. The subsidy was
extended to alfalfa meal, pellets and cubes in 1984, and the Canadian Government
ndw subsidizes 99 percent of those products’ exports. : )

Canada, by its own admission, relies heavily on the rail subsidies to eomgge in
Asian markets. A report issued by Agriculture Canada earlier this year em ized
the importance of transportation subsidies to the competitive strength of adian
alfalfa exports. It acknowledges that Canadian forage exporters, under current con-
ditions, would not be competitive without the subeidy: - .

“Transportation costs will always be a significant cost component of ex-
porting forage groducta from Western Canada because of the distance to
part facilitieg, thus, as processors are forced to bear a greater proportion of
the domestic, transportation costs, they must become increasingly efficient

(200)
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~ or forage exports from Western Caana will not be able to compete with
U.S. forage exports.” ) o -
. —Infrastructure Requirements For the Movément of Furage Products to
" Foreign Markets, by Agriculture Canada .

.
’

ACTION ' y

. Wo are seeking relief throngh the Uruguay Round of GATT negotiations, hoping

that U.S. efforts to reduce unfair export subsidies will meet with success. We have
specifically requested that U.S. negotiators work for removal of alfalfa from Can-
ada’s Western Grain Transportation Act. :

The uncertainty surrounding the Uruguay Round’s agricultural talks, however,
has made us turn to the U.S.-Canada Free Trade Agreement as well. The agreement
addresses the WGTA subsidies, but does not provide an automatic solution to our
problems in the Pacific Rim. ;

The agreement outlaws the use of WGTA subsidies on exports through Western
Canadian ports into the United States, but it leaves the door open for subsidies to
other destinations such as the Pacific Rim. The accord contains a commitment by
both parties to “take into account the export interests of the other part,y in the use
of any export subsidy on any agricultural good exported to third parties.”

The National Hay Association requests the U.S., in implementing the Free Trade

"Agreement, to press for elimination of Canada’s WGTA subsidies on alfalfa exports
because they significantly disrupt our markets. ‘

PRECEDENT

The U.S. has honored the FTA commitment to take into account Canada’s export =~

interests in the use of U.S. agricultural export programs. The National Hay Associa-
tion knows from experience that USDA will not grant Export Enhancemeént Pro-
gram funds to alfalfa exporters to Japan and Korea because the EEP, as a policy, is
not used against Canada. It is used to counteract European subsidies. In a letter de-
nying U.S. exporters’ request for EEP assistance to combat Canada’s WGTA subsi-
dies in Asia, U.S. Under Secretary of iculture Richard Crowder wrote, “As a
- matter of policy, CCC has not lged the as a measure to counteract export sub-
sidies by Canada.” :

As we implement the U.S.-Canada Free Trade Agreement, we must demand fair
treatment from our Canadian counterparts. Removing the transportation subsidy
‘would put U.S. alfalfa exporters on a more equal footing with our Canadian com-
petitors. We don’t think that’s too much to ask.

The National Hay Association requests immediate relief from subsidized Canadi-
an competition. We fear that Canadian dominance of the Asian alfalfa market may
become a permanent fixture if it is not reversed in the coming months. -

Sarerco, Probucrs, INC.,,
Regina, Canada, Oct. 16, 1990.

Hon. Max Baucus, Chairman,

Subcommittee on International Trade,

Committee on Finance,

4205 Dirksen Senate Office Building - T
Washington, DC -

Dear Senator Baucus: Please accept this statement as a written submission .on
‘behalf of Saferco Products Inc. for the record of your subcommittee’s Sept. 28, 1990,
hearing on the U.S.-Canada Free Trade Agreement. Also attached for inclusion in
the record is a memorandum (Attachment A) correcting a number of erroneous and
misleading statements made by a witness at that hearing.

For the record, I am chairman of Saferco Products Inc. Saferco Products Inc. is a
commercial joint venture between the Province of Saskatchewan and Cargill Limit-
ed. Saferco i8 building a nitrogen fertilizer plant near Belle Plaine, Saskat:hewan.
This plant will produce granular urea and anhydrous ammonia for agricultural and
industrial uses. Production is scheduled to begin in 1992,

It is unfortunate that a great deal of misinformation has been generated and cir-
culated about the Saferco project by opponents of that rroject. In fact, all parties to
the project have bent over backward to énsure that all transactions are being con-
ducted on commercial terms and the parties are fully adhering to the spirit and
letter of ‘all pertinent laws, including environmental and international trade rules.

- <r
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Let me start by describing the financing arrangements for this project. The prov-
ince and Cargill {um ited spent more than two years evaluating the economic viabili-
ty of this lplant and negotiating the details of the joint venture. Throughout that
process, all parties insisted that the Saferco project would not involve any subsidies
t™at might run afoul of U.S. or other countries’ countervailing duty laws.

The capital required for this Jaro oct will total C$4356 million. amount consists
»f C$130.5 million in equity an 04.56 million in debt.

The Province of Saskatchewan holds 49 percent of the equity in Saferco, Cargill
holds 50. percent and a private financial institution holds the remaining 1 percent.
Each party paid the same price per share and no one party owns a controlling ma-
jority of the shares. .

" The province has guaranteed repayment of the Saferco debt-However, Saferco is
paying the province a commercial fee that is comparable to prevailing market rates
for such guarantees.

Furthermore, Saferco has not, is not and will not receive any subsidies, loans,
grants or preferentidl prices for any natural gas or other raw materials that are

- provided by either the provincial government or government-owned suppliers. Sa-

erco does plan to purchase—at normal commergial rates—some of its raw-material
needs for the production of nitrogen fertilizers from government-owned suppliers.

It is settled U.S. countervailing duty law that a government loan guarantee is not
countervailable if a commercial fee is paid, nor is the provision of goods or services
from government-owned suppliers a subsidy if purchased at normal commercial
rates. s - - :

NITROGEN SUPPLY AND DEMAND OUTLOOK

The capacity of the Saferco plant will be 445,000 short tons (406,000 metric tons)
of nitrogen per year-—an increase in North American capacity of 2.5 percent. A sig-
nificant portion of that &oduction will go to the Canadian market.

Construction of the Saferco Elant is justified by the supply and demand outlook
for njtrogen fertilizers in North America in the 1990s. After bottoming in 1986/87,
annual nitrogen use in North America has increased by 800,000 metric tons—from
10.4 millioh metric tons (mmt N) in fertilizer year 1986/87 to an estimated 11.2 mmt
N in 1989/90. This increase is equivalent .o the planned nitrogen production capac-
ity of two Saferco plants.

The North American nitrogen industry currently is operating at or near full ca-

" pacity. North America is a nitrogen—deficit market, requiring imports of roughly 1

million tons of nitrogen-each year from off-shore sources. Even at full production,
the Saferco project would satisfy less than half of this deficit. Moreover,’ demand is
projected to grow moderately in the 1990s as a result of gradual increases in planted
acres. These increases in demand will have to be met by either additional imports
from an increasingly tight world nitrogen market or new North American capacity.

Several industry experts.projected the significant tightening in world nitrogen
markets even before recent political and economic events in the East Bloc and
Middle East. Before this past August, Iraq and other Middle East countries had
planned large additions in fertilizer production capacity. Most of these projects will
likely be delayed or canceled. The Middle East crisis has the potential to substan-

N\

_tially decrease world supplies.

In pddition, the full effects of the political changes and ecopomic reforms in the
Soviét Union and East. Europe are unknown. These regions account for more than
30 percent of the world's nitrogen capacity. Decreases in world supply may result
from the closure of inefficient rnd environmentally unsafe plants in those regions
as these countries make the transition to market-based economies.

As a consequence of all of the above, we do not anticipate that the North Ameri-
can fertilizer market will suffer serious disruption when Saferco begins production.
Demand for nitrogen fertilizers continues to grow*worldwide, but it is questionable
whether existing supply capacity will be adequate to meet that demand. ‘

ENVIRONMENTAL ASSESSMENT

Saferco has fully complied with all a?plicable provincial environmental laws. In
fact, we have gone one significant step further, volunteering for a full environmen-
tal assessment that is not required by law. )
From the beginning, Saferco has worked closely with the provincial government
to ensure that all environmental review requirements would be satisfied for this
lant. We have complied with all requests for information and have volunteered ins.
ormation when design changes have been contemplated to improve the plant’s envi-
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ronmental safeguards. Our objective all along has been to set new standards—not
just meet existing rules—for environmental protection.

For example, we adopted a policy of zero discharg? for liquid effluent. In other
wordsl no liquid effluent will be released from the plaat site.

The environmental review conducted by the Province of Saskatchewan fully com-
plied with provincial legislative requirements for environmental review. The Saferco
project has been subjected to the same review process and requirements imposed on -
other projects of this type in Saskatchewan. .

In the process, Saferco received approval to proceed from Saskatchewan’s environ-
ment department in 1989. Nevertheless, we at Safervo decided to provide more in-
formation to the general public on potential environraental impacts by volunteering
for a full environmental impact assessment (EIA). The EIA is nearing completion.

In the course of the EIA process, we have been producing a variety of informa-
tional materials for the general public and have sought out public input on the
project. Saferco is responding to every reasonable individual's inquiries.

Allegations that the province is somehow circumventing environmental require-
ments foy this project or that the project is less than environmentally sound are
wholly without merit. This plant will meet or exceed all Saskatchewan environmen-
tal requirements. The environmental controls incorporated in the project reflect the
concern that the investing parties have for the environment.

In conclusion, Saferco may prove to be unwelcome competition to other North
American producers. But, the competition from Saferco will be fair and honest. The
Saferco plant will be clean and efficient and will provide North American farmers
with a needed alternative source of supply for a vital input

Thank you for the opportunity to submit this statement for the record. The at-
tachment rebutting certain allegations made at the hearing follows immediately.

Sincerely,
KerrY HAWKINS, Chairman, Saferco
Products Inc. I

Attachments.

ATTACHMENT A—MEMORANDUM REBUTTING STATEMENT OF RoBERT C. L1uzaz1

On Sept. 20, 1990, the Subcommittee on International Trade of the Senate Com-
mittee on Finance held a hearing on the subject of the U.S.-Canada Free Trade
Agreement. One of the witnesses, Mr. Robert C. Liuzzi, President of CF Industries,
Inc., and Chairman of the Ad Hoc Committee of Domestic Nitrogen Producers (Ad
Hoc Committee), delivered a statement (statement) that contained a number of mis-
statements, factual errors and errors of omission regarding a nitrogen fertilizer
plant now under construction near Belle Plaine, Saskatchewan.

