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January 21,1987 

Chairman, Subcommittee on Department 
Operations, Research, and Foreign Agriculture 

Committee on Agriculture 
House of Representatives 

The Honorable Byron L. Dorgan 
House of Representatives 

In response to your October 17,1986, request, we have reviewed the U.S. 
Department of Agriculture’s (USM) methods for shipping government grain on 
railroads nationwide-in particular, the extent to which it negotiates with railroads 
for rate discounts. The report contains recommendations aimed at improving USDA’S 
negotiating effectiveness and reducing its rail transportation costs. 

As arranged with your offices, unless you publicly announce its contents earlier, we 
will make no further distribution of the report until 16 days from the date of this 
letter. At that time, we will send copies to the Director, Office of Management and 
Budget; the Secretary of Agriculture; and other interested parties. 

This work was performed under the direction of Brian P. Crowley, Senior Associate 
Director. Other major contributors are listed in appendix II. 

J. Dexter Peach IF 
Assistant Comptroller General 



Executive Summary 

Iqlrpose The US. Department of Agriculture (u~LM), responsible for storing and 
transporting government-owned grain, is one of the nation’s largest 
shippers of grain by rail. In 1986 it shipped about 216.6 million bushels 
of grain by rail at a cost of about $66.6 million. 

In response to a congressional request, GA0 reviewed the methods that 
USM uses to ship government grain by rail. GAO reviewed, among other 
things, the (1) extent to which USM negotiates rate and service conces- 
sions with railroads, especially in comparison with ptivate grain ship 
pers and other government agencies; (2) savings resulting from 
negotiations; (3) constraints that keep USM from negotiating more often; 
and (4) methods private shippers and other government agencies use to 
increase their negotiating effectiveness. 

Biwkground 

. 

In recent years USDA has accumulated large inventories of grain. To store 
this grain, USDA leases space in thousands of grain elevators throughout 
the country. 

The grain is transported, primarily by rail, (1) between elevators to pro- 
vide space for local farmers’ grain after harvest and (2) to ports or 
domestic distribution points to fulfill federal commitments. 

Since rail deregulation in 1980, one of the most significant changes in 
the industry is that carriers are now permitted to negotiate rail rates 
with shippers. Unless negotiated, rates are based, ss they were prior to 
deregulation, on prescribed tariffs that contain point-to-point rates for 
all origins and destinations in the United States. 

Grain inventory management is the responsibility of USLM’S Commodity 
Credit Corporation, a wholly owned government corporation. The corpo- 
ration has no operating staff; its day-today activities (including grain 
transportation) are carried out by USM’S Agricultural Stabilization and 
Conservation Service (As@. 

, 

percent of its 1986 rail grain shipments (or on about 21 percent of its 
total grain tonnage), its negotiation activities have lagged considerably 
behind those of other shippers. Consequently, ASCS may have missed 
opportunities for potentially substantial cost savings. Available infor- 
mation indicates that the savings on private grain shipments and ABc8’ 
negotiated shipments were considerable. 

‘>I 
i,‘., ; 



Executive Summery 

ASCS officials cited a number of constraints that they believed lessened 
ASCS’ negotiating effectiveness. However, these constraints for the most 
part have been dealt with by other shippers, and GAO believes that ASCS 
can find ways of mitigating them. 

Private grain shippers and other government agencies have strength- 
ened their transportation planning processes, increased their use of 
automation, and developed negotiating and marketing skills and exper- 
tise to enable them to compete more effectively. ASCS has done little in 
any of these areas to improve its negotiating effectiveness. ASCS negotia- 
tions are performed on an ad hoc basis-m does not have any written 
policy or criteria governing when its transportation specialists should 
negotiate or any system for evaluating the effectiveness of its negoti- 
ating activities. 

As a result, ~scg has not effectively used a significant asset-its traffic 
leverage-to achieve maximum savings. As one of the nation’s largest 
grain shippers, m is in a good position to award traffic to carriers in 
exchange for lower rates and improved service. However, to use its lev- 
erage effectively, ASCS must develop a strategy for managing its rail 
shipments systematically. 

cipal Flndings 

Neg&ia+d Shipments In 1986 about 10 percent of ASCS’ approximately 4,000 grain shipments 
were negotiated (or about 21 percent of its total grain tonnage). Negotia- 
tions occurred more often for larger shipments. ASCS transportation spe- 
cialists told GAO that they negotiated larger shipments because they 
believe such shipments provide railroads with greater incentive to 
negotiate. 

