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ECONOMIC OPPORTUNITIES FOR AGRI-
CULTURE, FORESTRY COMMUNITIES, AND
OTHERS IN REDUCING GLOBAL WARMING
POLLUTION

TUESDAY, JULY 14, 2009

U.S. SENATE,
COMMITTEE ON ENVIRONMENT AND PUBLIC WORKS,
Washington, DC.

The full committee met, pursuant to notice, at 10 a.m. in room
406, Dirksen Senate Office Building, Hon. Barbara Boxer (chair-
man of the full committee) presiding.

Present: Senators Boxer, Inhofe, Alexander, Barrasso, Bond,
Cardin, Crapo, Gillibrand, Merkley, Sanders, and Udall.

OPENING STATEMENT OF HON. BARBARA BOXER,
U.S. SENATOR FROM THE STATE OF CALIFORNIA

Senator BOXER. Our hearing will come to order. I want to wel-
come everyone on the panel. We will be addressing opportunities
for businesses and sectors like ag and forestry in the fight against
global warming. Each member can have 4 minutes to open.

This is the first of three hearings scheduled for this week to ad-
dress vital aspects of our plan for legislation that will avoid the
ravages of unchecked global warming, create clean energy jobs here
in America, and reduce our dependence on foreign oil.

Agricultural and forestry businesses have opportunities to play
an important role in efforts to reduce global warming. Changes in
land use, reforestation and other activities can make significant re-
ductions in global warming pollution. As an example, a farmer can
capture the methane that is emitted by waste ponds or change to
no-till or low-till land management or take other steps to increase
the amount of carbon absorbed in soils and forests. Then that farm-
er can sell those documented reductions in emissions as an offset
on an open market where it can be purchased.

The farmer is paid, and the regulated entity receives credit to-
ward cutting its global warming pollution. By providing regulated
industries with a low-cost way to meet some of their pollution re-
duction requirements, offsets can be an important part of cutting
our global warming emissions, and lowered costs for industry mean
lower costs for family as we transition to a clean energy economy.

Groups working in the farm sector have voiced their support for
Waxman-Markey legislation, including the National Association of
Wheat Growers, the American Farmland Trust, and the National

o))



2

Farmers Union, and I ask unanimous consent that their letters be
placed in the record.
[The referenced documents follow.]
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Press Releases

American Farmland Trust Excited About Waxman-Peterson Deal to Move
Climate Change Legislation

CONTACT:
Sennier Morril: 301-792-6238 {ca), mor

i

Washington, D.C., June 24, 2009 ~"Last night's deal between Chairman Collint Peterson {D-MN) and
Chairman Henry Waxman {D-CA) appears to address many of the outstanding issues that we have been
concerned about and thus ensure farmers and ranchers can help reduce greenhouse gas emissions,” says
Jiwny Daukas, Managing Director of AFT's Agricuiture & Environment Campaigh. "American Farmland Trust
pelieves that by maximizing agriculture’s opportunities, you maximize the bill’s environmentat benefits, We are
eager to continue working with agriculture crganizations and Congressionat staff te move climate legisiation
through the House and we have already begun the process of engagement to maximize agriculture’s role as the
bill moves o the Senate.”

“Carbon sequestration projects on agricultural lands are the sasiest, maost readily available, and cost-efficient
means of reducing greenhouse gas emissions on a meaningful scale. So it is critical that the legistation ensures
U.S. agriculture can, on a widely sccessible scale, help reduce greenhouse gas emissions by adopting new
practices and technologies and by producing fow-carbon renewable energy,” adds Daukas.

-30-

American Fammiand Trust i a natlonal nonprofit ion working with ities and & X to protect the fand, plan for
agricutture and keep the land healthy. As the nation's leading advocate for farm and ranch land conservation, AFT has ensured
that more than 2 milion acres stays bountiful and productive. AFT’s nationa} office is located in Washington, D.C. The phone
number is 202-331-7300.

G1O 10:57 AM
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National Farmers Union

iy NFU Statement: House Passes Climate Change Legistation

NFU Statement: House Passes Climate Change Legislation

For Immediate Release: Juns 26, 2009

Contact: 202-554-1600

WASHINGTON (June 26, 2009} ~ National Farmers Union President Roger Johnson commended the U.S. House of
Representatives today for passing the American Clean Energy and Securily Act of 2009 by a vote of 218-212.

“This legiskation recognizes the unique role America's family farmers and ranchers can play when it comes to
combating global ciimate change. The agricultural offset program, overseen by USDA, will help mitigate the increased
input costs of a cap and trade program, while the early actors provision recognizes those producers who have already
adopted environmertally-friendly practices.

“Failing to pass climate change legislation is not an option. The EPA is poisad to act, with the agency's proposed
endangerment finding paving the way for a regulatory approach to addressing greenhouse gases. |f this were o
oceur, the positive provisfons within climate change legisiation would be lost.

t commend the House leadership for thelr tireless efforts to include agriculture as part of the climate change solution,
Agricuiture Committee Chairman Peterson, Speaker Pelosi, Majority Leader Hoyer and Engrgy and Commerce
Committee Chairman Henry Waxman were instrumental to the passage of the bifl.

“While not perfect, the House-passed bill is a step in the right direction. | look forward to working with the Senate as
they begin considering climate change legisfation.”

This entry was pasted on Friday, June 261, 2008 at 6:20 pm and §

il Your can fotlow any responses 1o this eniry through
s foed.

€ National Farmars Union 2010, All rights reserved.

i3
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Senator BOXER. At the same time, it is essential that offsets in
fact reduce emissions and that they can be monitored and verified.
Making sure that offsets have integrity so that our clean energy
jobs bill reduces pollution as it is designed to do is an important
part of the work of this committee.

I want to thank all of our witnesses for being here today to ad-
dress this important subject. I think this is a very exciting oppor-
tunity out there posed in the form of a challenge. And I look ahead
and I see if we do this right, I see new jobs. I see new opportunities
for agriculture and forestry. And I believe if we do the right thing,
we will not only meet the challenge of global warming and avoid
the ravages of global warming, which have been laid out by the
Bush administration and now the Obama administration, but will
create millions and millions of jobs.

The last point on that, in my home State of California, where we
are taking the lead on this, the only real growth sector in the last
10 years has been alternative energy, 125,000 new jobs and 1,000
new solar companies. So we can prove the fact that even in this
very tough recession, that is the bright spot in my home State. So
I look forward to hearing the testimony today.

At this time, I call on Senator Inhofe.

OPENING STATEMENT OF HON. JAMES M. INHOFE,
U.S. SENATOR FROM THE STATE OF OKLAHOMA

Senator INHOFE. Thank you, Madam Chairman.

Let’s face it, as anyone familiar with agriculture knows, farming
is energy-intensive business, so when the price of diesel, electricity
or natural gas goes up, farmers know about it, and they don’t like
it, and they tell us about it.

Farming is a business of high costs and low profit margins, so
it is not surprising that a significant portion of the agriculture com-
munity opposes cap-and-trade, the purpose of which is to raise
prices on the energy that farmers use.

Now, if cap-and-trade achieved its intended effect, that is, to pre-
vent the global climate catastrophe, then farmers would be the first
to sign up to help. In my view, the farmers are practical people.
When they see a problem, they want to fix it, and case closed.

But if you are asking them to assume an enormous economic
burden for a meaningless exercise, one that subsidizes big cities at
the expense of the heartland; one that sends American jobs and
taxpayers to India and China; one that puts American farmers at
the disadvantage in the global marketplace, all for no impact what-
soever on global warming, then you will get an earful.

What do I mean here? Well, the EPA Administrator, Lisa Jack-
son, stated to this committee just last week, if the U.S. chooses to
enact cap-and-trade unilaterally without China, India and other de-
veloping nations which emit a significant portion of the world’s
greenhouse gases, then farmers will be forced to pay for a solution
that doesn’t work. Farmers understand what this means. It is all
pain and no climate gain.

Now, one thing I will note about farmers: they are great stew-
ards of the land. Farmers have partnered with the Federal Govern-
ment to improve and protect thousands of acres of agricultural
land. But they are rightly leery of cap-and-trade because they sup-
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pose the environmental benefits its supporters claim it will create
are illusory.

Farmers are also skeptical of cap-and-trade’s alleged economic
benefits. Over the last several months, cap-and-traders—in a des-
perate attempt to reverse the inexorable decline in public support
for the Waxman-Markey bill—have claimed cap-and-trade will cre-
ate economic opportunities for farmers. They say that farmers can
make hefty profits by taking advantage of so-called offsets. These
projects allow farmers to undertake certain agricultural practices
such as no-till farming to keep CO; in the ground and to get paid
for it. But as farmers have discovered, these projects won’t defray
the increased energy costs and the devastating impacts caused by
cap-and-trade.

According to the Heritage Foundation, farm income would drop
$8 billion under cap-and-trade, and offsets would make up less
than 10 percent of the lost income. And many of the farmers, like
fruit, vegetable, rice and cotton farmers, won’t be able to partici-
pate in an offset program because their crops are simply not suit-
able for no-till or other practices to sequester CO- in the soil. They
will simply be stuck with significantly higher energy costs.

Also, consider a report by the Congressional Research Service
which recently confirmed that new EPA estimates of the potential
for agricultural soil sequestration and no-till and other practices
are significantly lower than the EPA 2005 estimates. In plain
English, this means that the most viable tool for producing offsets
with soil sequestration won’t be available for farmers in the
amounts promised.

This is not just a small adjustment. This was a major change by
about 10-fold. I learned a good deal of this in letters sent by 120
agriculture groups opposing the House Waxman-Markey bill. This
opposition, I should note, runs the gamut of agricultural sector, in-
cluding the Farm Bureau, the American Farm Bureau, the Pork
Producers Council, the U.S. Rice Federation, the National Cattle-
men’s and Beef Association, the National Chicken Council, the
Council for Farmer Cooperatives, the American Meat Institute, and
the North American Millers Association. And I ask that all these
be made a part of the record.

Senator BOXER. Without objection.

[The referenced letters follow:]
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Agriculture Groups Opposed to Waxman-Markey ~ as of June 26, 2009

Agribusiness Association of lowa
Agricuitural Retailers Association
Agrium Inc.

Alabama Farmers Federation
American Agri-Women

American Farm Bureau Association
American Farmers & Ranchers
American Feed Industry Association
American Frozen Food Institate
American Meat Institute

. American Plant Féod Corporation

. AmeriFlax

. Associated Industries of Florida

. Beck’ Superior Hybrids

. Brandt Consolidated

. CF Industries

. Chemical Industry Council of Hiinois
. CHS Inc.

. Corn Producers Association of Texas

20. D.B. Western, Inc.

. Far West Agribusiness Association
. Florida Chamber of Commerce
. Florida Farm Bureau Federation

24, Florida Pertilizer & Agrichemical Association

. Florida Strawberry Growers Association

. Food Industry Environmental Council

. GROWMARK

. Hardee County Farm Bureau (FL)

. Hillsborough County Farm Bureau (FL)

. Hlinols Farm Bureau

. Hiinois Fertilizer & Chemical Association
. Indiana Beef Cattle Association

. Indiana Farm Bureau

. Indiana Grain & Feed Association

. Indiana Office of Energy Development

. Indiana Plant Food & Ag Chemicals Asscciation

37, Indiana Pork Producers Association

. Indiana Professional Dairy Producers

. Indiana State Department of Agriculture

. Indiana State Poultry Association

. Institute for Shortening and Edible Oils

. International Raw Materials, Lid.

. 1LR. Simplot Company

. Kansas Agribusiness Retailers Association
. Kansas Grain and Feed Association

% Minnesota Agri-Growth Council
. Minnesota Comn Growers Associs
. Minnesota Crop Production Retailers

ion

issouri Agribusiness Association

. Missouri Farm Bureau
. Montana Agricultaral Business Association

82. National Cattlemen’s Beef Association

. National Chicken Council
. Natlonal Grain and Feed Association

National Grange

. Nationa! Meat Association

. National Ollseed Processors Association
. National Pork Producers Council

. National Turkey Federation

NCRA

. Nebraska Agri-Business Association

62. Nebraska Farm Bureau

63. New Mexico Peanut Growers Agsociation

64. North American Millers Association

635, North Carolina Peanut Growers Association

#6. North Dakota Agricultural Association

47. North Dakota Barley Council

68. North Dakota Farm Bureau

69, North Dakota Grain Dealers Association

70, North Dakota Grain Growers Assoclation

71, North Dakota Soybean Growers Association

72. North Dakota Stockmen’s Associaiy
} North Dakota Wheat Commiss

. ‘Northernn A Growers Assoc

5. Northern Pulse Growers Association

5. Ohio Corn Growers Association

. Ohio Farm Bureau

. Ohio Poultry Association

79, Ohio Rural Eleciric Cooperatives, Inc.

80, Ohio Wheat Growers Association

81, Oklahoma Ag Retailers Association

82. Oklahoma Grain & Feed Association

3. Oklghoma Peanut Commission

. Oklahoma Seed Trade Association /
} Oklahoma Wheat Growers Association

86. Panhandle Peanit Growers Association

87. Peace River Valley Citrus Growers Association

88. Peanut Growers Cooperative Marketing Association
89. Polk County Farm Bugeau (FL)

90. PotashCorp

91, Rocky Mountain Agribusiness Association

92, Sarasota County Farm Bureau (FL)

93. Society of American Florists

94, South Carolina Fertilizer & Agrichemicals Association
95, South Carolina Peanut Growers Association

96. South Dakota Agri-Business Association

97. South Dakota Farm Bureau

98. South Dakota Grain & Feed Association

99. Seuthern Crop Production Association

100 Southwest Council of Agribusiness

101, Terra Industries Inc.

Texas Agricultural Cooperative Council

105.Texas Grain & Feed Association
106.Texas Peanut Producers Board
L83, Texas Sheep & Goat Raisers Association
@ ‘oxas Wheal Producers Associmioxm/
9. T SONS, InC
110, The Fertilizer Institute
111.The McGregor Company
112.Todd Staples, Commissioner, Texas Department of
Agriculture
113.Tom Farms (Kip Tom, CEO)
114, United Egg Producers
115.USA Rice Federation
116, Virginia Peanut Growers Association
117.W.B. Johnston Grain Co.
118, Western Peanut Growers Association
119, Western Plamt Health Association
120, Wyoming Steck Growers Association
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To all members of the House of Representatives
Dear Representative:

Tomorrow, the House will take up H.R. 2454, a proposal to mandate sweeping changes in our
nation’s energy and environmental policies. American Farm Bureau strongly opposes this bill
and urges all members to vote “No” on final passage.

Congress is on the thresheld of debating a program that will unquestionably impose enormous
costs on the American economy, including agriculture. Economic analysis by Farm Bureau
shows that - at a minimum - net farm income will decline by $5 billion annually by the year
2020. But that is under the most optimistic set of assumptions. Those estimates do not begin to
tell the story of what will happen when the program mandated by this legislation fully takes hold.
Without an energy plan to replace our dependence on coal and other fossil fuels, without an
international agreement that prevents other nations siphoning off our nation’s wealth and
productivity, without some way of knowing that these huge costs will actually result in real,
quantifiable benefits, this legislation puts long-term constraints on the United States economy
that hinder our growth, It should be rejected by the House of Representatives, and we urge all
members in the strongest terms to vote “No” on final passage. '

Peterson Amendment

Over the last several weeks, Chairman Collin Peterson (D-Minn.) of the Agriculture Committee
has worked tirelessly to modify the legislation so that it incorporates provisions that are critical
to American agriculture. The Peterson amendment establishes an agricultural offset program
within the U.S. Department of Agriculture; provides for a list of eligible agricultural offsets;
corrects the misuse of indirect land use calculations in evaluating the use of biofuels; and alters
the definition of biomass. Farm Bureau wholeheartedly endorses and supports the Peterson
amendment. We urge all members 1o vote “Yes” on this amendment when it is offered.

H.R. 2454 may be the most important legislation considered in the 111" Congress. It is critical
that legislation not be approved that will harm agriculture, harm our economy and reduce
economic opportunity for our-children — all in the name of computer-driven scenarios, the
science of which is increasingly brought into question.

We urge all members to vote “Yes™ on the Peterson amendment and reject H.R. 2454,
Sincerely,

Bob Stallman

President

Vistmiclimate-vote09.0625
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Statement by the USA Rice Federation on H.R. 2454, The American Clean Energy and
Security Act of 2009, June 26, 2009

We appreciate the significant efforts of Chairman Peterson to make improvements on behaif of
the agriculture sector to H.R.2454, the American Clean Energy and Security Act of 2008, These
changes include ensuring agriculture's exemption under the greenhouse gas emissions cap,
improving the opportunity for some agriculture sectors to participate in a cap and trade program
by authorizing USDA to develop and administer the agricultural offsets component, addressing
the indirect land use provision, and providing greater equity to rural electric customers relative to
other electricity consumers.

In spite of these improvements, the USA Rice Federation has grave concerns about the impacts
this legislation would have on the entire U.S. rice industry, from the farmers to the processors and
marketers. This legislation would threaten the economic viability of our multi-billion doliar
industry, the thousands of jobs it creates in rural areas, and the ability of the industry to continue
to provide the millions of acres of wetland habitat for waterfowl and hundreds of wetiand-
dependant species.

Rice production is a very energy intensive industry from the field through the processing stages.
With the U.S. proposing to impose climate change provisions on our industries unitaterally, we put
ourselves in a competitive disadvantage with much of the world, including countries that are
substantial global competitors of the U.S. rice industry.

Our industry cannot support legislation that would have the sole effect of driving up our
production and processing costs resulting in a competitive disadvantage while providing little, if
any, opportunity to make up for the added costs by participating in an agriculture offset program.
Therefore, on behalf of the U.S. rice industry, we ask that you oppose H.R. 2454 when it comes
before the House for a vote.

We thank the many Members of Congress who have taken positions on this legislation out of 2
deep concern for the economic viability of American agriculture and for its competitiveness in
what is aiready a very lopsided global playing field.

The USA Rice Federation is the global advocate for all segments of the U.S. rice industry with a mission to
promote and protect the interests of producers, millers, merchants, and allied businesses.
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NPPC Statement On Compromise Climate
Change Legislation

“With U.S. pork producers suffering record losses, the National Pork Producers Council
cannot support climate change legislation even with the compromise language agreed to
late Wednesday.

“NPPC is grateful to Chairmen Peterson and Waxman for reaching a compromise on
language related to the agricultural greenhouse gas offset credits. Although NPPC
supports the Peterson amendment — and urges lawmakers to vote for it when it comes up
during floor consideration — the organization remains concerned about the overall cost to
U.S. pork producers of the climate change bill.

“NPPC anticipates significant increases in energy prices and in pork production costs
under the House climate change bill. The hikes would be overwhelming to pork
producers, who for the past 21 months have been losing an average of $22 per hog. From
April 24 to June 19, and due mostly to the HINI flu crisis, the U.S. pork industry lost
$352 million, or about $8.8 million per production day; for the remainder of 2009,
producers are expected to lose an average of $9.82 per hog.

“Many pork producers now are at risk of being put out of business, and passage of this
climate change bill would only make that risk greater and put more producers in
jeopardy.

“While the compromise language would allow the U.S. Department of Agriculture rather
than the U.S, Environmental Protection Agency to design and implement the agricultural
greenhouse gas offset credits program and to develop any climate change regulations
affecting livestock producers — a provision supported by NPPC ~ the organization doesn’t
believe that revenues from the sale of offset credits for the majority of pork producers
would counterbalance the energy and input cost increases associated with bill.”

#H#

NPPC is the global voice for the U.S. pork industry, protecting the livelihoods of
America’s 67,000 pork producers, who abide by ethical principles in caring for their
animals, in protecting the environmerdt and public health and in providing safe.
wholesome, muritious pork products to consumers worldwide. For more information,
VISl WwWw. nppe. org.
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June 23, 2009

The Honorable Nancy Pelosi

Speaker

United States House of Representatives
Washington, D.C. 20515

The Honorable John Boehner

Minority Leader

United States House of Representatives
Washington, D.C. 20515

Dear Speaker Pelosi and Minority Leader Boehner:

As a coalition of food, feed, and beverage processors, manufacturers, distributors, and retailers,
we are writing to provide our perspectives on comprehensive climate change legislation that has
emerged from the Energy and Commerce Committee, and how such legislation may impact our
ability to place safe, abundant, and affordable food on the tables of all Americans. Collectively,
we represent the chain of food suppliers that ensures Americans have access to healthy, safe, and
reasonably-priced food products necessary for everyday life.

Climate change legislation will have significant direct and indirect impacts on the nation’s
supply chain of food and beverage providers, and, in turn, profound impacts on the food security
of our nation. These are paramount considerations that Congress must consider and prioritize
among the issues it is addressing. Legislative approaches must be carefully crafted not only to
reduce greenhouse gas (GHG) emissions, but also to avoid adverse impacts on food prices and
food accessibility.

While food, feed, and beverage producers account for 1.21% of the nation’s direct GHG
emissions, (Carbon Risks and Opportunities in the S&P 500 at 12), we will be more affected by
cap-and-trade legislation than this suggests. All members of the food supply chain are
disproportionately vulnerable to indirect costs passed through by suppliers. When considering
the total GHG emissions from each sector, including suppliers, the food, feed, and beverage
sector has the fourth largest exposure to carbon costs——more than the chemical, retail, basic
resources, and automobile and parts sectors (Carbon Risks and Opportunities in the S&P 500 at
13). The food, feed, and beverage sector is also exposed to significant trade pressure. Yet, to
date, Congress has not accounted for these disproportionate impacts on a sector that provides
indispensable goods to American families.

We believe that cap-and-trade will work best if allowances are distributed proportionately to
each industry’s emissions, thereby mitigating the direct and indirect impacts on all regulated
industries. Such a proportionate allocation would be the fairest system, because it would avoid
arbitrarily picking winners and assist all industries making the challenging transition to a low-
carbon economy. A fair distribution of allowances would allocate an appropriate percentage of
allowances to the food, feed, and beverage sector. It would also avoid the impression that the
allowances represent subsidies to favored industries—an accusation that could subject the United
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States to World Trade Organization disputes and American companies to retaliatory tariffs. We
cannot demonstrate international leadership by approving greenhouse gas legislation that
undermines our international credibility on trade liberalization.

H.R. 2454 appears to pursue a plan of offering transition assistance to ensure a stable and
affordable supply of necessities to American consumers—offering allowances to control price
increases in electricity, natural gas, and home heating oil, and auctioning allowances to fund
further assistance to lower income households. While we agree with developing a program that
will help to offset increases in energy costs, the same consideration should be given to another
indispensable necessity: food. The impact of rising domestic food prices will fall most heavily
on the poorest 20 percent of Americans who spend roughly one-third of their afler-tax income on
food.

In addition to pressing for the equitable distribution of allowances, we intend to discuss other
issues with H.R. 2454, including the inappropriateness of Clean Air Act regulatory authority for
numerous facilities that emit less than 25,000 tons of COse per year; limitations on opportunities
for offset projects; and tax and trade ramifications,

We respectfully request that Congress more thoroughly address the above concerns.
Unfortunately, H.R. 2454 in its current form fails to resolve these issues. Without these
corrections, we respectfully ask that Members not support passage at this time. We look forward

to working earnestly with Congress on climate change approaches that balance greenhouse gas
reductions with the necessity of an abundant and affordable food supply.

Sincerely,

American Feed Industry Association
American Meat Institute

National Chicken Council

National Council of Farmer Cooperatives
National Grain and Feed Association
National Meat Association

National Oilseed Processors Association
National Turkey Federation

North American Millers Association
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NATIONAL CATTLEMEN’S BEEF ASSOCIATION
1301 Pannsyhoni Avks.. NW. Siste #300 « Woshington, DC 2000 « 202-347 0228 + Faax 202-638 0607

June 23, 2009

The Honorable Collin C. Peterson The Honorable Frank D. Lucas
Chairman Ranking Member

House Committee on Agriculture House Committee on Agriculture

1301 Longworth House Office Building 1305 Longworth House Office Building
Washington, DC 20515 Washington. DC 20515

Dear Chairman Peterson and Ranking Member Lucas:

The National Cattlemen's Beef Association (NCBA) appreciates very much all the work
that you and your staff did to improve the “American Clean Energy and Security Act of 20097
for agriculture. NCBA supports the package of amendments that you plan to offer on the House
floor since it will go far toward making offset participation a reality for many agriculture
producers, and will provide other benefits. We commend you for these efforts.

Nevertheless, despite these improvements, we continue to have significant concerns with
the legislation. NCBA members are responsible environmental stewards who respect and care
for the land, air, water, and animals that are fundamental to sustaining our way of life. Our
members remain very concerned, however, about the effects the overall climate bill could have
on their costs of fuel, electricity. feed, fertilizer, equipment, and other inputs necessary to
maintain a cattle operation, as well as the costs of potential future regulation. Economists have
estimated that the climate change bill would cause farm income to drop anywhere from $8
billion in the short term to $50 billion long term. The cattle industry has suffered significant
economic setbacks lately, and if these estimates arc close to being accurate, this bill would very
likely push many operations over the edge.

Cattle producers will continue to work every day 1o protect and improve the environment
so that we and future generations will be able to continue 1o live off the land and feed our nation
and the rest of the world. However, NCBA must oppose any bill that could cause significant
financial hardship to our members.

Sincerely,

’%W

Gary Voogt
President

AMERICA'S CATTLE INDUSTRY

Dervet Washingtor: D.C. Chicogo
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e S
BEEF NATIONAL CATTLEMEN'S BEEF ASSOCIATION
M 1301 ParnsVank Ave . NW, Sure #7300 « Wishingion, DC 20004 » 202347 G228 » Fax
uUsa

June 18, 2009

The Honorable Collin C. Peterson The Honorable Frank D. Lucas
Chairman Ranking Member

House Committee on Agriculture House Commitiee on Agriculture

1301 Longworth House Office Building 1305 Longworth House Office Building
Washington, DC 20515 Washington, DC 205135

Dear Chairman Peterson and Ranking Member Lucas:

After careful consideration. the National Cattlemen’s Beef Association has
decided to oppose the "American Clean Energy and Security Act of 2009 H.R. 2454,
We are extremely concerned about the substantial predicted increases in energy and other
costs of doing business that may result from the bill; a weak offsets section; and the fact
that producers have not had adequate time to fully analyze the very real and significant
effects the voluminous bill would have on their businesses.

NCBA members are responsible environmental stewards who respect and care for
the land. air. water, and animals that are fundamental to sustaining their way of life. Our
members are very concerned, however, about the effects this bill could have on the costs
of fuel, electricity, feed. fertilizer, equipment, and other inputs necessary to maintain a
cattle operation. Feonomists have estimated that HLR. 2454 would cause farm income to
drop anywhere from $8 billion in the short term to $50 billion long term. The cattle
industry has suffered significant economic setbacks lately, and if these estimates are close
to being accurate, this bill would very likely push many operations over the edge. NCBA
simply cannot support a bill that would cause this kind of economic devastation.

In addition. the agriculture industry has received assurances all along that we
would be able to increase income by generating offsets to sell to regulated sectors of the
ceonomy. LR, 2454 does not provide any assurances that agriculture offsets would be
able 1o be generated for this purpose.

Finally. there has not been adequate time to sift through the voluminous bill and
understand all the effects it could have not only on the cattle industry, but on the U.S.
cconomy as a whole. When Congress considers a bill of this magnitude and economic
importance, we believe carctul analysis and deliberation is essential. We urge Congress
to slow down the process, carcfully analyze the bill, and make sure society fully
understands the significance of these actions before moving forward. Action on this
legislation without sufficient forethought and careful consideration could be
ceonomically devastating,
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Cattle producers will continue to work every day to protect and improve the
environment so that they and future generations will be able to continue 1o Hve off the
land and feed our nation, but NCBA must oppose any bill that could cause financial ruin
10 our members.

Sincerely

@W

Gary Voogt
President



May 18, 2009

Dear Members of the House Energy and Commerce Committee:

Over the last several months, Farm Burcau has worked assiduously with congressional offices and
committee stafl in identifving issues and principles that are eritically important to agriculture and
which we believe must be included in any climate change legislation. We appreciate the
willingness of many offices and members to hear our concerns on this important matter

Upon a carefis] examination. it is clear the compromise bill unveiled on Friday does not reflect the
principles we have identified, The bill does not meet the needs of U.S. agriculture, and we are
opposed W it We eall on all members of the committee to reject this bill when it comes up fora
vore. Thet will be the most effective way of preventing the harm that would result to US.
agricelture from this measure.

tven though the compromise does not inchude agriculture under the cap, in ather respects it utterly
ignoves the principles we have identified as critical to U.S. agriculture. We have consistenthy

advocated that any cap-and-trade bili must:

Recognize and support the benefits agriculiure can provide.
- Must make cconomic sense for agriculture

Provide for g strong leadership role for USDA

Base any carbon sequestration program on sound science

YOYOW Y

While some sectors of the economy were accommodated as the legislation was crafted, the bill
fgnores the camplex needs of a very diverse U.S. agricultural industry.  Indeed, the compromi
laden with so many policy prescriptions that its impact on the LLS. is almost impossible to measure
and evaluate. We can be certain, however, that it will increase our operating costs and reduce our
competitiveness abroad. For instance, the measure does not adequately provide for aliernative
sources of energy that will “plug the hole™ created when fossil fuel costs escalate dramatically. We
are greatly concerned about the potential impact on fertilizer prices, given their sensitivity o natural
gas costs. Moreover, the bill would etfectively lock the United Sintes into these changes regardless
of what is done by other countries, such as China and India. Such an approach is little more than
gambling with UL8, jobs and productivity. We urge all members 1o reject such an approach,

Taken as a whole, the compromise talls far short of what is necessary for agriculture 1o survive and
grow. We urge all members 1o vote “Neo™ when HL.R. 2454 is brought up for a vote.

Sineerely.

Job Siallmun

f
President

Ce: Hoeuse Agrivulture Committee



18

June 18,

The Honorable Collin C. Peterson
Chatrman, Commitles on Agriculture
LLR House of Representatives

2211 Rayburn House Oftice Building -
Washington, D 205813

&

The Honorable Frank T Lucas )
Ranking Member, Committee on Agriculture
House of Representatives

I Ravbumn House Office Building
ashington, 0O 20513

W

Drear Chairman Peterson and Ranking Member Lucas:

The National Pork Producers Councll (NPPCY acknowledges the House Energy and
Conimeree Commitiee for its work on the complex challenges posed by climate change.
However, Americd’s pork producers are intensely concerned over any policy preposals
‘that will further raise their cost of production or affect competitiveness, While H.R, 2434
fias Beon crafted 1o somewhat minimize its impacts on the pork industry, the dverall
burden climate change legislation would place on our businesses and farms would be 00
great fo-overcome, As a result, in ity current form, NPPC opposes passage of HLR. 2454,
the American Clean Fnergy and Security Act of 20097

o

Crar particalar sensitivity at this point is driven in part by the économic crisis that pork
producers have been in for nearly 20 straight months ~ where the cost of ralsing u pig
exceeds the price & producer receives for that pig. The recent scareover the HINT viras,
and the resulting loss of some export markets: has only exacerbated this erisis,

In particular, producers fear the impact that HUR. 2454 will have on the cost of electricity:
diesel fuel, grain, propane, animal health products, fertilizer, chemticals, farm equipment
and materials such as steel and concrete that are necessary for the‘continued operations of
thelr farms and well-being of their animals. Pork producers are already losing money for
every pig sold = currently abowt 330 per hog ~ and any additional costs will simply drive
themy deeper and more firmiy into financial despair

I Congress ynsists on passing a climate change bill. the pork industry believes that
protections for pork producers - and all livestock agriculture - need 1 be included in it
troour June L 2009, written testimony submitied to the House Comminee on
Agriculture; NPPC indicated that a market-oriented cap-and-trade system for addressing
greenhouse gas emissions, such as the one included in HLR. 2454, s preferable to either a
carbon tax or @ stringent command-and-control approach. FLR.U2454°s treatment of
agriculiure as o valuable source of emission offsets, and not & eapped sector, is an
essential component for the ultimate success of any cap-and-trade svstem.

NPPC ulso identified s number of areas where HLR. 2454 must-be improved {or pork
producers to support its passage. Foremost among these i thatthe bill designate USDA
@y e dead ageney on the design and implementation of the agricultural offsets program
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and on the development of any regulations affecting livestock producers. USDA has the
institutional resources and the successful long-term track record of dealing with
agricultural producers, which are vital 10°ensuring an understanding of the unique nature
ofagrivulture. This includes ensuring that producers currently using emissions-reduction
wechnotogies are allowed into the offsets program and having the capability of verifying
the adequacy of agricultural offsets through research, statistical sampling and spot
checks,

The Bill also eeds to more clearly address and account for the tremiendous advances that
Hvestock produders have already made in reducing theircarbon footprint, ULS. livestock
agricufture is a iremendous example of how the world can produce the goods and services
people need, in this case the very food we eat, while producing less GHGs per calorie of
foad.

“in our vigws it makes far greater publicspolicy sense to consider total food needs <~ given
the sive of a population, its income levels and preferences and needs for food products -
and then consider how well a particular food production systerm meets these needs while
also conforming 1o other socicial objectives: such as food safety, affordability and a
minimal environmental footprint, including fossil fuel use and GHG emissions. Since
1990, production agriculture’s greenhouse gases have only increased 3.5 percent, while at
the same time total U8, meat production hag increased 40 percent: This means almost 30
percent less in total Hivestock sector GHG emissions per pound of meat produced from
1990 1o the present. Between 1948 1o the present; while the manure generated by U8
meat-producing animals has been reduced by 23 percent, the production of meat from the
animal herd has increased by 700 percent.

Pork producers are also concered about the bill's impact on trade opportunities and
ensuring a fevel playing fleld across international murkets, Great care must be taken in
implementing the bill's measures to avoid possible WTO disputes and 10 eliminate them
or minimize them to the fullest extent possible. In this vein, the bill needs 1o require
USDA and EPA to work in elose consultation with the United States Trade
Representative on the impatts on trade of any domestic or international GHG action,

While 1180 pork producers still have significant concerns with H.R. 2454, we recognive
that it s an fmportant fiest step in addressing the challenges of ¢elimate change, and we
look forward o cominuing to work with Congress ondrafting a bill that takes account of
all the issuey fucing livestock agriculture, However. until these important adjustments are
made, the L8 pork industry simply cannot support H.R. 2454,

Thank you for your time and attention to this important matter,

Sincerely.,

Dion Butler
President
National Pork Produacers Council

The Global Volce for the U.5. Por

. N Avepn, Fe [N ey

K lndusx‘ry
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The Fertilizer Institute

Nowrish, Fueplenish, Grow

Pors B Wyt
Preswdent

May 19. 2009

The Honoerable Henry Waxman
Cheirman

House Energy and Commerce Commitiee
United States House of Representatives
Washington, D.C. 20510

Dear Chairman Waxman:

! am writing 1o you on behall of members of The Fentilizer Institute (TFI) to express our concern
with the proposed climaw change allowance aliocation program designed to provide transition
assistanve for energy-intensive. trade-exposed indusiries. While this allowance program has
been designed to cover such industries” increased costs from the climate change program, the
number of allowances that would ultimately flow fo the fertilizer industry appears to fall short of
what would be needed to ensure global competitiveness for U.S. fentilizer producers. Absent
dramatic changgs. the current aocation program will render the U.S. nitrogen industry
uncompetitive, and threatens to force fertilizer production overseas 1o countries that do not
regulate emissions resulting in a loss both for the economy and for the cause of reducing CO:
CIMUSSIONS.

Fertitizer is a strategic commodity and, in order 1o feed a global population that grows by 80
million people a year, it must be an integral part of a U.S. food security strategy. Fertitizers are
currently responsible for 40 to 60 percent of the world’s food supply, Harvest after harvest,
fertilizers replenish our soils by replacing the nutrients removed by each season’s crop.
Fertilizers are critical to ensuring that American farmers grow an adequate supply of nutritious
food for American and international consumers. Global food security cannot be attained without
the use of commercial fertilizers. It is imperative that the United States has a strong domestic
fertitizer industry 1o ensure this valuable resource is available for a stable food production
systen.

The LS. fertilizer industry is one of the most energy-intensive industrics in the nation. Natural
gas accounts for 70 10 90 percent of the cost of producing nitrogen fertilizer, Natural ges is the
feedstovk, or raw material. for making anhydrous ammonia. Anhydrous ammonia is directly
applicd in the field by U.S. farmers and also serves as the source of nitrogen in the production of’
other major fertifizer matertals, Nitrogen is a key nutrient in maintaining yvields for com, wheat
and a multitude of crops produced by American farmers. There is no economic substitute loday
for this energy component.

L Conter Plazs
N2 treet N Sunte 330
o AW JURRRY
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et the significant rise in both the price and volatility of LS. natural gas prices since the lae
1890 s, the 1S termilizer industry has permanently closed 26 nitm;.,,w:ﬁ plants as imports have
increasid from countries with significantly lower natural gas prives. U8 farmers are now ;
dependent o iimports for about 535 petcent of their nitrogen feriilizer needs. The remaining LS
producers have focused thelr ingenuity and capital on being the most energy efficient fertilizer
wectors In the world, ULS, manufacturers have voluntarily taken early action 1o achieve energy
efficiencies and between 1983 and 2006, the industry reduced the amount of natural gas used 1o
produce a tor of ammonia by 11 pervent, With that energy efficiency came carbon reductions.
The LLS: Environmental Protection Agency (EPA) estimares that between: 1990 and 2006, 1.8
nitrogen producers reduced thelr greenhouse gas (GHG) emissions by 4.3 mil ima tons of COy
equivatent, While otir member companies gre commitied o additional encrgy etliciency
;‘rw&u& there will come a point wherg, dugto the constraints of chemistry, the t.i‘{"u ency gains”

b@ mnm. There are simply no foopholes in the principles of chemistry. Unifortanately, the
] erindusiry s given no credit under the Waxman bill for the impressive early actionit
ok Yo reduce-its carbon footpring,

The 1.5, fertilizer industey competes in the global marketplace that is comprised of producers

mm countries % ithno carbon reduction goticles, like Russian and Middle Bastern producers, or

producery in the Furopean Union and Ausiralia, whose governments have adopied or drafied

ey o fully protect their encsgy-imensivc’eu.dc-mew'ee industries tneluding

¢ policies are enacted. withno LS. alignment. the US: fertilizer indusiry

i i e sesere competitive xiisaé\‘am,aga Additional inicreases in the domestic price
gas caused by fuel switching resuiting from this legislation will also significantly

i srvestie vostol -mamns s%fm&u mﬁ §mr. xnddmg ta aﬂ even more severe

competitive disad { ‘

TEPOTES O 11

environment or L

¥ ‘Li».lﬁ'?!\‘}‘ overseas — neither bom' ‘gmci for &hc UYS. caomm}x z“nﬁr

ood security.

doey ot ereate s “’wmgmﬁw disadvaniage for America’s fertilizer industry. The LLS. fertilizer
inghustey igh paying jobs to hardworking Americans in mamifactring plants, retail and
whot wx*m %3 ressos and inoa host of related industries such as rail, barge und truck

. t s therefore eritfeal thavany ¢limate change policy does not jeopardize the
ncustry that fs such - vitallink In food production, food security axd the U8,

Ford West
Prosident

CUrHewse Dagrgy and Compieree Committes Members
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May 21,2006

The Honerabie Henry Waxman The Honorable Joe Baron

- Chairman Ranking Member
Energy und Commuerce Commitiee Energy and Commerce Commitiee
LLS. House of Representatives LS. House of Representatives

shington, I3 20515 Washington, DC 20513
Dear Chairman Waxman and Ranking Member Barton:
We respect yeur attempt to address concerns about climate change and the long-

termm effects of greenhouse gas emissions. We also know that U8, agriculture plays &
pusitive rohe in carbon sequestration.

However, we in the peanwt growing sector have serious reservations abow
legistative proposals thet would impose a new “cap-and-trade”™ regime on farmers at a
time when many farmers are facing a negative cash flow environment. Peanut growers
produced a record high peamut crop in 2008, which was followed by the lowest peanut
planting since 1913, Peanut growers found it much more difficult this year to obtain
loans to farm as projected production costs have surpassed farm revenue.

The last thing we need is a cap-and-trade program that will sharply increase
already high production costs, while offering linde, if any economic upside from
participation in a carbon offset program. The small amount of revenue that some might
gain would not come close to offsetting the anticipated increases in input costs for
farmers, which could not be passed on 1o those farther along in the food supply chain,

The financial health of the farm sector is just 1oo unstable to absorb the shock of a
cw, un-tested regulatery scheme, such as the proposed American Clean Encrgy and
Security Act (H R, 2454), which is moving through your committee. Rising energy
prices ard vther input costs will continue 1o result in higher production costs, and this is
weeurring without implementation of a mandated cap-and-trade system.

pee

As you consider new climate change proposals, we encourage vou to lock at the
cust of imposing new limits on farmers that drive the economy of rural America. Al least
one study shows that a cap and trade bill would add $6 to $12 billion 10 the total crop
production costs of just cight crops (not including peanuts), and Jead to a significam
dechinge in thrm Income.

We urge you to use common sense in staking out a reasoned approach 1o
analysing climate change legisiation, so we do not unduly undermine one of the few pants
of the cconomy that so far has provided seme semblance of stability, while providing an
extremely efficient and reliable supply of food 1o our nation. To us it is clear, the time is
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trade fegistation and therefore, we have no oth

Sincerely,

o Peanut Growers s

North Carolina Peamut Growers Association

(klshoma Peanut Commission

Panhandle Peanut Growers Association

Peanut
3

Growers Cooperative Marketing Association

South Carcling Peanut Growers Association

AT Membersofithe |

Texas Peanut Producers Board
Virginia Peanut Growers Association
Western Peanut Growers Association

nergy and Commerce Committee
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ASAERICAN MAEAT INSHIUTE

June 8, 2000

The Honorable Collin Peterson
Chairrman, House Agriculture Commitiee
U.B. House of Represeniatives

1301 Longworth Houss Office Bullding
Washington, DC 20518

The Honorable Frank Lucas

Ranking Membsr, House Agriculture Committes
U.8. House of Representatives

1305 Longworth House Office Building
Washingion, DC 20515

Dear Chalrman Pelerson and Ranking Member Lucas:

The American Maat Institute (AMI) is the nation’s oldest and largest meat packing
and processing indusiry frade association. Our members siaughter and process more than
20 percent of the nation's beef, pork, lamb, veal, and nsarly 75 percent of the turkey
prodused in the United States. AMI has reviewed H.R. 2484, The American Clean Energy
an\«a’ Security Act, and has serious concems about the bill,

Specifically, the bill's provisions related to carbon emissions could significantly
increase energy, production and transportation costs for the meat and poultry industry. One
need lock back no further than to last year to see the impact that high input and energy
costs had on the price and competitiveness of meatl and poultry products in the market
place and for consumers, in that regard, this cap-and-trade policy could place U S,
businesses at & competitive disadvantage with our international competitors, adverssly
affecting our ability to export. Such disadvantages in the global market would have the
potential for seversly impacting the U.S. animal protein sactor from producer through
CrOCessor.

Any legisiation focused on cap and trade must not imperi! the economic benefits
provided by animal agriculiure and the meat and poultry industry. The U.S. meat and
poultry industry contributes more than $832.4 billion, nearly 8 percent of GDP, io our
nation's economy. Legislation passed by Congress must be economically feasible, not put
U.8. nusinesses at a competitive disadvantage in the global market, and provide the United
States Department of Agnculture with a strong lsadership role.



25

AN respectiully requests that an economic Impact analysis be performed evaluating
the effects of H.R. 2454 on the meat and pouliry industry. Untll the impact of this legisiation
on the mest and poulry industry is fully understood, AMI can not support the legisiation,

Respectfully submitted,

g

J. Patrick Boyle
President and CEC
American Meat Institute
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NATIONAL MEAT ASSOCIATION

17 Broadway, ¥ S Oukiand, CA 94612

June 11,2009

Congressman Collin €. Peterson

Rayburn House Office Building

Room #2211

Independence Avenue & 8. Capitol Streer, SW
Washington, D.C. 20315

Congressman Frank Lucas

Rayburn House Office Building

Room 2311

independence Avenue & S, Capitol Street, SW
Washington, D.C. 20518

Dear Chairman Peterson and Ranking Member Lucas:

Thank you for the continuing dizlogue you have afforded our associations on the issue of
chmate change, Your continued outreach to the agricultural community remains our most
important forum in which to participate in this monumental undertaking. We are writing to share
our perspective on the potential implications of the legislation for the food supply chain and
ultimately, American consumers. At this point, we frankly have more questions than answers
regarding the impacts of this kgislation.

As you probably know, many food industry companies, for sound business reasons, have
already undertaken offorts to improve production and energy efficiency in their plants and
throughout the supply chain. Many of our member companies have participated in contractually
binding CO2 emission reduction programs. In addition, several of our member companies
operate in countries that are subject to Kyoto Protocol reduction requirements. and some have
even participated in the Clean Development Mechanism (CDM) projects under the Kyoto
Protocel. Thus, our associations are familiar with the proposed scope and intent of many of the
requirements included in the legislation, However. the details and specific policy implications
are less clear.