This memorandum is submitted by Saferco Products Inc., the owner of that nitro-
gen project, to rebut those inaccurate and misleading statements and set the record
straight. The errors and misrepresentations made on behalf of the Ad Hoc Commit-
tee include the following:

THE AD HOC COMMITTEE

The Ad Hoc Committee is composed of eight U.S. companies producing nitrogen
fertilizer products. However, the statement neglected to observe that two of the
member companies have interests in Canadian nitrogen production facilities.

Mr. Liuzzi and members of the A ' Hoc Committee have stated publicly that they
are seekli‘ng to prevent the Saferco plant from entering the North American nitro-
gen market.

NO SUBSIDIES

Contrary to assertions in the statement, no subsidies, countervailable or other-
wise, are involved in the financing arrangements for the Saferco nitrogen plant. For
example, Mr. Liuzzi suggests that the Saferco loan guarantee violates U.S. counter-
vailing duty principles. However, Mr. Liuzzi neglects to mention in the statement
that Saferco is paying a commercial fee to the province that is comparable to pre-
vailing market rates for such loan guarantees. It is settled U.S. countervailing duty
law that a loan guarantee is not countervailable if such a commercial fee is paid.
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ENVIROMENTAL ASSESSMENT

Mr. Liuzzi states that significant opposition, “‘including litigation,” arose over the
rovincial process for environmental assessment and project approval. However, he
. failed to add several imflonant facts.

First, the litigation that arose sought to compel the disclosure of documents. A
Saskatchewan judge dismissed the action, affirming that the S8askatchewan Depart-
ment of Environment and Public Safety (SEPS) had released all documents in dis-
pute relating to the Saferco project even though it had no obligation to do so.

Second, Mr. Liuzzi fails to disclose that the litigation was funded in part, by Safer-
co’s Canadian comﬁetitors, who also oppose increasedl competition from this project.

Third, Saferco followed every provincial process, regulation and law in seeking ap- |

roval to build its nitrogen plant. SEPS granted approval in the fall of 1989 for Sa-
-ferco to proceed with construction. .

Despite com liing fully with all environmental requirements, after receiving ap-

proval to build the plant, Saferco volunteered to prepare a complete environmertal

impact assessment in an effort to provide more information to the public about this
plant. This study is ne%m;ogletion. .

! CO PRODUCTION CAPACITY

The statement misrepresents Saferco's planned production capacity. Mr. Liuzzi
states that Saferco’s planned annual production capacity is 560,000 short tons of an-
hydrous ammonia and 750,000 short tons of urea.

In fact, only 150,000 short tons of anhydrous ammonia will be available for sale
each year. The rest will be consumed internally by Saferco in the process of manu-
facturing urea. This important omission in the statement creates a seriously mis-
leading impression and distorts the true production capacity of the plant.

In total, this plant will produce 445, short tons (406,000 metric tons) of nitro- -
gen (N) in the form of ammonia and urea, and will increase North American nitro-

" gen capacity by 2.5 percent.

’
NORTH AMERICAN NITROGEN USE

Another misstatement relates to our competitors’ claim that the North American
nitrogen market has entered a low-growth period. Fertilizer consumption figures
from the Tennessee Valley, Authority (TVA) and Statistics Canada show that the
North American nitrogen use bottomed out in the 1986/87 fertilizer year. (Attach-
ments A.1 and A.2) v

North America’s annual nitrogen use has increased from 10.4 million metric tons
nitrogen (mmt N) in 1986/87 to 10.8 mmt N in 1988/89. This increase in annual use
otl' 4(:0,000 mt N is equivalent to the nitrogen production capacity of the Saferco
plant.

Official consumption statistics for the 1989/90 fertilizer year are not yet available,
but several industry analysts estimate that North American nitrogen use exceeded
11.2 mmt N, an increase equivalent to the capacity of yet another plant the same
size as Saferco. For example, Isherwood and Maene of the International Fertilizer
Industry Association, wl‘ying on inputs from analysts worldwide, projected North
American nitrogen use of 11.3 mmt N at a meeting in June 1990. (Attachment -A.3)

Furthermore, both the U.S. and Canadian nitrogen industries are operating at ex-
tremely high rates. For example, in the past two fertilizer years, the U.S. industry
has operated at 94 to 98 percent of capacity. The Canadian industry has operated at
96 to 102 percent of capacity. (Attachments A.4 and A.5) Additional increases in
demand in the 1990s will have to be met by either import,s or new capacity.

MARKET NEED AND COMMERCIAL VIABILITY

Contrary to our competitors’ claims, several independent industry experts forecast
that the world nitrogen fertilizer market is getting tighter, providing an economic
need for another world-scale nitrogen fertilizer plant in North America.

For example, in May the Fertilizer Working Group, an expert committee made up
of representatives from the World Bank, United Nations and Private industry, pro-

d that nitro%en demand would rise from 97.5 Xercent of maximum potential
world supply in 1988/89 to 98.7 percent in 1994/96. (Attachment A.6) )

Even the Blue, Johnson and Associates’ NPKS Marketing Report cited in our
competitors’ testimony projected that the world nitrogen suipl /demand balance
will tighten in the 1 . Their report concludes that even with the addition of new
caiglacity equal to 38 plants the size of Saferco, growth in nitrogen demand would
still result in a deficit, of 0.4-2.0 mmt N by 1995. (Attachment A.7)
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It should be noted that each of these reports, including the one cited by our com-
petitors, was completed before the recent developments in the Middle East. This is
especially noteworthy because large additions in capacity were planned in Iraq and
other Middle Eastern countries. Most of these projects will likely be delayed or can-
%elsosd—further tightening the world nitrogen supply/demand balance. (Attachment

In addition, these studies do not fully account for the potential decreases in
supply from the Soviet Union and East Europe that may result from the political
changes and economic reforms that have occurred in the past year. The Soviet
Union and East Europe account for more than 30 percent of the world's nitrogen
capacity. (Attachment A.9) .

NATURAL GAS RESOURCES

The statement also said incorrectly that natural gas currently supplied to other
commercial users may be diverted to Saferco and that this aspect of the plant’'s op-
¢rations has not been publicly described. Neither of these statements is accurate.

Any volume available for export must be in excess of reserves contracted or di-
rectly owned by local consumers. In fact, Saskatchewan gas producers export more
tha:n?ve g‘m;gg_the amount of natural gas that Saferco will require each year. (At-
tachment A.
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FERTILIZERS
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TOTAL U.S. FERTILIZER CONSUMPTION 44.9 MILLION TONS IN 1989

U.S. fertilizer consumption for the 1988-89 year was 44.9 million tons of
material—an increase of less than one percent from the previous year. The average
plant nutrient content of all fertilizers decreased siightly as total plant nutrent
consumption declined from 19.61 million to 19.59 million tons of N, P;Os, and K,0.

Total nitrogen consumption tncreased one percent to 10.63 million tons. while
P;Osuse decreased by less than one percent to 4.12 million tons. Potash consumption [
declined from 4.97 million tons to 4.83 million tons K:0—a 2.8 percent decrease.

Consumption patterns varied widely from state to state as weather conditions
adversely affected fertilizer application even with significant increases In total
planted crop acreage. llitnols, Indiana, lowa, Minnesota, and Ohto reported a decline
in total plant nutrient application while several of the southeastern states registered
an increase in consumption.

Nutrient levels tn mixed fertilizers remained unchanged as slight gains in the
nitrogen and P;Os content were offset by a decline in K;0. Consumption of ammonium
polyphosphate solution (10-34-0) and monocammonium phosphates increased 9.2
percent and 12.8 percent respectively, while diammonium phosphate (18-46-0) use
was 2.4 percent below last year.

A general i{ncrease {n the use of nitrogen materials was reported with the
exception of nitrogen solutions which declined 2.1 percent {rom 1987-88. Urea
consumption rose almost 2 percent. amumonium nitrate was up 8.1 percent, and
ammorniurt sulfate recorded a 9.5 percent gain in consumption. Anhydrous ammonia
use was only 35.000 tons abave last year,

N.L.HARGETT J.T.BERRY S.L.McKINNEY

ECONOMICS AND MARKETING

NATIONAL FERTILIZER DEVELOPMENT CENTER
TENNESSEE VALLEY AUTHORITY

MUSCLE SHOALS, ALABAMA 235860

(205) 386-3381

1989

BEST AVAILABLE COPY
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< TABLE 1 - U.S. CONSUPTION OF FERTILIZERS ANO PLAXT NUTRIENTS
YEARS ENOING JUNE 30, 1960 - 1989
TOTAL CONSUMPTION
GROSS TOKNAGES i y PRIMARY NUTRIENT CONTENT
cregesenecnoan ceemercesenann ceenacnane tessreasaaans sesenaaes deteescssarsssnrsacnctcananas tenresesans ceeas
MULTIPLE SINGLE- SECONDARY
NUTRIENT NUTRIENT L micro- TQTAL » AVAILABLE X20 TOTAL

MATERIAL MATERIAL  NUTRIENTS PS5 .

essesscececennscaaa asessssscsss essssesessssesesscncnne sescsacesarreseassssans sevsone tecsesecsnaen sccvesnes