In contrast, the Association of American Railroads reported in mid-1986 
that about 67 percent of all private sector grain tonnage was moving 
under negotiated rates. 
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JSxecutive Summary 

Flgufo 1: Rail Nagotlatlng Activlty: 
USM and C3nln Indurtry (1985) 
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Nehotiating Constraints The negotiating constraints that ASCS officials cited were (1) inability to 
predict shipment volumes, (2) lack of personnel, (3) lack of bargaining 
leverage, (4) lack of adequate notice as to when gram was to be shipped, 
(6) lack of data on contract rates paid by other shippers, (6) limited 
ability to control movements, and (7) restrictions created by certain 
tariff provisions. However, these constraints have been largely dealt 
with by other shippers, and GAO beheves they can be mitigated by man- 
agement actions to improve ASCS’ negotiating effectiveness. (See ch. 2.) 

’ ings From Negotiated Although precise savings cannot be calculated, indications are that con- 
siderable savings are possible if ASB negotiated more often. GAO'S 
review of seven 1986 -negotiated shipments from Kansas to the Gulf 
showed an average savings of 29 percent over published tariff rates. In 
addition, a USDA study, covering October 1980 through October 1983, 
estimated that private sector grain shippers with negotiated rail rates 
from Kansas to the Gulf saved an average of 17 percent over published 
rates. Summary information that GAO obtained from the Interstate Com- 
merce Commission on 1986 private grain shippers’ contracts from b 
Kansas and North Dakota also showed substantial savings. For example, 
on 22 contracts providing for refunds on grain shipments of 1 carload 
and over, savings ranged from $76 to over $600 a car. (See ch. 2.) 

qS Response to 
Deregulation 

While other shippers have made changes in response to deregulation, 
ASCB has not reacted as quickly. Other shippers’ actions have included 
strengthening transportation planning systems to improve negotiating 
leverage; using automation to develop information on traffic patterns, 
rail rates, and carrier costs; and developing expertise in such areas as 
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negotiating and marketing. Such expertise enables shippers to negotiate 
more successfully for lower rates and desired services. (See ch. 3.) 

ASCS’ transportation planning process is minimal-shipments are negoti- 
ated on a shipment-by-shipment basis; transportation management func- 
tions are not automated; and AXS has neither provided formal training 
to its transportation specialists nor used outside expertise to supplement 
staff skills. (See ch. 3.) 

In addition, ASCS does not have (1) written policy or criteria specifying 
when its transportation specialists should negotiate or (2) a system for 
tracking negotiations and monitoring its transportation specialists’ per- 
formance. Without such measures, ASCS can neither assure a consistent 
approach to negotiations nor evaluate its negotiating effectiveness. (See 
chs. 2 and 3.) 

Recommendations GAO recommends that the Secretary of Agriculture direct the Adminis- 
trator, ASCS, to develop a rail negotiation policy setting forth ASCS’ goals 
and strategy for managing rail shipments, an automated management 
information system, and additional skills and expertise necessary to 
take optimal advantage of savings available in the current deregulated 
environment. (See ch. 4.) 

Agedcy Comments AK% agreed with the general thrust of GAO'S report and with the conclu- 
sion that ASCS should increase its use of negotiated rates. ASCS stated 
that to improve its negotiating effectiveness, it has recently hired addi- 
tional transportation specialists, is automating transportation rate infor- 
mation to assist personnel involved in the negotiating process, and is 
assessing training needs. ASCS also noted that its negotiations with rail- 
roads increased in 1986 and that it had saved about $21 million in 
freight costs through negotiations from January to November 1986. 

GAO believes these actions are steps in the right direction. However, to 
fully realize the cost savings available through increased negotiations, 
AXS needs to use its traffic leverage more effectively by taking better 
advantage of its position as one of the nation’s largest grain shippers. 
Implementing the recommendations in this report will help ASCS accom- 
plish this. (See ch. 4.) 
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Figure 2,1: Rail Negotiating Activity: USDA, Grain 
Industry, DOD, TVA (1986) 

22 

Abbrevhdom 
. 

ccc 
DOD 
GAO 
ICC 
KCCQ 
TVA 

USDA 

Association of American Railroads 
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