Now that the Waxman-Markey bill has moved through the House Erergy and Commerce
Committee and the bill language is available. we finally have an opportunily to conduct a more
thorough analy fthe legislation. At this point, however. because of the complexity involved,
the vast majority of our member companies have not fully completed their assessment of the
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Letter to Chairman Peterson and Ranking Member Lucas
H

H 2008

fegislation. As we continue our analysis, we want to highlight for you some of the many and

complex issues that appear o be the most signifieant for the food sector - including producers,
and consumers, Though many of the details of the legislation have only recently
tded, our limited anal fely concludes that the legislation would have a significant
v chain.

pmusv
heen prov

sy ARSI
inapact on the entire Tood supp!
i f

The direct cost of allowances for entities that emit more than 25,000 tons of CO2 will be
directly added 1w the operating cost of each | aci%i{}‘ One can safely assume that firms would
seek to cover added costs by passing them forward or backward in the supply chain. This wiil
inevitably impact costs for consumers, retwrns for producers, or a mix of both. Without a
reallocation of these costs, processing firms would not remain viable,

Numerous studies have predicted prices for future allowances. The CBO score for the
Waxran-Markey bill places the cost atl $26 per ton in 2019, the 10% vear of a 10 year hudg °t
seoring window, But the CBO budget scoring window does not cover the life of the bs § vhich
Is scheduled o require emission reductions until 2050--well beyond CBO's analysis. We
believe an analysis through 2036 is critical in order for our industry w understand the costs in the
out years when allowance supply is reduced to fess than one-fifth the fevel at the beginning of
the lvgislative mandate,

Ihe allocation formulz in the Waxman-Markey bill exempts through 2029 some of the
most high intensity users of energy from needing to purchase a significant portion of their
atlowances. Meanwhile, food production facilities will have to purchase allowances. At the
same time, they will be < mnpmm, in energy markets with ihm«. that received a significant
portion of their allowances for free. 1 is unclear how this imbatanced competition in the energy
market will impact entities that must continue to pay full price for allowances. We are also
focused on the dewnstream effect of this cost structure for the farm gate and at resai% for
LOnsUmers

only Is it Important to understand the divect cost of allowances. it is equally important
1o understand the added indirect impact of higher energy costs on the food production chain.
These costs would impact not only those above the reduction threshold, but those below it as
well Mu, atlowances w0 the energy producing sectors will only cover a portion of their CO2
smissions, so even though free allowances \\:ii not end untit 2029, the impact of higher energy
prices will begin to be felt immediately. The impact of higher energy cosis on consumers,
producers and processors is not vet well uminrxmod but it will not be marginal.

it is surmised that the legislation would create incentives for the use of more efficient
methods of production, resulting in the use of less energy. But as the Committee understands,
our industry reffes heavily on the use of heat for the sanitation of facilities and the protection of
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Letter o Chairman Peterson and Ranking Member Lucas
June 11, 2009
Page 3

consumers from fod-bome pathogens. We can safely project that the current fegislation would
miake food safety interventions more expensive. Despite the demand created by the legislation to
reduee energy usage, this s not a place where our companies can responsibly make energy
reductions.

Agricultural offsets have been discussed as revenue opportunities for producers and as a
menns W help alleviate the cost of allowances for emitters. The legislation places several
statutory requirements on the creation of offsets which may inhibit the ¢reation of agricultural
offsets. Additionally, the legislation places hurdles on the acwal use of offsets by emitters,
These provisions should be carefully evaluated to determine the degree to which agriculiural
offsets will be available, and the degree to which emitters could actually use offsets for
compliance purposes. An ineffective offset program would not provide benefits 1o producers and
would reduce opportunities for emitters to meet their compliance obligation. Understanding the
impact of the statwory provisions on offsets is a critical piece of knowledge that is missing.

Many observers and indeed proponents of this legislation concede it will come with
. We fear that efforts to help certain sectors minimize burdens will significantly impact the
cost structure of one of the most critical sectors of the national economy: that sector which
provides the most basic human necessity -~ food.

We believe the Agriculture Commitiee should carefully analyze the Jegislation to fully
understand the concerns we have ruised, and we applaud your efforts to review this pending
tegistation through the hearing process.

During these difficult cconomic times, we believe #t is unwise to insert additional
cconomic uncertainties into an already fragile marketplace. Given this and the issues raised in
this letter, in the absenve of a more thorough examination of this monumental bill and iz
economiz consequences on the food supply chain and American consumers, we respectfully ask
that Members not support passage at this time.

National Meat z\séaxciatiamfx
American Meat Institute
National Chicken Council
National Turkey Federation

National Grain and Feed Association



29

i

FROZEN FOO

£
RLd

June 10, 2009

The Honorable Collin Peterson
Chairman, House Agriculture Cornmittes
LS. House of Representatives

1301 Longwarth House Office Building
Washington, DC 20515

The Honorabie Frank Lucas

Ranking Member, House Agrivulture Committae
.5, House of Representatives

1305 Longworth House Office Building
Washington, DC 20513

Re: American Clean Energy and Security Act, H.R. 2454

Dear Chairman Peterson and Ranking Member Lucas:

The American Frozen Food Institute (AFFI” is the national trade association
that promotes and represents the interests of all segments of the frozen food
industry. AFFI represents a large number of smail- and medium-sized
facilities nationwide that have serious concerns about H.R. 2454, the
American Clean Energy and Security Act, We believe that H.R. 2454 imposes
potentially significant yet poorly understood costs on the food processing
industrial sector as a consequence of having failed to distinguish properly
between significant and insignificant sources of greenhouse gas emissions,

In particular, the bili would impose significant direct and indirect costs on the
frozen food industry and, consequentially, on the cost of frozen foods. The
bill would impose significant direct costs by requiring certain frozen food
processing facilities’ to participate in the cap-and-trade program by
purchasing emission allowances from the Environmental Protection Agency or

{definition of "Covered Entities” at proposad 42 1.5.0,
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through the secondary market. According to the Congressional Budget

cost estimate, emission aliowances purchased at guction

imum of $4.45 million ($2009) per covered facility being
o 2019 in the LS. Treasury as a direct tax on food

production,

The bill would also impose significant indirect costs by increasing the cost of
s*zawm gas and electricity used to operate frozen food facilities, the cost of
Fuel used to transport raw materials and finished products, and the cost of
raw materials. The impact of higher energy prices just last year on food
costs s experience enough to warrant a cautious approach to Imposing
additional energy-related costs on the food production sector. These higher
costs will undoubtedly put American businesses at an international

competitive disadvantage, and reduce our ability to export.

in igh f thase impacts, any climate change legisiation must carefully
-distinguish between significant and small sources of greenhouse gas

emissions. EPA has ﬁ:’.S"i.waﬁ(ﬁ that the food processing industry contributes

less than 0.2 percent’ to nationwide greenhouse gas emissions, vet the bil
imposes signifi :r::m* Qufims on this industrial sector. AFFI respectfully urges
the Committee o focus the bill's attention on sagmfcam sources of

greenhouse gas emissions that may be more efficiently controlied.

Any climate change legislation must aiso carefully and accurately estimate in
advance the economic impact of the legislation on food prices. Itis
imperative that no climate change law be enacted without understanding the
economic impact of the bill on the food processing sector. AFFI respectfully
urges the Committee to call for an economic impact analysis of H.R, 2454 on
the food processing industrial sector.

In sum, untll this legisiation focuses properly on significant sources of
greenhouse gas emissions, and the Congress fully assessaes the econamic

¥
- TIMATE: MLR. 2454 American Clean ENERGY AND
N estxm&tmm emission allowance prices of
2019, respectively).

ort Document for Food Processing Facilities: Proposed Rule for
of Greenhouse Gases 3 (EPA Feb. 4, 2009) and Inventory of
Emissions and Sinks: 1990-2007 ES-6 (EPA 430-R-09-004,
g total 2007 COe emissions of 7,150.1 MMTCO.e).
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impacts of the bill on the food processing industrial sector, AFFI cannot
support the legisiation.

Respectfully submitted,
Kraig K. waasz

President & CEO
American Frozen Food Institute
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FOOD INGUSTRY ENVIBONMENTAL COUNCH.

June 10, 2009

The Honorable Collin Peterson
Chairman, House Agriculture Committee
U.S. Houss of Reprasentatives

1301 Longworth House Office Building
Washington, DC 20515

The Honorable Frank Lucas

Ranking Member, House Agriculture Committee
1.8, House of Representatives

1305 Longworth House Office Building
Washington, DC 20515

Re: American Clean Energy and Security Act, H.R, 2454

Dear Chairman Peterson and Ranking Member Lucas:

The Food Industry Environmental Council (*FIEC”) is a coalition of more than 50
food processors and food trade associations that together represent more than
15,000 facilities across the nation, contribute hundreds of billions of dollars in sales
to the economy and employ approximately 1.5 million people. According to the
Environmental Protection Agency {EPA), the food processing sector contributes less
than 0.2 percent to nationwide greenhouse gas emissions. We believe that H.R,
2454 imposes potentially significant vet poorly understood costs on the food
processing industrial sector as a consequence of having failed to distinguish
properly between significant and insignificant sources of greenhouse gas emissions.

In particular, the bill would impose significant direct and indirect costs on the food
and beverage industry and, consequentially, on the cost of food and beverages.
The bill would impose significant direct costs by requiring certain food and beverage
processing facilities to participate in the cap-and-trade program by purchasing
emission allowances from the EPA or through the secondary market. The bill would
also impose significant indirect costs by increasing the cost of natural gas and
electricity used to operate food and beverage facilities, the cost of fuel used to
transport raw materials and finished products, and the cost of raw materials.
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Until this legisiation focuses properly on significant sources of gregnhouse gas
emissions, and the Con g ess Fully assesses the economic impacts of the bill on the
food processing industrial sector, FIEC cannot support the legisiatio

Respectfully submitted,

%%ﬁ%

Robert Garfisld
Chalrman
Food Industry Environmental Council
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Agnculture Energy Alhance

Lo et v AT e prvadier sond g omsaner f

June 11, 2008

The Honorable Nancy Pelosi

Speaker of the House

United States House of Representatives
Washington, D.C. 20515

Dear Madam Speaker:

We are writing you today on behalf of American farmers and producers of farm inputs to
eéxpress our concern with aspects of the American Clean Energy and Security Act of 2008
(H.R. 2454) approved by the House Energy and Commerce Committee on May 21, 2009. Asit
is currently formulated, this legisiation would burden U.S. farmers with significantly higher
production costs. 1t would also put U.8. producers of key agricultural inputs such as fertilizer
and petrofeum products at a serious competitive disadvantage and would force even more
production of these critical farm inputs overseas to countries with no carbon reduction policies.
Contrary to the hopes of many in the agricultural community, the bill does not provide farmers
with the ability to recover any of these cost increases through the sale of carbon offset credits.
These cost increases will be prohibitive if an intérnational greenhouse gas redugtion agreement
is signed after U.S. production of fertilizer and petroleum products has been forced overseas.
We believe that the American Clean Energy and Security Act of 2009 must address these
concerns.

The agricultural sector is highly energy intensive and relies on natural gas, refined petroleum
products and other energy inputs for food processing, irrigation, crop drying, heating farm
buildings and homes, crop protection chemicals, and nitrogen fertilizer production. Even though
the bill does not include agriculture under the cap, the net result of this legislation would be to
increase dramatically farmers’ energy costs.

The result of this bill will be to force production of key inputs such as fertilizer and petroleum
products to countries that do not regulate carbon emissions. For example, the U.S. fertilizer
industry competes in a global marketplace that includes many producers from countries with no
carbon reduction policies, like Russian, Chinese and Middie Eastern producers. U.S. fertilizer
production also competes with producers in the European Union and Australia whose
governments have adopted or drafted policies that aim to fully protect their energy-
intensive/trade-intensive industries including fertilizer. U.S. farmers are already dependent on
imports for about 55 percent of their nitrogen fertifizer needs. As H.R. 2454 is currently drafted
it would place U.S. fertilizer producers at a competitive disadvantage and force them to make a
stark choice between losing market share to imports or moving production overseas.

The current version of H.R. 2454 also fails to recognize and support the benefits that agriculture
can provide to the reduction of carbon emissions. Agriculfural best management practices can
play an important role in reducing carbon emissions. In addition, these reductions are low-cost
and can be generated rapidly during the early years of a cap and trade program when a quick
Continued

14037 Eve Streat, NW. Suite 340, Washington, D.C. 20005
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Page 2
AEA - June 11, 2009

start is most urgent. We feel strongly that any cap-and-trade legistation must recognize and
account for the benefits that agriculture can provide and should also allow farmers to eam the
potential revenue from carbon sequestration trading to heip offset increased input costs.

As currently drafted, H.R. 2454 fails to address the most important concemns of the U.S.
agricultural sector. We belisve this legislation must directly address increased input costs, the
potential to force fertilizer production and petroleum refining overseas, and the tremendous
offset capability of American farm production. To be viable, any climate change legisiation must
recognize the critical role that agriculture can play in protecting and restoring our environment.
At the same time, it must not and cannot place the unbearable burden of increased prices for
petroleum products, fertitizer, electricity and other agricultural inputs on the backs of American
farmers. Particularly in this difficult economic period, we must ensure that our environmental
goals are met in a way that does not endanger jobs, investment or food security provided by our
agricuitural sector. Put another way, this legislation should be supportive of, not in opposition

to, our collective mission of feeding America and the world.

Sincerely,

Agribusiness Association of lowa

Agricultural Retailers Association

Agrium Inc.

American Agri-Women

Armaerican Plant Food Corporation

Associated Industries of Florida

Brandt Consolidated

CF Industries

CHS Inc.

Chemical Industry Council of liiincis

D.B. Western, inc,

Far West Agribusiness Association

Florida Chamber of Commerce

Florida Farm Bureau Federation

Florida Fertifizer & Agrichemical Association

Florida Strawberry Growers Association

GROWMARK

Hardee County Farm Bureau (FL)

Hillsborough County Farm Bureau (FL)

Hlinois Fertilizer & Chemical Association

Indiana Grain & Feed Association

indiana Plant Food & Ag Chemicals
Association

international Raw Materials, Ltd.

W.B. Johnston Grain Co.

J.R. Simplot Company

Kansas Agribusiness Retailers Association

Kansas Grain and Feed Association

Minnesota Crop Production Retailers

Minnesota Agri-Growth Council

Missouri Agribusiness Association

Montana Agricuitural Business Association

NCRA

National Grange

Nebraska Agri-Business Association

North Dakota Agricultural Association

Oklahoma Ag Retailers Association

Oklahoma Grain & Feed Association

Okiahoma Seed Trade Association

Peace River Valley Citrus Growers
Association

Polk County Farm Bureau (FL)

PotashCorp

Rocky Mountain Agribusiness Association

Sarasota County Farm Bureau (FL)

Society of American Florists

South Carolina Fertilizer & Agrichemicals
Association

South Dakota Agri-Business Association

South Dakota Grain & Feed Association

Seuthermn Crop Production Association

Terra Industries Inc.

Texas Agricuitural Coaperative Council

Texas Grain & Feed Association

The Andersons, Inc.

The Fertilizer Institute

The McGregor Company

Wastern Plant Health Association (CA)

1401 Eyve Street. NW. Suite 340, Washington. D C. 20005
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ressmt Baciiis

Phunk sl for vour kerter Tast month o Chairnan Waxman and Ranking Memibur Barton siating your

W the - Alabama Farmers Federation, | share vour concerns snd ask that
on HLR, 24340 which passed the House Energy and Commerce Committee on May 21

e g tinancial hardship for many Alsbama farmers and would dnderming ogr ngtion’s
and independense by deiving mose agricalural production offshare. Thire fs no specific
agricpiture s i thas BibL and the Committes has chosen 1o omit many ke prirciples thn
< by agricelaral groups prior ks itroduction

wostal produttion o fmily Tarmers and redude Dur
competitiveness shroad. The biltdoes net adequately provide for altertative sources of energy that will
“plug the hole” eremted when fossil fuel Costs escalate dramatically. We are grearhs concerned about the
pedential impact of our farmers” Inpur costs: ineluding diesel fuel for wactors and other equipment,
ortitizor costs which are sensitiee 1o natursl Bas prices. propane for heating poulry houses, not
mgntorrey erday aiifity wosts .

Pl degisdanien wil] sigritoantis inorease the

Hon o rakes concermd baviuse the bill has s Himied definition of bomass thar couhd exclude

cres of prodictive Alasbama torest and agricuiniral land from being considered acceptable for
I ! £ }

Momtis

e can plava s gt ehe United Stwes depeadenve oo foreign oil through the

ion ot shternative fusls and b protectiog the environment through the SEGUONTETIG o carbon ot
ure and forest Tands This bill, however, will hurt familics, drive small companies aad Farms ol of
Business and s1ifle the Curtent ceonomic recovery.

frronh

K3

Phdak vou apata 10! rajsing conders about the negative consequences of this bill; espeelly i Alikamy
and fhve Southeast. Forge vou o oppose this fegislation as written. Please contact me if we can amaer
stgstions or pron ide additional comaents about the potential impact of this bill on Alabama agrivutiure:

Sinderely:

Presidein
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Kk Growe,
S 5 s Ass,
XV 00 R
'L,

3 Phone: 307-636-3942
P.0. Box 208 o“o "g. Fax: 307-834-1210
Cheyenne, WY 82003 S’ [-] Email: info@wysga.org
113 East 20" Street 3 WWW.WYSGE.0rg
President Frank Shepparson, Midwest First Vice President- Mark Eisele, Cheyenne
Region | Vice i Oavid Kare, Sheridan Region H Vice President- David Whitman, Laramie
Region i Vice President- Philip Marton, Caspsr Region [V Vice President- Charles Price. Dani

Region V Vice President- Sim Wiison., Themopols Executive Vice P - Jim Magagne, &
June T, 2008

atative Uyathia Lumnmis

Q
4 Longwort
Washingte

Digar Representative Lummis;

attle
imate that

The Wyoming Sto owers Assoelation (WSGA] has represented the interests of Wyoming
produgers for 137 years. Our over 1000 members rely upon us 1o strive to create 8 business «
provides the opportunity for profitability and the generational transfer of their ranches,

WEGA believes that leg currently under consideration by the U 5, House of Representatives
would devastate much of Wyoming agriculture. The Waxman-Markey bill (HR 2454) would
significantly increase the already crushing burden of energy costs on our industry.

Crop agriculture s widely recognized a5 a high Intensity energy vser. Perhaps fess-well undersiood are
the energy costs of western ranching. Our members ranch over extremely large acreages with Himited
access routes, This necessitates driving hundreds of miles, ofien on a daily basis, 1o cheek Hivestock,
water developments and range conditions utilizing 4-wheel vehicles puiling horse trailers. In addition,
trips to town for parts, fed and supplies are long and frequent, Livestock watering sources are additional

high consumers of energy,

Ranchers have Hitle abiiity to contro] input costs for energy. At the same time they are fundamenmally
“price takers™ for thel stock. High energy costs in 2008 consumed potential profitability for most
Wyoming rane The permanent return to high energy costs that will inevitably result from pa
will push many multi-generational Wyoming ranching families beyond profitability and force
the sale of ranches. The alltoc-common result is subdivision of ranch lands feading to loss of open
spave. wildiife hablut and agriculiural dependent communities,

ge of

WSGA sppreciates your strong opposition to this legiskation, We urge your House colleagues 1o
recognize the devastating unintended consequences ko American agriculture that would result from its

Sincerely,
%ﬁw‘ Magagra”

Jim Magagna
Executive Viee President

Guardian of Wyoming's Cow Country Since 1879
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June 16, 2009

Dear Indiina Congressional Delegation,

We write this letieras 2 unified voice of concem for Indiana agriculwre. Our organizations represent a
wide variety of commodities, livestock species, advocacy groups, and agribusiness sectors, Agriculture
a vital partef the Indiana economy and continued growth in agriculture is erucial 1o our economic
recovery. Driving people who make a living off the land away from that fiving is unwise policy.

We write o express our concerns and reservations with the current form of HLR. 2454, the “American
Clean nergy and Sceurity Act of 2009%, As the bill is written, it does not address the complex needs of
agriculure and will result in increased energy pricés: These new energy expenses canniot be passed on o
consumers due to the nature of commuodity markets-and the global competit ss of the food sector,
While'already in a period of unprecedented volatility and with razor-thin margins. any new input costs
ihe producer is asked to absorh will simply put them at & disadvantage in the world market.

fn total, HR245:4 will not benefit Indiana agricultire and will create substantial obstacles for our
national and international competitiveness, The Tailure to provide full hearings and explanations on how
thie bl is intended to impact agricuiture leaves us no chojee but to oppose it as written, Please refer to
theattachment fosr more specific details on the detrimental tmpacts of H.R. 2434 to Indiana agriculture,

Sincercly,

indiana Stute Department of Agriculture Indiana Pork Producers Association
Kig Tom, CEO - Tom Farms Beck™s Superior Hybrids

Indiana Beef Catde Association Indiana Grainand Feed Association
Indiana Office of Energy Development Indiana State Poultry Association
Ineliama Professional | Producers Indiana Farm Burcau

Indiapa Plant Food & Agricultural Chemicals Association

e The Honorable Richard Lugar
The Honorable Fvan Bayh
The Honorable Pete Visclosky
The Honorable Joe Donnelly
The Honorable Mark Souder
The Honorable Steve Buyer
The Honorable Dan Burton
The Honorable Mike Pence
The Honorable Andre Carson
The Honeorable Brad Ellsworth
The Honorable Baron Hill

Fnclosure
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AFR

Sunerican Fannees & Ranchers
TERRY DETRICK, Prosidem & CEQ
ROYCE MEEX. Ganers! Manager

Ray 0 2009

The Honorable Fronk D, Lucas

Ranking Member, Agrieniture Cammittee
118 House of Representatives

1305 Longworth House Qffice Building
Washington, D.C. 20513

Dear Represemative | uens:

i:d particularly the House Energy and Commerce Commitree considers
¢ American Clean Energy and Securitv Aet™, American Farmers &
ains findamentally opposed to the coneept of mandating caps on

5. We do not believe the beneflts will outweigh the

As Congre
(LR 2434
Ranchers 1
groenhouse gy omiseh
consequentis! vlements uf the congept.

1%,

M hile this bill remains silent on and apparently exempts agriculture from its” own carbon
faotprint, we specifically are opposed to HL.R. 2454 because agriculture is not granted

He in this hil for thecontributions # already makes in the ovele of life and any future
conts s young slementary studenis we were taught how plants
absorb curbon dioxid off oxygen. Thus the carbon is sequestered through the
roots in the soil untl it is distuched. Producers today are increasing efforts to sequester
carbon and clean-up the air through no-till farming. and can contribute even more in this
arena inthe Tuare. Yot there are no provisions that mandate agriculture producers can

weipnte i these credits,

hat we ha = heen prexanted clearty indicales capping these emissions will
drastically Irereuse the input eost of producing food and fiber for this country and the
workd. e value of carbon credit. which this bill does not mandate for agriculture, could
vary o fot over time and most likely would not be & dependable offset for cur increased
inpul costs resutting from the caps. While marketing agriculture commodities plays »
fmportan role m producers pro aput costs play an equal i not larger sole.

t Lirdly. given the histarical record of compliance by other nations on trade agreements
coneerning environment relative issuey, a cap policy could place U.S. industries at a
compettive disa! 12 1o other companies internationally. We are all part of the same
armos 3 d one eruntry be treated ditferently over another and deny ity
own eitizepry opportunity?

B0 Mot Harvey » Ckighoma Oy, OK 73702 » 1800-322. 7771 Maiing Adaress: P.O. Box 24000, Okiaroma City 0% 73124
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sershup-driven pelicy states "we oppose additional government
praven scientific basis. and unless their cost effectiveness is

AFR
regutistions without hiving ¢

PIONCT L

Should FLR. 24584 or any suhsoqient version cap greenhouse gas emissions, AFR policy
N SIPON pavm rivate industry to agriculture for storing carbon in the
 carbon emvissions are capped snd credits Issued AFR wants & significam

datry perceniage of these credits be preserved for agricuhural peducers.

-

We do faver the elected members of the Congress of the United States shape policy

1o the will of unelected personne] in regulatory agencies. We also
‘ sure Cemmities have jurisdiction ever the development of the carbon
ity indative and sericoliural offsers with oversight by the Commodity Putures
Trading Commission and U8 Department of Agriculture,

s Luegs, we complimernt vou on your stand on behall of America’s fumers
smeaking un Tor the producers’in the Third Congressional District, We
Hied to sor 5o many of your eolleagues following 2 similar stance.

Congress
sl ranchen
are equally g
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MISSOURI FARM BUREAU FEDERATION
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South Dakota Farm Bureau

NEWS RELEASE

L For fnumediate Release For more informetion, contact:
P oApril 6, 2009 Micheel Held (60S) 3533051

Seott VanderWal (605} 627-5479

Cap and Trade Program causes concerns for American agriculture

tegistation recently introduced in Congress establishing a cap-and-trade system to heip
S GMISSIONS raises many concerns for U.S, farmers. South Dakote Farm Bureau

offset greant

| trada program.
i carbon credits. "The President promised no tax increasas for most Americans, but a cap-and-trads

| system woultt be 8 monstrous tax increase In disguise that would affect svery person in the country
: who uses energy,” sald VanderWal, "In addition, we don't know ¥ this legh
¢ slow or reverse climate change anyway. 1 strongly suspect that, in the end,

president, Scott Vanderwal from Yolga, says that “Agriculture will certainly be at the table as cap-and-

¢ trace is discussed, but it will be difficult for farmers and ranchers to come out ahead financiaily.”

All indications arg that energy and fertilizer prices would incresse significantly under s cap-and-
Those cost increases would far outweigh any benefit landowners recalive from seifing

ton would do anything to
cap-and-trade system will

not pass the cost/benefit analysis.”

American Farm Bureau Federation chief economist Bob Young said that the legisiation could

¢ hurt farmers in the fong term. He pointed to concerns about lower farm income, increased costs of

prochuction, and higher food costs. The legistation could tead to the coliapse of carbon markets for

i landowners participating in carbon sequestration efforts. In addition, expanding the use of natural gas
: to produce elsciricity would drive up the cost of natural gas and the cost
¢ nitregen oeoduction industry in the U.S.," Young said, 85 farmers would then have to rely on more
| axpensive nitrogen imports,

ogen. “This will kill the
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May 18, 2009

Honorable Kemt Conrad

United States Scnator

530 Hart Senate Office Building
Washington, DC 20510

Honorable Earl Pomeroy

Uinited States Congressman

150] Longworth House Office Building
Washington, DC 20515

Honerable Byron Dorgan
United States Senator

322 Hart Senate Office Bidg
Washington. DC 20510

Honorable John Hooven
Governor

State of North Dakota

600 East Boulevard Avenue
Bismarck, NID 385035-0001

Dear Sir.

We write to express our concerns regarding the ramifications the climate change
legislation now under consideration in Congress will have on agriculture. 1t appears that
climate change legislation could have a disastrous effect in North Dakota by forcing
substantially increased costs onto the state’s agricultural industry while, at the same time,
providing negligible benefits both locally and globally.

The scientific community is divided about whether there is climate change
beyond natural variations that have occurred for thousands of years, whether man’s
activities are a significant cause of these variations, and whether man can substantiaily
alter these variations,  But the legislation being discussed makes sweeping changes in
energy production, regulation, taxation and cost to business and consumers, based on
unproven assumptions and theories,

Here are some examples studies have shown that, by 2030, agricultural fuej costs
will increase by 29 percent. fertilizer costs will increase by 28 to 30 percent and electrical
costs will increase by 53 percent as a result of proposed climate change legistation. Other
studies have shown that such legistation could decrease the ULS. Gross Domestic Product
by $1.7 10 $4.8 TRILLION dollars by 2030, using 2006 dollars. According to an
advanced notive of proposed rulemaking for regulating greenhouse gases under the Clean
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Air Act released last year, the ULS. Department of Agriculture estimated that “even very
small operations would meet the 100-tons-per-year emission threshold” requiring
regulation. Undue regulatory burden, coupled with an artificial rise in production costs
and a downtumn in agricultural prices, will be devastating to North Dakota's number one
industry.

it is important to note that agriculture provides a significant net benefit to the
climate change cquation. According to the Environmemal Protection Agency (EPA), in
2006, greenheuse gas emissions from the entire agricuitural sector represented only 6.4
percent of the towal U.S. greenhouse gas emissions. At the same time, land use, land use
change and forestry activities resulted in a net carbon soil sequestration of approximateiy
14.8 percent of the 1otal LS. carbon dioxide emissions, or 12.3 percent of the total U.S.
greenhouse gas cmissions.

Inernationally, U.S. climate change legisiation seeks to reach out its enforcement
by using trade barriers and restrictions with non-complying nations. As a state dependent
on exports, trade barriers and restrictions envisioned by climate change legislation would
drastically reduce the competitiveness of North Dakota agriculture on a global scale.

Another troubling issuc regarding climate change is the attempt by the EPA 10
circumvent the will of Congress. EPA’s artempt to regulate gresnhouse gas emissions
through regulation is another example of an agency trying to usurp Congressional
authority; such EPA action is a classic case of regulatory creep and has no place in the
climate change debate.

North Dakota ranchers and farmers are very concerned about the environment; it
is the environment that allows us to make a living., With that said, placing an undue
regulatory and cost burden on the state’s agricultutal industry in a time of recession
makes no coanumiv sense. We. the undersigned North Dakota agricultural groups
request that 3 ou consider alf potential consequences as the climate change debate moves
ferward, In the end, climate change legisiation could literally bite the hand thai feeds us.

Sincerely,

North Dakota Grain Growers Association
North Dakota Farm Bureau

Northern Canola Growers Association
AmeriFlax

North Dakota Stockmen’s Association
North Dakota Grain Dealers Association
North Dakota Soybean Growers Association
North Dakota Corn Growers Association
Northern Pulse Growers Association
North Dakota Wheat Commission

North Dakota Barley Council
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May 20, 2009

The Honorable Herry Waxman

Chairman

House Comrntse on Energy and Commerce
1.8, House of Representalives

2204 Raybur House Office Building
Washington, DC 20515

Dear Chairmen Waxman

1 write to you on behalf of Ohic's egg, turkey and chicken farmers. The Ohio Poutwry
association represents nearly 100 peroent of the commercial egg and poultry production
in Ohio.

My members have serious concerns sbout the speed with which HR. 2454, the American
Ciean Energy and Security Act, is moving through the Energy and Commerce
Comsmittee. The bill's cap-and-trade provisions related to carbon emissions has the
potential to significantly increase energy and transportation costs for poultry and egg
producers and processors at & time when they atrcady are suffering through severe
econorc hardship.

Qur erganizations cannot support the bill at this time because we bciic#e there has not
been a sufficrent analysis of the economic tmpsct it would have on poultry and livestock
oroducers.

Smcerely, .
O A W |

‘{ ; H Chakeres
Secutive Vice Presidem

WAL A, Sty

8z/84
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LT 59 Greif Parkway, Suite 101 Delaware, OH 43015 740.202 8088

May 20, 2008

The Honorable Bob Latta

LS. House of Representatives

1331 Longworth House Office Building
Washington, D.C. 20513

Dear Congressman Latta:

T am writing to you today on behalf of thousands of wheat growers in the stare of Ohio regarding
H.R. 2454, The American Clean Fnergy and Secarity Act,

The Ohio Wheat Growers Association (OWGQA) has idemtified several priorities which we
believe are criticnl elements to the agricultural sector within cap-and-irade legislation. In
addition, we have worked closely as an industry to compile and identify key principles that have
been embraved by a broad cross-section of the agriculture community,

These principles are meant 1o present our views in 2 positive and proactive manner in order to
assist the committe as deliberations commence. We believe these principles highlight the
potential opportunities for production agriculture in a market based cap-and-trade system. For
years, wheat growers along with the rest of the industry, have been proactively engaging in
conservation practices. such as no till or reduced tillage. which result in a net beneilt of carbon
stored in the soil. Therefore, we feel strongly that agriculiure is part of the solution. not a part of
the problem.

Tremendous environmental benefit can be achicved by allowing producers to provide low-cost,
real and verifiable carbon offsets. Any cap-and-trade legistation should fully recognize the wide
range vt carbun mitigation or sequestration benefits that agriculture can provide. Recognition of
this should allow farmers to eam the potential revenuc from carbon sequestration 1rading and
thus help offset increased input costs as our nation transitions from a carbon based economy.

Upon review of the legislation. we are frankly very disappointed. We sec no specific mention of
agriculture offsets in the bill, OWGA has serious concerns that, as writien, this legislation will
significantly increase the cost of production w family farmers. Without the opportunity 1o
generate revenue {rom greenhouse gas reductions, growers in Ohio will be unable 1 bear the
burden of increased prices for diesel, fertilizer. steel. electricity and all other inputs necessary 10
provide feed, fiber and fuel for the world.

Finally, unless the defiberations produce legisiation that comtains signifivant and substantive
changes incorpurdting the principles and positions we have advocated for, OWGA will be forced
to urge members of the Ohio congressional Jelegation to oppose passage of this bill,
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In closing, it is our sincere hope the committee will take this opportunity to praduce thoughiful
tegtslation which recognizes the importamt role agriculture has in protecting and restoring our
environment

‘Thank you for your ime and consideration in this matter of mutual interest and we look forward
1o working with vou 1o address this critical issue.

Sincerely,
Mark Wachtman

Mark Wachtman
President, QW(GA

ce: House Commitiee on Energy & Commerce
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NMay 2¢, 2069

Washington, 13.C. 20513

Dear Congressman Latia:

Fam writing to you today on behalf of more than 20,000 com growers in the state of Ohio
regarding H.R. 2454, The American Clean Energy and Security Act.

"The Ohio Corn Growers Association (OCGA) has identified several priorities which we believe
are eritical efements 1o the agricultural seotor within cap-and-trade legistation. In addition, we

ey
have worked closely as an industry to compile and identify key principles that have been
embraced by a broad cross-section of the agriculture community, g

These principles are meant w present our views in 2 positive and proactive manner in order 10
assist the commitice as deliberations comimence. We believe these prineiples hi ghlight the
potential opportunities for production agriculture in a market based cap-and-trade system. For
vears, corn growers along with the rest of the industry, have been proactively engaging in
conservation practices, such as no till or reduced tillage, which result in a net benefit of carbon
stored in the suil. Therefore, we feel sirongly that agriculture is part of the solution, not a part of
the problem. fremendous environmental benefit can be achieved by allowing producers to
provide low-cost, real and verifiable carbon offsets. Any cap-and-trade legistation should fully
recognize the wide range of carbon mitigation or sequestration benefits that agricubture can
provide. Recognition of this should allow farmers to cam the potential revenue from carbon
sequestration trading and thus help offset increased input costs as our natior ransitions from a
carbon based cconomy.

Upen review of the legislation, we are frankly very disappointed. We see no specific mention of
agricuhure offsets in the bill. OCGA has serious concerns that, as written, this legistation will
significantly incresse the cost of production to family farmers. Withowt the opportunity o
_generate revenue from greenhouse gas reductions, growers in Ohlo will be unabie 1o bear the
burden of increased prices for diesel, fertilizer. steel, electricity and all other inputs necessary to
provide feed. fiber and fuel for the world.

Finally. unless the deliberations produce legislation thet contains significant and substantive
changes incorporating the principles and positions we have advoeated for, OCGA will be forced
w urge members of the Ohio congressional delegation 10 oppose passage of this bill,

In closing. it is our sincere hope the committee will take this opportunity to produce thoughtiul
legislation which recognizes the important role agriculture has in protecting and restoring our
environment,

For e Future of Farming okartig
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Thank you for your time and consideration in this matter of mutual interest and we look forward
to working with you to address this critical issue.

Sincerely.
John Davis

Juhn Davis
President. QUGA

crt House Committes on Energy & Commerée

For i Futwrs of Farming
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QHIC FARM BUREAL

Forging a partnership between [armers and consumers
« Working together for Ohio’s farmess »

May 21, 200%

The Honorable John Hovhner

11.5. House of Represenratives

1011 Longworth House Office Building
‘Washington, DC 20515-7508

Dear Representative Boehner:

The Ohio Farm Bureau Federstion {0FBF) is the largest general {2rm organization in the state of Olio with more than
200,000 members representing all of Ohio's 88 counties. Our members produce virtually every kind of agricuttural
commodity and sre the center strength of the Ohio economy. As a result, OFBF is very interested in the nation's climate
change policy

The Ohio Farm Bareau has worked ¢losely over the last several woeks with congressional offices regarding issucs that are
critically important t¢ Ohio farmers that we betieve must be included in-any climate change legislation. Despite the good
work by members of the Committee, it is clear the recently released compromise bill will impose enormous constraints on
the Ohio economy, iacluding agriculture, resulting in a net cost to farmers across our state. Therefor: OFBF strongly
opposes H.R. 2434,

Even though the compromisc does not include agriculture under the cap, in othen respects it unerly ignores the principles
OFBF has identified as critical to Ohio agricuffure. We have consistently advocated that any cap-and-trade bill must:

»  Recognize and support the benefits agriculture can provide,
*  Must make economic sense for agriculture.

» - Provide for a strong leadership ol for USDA.

®  Baseary carbon sequestration program on sound sefence,

While some sectors of the cconomy were accommodaied in the legislation, the bilt does not address the complex needs of
Ohio farmers. tn fuct, due to the broad nature of H.R. 2434 it is almost impossible 1o measure and cvaluate the bill's full
impact on Ohio farms. That suld, the 5ill will clearly increase farm operating costs, including fertilizer pricos, and reduce
our competitiveness sbroad by effectively locking the United States into these changes regardiess of what is done by other
major agricelurz) competitors, such as China and India.

This bill dovs not meet the needs and concerns of Ohio agriculture, and we urge all Members on Congress 1o rejeet this
approuch and oppose H.R, 2454,

Sincerely,

S

hn C. Fisher
Executive Vice President

Cpy. OFBF Hoard of Trustees, County Farm Bureau Presidents, OFBF Cabinet

ABO ™ High Street ¢ PO Box 182383 e Columbus, Ohio 43218-2343
Prone £14 2492400 ¢ Fax: 614.249.2200 » Web site. www.oibt org



58

»
#
.
-
Fg
e
ey
st

ToDD STAPLES
COMMISSIONER

June 10, 2009

The Honorable Michael Conaway
U.8. House of Representatives
Longworth House Office Building
Room 1527

Washington, D.C. 20515

Dear Representative Conaway;

As the House of Represemtatives considers H.R. 2454, the American Clean Energy and
Security Actof 2009, | want 1o bring to your attention the significant impact this
legislation will have on Texas agriculture. After careful consideration, ! have come to the
conclusion this bill will offer more harm than benefit to Texas. Protecting our
environment is essential. However, adopting & program with speculative benefits such as

“ this will lead to the certain detriment of domestic food and fiber production. is risky at
best, and would be yet another blow to an already struggling economy.

I am first and foremost coneerned with the significant cost increases associated with the
policies proposed in the bill. A recent study commissioned by The Fertilizer Institute
demonstrated the effects of a similar bill, S. 2191; showed the proposed policies would
significantly increase the input costs for com, spybeans, wheat, cotton, rice, sorghum,
barley and oats. These estimates indicate Texas producers would face an additional $400
million to $779 million in input costs. When other Texas agricultural products like
livestock, peanuts and hay are included, the impact on Texas will increase significantly.
Saddling an industry already facing razor-thin profit margins with these significant cost
increases will only serve 10 force more and more family farms and ranches out of
production. .

Another concern | have with the proposed legislation is the complete Jack of input from
the agriculture community, It is undeniable that agricultural production relies on fossil
fuels and would face significant hardship under the policies outlined in this bill. While
the bill does not include agriculture as a covered industry, the lack of a specific
exemption opens the door for its inclusion through the Environmental Protection Agency
rulemaking process. Furthermore, the administration has repeatedly stated its intent to
roll back the 2008 Farm Bill safety net provisions, approved less than a year ago, in
exchange for the potential income from carbon sequestration incentives included in this
proposal. Doing so would place the future of agriculture and our nation’s food security in

PO Box LIB47  Austin, Tinas 78711 (312 463-7476 - Fax: (88K} 223-8801
For the Hearing Impaired: (800} 735-2989 (TTY)
www.tdastate. oo
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The Honorable Michael Conaway
June ¢, 2009
Page 2

an unproven and untested system. Given this desire to substantially rewrite agricultural
policy, | am pleased to see the House Agriculture Committee granted jurisdiction over
this legislative proposal, and I am hopeful that America's farmers and ranchers will be
given a significant seat at the table in developing this proposal, which will greatly affect
their daily lives.

As H.R. 2454 progresses through the legislative process, | encourage you to consider
carefully its broad implications to our economy. The significant negative impact on
Texas agriculture is undeniable, and the benefits are far from assured. Thank you for your
service to the State of Texas, If T may be of any assistance, please do not hesitate to
contact me.

TSIk

¢¢: The Honorable Kay Bailey Hutchison
The Honorable John Comyn
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June 8, 2009

The Honorable Michael Conaway

117 Congressional District of Texas
1527 Longworth House Office Building
Washington, DC 20813

RE: H.R. 2434 “The American Clean Energy and Security Act of 20097

Dear Congressman Conaway,

The Texas Wheat Producers Association wants to commend you on your hurd work for Texus
and Texas agriculre; however, we are adamantly opposed to H.R. 2434, The American Clean
Energy and Security Act of 2009, as the bill is written today.

The Fexas Wheat Praducers Association feels that HLR. 2454 does not meet the complex needs
of & very diverse agrivultural industry and instead raises the cost of energy, placing an enormous
burden on the wheat producers of Texas. All producers would face higher input costs for fuel and
fertilizer if the bill were to be passed as is.

While U.S. agricuiture accounts for less than 10% of the total carbon emissions according to the
United States Depariment of Agriculture, HR. 2454 dismisses the need for farmers w be
compensated for aitering their soil munagement practices in order to help reduce greenhouse yas
is eliminates the opportunity for producers to sell resulting emission cuts as 4

emissions. Tt
carbon eredit

Lastly, the Texas Wheat Productrs Association opposes LR, 2454 because it would effeciively
lock the U8
competitors. This defeats a unilateral purpose of reducing greenhouse gus emissions and could

into any changes that take place regardiess of what is done by our overseas

have a damaging effeet on the U3, evonomy by sending more jobs overseas instead of keeping

them here at home.
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Overall, HR. 2454 doo

sot mezt the necessary needs for Texas agriculture (o survive and be
competizive. We urge vou, your volleagues and other members of Congress to vote “No™ should
FLR. 2454 come o the House floor in its present form.

Sincerely,

Seott MoeGarraugh
TWPA President



62

May 21,2003
Dear Chairman Peterson and Ranking Member Lucas:

We would like to express our sincere appreciation for all you
do to help better agriculture in our country. You have always
been great supporters of the American farmer and we applaud
you for your hard work and dedication o the industry.

At this time, we feel it is important to voice our concern on the
cap and trade Issue that has recently been discussed. Thisisa
very important issue to our members and depending on the
final legislation, could be very detrimental to them.

We are unable to commit our support or opposition to any
particular legislation at this time since the details are
constantly changing. We are very concerned that some of the
wording being submitted would potentiaily increase costs of
production and force changes on our farms that would affect
ali farmers negatively. We want you to know of our desire to
be involved in any way possible. As further discussions
continue, we would like 1o make ourselves available to give
comments on any legisiation that goes forward.

Please do not hesitate to contact us with any questions or
CONCETTS.

Thank you.
Sincerely,

-

VIS o

Bart Thorason, President
Corn Producers Association of Texas

ce: The Honorable Randy Neugebauer, The Honorabie Mike
Coenaway, The Henorable Henry Cuellar
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We urge vou o vote “NO™ i HR 2454 (the Waxman-Markey cap-and-trade biil} makes it
ot of the House knergs and Commerce Commitiee. Texas Grain & Feed Assoviation
represents over S00 member firms involved in the grain processing, storage und handling
business in the state, from the small country elevator to large export termina!l and feed
and flour mills across the state. We recemtly heard from our State Comptroller that the
pending legisiation could mean the loss of thousands of jobs in Texas alone.

Specificalls, we urge you to assess carbon trading that involves any kind of land idiing
scheme. This would seriously impact rural communities and the competitiveness of
Texas Agriculture as compared to other countries that aren’t being regutated in this
fashion. We want 1o make sure that any cap and trade program will not allow large
emitters to buy large tracts of fanm acreage, taking it out of production to satisty their
requirements for carbon offsets.

According 1o one of our national organizations, grain eievators and feed mills likely
would not reach the carbon-emission levels currently being considered by Congress that
would trigger coverage under a carbon-reduction program. But that doesn’t mean such
sectors would not be affected adversely. Grain, feed and feed ingredient manufacturing.
grain processing. biotuels and grain-exporting sectors are significant users of encrgy and
already arc incurring increasing electricity and transportation costs to run operations and
ship commodities and products to domestic and international markets. A recent study by
Oklahoma State University found that electricity costs for grain handlers have inereased
19 percent over the last five vears, a trend that is expected to continue. Further, these
agricultural businesses have incurred dramatically higher costs from increased financing
needs and market volatility. These cost pressures can affect farm prices negatively and
exacerbate concentration in agribusiness as firms become uncompetitive.