> 1,000 SKORT TONS

1960 15,650 7,850 1,378 2,877 2,738.0 2,572.4 2,153.3 7,463.7
1961 15,738 8,639 1,14 2,567 3,030.8 2,645.1 2,168.5 7.884.4
rye) 16,208 9,100 1,310 26,615 3,370.0 2,807.0 2,248 8.447.5
1963 17,157 10,229 1,459 28,844 3,929.1 3,072.9 2,503.¢ 9.505.4
1984 18,093 1,113 1,475 30,681 §,352.8 3,377.8 2,797 10,460.3
1965 18,559 11,756 1,521 31,83 4,638.5 3,512.2 2,834.8 10,985.2
1966 19,659 13,412 1,481 34,532 5,326.3 3,897.1 3,221.2 12,6466
1967 21,132 14,552 1,397 37,081 6,021.1 4,304.7 3,641.8 13.973.6
1968 21,294 15,832 1,617 38743 6,787.6 4,483.3 3,792.6 15,033.5
1960 21,23 16,380 1,33 38,949 6,957.6 4,685.6 3.891.6 15,514.8
1970 20,961 17,333 1,207 39,589 7,459.0 - &,573.8 4,038.3 18,068.3
1971 21,513 18,389 1,216 41,118 8,133.6 4,803.4 4,314 17,168.4
1972 21,511 18,388 1,310 41,206 8.022.3 4,883.7 4,326.8 17,212.8
1973 22,547 19,275 1,466 43,288 8,295.1 5,085.2 4,648.7  .18,029.0
1976 26,087 20,897 2,130 47,0% 9,157.2 5,098.6 5,082.6 19,338.4
1975 20,847 19,959 1,378 42,48 8,600.8 4,506.8 4,453.2 17,560.9
1976 22,958 23,935 2,29 49,189 10,6411.6 $,227.6 5.209.7 20,848.8
1977 26,099 24,999 2,525 51,624 10,647.4 5,629.7 5,833.8 22,1109
1978 22,110 23,51 1,877 47,497 9,964.6 5. 094.1 5,526.1 20,585.9
1979 23,742 25,400 2,139 51,480 10,714.7 5,605.8 6,264.5 22,565.1
1980 23,270 27,221 2,206 52,782 11,406.7 5,431.5 8,265.1 23,083.3
1981 23,525 28,236 2,227 53,988 11,923.8 $.434.4 6,319.5 B,417.7
1982 20,857 26,054 1,758 48,669 10,983.1 4,813.9 5,630.9 21,427.9
1983 18,352 21,851 1,610 41,813 9,127.0 4,137.5 4,831.0 18,095.5
1986 21,174 26,928 1,95 50,056 11,092.2 4,901.1 5,796.8 21,790.1
1985 - 20,711 26,947 1,97 9,109 11,492.6 4,657.6 5,552.5 21,702.6
1986 17,790 24,682 1,620 4,071 10,426.¢ 4,177.9 5,052.6 19,654.9
1987 17,144 24,145 1,675 42,96 10,209.5 4,008.3 4,836.5 19,054.3
1988 17,574 25,106 1,867 %, 527 10.511.6 4,128.5 4,972.7 19,612.8
1989 17,548 25,298 2,056 4,903 10,433.1 $,124.3 4,832.5 19.589.9
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ATTACHMENT A.2

Table 2.14 Total Fertilizer Material Used and Nutrient Contant, All Canada
Year Ended June 30

Nutrient Content

Fertilizer Nitrogen Phosphate Potash -All Nutrients
Year Material - ;5 (W) (P20s) (x20) (¥ + P +K)

(All figures in metric tonnes) °

1989 4,048,225 1,160,166 614,369 356,142 2,130,677
1988 4,241,298 1,187,653 634,475 404,040 2,226,168
1987 4,068,656 1,144,537 626,259 369,890 2,140,686
1986 4,299,991 1,220,721 695,110 370,209 2,286,040
1985 4,434,637 1,254,411 726,279 401,837 2,382,527
1984 4,243,300 1,157,500 712,700 370,300 2,240,500
1983 3,842,400 1,001,900 651,700 342,100 1,996,200
1982 3,741,600 965,900 636,300 343,600 - 1,945,800
1981 3,758,300 937,800 635,100 365,600 1,938,500
1980 3,571,600 831,100 627,700 348,900 1,807,700
1979 «a 3,671,100 834,400 630,400 330,400 1,794,800
1578\ 3,266,700 755,300 593,600 275,900 1,624,800
1977. 2,828,756 599,120 503,180 234,231 1,336,531
1976 . 2,780,383 = 586,092 502,657 242,077 1,330,826
1975 ’ 2,676,410 531,286 - 501,765 206,812 1,239,863
1974 2,608,623 512,643 494,230 202,039 1,208,912
1973 2,260,778 409,748 415,294 190,708 1,015,750
1972 1,972,120 334,420 340,813 248,929 924,162
1971 1,915,045 323,084 326,387 184,333 833,804
1970 1,699,834 269,830 284,013 176,129 729,992
1969 1,721,491 251,839 315,530 168,307 735,676
1968 2,079,921 320,842 399,245 166,105 886,192
1967 1,980,785 . 276,700 373,954 161,608" 812,262
1966 : 1,739,855 218,210 333,473 141,828 693,511
{

Source: Summation of fiqures from Tables 2.8 to 2.13 inclusive.
(1966-1977) originally derived from Statistic Canada "Fertilizer
Trade" (Stat. Can. Catalogue 46-207)

(1978-1989) Regional fertilizer associations and the Potash and
Phosphate Institute R
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ATTACHMENT A.3

.

THE MEDIUM TERM OUTLOOK

FOR THE SUPPLY AND DEMAND

OF FERTILIZERS AND RAW MATERIALS

by K.F.Isherwood and L.M. Maene

{FA Annual tonference
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1000 short tons NH3 (ammonia)

1288789 1989/90

Production - 4256 3793

T ————r R PAT L LY 4178 3933
(Average of calendar years)

‘Operating Rate (percent) 101.9‘< 96.4

v

Source: Canadian Fertilizer Institute, Production Summary
- Report, Fertilizer Materials and Related
Products; Statistics Canada, Canadian Productior
" of FertilizZer Materials; and Blue, Johnson &
Associates, Canada Afmonia Production Capacity
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CANADIAN PRODUCTION OF PERTILIZER MATERIALS
JULY - JUNE '
1988 vs 1989 .

(Metric Tonnes) ) .

\ )
1988 1989 . Achange
\:Rkynnous AMMONIA 3,780,000 - | 4,255,560 |  +12.5.
_UREA L o 2,258,988 2,459,086 +8.8
AMMONIUM NITRATE 826,613 1,026,125 +24.1
'WET PROCESS PHOSPHORIC. ACID 446,953 500,571 +12.0
(1008 of P20s)
AMMONIUM PHQSPHATE 913,173 . 970,735 +6.3
TE OP POTASE (X;0) 7,841,264 8,088,931 +3.2

SOURCES: Statistics Canada
P.P.I. .
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. Face No. 1 89-07 TO .90-06 VS 88-07 10 89-96
0.07.24

CANADIAN FERTILIZER TN?ORMQTION SYSTEM
FERTILIZER MATERIALS % RELATED. FRODUCTS

ERQDUCTION SUMMARY REFORT - (Metric Tonnuwu)

FRODUCT PREVIQUS - CURRENT FERCENT
FERIOD FERIOD CHNANGE

BOBBRPERPERNPPABRERPRNRIBSRRBRNPERNRBURRRPBRRNERR IS 2N DRANSEN DA | 2 J

ANHYDROUS AMMONTA o | s79ztos ‘ T

EAST V] 823471 100,0

WEST (s} T169734 ‘ D)
AMMONIUM NITRATE SOLID o ) 78883 1600, 0
UREA SOL 1D . ) 235711 1o, o
AMMONIUM SULFHATE ) _ ) 388649 10D )
Annonxu; FHOSPHATE 0 ‘ 8s2sa8 loo;ﬁ
MURIATE OF POTASH o 11121341 105, 0
AMMONIUM NITRATE LIQUOR 0 1010467 106,
UREA L1 QUOB ) 2489439 L 100,60

FHOSFHORIC ACID 0 4104926 100,0
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AMYININAS
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CHN3CASA BLUE, JONNSON & ASSOCIAILS -

02/08/90 . CANADA AMMONIA PRODUCTIOM CAPACITY (YE)
©08:41:40 (Mipy uN3) -
~ 1900 : Snokr'l‘bg? :

COMPANY, LOCATION STATUS 1980 1981 1982 1943 1984  19AT  19A8  1OA7 1088 1989 1900 1901 1592 1993 199 1993
ALBERTA GAS CNENICALS

WMEOICINE MAT, AD sp - - - - - - - - . - - - . . Y
CANADIAN 83

ROSEYOMM, SX sp - . . . - - - - - - - - - . - 150
CAMADIAN FERTILIZERS (CF INDUSTRIES, WCFL)

NEDICINE MAT, AB ) ort 450 430 450 450 430 460 <60 <60 (3] (3] (30 BN ¥ 5 (3] AT 13,1 ATS

MEDICINE WAY, AB 11 orr 450 450 450 450 450 40 Lon 460 [20) (2] (Y23 (3] [¥s] s (321 s
cn

COURTRIGKT, OM 1 e €00 400 400 400 400 400 K00 400 400 . - . . . . .

COURTRICNT, O 11 orR . - . . - L0 &Ko &0 450 450 &5 430 450 430 430 430

COURTRICNT, OW I11-1V cL-me 63 33 65 - - . . . - - - . - - - -
coniuco

CALGARY, A cL-ma 10 110 110 10 110 10 10 . - - - - - - - -

CARSELAND, A ore 450 430 &S0 450 4SO L%0 4SO 450 450 430 450 450 A4S0 450 450 4SO

JOFFRE, AB ~e - - - . . - . 385 313 3a8% 385 385 385 385 385 38%

TRAIL, 8C a-ns 70 10 0 10 70 0 70 10 - . - - - . - -
CYANANID

VELLAND, ON orr 245 x5 PL{3) 245 245 2 265 25 243 245 %3 23 43 23 43 243
€550 )

REOVATER, AB 1 cL-y 250 250 230 250 250 250 - . . - - . - - - -

REOVATER, AB It (] . . . 650 A0  ASO 450 OO 700 700 Y00 700 OO 700 700 700
GUACIER AMMONIA .

PINCRER CREEX, AB c-ms - - - - - .- ™ W %o - . . - - - -
N[ IROCNEN

MAITLAND, OM oer 3 [ 8s 83 85 [ as 85 a5 8 [} [} 8 [ [ 3
OCELOT

KITIMAT, 8C orr g J - . i - - 210 210 210 210 210 Pel 210 210 2i0
PEACE RIVER FERTILIZERS , R .

PEACE RIVER, AB o - - - .- . - - - 35 35 33 3% 1 35 3 35
SAFERCO : ’

BELLE PLAINE, SK s» - - - - . - - . . - - - . < 360 380
SNERRITY B

FY. SASXATCMEVAN, AD 1 ore 165 143 163 143 165 145 165 163 163 143 163 165 143 13 A 143

F1. SASKATCRENAN, AS 1] orr - - < 30 30 IS 4D Lo ko O 440 440 M0 460 40 o
stweLor

PRANOON, M8 | ors 1o 110 110 110 110 110 “.310 110 110 10 110 1o 110 "o 10 10

SRANDON, M8 11 oPR - - m 10 1o 1o 10 1o 110 10 110 110 110 110 10 1o
VESTERM COOPERATIVE FERTILIZERS o

CALGARY, AB c-xs 65 [ (33 65 &5 (3 (33 . - - - - - . . -

NEDICINE AT, AR CL-ECH 63 [} 63 33 53 65 (33 - . . . - - - - .

SEE ALSO CAMADIAN FERTILIZERS
TOTAL AMMOMIA CAPACITY (EX-SP) 2080 2060 3090 4035 4035 4510 L39S &LB7O 4875 | 4335 4335 4335 4335 4335 43 O3NS

PLANT STATUS CODES: OPR = operating or operational (msy heve been dle for part of year). OPR-RV » opersting or operstionsl, undergoing or te
undergo M jor revesp, OPR-ID = opersting or operationst, but primerily idie. CL = closed (sssumed permenently). CL-M8 = closed, equipment soth-
balled (mey be for ssle). CL-ECN » closed, equipment gone (e.g., sold, scavenged, drwolished). AP = active project. AP-BLD o active project,
construction underuay, AP-TNC = active project, financing in hand but constriction not started. SP ¢ speculstive project. SLO = complex sold to
another campany. UN = unknown current status of existing plant,

METRIL - :
o 4423 3933 3933

BEST AVAILABLE COPY

g1¢



1000 short tons NH3 (ammonia)

19088/89 1989790

Production © 17103 16566
Capacity 17533 . 17601
(Average of calendar years)

Operating Rate (percent) 97.6 94.1

Source: U.S. Department of Commerce, Current Industrial
Reports, Fertilizer Materials; and Blue, Johnson
& Associates, U.S. Ammonia Production Capacity

T
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CURRENT INDUSTRIAL REPORTS

o
N

U.S. Department of Commerce
BUREAU OF THE CENSUS .

‘rertilizer Materials

JUNE 1990

M20B{90)4
lssued August 1990

The statistics in this report are based on 8 survey of
producers of sulfuric acld, Inorganic fertilizer chemicals,
and phosphatic fertilizer- materials. The statistics repre-
senttotal production and stocks of U.S. manufacturers of
nitric acid, sulfuric aciti, ammonis, and phosphatic fertil-

saries, M288B(90)-1, issued, April 1890.

izer ;" 3terials. Estimates ‘ara included for companies
whose repc-ts were notreceived in ime for tabulation. A
description i the survey methodology and related infor-
mation may be found in the January 1890 report for thi

This report Is avallable slectronically In CENDATA, the Buresu’s onilne Information sarvice thro
version of this report will be avallable spproximstely one week sartier
be relessed on or about September 10, 199, For {u‘n}!u information, contact Customer Sarvices, Dp§b

h & commercial vendor. The electronic

CENDATYA report for July 1990 will
, Buresu of the Census,
by state, sre no loager

than ths nrinted report,

or

1233,

d

or cafl (301) 763-4100.

Washinggen, D.C. 20.
on can be requested

presented. This informa

] on pr genic fe
st the address and telephone numbers listed bael

ow,

Table L. FReUAT OF o FXRTILIZEAS 1908 TO 19N
(1,000 ohare toas) .
Mmsols,| hresesive | Ammsalun Procphacie Sutferic| Poocphatic
sywdetie aftrace, | ¢ euifate Ftrie seld satd,] tertiltoae
Noatd ssd yuuz snbydrons | oetglaal | (29031 S4 Wres ald e2eg 0 s etariale
2013 31 selution 134) } (14221 03) [ (18131 1) 103) ) (1813) 00)| (20341 0O)
€1003) { (26731 30) {1008) Cloag) ¢1001) | 1098 rpeq) €i001) | (1008 #304)
Juna 19900000 18,348 l 7,383 2,003 1,208 L0 V1,704 43,371 8,33
1,103 7,80 2,393 2,933 (X1} w,ne 3,19 3,39
14,348 7,500 tan 1,003 EXTH] 1,706 a3,37 (%1
1,41 b ool 1% [ 2] (1] 9 1K [oed
1,429 st 2 't - 1,026 3,759 104
[N “) 1 (32 0 1,019 3,813 T8
1,508 " mn (13} 23] 1,018 1N a8
1,373 ®e ns | “l ”l ), 2
1,43 (23] 0 "w " " 3,038 (124
18,013 1.1 1,9% 1,19 018 11,568 43,410 0,327
| e 173 a3 " I 2,488 e
1,400 L oed 200 " ) 150 3,413 23
1,0% 473 e 413 " T 3,714 143
1 b1 " Ll bi23 13 3,91 o
1,108 w4 32) b1 1 ”i 2,091 31
1,380 (25 ‘e L3 "o " 3,504¢ * oo
pesr Cluly 1988 .
Juna 1989).. . o 17,103 7,59 2,31y 8,039 4,081 H,7e 0,39 0,333
Ju 1,033 “s 09 10 “e (1) 3,211 e
Rap. 1,50 17 0 10 0 (T3} 3,082 1]
Apekl AN} nt w07 101 19t " 3,830 m
Marehesons et e 19 e 3 1,063 PN T n
Fabewary,. 1,342 “r 104 “ " 134 3,494 (1.4
dassaryicenies 1,512 m .19 m 7 1,007 3,1% res
.
18,901 7,300 1,133 [ X1 1,091 .31 TR XN
1,510 "3 19 n 1210 1,00 3,09 "
1,09 [t E a3 [} " 3,644 na
537 " u [31) “l 1,013 3,04 154
[ 4 34 187 (31} 83 " b NItY (3.
1,31 nr 19 (12} (23] " 3,5t L3
. 1,423 . b1} 18 9o [3}) L L1} 3.4 31

Beter Beta fer (necganic lfertlliser tiguras loc (909 2ad 1980 Dave baes ravised Msed on tha rvesit of he recondiltecieon

Metvesn Chla repert and the (903
»

snasal repert, KAIBB(HE)~1, Lsoved Novesber LNIT.

Addrass inquiries concerning these figures to US. Department of Commarce, Bureau of the Census, Industry Division, Washington, D.C. 20233,

or call Gisela 8. Hotfman, (301} 763-7807.

For sale by the Superintandant of Documents, U.S. Gaverament Printing Otfice, Washington, D.C. 20402

BEST AVAILABLE

COPY



NU3CAP o ’ BLUE, JOHNSON & ASSOCIATES

02/13/90 - _U.S. AMMONIA PRODUCTION CAPACITY (YE)
13:39:23 - (Hipy wuY)
: 1990
COMPANY, LOCATION STAIUS 1980 1981 1982 1983 1984 1985 1986 1087 1988 1989 | 1990 1991 1992 1993 99% 1995
UNOCAL -
BREA, CA cL 260 260 250 260 280 280 250 250 240 - - - - - - -
KEMAL, AKX 1 oPR 570 570 570 s70 570 S70 570 S¥0  S70 S0 570 570 ST S70 S7T0  S70
KENAT, AK 11 OPR 570 570 570 570 570 bY() 570 570 70 570 570 570 sro 570 570 570
PARACHUTE CREEK, CO 0PR-1D - - - - - - 2 12 12 12 12 12 12 12 - 1
USA PETROCHENICAL ’ .
VENTURA, CA cL - - - - - - . - - - - - . - . -
USAC ) ) :
CHERCKEE, AL ) SLo 7S T3 175 175 175 175 - - - . - T . - - - .
CLAIRTON, PA CL-EGN 275 2rs - - - - - - - - - - . - - .
GENEVA, UT CL-ECN o 7 - - - - - - - - - - - - . -
VALLEY RITROGES .
CHANDLER, Al SLD - - - - - - . - - - - - - - - -
NELM, CA - sLo - - - - - - - - - -l - - - - - -
EL CENTRO, CA HE - . - - . - - - - - - - - - - . .
vicono . . :
E. DUBLQUE, It OPR - . - - - . - 270 270 270 270 270 270 270 270 270
VULCAN MATERJALS ,
VICKITA, KS CL-ECN - - . . - - - - - - . - - - . .
UILCRO ' .
PRYOR, OKX OPR . - - LN - - . 90 90 90 20 %0 90 90 90 90

WYCON -- SEE COASTAL CHEM

.
............................................. cscan wescs Jeevee eveece casee emsss seeme

TOTAL AMMONIA CAPACITY 20808 20741 19384 18A89 18734 18741 17693 17564 V7894 17371 | 17631 AT ATTT 18276 18276 18276

Secvmesssssccccncccrtacnscncsnanvaannnea At At e R R D R DRt Rl N S eececscsnsecnanacan Seicecscssnnn
< voe cecnesa

PLANT STATUS CODES: OPR » opereting or operational (may have been Idle for part of year), GPR-RV = opersting or operstionel, undergoing or to

undergo mafor revemp. OPR-ID = operating or operstional, but primerily idle. CL = closed (assumed permanently). CL-M8 = closed, equipsent math-
belled (may be for ssle). CL-FSL » closed, equipment for sale. CL-ECN = closed, equipment gone (e.9., sold, scavenged, demolished). AP = active
project (under construction afd/or finencing completed). $P = speculative project. SLD = complex sold to ancther company. UM = unknown current