Major (energy 1 cost increases (expected under a climate-change bill) undoubtedly would
hit grain, ailseed. feed and bofuels companies very hard. particularly because of the large
geographical expuanse that most commodity and agricultural product shipments must
traverse. Those rransportation cost inereases inevitably would be passed back 1o
producers through Jower farmgate prices, given the limited ability 1o pass those costs
forward in a bighly competitive global market,

Any approach to climate change needs 10 be cost-effective. maintain the competitiveness
of ULS. industry, be predicable, allow for sufficient iransitioning. offer identifiable and
measurable benefite and be conducted in concert with similar efforts by key foreign-
couniry competilers.

Given the magnitude and complexity of the climate-change issug, we supporta
deliberate. conscientious effort by Congress to carefully serutinize u carbon-reduction
program’s impact on the domestic and global grain-. food-, feed- and biofucls-production
industries. as well as the resulting impact on consumers and recipients of humanitarian
food wssistance. Whatever the makeup of the final approach (1o address carbon
emissions). it must not negate the competitive advantages in technology. transportation
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and infrastructure enjoyed by U.S. agriculture,

We urge the United States to play a leadership role in a global effort on carbon-emissions
reductions. rather than taking a unilateral approach that may have a limited overall impact
in reducing such emissions and trigger innumerable damaging, unintended conseguences.
Please feel free to contact us if you have any questions. Thank you for your work on
behalf of our Great State!

Sincerely.

TEXAS GRAIN & FEED ASSOCIATION

Ben Boemner, CAE
President
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TEXAS SHEEP & GOAT RAISERS’ ASSOCIATION

Tirst Second XL nrive
Prowident Vice Presldeat Vive Prerident Rcﬁ'rexxt'y
Lee Blocdwurth Murein Shuricy Loe W puckin Sandy Whitley

FAXED T(: 202 225-1783
May 20, 200¢

Hoporabie Mixe Conanay

1§, House of Representativos

1§27 Loagworth Houss Office Bldg.
Washingion, DC 205138

Doar Congressman Copaway:

1 is our upderstanding Houso Brergy and Commerce Committes has relensed its global climare change bili that
would establish & cap-snd-trade program to roduce greenhouse gas smissions. W further understand thut the
Committer may be voting on this legisiation today with the goal of reporting vhe legisfation 1o the fll Fouse by
May 22, 2009,

On behalf of the over one thousand ranching families making up the Toxas Shecp & Goat Raisers® Associution, !
wigh 10 advise that we sre wholehwartadly sgainst the bill and question the nced for quick pessage of such fur-
reaching snd vontroversial legistation.

We have hexrd time and sgain that production agriculture would bescfit from this proposal, however, it is now slear
that production sgricuiture does not stand to grin hut will Instexd suffer drametic mcreases in costs of produection
nd will sew its ability 1o compete efftctively with fmportad products from forsign countries drastically weakened..
Toerc is corainly a conscosus among sgricultural groups thst the Jegislation would lock the U.S. into huge changes
segardiess of what is done by other countries whose standards ere oot nearly 2s high as ours.

All segments of the U.S. economy are currently strugghing under a burden of go dated prog with
very little knowlodge of the ultimate cost of those programs, When you 1dd the costs of bailing cut banks, mortgage
companies, the auto lndusry #nd possibly the state of Caltfornis, it 1a only prudent to vote this bl down unti} we see
walid indications that soms of the other “stimutus Htems” ere working. Agricultore is at the mercy of the vaparies of
woater, and most of Texss is currently 3till in the grip of & long drought. Passing this bil} would capse undue
hardship 10 producers who have fad and clothed this nation and many of the world's people fr geperations,

So-called experts predict that energy prices under sep-and-frads will increass anywhere from 15% 10 125%. 1he
wide range of predicted prices is an indication that the experts actuelly have no real idos what cap-and-trade wili do
fo energy prices. . . .except that they will go UP! Higher energy prices trickle quickly through the U5, economy,
merning producers will pay move for everything they need to operate.

I we are to find  solption to climate change, we must foous on incentives, innovation and research and not on taxes
a1d guvornment mandates. The farmers and ranchers of this BICRT couniry are pood stewards whose efficient apd

qansisrem production mathods provide America with low cost food and fiber, Congressmman Conaway, wo reiterate
toat we are upposed 10 the proposed cap-and-trade legislation and ask that you setively oppose {f as well.
o

\sty‘ . e :'r ‘
“LeE B{ﬁw’% :t'{g&é ‘UW
President

LBisw

T3 8 GRS = Wnking For a Stronger Showp & Gaat Indusiry
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The Texas Farn Eiuws's opposes prssage of the Winuman' Markey legislation, H.R 2454 a8 intred
We are gresthy cerned that this measure, even i modified by the manager's amendment, swould
impose enonnons m;—ta on the agricultural sector, gnd we hope you will consider the factors bejow us
Congross moves forwand in consideration of Climate Change legislation.

sure, will impose oosts oo the seonomy. Only the agricelural and

els under & cup-and-trade program thal are Jow-cost, available

fHicient to bridge the gap wntil rechnological chunge can be
ulture sud Torestry have the potential 1o reduce 18-35 peroent
fromn these industries alse ereate other beneflts, such as

and improving water quality. HUR. 2454 fails wo articulate the ventra
can play in promoting such offsets.

Any elimate chunge bill, by
forestry seotors cun delbver o
immwediately, and Hable in guantities sw
mz;: emented. a\ccw‘mz* w the USDA, ag

role

We believe th ge fegislation mu
provide; be oot beneficial for age
carbon seguestral
Agrivaliury
future mode of sgrioulture.

st recognize and support the beneflls agriculure can
feulture pmwcws‘ provide for leadership in the USDA and base any
wn sound scienee. Furthermore, we would respectiully suggest the %sxw
best suitesd fo sddress these and other concerns of the industry regarding the

for of this request, and look Torward 1o workd
independent.

the Congress in its

W apprecisie YOuF com ';.v.} 3
efforn 1o ma

Sincerely,
f / f
F\tw\&x‘i\ 3"-»" W‘-WL&NJW
Kenneth Dierschke

President
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June 18, 2608

The Honorable Collin C, Peterson, Chairman
House Committee on Agriculture

1301 Longworth House Office Building
Washington, DC 20815

The Honorable Frank D. Lucas, Ranking Member
House Committee on Agriculture

1308 Longworth House Office Building
Washington, DC 20810

Dear Chairman Peterson and Ranking Member Lucas!

Texas Catile Feaders Association {TCFA) is opposed the "American Clean
Energy and Security Act of 20087 (H R. 2454). We are extremsly congermsad
about the predicted increases in energy and other business costs that may result
from the bill, a weak offsets section and the fact that producers hava not had
adeguate time to fully analyze the very real and significant effects the voluminous
bilf would have on their businesses.

TCFA members are responsible environmental stewards who respect and care for
the land, air, water and animals that are fundamental 1o sustaining thelr way of

life. Our mambers are very concernad, howsver, about the effects this bill could
have on the costs of fuel, electricity, feed, fertilizer, equipment and other inpuls
necessary to maintain a cattle operation. Economists have estimated that M R
2454 would cause farm income to drop anywhere from $8 billion in the short term
to $50 billion fong term. Cattle producers have suffered significant aconormic
setbacks Istely, and if these estimates ate close lo being accurate, this bill would
very likely put many operations out of business. TCFA simply cannot support a
bl that would cause this kind of economic devastation.

in addition, agricultural producers were told all along that we would be able fo
generate income by producing offsets to sell to regulated sectors of the economy.
FLR. 2454 does not deliver on these promises.

Finafly, there has not been adequate time 1o study the bill and understand all the
effects it could have on cattle producers and the U.S. economy. When Congress
considers a bill of this magnitude and economic importance, careful analysis and
deliberation is essential. We urge Congress to slow the process, carefully analyze
the bill and make certain everyone understands #s significance. Without sufficient
forethought and careful consideration, further action on this legisiation could be
economically devastating. :

Cattle producers will continue to work every day to protect and improve the
enviranment so that they and future generations will be abie to continue o live off
the land and feed our nation, but TCFA must oppose any bill that could cause
firanclal ruin 1o our members

Sincerely,

L bl

Ross Wilson
President & CEQ
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"

“fmprove the economic well-being of agriculture and enrich the quality of farm family life

May 20, 2606

The Honorable John Shimkus
LS. House of Representatives
2452 Rayburn HOB

Washington, DC 20515-1320

Dear Congressman Shimkus:

litinois Farm Burcaw is writing to oppose H.R. 2454, the American Clean Energy and
Securfty Act, and urge that you cast 2 "no” vote in committee later this week,

Farm Bureau members are watching the process unfold and are concerned that the
Wanman-Markey bill ignores the contributions agriculture can make in a cap-and-trade
system. In its 900-plus pages, there is no mention of the UK, Depariment of Agriculture
or any program of carbon capture or sequestration that involves agricultural crops or
forestry.

Even EPA has suggested that at least 15 percent of U.8. carbon dioxide emissions could
be captured relatively inexpensively in the U.S. agriculture and forestry sector.

We continue 1o be concerned that this bill will increase the gosts of our energy-related
inputs without any opportunity to pass them along. Our members continue o be
converned that any unilateral effort to control emissions in the ULS., will hand our
international competitors a distinct advantage in one of the few economic sectors where
our nation enjoyvs a trade surplus.

As our members weigh the pros and cons of any bill, they will carefully examine whether
it makes economic sense for agriculture. At this time, H.R. 2454 doesn't.

W
Philip Nelson

ILLINOIS AGRICULTURAL ASSOCIATION®
1701 Towanda Avenue ¢ PO, Box 2901 = Bloumington, Hilnois s 617
Phoner 3003372111 » Fuxt 3093572559 « www ilfborg




69

Ohio Rural
sve g Electric Cooperatives, Inc.

CHIO FARM BUREAL P

June 19,2000

The Honorable John Boetuer

LLS, House of Representatives

1011 Longworth House Office Building
Washingion, D¢ 205153508 Also sent to all of the

Ohio Congressional Delegation

Drear Reprosentative Boehner;

The Ohio Farm Bureau Federation (OFBF) is the largest general farm organization in the state with more than
234,000 members representing all of Ohio’s 88 counties. The Ohio Rural Electric Cooperatives, lne. {OREC)
represents the 23 Independently owned and operated electric cooperatives serving nearly 400,000 consumers in 77 of
Chio's 88 counties.

OFBE and OREC have worked closely with congressional offices and committee staff in identifiving issues and
principles that are eritically important to rural Ohio and which we believe must be included in any climate change
legistation. We appreciafe the willingness of many offices and members to hear our concerns on this important
matter. Our organizations want to lessen impacts and ereate opportunities for rural Ohloans,

However, upon review, i0s clear that the interests of our members were not adequately addressed during committee
mark-up, and we write to notify you of our uniffed current opposition to HR 2454, the American Clean Unergy and
Security Act of 2009, s reported by the House Energy and Commerce Committee,

Some sectors of the eeonomy seem 1o have been accommodated as the legistation was crafled, vet the bill lgnores the
complex needs of rural America. Specifically, rural residents are disproportionately affected by the bill and are more
vulnerable to energy cost pressures than their urban and suburban counterparts, We remain cancerned over the
imrpaet the bill will have on the affordability of all forms of energy, including electricity, and other fnputs essential 1o
the rural economy

The bill contains s many policy mandates that its impact on rural America is difficult to evaluate, but our
organizations are certain that it will inerease our operating costs and for our farmers, reduce our competitiveness
abroad,

We look forward to continuing our efforts to provide constructive input on the debate surrounding this highly
controversial bill. We remain more than willing to continue 1o share our ideas for advancing federal climate policy:
2 goal we believe can be achieved without harming the Farm ccanomy, impairing rural development and penalizing
rural consumers of energy.

Sineeraly,

o () G
o 2 g . G

John QL Fisher, Exeeutive Viee President Aunthony 1. Ahern, President and CEO
iy Farm Bureau Fedeation Ohie Rural Electric Cooperatives, fne.

By Senator George Voinovich and Senator Sherrod Brown
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[The prepared statement of Senator Inhofe follows:]

STATEMENT OF HON. JAMES M. INHOFE,
U.S. SENATOR FROM THE STATE OF OKLAHOMA

Let’s face it: as anyone familiar with agriculture knows, farming is an energy-in-
tensive business with high costs and low profit margins. So when the price of diesel,
electricity, or natural gas goes up, farmers really feel the pinch. So it’s not sur-
prising that a significant portion of the agricultural community opposes cap-and-
trade, the purpose of which is to raise prices on the energy that farmers use.

Now if cap-and-trade achieved its intended effect—that is, to prevent a global cli-
mate catastrophe—then farmers would be the first to sign up and help. Farmers are
practical people; when they see a problem, they want to fix it, case closed.

But if you're asking them to assume an enormous economic burden for a meaning-
less exercise, one that subsidizes the coasts at the expense of the heartland; one
that sends American jobs and taxpayer dollars to India and China; one that puts
American farmers at a disadvantage in the global marketplace—all for no impact
whatsoever on global warming, then you’ll get an earful. And rightly so.

What do I mean here? Well, as EPA Administrator Lisa Jackson admitted to me
last week, if the U.S. chooses to enact cap-and-trade unilaterally, without China,
India, and other developing nations, which emit a significant portion of the world’s
greenhouse gases, then farmers would be forced to pay for a solution that doesn’t
work. Farmers understand what this means: it’s all pain for no climate gain.

Now one thing I'll note about farmers: they are great stewards of the land. Farm-
ers have partnered with the Federal Government to improve and protect thousands
of acres of agricultural lands. But they are rightly leery of cap-and-trade because
the supposed environmental benefits its supporters claim it will create are an illu-
sion.

They are also skeptical of cap-and-trade’s alleged economic benefits. Over the last
several months, cap-and-traders, in a desperate attempt to reverse the inexorable
decline in public support for the Waxman-Markey bill, have claimed that cap-and-
trade will create economic opportunities for farmers.

They say that farmers can make a hefty profit by taking advantage of so-called
“offsets.” These projects allow farmers to undertake certain agricultural practices,
such as no-till farming, to keep CO; in the ground, and get paid for them. But as
farmers have discovered these projects won’t fully defray the increased energy costs
and the devastating macroeconomic impacts caused by cap-and-trade.

According to the Heritage Foundation, farm income could drop by $8 billion under
cap-and-trade—and offsets will make up less than 10 percent of this lost income.
And many farmers, like fruit, vegetable, rice and cotton farmers, will not be able
to participate in an offset program because their crops are simply not suitable for
no-till or other practices to sequester CO; in soil. They will simply be stuck with
significantly higher energy costs.

Also consider a report by the Congressional Research Service, which recently con-
firmed that new EPA estimates of the potential for agricultural soil sequestration
(no-till or other practices) are “significantly lower than EPA 2005 estimates.” In
plain English, this means that the most viable tool for producing offsets—soil se-
questration—won’t be available for farmers in the amounts promised by cap-and-
trade supporters.

I learned a good deal of this from the letters sent by 120 agricultural groups op-
posing the Waxman-Markey bill. The opposition, I should note, runs the gamut of
the agricultural sector, including: the Farm Bureau, the Pork Producers Council, the
USA Rice Federation, the National Cattlemen’s Beef Association, the National
Chicken Council, the Council of Farmer Cooperatives, American Meat Institute, and
the North American Millers Association. I could go on and on but reading the list
coulddtake up the entire hearing. So I ask that these letters be added into the
record.

What’s clear to farmers is that cap-and-trade is bad for business and meaningless
for the environment. It raises prices, destroys jobs, and hits farm economies in the
heartland. What farmers need, and what the Nation needs, is an energy policy that
makes energy clean, affordable, and reliable, and one that increases the energy we
can produce right here at home.

Senator BOXER. Thank you, Senator.
Let me see, my list here, by order of arrival, next would be Sen-
ator Alexander.
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OPENING STATEMENT OF HON. LAMAR ALEXANDER,
U.S. SENATOR FROM THE STATE OF TENNESSEE

Senator ALEXANDER. Thank you, Madam Chairman.

Welcome to our witnesses.

A lot of the prosperity of the United States of America has de-
pended on two things: cheap energy and cheap food. That has
helped us have a high standard of living, create jobs, and have the
most productive agriculture operations in the world.

We are here over the next several days to have hearings, and I
appreciate the Chairman having these on the effects of climate
change and global warming. I am one Senator who believes climate
change is a problem and that humans are causing it, and that we
need to deal with it.

I think the House-passed bill, though is exactly wrong. It is a
$100 billion job killing national energy tax that will add another
utility bill to every American family, and no American families
need, I mean, farmers are the first people who don’t need another
utility bill because, as Senator Inhofe said, farming is one of the
most energy-intensive operations we have. And every time you add
utility bills or costs to existing utility bills, prices go up.

I mean, when the price of gasoline goes up, so does the price of
seed and feed, and operating all the machines on the farm. And the
cap-and-trade program deliberately raises the price of gasoline. Its
purpose is to raise the price of energy.

If the price of electricity goes up, a lot of the machines that go
on the farm cost more to operate. If the price of natural gas goes
up, and we saw it just about 4 years ago go up, farmers all over
America felt the pain of the high fertilizer costs, and that increased
the costs of their operations.

And of course, all that increases the cost of food to all of Ameri-
cans. Setting aside land makes land more scarce, which is a part
of this plan. And that raises the cost of food. When gasoline goes
up, it costs more to haul the food to the wholesaler, and then to
the retailer. Sara Lee, a big food processing operation in Tennessee
that employs 2,000 people said if this House-passed bill passes,
that they will delay their expansions because the cost of food is up.

So I think we need to stop and think about whether it is really
the wisest price and policy to try to attack climate change by delib-
erately raising the price of energy, especially this cap-and-trade
that came from the House is like if you have a fly swatter right
in front of you, and there is a fly and you use a noodle to try to
get it. The cap-and-trade effect on fuel is about the most inefficient
way you could deal with fuel because it deliberately raises the price
of gasoline, for example, without reducing the carbon.

We have had that testimony before this committee. A better way
to deal with carbon from fuel would be a low carbon fuel standard
as people switch to electric cars or to biofuels or other things, not
deliberately raise the price of gasoline.

So there is a better way to do all this. Yesterday, I offered a blue-
print for 100 new nuclear power plants in the next 20 years. Re-
publican Senators have proposed 100 new nuclear power plants in
the next 20 years. That is the cheap energy solution. I mean, high
cost energy such as that from Waxman-Markey would send jobs
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and food producers overseas in looking for cheap energy to create
products and to create food.

So 100 new nuclear power plants, support for electric cars, off-
shore exploration, and doubling energy R&D for renewable energy,
that is the low cost plan to deal with climate change instead of a
new utility bill for every American family.

Thank you, Madam Chairman.

Senator BOXER. Thank you very much, Senator.

Our next speaker is Senator Bond.

OPENING STATEMENT OF HON. CHRISTOPHER S. BOND,
U.S. SENATOR FROM THE STATE OF MISSOURI

Senator BOND. Thank you very much, Madam Chair, and thanks
to the witnesses for coming today. It is a timely hearing because
just yesterday I received a disturbing report that the proposed cap-
and-trade legislation will cost the average Missouri farmer up to
$30,000 per year.

Now, we have long suspected that higher energy prices from cap-
and-trade will hurt farmers with higher production costs. In Presi-
dent Obama’s own words, electricity prices will necessarily sky-
rocket under cap-and-trade.

As has been said, farmers use energy in just about everything
they do. Diesel fuel powers tractors and combines. Natural gas is
the key ingredient to making fertilizer and drying grain. Farm
equipment uses energy also for irrigation pumps, as well as trans-
portation.

A new report by the Food and Agricultural Policy Research Insti-
tute at the University of Missouri—Columbia, along with the Iowa
State University details how there would be tens of thousands of
dollars of cost, and I ask, Madam Chair, that this be included as
a part of the record.

Senator BOXER. Sure. Will do.

[The referenced report was not received at time of print.]

Senator BOND. After examining farm production costs at rep-
resentative farms across the State, we found that Waxman-Markey
would drastically increase farmer costs. A representative farm in
Missouri, a 1,900-acre feed grain, soybean farm in Lafayette Coun-
ty east of Kansas City, would face %711,649 in higher energy costs
in 2020, rising to $30,152 in 2050. There would be higher costs for
seed, fertilizer, chemicals, custom hire and rental, machinery, fuel,
drying and irrigation energy, machinery repairs and operating in-
terests.

I can only tell my colleagues here on the committee, many of
whom come from the coast and may not be familiar with farm
costs, that $11,000 rising to $30,000 per farm is a jaw dropping
number for farmers. Forcing farmers to pay this amount for cap-
and-trade would be a bit more than the postage stamp we were
told earlier. It would be unconscionable.

Some say that cap-and-trade is an opportunity that will benefit
farmers, but those claims are popping as quickly as they are made.
The Des Moines Register said plans to cut greenhouse gas emis-
sions have been sold to farmer groups as a potential cash cow for
growers, but new government estimates suggest farmers would
make a lot less money than previously believed.
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And as the Ranking Member pointed out, the CRS said a par-
ticular concern to many in U.S. agriculture is EPA’s current esti-
mates of the mitigation potential from agricultural soil activities
such as conservation and no-till are shockingly low, only about 10
percent of EPA’s estimates.

Some suggest that big carbon gains are to be had from planting
trees. Now, I am a big fan of planting trees. I have planted over
10,000 trees by hand on some land in Mexico, Missouri, including
about 200 Asian-American chestnuts. And as a side note, if any-
body wants to fight global warming, I will give you some informa-
tion on where you can acquire my trademark seedlings and make
a little cash on the side.

But I can tell you, as a commercial proposition, a Missouri nurs-
ery quoted us a price of $1,200 per acre to plant eastern cotton-
wood trees, ideal for the Lafayette County farm we talked about.
But planting the trees would cost over $2 million. Farmers would
then earn, assuming a 2.6 ton per acre sequestration rate, at $28
a ton of carbon, only $75 in sequestration revenues for the $1,200
per acre cost.

Now, otherwise a farm would make $750 per acre. So no farmer
will figure that that pencils out to lose $675 for what they could
get.

So I will, Madam Chair, I will submit the rest of my statement
for the record, but I can tell you that this cash cow is really a pig
in a poke.

More details later.

[The prepared statement of Senator Bond was not received at
time of print.]

Senator BOXER. Senator, I look forward to those details because
you were so unclear on where you stand.

[Laughter.]

Senator BOXER. I just want to place in the record at this time
a document that shows the top four agriculture States. They are
California, Texas, Iowa and Nebraska. I just want to place that in
the record to clear up something that was said about the coast.

[The referenced document was not received at time of print.]

Senator BOXER. All right.

Senator BOND. You can plant trees, you can plant chestnuts
in

Senator BOXER. Well, actually, Senator, if you want to go over
the details of this, California sells 11.4 percent of all the agricul-
tural production. That is well over Texas, which is second at 7.1
percent. So if you want to come to California, come with me and
visit my farmland and visit. We have everything from dairy farm-
ers to, you know, 200, 300 different specialty crops.

I think it is important that the facts be clear that the No. 1 agri-
cultural production State is California, a State I know well and
love very much.

Senator Barrasso.

Senator BOND. I agree with you. I am just sorry. I don’t want to
see your agriculture crippled.

Senator BOXER. Well, I think our agricultural people will speak
for themselves through Senator Feinstein and myself, and the 52
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or 53 other Representatives they have. But thank you for offering
to speak for them.
Senator Barrasso.

OPENING STATEMENT OF HON. JOHN BARRASSO,
U.S. SENATOR FROM THE STATE OF WYOMING

Senator BARRASSO. Thank you very much, Madam Chairman.

The Waxman-Markey bill may create green jobs. It may even cre-
ate green jobs in the agriculture sector. If it does, great. We need
green jobs in my State. Wyoming welcomes the possibility of them.

But this Waxman-Markey bill also costs jobs, and Americans
want all jobs, not just some. They don’t want to lose the jobs they
have with the promise that they may get a green job in exchange
in the future.

The Administration says the Waxman-Markey bill will create
millions of new jobs. This Administration also promised that after
we passed the economic stimulus package, we would create or save
3.5 million jobs. Well, since the passage of that bill, unemployment
has reached 9.5 percent. Last month, 467,000 people lost their jobs.

The Administration’s economic expert said that the unemploy-
ment would not exceed 8 percent. It has by a lot. Were they wrong?
You bet. Vice President Biden acknowledged Administration offi-
cials were too optimistic earlier this year when they predicted the
unemployment rate would peak at 8 percent. Vice President Biden
said the Administration “misread the economy.”

Well, is it possible that the Administration is also misreading the
economic predictions of millions of new jobs being created in this
bill? The Administration failed to make the grade on the $787 bil-
lion stimulus package. It is a fact that this legislation will cost jobs
in our economy. That is why there is language in the bill to retrain
workers who lose their jobs. Where will those job losses come from?

Well, according to Robert Murray, who is Chairman, President
and CEO of Cleveland-based Murray Energy Corporation, all
Americans in the Midwest, South and Rocky Mountain regions will
be the most dramatically affected because the climate change legis-
lation will destroy the Nation’s coal industry, and low-cost elec-
tricity is what provided for these regions for generations. He goes
on to say wealth will be transferred away from almost every State
to the West Coast and New England.

I believe that Waxman-Markey will create some jobs and will de-
stroy many others. There won’t be a net job creation in my State
and many rural States with economies tied to the mineral industry
and dependent on fossil fuels such as coal and natural gas. Jobs
will be lost under this legislation, jobs in my State, jobs in other
rural States dependent on fossil fuels.

And we need more jobs in all 50 States. We need to keep the
ones we have. Americans want all of these jobs and more. We need
them all.

Thank you, Madam Chairman.

Senator BOXER. Thank you very much.

Senator Crapo.
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OPENING STATEMENT OF HON. MIKE CRAPO,
U.S. SENATOR FROM THE STATE OF IDAHO

Senator CRAPO. Thank you very much, Madam Chairman. And
I appreciate the opportunity to be here today to discuss these crit-
ical issues.

I share the concerns of my colleagues about the impact of the
cap-and-trade legislation on agriculture and forestry. Although it is
very clear that there are offsets that can be achieved and utilized—
and I want to talk about those in just a moment—but I think it
is important that we not let this legislation and its implementation
turn into a mechanism to force certain planting or operating deci-
sions that may not be beneficial to particular agricultural or for-
estry operations.

As I indicated, as we study this bill, I have become increasingly
concerned that the costs of cap-and-trade will outweigh the benefits
to foresters and farmers. Agriculture is an extensive energy indus-
try, and for some crops energy inputs account for as much as 70
percent of the cost of production. And my concerns are that these
input costs under the cap-and-trade such as gasoline, diesel and
electricity will increase and surpass the uncertain monetary bene-
fits from the offsets.

Additionally, increases in the cost of natural gas will result in
higher fertilizer prices. And to put it in perspective, in 2008 farm-
ers and ranchers spent $60 billion on fuel, electricity, fertilizer and
chemicals.

I look forward to the testimony that is going to be provided
today. I am very focused this morning on issues relating to the for-
estry piece of this issue, as well as the agriculture side of it. Re-
sponsibly managed domestic forests have a golden opportunity in
this legislation to participate in reduction of greenhouse gases. And
although I indicated I have very big problems with the legislation,
I think we have to look at the issues of projects like afforestation
and reforestation and avoid the deforestation of forests across
America.

And additionally, wood products that harness carbon should be
eligible for participation in the offsets market.

Madam Chairman, because domestic forests are ideal partici-
pants in reducing global warming pollution, I am a little dis-
appointed that today don’t have a witness from the forestry indus-
try to explain the benefits and the challenges of domestic participa-
tion in this emerging market.

I do have some comments that have been provided by the Alli-
ance of Forest Owners, the National Alliance of Forest Owners, and
would ask if the Chairman would allow me to submit their com-
ments for the record so the committee can have the benefit of their
input on this issue.

Senator BOXER. Absolutely. Without objection.

Senator CRAPO. Thank you very much.

[The referenced document follows:]
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| National Alliance of Forest Owners

AF¢

Statement of the National Alliance of Forest Dwners
Senate Commitiee on Enviromment and Public Works
Hearing entitled, “Economic Opportunities for Agriculture, Forestry Communities,
and Others in Reducing Global Warming Pollution.”
July 14, 2009

i introduction

The National Alliance of Forest Owners (NAFO) is pleased to submit comments
to the Senate Committee on Environment and Public Works as it considers climate
change legislation. NAFO is an organization of private forest owners committed fo
promoting Federal policies that protect the economic and environmental values of
privately-owned forests at the national level. NAFO membership encompasses 75
mitlion acres of private forestland in 47 states. NAFO members are well positioned to
help our nation in the development of approaches that utilize private working forests,
and the products they preduce, as a critical tool in fashioning solutions to climate
change.

To provide some context, forests in the United States, nearly 80 percent of which
are privately owned, sequester almost 200 million metric tons of carbon (COs) each
year," offsetting about 10 percent of annual U.S. emissions from burning fossil fuels.?
According to the Environmental Protection Agency (EPA), this amount represents 84
percent of the carbon sequestered by all land uses.® An appropriately crafted offset
system that accounts for the sequestration and storage capabilities of responsibly
managed working forests and harvested wood products in an industrial emissions offset

" US Environmental Protection Agency. 2007, Inventory of U.S. greenkouse gas emissions and sinks: 1990-2005.
EPA 430-R-07-002.

2 Birdsey, R, K. Pregitzer, and A. Lucier, 2008, Forast carbon management in the United States: 1800-2100. J.
Environmental Quality 35: 1461-1469.

* US Environmental Protection Agency. 2007. Inveniory of (.8, greenhouse gas emissions and sinks: 1990-2008.
EPA 430-R-07-002.
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marketplace can play a significant role in helping the nation address greenhouse gas
(GHG) emissions, and do so in a way that reduces the overall cost of achieving
mandatory emissions reduction targets, The essential elements of a national climate
change policy that appropriately incorporate the contributions of working forests are
outlined in Section V below.

i Responsibly managed private forests play a key role in sequestering
carbon,

The basic proposition that responsibly managed forests play a critical role in
sequestering carbon is beyond dispute. The EPA, in considering approaches to
address climate change, has recognized that responsibly managed forests are
considered one of five key “groups of strategies that could substantially reduce
emissions between now and 2030.”* Similarly, the Intergovernmental Panel on Climate
Change (IPCC) report on mitigation technologies highlights forest management as a
primary tool to reduce GHG emissions.® Indeed, the IPCC contends that, “1in the long
term, a sustainable forest management strategy aimed at maintaining or increasing
forest stocks, while producing an annual sustained yield of timber; fibre or energy from

8

the forest, will generate the greatest mitigation benefit.™ The following graphic

fitustrates this work (the “IPCC Managed Forest Graph’):’

(see chart on next page)

* Regulating Greenhouse Gas Emissions Under the CAS, 73 Fad. Reg. 44,354, 44,405 (July 30, 2008},

¥ Igl, 8t 44,405-06. )

5 Climate Change 2007: Mitigation. Contribution of Working Group 11 to the Fourth Assessment Report of the
intergovemmental Pane on Climate Change {B: Metz, O.R. Davidson, P.R. Bosch, R. Dave, L.A. Meyer {eds)},
Cambridge University Prass, Cambridge, United Kingdom and New York, NY, USA; page 543,

" Climate Change 2001: Mitigation. Contribution of Working Group 11 1o the Third Assessment Report of the
intergovernmental Panel on Climate Change, Technical Summary, Section 4.1, Figure T5-6 (2001).

Page 2 of &
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Private forests in the United States are already a valuable and multifaceted tool
in the effort to reduce U.S. greenhouse gas emissions and remove carbon dioxide from
the atmosphere. As the following EPA chart demonstrates, managed forests and
harvested wood products in the United States provide a significant carbon sink:
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As EPA has explained, {ojverall, forestry, land use and land-use change
activities are considered “sinks,” absorbing carbon dioxide from the atmosphere through
a process known as carbon sequestration. In 2006 these activities resulted in removing
883.7 MMTCOZe (240.8 MMT Carbon) from the atmosphere.”® Despite these

impressive figures, as described below there are significant further opportunities for
forests to contribute to an offset system through the sequestration and storage of

greater amounts of carbon.

I A successful market based mechanism for controlling GHGs must consider

the opportunities provided by responsibly managed forests.

A climate change program focused on reducing GHG emissions through market
mechanisms that generate credits should include offsets from responsibly managed
domestic forests and harvested wood products.

Private forests long have been recognized as a source of real, verifiable
reductions in GHGs. Most established GHG trading regimes credit forestry activities.
For example, trading platforms and registries that recognize forest management include
the Chicago Climate Exchange ("CCX") and the Voluntary Carbon Standard ("VCS").
The Regional Greenhouse Gas Initiative ("RGGI") and the Western Climate Initiative
(“WCF") both intend to consider forest management offsets in the very near future."®
NAFO is cautiously encouraged that the California Air Resources Board has initiated
work by the Climate Action Reserve {CAR) to revise its forest project protocol to
encourage greater participation by managed forest owners. NAFO is also participating
with a broad array of U.S. and Canadian stakeholders to develop an internationat forest

project standard for measuring carbon from forest projects that will be compliant with

? EPA Technical Support Document for Stationary Sources at 39 (June 2008).

** in contrast, the United Nation's Ciean Development Mechanism (‘CDM"), does nat allow credits for forest
management but fimits credits to afforestation or reforestation. This approach has produced very few projects in the
forestry area due fo unnecessary restrictions in the program. By comparison, the Valuntary Cafbor} Standard, a
globat consortium dedicated to improving standards and programs for offsets, has proposed potential standards for
forestry management.

Page 4 of 8
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the requirements of the American National Standards Institute (ANSI) and its Canadian

counterpart.

Given the scope of emissions reductions that can result from improved forest
management both domestically and in developing countries, it is important that
managed forests and harvested wood products play a role in future national and
international offset programs. Generating credits from responsibly managed forests and
harvested wood products, and allowing the trading of such credits, affords both
regulators and industry significantly greater flexibility in determining how to achieve

overall net GHG reductions.

For example, while it may not be economically or technologically feasible for a
utility to reduce its GHG emissions for several years, acquiring forest offset credits could
have the dual benefit of helping the utility achieve compliance in an economically
efficient way until it can enact its own GHG controls while also encouraging strong long-
term forest management practices that lead to further GHG reductions in the future. In
this way, forests provide an extraordinary opportunity to create a multi-faceted national
program that promotes both immediate and sustainable long-term GHG reductions.

Importantly, under appropriately constructed policy, the forest sector could be in
a position to immediately participate in an offset program, thus helping ensure the
successful start-up of a market oriented mechanism. Promoting policies that encourage
emitters to work voluntarily with the private forest sector to offset their GHG emissions
will enable the nation to attain emission goals in a cost-effective manner and at the

earliest opportunity.

NAFO recegnizes that no protocol or registry is perfect. However, that should
not distract from the role that responsible forest management and harvested wood
products can play in reducing GHG levels and the greater flexibility they offer to achieve
net GHG reductions in a cost-effective manner. Policies should seek to encourage and

credit such benefits when seeking to achieve GHG reductions economy wide.

Page50f8
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. A broad range of forest management activities are available for inclusion in
an offset system.

Managed forests in the United States present a clear opportunity to reduce
atmospheric CO; and mitigate GHG emissions. Available forest management activities
that can aid in reducing greenhouse gas emissions include afforestation, reforestation,
conservation and the production of harvested wood products. Research on private
forestlands has shown that more intensively managed forests and the products they
produce can sequester and store as much as 150 percent more tons of carbon per acre

than less intensively managed forests."

Products like building materials, furniture and other consumer goods made of
wood harvested from working forests also are an important means of storing carbon
over long periods. The EPA estimates that the amount of carbon stored annually in
forest products in the United States is equivalent to removing more than 100 million tons
of CO;, from the atmosphere every year.™® Independent studies show that wood
products used in building construction store more carbon and use less fossil fuels than
other materials, such as steel and concrete. Wood framing in a home, for example,
produces 26 percent less net CO, emissions than steel and 31 percent less than

concrete. '

IV. A sound offset system that promotes forest markets will enhance the

carbon benefits of private forests over time.

NAFO’s members represent more than 75 million acres of private forest lands

covering every region of the country. These forests are managed according to state-

"* Carbon Sequestration in Californjan Forests; Two Case Studies in Managed Watersheds by Dr. Cajun James, Dr.
Bruce Krumiand, and Dr. Penelope Jennings Eckert, December 12, 2007. hitp:/fwww. Spi-

ind.com/himiforests research.cfm

2 S Environmentat Protection Agency. 2007, Inventory of U.S. greenhouse gas emissions and sinks: 1990-2005,
£PA 430-R-07-002.

'3 perez-Garcia et al. The environmental performance of renewable building materials in the context of residential
construction. Wood and Fiber Science CORRIM Special issue 37:3-17.
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based water quality best management practices, state forestry regulations and
standards, third party certification programs and contracts and agreements that ensure
long-term forest renewal and strong environmental protection. At the same time, forest
owners depend on economically viable markets for products and services to continue
making investments in good stewardship and to maintain working forests on the

landscape over the long term.

An offset policy that supports existing markets and promotes new and emerging
markets for forest carbon will help maintain and strengthen the forest land base over
time, thereby continuing its contributions toward reducing nationwide GHG levels. This
includes the development of new sources of domestic renewable energy, such as
electricity from forest biomass and cellulosic biofuels that take advantage of the carbon
mitigation benefits of forests to help maintain a low carbon economy.

V. NAFO has several suggestions for inclusion in any national climate change
policy.

Based on our experience in forest management and the forest products sector,
the following should be included in any national climate change policy:

» The U.S. Department of Agriculture should serve the key role with respect to
agricultural and forestry offset projects. The USDA has critical expertise {o bring
to the development of methodologies and processes for crediting offset projects in
the agriculture and forestry sectors. Indeed, Congress already recognized such a
role for the USDA in last year's Farm Bill. Like Section 2709 of the Food,
Conservation, and Energy Act of 2008, climate change legislation should place
primary responsibility on USDA to establish technical guidelines and regulations to
assess offsets from forest projects, including approving eligible project types,
establishing project protocols and certifying specific projects.

Page 7 of 8
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« Climate change legislation must identify eligible offset projects at the outset.
The initial years of a cap and trade system will be critical to the long term success,
and a vigorous and vibrant source of offsets is necessary to implementation during
these critical early years. These include forest management activities that increase
carbon stocks, harvested wood products, afforestation and reforestation and avoided
deforestation. Any offsets program should be open, inclusive and establish a level
playing field for all project types.

* Offset provisions should ensure early offset availability. To ensure that offsets
are available during the outset of the cap-and-trade program, any climate legislation
must give offset project developers as much early guidance and certainty as
possible so they can attract investment and develop projects in time for the first
compliance periods. Congress should direct relevant agencies to begin developing
regulatory frameworks immediately, should significantly shorten the deadlines for
action for developing such regulations and should streamline various other
procedures to make offsets available as soon after enactment as possible.
Legislation also should fully encompass offsets generated by well established

programs.
VL Conclusion

NAFO appreciates this opportunity to provide input on the important opportunities
private working forests provide to reduce atmospheric concentrations of GHGs.
Working forests work to sequester carbon and are undisputed in serving as a critical
carbon sink. In order to be effective, any market based mechanisms for controlling
GHGs must incorporate working forests and the broad array of management activities
associated with them. This will enhance the carbon benefits provided by working
forests and better enable our nation to achieve its overall climate change objectives.

NAFO looks forward to further discussions with this Committee and other policy

makers in the Senate as work progresses on comprehensive climate change legisiation.
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Senator CRAPO. Madam Chairman, again I look forward to the
witnesses’ testimony and to the information we will be provided
today. I do have the strong concerns that I indicated about whether
this legislation will, in the end, result in a higher cost, rather than
a benefit to the agriculture and forestry industries, but I am will-
ing to listen to the witnesses and see if we can find a way to create
a win-win situation for everyone.

Thank you, Madam Chairman.

[The prepared statement of Senator Crapo follows:]

STATEMENT OF HON. MIKE CRAPO,
U.S. SENATOR FROM THE STATE OF IDAHO

Madam Chairwoman, thank you for the opportunity to share a few words. I would
also like to thank the witnesses for being here with us today to share your testi-
mony on including agriculture and forestry in reducing emissions.

For many in agriculture and forestry, carbon offsets represent opportunities to ob-
tain more value out of the land and new land management technologies in addition
to the possibilities of reducing the costs of a cap-and-trade program. Agriculture and
forestry offsets are already contributing financially to some farms and private for-
estry operations through no-till, anaerobic digesters and other carbon sequestration
techniques. Estimates from EPA indicate that 20 percent of all greenhouse gas
emissions in the U.S. can be sequestered in agriculture and forest lands.

In the 2008 Farm Bill, Congress recognized the potential for farms and forests
to participate in providing ecological services to society through the creation of the
Office of Ecosystem Services and Markets at USDA. OESM is working to establish
technical guidelines for the measuring, reporting and registration of the environ-
mental services provided through various land management practices. I understand
USDA’s testimony today will touch upon these issues, and I look forward to hearing
this testimony.

Responsibly managed domestic forests have a golden opportunity to participate in
the reduction of greenhouse gases. Through projects like afforestation, reforestation,
and avoided deforestation, forests across America can participate in offsets markets.
States like Idaho, with unnaturally large fuel loads, are ideal locations for carbon
sequestration through forest health projects that result in net carbon sequestration.
Additionally, wood products that harness carbon should be eligible for participation
in the offsets market.

Because domestic forests are ideal participants in reducing global warming pollu-
tion, I must express my disappointment in not having a witness today from the for-
est industry to explain the benefits and challenges of domestic participation in this
emerging market. This hearing would have provided a perfect opportunity for this
committee to learn more about the opportunities that we have here in the U.S. to
care for our forests and to improve our air quality. In lieu of a witness, I would like
to ask unanimous consent to include the National Alliance of Forest Owners’
(NAFO’s) testimony in the record so that the committee has the opportunity to more
thoroughly review this issue from the perspective of domestic forestry.

While offsets can potentially benefit our farmers and foresters, I have some major
concerns with the overall effect of cap-and-trade legislation on these industries. For
example, it is important that legislation and implementation do not turn into a
mechanism to force certain planting or operating decisions that may not be bene-
ficial to a particular agriculture or forestry operation.

Lately, I have become increasingly concerned that the costs of cap-and-trade will
outweigh the benefits to farmers and foresters. For example, I have heard that some
crops like potatoes and certain specialty crops are not suitable for no-till or other
farming practices that sequester carbon in the soil. I also worry that livestock pro-
ducers will be unable to feasibly purchase and utilize anaerobic digesters, which
carry a price tag of $2 million—$3 million.

Agriculture is an energy intensive industry. For some crops, energy inputs ac-
count for 70 percent of production costs. I have major concerns that input costs
under cap-and-trade such as gasoline, diesel, and electricity will increase and sur-
pass uncertain monetary benefits from offsets. Additionally, increases in the cost of
natural gas will result in higher fertilizer prices. To put it in perspective, in 2008,
farmers and ranchers spent $60 billion on fuel, electricity, fertilizer and chemicals.

I look forward to the testimony outlining the benefits to farmers and foresters of
cap-and-trade, but I also would like to ensure this committee engages in a well
rounded discussion of the costs associated with cap-and-trade as well. We all know
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that for farmers and foresters to be able to assist with reducing emissions, they
must be able to remain on the land.

Senator BOXER. Yes. We are going to start hearing from the wit-
nesses, and if any colleagues on either side of the aisle come to this
hearing, we will give them 3 minutes to make a statement.

We are going to first hear from Jeffrey Hopkins, Principal Ad-
viser, Energy and Climate Policy, Rio Tinto. And for those people
who don’t know, Rio Tinto is one of the world’s largest mining com-
panies, and it has operations in the following States: Colorado, Wy-
oming, Montana, Utah, Michigan, Arizona, California, Vermont,
Kentucky.

And from what we understand, they have had a corporate cli-
mate policy since 1998. So all these predictions of gloom and doom,
we are glad you are here, and we would love to know how you are
doing these past years as you have implemented such a policy.

And welcome, sir.

STATEMENT OF JEFFREY W. HOPKINS, PRINCIPAL ADVISER,
ENERGY AND CLIMATE POLICY, RIO TINTO

Mr. HOPKINS. Thank you.

Madam Chair and members of the committee, Rio Tinto greatly
appreciates the opportunity to testify today. My name is Jeff Hop-
kins, and I am Principal Adviser on Climate and Energy Policy for
Rio Tinto, the largest diversified mining company in the U.S. and
one of the largest diversified mining companies in the world.

Our U.S. assets include coal holdings in Colorado, Wyoming and
Montana; copper in Utah; copper projects in Michigan and Arizona;
borates in California; and talc in Montana and in Vermont; as well
as an aluminum smelter in Kentucky; with over 15,000 U.S. em-
ployees, all told.

Our objective is to be the resource developer of choice from the
mineral exploration phase to mine closure and beyond. Rio Tinto’s
climate position recognizes and accepts the conclusions of the Inter-
governmental Panel on Climate Change. Emissions of greenhouse
gases resulting from human activities are contributing to climate
chailge, and reducing these emissions is an important international
goal.

At all levels of our company, we carry out a three-part strategy
for achieving this goal. First, we encourage all governments to take
action to reduce emissions. In the U.S., this is exemplified by our
participation in the U.S. Climate Action Partnership, or USCAP, a
group of 25 businesses and five NGOs that released its Blueprint
for Legislative Action last January.

Second, we take a proactive stance at our own operations to re-
duce greenhouse gas emissions.

Third, we develop low-emission pathways for our products, which
include many commodities with positive greenhouse gas reduction
benefits in use, but which are energy and greenhouse gas intensive
in production.