BEST AVAILABLE COPY

912
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Horld Bank Xy 21, 1990

13

WORLD AND REGIONAL NTTROGEN SUPPLY DEMAND BALANCES ‘000 TONS X

1988/89 1989/9C 1990/91 1991/92 1992/393 1993/94 1994/3S
ALL DEVILOPID K.E. = ~==---= -
M3 Noninal Capacity 32,878 32,593 132,870 32,882 13,208 33,262 13,264
NH1 Supply Capability 10,784 0,407 30,902 31,028 11,27 31,38 31,436
NH3 Indnstrial Use 6,852 6,914 6,9 7,083 7,005 1,12 17,164
Lossas 1,915 1,819 1,914 1,9 1,93 1,941 1,942
N3 Available foc Fert. 22,017 21,614 22,017 22,088 22,201 22,018 22,30
Noa-NH3 Nitrogen 320 320 30 N 126 30 kY]
N Fert. Sopply Potential 22,337 21,94 22,137 22,405 22,52 22,638 22,650
N Fert. Cooswptico 3,170 3,630 23,740 283,790 1,80 23,850 B,%40
Surplus (-Deficit) (833) (1,746) (1,403) (1,385; (1,329) (1,252) (1,20}
ALL DEVILOPDIG M.E
N3 Noaisal Capacity 28,268 28,915 29,559 30,542 33,599 35,075 35,619
NH3 Supply Capability 2,054 23,233 24,222 24,93 26,49 28,200 29,159
M3 Industrial Use 643 668 688 710 713 7% 775
Lossas 1,113 1,810 1,883 1,341 2,061 2,1% 2,.1mM
M3 lvailable foc Fert. 19,698 20,817 21,651 22,318 23,702 25,249 26,123
Noo-NH3 Nitrogeo 45 45 45 45 45 45 4S
¥ Fert. Supply Poteotial 19,743 20,862 21,69% 22,303 23,747 25,224 26,158
X fert. Coomumptiocn 0,50 21,1 22,1¢ 23,190 24,20 25,410 26,640
Surplos (-Deficit) (507; (268) (454) sy () (118) (482)
ALL CONT. PLANNED EC.
MG Noainal Capacity 4,769 55,234 54,795 57,538 58,105 59,185 93,635
N3 Supply Capability 45,034 45,770 45,548 46,103 46,647 47,06 47,675
013 Industrial Use 2,480 2,510 2,540 2,50 2,600 2,630 2,670
Lossas 3,428 3,461 3,441 3,883 3,54 3,574 3,600
N3 dvailable for fert. 39,426 39,799 139,%7 40,050 40,523 41,102 41,405
Noo-NH3 ¥itroges 195 195 195 195 195 135S 195
N Fert. Sapply Poteotial 39,62 19,934 139,762 40,245 40,718 41,297 41,600
N fert, Consuption 6,160 3,100 36,500 36,900 37,500 38,100 38,700
. Surplus (-Deficit) 3,461 3,8% 3,262 3, U 3,18 3,197 2,900
WORLD TOTAL
EE - o 3 .
M3 Neainal Capacity 115,915 115,852 119,724 120,564 124,912 127,524 128,513
MO Supply Capability 98,172 9%,470 100,672 102,100 104,350 106,888 108,270
MO Iodostrial Ose 9,97 10,00 10,199 10,303 10,408 10,508 10,609
osses , 1,05 7,150 7,238 7,344 7,518 7,710 7,813
M3 Availadle for Fert. 81,141 82,230 83,2135 84,453 26,477 ¢8,670 89,848
Noo-NH3 Nitroges 60 E20) 560 63 ‘&0 7] 60
N Fert. Supply Poteotial 81,70% 82,790 83,735 85,013 85,987 893,230 90,408
N fect. Consumtion 79,560 20,310 32,390 83,820 85,680 87,400 89,280
Surplus (-Deficit) 2,121 1,33 1,405 1,13 1,347 1,80 1,128
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AMMONIA — UREA:
WORLD SUPPLY — DEMAND — TRADE
"OUTLOOK TO 1995

WORLD DEMAND

1 Recent projections of growth in world nitrogen chemical demand out to 1995 are
summarized below and overleaf. The projections by FAO for fertilizer approzimate
a growth rate in & 2-25% per year range. (A few more aggressive prognosticators
suggest fertilizer growth rates may be even higher, eg, at 3.35% per year, but these
seem unlikely) Traoslated back to output from the world’s smmonia production
capability, an additional 17-19 MMtpy of NH3 output will be required in 1995 (over
1988) to satisfy demand at these forecast levels

2 As has been the case so far in the 1980s, most demand ;row;h has been forecast to
occur for fertilizer use in the developing agricultural economies of Latin America,
USSR, Africa, and Asia. Most published forecasts have shown oaly nominal
increases in the developed agricultural economies of North America, West Europe,
and Japan from a "depressed” 1988 base, but with no net growth relative to past
peaks in 1980-8L Flat trends in parts of North America and Europe (West and East)

- may actually prove optimistic if the growing tide of concern about high N

application rates and water quality effectively serve to improve the efficieacy of
nitrogen/soil management systems.

WORLD NITROGEN SUPPLY-DEMAND BALANCE

1960 1081 17 198} 1984 1983 1986 1947 198t 1993
CONSUMPTION
FERTILIZERS ‘ (est) s
MMtoes N (a) 601 «©3 618 69 #1703 ™ 760 %0 [ X]
- s
MMises NHI(®) £33 (7%} 55 0’s 958 7.4 988 1053 1028 1240
ALL OTHER (¢) h o 160-
MMtnes NHI 100 e 173 93 13 s 127 108 - 18 170
TOTAL (¢) ) ) 185
MMises NH3 93 %2 92 977 1094  LOO 1095 U&1 11 1410
AMMONIA PRODUCTION (¢) - :
MMrnes NH3 73 982 2 1 1091 vAs 109 ua 1u 14
APPARENT SURPLUS (DEFICTT) (c)
MMioes NHI - - - - - - - - - | o

(s) Bascd ou FAQ historical data bases and forecasta. .
(®) Biue, Jod L s ing a8 oversll world averags 2% lom (masufacturing distributios) between basie
ammoals productioa asd fisal sitroges fertilizer product consumption (Lo, S8% average yield ca NHI production)

(c) 1la this simplified saalysis, amamonis production is asrued w0 equal total consumption (which it does over time, dut
30t pecessarily sasually) Taus, the "All Otber” data sre derived by difference and includs e amociated vagiries

in the data base as well as actusl NH3 ¢quivaleat consumption for aitrogea La feeds, expiosives, polymers, ste

¢

NPXS MARKETS WLD-3 Jawsvary 12, 1990



REPORTEL NITROGEN FERTILIZER CONSUMPTION (FAO)
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(MMtoones N)
A 1580 —F 1587
_BY GENERAL TREND
1980 1987 1 — ] it Total
NORTH AMERICA 1118 1041 an ]
MEXIOO 090 135 044
OTHER CENTRAL ’ h
AMERICA-CARIB Q79 122 043 -
BRAZIL ~ (1141 096 Ve 0.05
. S
LATIN AMERICA 026 047 021
WEST EUROPE 9.56 1069 ) I & T N -
EAST EUROPE 484 509 024 )
USSR 826 179 353 ,
AFRICA 181 189 008 )
WEST ASIA 117 220 103 J‘
INDLA . 344 57 ;.»33, o
OTHER SOUTH :
CENTRAL ASIA 124 204 080
JAPAN, SKOREA,
TAIWAN 148 138 010
CHINA 1184 1699 515
OTHER EAST ASLA 207 337 130
OCEANIA 028 4 K ——— - ——
TOTAL 60.05 7602 1680 on 010 005 1597
NH3 Equivalents(s) 8322 10535 2328 -107 014 007 213
ANNUAL AVERAGE 240 011 001 <001 228
NH3 Equivaleats(a) 333 015 002 001 316

(s) Assumes overall world average of 12% loss (manufacturiag distribulics) between basic ammonia foedstock
production aod final nitrogea fertilizer product consumption (ie, 83% average marketplace yicld ca NH3 productioa.

NPKS MARKETS
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- WORLD NITROGEN SUPPLY-DEMAND
(MMTONNES NH3 EQUIVALENTY)

1988 | R U
pnmnnm 121 1800 139-141
TOTAL_AMMONIA CAPACITY
IN-PLACE 143 " 143
"FIRM" GROWTH > . 19
TGTAL 143 : 162
TOTAL AMMONIA PRODUCTION
FROM IN-PLACE 4
+ "FIRM" GROWTH 121 7 139
AVG OP RATE 85% 1% S 86%
| APPARENT SHORTFALL .
PRODUCTION NA - 0525
CAPACITY NA . 0.6-2.9
NO. PLANTS
@ 500 Mtpy NA 16

WILL THEY BE BUILT ? YOU BET !

NPKS MARKETS WwWLD$ Jasuary 12, 1990
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WORLD SUPPLY

L World anhydrous ammonpiz capacity will increase from 143 MMtpy NH3 in 1988 to
at least 152 MMitpy NH3 in 1995 (about 13%), based on aclive coqnstruction and

projects (about 15 MMtpy of the net increase) plus gxpansions via revamps &
recommissionings (about 4 MMtpy of the net increase) Over the same time frame,

production capability is expected to increase 14% as a function of this known
capacity growth plus real improvement in the world's average operating capability
(due to experience, revamps, more reliable infrastructure, etc.) Thus, total output
potential from this known capacity base is expected to approximate about 139
MMtpy NH3 by 1995, ie, 0525 MMtonnes short of the projected requirement This
shortfall equates to 1-6 new world scale ammonia plants.

2 In addition to active projects/expansions, a huge roster of speculative projects (SP)
exists which could, if all implementcd,. increase total world ammonia ca)pacity by
another 29 MMtpy NH3 (to 191 MMtpy NH3) by 1995. Obviously, not all of these
will be built, but 56 MMtpy of additional capacity is likely to emerge from this
"ioventory” by the mid-1990s. Thus, total world ammonia capacity will likely
approach 165 MMtpy NH3 by 1995, and its output potential should approximate 140-
145 MMtpy NH3J, ie, at least eoough to supply estimated demand.

.3 The international capacity/ supply outlook for yrea is similar. Based on knowa
plaas (Tactive projects”), world urea capacity will increase by about 20 MMipy
between 1988 and 1995 Based on these plants and plans, plus general improvement
in operating rates, world urea supply will increase by a slightly-higher 22 MMtonnes
over the same time frame. These increases, plus eventual translation of selected
ventures from "speculative” (27 MMtpy total inventory) to "active” status, will ensure
generally-adequate supplies to the international market

4 Ammonia and urea capacity in the fairly mature agricultural economies within
North America, Europe, Asia, and Oceania will remain stagnant at best, and even
decline incrementally in some areas. Thus, the locus of most pmew capacity
placement continues to be (a) where the largest demand growth potential exists,
both intra<country and intra-regional (e.g, Asia export plants for Asian trade), and
.(b) where feedstocks are the cheapest

s In summary, Blue, Johnson does not foresee international nitrogen markets being
seriously short for any sustained periods during the 1990s. As in the past, there may
be brief periods of perceived shortages (logistical and/or inflation-induced) to

NPKS MARKETS WiLD-7 Jaavary 12, 1990
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promulgate one or more short-term price runups during the next five years
However, there are sufficient new projects being actively pursued or speculated so
that world markets will more often than not continue to be adequately supplied.

6 It also scems increasingly evident that new world-nitrogen 'capacity development
will generally keep pace with expected market evolution, rather than explode in
clusters as it did in North America, West Europe, and Japan in the 1960s and 1970s,
aand later in East Europe-USSR, West Asia, Indonesia, and China in the 1970s and
likely to contribute to market imbalance thap demand factors For example, the
period of serious “oversupply” that world nitrogen producers encountered in the
carly 1980s was much more a matter of uoaaticipated demand stagnation than it was
of capacity run amok. These circumstances, in turn, were a fuaction of a prolonged
cycle of generally favorable growing conditions that resulted in (a) major buildups
in grain stocks, (b) depressed crop prices, and (c) constraints oo acreage and
fertilizer use in major markets, particularly in North America Nobody predicted
this recent cycle of benevolent agricultural conditions, just as nobody predicted the’
occurrence or severity of the 1988 US. drought

N

NPKS MARKETS WLDS Janvary 12, 1990
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WORLD AMMONIA CAPACITY

(MMipy NH3)
YE YE Speculative
1988 1223 Brojects
MEXICO-CENTRAL
AMERICA-CARIBBEAN &19 il 263
OTHER LATIN AMERICA 151 175 248
WEST EUROPE 1676 1694 12
EAST EUROPE 1454 1554 078
USSR 3017 484 135
NORTH AFRICA 251 325 20t
OTHER AFRICA 137 170 m
WEST ASIA 15‘9 879 695
SOUTH CENTRAL ASIA 1353 1692 465
EAST ASIA 832 1022 123
CHINA 2141 2423 210
OCEANIA 065 065 0.03
subtotal —1‘;2-5; -T:?:'; -275:
CANADA-USA 2031 2{1% 147
Total -172-54- -;62._(-)-9 . _;0; IS

185 1986 1987 1982 1989 190 1MWl N 1993 194 195

WORLD TOTAL (ex-speculative projects)
Capacity 1359 1374 1404

Operating

Rate . 8% 8% &% 8% &%

Production 1100 1095

NPKS MARXETS .

1455 1477 1521 1570

1609

1199 1232 1272 1BL7 1354

WLD-9

1621 1621

——max. output potential _______
8% 8% &% B84% 8% 8%

1373 1385

Jaauary 12, 1990



225

Capacity 83 8§76
Operating

Rate

Production® 625 640
NPKS MARKETS

185 1986 1987 198 199 190
WORLD TOTAL (ex-speculative projects)

87

709

938 966 982

752 -

756

WiD-10

7’6 B2 8719

1018 1073 1124

918

WORLD UREA CAPACITY
(MMipy urca)
YE YE ' Speculative
1968 19 Rrojects
MEXICO-CENTRAL '

AMERICA-CARIBBEAN kG 408 205
OTHER LATIN AMERICA 148 202 2m
WEST EUROPE 681 667 -
EAST EUROPE 951 1004 0.40
USSR 1489 1646 115
NORTH AFRICA 201 241 056
OTHER AFRICA 081 130 153
" WEST ASIA . s 10.72 R 683
SOUTH CENTRAL ASIA 1915 297 549
EAST ASIA 940 1163 197
CHINA 1040° T 14g9 252
OCEANIA 041 041 . -
subtotal -;; -l.&; E
CANADA-USA 9 967 155
Total -9-3-83 m —22.-7’7.

1991 192 1993 194 1993

1141 14

‘ ———maxoulputpotential
%% 5% 80% 8% 8% 0% % L% % 8% 8%

951 967

January 12, 1990
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WORLD TRADE

World trade in anhydrous ammonija is expected to-stabilize ‘within a 11-12 MMt1py
NH3 plateau after several years of generally steady growth. The United States and
West Europe accouat for roughly 70\% of the international market and no import
growth is expected in either. Elsewhere in the wond, modest growth in some
countries and regions is nearly offset by declines in others, resulting in little net
increase.

Somewhat more change is expected in the locus of supply, with increases noted for
countries in/on the Caribbean, North Africa YWest Asia South Central Asia, and
East Asia vs decreasing trends forecast for Capada-United States (specifically the
United States) and the USSR,

World trade in yrea will continue to grow towards 24 MMitpy by 1995, with the
biggest increase in available supply occurring in West Asia

Note: The country and regional trade scenario in this report for ammonia and urea
has a particular dependency on the assumptions made about the nitrogen industries
in East European countries and the USSR.  Specifically, the data herein
simplistically assume that, except for a decline in Rumaanian urea exports, these
industries will otherwise be relatively untouched by the dramatic political changes
oow underway. This ﬁrobably won't be the case, but Blue, Johason is not prescient
enough to more than guess at alternative outcomes. See the discussion on pp. REG
104-105 for additional comments aad a tabulation of factors to watch.

NPKS MARKETS WLD-1} Jusuary 12, 1990
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Fertilizer Markets

WEEKLY NORTH AMERICAN PERSPECTIVE
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Kuwaiti Ferttizer Exports 1989
000 my

This Week

Katium plans to up
output at Ml mine 2

Phibro unit to relocate
to energy offices 3

Market moves to cover
Kuwaiti NH3 sales 4

Synel makes six
amsul tender awards 7

Farmland, CTl fow bidders
in Pak DAP tender 8

Results on Pakistan's
two TSP tenders 9

Supply disruption
seen from lraq crisis

The Uniled Nations trade embargo placed oa Iraq and occupied Kuwait bas
balted the movemeat of fertilizer products from the two nations and put brakes
oa construction projects. The prospect that sulphur, nitrogea and phospbate
fertilizer products may not be shipped from either country for a leagiby period
of time pushed up some prices jast week. Freights for ammonia tankers
increased as additional vessels turned to the LPG trade, and war risk insurance
weat up for ot just Iraq saad Kuwait destinations but also for Ssudi ports ia

‘the Gulf. War risk insurance is said 1o be 2.5% for Lraq/Kuwsit and 1 % for

Saudi Gulf ports; the insurance normally is .25 %.

Iraq bas the abdility to produce 816,000 mVy (N) smmonis, 1.1 million mt/
y of ures, 400,000 mt/y (P20s) phosphoric scid, and 898,000 mt/y of
phosphate fertilizers. The country also has the abulity to produce up o 787,000
mtly of recovered and | mllion mt/y of Frasch suiphur.

Production is believed ta be continuing in Iraq, altbough aa extended trade
embargo against Iragi products could force some eveotual reductions or
closures. Some product may coatinue to resch markets if it is transported
overland through Jordas or Turkey. However, s saval blockade is being set
up 1o prevent movemeat of Iraqi goods from Jordanian or Turkish ports, and
itis now believed to be slmost impossible to funnel funds for purchases into
Lraq. The Iragis sre reported Lo bave halted shipmeats of goods for which
paymeat bas oot beea received prior to loadiog.

On the books at the time of the trade curtaiiment were commitmeats for
150,000 mt of Iraqi sulpbur to move to Egypt in September, 10,000 mt of
sulphur for prompt delivery to cover 8 CoaAgra sale to BCIC/Bangladesh,
100,000 mt of sulphur for second-half commitmeats Helm made ta India, and
40,000 mt of TSP to cover s sale Transammonia made into Bangladesb. Itwas
also expected that 150-200,000 mt of Iraqi usea would bave been concluded
for second-half shipmeat to China. In first half 1990 Irag exported 617,076
mt of sulphur, with most of its going o ladia, Turkey, Egypt, Tunisia,
Romanis and Jordan. An estimated 600-650,000 mt of Iraqi urea was
delivered to China in the same six-month period.

Kuwait has production capacity for 990,000 mt/y (W) of ammoaia, 792,000
mty of ures snd 1.3 millios mty of recovered sulpbur. All Kuwaiti
production assets are cow sbuttered. Kuwaiti exportsin 1989, the latest period
for which figures are available, included 315,000 mt of smmonia, 840,000 mt
of urea and 546,000 mt of recovered sulpbur.

Fertilizer shipmeats pending st the time the [ragis took over Kuwait
included 8,000 mt of August smmoaia commiited o Greece, 12-15,000 mt
of ammonia sold to CDPC.Taiwaa for September celivery, 35,000 mt of
ammoaia for early October delivery to South Xores, about 50,000 mt of
ammoaia to be shipped in August as the fisal deliveries of first-balf
coatractual toanage and 40,000 mt of suipbur sold to lodia for August. About
100,000 mt of Kuwaiti urea was expected to go to China July-December.

Construction of & major phosphate, urea and smmonia expansion at Al
Qair, Iraq canaot costisue while the UK coatractor is baoned from doing
business in tbe couatry. Likewise, Freeport-McMoRaa is reported to bave
balted work oa Iraq's Mishraq miae expaasioa after the US froze Iraqi assets
and banned trade with the country.

BEST AVAILABLE COPY



Austria
Belgium
Fintand
France
Gemany FR
Greece
loeland
Ireland (Rep)
Italy
Netherands
Norway
Portugal
Spain
Sweden
Switzedand
Turkey
United Kingdom

West Europe

Albania
Bulgaria
Czechoslovakia
Germany DR
Hungary
Poland
Romania
USSR

Yugoslavia
East Europe

Algeris
Egypt
Libya
Nigeria
Somalia
South Africa
Tanzania
Zambia
Zimbabwe

Africa

Atghanistan
Bahrain
Bangladesh
China PR
India
Indonesia
Iran

lraq

Israel
Japan

1985

3t
2498
335

2086
3449
654
521
1017
59

sty
2205

18099

1164
1039
1600
998
3105
4227
n773
1156

45147

1106

381

"M
109

3505

70
165
653

20292
7531
2990

- 447

2240

1

3

1988

[ARR
2498
412

2086
3449
599
521
904
59

S11
2205

8008

1161
1039
1600

3105
4227
3169
1456

46843

660
1123

811

i
109

3474
70

329
653

20921

8496
29%0

117
2188

ATTACHMENT A.9
AMMONIA CAPACITY
("000 tonnes NH3)