Offsets, the subject of today’s hearing, play an important role in
this strategy. I will be happy to tell you how. But first, what is an
offset? An offset is a reduction in greenhouse gas emissions from
an unregulated—that is to say an uncapped—entity, which can be
marketed to a regulated entity. That is what an offset is.



86

Offsets are potentially sold by regulated entities such as entities
with farm or forest land use emissions to regulated entities, such
as Rio Tinto, that have an obligation to purchase and submit an
allowance for each ton of greenhouse gas emissions.

For some perspective, the recently passed House bill proposed to
regulate about 85 percent of U.S. emissions, leaving 15 percent of
emissions unregulated and potentially available to supply offsets,
including reductions from agriculture and forestry land use emis-
sions.

Because climate change is mitigated equally by reductions from
regulated or unregulated sectors, the contribution of offsets from
unregulated sectors is in all senses equivalent to reductions in
greenhouse gas emissions from regulated sectors.

Offsets bring several additional economic advantages as well.
First, reductions in unregulated sectors could come at a much low-
ered cost in the immediate term than reductions from regulated
sectors, resulting in some very narrow direct benefits and some
very broad indirect benefits. Entities using cost-efficient offsets will
directly benefit by reducing their own emissions and their overall
compliance costs. And the entities selling the offset, including agri-
culture and forest communities, will directly benefit as they har-
vest the market value of that reduction.

Those who are on the sidelines to this transaction will indirectly
benefit as well because entities choosing to substitute offsets for al-
lowances bring down the price of allowances for everybody. As a re-
sult, allowing entities in the CAP sector to pursue lower cost reduc-
tions wherever they exist will enable us to progress farther and
faster toward stabilizing global GHG concentrations.

The recently passed House bill would allow up to 2 billion tons
of domestic and international offsets to enter into the system each
year, with up to 1 billion tons of offsets from domestic sources and
up to 1 billion tons from international sources.

U.S. EPA analysis of this bill showed that the impact of the 1
billion tons of international allowances alone works to reduce the
prevailing cost of allowances by 89 percent. This demonstrates why
Rio Tinto and USCAP call for ample offsets to contain the costs of
climate regulation.

Additional benefits include that international offsets create a
funding mechanism for emission reductions in countries without
carbon regulation.

Senator BOXER. I am going to ask you to summarize.

Mr. Hopkins. OK.

We do not plan to meet our emission reductions solely through
the use of offsets, and we will first look toward our own abatement
opportunities. We will never be a carbon neutral business due to
our energy-intensive nature, supplying essential minerals and met-
als that meet societal needs and which contribute to improvement
in living standards globally. We are determined to deliver share-
holder value. Offsets and the cost containment they bring are a
crucial part of this overall strategy.

Thank you.

[The prepared statement of Mr. Hopkins follows:]
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Testimony of Jeffrey W. Hopkins
On behalf of Rio Tinto

Before the Senate Environment and Public Works Committee

Hearing on Economic Opportunities for Agriculture, Forest
Communities, and Others in Reducing Global Warming Pollution

July 14, 2009

Madame Chair and members of the Committee, Rio Tinto greatly appreciates the
opportunity to testify today. My name is Jeff Hopkins, and I am a principal adviser on
energy and climate policy for Rio Tinto, the largest diversified mining company in the
US, and one of the largest diversified mining companies in the world. Our US assets
include coal holdings in Colorado and the Powder River Basin of Wyoming and
Montana, copper in Utah, copper projects in Michigan and Arizona, borates and talc in
California and Vermont, and an aluminum smelter in Kentucky. We have [ | employees
in these and other states. We work hard to be the resource developer of choice, from the

mineral exploration phase to mine closure and beyond.

Rio Tinto has had a climate change policy position since 1998, further revised in
2003, which recognizes and accepts the conclusions of the Intergovernmental Panel on
Climate Change that emissions of greenhouse gases (GHGs) resulting from human
activities are contributing to climate change, and acknowledges that reducing these
emissions is an important international goal. Our corporate strategy for achieving this
goal involves three basic tencts. First, we encourage governments in all the jurisdictions
in which we operate to take action to reduce emissions. In the US this is exemplified by
our participation in the US Climate Action Partnership (USCAP), a group of 25
businesses and five NGOs that last January released its Blueprint for Legislative Action.
Second, we take a proactive stance at our own operations to reduce greenhouse gas
emissions. Qur thresholds for new investments take into consideration the eventuality of
US and global agreements to reduce GHGs thereby ensuring our projects are developed
in such a way that they will earn a fair return even in a carbon-constrained world. Third,

we develop low emissions pathways for our products. Many of our products, such as
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copper, aluminum, uranium, and borates, have positive GHG emissions attributes over
their life cycle but nearly all are energy-intensive in production. Our thermal coal
production is used in electricity generation, and emits high levels of carbon in use, but
when paired with carbon capture and storage technology will allow for a drastic de-

carbonization of US and other global electricity supplies.

The committee might ask how our attention to policy advocacy with governments,

improving our own energy efficiency, and reducing the life-cycle emissions of our

products fit with offsets, the subject of today’s hearing.
But first, what is an offset?

An offset is a reduction in GHG emissions from an unregulated (i.e. uncapped)
portion of the economy. Simply put, a cap and trade bill would require all regulated
sources to submit allowances for their emissions, in order to demonstrate compliance
with the regulation. There are a fixed number of allowances (the number of allowances is
equal to the cap) and an offset purchased from an uncapped sector can be used in place of
an allowance for compliance purposes. Because radiative forcing is mitigated equally by
reductions from capped or uncapped sectors, the contribution of offsets to reducing
overall GHG concentrations is in all senses equivalent to reductions from capped sectors.
Reductions in uncapped sectors may be at a lower cost allowing for a more economically
efficient emissions reduction. Entities that use offsets serve themselves, by buying a
cheaper form of abatement, and serve the whole by relieving pressure on scarce

allowances under the cap.

In HR 2454, a bill whose passage Rio Tinto supported and which we hope to
continue to improve through the Senate, emissions levels for most of the US economy
(84 percent, according to the US EPA) will be regulated by the cap and will, therefore,
face a price signal that incentivizes emissions reductions. Offsetting mechanisms create a
price incentive to reduce emissions in the non-capped portion of the economy, including

agricultural and forest land use activities. International offsets create a funding
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mechanism for emissions reductions in countries without carbon regulation, which would
otherwise have little incentive to reduce their own emissions, even though these
reductions may be relatively cost-effective. Allowing entities in the capped sector to
pursue lower-cost reductions wherever they exist will enable us to progress farther and
faster towards stabilizing global GHG concentrations. HR 2454 would allow up to two
billion offsets to enter into the system, and the presence of these offsets is estimated to
reduce the cost of allowances by 89 percent, compared to the case in which only domestic
offsets, but no international offsets, are allowed. The US EPA analysis of HR 2454
demonstrates why Rio Tinto and USCAP call for ample offsets to contain the costs of
climate regulation. Our objectives to improve energy efficiency at our operations and
lower the lifecycle emissions of our products allow us to pursue and capture incremental
gains, but the aggressive long-term targets contemplated in the US; the EU, Australia,
and Canada absolutely require scalable abatement technologies including carbon capture
and storage, which is pre-commercial and not likely to contribute significant amounts of
abatement before 2020. Meeting short-term targets, such as the 17 percent reduction by
2020 in HR 2454, will require reliance on a broad portfolio of technologies, including
renewable energy sources, some fuel switching, energy efficiency, and ample supplies of

offsets, including offsets from domestic and international agriculture and forestry.

Rio Tinto has an offset strategy that is consistent with other Rio Tinto policies.
We believe that trading emission reduction credits within jurisdictions in which we
operate will deliver maximum value to the company. We hope to develop offset projects
related to our core activities or our sustainable development objectives, including our
commitment to Net Positive Impact on Biodiversity in the areas where we operate. We
further hope to monetize these emission reductions, as well as purchase offsets, in order
to reduce our overall compliance costs. We do not plan to meet our emission reductions
solely through the use of offsets, and we will first look towards our own abatement
opportunities where they are feasible and viable. Due to the energy-intensive nature of
our business — supplying essential minerals and metals that meet societal needs and

which contribute to improvement in living standards globally — we will never be a carbon
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neutral business but we are nonetheless determined to find ways to continue to deliver

shareholder value in a carbon constrained world.

In summary, we commend the Committee for its attention to the matter of offsets
and their impact on overall compliance costs. We have several detailed suggestions on
how to improve the legislation compared to the House-passed version (see Appendix).
One area that I will highlight is that offset provisions attracted considerable attention in
the days leading up to passage of HR 2454. However, this discussion largely was focused
on concerns over who will regulate the supply side of the offset market rather than the
demand side where we will mostly operate. From our perspective, we have yet to find
any areas of disagreement regarding the regulation of offset quality. In particular we, and
those organizations with which we speak with most often, agree that offsets need to be of
the highest quality and have the strongest levels of oversight. In fact, we broadly agree on
the operational definitions of quality criteria that would be used to assure that offsets will
be real, verifiable, permanent, and additional to baseline emission levels. Rio Tinto sees
delay and incompatibility across multiple country jurisdictions as the chief threats to a
workable and effective offset regime, and encourage Congress to direct the
Administration to work with international partners to develop offset protocols and
regulations to assure the demand side that ample offsets will be available early on in any
climate regulation scheme and will be consistent with clean development mechanism and

SuCCessor agreements.

Other areas where we believe work is needed include enhancing the ability of the
strategic allowance and offset reserve program to prevent price spikes, as well as
strengthening the applicability of the forest carbon provisions. We look forward to
working with the entire committee to further improve the bill and pledge to continue to

cooperate with this Committee and others as they complete their work.
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Appendix: Rio Tinto Recommendations fo Improve the Offset-Related Provisions of
HR 2454

These suggestions are offered in the spirit of improving the efficiency without damaging
the environmental intent of the program.

1. Section 726 strategic reserve uses an ineffective formulaic (60 percent of rolling
average price) approach to control allowance price volatility.

Problem: Formulaic approach will not address problems related to a dash to
gas, when high allowance prices encourage excessive fuel switching and
contribute to natural gas price spikes that are damaging to the rest of the
economy.
Solution: Give an independent body discretion to release reserve (offsets first,
then future allowances if necessary) to flatten price spikes, in particular those
that encourage excessive fuel-switching in electricity generation

2. Section 811 does not allow uncapped methane stationary sources to qualify as
offsets; EPA modeling shows that this would increase domestic offset capacity by
45 percent and reduce overall compliance costs.
Problem: Methane from coal seams and landfill sources are likely to be
regulated outside of the cap under a new source performance standard
(Section 811), a very lengthy process with an unknown outcome.
Solution: Instruct the Administration to develop protocols for reducing
methane emissions from coal, allowing them to contribute to emissions
reductions in the near term.

3. Section 722.d.1.The low limits on offsets will increase overall compliance costs
Problem: Increase ability to exceed the current offset limit of 2 billion
tonnes.

Selution: Direct the offset integrity board and administrator for domestic
agriculture and forestry programs to establish high-quality protocols for
offsets.

4. Section 722.d.1.B “applicable percentage’ limit on offset use reduces compliance
flexibility for covered entities, increasing their own costs and the costs of the
overall program for everybody.

Problem: A pro-rata, firm-level percentage limit on offset use will bind both
aggregate and many firms’ offset behavior in ways that reduce the overall use
of offsets and raise the costs of the program.

Solution: Allow entities to transfer and use any surplus remaining in their
‘applicable percentage’ limit to other covered entities.

5. Section 743 puts in place a requirement that all international offsets require a
bilateral agreement with the US.
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Problem: Negotiating these agreements will be a lengthy process at the same
time that international climate negotiations are occurring.

Solution: The provision already requires EPA assurance that such projects
meet the same rigor as reductions from the capped and uncapped US domestic
sectors; country agreements aren’t necessary. Rather, our international efforts
should be focused on identifying project types, such as the forestry sector
emissions reductions, that can readily contribute to filling offset pipelines.

6. Section 722.d.1.B puts in place a discount factor for international offSets after
2018, such that a covered entity must hold 1.25 credits to equal 1 allowance.
Problem: The provision will discriminate emissions reductions by country of
origin, reducing the overall effectiveness of the program to reduce costs and
encourage international cooperation.
Solution: Eliminate the discount placed on international allowances.
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Question from Senator Crapo:

1. In your testimony, you referred to the US EPA Analysis of H.R. 2454, the American Clean Energy
and Security Act to demonstrate why offsets are important. EPA's analysis of H.R. 2454 stated that
without international offsets, which can equal up to 1.5 out of [billion tons of C02 in ACES, the
costs of allowances would increase 89% as compared to the core scenario.

Do you think it is possible to have enough offsets internationally to keep your costs low?

How does your company intend to utilize domestic offsets?
Answer:

It is clearly possible to have enough international offsets to keep our costs low, and developing
constructive regulatory and oversight policies to accompany a mandatory GHG reduction program in the
US will go far to improving the likelihood of realizing these low-cost abatement possibilities. The most
important step that Congress can take here, as recommended in the USCAP Blueprint for Legisiative
Action, is to direct the Administration to certify forest carbon tonnes, including avoided deforestation, as
offsets. Offset certification for forest carbon tonnes is a necessary step for bringing these low-cost
abatement opportunities forward. The Blueprint then calls for a standards-based approach to be
established for domestic and international offsets within 18 months, including clear categories of offsets
that qualify, clear procedures for certification, and guidance for offset providers regarding how these
standards can be met.

Rio Tinto believes that trading emission reduction credits within the countries where we operate will
deliver maximum value to the company by reducing overall compliance costs. The same can obviously be
said for others with compliance responsibilities, and will deliver maximum value to the couniries where we
operate. In terms of how Rio Tinto plans to use domestic offsets, we hope to develop domestic offset
projects related to our sustainable development objectives, including our commitment to Net Positive
Impact on Biodiversity in the areas where we operate. Our focus on Net Positive Impact on Biodiversity is
part of our effart to be the resource developer of choice, from the exploration phase through to mine
closure and beyond. We will toak first, however, to implementing cost-effective internal abatement
opportunities before resorting to the use of offsets.

I hope that this is useful for you. Please do not hesitate to contact us with any additional questions.



94

Senator BOXER. Thank you. That summed it up well, I think.

We are going to hear from Senator Sanders, followed by Senator
Merkley. Both these Senators are running back and forth to the
Health Committee, so we really appreciate their taking the time.

Three minutes each, gentlemen, if you can.

OPENING STATEMENT OF HON. BERNARD SANDERS,
U.S. SENATOR FROM THE STATE OF VERMONT

Senator SANDERS. Madam Chairman, thank you very much.

And that is exactly right. We are doing the markup on health
care right now, so I am preoccupied there.

Let me just read a brief statement and thank all of our panelists
for being here.

Vermont is a unique State in many ways and benefits from being
75 percent forested, with more than 4.6 million acres of forests.
Vermont also benefits from having a strong agricultural sector rep-
resenting more than 1 in 10 jobs in our rural economy. Perhaps,
then, it is no surprise that whether you measure per capita or on
total carbon output, Vermont is also the State with the lowest car-
bon footprint in the United States.

We need to ensure that the lessons learned from States like
Vermont that have been leaders in early action on energy efficiency
and environmental preservation are applied to global warming leg-
islation. One way to achieve greenhouse gas emissions reductions
is through our lands and our farms, and that is especially true
when so many family farmers around this country are facing very
serious economic problems. We can and should provide flexible in-
centive programs to landowners and farmers to achieve tangible
greenhouse gas emissions reductions through recognized practices.

We know that preserving forests or reforesting can sequester car-
bon dioxide emissions. We also know that there are ways to cap-
ture farm emissions. In Vermont, our farmers are working to cap-
ture methane emissions from cows by using farm waste to generate
electricity. That is just a very, very exciting technology. I was at
a farm last year in Addison County, and seeing the methane gas
being produced from manure providing electricity for hundreds of
homes, just a very exciting technology.

While offsets will offer an opportunity to engage the forestry and
agricultural sectors in emissions reductions, we should provide
funding for targeted incentive programs that help small farmers
and landowners who may not be engaged in carbon trading but can
play a valuable role in helping our Nation meet and exceed our
greenhouse gas emissions reduction targets.

I look forward to working with my colleagues to make this hap-
pen. The bottom line is: let’s not forget about family based agri-
culture in America. They can and should play a major role as we
combat global warming.

Thank you very much, Madam Chair.

[The prepared statement of Senator Sanders follows:]

STATEMENT OF HON. BERNARD SANDERS,
U.S. SENATOR FROM THE STATE OF VERMONT

Vermont is a unique State in many ways and benefits from being 75 percent for-
ested with more than 4.6 million acres of forests. Vermont also benefits from having
a strong agricultural sector representing more than 1 in 10 jobs in our economy.
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Perhaps then it is no surprise that whether you measure per capita or on total car-
bon output, Vermont is also the State with the lowest carbon footprint in the Na-
tion.

We need to ensure that the lessons learned from States like Vermont—that have
been leaders in early action on energy efficiency and environmental preservation—
are applied to global warming legislation. One way to achieve greenhouse gas emis-
sions reductions is through our lands and farms. We can and should provide flexible
incentive programs to landowners and farmers who achieve tangible greenhouse gas
emissions reductions through recognized practices.

We know that preserving forests, or reforesting, can sequester carbon dioxide
emissions. We also know there are ways to capture farm emissions. In Vermont, our
farmers are working to capture methane emissions from cows by using farm waste
to generate electricity.

While offsets will offer an opportunity to engage the forestry and agricultural sec-
tors in emission reductions, we should provide funding for targeted incentive pro-
grams that help small farmers and landowners who may not be engaged in carbon
trading but can play a valuable role in helping our Nation meet and exceed our
greenhouse gas emission reduction targets. I look forward to working with my col-
leagues to make this happen.

Senator BOXER. Senator, thank you so much for coming over.
Senator Merkley.

OPENING STATEMENT OF HON. JEFF MERKLEY,
U.S. SENATOR FROM THE STATE OF OREGON

Senator MERKLEY. Thank you very much, Madam Chair.

I think the title for today’s hearing is very appropriate, Opportu-
nities for Agriculture and Forest Communities, because there are
substantial opportunities here as they relate to offsets and the
practices employed in both sectors.

Certainly, I wanted to focus a little bit on the forestry sector. At
a recent event, our Majority Leader, Senator Harry Reid, called Ne-
vada “the Saudi Arabia of solar power,” and then Senator Dorgan
stood up and said, well, North Dakota is the Saudi Arabia of wind
power. And if I was to continue that analogy, Oregon would be the
Saudi Arabia of forest biomass.

And indeed, we have a tremendous amount of carbon seques-
tering potential, and the management of our forest lands currently
may be one of the worst possible practices in which we have mil-
lions of acres of second growth overgrown in a fashion which re-
sults in a lower level of carbon being captured in terms of the
growth rate, but also a very high propensity to burn down, which
puts all that carbon back in the atmosphere.

So I want to make sure that we have through this bill the oppor-
tunity to recognize that those practices can be modified in ways
that could be very, very helpful. But to have it work in the long
term, and this applies to the agricultural world as well, we have
to have a high level of integrity in the models that we are using
for calculating the impact on carbon dioxide with a long-term view.
And we have to have some type of insurance structure that main-
tains that if, in fact, we modify these practices and then this unit
of forest, if you will, burns in a forest fire, that we capture those
effects in the course of it.

So I really want to emphasize this, because if we are really look-
ing at a world where industrialization has been fueled by geological
carbon being converted into atmospheric carbon dioxide, one way of
interrupting that is to capture that atmospheric carbon dioxide
through forests and reutilize it in a renewable energy system. And
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certainly, forest biomass both has a potential role in producing heat
and electrical energy through co-generation and certainly has a po-
tential role as research proceeds on cellulosic ethanol, biodiesel,
biobutanol, and so forth.

So if we get this right, we have quite a potential. If we get it
wrong, we'll simply have a loophole that will make this whole bill
irrelevant and ineffective. So 1 certainly appreciate your expertise
being brought to bear on this issue, and I thank very much the
Chair for the opportunity to come and speak.

Senator BOXER. Senator, thank you. I know how busy everybody
is. We appreciate it.

Our next witness is Bill Hohenstein, Director, Global Climate
Change Program, USDA.

STATEMENT OF BILL HOHENSTEIN, DIRECTOR, GLOBAL CLI-
MATE CHANGE PROGRAM, U.S. DEPARTMENT OF AGRI-
CULTURE

Mr. HOHENSTEIN. Thank you, Madam Chair.

Madam Chair, Ranking Member Inhofe and members of the com-
mittee, thank you for the opportunity to discuss the economic op-
portunities for agriculture, forestry communities and others in re-
ducing global warming, focusing specifically on offsets.

We recognize that the development of an offset market will re-
quire full partnership of relevant Federal agencies, including EPA,
the Department of Interior, the Department of Energy, and others.
Indeed, we are already working with other agencies on a variety
of issues related to climate change.

Climate change legislation presents both opportunities and costs
for agriculture and forestry. USDA believes that the opportunities
from climate legislation will likely outweigh the costs. The climate
change legislation recently passed by the House of Representatives
caps over 80 percent of U.S. greenhouse gas emissions. While direct
agricultural emissions are not under the required cap in the House
bill, the agriculture sector will face higher energy and input costs
due to a reliance on the products that are included under the cap.

A well designed cap-and-trade system that includes a robust car-
bon offset program and that promotes renewable energy could pro-
vide significant economic opportunities for landowners and rural
communities. To be effective in addressing climate change, the off-
set actions need to be real, verifiable, additional, long lasting, and
implemented on a broad scale.

To give some sense of context on scale, H.R. 2454 sets a 1 billion
ton cap, a limit on the use of domestic offsets. USDA estimates sug-
gest that this is roughly equivalent to 170 million acres of trees or
switching to no-till farming on 1.5 billion acres of cropland.

Now, farmers and landowners have many other options to reduce
emissions and increase sequestration and do not need to rely solely
on tree planting or changes in tillage. These options include nutri-
ent management, installing anaerobic digesters, composting ma-
nure, improving ruminant feeds to reduce the generation of meth-
ane, and reducing fire risks and lengthening forest rotations to
store greater amounts of carbon.

Taken together, these practices and others have the potential to
transform agriculture and land management within the United
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States and can provide additional environmental benefits as well.
A number of important issues need to be addressed in the context
of the greenhouse gas offsets program to ensure environmental in-
tegrity. The main considerations include permanence, leakage,
additionality, and verifiability.

The issue of permanence refers to the potential reversibility of
carbon sequestration. To be effective, the carbon that is removed
from the atmosphere and stored in plants and trees needs to re-
main out of the atmosphere, or there must be mechanisms in place
to track and replace carbon offsets when reversals occur. There are
a number of mechanisms for addressing permanence that ensure
that responsibility for sequestered carbon is maintained over time.

Leakage refers to shifting emissions from one place to another.
There are several types of leakage, and leakage can occur within
an entity. It can also occur at broad regional, national and inter-
national scales as well as markets respond to changes in produc-
tion driven by the implementation of conservation practices. The
extent to which market leakage is an issue will depend largely on
whether the mitigation activity has an impact on production. There
are a number of offset activities that will very likely have low leak-
age. For others, efforts can be made to measure or quantify the ex-
tent of leakage and account for it in awarding offset credits.

To ensure the offsets are real and provide real atmospheric bene-
fits, they must be additional. That is, offset credits must not be
awarded for actions that would have happened in the absence of
the offset policy. Given the difficulty in projecting a business as
usual scenario for offset activities, measurements against a base
year reference may be more practical to implement and less sub-
jecting to gaming, fraud or interpretation.

However, relying on a base year does not account for trends that
would independently lead to increases or decreases in rates of
emissions or sequestration. Projected baselines are uncertain but
allow the reference to reflect such trends.

H.R. 2454 as passed by the House provides approaches to ad-
dress each of these considerations and in some cases provides more
than one option. These approaches provide a useful starting point
for the Senate’s deliberation on the role of offsets.

USDA has a number of assets which could be helpful in carrying
out an offsets program. A summary of them is included in my writ-
ten testimony. Whatever role USDA is asked to play as part of an
offset program, we would look to partner with EPA, DOI, DOE and
other agencies to ensure that the program has environmental in-
tegrity and provides landowners with opportunities to contribute to
addressing climate change.

Thank you for the opportunity to discuss these issues here this
morning, and this concludes my prepared remarks.

[The prepared statement of Mr. Hohenstein follows:]
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STATEMENT OF WILLIAM HOHENSTEIN
DIRECTOR, GLOBAL CHANGE PROGRAM OFFICE
DEPARTMENT OF AGRICULTURE
BEFORE THE SENATE ENVIRONMENT AND PUBLIC WORKS COMMITTEE

JULY 14, 2009

Madam Chairman, Ranking Member Inhofe and members of the Committee, thank you for the
opportunity to discuss the economic opportunities for agriculture, forestry communities, and
others in reducing global warming, focusing specifically on reducing greenhouse gas emissions
through offsets.

We recognize that the development of an offsets market will require a full partnership of relevant
federal agencies including EPA, the Department of Interior, the Department of Energy and others
that have expertise and assets that can contribute in the development and implementation of an
offsets market. Indeed, we are already working with these other agencies on a variety of issues
related to climate change.

Climate change legislation presents both opportunities and costs for agriculture and forestry.
USDA believes that the opportunities from climate legislation will likely outweigh the costs.
The climate change legislation recently passed by the House of Representative (HR 2454) caps
over 80 percent of U.S. greenhouse gas emissions. While direct agricultural emissions are not
under the required cap in the House bill, the agriculture sector will face higher energy and input
costs due to the reliance on products that are included under the cap.

Energy and climate legislation that promotes renewable fuels will provide significant
opportunities for farmers, ranchers and forest landowners. New technologies and practices can
lower the GHG impacts from bioenergy while providing jobs and economic opportunities for
rural communities.

A well-designed cap and trade program that includes a robust carbon offsets program could also
provide significant economic opportunities for landowners and rural communities. The offsets
provisions provided under HR 2454 provide a framework to reduce emissions from agricultural
sources and enhance land based sequestration.

A viable greenhouse gas offsets market — one that rewards farmers, ranchers, and forest
landowners for greenhouse gas reduction and sequestration activities - has the potential to play a
very important role in helping address climate change while also providing a possible new source
of revenue for landowners.

Allowing agriculture and forests an efficient mechanism to offset the emissions of regulated
companies, if properly designed, will help lower overall costs for everyone including those
making their living off of the land. To be effective in addressing climate change, the actions
need to be real, verifiable, additional, long lasting, and implemented on a broad scale.



99

To provide some context, HR 2454 sets a one billion ton limit on the use of domestic greenhouse
gas offsets. USDA estimates suggest that this is roughly equivalent to the sequestration potential
of planting 170 million acres of trees, or switching to no-till farming on 1.5 billion acres of
cropland.

Farmers and landowners have many other options to reduce emissions and do not need to rely
solely on tree planting or changes in tillage. For example, farmers can change the rate, timing,
and form of nitrogen fertilizer applications and can use nitrogen inhibitors to slow the release of
nitrogen into the soil. Dairies and hog operations can employ anaerobic digesters and can
compost or apply manure at appropriate levels instead of relying on open pits and lagoons.

Cattle operations can provide feeds that are efficient and reduce the generation of methane. They
can also improve their pastures and grazing lands to store more carbon. Forest landowners can
reduce fire risks and lengthen rotations to store greater amounts of carbon. Taken together, these
practices and others have the potential to transform agriculture and land management within the
United States and can provide additional environmental benefits as well. Other policies and
incentives could also help make this transformation happen.

A number of important issues need to be addressed in the context of greenhouse gas offset
markets to ensure the environmental integrity of agricultural and forestry offsets. The main
considerations include: permanence (or reversibility), leakage, additionality, and verifiability.
These terms are linked to important underlying concepts that are geared toward ensuring
effective environmental performance.

The issue of “permanence” refers to the potential reversibility of carbon sequestration. Carbon
sequestration is a unique method of addressing greenhouse gas concentrations. It is the only
mitigation option that actually removes carbon dioxide from the air. At the same time,
sequestration practices are the only mitigation option that can subsequently reverse or release
that carbon dioxide back into the air, for example through fire or a change in tillage practices. To
be effective, the carbon that is removed from the atmosphere and stored in plants and soils
through an offsets market must remain out of the atmosphere or there must be mechanisms to
track and replace carbon offsets when reversals do occur. There are a number of mechanisms for
addressing permanence that ensure that responsibility for sequestered carbon is maintained over
time. There are also options that could help manage risks, including forms of insurance or term
contracts that require full replacement of carbon offsets upon termination of the contract,
essentially allowing the offset provider to receive a rental payment for the duration that the
carbon is removed from the atmosphere.

“Leakage” refers to the shifting of emissions from one place to another. There are several types
of leakage. Leakage can occur within an entity. For example, a farmer can convert a farm field
to a tree plantation, but at the same time, decide to convert existing forest to cropland to make up
for losses in crop production. Leakage can also occur at broad regional, national, and
international scales as markels respond to changes in production driven by the implementation of
conservation practices. The extent to which market leakage is an issue will depend largely on
whether the mitigation activity has an impact on production. There are a number of offset
activities that will likely have very low leakage. For others, efforts can be made to measure the
extent of leakage and to account for it in awarding offset credits.
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To ensure that carbon offsets result in real atmospheric benefits, carbon offsets must be
“additional.” That is, carbon offset credits must not be awarded for actions that would have
happened in the absence of the offsets policy (under business-as-usual). Given the difficulty in
projecting the business-as-usual scenario for offset activities within a project-based offset
program, measurement against a base year or base period reference may be more practical to
implement and less subject to gaming, fraud or interpretation. However, relying on a base year
does not account for trends that would independently lead to increased (or decreased) rates of
emissions or sequestration. Projected baselines are uncertain, but allow the reference to reflect
such trends.

HR 2454 as passed by the House, provides approaches to address each of these considerations,
and in some cases provides more than one alternative. These approaches provide a useful
starting point for the Senate’s deliberations on the role of offsets.

USDA has a number of assets which can be helpful in carrying out an offsets program. An
offsets program will likely provide an opportunity for thousands of landowners. USDA has field
staff that work with landowners throughout the country on a daily basis and can provide
guidance about the benefits of participating in an offsets program. USDA staff can provide
technical assistance on implementing a variety of conservation practices that sequester carbon or
reduce GHG emissions. Through its conservation programs, USDA has experience in tracking
tens of thousands of contracis covering millions of acres. USDA observation systems, including
our Forest Inventory and National Resources Inventory monitor natural resource conditions and
will be vital in tracking the effectiveness of agriculture and forest greenhouse gas mitigation
actions,

The Department plays a central role in quantifying greenhouse gas sources and sinks from
agricultural and forestry sources. USDA provides the greenhouse gas estimates for land use,
land use change, and forestry to EPA for the Official U.S. Greenhouse Gas Inventory. USDA
also provides much of the raw data that BPA uses to estimate emissions from agricultural sources
to EPA each year. USDA periodically produces a focused report on the greenhouse gas
emissions and carbon sequestration in the agriculture and forestry sectors, drawing on and
consistent with the Official US Inventory prepared by EPA. This detailed inventory provides
users at the State and local levels with detailed information about agriculture and forest
greenhouse gas sources and sinks.

In 2006, USDA produced the first and only set of comprehensive farm-scale methods for
estimating greenhouse gas sources and sinks from agriculture and forestry. These methods have
been adopted by the Department of Energy for use in their Voluntary Greenhouse Gas Reporting
System. Portions of the methods and underlying data have been adopted by other Federal, State,
and private sector reporting and emission reduction programs.

USDA has, as do our other Federal partners, a number of si gnificant assets that are vital to the
development of an offsets program.
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+ USDA research focuses on questions that are relevant to decision makers at the Federal,
state, and local levels. Areas of emphasis include: evaluating climate change risks to
natural resources, estimating the role of forestry and agricultural activities in greenhouse
gas emissions and carbon sequestration, and developing practical management strategies
and approaches to manage emissions and adapt to changes.

e USDA maintains critical observation and data systems that will be needed to monitor and
track climate change impacts and to assess progress in reducing greenhouse gas
emissions and increasing carbon sequestration.

Qur agencies are integrating a response to climate change into our conservation and energy
programs. For example:

o The Farm Service Agency includes carbon sequestration benefits in the ranking of
proposals under the Conservation Reserve Program;

e The Natural Resources Conservation Service has included guidance on climate change in
all of their recently released conservation program rules.

o The Rural Development mission area has helped finance anaerobic digesters, wind
projects, solar projects, geothermal projects, and energy efficiency improvements. In
addition, Farm Bill authorities under Title IX support more sustainable energy production
and assist first generation biofuel companies in repowering their plants using biomass
feedstocks instead of conventional fuels.

e The US Forest Service is building climate resilience into its forest planning.

o Qur Office of Ecosystem Service Markets is developing work around the emerging field
of ecosystem service markets, including water, air, wildlife, wetlands, and greenhouse
gases.

o The Global Change Program Office is responsible for coordinating climate change
research and programmatic activities for the Department and for ensuring that recognition
of climate change is fully integrated into the research, planning, and decision-making
processes of the Department.

The Department intends to establish a new integrated Energy and Climate Change Program
(ECCP) within the Office of the Chief Economist in FY 2010. This program will provide
leadership and centralized coordination of USDA’s energy and climate change-related activities.
An integrated energy and climate change program is necessary as the Department focuses
attention on opportunities and challenges for farmers, ranchers, and rural communities through
the production of renewable energy and emerging environmental markets.

Whatever role USDA is asked to play as part of an offsets program, we would look to partner
with EPA, the Department of Interior, the Department of Energy and other agencies to ensure the
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program has environmental integrity and provides landowners with opportunities to contribute to
addressing climate change.

[ would like to close with the following observations. U.S. farms and forest lands offer
significant opportunities to reduce greenhouse gases and increase carbon sequestration at
relatively low cost. A wide range of practices exists to improve crop agriculture, animal
agriculture and forestry management. While many of these actions are cost-effective relative to
other greenhouse gas mitigation options, financing their implementation remains a challenge.
Offset markets offer one approach to constructively engage the agriculture and forest sectors.

Thank you for this opportunity, I look forward to your questions.
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SUPPLEMENTAL QUESTIONS FOR THE RECORD
Mr. William Hohenstein
Director, Global Change Program Office, U.S. Department of Agriculture
Environment and Public Works Committee Hearing

July 14,2009

Questions submitted by:
Senator Max Baucus

1. Does USDA's July 22 analysis on the effects of HR 2454 take in to account the costs of climate
change if no action is taken to curb greenhouse gas emissions, or does the analysis assume that
climate change will not affect farming and ranching practices in the medinm and long-term?
Similarly, if climate change legislation is not passed and greenhouse gas emissions are not curbed,
what will be the impact to farmers and ranchers in the United States?

Response: The preliminary analysis released by USDA on July 22, 2009, does not include the effects of
climate change on agricultural systems. A report of the U.S. Global Change Research Program released
in May 2008 provides a thorough assessment of the effects of climate change on agriculture, land
tesources, water resources, and biodiversity. While the assessment released last May does not include an
analysis of the economic implications of climate change on farmers, ranchers and rural land owners, it
does provide a comprehensive overview of the expected effects of climate change on natural and
managed systems.

One component of climate change is the increased variability of both temperature and precipitation.
There is an increased probability of more extreme temperatures during the summer, which would create a
heat stress situation in plants, especially during the flowering stage. Warmer temperatures can cause
plants to grow more quickly but not necessarily bigger. Increases in nighttime temperatures are especially
significant and effect grain and froit development, quality, and productivity. In the northeastern United
States, warmer temperatures will allow for a longer growing season for many crops. However, early or
late season freezes or frosts are still possible, and plants that start to grow or flower earlier could be
damaged early in the growing scason. Fewer days of frost in some parts of the country may challenge
crops that require freezing in order to bloom, such as plums and almonds. Survival of pollen is sensitive
to high temperatures and extreme heat events at this critical stage, even for only a few hours, could reduce
grain or fruit production. The direct impacts of climate change will vary by plant species.

Extreme temperatures would affect animais as much as plants. Animals maintain a constant core
temperature and, when subjected to extremes of either hot or cold, change their metabolism to regulate
their temperature. Extreme heat causes animals to reduce their feed intake, increase their water intake, and
reduce their metabolism to maintain healthy body temperatures. For meat or dairy animals, these sudden
temperature changes reduce productivity and sometimes cause mortality. Pregnancy rates decrease at
higher temperatures. Warmer winters will reduce mortality from freezing and reduce demand for winter
forage reserves. The effects of temperature on animal production are significant, particularly when the
extreme events occur and animals do not have adequate shelter.

Precipitation changes across northeastern United States are projected to increase and include more heavy
downpours and large precipitation events. These changes are projected to occur in the winter and spring;
however summer precipitation is expected to decrease. Northeastern agriculture relies on storage of soil
water to directly supply plant needs and provide summer irrigation. Increased heavy precipitation in
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spring could cause increased erosion on soils where adequate conservation practices are not in place.
This may also create problems for field operations, creating difficulties in accessing and traversing fields
for planting. Warmer temperatures cause the plants to use more water, which means more precipitation is
needed to provide adequate moisture for plant growth, Decreased summer precipitation will create
situations whereby plant production is reduced because of short term drought.

Additional indirect climate change effects on plants and animals may be as large as the direct impacts
described above. Indirect impacts include increased disease prevaience, insect infestations, and weed
pressures. There will be expanded ranges for insects and increased potential for overwintering of insects
and diseases because of the warmer temperatures, which allows them to extend their ranges more rapidly.
Weeds arc expected to move northward, expand in range, grow more rapidly as a result of the increased
concentrations of atmospheric carbon dioxide, and become less susceptible to current methods of
herbicidal control.

Producers will need to be aware of, and respond to, both the direct and indirect impacts of climate change
on plants and animals to ensure production of a high quality food supply. Changes in yields resulting
from climate change will have a direct economic impact on both producers and consumers. The cost of
production, processing, storage and transportation are also expected to increase as agriculture responds to
increasing threats to production from insects, weeds and pathogens.

2. The permanence of offsets is a key concern. You noted there are a number of mechanisms for
addressing permanence that ensure that responsibility for sequestered carbon is maintained over
time. Can you elaborate on what these mechanisms are and who would be responsible for enforcing
them?

Response: All agricultural and forestry sequestration activities are reversible. That is, carbon sequestered
in soils, trees, vegetation and other organic matter can be lost due to changes in land management, natural
disasters, or other factors. Reductions in methane or nitrous oxide emissions are deemed to be permanent
because actions taken to reduce levels of these gases, such as changing livestock feed or fertilizer
application rates, prevents the emissions from taking place.

o The issue of “permanence” is often used by opponents of carbon offsets as a reason for excluding
them from a cap and trade program. However, a system that tracks carbon sequestration offsets
and replaces any lost tons will leave the atmosphere whole while allowing a carbon offsets
program to go forward.

*  An offsets system must monitor and track credits issued for sequestration projects over time to
ensure that any reversals are properly accounted for. If reversals do occur, the relevant credits
must be replaced.

» If an offsets program requires landowners to enter into permanent contracts, landowner
participation will be limited.

o There are a number of mechanisms that can be used to ensure that sequestration credits are
tracked and replaced if there are reversals, Having more than one mechanism to deal with
reversals is probably a good thing, especially in the carly stages of an offsets program as
landowners, aggregators and others get comfortable with the market.

o The House legislation provides for an “offsets reserve” which is effectively a government
run insuranee program. Project developers would deposit credits into the reserve and, if a
reversal occurs, credits would be taken from the reserve to account for GHG losses.
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o A second mechanism is to allow for private insurance for reversals. As long as
legislation has a clear requirement for replacement of credits if reversals occur and
assignment of liability for who replaces those tons (i.¢., the user of the credits or the
landowner), then a private insurance market will develop.

o A third mechanism is “carbon leasing” whereby landowners enter into term contracts.
At the end of the term, the buyer would either extend the contract with the landowner for
another period or fully replace the tons by purchasing allowances or offsets elsewhere in
the GHG market. USDA views this option as having advantages because it allows for
term contracts (which landowners like) yet ensures that the atmosphere remains whole
(which will retain public confidence in the market).

3. In terms of domestic production, do you believe border measures are necessary to protect the
agricultural community or are there possible negative impacts for farmers and ranchers?

Response: USDA released “A Preliminary Analysis of the Effects of HR 2454 on U.S, Agriculture”
prepared by the USDA Office of the Chief Economist and the Economic Research Service on July 22,
2009. It is expected that the U.S. would continue to export agricultural goods throughout the period
analyzed.

With respect to the impact on domestic production, the production of fertilizer is energy intensive and,
thus, potentially vulnerable to the problem of “carbon leakage.” To address this problem, through at least
2025, H.R. 2454 would provide domestic producers in sectors such as fertilizer with allowances to
compensate for increased costs brought about by the implementation of the bill (referred to in the bill as
“emissions allowance rebates”). Depending on the facts at the time, this compensation could continue
unchanged after 2025. Because of this provision, we do not expect nitrogen fertilizer prices to be affected
by the greenhouse gas cap until after 2025. This provision was included in the Preliminary Analysis
provided to the Senate Agriculture Committee on July 22, 2009.

We expect other countries to act to reduce their emissions — thus reducing the potential for carbon
leakage. As noted above, HR 2454 contains provisions that would compensate fertilizer producers for
increased costs brought about by implementation of the bill. HR 2454 also contains provisions that would
allow the President to impose border adjustments after 2020, taking into account, among other things, the
extent to which emissions allowance rebates have or could address the problem of carbon leakage with
respect to a particular sector. In order to avoid a negative impact on our agricultural exports, any such
border adjustments would have to be applied in a manner consistent with our international obligations.
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Senator Benjamin L. Cardin

1. Many people from the agricultural community have felt that they have not had a seat at the table
during throughout the development of the current climate legislation.

*  Whatis your sense of engagement from the agriculture community and what needs to be
done to better engage farmers and agricultural producers?

Response: An important part of USDA's mission is to communicate information to agriculture and
forestry communities that will aid them in understanding the challenges they face due to climate change,
and in evaluating their options for mitigating emissions of greenhouse gases and adapting to changes in
climate conditions. Farmers, ranchers, and rural landowners face a number of immediate challenges in
carrying out day to day operations, and this may lead them to sometimes push off their concerns about
climate change to the future. That said, farmers and ranchers are already acting to improve resource
conditions, conserve energy, and produce rencwable fuels and electricity.

¢ How is USDA engaging its stakcholders and how are you promoting the opportunities that a
climate bill would create for farmers?

Response: USDA has broad networks and boots on the ground to engage farmers and ranchers on their
options and opportunities to reduce greenhouse gas emissions, sequester carbon, and produce renewable
fuels and electricity. USDA maintains a field based infrastructure, with county NRCS and FSA offices,
state and county extension agents, and Rural Development offices across the country. We have technical
expertise with the greenhouse gas sources and sinks from land systems — and an understanding of
agriculture and forestry.

On issues specific to potential climate change legislation, USDA’s Climate Change Program Office
regularly meets with and provides formal and informal briefings to agricultural, forestry, environmental
and industrial stakeholders. These meetings provide an opportunity to inform farmers, ranchers, and rural
stakeholders of USDA’s climate change program and activities, options being considered within the
Administration and in Congress to address climate change, and 10 listen to ideas and concerns from these
communities.
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Senator Amy Klobuchar

1. Mr. Hohenstein, does the U.S. Department of Agriculture have the staff and know-how to oversee
an agriculture and forest lands offset program that meets the highest standards for efficacy?

Response: Yes, I believe that the Department has the capacity to administer a high quality, efficient,
robust, and effective greenhouse gas offset program for agriculture and forest lands. Any GHG offsets
system will require a set of five major elements. These include:

. Research;

. Rule and Method Development;

. Program Implementation;

. Qutreach and Education; and

. Observation, Analyses, and Assessment

USDA has capabilities in all of these areas. USDA maintains a robust research program that is
identifying the practices and technologies that generate greenhouse gas benefits. Our ongoing research
provides a basis for establishing consistent metrics for quantifying emissions and sequestration. USDA
has expertise in administering conservation and commodity programs that reach hundreds of thousands of
producers and land owners. We maintain extension and technical assistance capabilities to provide
support in the implementation of conservation practices. We also maintain several of the critical
observation systems that make up the Federal Government’s comprehensive muiti-agency effort to
measure and quantify greenhouse gas emissions and carbon storage at regional and national scales.
USDA networks include the Agriculture Census, the National Resources Inventory, the Soil Survey, the
Forest Inventory, and various surveys of farmer practices and resource conditions, including the
Conservation Effects Assessment Project and the ARMS Survey.

USDA also recognizes that successful implementation of a carbon offsets program will require substantial
regulatory work, including emissions tracking, compliance assistance, and enforcement activities to
ensure that the full extent of atmospheric reductions are realized. USDA must work in full collaboration
with other federal agencies, particularly EPA, in this important endeavor. EPA and USDA are aware
of the work needed to move forward with offsets and other policies for the agriculture sector, and
are currently working in these areas. We believe we can work together seamlessly to implement
a robust offsets program of the highest quality.
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Senator James M. Inhofe

1. Has USDA done an analysis of how food prices or feed prices will rise for cattle and livestock? If
we are not smart about this, could we be setting oursclves up for the unintended q of
the Biofuel Mandate all over again?