1987 1988 1989 1990
548 609 609 509
560 832 418 416
74 84 85 85
2834 2641 2258 2258
2576 2718 2694 2670
412 412 412 412
] 9 9 9
468 495 495 495
2088 2110 2110 2110
3515 3699 3699 3699
607 , 547 487 487
521 529 520 529
878 997 997 997
59 0 0 ]
“ 44 44 “
473 473 473 473
1892 1538 1919 1606
17556 17417 17236 16899
88 88 88 158
1012 1457 1457 1487
1039 1039 1039 1039
1600 1711 1822 1822
998 998 998 998
3105 3105 3105 3105
4227 4316 4485 4616
33668 33887 34954 36050
1456 1456 1456 1458
47193 48037 49384 50701
825 990 990 990
1123 1123 1123 1197
660 262 330 412
165 330 330 330
0 0 0 ]
811 720 720 720
o (] 0 0
88 88 88 88
109 109 109 109
3781 3622 3690 3846
70 70 70 70
329 329 412 412
713 983 983 ¢83
21566 22141 22977 23169
8701 9429 10203 10648
.,2990 3017 3612 2612
© 485’ 405 651 “108S
117 528 791 1039
80 80 80 80
2188 2188 2188 2139

1991,

609
718
8s
2258
2520
412
9
495
2110
3699
487
529
997
[¢]
44
473
1608

17049

158
1457
1039
1822

998
3105
4616

36526
1456

51176

990
1527
660
330
0
720
0
88
109

4424

70
412
1032
23169
10981
3788
*106S
1039
80
2139

1992
588
016
85
2258
237¢
657
9
495
2110
3699
487
529
997
0
44
473

1606

17324

158
1457
1039
1822

998
3108
4516

36525

1456

51176

930
1527
660
330
0
720
0
88
109

4424

70
412
1635
25220
11849
4058
1065
2029
80
2139

1993

566
916
85
2258
2371
496
9
495
2110
3699
487
529
997
]
“
473
1606

17141

158
1457
1369
1822

998
3108
4616

36525
1456

51506

990
1527
660
570
0
720
0

88
109

4664

70
412
1882
25520
13184
4718
1168
2358
80
2139

1994

566
916
85
2258
27N
496
9
495
2110
3699
487
529
997
0
44
803
1606

17471

158
1457
1369
1822

998
3105
4616

36525
1456

51506

990
1620
660
70
0
720
255
88
109

§012

70
412
2228
26120
13605
4718
1296
2359
&0
2139

1995

918

2258
27
496

495
2110

1028

2228
26120
13605

5378

1296

2359

2139

T L 70 a
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. AMMONIA CAPACITY
('000 tonnes NHJ)

1985 1986 1987 1988 1989 ‘1990 1891 1992 1993 1994 1995

Korea (North) 1200 1209 1200 1209 1360 1579 1579 1579 1579 1579 1579
Kotea (South) 879 879 879 879 879 792 792 782 792 792 792
Kuwait ) 850 860 860 909 09 09 009 909 909 909 909
Malaysia 217 382 382 382 330, 330 330 330 330 330 660
Myanmar 207 287 287 287 287 | 287 287 287 287 287 287
Pakistan 1476 1478 1476 1 1507 / 1507 1507 2155 2232 2408 Q2458
Philippines 24 0 0 [ 0 [ 0 0 0
Qatar 592 602 S92 700 700 700 700 700 1195 11985 1195
Saudi Arabla - 528 528 738 1023 1023 1023 1023 1518 1518 1518 1518
Sti Lanka 14 0 o 0, © 0 0 ° 0 ° 0
Syria : 379 379 379 379’ 379 a79 379 379 319 319 379
Talwan . 379 479 879 379 379 319 ar9 379 379 319 379
U Arab Emirates 330 330 330 330 330 330 330 330 730 730 730
Viet Nam 72 72 712 72 72 12 72 12 12 712 72
Asia 41813 43316 44832 47285 50122 51504 52062 57987 61934 63605 6464S
Austalia 524 524 524 524 524 524 524 524 524 524 524
New Zealand 88 88 8 88 8 8 68 88 88 88 88
Oceanla 612 612 612 612 612 612 612 612 612 612 612

Canada 3884 4099 4429 4322 4385 4078 4078 4705 4886 4885 4885
United States \16971 16000 15061 15442 15442 15249 15310 5310 15310 15310 15310

Notth Amerlca 20855 20099 20390 19764 19827 19327 19388 20013 20196 20196 20196
Argentina 11 1M1 12} m 11 A1 201 201 201 201 696
Brazil 1269 1269 12690 1269 1296 1318 1318 1318 1648 1846 1848
Colombla 200 200 200 200 200 200 200 200 200 200 200
Cuba 372 372 72 372 372 72 372 372 372 372 372
Mexico 2909 2009 2909 2009 2009 3354 3799 3799 3799 3789 37
Peru 158 156 158 158 156 156 156 156 156 158 158
Trinidad 1427 1427 1427 1689 1877 1877 1877 1877 1877 1877 1877
Venezuels 790 7% 7% 790 790 790 790 790 1285 1285 1285
Latin America 7234 7234 7234 7486 7711 8178 8713 8713 9538 9736 102N

WORLD TOTAL 137265 139586 141598 144233 148582 151067 153424 160251 165591 168138 171311

FOUTLOOK AMMONIA.- APPERDIX " i °



7 What Are The

Water Needs?

The compeny's water will be

drawn dwectly fiom Bulfelo

Pound Lake, which 1a

suppled from Lake

Drefenbaker. The supply wat

NOt pass Uvough the water

Ueaiment systerns servng Regna and
Moose Jew

Annusl water use ot the plant i3

equivalent 10 one hall & summer’s day
evaporsion lrosn Lake Diefenbaker

P

How Much Electricity Is
Required?

The power needs of the fertillzer

plond will be Mt by SeshPower's e
enhting clectncal sysiem and wi

have no effect on the sysem’s
capebeity 10 supply eleciricity 1o the
province.

=

And What About Natural Gas?

In Sashatchewan we have large
resources of natural gas. SO maxch, in
fact, that we Qurrently 2xport 5 times
he annual requements of Uwe
lerullrer faciltly 10 mark s in

Outario and the castern United States.

/

Bayhuorst Gas (1d . a subsudiary of
SashEnergy, wil a33iu the company I
«3 (Jas purchases and local producers
Wil have 8n OppPOrTundy ta 1efl thelr g
10 Selerco at compeltive terms and
Condetions. N

=

How Will Farmers And Other
Saskatchewan Residents
Benefit?
The i Denefts are N
during consinuction and op-raton.
The project will create 2 mulhon howrs of
work during the canstruction pivese. An
average of 600 peopiec will be em
on the site, peaking at 1,000 n 1931, A
Buy Saskatchewan policy Is in effect to
help ensure oll quabfied Sasketchewsn
businesses have sn opportunity 10
wpply goods and services.
Thvoughout the Arst 20 years of the
project an sverage of some $100 mition
per year will be spent in the province
every yeas, Including a3 much as $30
malion for natural gas purchases, $21
anillion on ransportation snd S20 mithon
yroll. Plus the Company will pay
&;.mlbnm sverage per year duectly
0 the province in the form of taxes.
But more importantly it provides
Ssskaichewan the abdity 10 Use s own
natural ges 1o produce nitrogen lertlirer
Sasketchewan has half the srabie tand in
Caneda but docs nol produce s own
fertlizer.

The Bele Nw Tacany
permanent jobs, oddsuhelo.mnnl‘
e30uce and provides more 0

T in s hey area d lum hpun numgen"g’ o "l”‘
< fertiuer. o
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Keeping The Public Informed

Construction of the $435.million
nitsogen fertilizer plant at Befle Plaine,
Saskaichewan is under way,

As part of our commitment to the public
awaseness, we've prepared this
summary of inforimation sbout the new
plant.

=

cLEs>
i Who is Saferco Products Inc.?
| The company rep & Joint
i\ brtween the Government of
Y. Sasksichewsn snd Cargit Lid, Cargll
. ‘\‘ halds 50 percent. the government owns
AT perdet and the remaking | percent
will be sold 10 a Canadian hnancisl
Institution,

Plant construction will cost $433 milion
~ $65 mullion from Carglll, 564 million
from the government snd 5305 million
which will be bormowed by the company
from commercial sources.

The government will guarantee the
repayment of Salerco’s debt and the
company will pay a commercial fee for
that serwice.

E...

Working In co-opevation, the two
have the and

;Mutodevdop-mjam«-
based Industry in the province.

The go plays an exsential role
In {acilitating plast construction. Cargill -
with 123 years of related business
experience — pr-wides & worldwide

commerciel success of the plant,

:%mwmm

Where Are The Markets?

Mirogen Is the colouriess, tasteless,

odouriess, gaseous elernent that makes
up 78 pescent of owr atmosphere. & also
happens 10 be an ial o for

plant growth.

I order 10 provide this nutrient in levels

which sre sulficient to produce hesithy
growth, fenikizers made from nitrogen are
ohen applied 10 the soll.

The primary product of the Belle Plaine
plant Is granular wres, i ]
the safest forms of fertiiizer avallable. An
] ve form i3 anhyde '
Both wilt be produced at the plant
through » commercial process which
combines ae, waler and natural gas.

the Pacific Rim countries. & will be
avallable o every lertizer distributor in
Seskatchewsn inchuding Co-op retallers,
Wheat Pool elevators, other elevator
outlets and all independent deslers.

l s Thare Room For Another

Fertilizes Plant?

There ks no Seskatchewsn-based ni

fertiizer d ol the p

tme. Saskasichewan larmers now spend
more than $300 million every year on

i lertilizer produced de the

province. And the trend Is toward more
use of granular ures on the Praivies
because R Is saler 10 apply and farmers
recognize it as & way o cost-effectvely
incresse their yields.

opportunity >
{armers’ money working here in the
province. .