Response: USDA released “A Preliminary Analysis of the Effects of HR 2454 on U.S. Agriculture”
prepared by the USDA Office of the Economist and Economic Research Service on July 22, 2009, Our
preliminary analysis did present the impacts on livestock prices due to higher energy prices in the short-
term. However, the impacts on livestock prices were negligible because the impact of HR 2454 was
small in the short-term. We were unable to assess the impact of the removal of cropland and pastureland
for afforestation because we did not have detailed information on the location and type of land that would
be converted.

We are planning to finalize this analysis and include a more detailed discussion of the implications of
land use competition due to demand for renewable energy and greenhouse gas offsets.

2. CRS in a June 19 memo recently confirmed that new EPA estimates of the potential for
agriculture soil sequestration (via no till etc) are significantly lower than EPA 2005 estimates.
EPA's new estimate range is zero to 20 million tons of C02 per year, down from 150-200 million
tons per year, Now this is significant because agricultural soil sequestration has been the most
discussed means by which farmers could participate in C0Z2 offset markets (and the 2005 EPA study
is the most cited); are you familiar with this report? Do you agree with this report?

Response: We are familiar with the EPA 2005 study and their more recent analyses of proposed climate
change legislation, including the recent analysis of HR 2454, In reviewing EPA’s findings of the
potential for domestic forestry and agricultural offsets, USDA provided comments to EPA that were
reflected in the analysis released by EPA on June 23, 2009. In their revised analysis, EPA noted the
following:

*  The sources of domestic offsets modeled represent sources that have significant supply in the
FASOM model at the relevant allowance prices, The exclusion of other sources in the modeling
results does not imply that those sources would not be eligible to reccive offsets credits.

o The FASOM modeling did not account for several categories of potential agricultural GHG
reductions, including:

o Improvements in organic soil management;
o Advances in feed management of ruminants;

o Changes in the timing, form, and method of fertilizer application; and

o Aliernative manure management systems —~ other than anaerobic digesters

« Because of how it is handled in the model, agricultural soil sequestration does not show significant
supply at the aggregate level. However, detailed FASOM output indicates a 50 percent increase in the
percent of cropland using conservation-tillage and no-till by 2020 in response to a $15/ton CO2
incentive payment. Because overall land area in crops declines due to afforestation, the modeling
indicates a net decrease in total agricultural soil carbon storage as carbon is transferred from the
agricultural soils poof to the afforestation carbon pool. This in effect masks the true offset potential of
soil carbon sequestration on agricultural lands, which is substantial and a likely source of offset
revenues for farmers.
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«  Within the model, reductions in fertilizer use result in declines in yields. To the extent fertilizer
application can be improved without yield penalties, the potential for this category of emissions
reductions will be higher.

One of most important updates which contributed significantly to differences between results in
the 2005 report and recent analyses was inclusion of recent policies and measures that impact
land use, including the projected volume of biofuels outlined in the new renewable fuels
standards (EISA/RFS2). Incorporating these policies into the model along with the other
FASOM updates outlined above changed the resulting marginal abatement cost (MAC) curves
used to estimate GHG offsets from the U.S. forest and agricultural sectors.

We are continuing to work with EPA to improve the analysis of greenhouse gas offsets from the forestry
and agricultural sectors,

3. Given your knowledge of what it takes to assemble the current inventory on GHG emissions for
agriculture, and the quality of that data, I would like to explore a question or two about the
Greenhouse Gas Registry in the House passed bill. By the way, my farmers appreciate what you
have done in that Inventory, and they are proud of the fact that livestock agriculture as a whole
accounts for only about 2,.5% of the nation's GHG emissions, and that their animals’ manure is
responsible for less than 1 % of the total,

I am thinking about the EPA proposed Registry rule, and the statutory Registry language as it
applies to livestock farmers. My farmers tell me that the data that they would be required to gather
through monitoring their manure and its emissions for the Registry will be of no better quality, and
could in many cases could be of much worse quality, that that used by USDA and EPA to generate
its annual GHG inventory from livestock manure. Could you comment on the strength of the USDA
estimates of manure GHG emissions reported in the annual Inventory?

As a matter of policy, is there any reason you and EPA should not simply rely on your estimates to
support the objectives of the Registry, rather than require individual farmers to collect manure,
send it out to be tested, and monitor methane gas, and then run it through the equations to report a
number back to you?

Response: The Environmental Protection Agency (EPA) prepares a comprehensive inventory of U.S.
greenhouse gas sources and sinks each year and reports this information to the United Nations to meet
requirements under the UN Framework Convention on Climate Change. USDA assists EPA in the
preparation of this document and provides key data and information needed to prepare estimates of
greenhouse gas emissions from manure management systems. In addition, USDA periodically produces a
detailed report of greenhouse gas emissions from agriculture and forestry sources and sinks. This
document is entirely consistent with the national estimates reported by EPA but provides greater detail
including information for specific commodities, livestock types, practices, and geographic detail to the
state and in cases county level. The purpose of the USDA series of documents is to complement the EPA
report and to provide information at a scale useful to conservation and resource managers at the state and
county levels,

In addition, in 2006, USDA released a set of technical guidelines for estimating and reporting greenhouse
gas emissions and sinks from forestry and agricultural activities. More details on this effort are provided
in the response to Senator Crapo’s question 2 below.

On September 22, 2009, EPA released the Final Greenhouse Gas Mandatory Reporting Rule
(available at http:/www.epa.gov/climatechange/emissions/ghgrulemaking htm). EPA was required
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by Congress in their FY 2008 appropriations to develop a mandatory greenhouse gas reporting system.
The final rule generally does not include land management and agricultural sources, with the exception of
livestock and poultry facilities with manure management systems that emit at least 25,000 metric tons of
greenhouse gases (GHGs) annually. In addition, the requirement for monthly monitoring of manure for
volatile solids and nitrogen content, which is referenced in the question, was not included in the final rule.
Instead, EPA is providing default values based on the values used in the annual EPA greenhouse gas
inventory. The Department of the Interior, Environment and Related Agencies Appropriations Act, 2010,
signed into law on October 29, 2009, prohibits EPA from expending any funds to collect greenhouse gas
emission from manure management systems for fiscal year 2010. Therefore, EPA will not implement the
reporting requirements for any manure management system in 2010,

The rule does not regulate or tax the emissions of greenhouse gases. EPA estimates that the average cost
to conduet the laboratory testing and do the emission calculations would be approximately $900 per
facility. We recognize that some dairy, hogs, cattle and poultry operations will be required to report
under this proposed rule.

Under the reporting rule EPA intends to use the information, including the type of manure management
systems in operation and the number and types of animals serviced by those systems, to help to inform
future climate change policy decisions. While the actual number of facilities reporting will be quite small
in comparison to the total number of facilities in the U.S,, the data gathered through this effort will be will
help to improve the understanding of emission rates and actions that facilities take to reduce emissions
and may improve the effectiveness and design of programs to reduce emissions,

4. T note in EPA's June 23rd analysis of the House legislation that they estimate that cropland shifts
into forestiand as the cost of carbon offsets rises. EPA staff is reporting that the models estimate
that in 2010, 11 million acres will shift out of cropland and into forests, and by 2050 that number is
56 million acres. As such acreage shifts out of crops into trees, of course the price of feed grains will
go up, a good thing for crop farmers and cropland owners, but this will be really rough on livestock
farmers. So I am looking forward to seeing USDA's economic analysis of the legislation just so we
can really understand what will happen here in the US,

Can you tell me if USDA is thinking about where this crop and food production will take place as
we reduce food production in the US to produce more trees to sequester carbon, and does it have
any impact on our ability to feed ourselves, or maintain our role in export markets?

Response: In reviewing EPA’s findings of the potential for domestic forestry and agricultural offsets,
USDA provided comments to EPA that were reflected in the analysis released by EPA on June 23, 2009.
These comments indicate that there are additional categories of agricultural offsets which were not
included in the EPA analysis, that are compatible with commodity production. Pursuing greenhouse gas
reductions that are compatible with food production can help to ensure that food supply will not be
adversely impacted.

in their revised analysis, EPA noted the following:

o The sources of domestic offsets modeled represent sources that have significant supply in the
FASOM model at the relevant allowance prices. The exclusion of other sources in the modeling
results does not imply that those sources would not be eligible to receive offsets credits.

o The FASOM modeling did not account for several categories of potential agricultural GHG
reductions, including:
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Improvements in organic soil management;

Advances in feed 2 t of rumi ;

Changes in the timing, form, and method of fertilizer application; and
Alternative manure management systems — other than anaerobic digesters

0000

s Because of how it is handled in the model, agricultural soil sequestration does not show significant
supply. However, detailed FASOM output indicates a 50% increase in the percent of cropiand using
conservation-tillage and no-till by 2020 in response to a $15/ton CO2 incentive payment. Because
overall land area in crops declines due to afforestation, the modeling indicates a net decrease in total
agricultural soil carbon storage as carbon is transferred from the agricultural soils pool to the
afforestation carbon pool.

The FASOM model currently is the only model currently available that can assess the competition for
land in the context of greenhouse gas policy. FASOM results indicate a net shift in land use from
agriculture to afforestation activities. However, the net land use transfer numbers are slightly lower than
those quoted in your question above. The values cited in the question reflect only the shifts from crop and
pasture to forests and do not take into account land use shifts from forestry to crop and pasture lands or
development. If the shifis to cropland are included, for $15 carbon price rising at 5% annually; 4.5 million
of net cropland is lost in 2010, 48.5 million acres is lost in 2050,

Further analyses of these interactions are needed. For example, the impact of these land use shifts
may in part be counteracted by technological and manag t improv such as increased yields in
response to higher commodity prices.

We are continuing to work with EPA to improve the analysis of greenhouse gas offsets from the forestry
and agricultural sectors. We are working with EPA to review assumptions in their baseline analysis and
the assumptions regarding land rents and carbon sequestration rates used in their mitigation scenarios.
We believe by better understanding these key inputs we can better understand why the EPA analysis is
showing declines in cropland and commodity production. We intend to compare the results from EPA’s
modeling with other analyses to determine if these results are robust and consistent with other findings.

S. Is this something that the Administration is thinking about, not only as a matter of food
production, but also as a matter of GHG leakage internationally?

Response: Yes, it is clear that global demand for food will grow throughout the projection period. The
Department recognizes that competition for land for food, fuel, and conservation will become more
intense throughout the century and is focused on research that will improve the sustainable production of
food on existing croplands, methods for reducing greenhouse gas emissions and increase carbon
sequestration on working lands, and techniques for utilizing residues and marginal lands for biomass
energy feedstocks. The issues of international competitiveness and international lcakage are also
important. HR. 2454 includes an international as well as a domestic offsets program, which will help
mitigate leakage in the agricultural and forestry sectors. Climate change is a global issue that demands a
global solution. Broad international participation in combating climate change will lessen concerns over
international competitiveness and international emissions leakage.

The U.S. is pressing major emerging cconomies to take significant actions that are consistent with what
the science demands, but they will not agree to major reductions if the U.S. does nat take robust action.
So the critical first step must be to put our own house in order with a comprehensive, mandatory national
program. The U.S. is working to craft a truly global agreement to address climate change by pushing
forward on three related fronts: first, through the UN Framework Convention on Climate Change,
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second, through the Major Economies Forum with the world's 17 largest economies, and third, through
high-leve! bilateral engagement with China, the world's largest emitter.

6. Domestic offset credits can provide a vital form of cost containment in a cap and trade system.
But wouldn't you agree that placing arbitrary restrictions on offset credits would unnecessarily
limit a cap and trade program's ability to reduce compliance costs, likely resulting in inflated
allowance prices? Wouldn't it be fair to say that eliminating such un ry restrictions would
strengthen a program’s ability to contain compliance costs in 2 way that would not decrease overall
emission reductions?

Response: A limit on the volume of offset credits that can be used to meet compliance obligations under
a greenhouse gas cap and trade system would only increase overall compliance costs and increase
allowance prices if the limits are binding. While HR 2454 contains limits on the use of domestic and
international offsets,. EPA’s June 23, 2009 analysis of HR 2454, projects that neither limit would be
binding According to the core scenario of EPA’s June analysis, the annual limit on domestic offsets is
never reached. While the limits on the usage of international offsets (accounting for the extra international
offsets allowed when the domestic limit is not met) are not reached, the usage of international offsets
averages over | billion tCOze each year.

Without prejudging the deliberations occurring in the Senate, we note that while capping the use of
domestic and international offsets could raise overall costs, it would also require reductions from capped
sectors and could stimulate innovation in these sectors.

7. It is my understanding that allowing broader use of offsets will not affect a climate change
program’s overail cap on emissions or its ability to reduce emissions. To the contrary, isn't it true
that a broader use of offsets will create incentives to develop new technologies, products, and
processes that reduce emissions, thereby achieving emissions targets at a substantially lower cost
and with greater incentives for innovation?

Response: The incentives created by an offsets market under a cap and trade system have the potential to
spur innovation in technologies, products and processes. To enable this, the rules governing the offsets
market will need to be able to accommodate new approaches to reduce emissions and increase carbon
sequestration. For example, as new technologies to improve fertilizer utilization efficiencies or refine
manure management systems are developed, the methods to quantify the benefits of these technologies
will also be needed, and processes will need to be in place to ensure that innovative approaches are not
discouraged. It is important to ensure that all approved activities that generate offsets are verifiable,
additional, permanent, and effective at reducing greenhouse gas emissions or increasing carbon
sequestration,

8. As you're probably aware, some recent climate change proposals have sought to set limitations
on how many offset credits an individual source can use for compliance purposes. Wouldn’t you
agree that such a limitation undermines the market’s ability te identify the most efficient and cost-
effective emission reductions? Moreover, wouldn't the unrestricted use of offsets allow project
developers access te the full market and all of its participants?

b

Response: To the extent that an overall limit on offset usage is desired, a limitation on individual sources
use of offsets is one way of operationalizing that limit. There are a variety of views on the merits of
limitations on offsets and the Administration does not currently have a position.

9, It is my understanding that any new cap and trade program without a concrete list of eligible
offset projects creates uncertainty in existing carbon markets that could disrupt engoing efforts to
mitigate climate change and discourage investment in new offset projects. Weuldn't you agree that

10
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any cap and trade program should include a nonexhaustive list of project types that will be eligible
for offset credits, such as a list of projects that already are well-established and have proven track
records for delivering real, permanent, verifiable, and additional emission reductions?

Response: Eventually, a list of eligible offset projects will be required as an offset program is
implemented. The provision of an initial list could aid in rapid implementation of the offsets provisions
of a cap-and-trade system. However, procedures will need to be in place to ensure that innovative new
approaches to reduce emissions and increase carbon sequestration can be developed and become eligible
for offset credits, and o ensure that included practices result in real, verifiable, and additional emissions
reductions. .

10. There has been a substantial amount of investment in voluntary carbon markets prior to 2009,
much of which has been done by "early movers.” It seems to me that these early movers should be
given some sort of recognition for their efforts. Wouldn't you agree that this would be the equitable
thing to do? As such, shouldn't any climate change program recognize emissions reductions
achieved by eligible offsets prior to the establishment of any climate change program?

As drafted, Section 740 of HR 2454 gives the EPA Administrator the responsibility for administering
carly offset supply for offset projects initiated after January 1, 2001 and that meet a set of criteria. Early
offset credits should be issued under a State or tribal law or regulation or through a registry that is at least
of equal stringency to the criteria and methodologies of the programs established under State or tribal law
or regulation. Qur understanding of this provision is that it would establish the rules developed under
State or Tribal law or regulation as the effective minimum standard. Offset projects reported under other
registries would only be eligible if these other registries are found to be at least as stringent as the State
and tribal registrics approved by the EPA Administrator. To our knowledge, EPA has not evaluated
existing State, tribal or voluntary offset programs and registries against the criteria outlined in Section 740
of HR 2454. Assuch, EPA has not made determinations of potential eligibility.

Section 504 (a)(2)(B) outlines additionality requirements to be used by the Secretary of Agriculture for
agricultural and forestry offsets. These provisions provide exceptions for activities that meet the
requirements of Section 740, and also allow for early crediting of activities that are readily reversible.
For activities that are readily reversible, the Secretary may set an alternative earlicr date to begin crediting
offsets, not carlier than January 1, 2001. In determining whether to set an alternative date, the Secretary
will need to determine that setting such an alternative date may produce an environmental benefit by
removing an incentive to cease and then reinitiate activities that began prior to January 1, 2009. The goal
of this provision is to improve the environmental performance of the offset provision by removing
incentives to reduce cxisting carbon stocks. Reversible activities include measures that sequester carbon
in soils and plants. Under the provisions, readily reversible activities are not required to be registered
under a regulatory or voluntary registry.

The intent of the Administration is to support forward-looking energy legislation that spurs U.S.
development of advanced, clean energy technologies to reduce our dependence on oil, strengthen our
energy and national security, create millions of new jobs all across America , and help prevent the worst
s ¥ of cli hange. Key underlying issues to balance include: attempting to treat all
farmers consistently and fairly; ensuring that early adopters are not put at a disadvantage relative to their
neighbors and other farmers; and ensuring that overall environmental objectives are met.




114

Senator Mike Crapo

1. In your testimony, you stated that, "USDA periodically produces a focused report on the

greenh gas emissions and carbon sequestration in the agriculture and forestry sectors, drawing

on and consistent with the Official US Inventory prepared by EPA." As you may know, new EPA
timates of the potential for agricultural soil sequestration are significantly lower than EPA 2005

estimates. EPA's 2005 study estimated a carbon mitigation potential of about 150-200 million

metric tons (MMT) C02 equivalent per year for agriculture seil carbon activities, but EPA's 2009
timates range instead from 0 to 20 MMT C02 equivalent. Does USDA’s data reflect this change?

Response: Estimates of agricultural soil carbon sequestration as reported in the US Greenhouse Gas
Inventory prepared by EPA have not changed significantly and are entirely consistent with the values
reported in USDA’s periodic inventory of greenhouse gas emissions and sinks in the agriculture and
forestry sectors. These estimates are prepared by Colorado State University using the CENTURY model
in combination with the Tier 2 methodologies established by the Intergovernmental Panel on Climate
Change.

The values referred to in your question come from various economic analyses released by EPA of the
future potential for additional carbon sequestration in agricultural soils if a greenhouse gas reduction cap
is put into place. The EPA 2005 study “Greenhouse Gas Mitigation Potential In U.S. Forestry and
Agriculture” concluded 62-168 million metric tons of CO2e per year increase in agricultural soil carbon
was possible under carbon values of $1-815/ton. A more recent analysis of S. 3036, introduced in the
110" Congress, using the same mode] but with important updated input assumptions showed net increases
in agricultural soil carbon to be significantly lower, on the range of 0-20 million tons of CO2e per year.

These differences have generated a number of questions. One of most important updates which
contributed significantly to differences between results in the 2005 report and recent analyses
was inclusion of recent policies and measures that impact land use, including the projected
volume of biofuels outlined in the new renewable fuels standards (EISA/RFS2). Incorporating
these policies into the model along with the other FASOM updates outlined above changed the
resulting marginal abatement cost (MAC) curves used to estimate GHG offsets from the U.S.
forest and agricultural sectors. Also, USDA has reviewed both analyses and determined that in part the
differences are due to greater volumes of land being shifted out of food crop production for biomass
energy and tree planting. While farmers are adopting practices to sequester additional carbon on working
cropland, the total amount of carbon stored on cropland only rises slightly or declines in EPA’s policy
scenarios. USDA provided comments to EPA that were reflected in the analysis released by EPA on June
23, 2009. In their revised analysis, EPA noted the following:

+ Because of how it is handled in the model, agricultural soil sequestration does not show significant
supply at the aggregate level. However, detailed FASOM output indicates a 50 percent increase in the
percent of cropland using conservation-tillage and no-till by 2020 in response to a $15/ton CO2
incentive payment. Because overall land area in crops declines due to afforestation, the modeling
indicates a net decrease in total agricultural soil carbon storage as carbon is transferred from the
agricultural soils pool to the afforestation carbon pool. This in effect masks the true offset potential of
soil carbon sequestration on agricultural lands, which is substantial and a likely source of offset
revenues for farmers.

We are continuing to work with EPA to improve the analysis of greenhouse gas offsets from the forestry
and agricultural sectors.
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2, Could you talk a little bit more about USDA's expertise in creating and implementing the first
and only set of comprehensive farm-scale methods for estimating greenhouse gas sources and sinks
from agriculture and forestry?

Response: In 2003, the Department of Energy requested technical support from USDA in preparing
revised greenhouse gas reporting guidelines for use in the National Voluntary Greenhouse Gas Reporting
Registry administered by DOE under Section 1605(b) of the 1992 Energy Policy Act. USDA prepared
technical methods, modeling tools, and supporting documentation for all greenhouse gas sources and
sinks in the agriculture and forestry sectors. These guidelines enable farmers and land owners to estimate,
report, and register greenhouse gas reductions and carbon sequestration. USDA worked closely with the
Department of Energy, EPA and other federal agencies and institutions in their preparation and release.

The revised guidelines include “state-of-the-science” guidance and tools for estimating emissions from
agricultural, forestry, and conservation activities important for carbon sequestration efforts, as well as
from other sources of greenhouse gases. Other provisions encourage participation in the program by
small emitters of greenhouse gases, such as farmers and small businesses.

The guidelines offer farmers and ranchers an on-line tool for carbon calculation called COMET-VR
which provides a simple and reliable method for estimating soil carbon sequestration. The technical
guidelines for forests include a series of detailed carbon stock default tables with guidance on applying
the tables for inventory purposes, direct measurement protocols, and guidance on the use of models.

Actions that farmers and landowners can consider reporting include using no-till agriculture, installing an
anaerobic digester, improving nutrient management, and managing forestland. The program provides
opportunities for agriculture and forestry to partner with industry, in developing actions to reduce
greenhouse gases by allowing them to document benefits of actions.

For more information on visit:  http://www.usda.gov/oce/plobal_change/ge reporting.htm

Looking forward, we envision a process to continue to broaden and refine the guidelines. We plan to
engage the public and the technical experts at every step to ensure that the most recent information is
included and that there is high confidence in the emissions reductions produced through agricultural and
forestry offsets.

In general, we are contemplating developing methods that are stand-alone and will be designed to: 1)
quantify the emissions and sinks associated with specific source-categories; 2) quantify emission
reductions and carbon scquestration from conservation and land management practices and technologies;
3) support the development of entity and farm-scale greenhouse gas inventories; 4) develop prototype
reporting systems and 5) ensure compatibility with any new federal incentive-based or offset-based
greenhouse gas reduction system to the extent possible.

The products will initially be made available for use in public and private registries and reporting
systems. The products will also be used by the Department in assessing the performance of conservation
and renewable energy programs. Finally, the guidelines and tools will be prepared to facilitate their
adoption and use in a federal regulatory greenhouse gas offsets market.

3. Can you describe to the best of your ability, what the proper role of USDA is in the
administration of the offsets program from agriculture and forestry?

Response: | defer on addressing directly the question of a proper role for USDA in the administration of
a greenhouse gas offset program. The issue of what is proper is best left to Congress, working with the
Administration.
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From a technical standpoint, USDA has the capacity to administer a high quality, efficient, robust, and
effective greenhouse gas offset program for agriculture and forest lands. Any GHG offsets system will
require a set of five major elements. These include:

¢ Research;

e Rule and Method Development;

e Program Implementation;

¢ Qutreach and Education; and

¢ Observation, Analyses, and Assessment

USDA has capabilities in all of these areas. USDA maintains a robust research program that is
identifying the practices and technologies that generate greenhouse gas benefits. Our ongoing research
provides a basis for establishing consistent metrics for quantifying emissions and sequestration, USDA
has expertise in administering conservation and commodity programs that reach hundreds of thousands of
producers and land owners. We maintain extension and technical assistance capabilities to provide
support in the implementation of conservation practices. We also maintain the critical observation
systems that are already supporting the Government’s efforts to quantify greenhouse gas emissions and
carbon storage at national scales.

USDA also recognizes that successful impl tation of a carbon offsets program will require substantial
regulatory work, including emissions tracking, compliance assistance, and enforcement activities to
ensure that the full extent of atmospheric reductions are realized. USDA must work in full collaboration
with other federal agencies, particularly EPA, in this important endeavor. EPA and USDA are aware
of the work needed to move forward with offsets and other policies for the agriculture sector, and
are currently working in these areas. We believe we can work together seamlessly to implement
a robust offsets program of the highest quality.

4. Do you feel that the changes made in the American Clean Energy and Security Act by Chairman
Peterson were adequate to ensure that USDA has an appropriate role to play in the administration
of offsets?

Response: The provisions added to the American Clean Energy and Security Act by House Agriculture
Committee Chairman Colin Peterson directs USDA to administer the greenhouse gas offsets program for
agriculture and forestry. I defer on addressing directly the question whether this is the appropriate role for
USDA . [This issue is best left to Congress to address, working with the Administration.]

5. The Waxman-Markey legislation provides for a total of 2 billion offsets, 1 billion domestic and 1
billion international. It also allows for international offsets totaling 1.5 billion if 1 billion of
domestic offsets is unavailable. According to available USDA data, can U.S, farms and forests
provide 1 billion offsets?

Response: Most analyses of domestic agriculture and forestry offsets conducted to date find less than 1
billion tons of GHG offsets per year for relevant CO2e/ton prices. According to the core scenario of
EPA’s June 2009 HR 2454 analysis, the annual limit on domestic offsets is never reached. While the
Jimits on the usage of international offsets (accounting for the extra international offsets allowed when the
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domestic limit is not met) are not reached, the usage of international offsets averages over | billion tCOse
each year.

6. Early actors are a key issue, especially for many forest owners in my state who have been
managing their land well, sequestering carbon for generations, Many have talked about the nced
for "additionality” in the context of the cap and trade system where a landowner would not be
eligible for offsets credits if they are already undertaking the carbon sequestration activity. How do
we adequately ensure that there isn't an incentive for these owners to stop doing good things, which
might ultimately result in a loss of our nation's climate mitigation capacity?

Response: The United States has historically rewarded innovation and risk taking. While USDA does
not wish to prejudge policy and ultimately Congress will need to decide this issue, there are a number of
issues that will need to be balanced, including the need to treat all farmers consistently and fairly;
ensuring that early adopters are not put at a disadvantage relative to their neighbors and other farmers;
and ensuring that overall environmental objectives are met.

The House included provisions in HR 2454 to address early adopters. Section 740 gives the EPA
Administrator the responsibility for administering early offset supply for offset projects initiated after
January 1, 2001. Early actions are eligible if they are issued under a regulatory or voluntary greenhouse
gas emission offset program that the Administrator determines meet a set of six criteria.

Section 504 (a)}(2)(B) outlines additionality requirements to be used by the Secretary of Agriculture for
agricultural and forestry offsets. These provisions include early crediting for activities that meet the
requirements of Section 740, and also allow for early crediting of activities that are readily reversible.
For activities that are readily reversible, the Secretary may set an alternative earlier date to begin crediting
offsets, not earlier than January 1, 2001. In determining whether to set an alternative date, the Secretary
will need to determine that setting such an alternative date may produce an environmental benefit by
removing an incentive to cease and then reinitiate activities that began prior to January 1, 2009, The goal
of this provision is to improve the environmental performance of the offset provision by removing
incentives to reduce existing carbon stocks. Reversible activities include measures that sequester carbon
in soils and plants. Under the provisions, readily reversible activities are not required to be registered
under a regulatory or voluntary registry.

7. The House-passed climate bill contains a set aside of roughly $600 million over 4 years for
"supplemental agriculture and renewable energy incentives®. Since agriculture and forestry
together make up a large portion of the potential emissions reductions that we could generate in the
U.S., do you see this program applying to private forests in the U.S. and are there any clarifications
you would recommend to improve this program?

Response: There are a number of greenhouse gas mitigation actions that for one reason or another may
not qualify for offsets under a regulatory cap and trade system. The methods for estimating emissions and
reductions from some actions may have high uncertainties or may not be available. Some actions may not
qualify if there are questions about additionality or leakage. Finally, actions on State and Federal lands
could provide significant greenhouse gas reductions but will not likely be eligible for offset credits, A
well designed set aside program could ensure that incentives exist to support these types of actions.

There are a number of important considerations and competing priorities for the limited number of
allowances available. The Administration has stated that auctioning off the allowances is a preference.
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Senator BOXER. Thank you very much.

I see we have been joined by Senator Gillibrand of New York. We
welcome her, and you have 3 minutes to make an opening state-
ment.

OPENING STATEMENT OF HON. KIRSTEN GILLIBRAND,
U.S. SENATOR FROM THE STATE OF NEW YORK

Senator GILLIBRAND. Thank you, Madam Chairwoman.

I just want to thank you for calling this hearing. I am very ap-
preciative.

I want to thank our witnesses.

I serve on the Environment and Public Works Committee, but I
also serve on the Agriculture Committee. And so I thought this
hearing was particularly of importance to see how our farmers, our
original green economy, can be part of the energy solutions that we
are talking about.

We have so many opportunities in New York in the agricultural
sector and in the energy market sector, and there is a large area
of confluence that I hope that we can take advantage of. I think
some of your testimony on the cap-and-trade policy and how we can
play a role in offsets is going to be very important. I also am very
excited about opportunities for secondary revenue streams for our
farmers through cellulosic ethanol, other biofuels, methane digest-
ers. There are a lot of opportunities for growth in that sector be-
cause of alternative energy.

I also am interested in the role of forestry. I think that New
York, one doesn’t typically think of forests, but actually more than
62 percent of the State is forested. We have the Adirondacks and
the Catskill Mountains. We have forestry all through western New
York as well. The State’s forest industry employs more than 60,000
New Yorkers and contributes nearly $4.6 billion to our economy
every year.

So as we move toward climate change legislation, I hope that we
will also look at the roles that forests also provide. I know that
there are technologies that are very interesting, particularly in cel-
lulosic ethanol production using wood pulp not used in paper-mak-
ing. So I want to make sure that we look at those when we define
what alternative crops can be, not to exclude inadvertently forests,
which don’t have necessarily the same characteristics of a crop.

So I look forward to this testimony. I am very grateful for your
time and attention. And I am very grateful to the Chairman and
the Ranking Member for their interest.

Senator BOXER. Senator, thank you very much for coming over.
And I know we will continue to work one on one on some of your
concerns about New York’s agriculture and how they can benefit
from our climate change efforts.

And so now we are going to turn to our next witness, Fred
Krupp, President of the Environmental Defense Fund. And I think
it is important to know that the organization has been partici-
pating in on the ground carbon offsets projects since the mid-1990s.
So we really welcome you here.
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STATEMENT OF FRED KRUPP, PRESIDENT, ENVIRONMENTAL
DEFENSE FUND

Mr. KrupPP. Thank you, Chairman Boxer and members of the
committee. Thank you for inviting me to speak to you today.

I am honored to appear before you as you begin your work on
this historic piece of legislation.

I would like to begin my remarks by making one point. Environ-
mental Defense Fund believes that an effective climate solution
must include agricultural offsets. American farmers, foresters and
landowners can provide creditable emissions reductions while earn-
ing a new income stream, and we must give them that opportunity.

Smart policies in this area, together with policies designed to re-
duce emissions from international deforestation and forest degrada-
tion, will provide substantial environmental benefits and tremen-
dous cost savings for U.S. companies operating under an emissions
cap.

Now, my written testimony is quite detailed and the time for
your right now is short. So I would like to impress this upon you:
I know the topic of carbon offsets can be controversial, and advo-
cates all around have strong feelings about various aspects of the
program. But as we move forward, we cannot lose sight of the fact
that we all have an enormous stake in achieving a strong and suc-
cessful offsets program.

The environmental reasons for this are obvious. But it should be
equally obvious that the core elements of the offset program are
critical benchmarks for the market that will ultimately put a price,
a monetary value, on these tons, and a strong offset program
means better returns for the landowners that participate in it.

EDF has long advocated the use of offsets in a carbon cap-and-
trade system as a cost-effective means for regulated companies to
meet their compliance obligations. Cost-effective compliance options
like high-quality offsets will help get us where we need to go with
respect to the atmosphere.

Now, turning to the House bill, ACES, it embraces this point of
view, relying on offsets as a key cost containment strategy. It al-
lows banking of offsets credits, which increase opportunities for
companies to build up reserves of low-cost compliance options that
can buffer against higher or volatile allowance prices in the future.

The bill also has very generous offset limits, which can be in-
creased overall or shifted between international and domestic sup-
plies depending on need. Separately from the offsets program, the
ACES bill allows unlimited compliance use of allowances from com-
parably capped trading systems in other countries.

These aren’t just important cost management devices. These are
vital. EPA’s analysis of the ACES bill concluded that allowing do-
mestic offsets to trade one for one, rather than five to four, as was
the case in the original draft of the bill, lowers allowance prices by
about 7 percent each year. International offsets are also crucial.
EPA analysis shows that by eliminating international offsets, the
cost would increase by about 89 percent.

Additionally, EDF’s own modeling shows that the introduction of
offset credits for reduced deforestation lowers allowance prices by
an estimated 22 percent based on the cost estimates used in the
EPA analysis. The potential price reductions grow to more than 40
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percent of the program and include all sources of international for-
est carbon and are not limited to deforestation reductions.

Now, I am not going to tell you the ACES bill is perfect. In fact,
I don’t think anyone at this table would say so. In my written testi-
mony, I have outlined some important areas for the committee to
consider to improve, with respect to the role of science in the pro-
gram, credit for past activities, accountability at the oversight
agency, and the use of reductions in tropical deforestation. I hope
we can cover some of this ground during the Q and A.

In conclusion, I just want to restate that all of us—farmers,
ranchers, landowners, emitting companies and the average cit-
izen—have a stake in establishing a good, science-based offsets pro-
gram. Carbon offsets must represent real, measurable, verifiable
benefits to the atmosphere, and the program itself must stand up
to public scrutiny. If the program isn’t considered credible, all of
our efforts in this process will be for naught, and we very well may
push the atmosphere past the point of recovery. We cannot afford
to fail in this area.

Thank you for this opportunity to speak today.

[The prepared statement of Mr. Krupp follows:]
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Introduction

I am honored to be here with you today as this Committee discusses the economic opportunities
for agriculture, forestry communities, and others in reducing global warming pollution.

Chairman Boxer, members of the Committee, Environmental Defense Fund thinks that an
effective climate solution must include US agricultural offsets. We favor allowing American
farmers, foresters, and landowners the opportunity to provide creditable emissions reductions
while earning a new income stream. Policies designed to reduce emissions from deforestation
and degradation can address nearly 20 percent of global greenhouse gases while providing
tremendous cost savings for US companies under an emissions cap.

My testimony today will outline: 1) the general reasons for EDF's support for science based
offsets, 2) principles that provide the integrity needed for offsets to flourish and achieve
maximum benefit, 3) opportunities to improve the ACES offset provisions, 4) further
elaboration on how offsets provide environmental benefit, 5) the ability to engage other countries
through programs to reduce emissions from deforestation and degradation, and 6) the role of
offsets in reducing costs and creating jobs.

1. EDF Supports Agricultural and Forest Opportunities

With the right incentives, farms, forests and other unregulated sources can offer an immediate
opportunity to reduce emissions domestically and internationally, and they have the potential to
substantially shrink companies’ costs of complying with a cap-and-trade program without
compromising the integrity of a firm emissions cap. Smart policies can broadly engage farmers,
ranchers, and foresters, as well as key major-emitting developing countries, in providing solutions
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and sharing in the economic opportunities of the transition to a low-carbon economy. Well-
designed agricultural and forestry activities can also provide substantial additional environmental
benefits that are felt well beyond our atmosphere.

We speak from experience. Environmental Defense Fund engaged in its first terrestrial carbon
sequestration demonstration project in the mid 1990s, with a study on sequestration in Russian
forests. We helped broker the first publicly disclosed demonstration transaction, between the
Pacific Northwest Direct Seed Association and Entergy, in 2002. We have participated in
programs around the nation to develop protocols and methodologies to grant credit for
agricultural offset projects. We have worked to establish and evaluate pilot projects. And we
have talked to farmers. We have learned from farmers and foresters and understand, to achieve
their goals, policies and programs have to provide environmental integrity — and be practical to
implement.

We have supported agricultural and forestry practices because the atmosphere is in a crisis, and
we cannot afford to cast aside any legitimate, environmentally beneficial approach to reducing
the rate at which our climate is warming. Reductions from uncapped sectors, including
agriculture and forestry must be harnessed if we are to resolve the climate problem.

EDF has always taken a strong position in this area because we see the opportunities: we have
the on-the-ground experience to know that carbon offsets can be done well, with high integrity
and transparency, delivering needed atmospheric benefits at low cost. We know we can construct
a system under which science and a competitive market, not lobbying, determines the winners,
and under which sound policy creates clear incentives for strong environmental performance.

2. A Sound Offsets Program—Three Principles

We all have a stake in achicving high standards of integrity for agricultural and forestry offsets.
Farmers and land owners have a strong stake in demonstrating that a voluntary agricultural
offsets program can secure verifiable greenhouse gas reductions while providing a steady flow of
income for farmers, ranchers and land managers,  Companies relying on flexibility mechanisms
for compliance have a strong stake in demonstrating that offsets are fungible with on-site
emissions reductions. And the millions of Americans at risk from a changing climate have a
strong stake in receiving the full climate security protections promised.

A sound offsets program need not be terribly complex; indeed, just a few key elements are
necessary for success in this arca:

1. Science is a key element of integrity. It's no secret that, when countless industries,
landowners, trade groups, and even nations seek to sell offset credits, some will be of
good quality, and some will not. That’s why it's critical that decisions about program
structure—especially which activities are cligible and how they are accounted for~be
science-based, and periodically amended as new information and research informs the

field.
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2. Program rules must ensure integrity. Detailed technical rules and protocols for the program
will be necessary. The watchwords here are “real, surplus, verifiable, and permanent.”
The emissions reductions behind an offset credit must be real, additional to what would
have otherwise occurred, verifiable, and if not literally permanent, they must at least be
verified to exist during the time they are in use, and replaced at the contract’s end.'

3. The program must be practical. The program has to be science-based, and it has to be
accountable to providing real benefits. But rules and procedures supporting those two
principles also have to be designed with the landowner and project developer in mind to
ensure that transactions costs do not scrve as a deterrent to beneficial projects.

3. ACES ~ Opportunities for Improvement

EDF has been and still is a strong supporter of the America’s Climate and Energy Security Act.
The House of Representatives has put together comprehensive legislation that addresses the
issue of climate change in a serious and thoughtful manner. But opportunities for improvement
remain ~ including for the design and implementation of the offsets program.

The core elements of the offsets program are critical confidence-builders for the market that will
ultimately place a monetary value on these emission reduction activities. Buyers must have an
extremely high degree of confidence in the atmospheric benefits of offsets activities and the
integrity of the program behind them. It is the landowners who will feel the financial loss and
the industries that need these tons who will face higher compliance costs when they feel obliged
to turn to other emissions reduction options.

The following list includes some of the key areas that must be improved, with respect to the
principles articulated above, if the offsets market is to fulfill its potential. [ elaborate a little on
each item following the list. EDF is committed to working with Members, agencies, farmers,
foresters and landowners, and other interests to ensure the establishment of a sound and practical
offsets program.

| Permanenes is an important attribute for aff creditable emissions reductions activities. However. in agricultural and forest seetor sequestration
activitics, the attribute of permancney needs to be detined and implemented m a manner that is practical and recognizes how real world projects

will be man;

od. Some activiues that reduce oF avord emissions - reducing methane emissions from animal opetations. for example-da et

present permanence challenges because the atmospheric benetit they create in any one vear can’t be “reversed” by subsequent events In the case

of gctivities i

uestration projects. however, additional protocols are appropriate. hecause atmospheric benefits created oday can be reversed
tomorrow.In effect, this essentially involves establishing a system ot carbon “leasing,” wherein a project’s henefits are valid for compliancye
purposes onty during the term of the contract. At the contract’s conclusion, it is either renewed. or the eredits are cancelled or replaced by the
buverfemitter with reductions from another source. Lither way, the atmospheric benefits are maintived. This concept of “carbon leasing” {also
sometimes described as “temporary crediting”™) is 1 practical way of addressing the issuc of permanenee in relevant project types. because it
allows @ stream of projects. even if they are indwvidually reversible, 1 be wsed to create a permanent benefit to the atmosphere. We were pleased

10 see gt retlected in Title V of ACES
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*  An independent scientific advisory board is essential to help secure program integrity and
to help expert agencies adapt quickly as new information is learned

* Expert agencies — informed by science — should determine the practices eligible to earn
offset credit

= In order to provide benefit to the atmosphere the timing of offset activities must be
related to the timeframe of the emissions they offset

*  While programs to promote early action are important ~ care should be taken to ensure
that only high quality practices are credited

* Regardless of which agency the Congress determines should have regulatory
responsibility for the offsets program, provisions are necessary to provide adequate
transparency and accountability.

An independent scientific advisory board is essential to help secure program integrity and to belp expert
agencies adapt quickly as new information is learned.

In prior versions of the House bill, rulemaking agencies would have received, and (absent good
reasons) had to use, guidance from a panel of independent scientists and other experts. This
guidance covered 2 wide range of methodological issues ranging from allowable project types to
guidelines for determination of additionality. The idea was to ensure that agency decisions were
informed by the best science available and to provide flexibility for more timely modifications as
science and data on program performance progresses. In the area of forest and agriculture
activities, though, this board has now been replaced by a more standard advisory board in section
531. While it is required to include members “qualified by education, training, and experience to
evaluate scientific and technical information ...” there is no requirement for any specitic
credentials, scientific or otherwise, nor are there conflict of interest provisions. While Section
531 does require the Board to provide its guidance to the Secretary of Agriculture within 6
months of enactment, there is no requirement that the guidance be heeded and the guidance
described does not include one of the most critical areas originally envisioned for it: the
determination of eligible project types.

Expert Agencics — informed by science - should determine the practices eligible to carn offset credit.

The House bill appears to codify an extensive list of project types, which is described as the
minimum set of activities eligible for credit under the offsets program. In section 503 the
Secretary of Agriculture is allowed to add to the list, but there is no cxpress provision for deleting
project types from the list, even if they are ever found to undermine the intent of the legistation.
Though it’s certain that scientific research and practical experience will teach us a lot more about
these areas in the coming years, it might literally take an act of Congress to keep the project list
current with the science as the program matures. As described above though ~ it appears that an
independent scientific advisory board has no role here. Regardless of the merits of the project
list with respect to the information we have today in 2009, new research and experience will
inevitably inform the public’s understanding of the value of these various activities. To ensure
public and market confidence, the program has to be able to adapt to emerging science.
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In order to provide benefit to the atmosphere the timing of offset activities must be velated to the
timeframe of the emissions they offset.

The most basic requirement of an offset credit is that it effectively neutralizes — “offsets” — an
emission from a regulated source, like a coal-fired power plant. Under sections 504 and 507 of
ACES, though, activities that began up to 11 years before the program starts in 2012 are eligible
to earn offset credits. In other words, pollution created in 2012 can be considered neutralized by
someone continuing to do in 2012 exactly what they were doing in 2001, 2002, 2003, 2004,
2005, 2006, 2007, 2008, 2009, 2010, and/or 2011. This does not provide new protections for
the atmosphere.

EDF supports early action, and in fact sections 740 and 795 of ACES already provide a large
reward for early actors: no less than 1% of allowance value will be given to entities that can
demonstrate that they reduced emissions (or sequestered extra carbon) in the years leading up to
enactment. Crucially, those allowances will be retired — not sold to entities that need allowances
in the future ~ thus preserving the environmental integrity of the bill. But treating conduct that
has preexisted for up to 11 years as “additional” — that is, as a genuine way to neutralize future
emissions — doesn’t help us toward our future emissions goals .

While programs to promote carly action are important — care should be taken to ensure that only high
quality practices are credited.

Section 740 describes “carly action” programs that are eligible to provide offset credits for the
early years of the program. The language generally describes State and voluntary programs that
have met standards for transparency and public input, but it also allows “other programs” that
can meet these same standards. But there are no provisions to ensure that “other programs”
provide high quality offsets that meet the well-accepted standards of “real, surplus, verifiable, and
permanent.”

The section 740 provision is problematic on its own, but a cross-reference to Title V, Section
504 makes the problem much more serious. Section 504 defines the key concept of
“additionality,” or how we know that an offset credit is making a real difference for the
atmosphere. It requires that eligible agriculture and forestry offset projects be commenced after
2009 (again, to ensure that the benefits are not pre-existing), but then exemnpts from that
requirement any credits generated through a program authorized under section 740. Taken
together, sections 504 and 740 provide a clear pathway for entities to be paid, from 2012
forward, for activitics that are not additional (because they have already been in place for up to a
decade or more) and that may be of questionable value in any case, due to tax accounting
standards.

Regardless of which agency the Congress determines should have regulatory responsibility for the offsets
program, provisions are necessary to provide adequate transparency and accountability.

A significant issue of controversy as the House finalized ACES was which agency, EPA or
USDA should have the regulatory responsibility for managing the offset program. In the end,
ACES creates two offset programs, one in Title II, administered by the EPA, and the other in
Tide V, administered by the USDA.
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This debate has to some degree overshadowed the many important roles {that are not regulatory
in nature) that USDA needs to play to ensure that farmers, foresters, and landowners are
prepared to participate in a robust offsets market. These include providing USDA science
expertise on quantification and other methodologies, establishing demonstration projects for a
wide variety of practices in regions around the country, and providing technical assistance to
landowners including assistance determining potential financial yield of projects. USDA will also
be eritical in providing the data on land use and agricultural practices that are needed to develop
offset protocols and monitor and evaluate program performance.

[f USDA is to have regulatory roles and responsibilities, additional provisions are necessary to
provide adequate transparency and accountability. The offsets program administered by the
Secretary of Agriculture as set out in Title V of H.R. 2454 does not have the transparency and
accountability protections that are necessary. It does not even incorporate the conforming
accountability protections that are included in the greenhouse gas emission reduction and the
offset program carried out by the Administrator of EPA.

For example, the offsets program carried out by the Administrator of EPA authorizes decisions,
rooted in science, to add or remove eligible project types from consideration as offsets.  See
H.R. 2454 §311 adding §733 to the Clean Air Act. By comparison, the Secretary of
Agriculture may only add cligible project types but may not remove items from the list, in
response to science.  See H.R. 2454 §503(c). The Secretary, like the Administrator, must have
the authority to take corrective actions anchored in science, whichever direction they point.

Further, the offsets program carried out by the Administrator of EPA commands transparency.
In issuing offset credits, the Administrator is directed to publicly disclose both her determination
about the quantity of greenhouse gases that have been reduced by the offset project and the
verification report on which the determination is based.  See H.R. 2454 §311 adding §737 to
the Clean Air Act.  In contrast, the Secretary bears no duty to disclose his determination about
the certification of offscts, the quantity reduced or the underlying verification report.  See FLR.
2454 §507(a). The Secretary, like the Administrator, must be directed to make public his
certification of greenhouse gas emissions that have been reduced by an offset project and to
disclose the basis for that deciston.

Further, the offsets program carried out by the Administrator of EPA is built on a firm
foundation of public accountability. The EPA offsets program, like most other major elements
of the greenhouse gas emissions reduction program under HL.R. 2454, is interwoven within the
fabric of the nation’s clean air law through a series of judicious conforming amendments.  For
example, the Administrator has strong information-gathering authorities to assess compliance
with the law. See H.R. 2454 §337(c) {conforming with Clean Air Act §114). Where non-
compliance is revealed, the Administrator may take action that restores compliance and may seek
penalties to deter future non-compliance through the application of long-standing federal
enforcement authorities.  See FL.R. 2454 §337(a) (conforming with Clean Air Act §113).
Citizens that are adversely impacted may take action to address non-compliance, as they have for

6



127

four decades under our nation’s time-tested clean air laws. See H.R. 2454 §337(d) (conforming
with Clean Air Act §304).

The law governing EPA’s actions generally ensures that the Administrator’s regulatory decisions
are transparent and accountable.  EPA’s decisions are plainly subject to public notice and
opportunity for public comment, and EPA must disclose the basis for its action in a publicly
accessible docket.  H.R. 2454 expressly subjects EPA’s regulatory actions to the rigorous
rulemaking procedures adopted as part of major administrative reforms in the 1977 Clean Air
Act Amendments. See H.R. 2454 §337(e}(3) (conforming with Clean Air Act §307(d)). And,
like all other final agency decisions under the nation’s clean air laws, the Administrator’s actions
related to greenhouse gases and emissions offsets are subject to judicial review in a prescribed
timeframe and in a specific venue that is designed to ensure policy stability for all stakeholders.

See H.R. 2454 §§336, 337(e)(2) (conforming with Clean Air Act §307(b)).”

To ensure public confidence in the value of offsets, agriculture and forestry offsets should not be
held to a lesser standard of accountability. More is needed to guarantee the accountability that is
the hallmark of rigorous policy-making. Congress needs to include the following essential
elements in the offsets provisions:

¢ Authority, anchored in science, to add and remove listed offset types in response to
new information;

»  Full public disclosure of offset certification decisions and the underlying verification
reports;

* Information-gathering authorities similar to section 114 of the Clean Air Act;

s Federal and citizen enforcement to restore compliance and deter future non-
compliance similar to sections 113 and 304 of the Clean Air Act; and

»  Robust public rulemaking procedures and judicial review provisions similar to section

307 of the Clean Air Act.

Improvements we must achieve

Twas glad to be asked to testify today because [ would like to make it absolutely clear that a
sound offsets program 15 achievable, and indeed essential, if we are to meet the emissions levels
and timing set forth in this legislation. The offsets market must work, for 4 number of reasons:
if quality concerns cloud the program, the environment will suffer, regulated industries will face

” The greenhouse gas provisions administered by EPA are conformed to the Clean Air Act’s long-standing judicial
review provisions. Section 307(b) of the Clean Air Act. 42 U.S.C. §7607(b), provides that EPA’s national policy
actions are subject to judicial review only in the U.S. Court of Appeals for the District of Columbia and establishes a
statute of limitations. Petitions for judicial review must be filed within 60 days from the date the notice of EPA’s
action appears in the Federal Register. Intended to promote “even and consistent national application” of EPAs
implementing regulations and protect “the integrity of the time sequences provided throughout the Act,” S. Rep. No.
91-1196 at 40-41 (1970), section 307(b) of the Act describes the exclusive means of judicial review of Clean Air
Act regulations. See /larrison v. PPG Indusiries. Inc., 436 U.S. 578 (1980); idwmno Wrecking Co. v. United Staies,
434 US. 275 (1978).



128

significantly higher costs, and landowners will be deprived of a significant financial opportunity.
Conversely, the environment, buyers, and sellers will all benefit substantially from a sound offsets
program.

4. Offsets Provide Environmental Benefits

Offsets generated through climate-friendly farming and forestry practices have multiple benefits,
including benefits to ecosystems as well as the climate. They may either reduce emissions of the
greenhouse gases (primarily carbon dioxide, as well as methane, nitrous oxide, and others) that
cause climate change, or actually remove such gases from the atmosphere (because plants take up
carbon from the atmosphere as they grow and store some portion of what they take up,
“sequestering” this carbon in biomass and soils). In agriculture, farmers are adopting a wide
variety of innovative practices that enhance uptake and reduce emissions of carbon dioxide or
other greenhouse gases, such as no-till and ridge tll planting, growing trees along stream banks,
precision application of fertilizer, and cover crop choice. Livestock and dairy producers are also
changing animal feed rations to reduce methane emissions and capping manure lagoons to
capture methane and use it in place of fossil fuels.

In the domestic forestry sector, opportunities to increase carbon sequestration can include
atforestation (planting trees on lands previously used for other purposes, such as agriculture),
reforestation (replanting trees on recently forested lands where trees would not naturally
regenerate, such as after fire in parts of the West,), and avoided deforestation (for example,
reducing the footprint of new development and thus reducing the amount of forest cut down).
In addition, changes in timber management practices that may increase carbon sequestration
include changes in fertilization practices, improved fire and pest management, modified
harvesting practices to reduce carbon losses, and increasing the amount of wood/fiber produced
per unit of land.

Our nation's grazing lands also ofter many opportunities to increase carbon stocks through
Innovative management, including improved grazing practices and rangeland restoration. All of
these activities on our croplands, forests, and rangelands, which collectively comprise the vast
majority our national land base, offer the potential to reduce GHG emissions or te remove
carbon from the atmosphere, while also furthering important other agricultural and
environmental objectives such as protection of wildlife habitat, water quality, soil conservation,
and protecting open space and working landscapes.

Judicious use of carbon offsets provides the potential to address aspects of our carbon footprint
that are impractical or impossible to capture through a nationwide cap. The EPA estimates that
ACES would cover about 85% of national emissions by 2016. Of the remaining 15%, emissions
from agricultural sources account for more than a third (around 6% of total emissions).
Emissions from landfills and petroleum and natural gas process losses are the most significant
sources of the final 9%.

Domestic agricultural and forest lands provide an opportunity not only to reduce their own
emissions but to augment the other side of the carbon ledger—our “carbon sink.” In this country,
the net effect of all land use activities {including forestry and agriculture) is to annually remove
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around 1.1 billion tons of CO, equivalent,” which equals 15% of the nation’s gross annual
emissions. There is potential to further increase the size of this sink ~ and to ensure that it does
not decline in the future. In fact, a report by the Congressional Budget Oftice (CBO) indicates
that the U.S. could, in theory, roughly double this annual carbon-capturing effect through
enhanced agricultural and forestry sequestration.”

By driving changes in land use and land management practices, markets for offsets can create
substantial public benefits in addition to climate change mitigation. Creating powerful new
incentives for landowners to improve forests and manage agricultural land to conserve soils and
increase the efficiency with which they use fertilizer would reduce the amount of non-point
source pollution entering our waterways — one of the most difficult sources to control with
regulation. Research suggests that the “co-benefits” associated with incentives for carbon
sequestration would include increased wildlife habitat, better soil erosion protection, and
improved water quality in streams and rivers. A domestic market for offsets would increase the
incentives for conservation and sustainable management practices, as long as appropriate
safeguards were in place. Federal and state conservation programs already provide mechanisms
for delivering these services, but incentives for offsets could complement and possibly leverage
the impact of these initiatives. These programs are crucial tools in our country’s investment in
preserving endangered species, reducing the chemical loading that contributes to the Gulf of
Mexico “dead zone,” retaining the vital productivity of our nation’s soils, and maintaining the
health of ecosystems we depend upon.

5. Engaging Developing Countries in Meaningful Action

U.S. action to reduce our GHG emissions is absolutely essential. However, as we all know, US
action by itself will not solve the problem. We must find ways to engage other major-emitting
nations and enjoin them in efforts to curb emissions. This must be the case for both developed
and developing nations. One of the most effective levers we have to engage major-emitting
developing nations is through conditional access to our carbon market. Linking our carbon
market with other nations can be a win-win situation for everybody: 1) Major-emitting
developing nations can begin to help shoulder some of the responsibility for reducing global
GHG emissions; 2) the U.S. can significantly reduce the overall cost of our domestic climate
program; and 3) developing nations can use the carbon markets and the sale of offset credits to
finance their investments in low-carbon technology, using money from the private sector to do
so. We should only grant other nations access to our carbon market for activities that can satisfy
the principles outlined at the beginning of my testimony. The U.S. should not grant access to
the U.S. carbon market for international offset credits that do not meer these principles.

'U.S. Environmental Protection Agency. 2009, Inventory of U.S. Greenhouse Gas Emissions and Sinks: 1990-2007.
i (el n . While carbon dioxide (CO2) is the most

common heat-trapping gas, several other gases have heat-trapping properties of varying potency. For example,

methane is about 25 times as powerful as CO2, while nitrous oxide (N20) is about 298 rimes as powerful. CO2-

muivaicms essentially allow conversion into a single metric for easier comparison.

" The Congressional Budget Office. 2007. The Potential  for Carbon Sequestration in the United States. Pub. No.

2931, CBO The Congress of the United States.
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The ACES provisions on international offsets are a significant step in the right direction. The
provisions reward major-emitting developing nations such as China and India with access to our
carbon market only if they adopt absolute emissions frameworks against which their performance
is measured. And the provisions allow for offset projects outside of such frameworks only from
the world’s poorest countries which make virtually no contribution to global emissions.

In addition, ACES allows for offset crediting for Reducing Emissions from Deforestation and
Degradation (REDD). Deforestation and other land use changes accounts for about 15% of
annual global emissions. For Indonesia and Brazil, emissions from deforestation comprise nearly
three-fourths of their total emissions. Because of their forest sector emissions, Indonesia and
Brazil are the third and fourth largest global emitters of greenhouse gases, after China and the
U.S. The U.S. carbon market can provide the financial incentives needed to bring Brazil and
Indonesia to the table and adopt programs to prevent deforestation. This will not only provide
tremendous reductions in global greenhouse gas emissions, but will also greatly lower costs of the
domestic cap-and-trade program.

An important aside - the term “offset” is often used loosely to mean anything that is not part of
our domestic cap. In particular, when talking about “international offsets,” little attention is paid
to whether the emission reduction was generated from a capped or uncapped sector in that other
nation. We define a capped sector as one that requires absolute reductions below a defined
reference level, while an uncapped sector can generate offsets credits by making reductions below
a future business-as-usual projection. Itis critically important to distinguish between 1) a true
offset, namely an emission reduction that occurs in an unregulated sector of the economy, and 2)
reductions in sectors with established absolute emissions limits. This second situation is simply
national-level emissions trading between two nations that have both undertaken emission
reduction commitments. In the context of developing countries where there are many low-cost
opportunities for emissions reductions, linking our market to capped sectors that represent a
substantial fraction of that nations emissions, be they electricity, or the forest sector, provides
remendous additional environmental benefit and cost-containment opportunities. We
recommend including a clarifying change to ACES that for nations that adopt national REDD
programs {i.e. mandatory, domestically enforceable limits on emissions), reductions from such
programs should enter the U.S. market on the same footing as programs like the EU-ETS, and
not through the offset provisions in the bill.

6. Agriculeural and Forestry Programs Cut Costs and Create Jobs

Costs

EDF has long advocated use of offsets in a cap-and-trade system as a cost-effective means for
regulated companies to meet their compliance obligations. We believe that the more affordable
we can make reductions, the more ambitious we can be in establishing a truly protective climate
goal. Offsets broaden the set of available options for complying with the requirements of climate
policy by allowing companies greater flexibility to make GHG reductions wherever they are
cheapest across the economic and physical landscape. With appropriate rules to ensure the
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integrity of the reductions, offsets can dramatically lower the costs of complying with any
emissions reduction target.

The potential to “bank” allowances and/or offset credits for use in future periods further increases
the cost-containment and risk management benefits of offsets. Together with the flexibility of
banking, the availability of low-cost offsets not only reduces compliance costs in the current year,
but also increases opportunities for companies to build up reserves of cheaper compliance options
that provide a form of insurance, buffering against higher allowance prices or more volatile
allowance prices during future periods.

ACES allows companies to meet their compliance obligation by using a national total of up to 2
billion tons per year of credits from domestic and international “offsets,” including a maximum of
1 billion tons from domestic agricultural and forest carbon sequestration. The bill also allows
companies to use up to 1 billion tons per year of international offset credits, with the possibility
of increasing this limit up to 1.5 billion in the case that use of domestic offsets is expected to be
less than 0.9 billion tons. These credits include credits from international activities outside of a
national cap-and-trade program, and include credits from activities to reduce emissions from
tropical deforestation and, possibly, forest degradation. While international offsets will trade on
a one-for-one basis with emissions reductions in the covered sectors through 2016, starting in
2017 emitters must tender 5 international tons of offsets for every 4 tons of U.S. compliance,
while domestic offsets continue to trade on a one-for-one basis. The bill also allows for the 2
billion ton annual limit on total offset use to be increased or decreased based on a
recommendation of the President to Congress. Separately, the ACES bill allows unlimited
cornpliance use of allowances from comparably capped trading systerns in other countries.

ACESA contains several cost-containment provisions, including (i) domestic and international
offset credits; (i) output-based rebates to compensate energy-intensive trade-exposed
manufacturing sectors; (iii) unlimited banking; (iv) unlimited year-ahead borrowing (effectively a
two-year compliance period); (v) firm-level borrowing from one to five years in the future, at 8%
annual interest {prepaid at the time of borrowing) up to a maximum of 15% of any one year’s
compliance obligation; {vi) a minimum reserve price of $10/ton for the regular allowance
auctions; and (vii) a strategic allowance reserve. The reserve is initally stocked with allowances
that would be initially withheld from the cap and made available at auction if allowance prices
exceed 160% of their three-year average. The auction proceeds are used to buy international
offset credits from reduced deforestation to help refill the original size of the reserve.

These are important cost management tools. The EPA’s analysis of the ACES bill that came
out of committee considered ten different scenarios for meeting the bill's greenhouse gas
reduction targets ~ embodying different assumptions about the future availability and cost of
nuclear power, as well as energy efficiency provisions, output-based rebates, and the ability of
firms to use international offset credits for compliance.” The report concludes that the use of
offsets, and international offsets in particular, can dramatically reduce the cost of the program.

*1U.S. Environmental Protection Agency, Office of /\tmosphem Programs, “The EPA Analysis of the American
Clean Energy and Security Act of 2009 ~ FL.R.2454 in 111" Congress.” June 23, 2009. Available at:
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EPA found that allowing domestic offsets to trade on a one-for-one, rather than on a five-for-
four basis (as was the case in the original draft of the bill), lowers allowance prices by about 7% in
each year." Relative to a benchmark policy scenario representing the bill as passed out of
committee, the EPA found that maintaining the bill's domestic offsets provisions but
eliminating international offsets increases forecasted prices by an estimated 89%. This has a
greater impact on the allowance price than any of the other modeled scenarios, and this finding
is robust to alternative assumptions about the availability of international credits over the first ten
years. The EPA also found that the provision allowing the international offset limit to increase
if the domestic offset limit is not used up lowers the projected allowance price by 11%.
Moreover, EPA finds that the ability to use international offsets increases by about two-thirds
the cumulative “bank” of excess allowances built up through 2030. This also allows the United
States to accelerate the reductions in the bill, while reducing overall costs and providing
regulated companies with a buffer against higher allowance prices in the future.

Separate economic modeling, in which EDF participated, indicates that the international forest
carbon provisions play a eritical role in building the allowance bank and reducing the costs of a
US policy similar to ACES. The introduction of offset credits for reduced deforestation lowers
allowance prices by an estimated 22% based on the cost estimates used in the EPA analysis.”
The potential price reductions grow to more than 40% if the program includes all sources of
international forest carbon, not limited to deforestation reductions. These analyses suggest
ACES already contains a powerful suite of cost-containment measures to reduce costs
throughout the program, and the bill also provides mechanisms for allowing more offsets into
the system if needed.

Jobs

By providing financial rewards for new uses of America’s vast rural lands, a carefully-designed
offset program will generate new economic opportunities — and new jobs. A project to capture
(and potentially to use as fuel) the methane that is currently emitted by a dairy or hog farm, for
example, will require skilled workers to design and build the necessary equipment and to operate
and maintain the equipment once installed. Planting of new forests on land currently used for
other purposes will likewise require trained workers. And the crucially important task of
ensuring the quality of offsets will call on the talents of another set of trained and skilled workers.
The vast majority of these jobs will need to be done by workers in the U.S. Building a methane
capture facility on a North Carolina hog farm, for example, cannot be outsourced to workers in
another country.

hetp://www.epa.gov/climatechange/economics/economicanalyses.html

" U.S. Environmental Protection Agency, Office of Atmospheric Programs, “The EPA Preliminary g\nalysis of the
Waxman-Markey Discussion Draft - The American Clean Energy and Security Act of 2009 in 1117 Congress,”
April 20, 2009. ;\vailablc an http://'www,cpmgov/dimatcchange/economics/eccm;miczm:xly s.hrml

" Murray, Brian C., Ruben Lubowski, and Brent Sohngen. June 2009. Including International Forest Cardon
Incentives in Climate Policy: Understanding the Economics. Duke Nicholas Instirute for Environmental Policy
Solutions. NIR 09-03. Available at: http:f’/wwwnichol&s.(iukt‘.cdu/lnsritute/ibrest'carbon,htmL
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An offset program will also provide major new opportunities for entrepreneurship. Because there
will be money to be made by finding new and better ways to sequester carbon, and to reduce
carbon emissions from uncapped sectors, a well-designed offset program will stimulate technical
research and business innovation in America’s rural economies.

7. Condusion

I will just restate what I said earlier... all of us, the farmer, rancher, landowner, emitting
company and average citizen - have a stake in establishing a sound, science-based offsets
program. Carbon offsets must represent real, measurable, verifiable benefits to the atmosphere.
If they don’t, all of our efforts in this process will be for naught, and we very well may push the
atmosphere past a point of recovery. We cannot afford to fail in this area. Thank you for the
opportunity to speak to you today.

Heloiioh

Environmental Defense is a leading national nonprofit organization representing more than
500,000 members. Since 1967, we have linked science, economics and law to create innovative,
equitable and cost-cffective solutions to society’s most urgent environmental problems.
Environmental Defense is dedicated to protectin g the environmental rights of all people,
including future generations. Among these rights are clean air, clean water, healthy food and
Sflourishing ecosystems. We are guided by scientific evaluation of environmental prablems, and
the solutions we advocate will be based on science, even when if leads in unfamiliar directions.
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Environment and Public Works Committee Hearing

July 14, 2009

Follow-Up Questions for Written Submission

Questions from—
Senator Benjamin L. Cardin

It’s been noted that the most destructive greenhouse gas emissions from the
agriculture sector is occurring in developing countries like Brazil and Indonesia
where deforestation and agricultural conversion lead to high carbon emissions. [
think it is important to make this distinction between US agriculture and that in
developing countries. As my colleagues repeatedly note, US action on greenhouse
gas reductions would have litle impact without action from the rest of the world.
That is why I would support legislative provisions to establish international
carbon sequestration offsets to protect vitally important forests around the world.
Yet, I think domestic offsets for forest and food growers will be important to the
viability of our domestic agricudtural industry in a carbon constrained economy.

What recommendations would you make in order to strike the necessary balance
benween international offsets that maximize global carbon sequestration and
domestic offsets 10 keep America’s farmers competitive in the new economy?

Wisely crafied climate legislation provides Congress with a rare opportunity to help
multiple stakeholders at the same time. By setting science-based emission-reduction
goals, Congress can spare all Americans the enormous costs of unchecked climate
change. By adopting a flexible, cap-and-trade framework that permits the use of both
international forest credits and offsets from U.S. farms and forests, Congress can
dramatically undercut the financial drivers of deforestation worldwide and also provide
domestic landowners with an additional income stream for the important ecosystem
services they provide. And, of course, the more flexible the program is for regulated
entities here in America to comply with, the lower the costs will be for everyone.

If Congress heeds the call of scientists around the world and establishes strong emission-
reduction targets, there will be plenty of opportunity for international forest credits and
domestic offsets both to be part of the solution. For example, the House legislation
would require emissions cuts of 17 percent below 2005 levels by 2020 and more than 80
percent by the year 2050. Regulated entities, taken together, could use up to 2 billion
offset credits in any year — 1 billion from domestic sources and 1 billion from
international sources, providing a tremendous opportunity for domestic agriculture and
international forest protection.
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The bill contains additional mechanisms to further advance the protection of international
forests. Under the bill, if in any year the EPA determines that domestic offsets would not
likely to be available in sufficient supply to reach the legislative limit, then more
international offsets could be used. In later years, the bill would discount international
offsets, requiring five tons of greenhouse gases to be reduced or sequestered to generate
four credits. The bill would also set aside some revenue from the auction of emission
allowances to provide additional forest protections and help build the capacity of less-
developed tropical-forested nations to participate in the global carbon market.

Of course, the bill would also provide additional benefiis for domestic agriculture. It
would set aside other revenues from the allowance auction to help farmers quickly take
advantage of the emerging carbon market by producing offset credits. The creation of a
robust offsets market in which many American farmers will choose to participate will
spur additional economic growth in rural areas and will strengthen U.S. agriculture. The
economic analysis by the U.S. Department of Agriculture issued July 22, 2009, cites
estimates that the sale of offsets could produce annual net returns to farmers of $1-2
billion per year from 2012-18, rising to $20 billion per year in 2050, and predicts that this
new revenue stream will make agricuiture a net winner under climate legisiation.
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Senator Amy Klebuchar

Mr. Krupp, in regards to an international greenhouse gas emissions offsets
program, how can we verify such offsets meet stringent standards for efficacy? If
a company were 1o purchase an offset o prevent deforestation in Brazil, how can
we ensure a different forest in Brazil won't be cut down instead?

The situation you describe -~ in which the demand for forest products or forested land
from one area of a nation’s forest “leaks” to another, unprotected area of forest and

results in it being cut -- must be accounted for if the incentives to protect forests that a
carbon market can provide is to result in net benefits. The House legislation would
address leakage by awarding offset credits to tropical forested nations only on the basis of
net reductions. Only reductions in deforestation from a national baseline could be
credited. Under the House bill, the situation you describe would result in no credits being
awarded.
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Senator James M. Inhofe

1. Do you believe no-till or reduced 1illage practices are an effective tool for
sequestering carbon? Can you explain the use of chemicals in no-till farming?
What happens 10 years later if a farmer decides to revert back to conventional
tillage, are all of the sequestration benefits lost?

Offset credits should be real, additional, verifiable, enforceable and permanent if they are
to be environmentally effective. But even activities like the kind you suggest that
increase sequestration of carbon in soils or forests, though inherently temporary, can still
produce permanent benefits for the environment.

When considering the crediting of temporary activities several steps must be taken.

First, the contract length must be long enough that changes in sequestration can be
measured with sufficient accuracy. Second, if sequestered greenhouse pases are released
during the life of the contract a mechanism must be established to ensure their
replacement, for example by requiring sellers or buyers to establish a physical or
financial set-aside or by requiring them to purchase private insurance. Third, the credits
must be valid for use only for the term of the contract; afier the contract period they must
expire.

Regulated entities that used a temporary offset for compliance could renew the contract
for another term, purchase other offset credits or allowances for retirement, or reduce
emissions. This kind of “offset renting” can thus provide a flexible way to benefit
regulated entitics and farmers alike by increasing the options for both under a cap and
trade system.

1 have stated previously that no-till offers carbon benefits, and 1 strongly believe that it is
an environmentally beneficial practice. While no-till has been associated with the
increased use of herbicides to control weeds, farmers are increasingly finding ways to
apply chemicals more precisely and are adopting other innovative approaches to reducing
chemical use without sacrificing yields. The establishment of a robust, voluntary
agricultural offsets market will only accelerate innovation by ensuring that
environmentally beneficial changes in the management of their farms make economic
sense for many more farmers.

2. Youstate that any offset program must provide real benefits. As you may know,
Climatologist Chip Knappenberger predicis that under ACES, the global
temperature would be lowered by 0.1 degree Celsius by 2100. Do you consider
this to be a real environmental benefit?

In your testimony you discuss the need for the U.S. 1o be a leader in engaging
developing countries in fighting climate change. Do you feel that a program that
cuts global temperatures by 1/10 of one degree demonstrates the ability of the
United States 10 be a leader on this issue, or encourages other couniries to fotlow
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our lead, especially when analyzing the economic risks and impact this legislation
may have on the domestic economy?

Global warming is a global problem to which the United States has been the largest
historical contributor. So far, most of the developed world has committed to cutting
emissions but the United States. But U.S. action is critical if the world is to convince
large, rapidly developing nations like China to do its part. In the past, the U.S. leadership
has produced successful global agreements to tackle other global threats, like that posed
by the emissions of CFCs, which were destroying the world’s protective ozone layer. We
do not measure the success of those efforts by the amount by which the U.S. alone has
reduced its emissions, but by the impact of our leadership in shaping global policy and
the collective decrease in emissions that has been the result,

Just as the United States benefitted from a global agreement to reduce CFCs, it will
benefit from an agreement to reduce greenhouse gas emissions. The pressure to phase
out CFCs led to the development and deployment of numerous new technologies. A cap
on carbon will unleash tremendous amounts of innovation that will propel America to the
forefront of the coming low-carbon economy.

3. While you say that the provisions in ACES reward major- emitting developing
nations such as China and India with access 1o our carbon market only if they
adoept their own emissions framework it also punishes them if they don't, by
imposing a border tariff on nations that have not adopted a climate change
program. The World Trade Organization will undoubtedly challenge this action,
and India is already planning on filing « WTO challenge should this become law.
Do you feel that enacting 1rade repercussions makes the United States look like a
leader on this issue? What is your view on the possible international trade batile
this could provoke, should the United States take these actions?

It is important for any U.S. legislation that caps our emissions of global warming
pollution to contain incentives for other nations to do their share to tackle this global
problem. And it is appropriate that such legislation also contain mechanisms to prevent
emissions leakage — the migration of high emitting activities like steel and cement
manufacturing, for example, to nations with less stringent regulations — in the meantime,
to ensure emissions aren’t simply shified from one part of the planet to another. Border
measure provisions can be an important way to do both, and they are being considered by
other nations, not just the United States. Indeed, the World Trade Organization itself,
together with the United Nations Environment Program, noted in a recent report on trade
and climate change policy that “{c]Jconcerns about competitiveness and carbon leakage,
particularly in relation t0 energy-intensive industries, have recently come to the forefront
of climate change discussions, triggered by the consideration and implementation of
emissions trading schemes in several developed countries.” (Trade and Climate Change.,
WTO, 2009) The report further notes that debate in the academic literature on trade law
has been “prolific on the extent to which GATT and WTO rules would apply to border
measures.” Given the lack of any consensus about how existing trade law or even which
provisions of trade law should apply, and the fact that WTO trade disputes are highly
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fact-specific to a particular measure and how it gets applied in practice, any assertions at
this time regarding possible trade conflicts would be highly speculative, at best.

4. In your testimony you discuss the jobs in the agriculture industry that will be
generated by things like planting new forests and building a methane capture
Jacility on a North Carolina hog farm. However, according to the Energy
Information Administration, when the price of gasoline and diesel oil increases,
as it is predicted 1o under Waxman-Markey, for every dime that is added to the
price of fuel, U.S agriculture sustains a loss of over 3400 million dollars, a loss
which clearly does not facilitate job growth. Additionally. in a study done by the
National Black Chamber of Commerce. a cap and trade program would cause
agriculture employment to decline by 59,000 workers, and contribute 1o the loss
of over 2.78 million American jobs by 2030. Clearly you se¢ that your prediction
of job growth is quite different from other studies. How do you explain this?

The report you cite was prepared for the National Black Chamber of Commerce by
Charles River Associates (CRA) (“Impact on the Economy of the American Clean
Energy and Security Act of 2009 (H.R.2454)"). CRA uses a model that is not peer-
reviewed and consistently estimates economic impacts that are much higher than those of
any other model.

In comparison, the Energy Information Administration (E1A), which provides energy
statistics for the Department of Energy (DOE), the Congressional Budget Office (CBO)
and the Environmental Protection Agency (EPA) have all published their own analysis of
the American Clean Energy and Security Act. Taken together, these studies represent the
most credible and objective analyses available of the economic impacts of this
legislation.

Although their analytical approach differs, they all agree on the basic results:

o The U.S. economy will grow strongly under the proposed legislation; and
o Costs for the average American family, taking into account increased
energy and gasoline prices, are small and affordable.

Looking specifically at gasoline prices, although they would rise, the effect is tiny. In the
year 2020, the EIA and EPA forecast that gasoline prices will be only 14 to 20 cents per
gallon higher than they would be without any policy. On average, that’s less than 3 cents
per gallon per year relative to the no-policy case. That’s an imperceplible change,
especially compared with the large swings in gasoline prices we have seen in recent years
- sometimes as large as a dollar over the course of a few months.

In terms of unemployment, the effects these studies of the bill find are much smaller than
CRA’s estimates, The EIA predicts that by the year 2020, total employment in the U.S.
will be 12.1% higher than it is today if Congress were 10 pass H.R. 2454. In 2030 it will
be 17.8% higher. While CRA’s grossly exaggerated job loss figures weigh inat 2.7
million, EIA projects modest losses of only 0.1% relative to the bascline (which amounts
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to about 188,000 in 2020 and 782,000 in 2030) — and this is without taking into account
the technological innovation that would be spurred due to the bill and therefore vastly
underestimates the accompanying creation of green jobs. EIA also finds that by the year
2020, the U.S. unemployment rate will be 36.1% lower than it is today if Congress passes
H.R. 2454, By the year 2030, the unemployment rate will be 33.3% lower.

HR 2454 creates abundant opportunities for U.S. agriculture in the form of bicenergy
production incentives and offsets. The creation of a robust offsets market in which many
American farmers will choose to participate will spur additional economic growth in rural
areas and will strengthen U.S. agriculture. The economic analysis by the U.S.
Department of Agriculture issued July 22, 2009, cites estimates that the sale of offsets
could produce annual net returns to farmers of $1-2 billion per year from 2012-18, rising
to $20 billion per year in 2050, and predicts that this new revenue stream will make
agriculture a net winner under climate legislation,

Of course, it’s critical to point out that none of these figures consider the benefits to
farmers of avoiding the catastrophic consequences of climate change, which have
enormous implications for farmers, ranchers, and forest landowners since their
livelihoods are so directly connected with weather and climate.

3. While you support ACES, partly due to the agriculture jobs it will create, over 46
national and state agriculture associations publicly oppose this bill. Clearly, one
would have to assume all of these agriculture groups could not possibly oppose a
bill thar would actually create jobs in their own industry. Do you feel that every
one of these associations is incorrect in their opposition to the bill and their
predictions of the damage that will be done 1o their own industry under this
legislation?

Federal climate legislation will create jobs in both rural and urban communities. As |
mentioned in my testimony before the Committee on August 6, 2009, Duke University
studies demonstrate how a cap on carbon will be a powerful economic driver over the
next few decades. Behind every low-carbon solution is a long supply chain that will
spawn new jobs in mining, component manufacturing, final product manufacturing,
design, engineering, construction, marketing, and sales.

Again, as noted above, the creation of a robust offsets market in which many American
farmers will choose to participate will spur additional economic growth in rural arcas and
will strengthen U.S. agriculture. The economic analysis by the U.S. Department of
Agriculture issued July 22, 2009, cites estimates that the sale of offsets could produce
annual net returns to farmers of $1-2 billion per year from 2012-18, rising to $20 billion
per year in 2050, and predicts that this new revenue stream will make agriculture a net
winner under climate legislation.

6. Domestic offset credits can provide a vital form of cost containment in a cap and
trade system. But wouldn't you agree that placing arbitrary restrictions on offset
credits would unnecessarily limit a cap and trade program’s ability to reduce
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compliance costs, likely resulting in inflated allowance prices? Wouldn'l it be fair
fo say that eliminating such unnecessary restrictions would sirengthen a
program’s ability to contain compliance costs in a way that would not decrease
overall emission reductions?

Domestic offset credits can indeed provide a vital form of cost containment in a cap and
trade system. For example, the EPA predicts that in a scenario without any intemational
offsets, the allowance price would be 89% higher than under the provisions of the House
legislation, HR 2454.

The bill restricts the total number of allowances (domestic and international combined) to
2 billion tons annually, specifying that at first, no more than | billion domestic offsets
can be used and no more than 1 billion international offsets can be used. EPA’s analysis
of HR 2454 suggests that the total quantity of offsets (domestic and international
combined) may fall slightly short of the 2 billion total offset limit. This suggests that
raising the 2 billion limit would not necessarily result in significantly greater cost
savings.

7. It is my understanding that allowing broader use of offsets will rot affect a
climate change program's overall cap on emissions or its ability to reduce
emissions. To the contrary, isn't it true that a broader use of offseis will create
incentives to develop new technologies, products, and processes that reduce
emissions, thereby achieving emissions targets at a substantially lower cost and
with greater incentives for innovation?

Yes, compared to a climate change program that did not permit the use of any offset
credits, allowing the broader use of offsets will result in lower costs and create more
opportunities for low-carbon innovations in more sectors of the economy, while not
affecting the overall reductions in emissions that the program achieves.

8. As you're probably aware, some recent climate change proposals have sought to
set limitations on how many offset credits an individual source can use for
compliance purposes. Wouldn't you agree that such g limitation undermines the
market’s ability to identify the most efficient and cost-effective emission
reductions? Moreover, wouldn't the unrestricted use of offsets allow project
developers access 1o the full market and ail of its participants?

Firm level limits on the use of offset credits for compliance purposes, as has been
proposed in House-passed climate legislation, is simply one way to administer the overall
limit off the use of offsets, which, in the House bill, is 2 billion tons per year. 1f they
operate in an economically rational manner, entities regulated under the climate proposal
would still experience market forces much as they would if offsets were unlimited: they
will evaluate their own internal ability to reduce emissions. If they discover opportunities
1o make reductions themselves more cheaply than they can purchase allowances or offset
credits on the market, they will reduce their own emissions.
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But if it is less expensive 1o purchase offsets or allowances, regulated entities will
purchase them, and they could purchase offset credits up to their individual limit for
offsets so long as those were cheaper, which would be good for offset project developers,
so long as they can meet the standards for quality established in law and regulation.

9. It is my understanding that any new cap and trade program without a concrele
list of eligible offset projects creates uncertainty in existing carbon markets that
could disrupt ongoing efforts to mitigate climate change and discourage
invesiment in new offset projects. Wouldn't you agree that any cap and trade
program should include a nonexhaustive list of project types that will be eligible
Jor offset credits, such as a list of projects that already are well-established and
have proven track records for delivering real, permanent, verifiable, and
additional emission reductions?

The most important way to avoid the kind of disruptions in the market that you express
concern about is to avoid including a concrete list of eligible offset projects in legislation.
Instead, Congress should direct the agency implementing an offsets program to quickly
identify and approve categories of offset projects for which the most robust methods are
already available for ensuring that offsets are of high quality. Congress should further
direct the implementing agency to prioritize rulemakings for those categories of offset
projects that are the most proven.

Congress should also direct the implementing agency to rely on the advice of experts
with training and experience in quantifying and crediting offset (and who do not have a
conflict of interest). The methods for quantifying and crediting offset projects are
technical, complex, and highly specific to the type of offset project being credited. Many
of the offset protocols already developed have served voluntary markets with lower
standards for quality than will likely be necessary in the Federal compliance market that a
cap and trade bill would create. Congress should delegate such decisions invelving
highly technical and subject-specific issues to those agencies with the most expertise.

Indeed, it would cause far greater disruption if Congress raised false hopes in the market
by deeming a category of offsets eligible today, only to discover tomorrow that little
methodology exists that is robust enough to ensure that offset credits are of sufficiently
high quality. Far better for Congress to ensure that the implementing agency gets the
rules right from the beginning.

10. There has been a substantial amount of invesiment in voluntary carbon markets
prior to 2009, much of which has been done by "early movers." It seems fo me
that these early movers should be given some sort of recagnition for their efforts.
Wouldn't you agree that this would be the equituble thing to do? As such,
shouldn't any climate change program recognize emissions reductions achieved
by eligible offsets prior io the establishment of any climate change program?
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Providing credit for carly action is an important tool. The federal climate change
program should recognize, encourage, and provide credit for real and verifiable
reductions of GHG emissions resulting from actions taken by entities prior to the
enactment of federal legislation, including actions to comply with state and regional
GHG cap-and-trade programs. Credit for early action should be awarded from within a
set-aside of allowances created specifically for the purpose of rewarding early action.
Congress should ensure that there is an adequate set aside of allowances under the cap for
crediting real and verifiable early action reductions. Congress should direct the
implementing agency to make use of what will be a limited setaside for this purpose with
the need to provide meaningful awards for qualifying early actions. Congress should
require applicants for credit for early action to provide evidence adequate to demonsirate
the reductions are real and verifiable and are voluntarily undertaken as part of a GHG
reduction or energy efficiency effort.
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Senator Mike Crapo

I understand that internationally, forest carbon offsets serve the multi-faceted
purpose of greenhouse gas reduction, lowering the cost of compliance in the U.S,,
and ensuring land remains forested. However, a tree will only remain standing
Jor as long as the value of offsets surpasses that of cutting it down for agricultural
production or other purposes. Taking Brazil for example, how long will it be
before that happens?

The current economic drivers of deforestation vary by country. In some countries, the
drivers are soy bean production, cattle raising, other agricultural commodities like corn,
sugar cane and cassava, charcoal production and commercial logging. Many of these
activities involve high production costs that translate into relatively low net profits per
acre, making them attractive investments only at a large-scale. Low per-acre net profits
means that protecting forests through the carbon market can, at fairly low carbon prices
like those projected by EPA, fundamentally shift the economics of deforestation in favor
of forest protection.

in Brazil, for example, forest protection can be more profitable than soy and cattle, even
at emissions allowance prices of less than $10 a ton. Recent research indicates that up to
94% of Amazon deforestation could be stopped at allowance prices of as low as $5 per
ton. In Bolivia, where soybean is the number one driver of deforestation, a 2004 study
concluded that a carbon price of less than $5 in 2005, rising to less than $10 by 2012,
would make forest conservation more profitable than forest destruction in that country.
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Senator BOXER. Thank you very much.

And our last witness is the minority witness, the American Farm
Bureau Federation.

Sir, we welcome you. Mr. Stallman, Bob Stallman.

STATEMENT OF BOB STALLMAN, PRESIDENT, AMERICAN
FARM BUREAU FEDERATION

Mr. STALLMAN. Thank you, Madam Chair, members of the com-
mittee. I am here today representing the American Farm Bureau
Federation.

How you deal with the issue before you is critical to farmers and
ranchers. There is no question it will affect our bottom line. Under
our best estimates of the legislation passed by the House using
EPA assumptions, it will take $5 billion out of farmers’ pockets.
Using the same rosy EPA scenario, but imposing the 2050 costs as
if they occurred in 2012 gives a reduction in farm income of $13
billion. Most likely, the reality would be worse.

So we care a great deal about what legislation you approve and
what the agricultural offsets will be. With that in mind, I would
like to respectfully challenge all members of the committee to ask
a few questions. Your answers will tell you a lot about what kind
of bill that you produce.

No. 1, what do we want to accomplish? If we really want to
change what the world’s climate will be in 40 or 100 years, then
the House-passed bill is not the answer. I believe Administrator
Jackson said as much last week when she testified before this com-
mittee.

Two, do we want to keep U.S. products competitive internation-
ally while living up to our WTO obligations? If so, then the House
bill is not the answer. It could spur trade retaliation and promote
leakage of carbon emissions. And with that leakage, you will see
economic activity and jobs leaving our country.

Three, is this about energy independence for America? Again, the
House-passed bill doesn’t measure up. It spells out what we can’t
do. It doesn’t really say how we will make up for lost energy
sources. The best way to have an honest productive debate is for
everyone to lay their cards on the table. If we do, one thing be-
comes pretty clear: this debate isn’t about the climate. It is about
fossil fuels. Everyone knows it, so let’s deal with that reality.

If the proponents honestly want to revamp our energy so the use
of fossil fuels is minimized, then they have an obligation to tell us
their alternative. Arbitrary percentages about efficiencies, man-
dates for emissions limitations, promotion of international offsets
are simply roundabout ways of saying that they don’t have an en-
ergy plan. While emission caps will be written into law, the market
and power generation structures implied in EPA’s current analysis
are just a set of assumptions.

From an agricultural perspective, there are several changes we
believe must be incorporated in the bill. One, the legislation must,
at a minimum, include the provisions negotiated by Chairman Pe-
terson of the House Ag Committee. We are encouraged by state-
ments of Senator Harkin that say he wants to do that and will seek
to strengthen them. Even with such changes, you need to remem-
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ber not all agricultural producers will be able to avail themselves
of offsets.

Two, other nations must be a part of the solution, or U.S. com-
petitiveness will be sacrificed and climate reduction goals will fail
to be achieved. Absent global commitments, we will be engaging in
the economic equivalent of unilateral disarmament.

And three, Congress must not create a hole in America’s energy
supply. If fossil fuels are taken out, something else must be sub-
stituted. We must plug the hole created by the bill or run the risk
of congressionally mandated shortages that will create spikes in en-
ergy prices. The agricultural sector, in particular, is poorly
equipped to absorb or pass on such costs.

It is very reasonable to estimate that costs that we currently
project to occur in 2030 or 2040 might well shift forward to 2015
or 2020. Acreage shifts might be more drastic than envisioned, and
they could well involve greater shifts from crop acres to forestry as
well as acreage currently dedicated to forage production shifting
into forestry.

And once again, some agricultural producers will never benefit
from the legislation under any scenario, yet these same producers
will incur the increased fuel, fertilizer and energy costs that their
counterparts do.

We are very open to the idea of including an off ramp in the leg-
islation. Such an approach could kick in due to job loss, a lack of
an international agreement, an inability to sufficiently commer-
cialize renewable technologies, or a lack of alternative energy
sources. Without some mechanism to protect agriculture, we are
greatly concerned about the potential adverse impacts on farmers
and ranchers.

Some say agriculture will benefit. If EPA has their way, we will
only be allowed to plant trees. Any other benefits will depend to
a large degree on where the producer is located, what he or she
grows, and how his or her business model can take advantage of
any provisions in the legislation.

Not every dairy farmer can afford to capture methane. It is a
capital-intensive endeavor. Not every farmer lives in a region
where wind turbines are an option. Not every farmer can take ad-
vantage of no-till. Not every farmer has the land to set aside to
plant trees. Yet every farmer has production costs to meet.

Nearly all of us rely on fertilizer and we all drive tractors. We
all use energy in our production. We know our costs will rise, and
frankly we are very concerned about the impact of this legislation
on our livelihood. And I urge the committee to consider these fac-
tors as you take up legislation.

Thank you again for the invitation to testify, and I look forward
to questions.

[The prepared statement of Mr. Stallman follows:]
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My name is Bob Stallman. I am President of the American Farm Bureau Federation and a rice
and cattle producer from Columbus, Texas. Farm Bureau is the nation’s largest general farm
organization, representing producers of every commodity. in every state of the nation as well as
Puerto Rico. with over 6 million member families. I appreciate the invitation to address the
committee this morning on an issue that has generated tremendous debate within our
organization.

As we have Jooked at this issue, we have tried to stay grounded in facts, and as someone once
said. facts are stubborn things. We also believe very strongly that this issue. like others, ought to
be grounded in sound science.

What do the facts and the science tell us about climate change?

Number one. data seems clearly to indicate an identifiable warming trend. The data also shows
that carbon dioxide concentrations in the atmosphere are increasing and that man-made
emissions have increased for a number of decades.