The area is 8 natursl spot because k
mects oll criteria for the visble
production and distritution of ferUlizer.
Belie Plaine offers ready access to
natural ges, the main ingredient in the
manulactunng process, as well o3 water

with [ -]
e et

iﬂim Sale?
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/ vmo’u Salerce Products
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News Coverage Regarding Public Information Effort

Saferco satisfied |

.uJ") S

- despite few people

=5

at public: ‘meetings :

By RON sgmoun - !ssues ‘raised ' at’ Wednesday'
Timer-Sarnid Sl Writer. ﬁ oD m from me'Sul‘ty Of
e mmg chemxa.l fertilizers and the
A voluntary ‘enviroamental ' im:* growth of organic fertilizers, to the
pact study on the Saferco fertilizer need for government lundmg ol t.he
&I?snt will be seat to q&overument m‘l%« :
fall, compeny offi low response to the pmject
* Comments from a series of public: ; Was mirroced in a direct-mail cam-

and ads placed b,
meetings beld this week will be used: ° ey ,_mmn o the fou¥

to prepare the impact statement for -
the fertilizer plant, now. under coa: | it:‘v;nn!;ﬂcgeedn? , we % man:xre:l
st:rucdon 20 kxn east of Moose Jaw. . a0 olds. which

eVt TROUgh oaly abOU‘ 100 people duded a postzsepaid reply card,"” .
}owed up at the ﬁeetmgs he said.
Saferco spokesman Joe o sai “Yet in the first week, omy m
the company still viewed them 232  cardswere returned.’’
Success, Saferco also placed ads in Saskat- |
“‘I‘bismnounexercmingen« chewan's three largest newspapers |
erating ¢ pumbers,” Ralko said' asking for public input. "Again, the :
Friday. “We wanted and received ratgom was not ov elming, :
public input directly tohdpmpr& with just five inquiries (rom a news-
pare our enviroomental impact as-  paper 2udience of more thaa 130,000 :
sessment oo the project.”’ readers,” Ralkosaid. :. -+
But Ralko acknowledges be “In fact, four replies were rrom
thought attendance would bave beea pﬁe looking for work."” -

greatzr at the information sessioas, smmﬂhon Joint veumre be- .
eld in Pense, Moose Jaw, Regina. governmeant :
and Saskatoon. “I thought it would and c«mn been the subject of -
have been five or 10 times that  widespread political debau since it:
great,” besaid. was announced last spring. ./

Moose :ﬁw, Sask. Tuly &,199
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ript Regarding Commercial Rates

Provincial Transc
for Natural Gas

Saferco will P
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June 11, 1990

Some Hon. Members:  Hear, hear!

M. Solomon: — Mr. Speaker, the minister stands in the
House and responds for the minister responsible for the
Cargill project and contradicts Xerry Hawking who's
president of Cargill with respect to the purchase of natural
gas. | would remind UWs mumster that the people of
Saskatchewan have put up $369 mullion in this project
and Cargill is putting up $65 mullion. As (he senior pantner
in the developments, the government of Saskatchewan
should be dictaling the terms and not Cargill. The
governmenk should be doing all that it can to ensure that
Saskatchewan producers, and not Albena producers, 33
Mr. Hawkins states,are given precedence.

Me. Minister, | ask you: have you made that position
known to Ketry Hawking! Have you made the posiion
known of the Premier and (he statement you just made
known to Ms. Hawkins or have you not!

Some Hon. Members. Hear. hear!

Hon. Mr. Swenson; — Mr. Speaker, natural gas in the
provi L fchdwan bangs in some $40 mihon in
1oyaiuses for people/hece. and (ust 3 few years ago that

figure was almost nil and | theak it's at the
encouragement of indusiry by this government, with rules
and regulations, that has allowed those types of royalties
to Nlow back 10 our province. '

So for the member opposite to say that there are no
economic spin-offs 10 this province is not true, M.
Speaker. This particular plant and the quantities of natural
gas we'll use will amount to nearly 10 per cent of what s
produced in this province at peesent. Saskatchewan
peoducers have shown that they are amongst the most
competitive producers in Canada. And given this type of
oppoaunity ot 18 billion cubec feet of market for therwr
natural gas, | would think, Me. Speaker, given that past

record. that they will be 1 there supplying natucal gas to

the Saskatchewan Fertilizer Company.
Some Hon. Members: Hear. hear!

Mr. Solomon: — Mr. Speaker, 3 new question to the
Minuster of Energy and Mines. The Premier said that there
was some assurances that Saskatchewan producers
would have first crack at ths gas and we'd be the
recipient of royalties 33 3 resuit of that. Mr, Minuster,
you've said 1n this House that the Saskaichewan
producers will benefit,

How come Kerry Hawkins savs that it will go to the fowest
bidderw hich may be Albenta natural gas producers! Why
haven't you some assurances in waiting from Saferco and
from Cargill that Saskaichewan natural gas producers will
md:ed be the benefactors of the consumption of natural
sas

Some Hon. Members:  Hear, hear!

Hon. Mr. Swenson: — Mr-Speaker, members of the
Opposition can’t have 1t both ways. For months they have
$tood in this House and iaccused the government of
having 3 sweethean deal with Cargill Grain corporation
What the rrember opposite i3 proposing would in fact be

2 sweetheant deal. Saskatchewan producers have a
natural advantage. They are closer 10 the plant than any
other gas producers in Canada. And if one undersiands
the transmission infrastructure in this country, that is a
built-in advantage.

We have said all along that this will be 3 commercial
plant. The gas contracts for the Saskatchewan Fertilizer
Company will be on a long-term, mid-range, and
short-term basis, the same as any other industrial user in
the province of Saskaichewan, knowing full weil that
those Sastatchewan producers are closer and therefore
have the advantage in bidding on those types of contracts,

Some Hon. Members: Hear, hear!
INTRODUCTION OF BILLS

8ill No. 42 — An Act respecting the Legal Profession, the
Law Foundation and the Law Society of Saskatchewan

Hon. Mr. Lane: — Thank you, Mr. Speaker. | move first
teading of a Bill respecting the Legat Prolession, the Law
Foundation and the Law Society of Saskatchewan.

Motion agreed 1o and the Bill ordered to be read a second
ume at the next yiting.

. Bill No. 43 — An Act respecting Police Services

" Hon. Mr. Lanc: — Mr. Speaker, | move fiest reading ol 2

Bill respecring Police SRONCEE e o

Maotion agreed to and the Bill ordered to be read 2 second
tme at the next siting. -

ORDERS OF THE DAY
GOVERNMENT OKOERS
SECOND READINGS

Bill No. 7 — An Act to amend The Intestate Succession
Act

Hon. Mz, Lane: — Mr. Speaker, I'm pleased to rise today
to move second reading of The Intestate Succession
Amendment Act, 1990. The Intestate Succession Act ses
oul & statutory scheme for distnbuting the estate of 2
person who dies without 2 will, Where 3 person dies
leaving a spouse and children, the spouse receives 3
preferential share of the estate before the balince
divided between the spouse and the children. The
peeferential share was lag raised from 10,000 to 40.000
in 1978, and since that tme mflation has decreased the
value of this amount to the point where it is necessary to
increase the preferental share again.

The Bill beiore this House will increase the preferential
share 10 $100.000 with respect 10 estates of persons who
die aker this Act has passed, and | am confident that
together with the proposed The Oependants’ Relief
Amendment Act. {19901 also currenily before this House.
that these Bills will update the legisiation relaung to
provruons for both spouses and dependants upon the
death oi an individual.
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' McLEeop & PiRes,
Washington, DC., October 2, 1990.

Hon. Max Baucus, Chairman

Senate Finance Subcommitiee on International Trade,

U.S. Senate.

205 Dirksen Senate Office Bldg.,

Washington, DC. 20510 .

RE: September 28, 1990—Hearing on Implementation of U.S.-Canada Free Trade

Agreement
Dear Senator Baucus: On behalf of the United Producers and United Egg As-
sociation, organizations representing shell egg producers and further processors re-

spectively, 1 wish to bring to your attention a problem regarding adherence to the.. :

.S.-Canadian Free Trade Agreement.
PROBLEM

As you may be aware, Canada operates a suppl{ management program for domes-
tic egg producers. Domestic production is controlied by a quota s*;tem which guar-
antees producers a gréice based on a cost of production formula. The Canadian Egg
Marketing Agency (CEMA) purchases all eggs, and those that are not needed to sat-
isfy domestic demand are sold at a discount to processors. This product can then be
exported to the U.S. at less than fair market value, which is damaging to our egg

and egg products industries.
ARTICLE 701 (3)

Language was included in this Agreement under Article 701(8) which prohibits
either country, or a public entity, from sellin icultural goods at a cost below the
acquisition price, plus handling, storage and other costs. It was the intent of this’
language, as clearly stated in the implementing legislation, to include in the defini-
tion of “public entities” commodit&hmarketin agencies, such as the Conadian Egg
Marketing Agency, the Canadian eat Board, etc. In fact, the implementing legis-
lation called for the U.S. to routinely monitor Canadian sales price policies as per-
~.tains to eggs and wheat to ensure that Article 702(3) would not be circumvented.
. In recognition of past problems encountered by the U.S. regarding Canadian pric-
ing practices for eggs and egg products, specific practices were identified in the im-
plementing legislation to be included in the reach of Article 701(3), su h as: (1) “dual
pricing,” whereby CEMA crays one price for domestic , and a minimum or token
price for export eggs; and (2) ‘‘blended pricing,” which employs the same two-tier
price structure, and uses an average of the two for a price.

The position of our Administration as described in the Statement of Administra-
tive Action, as well as that of Congress as evidenced in the Agreement’s implement-
ing legislation, illustrates that Article 701(3) was plainly intended for public entities
such as CEMA' Thus, CEMA’s position is completely untenable and in direct viola-
tion of the Agreement.

CEMA'’S POSITION/GATT CONTRADICTION

@,
. Although language was included in the Agreement under 701(8) which prohibits
either government, or Sublic entities, from selling agricultural goods for less than
* the cost of acclluisition, EMA has declared that the{l are not a public entity for pur-
poses of this angue#ﬁ, and further purports that the Canadian government agrees
with their position. This allows CEMA, with express government approval, to simply
conduct “‘business as usual,” despite clear language prohihjting their actions.

Even more noticeable is the direct contradiction of CEMA's position under GATT
negotiations, whereby they portray themselves as a public entity for purposes of Arti-
cle XI, which allows for import restrictions. Clearly they cannot legally have it both
ways.

CONCLUSION

The language in Article 701(3) was designed to protect the U.S. egg and egg prod-
ucts industry from unfair pricing practices by Canada and Canadian public entities.
However, this 1 e will offer no protection if the parties bound by it are per-
mitted to circumvent its authority by merely claiming it has no affect on them.

As it stands now, we must operate with one obvious haudica ada's quota
system, which limits the U.S. to a share of a global quota o7 just over 1.6 percent of

ada’s domestic production. However, we were at least reassured b g the inclusion

}\t
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of Article 701(8) that fair pricing practices would be required of both countries, and

we certainly hope that this will be the case in the future.

- We wanted you to be aware of this situation in view of your September 28, 1990
hearing. Any assistance that you or your Subcommittee could provide to the'U.S.

egg industry would be greatly appreciated.
Sincerely,
MichaeL R. McLrop, Washington
Counsel.
CHRISTINE NELSON, Director, Government
Relations.
@,

40-629 (248)