But those aren’t the only facts. and they don’t tell the whole story. We also know. for instance.
that the climate models that have gotten so much attention did not predict the cooling that has
occurred over the last decade. We know that there have been times in the earth’s history when
carbon concentrations in the atmosphere were greater. when temperatures have been cooler or
warmer — in short. there are any number of variables that probably affect the earth’s climate in
ways that we simply don’t know. We know that reputable scientists have raised questions about
the computer models that are being used.

There are three other salient facts that affect Farm Bureau's thinking on this matter.
1. The legislation that passed the House of Representatives will have virtaally no impact on

the earth’s temperature in the vear 2030, [ believe Administrator Lisa Jackson indicated
as much in her testimony earlier before this committee.

2. The legislation that passed the House will have enormous economic consequences for our
country and the agricultural sector.
3. Unless other countries. such as China and India. adopt similar emissions restrictions, the

United States. if it adopts this legislation. will be embarking on a fool's errand at great
cost to our economy and our children and grandchildren.

At the outset, we must acknowledge that unitateral cap-and-trade legislation will have little or no
impact on the climate. That is because greenhouse gas (GHG) emissions are clobal; to the
degree they are an issue that demands attention. they require a global response. A ton of GHG
emitied in China is the same as a ton of GHG emitted in Virginia. Regulating emissions in
Virginia without regulating emissions in China will have lttle or no effect on the environment.
Most experts agree that if the House legislation worked exactly as planned. it would not lower

%)
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temperatures by more than a few tenths of a degree by 2030". Most experts agree that the
United States cannot solve this problem alone. EPA Administrator Jackson, in testimony before
this committee last week and in response 1o a question on a chart showing the climate impacts,
replied, “I believe that essential parts of the chart are that the U.S. action alone will not impact
COs levels.”

We all support leadership by the United States. But don't forget one thing: leadership only
occurs when people are following vou. If they're not. then it's the economic equivalent of
unilateral disarmament. Leadership does not require the creation of inflexible restrictions on our
economy with the hope — which so far seems largely unfounded — that major emitters in the rest
of the world will follow. The House bill would actually restrict our negotiating exibility and
leverage with the rest of the world. It is absolutely imperative that other countries. such as China
and India. bear their fair share of the burden.

Agriculture producers rely on forcign markets as sources for their products. Similarly, the
international marketplace relies to a large extent on us to produce the food and fiber necessary to
feed and clothe the world. The United States exported more than $100 billion of agricultural
products in 2007 and only the global recession pulled us off that number in 2008.

The increased fuel. fertilizer and energy costs that will result from H.R. 2454 will greatly impact
the relationship of American producers with the rest of the world. U.S. agriculture is an energv-
intensive industry that relies to a Jarge extent on international markers.

These increased input costs will put our farmers and ranchers at a competitive disadvantage with
producers in other countries that do not have similar GHG restrictions. Any loss of international
markets or resulting loss of production in the United States will encourage production overseas
in countries where production methods may be less efficient than in the United States.

The production of food and fiber in the United States is important both to the U.S. and to the
world and must ensure that our producers are not put at a competitive disadvantage.

The provision adopted by in the House. which effectively imposes a border tariff on nations that
have not adopted limits on carbon emissions. does not solve the problem - it compounds it.
There is a growing amount of discussion on the issue among trade experts. but it will almost
certainly be challenged in the World Trade Organization (WTO). India in fact has already said
that if it becomes law, it will file a WTO challenge. It would be exceedingly difficult to enforce,
and it does not enjoy the support of the administration. Other trade measures in the bill
{allowances for manufacturers impacted by international competition. cash rebates. etc.) are also
at best murky when viewed against the whole set of wrade rules.

Absent a carefully constructed global agreement that includes developed and developing
economies alike. no amount of punitive domestic regulation will either affect global climate or
prevent severe repercussions for the U.S. economy.

' See Chip Knappenberger, "Climate Impacts of Waxman-Markey {the IPCC-Based Arithmetic of No Gain),”
MasterResource, May 6, 2009, at : ' (June 30, 2009).
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A true solution must include every nation. As an example, Least Developed Countries (L.DCs)
emit 20 percent of global carbon dioxide vet under Waxman/Markey., they are excluded from
having to take action. Though they are struggling cconomies. simply excluding them ignores
their emissions and does nothing to assist them in resolving emissions concerns. Instead, it
provides incentives not to change and gives them free reign to export carbon-heavy products to
the United States at a significant competitive advantage. If this is truly a global problem then we
must have buy-in from all nations if we are to tind a solution. However, global buy-in will not
be achieved if we impose our standards on other nations. This is neither good domestic policy
nor good foreign policy.

We cannot and should not unilaterally attempt 1o regulate global carbon dioxide emission. This
can only be accomplished through a comprehensive global agreement with contributions by all
pations or the results on our economy will be devastating, Unilateral action is the wrong course.

Several times in the course of mark-up in the Energy & Commerce Committee. the members
considered proposals that would have provided an “off-ramp™ for the cap-and-trade program. In
other words. the program would sunset unless similar commitments were made by other
countries. In the absence of an international agreement covering all nations. such an approach
would make far more sense than a border tariff that will exacerbate international tensions and not
accomplish what it is designed to do.

For Farm Bureau, there are two overriding question to this debate. and they are ones we urge
members of the committee to confront in no uncertain terms.

1. What do vou wish to accomplish?
2. Does it make economic sense for farmers and ranchers?

If vou believe that anthropogenic carbon emissions are causing global warming, then recognize
the simple fact that the only. let me repeat. the only. solution is an international agreement,
Doing it alone through legislation is a recipe for disaster for the American economy and for
farmers and ranchers,

If. on the other hand. the goal is to wean our economy off the use of fossil fuels. then co about
the real business of coming up with an energy plan for America. That means that whatever bill
is adopted must recognize what will happen when our nation starts starving itself of carbon-
based energy forms. If the economy is starved for energy. then prices for energy are bound to
increase. Don’tlet that happen. If you want coal and oil to play less and less a role in our
energy mix. then figure out what will take their place — before vou put our nation on a diet that is
bound to result in lower economy activity and a depressed Gross Domestic Product (GDP).

In other words, if Congress is going to discourage certain forms of encroy by imposing greater
costs on them. then provide our economy an alternative. The Global Warming community is
very articulate on what they are against. Unfortunately. they re not quite as vocal about what
they support. No one is against wind energy. solar energy, or other renewable sources of supply.
But they will not replace significant portions of our hase load capacity. Even so. the legislation
should incorporate an “off-ramp” similar to the one I mentioned earlier for international efforts.
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1f we find that the level of available renewable power is not being produced. then the emission
caps should be relaxed accordingly.

It’s not enough simply to be against something — we must be for something as well. A cap-and-
trade program will effectively create a hole in our energy supply. It's Congress’s job to “plug
that hole,” not simply create it. Any legislation considered must be realistic and straightforward.

In that regard. we were pleased that the Senate Energy and Natural Resources Committee
included some modest language (Sections 312 and 313} in the legislation it recently approved
related to nuclear power. We expect that the Majority Leader will seek to combine the Energy
Committee bill with legislation produced by vour committee. but we believe that a true
commitment to nuclear power goes bevond a Sense of the Senate resolution. Congress should
make an unequivocal commitment to fostering and promoting an aggressive nuclear program and
ensure that cap-and-trade emissions limits are not imposed in the absence of a robust program.

The second critical issue is that any legislation must make economic sense for farmers and
ranchers, who produce food and fiber for our country and the world.

On the issue of offsets for agricuiture, we strongly support the efforts undertaken by Chairman
Collin Peterson (D-Minn.) in the House. We firmly believe that there must be an agricultural
offsets program and it should be administered by the U.S. Department of Agriculture (USDA).
We are also heartened by statements of the Senate Agriculture Committee Chairman Sen. Tom
Harkin (D-Jowa) that he will use the Peterson provisions and build upon them in the Senate. We
support such an effort.

According to the latest EPA “Invemory of U.S. Greenhouse Gas Emissions and Sinks: 1990~
20037 updated in 2008, agriculture and forestry emit between 6 percent and 7 percent of the total
GHG emitted in the United States. The same EPA document also indicates that agriculture and
forestry have the potential to sequester between 13 percent and 20 percent of total U.S.
emissions. The USDA says that currently these two sectors sequester about 11 percent of total
emissions. so these sectors are responsible for reducing more GHG emissions than they emit. It
stands to reason that any chimate change policy should seek to maximize these contributions
from agriculture.

Any climate change legislation will also impose additional costs on all sectors of the economy
and will result in higher fuel. fertilizer and energy costs to farmers and ranchers. Cost increases
incurred by utilities and other providers resulting from climate change/energy legislation will
ultimately be borne by consumers. including farmers and ranchers. Electricity costs are expected
10 be one-third higher than would otherwise be the case by 2040. EPA’s own estimates suggest
coal costs could rise by more than 100 percent by 2020. Unlike other manufacturers in the
economy. agricultural producers have a limited ability to pass along increased costs of
production to consumers. It is extremely important that those costs be minimized to the greatest
extent possible. Farmers are heavily dependent on the price and availability of inputs such as
fertilizer and crop protection products. A viable agriculture sector includes viable fertilizer and
chemical industries. The fertilizer industry has already gone through major restructuring due to
higher natural gas prices and the closure of many U.S. production facilities. More than half of the

Iy
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nitrogen fertilizer used in the United States is imported. Another rise in natural gas prices as
EPA projects would likely result from this legislation could threaten the remaining fertilizer
manufacturing facilities in the United States. This would make us even more dependent on
{oreign fertilizer imports.

Offsets are an important part of any cap-and-trade program. Because they are only useful to the
extent they are cheaper than installing new technology. they serve as a cost-containment
mechanism for entities trying to meet cap obligations. That means that fewer costs will be
passed on to consumers, thus lowering the cost of compliance of a cap-and-trade program.

Agriculture and forestry are particularly well-suited to provide offsets to capped entities.
Agriculture and forestry are not capped sectors under the bill. and would therefore be eligible to
provide such offsets. There are a number of identified agricultural and livestock practices that
have been proven to reduce or sequester GHG. These range from shifts out of conventional to
conservation tillage. forest management. nutrition management, even afforestation. In order to
achieve the full potential for GHG reductions and sequestration, climate policy should allow
farmers and ranchers to adopt these practices to provide offset credits to capped entities.
Adoption of these practices also provides other environmental benefits besides carbon reduction
or sequestration. These other benefits may include reduced soil erosion. improved wildlife
habitat. or increased water quality. to name a few.

The provisions establishing an agricultural and forestry offsets program within USDA added by
Chairman Peterson go a long way toward meeting those challenges. This program recognizes a
wide array of carbon reduction and sequestration practices in which agriculture and forestry can
contribute to a cap-and-trade policy. It also allows “early actors™ to a limited extent to
participate in the offsets program, thus somewhat eliminating the perverse incentive of
penalizing proactive farmers and rewarding latecomers. USDA understands the needs of
producers and can work effectively with them to develop projects that meet the needs of the cap-
and-trade market as well as the needs of producers. USDA also has the resources and the
network to work effectively with farmers and ranchers 1o administer an agricultural offsets
program.

Any cap-and-trade legislation must contain an agricultural and forestry offset program such as
the one included in the House passed bill. Additionally. we believe domestic offsets should take
priority over international offsets.

But inclusion of an offset program Is not the complete answer. Even with a robust agricultural
offsets title as indicated above, however. the bill still does not make economic sense for farmers
and ranchers. There are several reasons for this.

First. a number of agricultural sectors will not be able to benefit from an offsets program. The
attractiveness of offsets as a possible revenue stream for producers and a cost-containment
measure for consumers should not cloud the fact that there are a number of agricultural
producers who will not be able 10 benefit from offsets. That is because their production methods
and practices are such that they have little or no opportunities to sequester or reduce GHG. There
are clearly winners and losers in agriculture in the offsets markets. As a general farm
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organization. AFBF represents all commodities. and we must consider all of their interests and
concerns. Let me cite just a few examples:

¢ Dairy — Some people suggest that dairy operators will benefit by installing methane digesters.
These digesters are expensive and can easily run into regulatory hurdles.
getables — Many specialty crop producers simply do not have the opportunities to
qualify for offsets.
* Wheat & Corn ~ Many growers in these commodities are looking for monetizing benefits
from no-till agriculture. Yet. EPA has explicitly said that no-till does not provide
sequestration opportunities.

There are other examples. Cotton producers. for instance. do not have opportunities for
benefitting from offsets. Western ranchers whose operations are heavily dependent on the use of
federal lands for livestock forage also have very limited offset opportunities. These ranchers are
constrained in the types of grazing practices they can employ on federal lands. and federal lands
themselves do not qualify for offset opportunities. Potato producers also have little or no
opportunity to provide offsets. In fact. many areas in the West in general that are the most coal-
dependent are also the areas that have limited offset opportunitics. Thus. they will face higher
costs with little opportunity to offset those costs.

EPA suggests that there are no revenues to return to the sector from reduced tillage or no-till
practices. It appears to be their view that land management practices have already adjusted
sufficiently to the point that there is little additional carbon sequestration left to be gained by
shifts to no-till or other conservation tillage practices in the future. If the EPA’s view is allowed
o prevail. offset opportunities for an even more significant segment of our sector will be
foreclosed. and carbon sequestration opportunities will be lost. Not all areas of the country are
able to productively adopt conservation tillage practices. however. thus further restricting their
offset possibilities.

Yet. these producers will incur the same increased fuel. fertilizer and energy costs as their
counterparts who can benefit from an offsets market.

In addition. revenue from offsets will defray only a portion of the increased input costs resulting
from a cap-and-trade program. and not all of the costs. Producers will still face the prospect of
increased input costs without the ability 1o pass on those costs. H.R. 2454 was amended to defer
auction of emission allowances for a significant portion of the total allocation, a factor that really
delays but ultimately does not remove overall program costs. More free emission allowances
also means a lower price of carbon and a lower demand for offsets. As the price of carbon and
offsets rise, producer input costs will rise as well. We have not. as of vet. been able to identify
any scenario where the costs of cap-and-trade will not exceed revenues from offsets. And that is
even before we factor in anv transactional costs associated with development. monitoring or
verification of offsets that might be incurred by producers.

From a broader perspective. Farm Bureau’s goal has been to contribute positively to the debate
over climate change. We certainly hope this commitiee will do the same.
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I would like to provide a general discussion of how we view the economics of cap-and-trade. |
must caution the committee. however, that it is very difficult to give a precise and accurate
cconomic assessment of H.R. 2454, That is so for several reasons:

1. Nearly all the economic figures surrounding this bill are based on EPA’s analyvsis
provided to the committee either in April or June;

2. These economic projections are keved 1o a specific set of assumptions ranging from
unfettered access to nuclear power to unveiling of carbon capture and sequestration
technology: and

3. Given that EPA favors the legislation and was directed by Chairman Henry Waxman's
(D-Calif) staff to use certain assumptions. we believe it is safe to say any cost estimates ]
provide you today are not only minimal but are probably unrealistically optimistic.

Let me give the committee a flavor for the kind of assumptions that underpin the legislation:

1. EPA inits analysis used assumptions “provided by committee staff on the use of
allowances™ that:
o Increased carbon capture and sequestration bonus allowances:
o Provided that necessary allowances would be deficit neutral: and
o All remaining allowances would be returned to households in a lump sum fashion.

2. EPA in its analvsis used committee staff directions on the commercialization of Carbon

Capture Storage (CCS) technology. EPA assumed this technology would be affordable

and commercially available starting in 2014. whereas most other estimates are for 2020

or 2025 or beyond. None are in place today. .

EPA in its analysis used previous assumptions by MIT" on the degree to which

developing nations, such as China. would engage in similar emissions-reduction policies.

For China and India. for example. this assumes that these countries (and others in the

developing world) “would adopt a policy beginning in 2023 that returns and holds them

at vear 2015 emissions levels through 2034, and then returns and maintains them at 2000

emissions levels from 2035 to 2050.”

4. Yet. EPA notes® that “While this analysis contains a set of scenarios that cover some of
the important uncertainties when modeling the economic impacts of a comprehensive
climate policy. there are still remaining uncertainties that could significantly affect the
results.”

5. Alarge share of emissions reductions stem not from the policies in the bill but from
reduced GDP as a result of the economic recession, as well as earlier policy changes
enacted in the Energy Independence and Securin: 4cr. The source for these emissions
reductions is the latest (2009) Annual Energy Outlook.

(953

Earlier analysis by EPA of the Lieberman/Warner proposal Jooked at the effects on carbon prices
and other economic variables if the fundamental assumptions regarding nuclear power and other
portiolio mix shifts did not occur. Without that addition of nuclear power generation, carbon

T EP4 Preliminary Anabvsis of Waxman-Markey Discussion Drafi. 4220/09 available at
hup: “wwwepa,zoviclimaechange: economics economicanalyses humlswax. page 10
Assessment of U.S. Cap-and-Trade Proposals. Report No. 146, April 2007

" Qp. cit.. page 4
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prices and associated energy costs almost doubled compared to the earlier base case. It is critical
that we understand how sensitive EPA’s analysis of this bill is to these underlying assumptions.
Certainly one should know those answers before taking the bill to the floor. In fact. we strongly
recommend the committee require EPA to provide analysis using assumptions similar to those
contained in Seenario 7 of its Lieberman/Warner proposal study. Because while the caps will be
written into Jaw. the market and power generation structures implied by EPA"s current analysis
are just a set of assumptions.

Let me cite just two examples.

In the MIT study mentioned carlier, the authors point out that they “limited nuclear electricity
generation to that possible with current capacity on the basis that safety and siting concerns
would prevent additional construction. With strong greenhouse gas policy such concerns may be
overcome, especially if other major technologies such as carbon capture and storage can not be
successfully developed. run into their own set of regulatory concerns. or turn out to be very
expensive.”™ In other words. a carbon-less world might be so expensive that nuclear energy
becomes a viable source of electricity gencration. The authors go on to say that the “fate of CCS
is the mirror image. With nuclear limited. CCS expands beginning in 2020 to about 18 EJ in
2050. When nuclear is allowed 1o compete on economic terms. some CCS is viable but losing
out to nuclear after 2040, when the CO.-e price has risen substantially. Coal generation without
CCS disappears in either case. These relatively detailed results help illustrate the scale of effort
required to meet these policy constraints. There are just over 100 nuclear reactors in the U.S.
today. and so a six-fold increase in nuclear generation would require the construction of
approximately 300 additional reactors. If nuclear cannot penetrate the market the scale issue is
not avoided but instead is transferred to CCS. requiring siting and construction of about the same
number of new CCS plants.”

Those are enormous variables.

The second example was articulated recently in a story discussing the Waxman-Markey bill's
allocation of about $200 billion for CCS technology. Pointing out the almost unprecedented
level of money (six times greater than the amount contemplated in legislation considered in the
Senate a vear ago. according to the author). an article” in the trade press nevertheless quoted an
energy researcher as saying CCS may never even materialize.

“At the most optimistic. this bill is the beginning of a revolution. Or it could just be a flash in
the pan,” said Kevin Book. managing director at energy research firm ClearView Energy
Partners.” Another expert. Sarah Forbes at World Resources Institute, was quoted as saying she
was not sure the funding was cnough. Still others pointed out technological and Jegal issues that

have not been answered.

These are just two examples of the kinds of assumptions that underlie the House bill. Itis nearly
impossible to evaluate exactly how such scenarios will play out. nor does it seem reasonable,
given the magnitude of the unknown. that everything will come out just right.

S MIT study, op. cit.. page 32 o )
®Carbon Capiure and Storage Moves to Center Stage of cap-and-trade Debate”™. Climare Wire. June 9. 2009
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And bear in mind, again. that the legislation itself will have virtually no impact on global
climate.

Let me point out one way that we believe it creates tremendous potential for problems in the
future.

In order to facilitate passage of the legislation. sponsors of the bill generally decided not to
auction off the allowances. as President Obama said he wished to do. Auctioning. according to
the administration. would have raised more than $600 billion. But in order 1o hold down the
costs of the legislation to consumers. and thus get more votes for the bill in committee. the
legislation’s sponsors gave away more than 80 percent of the allowances for free.

It 1s not hard to imagine a scenario, in a vear or two when the federal deficit remains quite large,
for this administration or some members of Congress. when looking for revenues. to go back to
the cap-and-trade program and utilize it as a source of revenue for the Federal Treasury by
auctioning off the permits. Previous administrations have sought to auction off the radio
spectrum as a way of raising money. Given the demands on the Treasury. we have little doubt
that once put in place: a cap-and-trade scheme will provide an easy mechanism for some to Jook
1o as a way of hitting peoples’ pocketbooks. It will be an energy version of the tobacco “sin”
tax. revisited or the sweetener tax now being discussed. when the need arises 1o raise money.

Even laying aside that scenario. however, there is no question that the national effort to cap and
then further reduce GHG emissions represents a significant restructuring of the nation’s
economy. While most policy options on the subject to date have not included production
agriculture as a capped sector, agriculture would certainly feel the effects of limiting GHG
output through the changes in the energy production industry. At the very least there will be
increases in energy costs in general. but more specifically higher costs faced by sectors that
provide inputs to production agriculture. As these costs are passed to agriculture, producers
certainly will react but are constrained as to the extent to which they may respond. Additionally.
higher energy costs faced by those sectors which purchase agricultural products will result in
lower prices offered to producers.

Taking EPA’s estimates of 2020 costs. AFBF projects input costs would rise by $5 billion versus
a continuation of current COx policy. This $3 billion essentially carries forward to a nearly full
$5 billion reduction in farm income. Corn production. with a heavier emphasis on energy-based
crop nutrient requirements. would face some of the highest increases in costs with a rise of 9
percent. Conversely. sovbean producers. due to a much smaller reliance on energy-based inputs.
will only see costs move by 3 percent. Not surprisingly. this shift in costs is expected to Jead to a

shift out of corn and into soybean production. Overall. producers are expected to reduce slightly
= by half a million acres or so — overall plantings in response 1o these higher costs.

But it is critical not to stop in 2020, even though much of the analvsis conducted to date tends to
focus on these carly-vear effects, As mentioned earlier. the full impact of the bill will not be
realized until 2050. Conducting analysis of an industry as dynamic as agriculture for effects
more than 40 vears in the future is difficult at best and certainly subject 10 a great deal of debate.
But the fact remains that this legislation is intended 10 set in law specific targets the economy
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must meet by the time we get to 2030. It will set rules on how our children and our
grandchildren must be prepared 1o farm to be in compliance with this bill.

EPA’s estimates of how things will look in 2030 under this legislation suggest a substantially
different world. For example, the 2020 CO; prices estimated by EPA come in at $22.20 per ton
— expressed in 2005 dollars. For 2050. CO; prices — again in 2005 dollars — by EPA's estimates
are $93.90 per ton. Consequently. the relatively minor adjustments discussed before for 2020
policy implementation pale in comparison to how the sector will be impacted by 2050.

Extending the same analytical approach used before. we have imposed those higher energy costs
on the industry as if they occurred in 2012, Then we looked at the industry behavior under those
new conditions.

Production costs under that scenarfo rise by $13 to $14 billion afler the initial vear’s impacts.
Here again. acreage shifis occur between commodities. with corn and other energy-intensive
input crops giving land to less-intensive crops. primarily sovbeans. Overall, producers shift out
of roughly 1.5 million acres. Input costs averaged over the third to fifth vear subsequent to the
shock rise by $13 billion, with nearly $11 billion of that rise deriving from higher fertilizer costs.
Overall. farm income is estimated to run $13 billion lower than would be the case without CO,
costs in the $90+ per ton range. Further. consumer spending on food rises by just over $13
billion.

Moreover. these are not the only shifls in acreage. Another area of concern is the potential for
land to shift from farm to forest production and the consequences of such shifts. Some of this
acreage will no doubt come from land currently devoted to pasture and forage production and
would therefore place even greater limits on the cattle industry. It is also possible we may get
some shifts out of crop production into trees if CO- prices were 1o rise sufficiently, Much more
work is needed to understand the full effects of these potential land use adjustments.

There is also a potential revenue stream available by sales of crop residue as an input into the
renewable electricity standard. Studies on this issue suggest the greatest contributor to this
energy source will be corn stover. with wood chips and other forest management residue also
providing a major source.

Removing stover from the field will, however. also remaove some crop nutrients from the same
field. Consequently. taking that residue off the field will require producers to increase their
fertilization rates to keep up the same level of productivity. As has been pointed out more than
once. fertilizer — especially energy-intensive fertilizers — are not cheap and are expected to rise
even more due to this legislation.

Some studies suggest corn stover at current fertilizer and fuel costs will need to receive at least
$60 per ton in order to justify bringing the product to the field edge.

In conclusion. we remain very concerned about the broad potential adverse impacts of cap-and-
trade on agriculture. Even though some say agriculture will benefit. that will depend to a great
degree on where the producer is located. what he or she grows. and how his or her business
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model can take advantage of any provisions in the legislation. Not every dairy farmer can afford
to capture methane — it is a capital-intensive endeavor. Not every farmer lives in a region where
wind turbines are an option. Not every farmer can take advantage of no-till. Not every farmer
has the land to set aside to plant trees.

Yet. every farmer has production costs to meet. Nearly all of us rely on fertilizer. We all drive
tractors. We all use energy in our production. We know our costs will rise. And frankly. we are
very concerned about the impact of this legislation on our livelihood.

[ appreciate this opportunity to offer these comments to the committee and will be pleased to
respond to any questions.
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Senator Amy Klobuchar

L M. Stallman, you mentioned in your testimony that in a greenhouse gas emissions
offset market there will be some farmers who will reap benefits and some who will not.
You cited dairy, wheal, and corn farmers who may have a limited ability to benefif from
an agricultural offsets marker. Do you have specific suggestions for improving access (o
offsels for these farmers?

We must emphasize at the outset that this legislation will increase fuel, fertilizer and
energy costs to farmers and ranchers. Chairman of the House Agriculture Committee
Collin Peterson’s eftorts in drafting and adding an agricultural offsets title will help only
those producers who are in a position to take advantage of the provisions; by definition. it
cannot help all producers because not all can utilize these mitigation methods. Producers
of cotton and specialty crops, fruits and vegetables for example, will have virtually no
way to sequester carbon in their operations, yet they will without question be saddied
with higher energy. fertilizer, transportation and chemical costs. Many of our livestock
operators — including dairy producers - will have limited opportunities to mitigate their
cost increases through offsets as methane digesters require significant amounts of
investments for relatively low return. In addition, those producers who have invested in
digesters often experience difficulty in selling their excess energy to the grid. Cost and
energy issues will need to be addressed to make agricultural offsets viable.

As the bill is currently written, offset opportunities are somewhat limited for corn and
wheat producers. The most common offset opportunity for these producers is reduced
tillage and no-till, which sequester carbon dioxide in the soil. Approximately 40 percent
of crop land is already in reduced or no-till, though these practices are not viable on some
corn and wheat lands.

Offset opportunities could be increased by enacting a strong “early actor” provision that
specifies that no-till practices adopted after January 1, 2001, will qualify for offset
participation. The current provision leaves any “early actor” participation to USDA.
Current legistation only allows for offset credits for carbon stored after the effective date
of the legislation. not for carbon stored earlier. Enactment of a strong early actor
provision will eliminate the otherwise perverse incentive that would encourage carly
actors to undo their carbon reducing practices for a time and then re-start them in order to
be able to participate in the offsets program.

For wheat farmers, removing wheat straw for burning as a biomass in renewable
electricity generation could be an option, but it is not without cost. Many producers keep
stubble on the field in order to help limit erosion and to keep moisture in the soil.
Budgets produced by University of Kentucky suggested 2007 costs for wheat or barley
straw to run $2.50 per small bale. Another suggested option is to utilize corn stover as a
biomass fuel source. Here again. taking the stover off the field removes nutrients that
must be replaced with other fertilizer sources, plus there is the cost of running the
harvesting machinery. Estimates from lowa State University suggest at current fertilizer
prices it could run close to $100 per acre to harvest stover.
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It should also be recognized that much of the past research into developing new varieties
of corn or wheat have focused on maximizing the grain yield of the crop and to minimize
the amount of nutrients the plant devotes to the stalk itself. Making this kind of a 180
degree shift in focus toward the burnable or fermentable biomass will require decades of
research.
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Senator James M. Inhofe
L. Whai is vour view on the opinion expressed by the Environmental Defense Fund describing the
benefits, including the jobs that will be gained, to the agriculture industry under ACES?

Without doubt, the legislation will create jobs in areas that did not exist prior to its
passage. The administrative and regulatory burden alone will require the creation of
hundreds of new government positions to manage the program.

It is also true that the legislation will increase energy costs and any time there is an
increase in one cost category it tends to reduce growth in other areas. According to the
Energy Information Agency’s study of H.R. 2454, there will be 600,000 fewer non-farm
sector jobs in the country in 2030 than would be the case without the legislation.
However, it there are difficulties in finding international offsets or building nuclear
power plants the job losses would exceed 1.7 million. Manufactaring sector employment
would be off by 9 percent.

For agriculture, there will likely be jobs created that did not exist previously. Some
producers will construct methane digesters, however, these would be temporary jobs, and
would not contribute to long-term employvment. Some crop residues will likely be
harvested for burning as renewable biomass in electricity production and will again
require labor, but the source of labor will come from other sectors of the economy, where
jobs have been lost.

A study of Spain’s experience with “green jobs™ is instructive. Spain made a significant
effort to build renewable encrgy capacity through development of wind and solar power.
The study found that for every “green job™ that was created, 2.2 jobs in other sectors were
lost. In addition, of those green jobs. only one in ten was a permanent job.

As production and fertilizer costs go up, consumer disposable income - and thus
spending particularly on high-end food items - will be lower as we spend a higher share
of our Gross Domestic Product (GDP) on low-carbon energy. This combination of
higher input costs and Jower overall demand will put pressure on the industry and will
lead to lower farm income figures, such as those suggested by USDA. At the end of the
day, our expectation is that the bill will reduce employment in agricuiture, just as it will
throughout the overall economy.

2. The Congressional Budget Office estimates indicate that ACES could add 77 cents 1o
the price of a gallon of gasoline over the next ten years. Can you say what the impact this
would have on the agriculture indusiry in America?

Agriculture is an energy-intensive business. Farmers and ranchers need gasoline and
diesel to power the machinery they use in their operations. and to power the trucks that
send their product to market. A rise in gasoline or diesel prices will add significantly to
their input costs. With already tight operating margins, such increases will make it
unprofitable for many to continue farming.
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Increased gasoline and diesel prices also will affect rural communities much more than
urban areas. Rural residents have farther to drive to stores and for other necessities.

For agriculture, it is important to recognize that not only will gasoline prices have an
impact on the industry, but so will all energy-related costs. Upwards of 80 percent of the
cost of producing nitrogen fertilizers, eritical to corn production, is associated with the
cost of natural gas.

We have examined the effects of the House bill utilizing the alternative energy cost paths
suggested by the Energy Information Agency (EIA) in its latest analysis. For the base
case, i.e. when everything works exactly as the crafters of the bill suggest, the cost of
planting an acre of corn is expected to rise by 10 percent in 2030 relative to what would
be the case without the legislation. But as EIA suggests. it will not take much of a
diversion from those assumptions for the costs to escalate quickly. For example, if we
are not able to expand the use of nuclear power, renewable biomass production and other
energy sources beyond where we would otherwise be, the cost of producing that same
acre of corn in 2030 will be $50 per acre higher. If we also are not able to get
international offsets, costs jump up $136 per acre over what would be the case without
the legislation. This amounts to a 44 percent rise in corn production costs.

These figures are only for 2030. As EIA says in the section, Challenges beyond 2030:
~As previously noted. the modeling horizon for this analysis ends in 2030. Unless
substantial progress is made in identifying low- and no-carbon technologies outside of
electricity generation, the ACESA emissions targets for the 2030-10-2050 period are
likely to be very challenging as opportunities for further reductions in power sector
emissions are exhausted and reductions in other sectors are thought to be more
expensive.” hitp:/www.eia.doe.gov/oial/servicerpthr24 54/index.himl

3. Being thar 63% of furmer costs arce dedicated to fuel. eleciricity, fertilizer, and
chemicals, and that according (o the Energy Information Agency for every dime added to
the price of gasoline and diesel oil in one year, U.S. agriculture loses $400 million
anually - will your industry create new jobs under a cap and irade program?

The same points made in response to question 1 by Senator Inhofe apply here as well.
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Senator Mike Crapo

L. In your testimony. you said that "American Farm Bureau Federation (AFBF) projects
input costs would rise by 83 billion versus a continuation of current C02 policy.”

Could you go in to more detail about how AFBF came 1o that figure?

We developed this figure starting with analysis developed by the Energy Information
Agency (EIA) on the Waxman-Markey draft. Recognizing that natural gas prices tend to
drive nitrogen fertilizers, electricity and petroleum prices can play a role in potassium and
phosphorus, we increased these particular inputs based on EIA’s price increase
projections under the bill. We also increased other energy costs consistent with EIA’s
analysis and then introduced that information into a large-scale model of the agricultural
sector we operate at AFBF. The model allows for acreage to shift between crops as input
prices. like energy and fertilizer, are modified. The model generates new demand levels
and prices for crops as well as passing that new information forward to the livestock
sector. With changes in feed costs driven by shifts in crop prices, the livestock sector
also adjusts, attempting to pass those costs on to the consumer, both foreign and
domestic. With fairly elastic export markets for meats, higher prices for cattle, hogs and
poultry tend to limit the ability of the sector to see prices rise enough to mitigate
production cost rises.

For example, the rise in fertilizer costs generated a reduction in corn plantings and an
increase in soybeans as the production costs rose more for corn than soybeans. This
reduction in corn plantings pushed corn prices up modestly, thereby raising feed costs for
livestock.

The $5 billion discussed in our testimony was consistent with the energy cost increases
developed by EIA and again are associated not only with the direct energy cost rise, but
the higher feed costs passed through to livestock producers as well.

It should also be pointed out that this result was very consistent with that reported by
USDA in its analysis of the legislation. We did have some ditferences in how we
expected fertilizer costs to shift with the boost in energy costs. but the methodology and
general direction of the results for the medium- and long-term time frames under the
USDA analysis was very similar,

We are currently in the process of updating our work utilizing F1A"s energy price effects
and will make it available upon completion.
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2. In your testimony. you predici that because energy will become so expensive. furmers
will switch for more energy intensive crops like corn ro less energy-intensive crops like
soybeans.

How would this scenario play out on the world market? In other words. wouldn 't this just result
in additional environmental degradaiion in countries that are already lack in the area of
environmental regulation?

According to U.N. figures, agriculture contributes 18 percent to 20 percent of greenhouse
gas emissions worldwide. The Environmental Protection Agency (EPA) says that U.S.
agriculture contributes 6 percent to 7 percent of all U.S. emissions, and USDA figures
indicate that agriculture and forestry currently sequester about 11 percent of all U.S.
emissions. USDA attributes this difference to the fact that U.S. agriculture is much more
efficient than agriculture in other parts of the world. U.S. producers emit less greenhouse
gas per unit of production than anywhere else in the world. This means that if crop and
food production shifted overseas (as an example. if farmers converted cropland to trees to
take advantage of offset opportunities or if farmers lost export markets due to higher
input costs) greenhouse gas emissions worldwide would actually increase.

EPA has made extensive use of the Forest and Agricultural Sector Optimization Model
(FASOM) modeling system for United States agriculture. This system is maintained at
Texas A&M University as well as at Duke University. We have been fortunate to obtain
some of the model’s output files that were developed in connection with a range of
carbon prices as background to EPA’s report on the bill. Under a scenario where CO»
prices would start at $30 per ton (2005 dollars) in 2010 and escalate by S percent per year
thereafter, the United States is expected to effectively exit the soybean export market by
20350. In 2008. soybeans were the highest single commodity exported by value from the
United States. And the industry is well on its way to repeating that record again in 2009,
In other words, the legislation, based on analysis for EPA. would ultimately have us walk
away from a positive trade balance of over $10 billion from one commeodity alone.

As we move away from these and other products there would be major restructuring of
global grain and oilseed markets. Areas would need to be planted to meet the demand
even as producers in other countries are encouraged by this legislation to keep land in
forestry and out of crop production. This would further exacerbate the effects on global
food supplies.
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Senator BOXER. Thank you, sir.

Let me just say that the members of the National Association of
Wheat Growers have a very different view than you, Mr. Stallman.
And they say they have worked for a number of years to ensure
that agriculture has a place in any climate change legislation and
that producers are able to reap benefits, rather than except costs.
And I think that is our job is to work with you, to show you that
this change could well prove to be a boon for agriculture. A lot of
people do believe it.

As I said, the Farmland Trust and others, the National Farmers
Union, and I understand we have work to do.

I also want to point out and place in the record, and this is im-
portant, I think, for those who are naysayers to understand that
the idea of cap-and-trade was created right here in this room years
ago when we were fighting the problem with acid rain and what
was happening. And we set up this cap-and-trade system, our pred-
ecessors did, and there was a prediction of the projected costs. And
there was a prediction of emissions reductions. And it turned out
that there were far more emissions reductions than were predicted
and the costs, the actual costs, were five times lower than they
were projected to be.

The opportunity of this mechanism allowing a price to be set—
in this case on sulfur dioxide—in the private market really worked
as a boon and surpassed our dreams for the program.

So you will be hearing more about that because people will make
up stuff when it has to do with cap-and-trade, when we already
have had the experience of cap-and-trade.

I want to talk about this nuclear plant issue, and Mr. Krupp, I
think you more than anyone else there have worked with this bill
in a broader sense because Senator Alexander has put out his plan,
which he hopes the Republicans will adopt, on their solution to this
problem. And it is 100 nuclear power plants by 2030, built by and
paid for by the rate payers with no tax credits going to them at
all.

He also has another part of his plan that deals with using future
revenues from offshore oil drilling for battery research, and he
would take that funding away from our parks and away from def-
icit reduction for use there. And he has a third piece which is $8
billion for research from the taxpayers.

I want to hone in on the nuclear power plant issue. My under-
standing of the modeling by the EPA of the Waxman-Markey bill
is that instead of 100 power plants being built by 2030, they
show—the models—261 plants being built by 2050, with tax credits
going to the rate payers.

So isn’t it true to say that the Waxman-Markey bill, which will
be the base of our bill, we are going to have some tweaks to it,
would result in the building of more nuclear power plants and help
to the rate payers?

Mr. Krupp. Chairman Boxer, thank you for the question.

There is no question that nuclear energy now being produced is
one of the zero-carbon alternatives. And as the head of General
Electric’s Nuclear Division said a few years ago, the best thing you
could do for nuclear energy is put a cap on carbon.
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My understanding is the EPA did not specify a particular num-
ber of plants, but I think you are right. The number that would be
built would be in the range of what Senator Alexander has called
for, certainly by 2050. The way I read the EPA modeling, it would
be perhaps as many as 95 plants, new nuclear plants by 2050, and
35 extra plants by 2030.

Senator BoXER. OK. Well, just for the record, we called the mod-
eler over at EPA, and they told us 261 new nuclear plants under
the Waxman-Markey bill by 2050.

Mr. KrupP. I think is depends on what size. They clearly speci-
fied how many kilowatts and I think the discrepancy——

Senator BOXER. This is 1,000 megawatts.

Mr. KRUPP. Yes.

Senator BOXER. One thousand megawatts.

In any event, I think it is very important that we understand
that in the approach we are taking, we don’t pick any winners or
losers. We just say when there is a price on carbon, nuclear power
plants will compete, solar, wind, geothermal, any other way that is
clean in terms of carbon. And the beauty of that is it winds up you
have more nuclear power plants, if this is your goal. And there are
a lot of people in the Senate who support that goal.

I have a more reserved attitude about it, but the fact is I am not
going to pick the winners and losers. The marketplace is going to
do it. What I am going to work for is the ultimate safety of these
plants and all those other things, but that is the fact.

So I want to ask Mr. Hopkins and Mr. Stallman a question. We
will start with you, Mr. Stallman.

Will farmers benefit from a climate policy that increases effi-
ciency in renewable energy and reduces fossil fuel consumption?
And will those types of policies help protect you as farmers from
higher prices, given the volatility in the fossil fuel market?

Mr. STALLMAN. Well, the answer to that, Madam Chair, is, it de-
pends. I mean, what are the alternative sources going to cost? And
in terms of volatility, producers are pretty good at dealing with vol-
atility whether it is weather, whether it is prices, whether it is
spikes in costs. But it really boils down to economics.

The energy we use on average in this country, 20.4 percent of our
input costs are related to electricity. As an example, for the agricul-
tural sector in California, has $5 billion worth of energy-related
cost. If the energy costs go up, if they go up 20 percent, that is an
extra $1 billion of expenses put on producers. If the energy costs
go down, then obviously that reduces those input costs. So it de-
pends on what the cost structure is.

Senator BOXER. Surely. But the one thing I hope, Mr. Stallman,
you will think about is the fact that we import so much foreign oil,
and we are at the mercy of a lot of people that don’t like us. And
there is proof positive that many of those countries turn around
and use that income from our tax dollars, yours and your industry,
to fight us, to fight us, not economically, but to physically fight us.
There has been proof of that.

So I would just like you to think about in the long term what
a better situation it would be if you could choose from other op-
tions.

I would ask Mr. Hopkins.
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Mr. HoPkINs. Well, Rio Tinto is very interested in the future of
coal. We are the second largest coal miner in the U.S. We are a
foundation member of the FutureGen Alliance. Carbon capture and
storage with coal is, I think, going to be the technology that brings
us our long-term abatement goals. In the near term, the immediate
term, that technology isn’t going to be ready and we are going to
have to take advantage of offsets. But in the meantime, we are
going to become more efficient.

We are going to use renewable energy. In addition to supplying
the coal that generates 6 percent of the electricity in the U.S., we
supply the uranium that generates an additional 3 percent of the
electricity in the U.S. So we are very interested in maintaining
baseload power in the future. We think offsets are going to be a
key component in keeping allowance prices down.

Senator BOXER. Thank you.

Senator Inhofe.

Senator INHOFE. Thank you, Madam Chairman.

Let me first of all, Mr. Hohenstein, I read portions of your state-
ment, and then you repeated that just a few minutes ago, the sug-
gestion that the 1 billion ton limit on domestic greenhouse gas off-
sets that are in the Waxman bill is roughly equivalent to seques-
tration potential of planting 170 million acres of trees. And accord-
ing to the USDA Economic Research Service, in 2007 there were
310 million acres of harvested cropland in the United States. Now,
if you do your math, that would be 55 percent would be taken out
of production.

Now, I would like to ask if the USDA has done an analysis of
how many acres of food production we would lose on that potential
shift, and also how that would affect livestock prices. Have they al-
ready done it, an analysis?

[The referenced information follows:]
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2007 CENSUS or
AGRICULTURE

Economics

in 2007, U.S. farms sold $297 billion in agricultural products while incur-
ring $241 billion in production expenses. Income from sales increased 48
percent between 2002 and 2007, while production expenses increased
39 percent. In addition to receipts from sales, U.S. farms also received $8
billion in government payments and $10 billion in farm-related income in
2007.

%

2007 2002 Change
Market Value of Products Sold - . '
All Farms $297 billion $201 billion +48
Average Per Farm $134,807 $94,245 +43
Government Payments Received o ‘ ‘
All Farms $8 billion $7 billion +22
Average Per Farm $9,523 $9,251 +3
- Farm-Related Income o S
All Farms $10 bitlion $6 billion +79
Average Per Farm $15,133 $9,421 +61
“Production Expenses B _ i ‘
All Farms $241 billion $173 bifion +39
Average Per Farm $109,358 $81,362 +34
Net Cash income
All Farms $75 billion $41 billion +84
Average Per Farm $33,827 $19,032 +78
U.8. Depariment
of Agricuiture Both the value of production and farm expenses associated with that
Nationai Agricultural ipﬂr(())r(:::;;tlon increased from 2002 to 20{)7. Relatively, produgtion vaiug
Statistics Service : ad more tha.n expenses, resulting in an 84-percent increase in net
cash income tq agricultural operations. Net cash income is the amount an
U S D A J\c_’-'zro’ ?npaer:f;xoar:‘ (rje'cesves from §ates of agricultural products, government pay-
% £ @, X arm-related income after expenses are subtracted.
-

www.agcensus.usda.gov’
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Economics

Geography of Production

The value of agricultural production is concentrated in a few regions: the

Midwest, the Mississippi Delta, California and the Atlantic Coast. The top
five states for the value of agricultural products sold and their percentage
of the total value are: California (11.4 percent), Texas {7.1 percent), lowa
(6.9 percent), Nebraska (5.2 percent) and Kansas (4.8 percent).

Fresno County in California is the ifargest single county in terms of agri-
cultural products seld in 2007, with $3.7 billion, or 1.2 percent of the total
U.S. value.

M Market Value of Agricultural
Products Sold

e Unhed States Total -
{> $267,220,481,000

Fifty percent of the total
value of agricuitural
products comes from
nine states:

. California
. Texas
. lowa

. Nebraska

1
2

3

4

5. Kansas
6. lllinois

7. Minnesota

8. North Carolina

9. Wisconsin




171

Mr. HOHENSTEIN. Yes. Thank you for the question.

And that number in my testimony was an attempt to provide
some sense of the scale at which activities——

Senator INHOFE. OK. We are going to run out of time.

Mr. HOHENSTEIN. With regard to analysis, USDA is in the proc-
ess of evaluating the implications of higher energy prices on the ag-
ricultural sector due to H.R. 2454,

Senator INHOFE. OK.

Mr. HOHENSTEIN. We are also looking at the implications of off-
sets as well.

Senator INHOFE. OK. Very good.

Mr. Stallman, I talked to some of the Oklahoma Farm Bureau
people this last week, and they are very emotional about this whole
thing. You heard what Senator Bond said, he was using the 2,000-
acre farm. We don’t have that many 2,000-acre farms, but I am
sure you can scale it down a little bit. Do you agree with his figures
in Missouri, and that was taken from the Ag Policy Research Insti-
tute, of up to $30,000 per farm?

Mr. STALLMAN. That report just came out. We see no reason to
dispute that. Obviously, they used probably slightly different as-
sumptions than we did in calculating our aggregate net loss num-
bers for agriculture, but those seem very reasonable in terms of
what you could expect at the producer level.

Senator INHOFE. I went over and met with the Farmers Coop re-
gional group on Friday. They were meeting over in Arkansas. And
one of the things that concerns him the most is, we haven’t talked
about the specifics, but how intensive it is in terms of agriculture
in fuel, electricity, fertilizer, chemicals. In corn, it is 71 percent of
the operating costs are fuel, electricity or fertilizer; soybeans, 50
percent; wheat, 72 percent; barley, 69 percent.

I assume that we have communicated this to your membership.
They recognize the magnitude of this thing.

Mr. STALLMAN. Oh, absolutely. And that is what generates the
basic concern we have about the whole bill with respect to what it
does to energy costs because, on average across the country, 20 per-
cent of our input costs have some relationship to energy, and we
are concerned. Even though we are a strong renewable energy sup-
plier in this country, which is positive, we still have to deal with
the impacts of any future increase in energy costs.

Senator INHOFE. Yes. Well, let me ask you this question. The
Chairman talked about the National Wheat Growers Association,
and I don’t understand how they could be supporting this when all
of the large wheat States, or many of them, are on the other side
of this issue, the North Dakota Wheat Commission, the Oklahoma
Wheat Growers Association, the Texas Wheat Producers Associa-
tion.

I wonder why they don’t get together with their national associa-
tion. Any ideas?

Mr. STALLMAN. Well, I hesitate to speak for other groups, Sen-
ator. I know the National Association’s position. I also know the
concern that has been expressed to me personally by our members
who are large wheat growers. So I do not know where the dis-
connect lies. I do know that from an economic perspective, we can
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show no analysis that indicates that even with the liberal offsets
policy, that the income from that would offset the increased cost.

Senator INHOFE. I see. And has it ever occurred to you to ask the
question, what are we doing here, after last week when the Direc-
tor of the EPA in response to my question as to what effect would
it have if we unilaterally here in the United States have a cap-and-
trade, pass the bill such as we used as an example the Markey-
Waxman bill. What effect would that have on the overall worldwide
reduction in CO,, and her response was it wouldn’t have.

Now, if that is the case, and I agree with her, I don’t agree with
everything that she says; I certainly agree with that. And if we
have statements such as we do have from the leaders in China and
India and other countries saying under no circumstances are they
going to accept any kind of mandatory reduction, what are we
doing here?

Mr. STALLMAN. Well, that is a question we also raised. When we
were over on the House side working on the bill and the legislative
process, the rationale that was given, well, the U.S. has to show
leadership by passing national legislation before we go into the Co-
penhagen talks. Well, I have been involved in international trade
negotiations. Leadership usually means that the U.S. is supposed
to give up something in favor of other countries. But there is no
reason to have to have a bill passed by this Congress to go over
to negotiate. You can do that without having legislation passed, as
most countries are doing.

Senator INHOFE. Yes, there are a lot of people who believe the
concept, and we heard this of course from Senator Alexander. I
don’t agree with him in this case, but that anthropogenic gases
cause global warming. But there are a lot of them who actually be-
lieve that and still think that this is a disaster. And I am using
the words of James Hansen, Dr. Hansen, he is Mr. Greenhouse
Gas, I guess you could call him. He said, “The fact that the climate
course set by Waxman-Markey is a disaster course. Their bill is an
astoundingly inefficient way to get a tiny reduction of emissions. It
is less than worthless because it would delay by at least a decade
starting on a path that is fundamentally sound from the standpoint
of both economics and climate preservation.” Now, here is the guy
who is on the other side, the leader on the other side, and he was
here I guess it was yesterday, in Washington.

So I don’t know. You look at these things, and I look at them
from an Oklahoma perspective and wonder if it is not going to
make any change and if the countries are, in spite of what they say
about leadership, if the leaders are saying under no circumstances
are we going to do it, period. Anyway.

Thank you, Madam Chairman.

Senator BOXER. Thank you.

I am going to ask Senator Udall if he would like to make a 3-
minute statement and ask a question to the panel.

OPENING STATEMENT OF HON. TOM UDALL,
U.S. SENATOR FROM THE STATE OF NEW MEXICO

Senator UDALL. Thank you, thank you very much, Madam Chair.
And I will give just a brief opening statement.
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Farmers and ranchers and foresters face, I think, dire threats
from global warming. For example, in my State of New Mexico, one
of our agricultural centers in seven of our counties have been
struck with persistent drought. And we know that part of the over-
lay there has to do with global warming.

Our New Mexico delegation has written a letter to the USDA on
a disaster declaration for these counties, and I am afraid that this
disaster could turn into a catastrophe while we wait for that re-
sponse.

The U.S. Climate Impact Report also found that drought fre-
quency and severity are projected to increase in the future over
much of the United States, particularly under higher emissions sce-
narios. Increased drought will be occurring at a time when crop
water requirements will be increasing due to rising temperatures.

As we debate the impacts of a cap-and-trade on agriculture and
forestry, do not forget why we are having this debate. We must
protect American farms, ranches and forests from global warming
before the time runs out.

Now, Mr. Hohenstein, will you urge the USDA to respond quickly
and effectively to New Mexico’s drought disaster declaration re-
quest?

Mr. HOHENSTEIN. Yes, I certainly will take that back to the de-
partment.

Senator UDALL. Thank you. Thank you.

Your testimony finds that the opportunities from climate legisla-
tion will likely outweigh the costs for agriculture and forestry. Your
testimony did not directly address costs to farms and forests from
climate change itself, however. You did serve on the USDA’s or
were the USDA’s representative for the recent multi-agency U.S.
Climate Change Impacts Report, and that report found just what
I talked about earlier.

Could you comment on that report and where you see things
headed? Should farmers and ranchers also consider the avoided
costs from warming that the legislation is designed to prevent, in
concert with a global agreement?

Mr. HOHENSTEIN. Sure. No, thank you for the opportunity to talk
about that report.

That report was coordinated by our office and produced last May,
and looked at the effects of climate change on agriculture, land and
water resources, and biodiversity. The effects of climate change on
agriculture can be profound, but they are complex. They involve
the effects of longer growing season and enhanced CO, fertilization,
combined with the effects of higher temperature and water stress.
The effects are not uniform across the United States and are re-
gional. In fact, some areas, in particular the intermountain region,
will be affected by water stress and water availability.

Areas in the south will increasingly be affected by higher tem-
peratures that can affect grain set and pollination. So the effects
are complex, and they are going to be felt increasingly throughout
the United States over the next century.

Senator UDALL. And specifically when you talk about the west,
most of the models talk about temperatures being twice as high as
other parts of the country. And so, you are well aware, I think,
being a part of the USDA, that if you have much higher tempera-
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tures, you impact snowpack, which has the ability and capacity to
grow the groundwater and recharge the groundwater. If that dis-
appears, you realign the whole water situation.

So it is something that is very worrisome to a lot of us, and we
hope that your department will be out front in terms of speaking
of what the consequences are going to be. We know there are going
to be winners and losers in certain cases, but the losers are the
ones that I am really worried about, and the intermountain west
I think is one of those regions where it is going to be pretty severe.

Thank you, Madam Chair. Thank you very much. Sorry for run-
ning over.

Senator BOXER. I totally understand. No problem.

Senator Alexander.

Senator ALEXANDER. Thanks, Madam Chair, for holding the
hearing and for bringing such talented witnesses.

Mr. Krupp, we have had testimony before this committee by sci-
entists that a low carbon fuel standard is a more efficient way to
reduce carbon in fuel than an economy-wide cap-and-trade. Do you
agree with that?

Mr. KrUPP. Senator Alexander, I am glad that you have asked
because it is absolutely essential that we figure out ways to

Senator ALEXANDER. Well, I mean, I don’t have a lot of time. Is
it true or not true?

Mr. Krupp. No, I don’t believe that is true.

Senator ALEXANDER. You disagree with that?

Mr. KrRUPP. Yes.

Senator ALEXANDER. Now, the testimony was that—how much do
you think the economy-wide cap-and-trade will raise the price of a
gallon of gasoline, the Waxman-Markey bill?

Mr. KruPP. About 2 cents a year.

Senator ALEXANDER. 2 cents a year?

Mr. KrRUPP. Yes.

Senator ALEXANDER. You think that will change behavior in
terms of lowering the amount that people will drive their cars?

Mr. Krupp. I think the carbon cap will. You see, Senator Alex-
ander

Senator ALEXANDER. No, no. Just a moment. It is economy-wide,
how much of the carbon in this country comes from fuel, what per-
cent?

Mr. KruUPP. It is roughly about a third.

Senator ALEXANDER. It is about a third. And you have said that
the Waxman-Markey bill would only add 2 cents per gallon of gas.
So do you think anybody is going to change their driving habits
based on that?

Mr. KruPP. Senator Alexander, you had it wrong in your opening
statement because——

Senator ALEXANDER. No. I am asking you the questions. Do you
think anyone will change their driving habits based on a 2 cent in-
crease in the gallon of gasoline?

Mr. KruppP. I think they will buy more fuel-efficient cars.

Senator ALEXANDER. On a 2 cent increase?

Mr. KrupP. Carbon content of fuel will be lower.

Senator ALEXANDER. A 2 cent increase? You are one of the most
experienced environmental persons in the city, and you’re actually
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telling me that a 2 cent increase in a gallon of gasoline will change
driving habits.

Mr. KrUPP. It is 2 cents per year, Senator.

Senator ALEXANDER. Well, how about per gallon?

Mr. Krupp. Well, 2 cents per gallon per year.

Senator ALEXANDER. So that will change driving? You are saying
that if it goes from $2.25 to $2.27 that I am going to change my
driving habits, or you are?

Mr. Krupp. We should talk about it the way a cap-and-trade sys-
tem works, Senator, because the cap is a mandatory system that
will reduce the amount of carbon that can go into the atmosphere.
So either it will reduce driving or people will get more fuel-efficient
automobiles, or industries producing gasoline will have the option
of paying your farmers in Tennessee to sequester carbon. I don’t
care whether it happens from reduced driving. I care that the car-
bon goes down.

Senator ALEXANDER. Well, then, if you care if the carbon goes
down, you must——

[Applause.]

Senator ALEXANDER. Are we at a pep rally or a hearing, Madam
Chair?

Senator BOXER. Well, just a minute. Please, can you just halt for
a minute and freeze the clock?

In this committee and in all the committees, we really do not
have expressions of support or opposition. I understand that there
is a lot of feelings on both sides, but I am asking everyone to please
withhold, and if you don’t, then we have to escort you out of the
room, and I don’t want to start with that, because I am glad you
are here.

So let’s continue and show respect to our Senator and all of our
panelists.

Go ahead, Senator.

Senator ALEXANDER. Thanks, Madam Chair. I appreciate that
very much.

Mr. Krupp, you understand that I believe climate change is a
problem, that I have introduced legislation to cap carbon from coal
plants; that I authored a low carbon fuel standard here. And I
think we ought to do something about it.

But I think the idea that you would apply an economy-wide fuel
standard to try to reduce fuel from gasoline simply doesn’t work.
All it would do is raise the price of gasoline to farmers such as
those we are talking about but not do the job of lowering carbon.

Why wouldn’t we instead build 100 new nuclear power plants
over the next 20 years? Nuclear produces 70 percent of our carbon-
free electricity today. Double our number of electric cars and
trucks. Explore offshore for natural gas, which is low carbon. And
double energy research and development to make renewable ener-
gies cost-effective.

By my calculations, that would get us to within the Kyoto Pro-
tocol limits by 2030 with a low cost, instead of a high cost. And
why are we deliberately raising the cost of energy when energy is
so important to keeping jobs here, to growing food, and to helping
poor people heat and cool themselves?
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Mr. KRUPP. Senator, first of all, I appreciate your leadership on
this issue and the bills that you have sponsored in the past, includ-
ing the 4P issue. And I appreciate your desire to have a low-cost
solution. As you yourself recognize, 2 cents a gallon is a pretty low
cost, and that is the beauty of the cap-and-trade system. It delivers
the goods that you and I want, reducing carbon from fuel use as
well as the rest of the economy, at a low cost. It opens up the op-
tion

Senator ALEXANDER. But do you support building 100 nuclear
power plants in the next 20 years?

Mr. KruUPP. Actually, when you were out of the room, I predicted
that is what will happen under the Waxman-Markey bill if you
pass it.

Senator ALEXANDER. So you do support it? Well, why would it be
necessary to raise the price of energy if we could build nuclear
power plants, electrify the cars, and do R&D for renewable energy?
Why do we also have to increase our costs?

Mr. KruPP. Senator, I would love to partner with you to figure
out how to make sure that this legislation keeps prices at an abso-
lute minimum while doing the job. I would welcome that challenge.

Senator ALEXANDER. Thank you very much, Madam Chair.

Senator BOXER. Yes, Senator, when you were gone, I talked
about your plan, and we called the EPA and they have said that
under Waxman you would have 261 nuclear power plants by 2050.
These are 1,000 megawatts. And the difference between your plan
and this on the surface is you have stated that rate payers would
pay the full cost of those, which means they are going to have to
pay higher electricity bills.

So I don’t understand how you can—and I would like to ask you
this question—you don’t seem to mind them paying higher bills to
build nuclear plants, but you, without any tax credit, which we
have in the Waxman-Markey bill. We would have tax credits. You
have no tax credits to help folks. You would make them carry the
whole burden, which is $700 billion, and then keep saying it is
cheap energy. I am confused on that point.

Senator ALEXANDER. Thank you.

Senator BOXER. Could you respond?

Senator ALEXANDER. I would be delighted.

Senator BOXER. Yes, yes.

Senator ALEXANDER. Thank you. I would be delighted to do that.
Let me use an example, if I may. California has no nuclear, very
little nuclear power.

Senator BOXER. Oh, no. We do have some. Oh, yes, we do.

Senator ALEXANDER. But I read a report just this past week that
your renewable energy mandates, which are even higher than
those in the Waxman-Markey bill, are concerning your State offi-
cials and they are afraid that you may even, and this is the quote,
“be tight on electric power as soon as 2011” because you are not
producing enough clean electricity from renewable energy.

Tennessee has among the lowest electric rates. We are about 33
percent nuclear. We are going to 40 percent. TVA is the only utility
that is now opening new nuclear plants. They have just restarted
Browns Ferry at a cost of $1.8 billion, and they thought it would
take 10 years to pay off the construction loan and it only took 3.
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So now all of those profits from that Browns Ferry plant are going
to keep rates low.

So my argument would be that over time, nuclear power paid by
rate payers is cheap electricity and that renewable mandates such
as requiring us in the Southeast to build huge wind turbines, de-
facing our landscape where the wind doesn’t blow, is expensive
electricity.

So that is my answer. I would compare California and Tennessee
electric rates.

Senator BOXER. Well, it did not answer the question that I posed
to you, so I will just leave it

Senator ALEXANDER. No, I tried to. I mean, well, but I would like
to answer your question out of respect.

Senator BOXER. I know. You did, from your perspective. You
didn’t from my perspective, so I want to just restate my disagree-
ment with your answer, bringing up California into this when we
are doing fine, and we are a State that does believe, as you do, that
the ravages of global warming is going to affect us——

Senator ALEXANDER. But your rates are high

Senator BOXER. I didn’t interrupt you, sir.

Senator ALEXANDER. All right.

Senator BOXER. So here is the point. In your plan, you are recom-
mending instead of doing a cap-and-trade system in a climate
change bill, which as part of it allows offsets so the folks in agri-
culture can participate, which will give many free allowances,
which will create many jobs, you are suggesting a command and
control—we order you to build 100 nuclear power plants, a $700
billion cost to the rate payers, no tax credits for them whatsoever.
And you come up with other ideas, some of which I support, but
costly to taxpayers.

All T am saying is it is our belief that if we do this right, we are
going to have those plants built, more plants than you want, and
believe me, I am not the biggest fan of nuclear energy. I believe
it has to be part of the solution. You are going to have more nu-
clear plants built, and you are going to have tax credits going to
consumers, including if I might, farmers who purchase electricity.

So I just feel the difference between us is you are coming forward
with a command and control system. You are picking a winner and
attacking other forms of renewable clean energy such as wind,
which you have always attacked. And I am saying I think the mar-
ketplace should work through a cap-and-trade system, and the pri-
vate sector putting a price on carbon will result in more nuclear
power than you would plan.

The other thing I went through when you were gone is to show
you, is to show everybody that the same predictions about power
rates were stated in the acid rain debate. And if I can have those
papers again, because I only have the second one. And it is just ex-
actly the same rhetoric. And I will hold that until I get another
turn.

Senator ALEXANDER. Madam Chairman.

Senator BOXER. Yes.

Senator ALEXANDER. May I give a short comment on what you
just said?

Senator BOXER. Yes.




178

Senator ALEXANDER. I mean, the difference is

Senator BOXER. Go ahead.

Senator ALEXANDER [continuing]. In 1990 and 1991 when we put
a, not I, but a cap-and-trade was put on acid rain, there was a
clear technological feasible way to deal with that called the scrub-
ber. If you put on a low carbon fuel standard today, on fuel, you
deal with 30 percent of carbon without this whole contraption of
taxes and mandates, and you gradually lower it, and you shift peo-
ple to what is probably a lower fuel cost, which is electric cars or
maybe biofuels.

The problem with coal is that we haven’t built a new nuclear
plant in 30 years because the Government has resisted it, and we
don’t have a commercially viable way to recapture the carbon. All
we are suggesting is Presidential leadership of the kind, the Presi-
dent said in his inaugural address, let’s make energy from the sun,
the wind and the earth. That is great. That is a lot more expensive,
a lot less reliable and it is maybe 7 or 8 or 9 or 10 percent.

What are we going to use to run the country? I would like for
the President to be half as interested in 100 nuclear power plants
as he is in windmills, and then he could say to his Administration,
please bring me a plan that will help us make sure we have at
least 100 nuclear power plants.

I believe if he does that, the private sector will build them. The
plants are very profitable. The Connecticut Attorney General was
going to put a windfall profits on them last year during the oil cri-
sis, and that, plus electric cars, plus energy R&D, which that we
agree on, electric cars we agree on, would get us where we want
to go without this big contraption that Mr. Hansen has described
accurately.

Thank you for the time.

Senator BOXER. Thank you very much.

I am just going to put something in the record here and quote
from it, and then we will go—then I am going to call on—I forget
who’s next. We go to Senator Barrasso, and then Senator Udall.

But this is important, and I am very happy that you are here,
Senator, because President Obama says that the Waxman-Markey
bill is a great start for us, and it will result in more nuclear power
plants being built than you want. So therefore, it is very clear that
he doesn’t have to support your proposal. His proposal results in
more nuclear power plants being built, plus the rate payers will get
relief, whereas under your plan they don’t.

Now, I also want to place in the record this very important fact
and myth situation here. I think this is important for colleagues.
There are always people who say no, no, no. And the history has
them on the record. Thank God we keep a congressional record—
no, no, no. We can’t—we cannot do this.

And let’s go back to the cap-and-trade system that was designed
by our predecessors sitting in this room for sulfur dioxide. Here is
the thing, rhetoric, this is one of the electric utilities: “We estimate
that the acid rain provisions alone could cost electric utility rate
payers $5.5 billion annually between enactment in the year 2000
and increasing to $7.1 billion from 2000 to 2010. Therefore, the
total cost to consumers from enactment of this cap-and-trade sys-
tem to 2010 could reach $120 billion.”
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Well, guess what? History has proven these people wrong, wrong,
wrong. This is what happened. The exact opposite happened. In-
stead of rising, consumer electricity rates declined by an average
of 19 percent from 1990 to 2006. Adjusting for inflation, they were
still 5 percent lower than when the Clean Air Act amendments
were passed. And coal State residents saw rate decreases averaging
35 percent over that period.

Then it goes on. The 1990 Clean Air Act amendments will cost
America’s business upwards of $50 billion. The truth is the benefits
of the program exceeded the cost by 40 to 1, resulting in more than
$70 billion in human health benefits annually. That is what hap-
pens when you take pollution out of the air.

And then the other rhetoric. This is by Chemical Week: Clean
Air Act amendments may cost America 4 million jobs. Reality?
America created more than 20 million jobs in that period. The
economy grew by 64 percent.

I have lived my adult life, I have been privileged to see that
when you address environmental issues, the economy gets stronger
and stronger and stronger. The basic premise there is if you can’t
breathe, you can’t work. And if you want to know this, if you look
at what is going to happen if we have unchecked global warming—
by the way, I know Senator Alexander doesn’t want that to happen,
and I respect him so much. He is very clear on that.

But if we do nothing and we argue over this to the point of stall-
ing everything, the fact is I would predict that the farmers in my
State will be so desperate as they see more droughts, more floods,
more infestations, the kinds of things that the Bush administration
predicted in the work that led to this Administration’s
endangerment finding.

So there are so many facts out there that get obscured. But I
would say this, since Senator Alexander is urging President Obama
to abandon a more comprehensive approach to this and pick one
winner, nuclear power, and turn his back on all the other poten-
tials, I would urge him not to do it because it is a huge mistake.
Let the free market determine—once we put a price on carbon that
will be set by the free market—what makes the most sense for us.

And at the end of the day we will create the jobs. We will fight
global warming. And as Thomas Friedman says, we will lead the
world in all of these new technologies. It is a rare time when you
have the confluence of two great challenges that we face: this reces-
sion that is deep and global, and this issue of climate change,
which we need to address, and to find a solution that really lifts
this economy up and makes sure that our grandkids don’t have to
face the ravages of global warming.

It is an exceptional opportunity here that I hope we will get over
our fear-mongering and go back to history, take a look at what was
said by the naysayers.

And you have another one today that the press has asked me to
respond to, and that is Sarah Palin wrote this naysaying op-ed
piece on why we shouldn’t move forward with Waxman-Markey,
which I am going to be rebutting later.

So I would just tell the American people to take a look at history.
Every single time we have moved forward to go after pollution, the
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naysayers have been wrong about their predictions, wrong about
their gloom and doom, and we have in fact led the world.

This is our turn, and I know it is not easy to step forward and
work for change, but I hope, colleagues, that we can do it. I won’t
get everything I want. Senator Udall is not going to get everything
that he wants. He will get some things that he likes. We are not
going to get everything, because I could write a bill that would get
far fewer votes than I need to be able to produce. I am going to
have to walk away from some things that I believe should be in the
bill, and so will Senator Udall. We all have to do that.

And at the end of the day, we will have taken a step forward.
And we will reap the benefits of that step.

So now, for another side of the coin, Senator Barrasso.

Senator BARRASSO. Thank you very much, Madam Chairman.

Mr. Stallman, if I could—in your testimony you said that any cli-
mate change legislation will also impose additional costs on all sec-
tors of the economy, will result in higher fuel, higher fertilizer,
higher energy costs to farmers and ranchers across the country.
And you also quote EPA Administrator Lisa Jackson saying that
U.S. action alone will not impact CO, levels.

What are farmers and ranchers across the country supposed to
think of this logic? I mean, if passing a bill doesn’t solve climate
change yet dramatically increases their cost of doing business, does
the ag community think Washington is out of touch with what is
happening? When I go back home and talk to ranchers, talk to
farmers in Wyoming, they are very concerned.

What are you hearing from the farmers and ranchers across the
country?

Mr. STALLMAN. Well, I am hearing that concern specifically about
the Waxman-Markey bill, about the potential for costs without any
return. Do a cost benefit analysis, the costs are clearly there, with
mandated restrictions on the use of carbon in a carbon economy,
and the Dbenefits, nothing will happen with regard to climate
change. Administrator Jackson has indicated that.

We actually do have a solution in our policy, and it is a voluntary
cap-and-trade. It is a true market solution. It is not a market
where Government mandates restrictions and then lets the market-
place work. A voluntary cap-and-trade would allow companies to do
what they would with carbon reductions, and then the consumers
and our citizens would pay with their dollars. If that is what they
desire to have happen, our consumers and citizens would pay with
their dollars to support those companies who reduce carbon emis-
sions.

That would be an indication of the will of the people, and it
would also be a true market solution, and our policy supports that.

Senator BARRASSO. Senator Udall mentioned the concept of the
winners and losers in the ag community in the Rocky Mountain
West and then people across the country under this Waxman-Mar-
key bill. I mean, I worry about western ranchers whose operations
are heavily dependent on the use of Federal lands for livestock, as
well as very limited opportunity for offsets, as you talk about.

These ranchers are constrained in the types of grazing practices
they can employ on Federal lands. The Federal lands themselves
don’t qualify for offset opportunities. The majority of the West is
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Federal land. I can’t see how the agriculture community in the
intermountain west States could possibly survive under this bill,
given your testimony today.

Are these the intended consequences or the unintended con-
sequences, do you think, of this bill in terms of the impact on our
ranchers and Federal land?

Mr. STALLMAN. Well, I don’t believe anyone set out to have those
consequences, so they are unintended consequences, but they are
very real. And the few agricultural organizations that support the
Waxman-Markey bill, they gloss over the fact that the benefits of
the agricultural offsets program included in there is varied across
the country. And your example of what happens to ranchers who
are on Federal lands, they have no opportunities for real offsets,
and yet they have to eat up the additional or absorb the additional
energy costs that will be created.

And so that is what we are facing. We are facing with only a few
instances of agricultural producers being able to participate in off-
sets, which according to our analysis will not offset their increased
energy costs anyway. It just makes it better than it would have
been. But then some producers, as those you have indicated, fruit
and vegetable producers and others, aren’t going to have any real
opportunity to participate in the offset markets, and that makes it
even worse for them.

Senator BARRASSO. Do you think this bill can be perfected to the
point where energy and input costs would be beneficial to farmers
and ranchers? Or do you think that there is no way to do that?

Mr. STALLMAN. Under the current structure and what it portends
for cost increases in the energy sector, I think it will be very dif-
ficult. I think we will continue to work to find provisions, and
working with Senator Harkin over here on the Senate side to im-
prove the bill on behalf of agriculture. And there are things that
can be done overall, as I talked about earlier, about having more
specific ways of plugging that energy hole.

The number of nuclear reactors that are proposed, that will occur
under the Waxman-Markey bill are basically on the assumption
that carbon costs get high enough to cause those to be cost-effective
and that they will be built. We could maybe have a different model
where we support a different regulatory structure for siting and ap-
proving nuclear reactors that would perhaps make the process
quicker so we could plug that energy gap.

So there are some things that can be done that are missing, we
think, in the Waxman-Markey bill. We still have to worry about
this international competitiveness issue for farmers and ranchers.
Those ranchers that you are talking about are competing in the
international marketplace, and if their costs are higher and those
costs are solely imposed in the United States, and our competitors
overseas don’t have those same restrictions because those govern-
ments refuse to accept mandates, which many have said that they
will, then that just puts us in an international competitiveness
nightmare in us being able to sell our products overseas. So that
is another clear concern that we hope we can address in the Senate
version.

Senator BARRASSO. Thank you, Mr. Stallman.

Thank you, Madam Chairman.
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Senator BOXER. Thank you. And I hope you know we will look
forward to working with you on those issues.

Senator Udall.

Senator UDALL. Thank you, Madam Chair.

When we talk about this issue and the discussion has been that
you are putting a price on carbon, you are increasing the cost on
fuel. We forget where we were last summer when we have $4 gaso-
line. And I was out, Madam Chair, and I am sure you were, in the
agricultural community and the farming community, and people
were telling us they were going to go broke; that they were really
hurting in terms of the cost of oil and the impact on them.

And the only reason economists tell us we aren’t at $4 gasoline
right now is we have a worldwide recession, which we haven’t seen
since World War II, and we have a deep recession here in the
United States.

And so to somehow assume that we are just going to sit here and
that the cost of gasoline today is going to stay stable for the next
10 or 15 years is I think an absolute fantasy. So we should be fo-
cusing on how we get out of that box. And the reason we are in
the box is because we are overly dependent on foreign oil to the
tune of we are headed toward 70 percent dependence on foreign oil.
And the oil that is left in the world we are talking about over two-
thirds of it, over 66 percent, is in six Middle Eastern countries,
Russia and Iran, and we have 3 percent.

So we are in a very, very difficult situation in terms of how we
move forward with developing our oil resources. And many of us
are for developing our oil resources, but we only have 3 percent.

So the vision, I believe, and Mr. Krupp, I would like you to com-
ment on this, the vision I think most of us have is that through
putting a price on carbon, we move ourselves in a new direction
with our over-dependence on foreign oil. We try to do something
about that. We move ourselves in a direction of a renewable econ-

omy.

And by the way, when we talk about a low carbon fuel standard,
we actually have a low carbon fuel standard in place. We put it in
place in 2005 and 2007 in the energy legislation. It is called a re-
newable fuels standard, which we are expanding on and improving
upon. So let’s not pretend we don’t have a low carbon fuel standard
in place and that we are trying to generate those kinds of renew-
able fuels.

But Mr. Krupp, I wish you could comment a little bit on where
this contrast of dependence on foreign oil, we are headed down this
road of becoming more dependent, and where you see putting a
price on carbon taking us, and what opportunities it opens up for
us in some job potential and all of those kinds of things. Please.

Mr. Krupp. Thank you, Senator.

I think the biggest new economy, the biggest new source of jobs
in the world is going to be these alternative energy sources and
cleaning up our fuels and cleaning up our energy sources. I see if
we do nothing a future where a bunch of tyrants who don’t like us
have their foot on our throat. And I don’t know how we get the foot
off of our throat unless we act.

And this bill, according to MIT and others who have modeled it,
would reduce our dependency of oil by billions, tens of billions of
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dollars every year. So I do think that the choice is between allow-
ing us to continue to be whipsawed by the whims of some of these
Mideast nations, or by doing something to diversify our sources of
energy and fuel.

And the beauty of the bill is it opens up a market for a lot of
different things. Some farmers will be able to participate with bio-
energy, others with methane. Some will be able to put wind tur-
bines on, not everyone will be. I agree with what you have said,
Bob. Others will be able to put solar panels on their land. There
will be a variety of ways that farmers and landowners can partici-
pate.

We cannot go with business as usual, America is losing jobs. We
are dependent on foreign countries for the bulk of our oil supply,
many of whom are very hostile to our interests. Taking action like
the ACES legislation provides, allows us to get off that dependency
and an explosion of new wealth for America.

Senator, those who oppose this legislation may find in a few
years that they regret it very much because instead of importing
oil at that point, we may be importing solar panels and wind tur-
bines because we failed today to take that step.

I am not willing to sit by and watch us fail. We have to do some-
thing different.

Senator UpnALL. Thank you very much. And we, I know that the
Chairman feels this very strongly, we are trying to move on a clean
energy economy, trying to capture, as you said, the industrial po-
tential of the future.

Thank you very much, and thank you, Madam Chair.

Senator BOXER. Thank you, Senator, very much.

And I thought, Mr. Krupp, your comments were beautifully put
because at the end of the day, no farmer that I know wants to be
dependent on oil from people who don’t like us and who are using
the proceeds to hurt us. No farmer wants that. No farmer that I
know wants to sit back and allow climate change to ravage this
country, this Nation.

And I am going to ask Senator Udall if you could once again
share with us what you told us, that if we do nothing and the cli-
mate changes the way the vast majority of peer-reviewed scientists
tell us, what happens to your State, the big picture.

Senator UDALL. Well, the thing that happens in New Mexico, and
this is something that all of us can look at the models. And I have
been told about the models for New Mexico. And basically, imagine
that you all know how we move a mouse around on a screen and
grab something and slide it. Well, basically what I have been told
is that if you look at the intermountain west model and looking at
double the temperatures of everyplace else in the country, you are
going to have a dramatic impact. And the impact would be the
equivalent of taking New Mexico and dragging it 300 miles to the
south. I don’t know how many of you have been 300 miles south
oOf 1;Iew Mexico, but you are in the middle of Chihuahua, Mexico.

K?

The mountains that they have down there are not forested. We
have fantastic forested mountains, up to 10,000 feet. We have ski
areas. The snowpack that is on top of those mountains recharges
the water. Just for example in the city of Santa Fe, 40 percent of
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our water comes from our snowpack. So you would be changing
that whole equation, changing the water situation in New Mexico.

Second what you would do is be drying out those forests. The for-
ests might well by mid-century just disappear and you would have
flora that would obviously adapt, but the forests would be gone.
You would have increasing forest fires in that period because of
what is happening.

So the impacts are going to be dramatic. It was brought up about
being worried about farmers and ranchers. Well, the ranchers,
what the U.S. Climate Impact Report found that Federal grazing
land will be less productive because it is going to be hotter. So
there will be less forage for the cattle, so the ranchers are going
to be hurting.

These are the kinds of things that I think we are trying to pre-
vent. And I think we need to look at where we are headed in the
future, and it is not a pretty future for the intermountain west, and
the way I would just describe it is more forest fires, less water,
more thirst, and a real change or wiping out of a way of life.

Senator BOXER. Well, I wanted to end on that note because we
have a responsibility to protect our kids and our grandkids, not
just ourselves. We have lived through the years that we weren’t af-
fected by what was on the horizon. And now it is our job to ensure
that future generations can live in a hospitable environment.

And every time we have done this as a Senate, it has been a win-
ner. I have gone through that. Every landmark environmental law
was attacked harshly, predictions made that it would be just the
end of the world. And this is certainly no exception.

And I would like to close by saying the American Farmland
Trust really gets it. In their letter of support, they say, “Keep in
mind the potential cost of not supporting climate change legisla-
tion. Climate change is a real environmental challenge affecting
our global ability to produce food and fiber in the years ahead.”

So we need to look at that, and factor in the costs of doing noth-
ing, being naysayers; no, we can’t; no, we shouldn’t; no, we mustn’t.
And I think if we can get over that mind set of no, we will do the
right thing.

I just want to say to the panel, I so appreciate each and every
one of you being here, and we will work with all of you. As we take
the Waxman-Markey bill and we put our stamp on it, we are going
to need all of you to work with us.

Thank you.

We stand adjourned.

[Whereupon, at 11:50 a.m. the committee was adjourned.]

[Additional statements submitted for the record follow:]

STATEMENT OF HON. BENJAMIN L. CARDIN,
U.S. SENATOR FROM THE STATE OF MARYLAND

Madam Chairman, thank you for holding this hearing on how the roles of Amer-
ica’s farm, forests and the hardworking people tied to the land cultivation are im-
pacted by climate change yet stand to profit from the offsets that will be included
in the climate and energy legislation we construct.

Agriculture both affects and is affected by climate change. Australian farmers are
contending with an unprecedented—and completely unforecasted—7-year drought
that has crippled the entire continent’s agriculture industry. Our changing climate
creates immeasurable challenges for farmers. Historical weather and climate cycles



185

are no longer reliable for planning crop selection, sowing and harvesting seasons,
or precipitation patterns.

As I mentioned in my statement at last week’s Climate Change hearing, a 2 per-
cent increase in global temperature can create significant heat stress for plants and
animals and also aids in the spread of both plant and animal diseases.! Much of
Maryland’s agricultural growers and poultry producers are located on Maryland’s
Eastern Shore, and rising sea levels and increased salt water infiltration into
groundwater sources are serious concerns of mine for the future prosperity of Mary-
land’s farmers.

The measures we are considering may present new challenges for farmers and for-
esters. However, a system of carbon offset credits will provide agricultural growers
a new commodity to effectively sell, in addition to their products, in the marketplace
and would create new revenue streams for the agricultural industry.

However, in order to achieve actual reductions in greenhouse gases from agri-
culture, farmers must reduce:

e methane,

e nitrous oxide, and

o their overall greenhouse gas production.

Congress’s climate and energy legislation must help them do so. Beyond offering
offsets for the carbon sequestration of agricultural and forestry biomass, climate
change legislation should also help farmers by:

e incentivizing the conversion of unproductive cropland back to its natural state,

e providing for research and development into feed and digesters to reduce and
capture livestock methane,

e accounting for the carbon sequestration of agricultural biomass, and

e increasing the water efficiency of irrigation systems.

These are ways we can help our farmers and help solve the climate crisis at the
same time.

It is important for farmers to understand what they stand to gain from this legis-
lation. Agriculture Secretary Tom Vilsack is engaging in field visits to rural commu-
nities across the country to share information about the challenges and opportuni-
ties a carbon constrained economy present for farmers and ranchers. I think it is
unfortunate that so much negative—and often misleading—information is conjuring
fears among America’s agricultural sector, and it is imperative that more outreach
needs to be done to explain the impacts of climate change on growers, the need for
action, and the key role agriculture plays in fixing the problem.

With EPA’s scientific expertise we can develop an agricultural offsets program
that is verifiable, effective and robust. With USDA’s on-the-farm expertise, we can
create a carbon offset program that is tailored to individual farms. With farmers at
the center, we can build an effective domestic offset program that combats global
warming, generates significant revenue for our farmers, and keeps our key resource
lands in production for America and the world.

I look forward to working with my colleagues to make a strong climate bill that
benefits farmers, and I look forward to our witnesses’ testimony.

STATEMENT OF HON. DAVID VITTER,
U.S. SENATOR FROM THE STATE OF LOUISIANA

Thank you, Chairman Boxer and Ranking Member Inhofe, for holding this hear-
ing to discuss what I believe is a very important issue.

This is a significant moment in history, as the societies that choose to expand and
improve their use of energy will advance beyond those that don’t. The primary objec-
tive of any country’s energy policy should be to promote abundant supplies of afford-
able energy and to ensure that it is distributed to consumers. For examples of that
philosophy look no further than China and India, where the two nations are at-
tempting to bring great numbers of their populations out of poverty and into com-
petition in a global economy. Cap-and-trade is the opposite of that effort.

While proponents have argued that the United States needs to lead other nations
to adopt their own cap on carbon emissions, three of the world’s top five emitting
sources have categorically stated their intent to reject meaningful emissions limits.
China, the world’s No. 1 emitter, stated that “it is not possible for China to accept
a binding or compulsory target.” Russia, the No. 4 emitter, has called the emissions
target “unacceptable, and probably unattainable.” India, the No. 5 emitter, has said,
“India will not accept any emission-reduction target—period.”

1Professor Alan Buckwell, director of the Land and Business Association of the United King-
dom.
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There are not many in the agriculture industry that trust cap-and-trade legisla-
tion will make their industry more competitive or that Government is likely to get
this right. Perhaps the Missouri Farm Bureau said it best when they stated:

“‘Skeptical’ and ‘apprehensive’ may understate our members’ feelings toward pro-
posed legislation and regulations to reduce man’s supposed impact on the Earth’s
climate. Whether it is called global warming or global climate change, we have seri-
ous reservations about lawmakers and regulatory officials imposing sweeping new
regulatory requirements and costs on the U.S. economy while it is business as usual
in China, India, and other countries emitting large quantities of greenhouse gases
(GHGs).”

There exists a great misunderstanding in a good portion of our society about what
exactly energy is and means to people and our economy, but the ones that are pay-
ing attention to cap-and-trade are starting to get it. Some people believe that ad-
vances in efficiency will limit the need for future energy sources. Others believe that
increasing the cost of energy won’t have an adverse effect on middle income families
or the working poor. And still some believe that forcing heavily subsidized non-
competitive energy into an energy portfolio will have a net positive impact on small
businesses, manufacturers and farmers. In fact, these beliefs are quite wrong.

As a society advances and technologies improve we know that energy begets the
need for more energy. We now produce energy in many forms much more efficient
than the carbohydrate energy farms once required to power the oxen that pulled
farm implements. As that efficiency has increased so has our need for energy. En-
ergy consumption per unit of GDP has been falling for thousands of years. We have
consistently become more efficient. However, energy consumption as a whole has
been steadily increasing—along with our quality of life.

Our ability to grow and advance as a society is wholly dependent on affordable
energy. Low cost energy has proven to be the greatest equalizer in the history of
mankind. Thanks to affordable energy the poor can stay cool in Louisiana’s hot sum-
mers, and the elderly can stay warm in Wisconsin’s cold winters. And thanks to en-
ergy’s role in agriculture we are able to feed more people than at any time in the
history of the world. That will only improve with more abundant and affordable en-
ergy.

For the agriculture industry, implements once pulled by horses and oxen are now
pulled by massive Caterpillars and John Deere tractors. These machines are much
more efficient than oxen, but they require more energy. There exists a quite rec-
ognizable correlation between rising employment and rising consumption of conven-
tional fuels. In the ag industry conventional fuels provide the energy that processes
material and powers the increasingly advanced machines that provide internation-
ally competitive farm products.

When the debate over efficiency was lost in the quest for affordable and reliable
energy, proponents of reducing energy consumption realized that the only way to
actually reduce consumption is by driving up the cost of energy. This cannot be done
without reducing the standard of living on America’s middle class and low income
earners. To achieve this goal you need something bigger and scarier than simply a
desire to reduce our use of energy.

From Energy Secretary Chu to the environmental groups that support a unilat-
eral reduction in carbon emissions, a consistent effort has gone to convincing pro-
ponents that the only way to decrease fossil fuel consumption is to increase the cost
of energy. The effort has been made by filing one lawsuit after another to prevent
domestic production and has included challenging onshore and offshore production
in Alaska, convincing the Administration to cancel or slow offshore leasing programs
in the Gulf of Mexico, and making every effort to increase taxes on domestic produc-
tion. Yet cap-and-trade remains the best option for rapidly increasing the cost of en-
ergy and thus reducing energy consumption.

The agriculture industry is quite right to be skeptical of the Waxman-Markey leg-
islation or any other legislation capping carbon emissions. As they say, the devil is
in the details. Unfortunately, this devil has the potential to devastate our economy,
reduce the standard of living for most or all Americans, and could make us more
reliant on not only foreign energy, but also foreign agriculture.

As this committee works on legislation once touted by Enron and now by former
Vice President Al Gore as an opportunity for “global governance,” I look forward to
working through and discussing the many challenges ahead. Thank you.

[Additional material submitted for the record follows:
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Fool Me Twice, Shame on Me
Learning from History on Electricity Rate Data

Powaer fines cut across a wheat field on a sunny day.

By Danield, Welss, Niek Kong | Apr#l 13, 2008
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Reeent studies by the N 1 s Aannfreturers, the Chamber of Commuree, and the Nat

These studies—just ke others we have seen in the post on acid min legislation and vther bills that address pressing
environmental issies—are meant 1o spark fear in the hearts of legislators and parslyze them with worrles shout an angny

public bluming them for skyrocketing electricity prices and other ills.

Thase types of predictions have heen proven wrong time and time again, Public officials should ignore the rerun of these
seare tacties.
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During the Clean Afr Act debate 20 vears ago, electrie utililes issi many authoritative studies 1o d t the

huge cost of reducing acid rain pollutants from their conl-fired power plants. On September 7, 1089, Southern Company
Fresident fidward 1. Addison testified before the House Subcommitiee on Energy and Power abowt such a study
rie Institute, Mr. Addisen told the subeommitt

commissioned by the Edisen E

“We estimate that the acid min provisions alene of H.R. 3030 could cost electrie utitity vatepayers $5.5 billion amnally
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percent t0 13,3 pereent by 2009, My, Addisen concluded that these caleulations
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My, Addisen darkly predicted that President George FLW. Bush’s national program to slash the power plant pollution that
aw that sets unrealistic compliance dates will increase the cost, risk

caused acid min would devastate the atility industry
the reliability of electric service, distupt the Jong-range planning of utilities, frustrate the regulatory process, and foreclose the
use of clean coal technologies. ™ iii] To increase the credibility of his alarms, the economic evaluation by Temple Barker and
Sloane included prediction of individual state electricity rate increases,

“The rate increase predictions by Mr. Addison. the Southern Company, Edison Electric Institute, and Temple Barker and
Sloane were ionably, undeniably, b Iy, unarguably wrong. Despite EET and Southern Comipany’s
oppasition, the acid min program was included in the Clean Air Act of 1990. Since then, national electricity rates have actually
declined by an average of 19 percent from 1990 1o 2006 {2006 dollars). At the same time, sulfurand nitrogen oxide emissions
from coal power plants were roduci by 46 percent and 49 percent, respectively. The EPA determined that the "estimated
public health benefits from ARP {Acid Rain Progrum] emission reductions exceed program costs by a margin of more than 40
to 1.” And a third round of reductions notineluded in the Act was required when the Bush administration issued the Chun Al
fnterstate Rulbe it 2005,

Of the 10 states Mr, Addison specifically identified that would suffer some of the highest rate hikes, the average electricity
price in 2006 dollars was 35 percent lower in 2006, Missouri's electricity rate fell nearly 59 percent, almost a 71 percent
difference than what the Edison Electric Institute predicted. Their Hlinois and West Virginia predictions had similar
cutcomes, with a difference of nearly 68.5 pevcent and 5 percent respectively.

VNG IQ AR

Jufs



£O0! MR WIS, DR of M
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