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Part I: Carbon Reduction Program Design

1

2)

3)

Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

The National Agricultural Aviation Association (NAAA) does not support government
taxation, fees or a system that would require fees in regard to carbon emissions. Rather, we
support investment in research and new technologies that would mitigate carbon emissions.
Should either a cap-and-trade system or carbon tax be implemented, the NAAA would
request that consideration be given to determine which industries are net emitters of carbon
emissions. In agricultural aviation, although the spent fuel from our aircraft release traces
of carbon, our services help farmers and growers produce crops, protect forests, ete. The
oxygen produced by this plant life largely offsets any carbon emissions that are produced in
the process, if not actually decreasing these gases in the environment.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?

Please respond in 300 words or less.

No. The agriculture and forestry sectors should not be covered under a carbon reduction
program because there is evidence indicating that they are not net producers of carbon
emissions. Oxygen created by the plant life these industries produce largely offsets any
carbon emissions generated in the process.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

If it is inevitable that a cap-and-trade program be pursued, initially allowances would have
to be at no cost. Distribution of allowances should be based on thorough studies to
determine which industries produce a significant carbon footprint in order to determine
available allowances and how they should be distributed. Again, scientific evidence exists
that the agriculture and forestry sectors are not net producers of carbon emissions.
Therefore, their emissions allowances should come at no cost. To reiterate a previous
point, agricultural aviation and other farm service providers should be included with
agriculture and forestry as carbon creditors because of the important role these services
play in producing agricultural and forestry products.
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4) Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.

5

6

7

—

)

—

regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

If such a policy is pursued, in order to reduce burdening industries with a multitude of
disharmonious regulations, there should be federal preemption over state/regional climate
control regulations.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

It's important that any agency regulating cap-and-trade policy be fair in doing so by taking
into account not only the carbon emissions produced by an industry, but also the benefits to
the environment that industry provides by mitigating carbon emissions. Whether the
regulatory agency is the EPA, another existing agency or a new agency, it should focus on
how specific industries help the environment, not just on how to impose carbon taxes,
allowances or other potentially burdensome regulations and/or fees.

Agencies with jurisdiction or expertise over specific industries should work in partnership
with the parent agency over climate change in devising protocols and procedures relevant
to the industry it has jurisdiction or expertise over. For example, the USDA would be
responsible for advising offset protocols and procedures for agriculture and farm service
providers.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.



8)

9)

4

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

Yes, a carbon tax/fee program would have a negative impact on all of the aforementioned
groups. The implementation of a limit on carbon emissions will cause energy prices to
skyrocket. The impact of these higher energy prices will be felt by everyone. As the
higher energy prices burden farmers, growers, producers etc., they will be forced to cut
jobs. These jobs will be exported to countries without carbon tax/fee systems that produce
agricultural and forestry goods. Of course the specific affected groups would be those that
don't fall under any type of exemption from either cap and trade or carbon tax policy. It's
likely that transportation industries delivering agricultural products but closer to the
markets and away from where they're produced are less likely to be exempt. They would
be detrimentally affected by higher energy costs. The overall effect is going to be that the
consumer will ultimately pick up any additional costs associated with higher energy prices
as a result of these policies. This would include populations that are beneficiaries to USDA
nutrition programs, and it would result in higher costs for the federal government which
subsidizes these nutrition programs.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

Should such a program be implemented, all revenues generated under the program should
be reinvested into the development of more efficient and clean-burning fuels, power plants
and related technologies. Revenues should also be used to subsidize those small businesses
and industries incurring additional costs as the result of a carbon tax or cap and trade policy
to purchase these technologies and to aide them in affording the increase prices of fuel that
is likely to occur with the implementation of such a program.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a

carbon reduction program receive transitional assistance?
Please respond in 300 words or less.

Yes.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas

emissions?

Please respond in 300 words or less.
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The contributions of public lands used to produce carbon offsets should be taken into
account in determining actual carbon offsets. In addition, it is important to take into
account service industries that treat public lands that are used to produce carbon offsets.
Again, aerial application is used in this regard to help treat forest fires and apply forest
protection products on public forest land.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.
Flease respond in 600 words or less.

There's a concern with not regulating carbon pricing. There's a risk that what happened
during the summer of 2008 when speculators drove the price of oil to over $140 per barrel
might also happen with carbon prices. Small businesses that may fall under a carbon tax or
cap and trade policy would be detrimentally affected should the price of carbon escalate as
a result of speculation. This issue should be well-monitored and regulated to prevent this
from happening or it may result in a number of small businesses ceasing to exist and
limiting carbon allowances to only large manufacturers and/or commodity traders who
might actually have no use for a carbon credit other than to sell it on an open exchange.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

Part II: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

It's important to have a program that implements no direct costs whether it be to purchase
carbon allowances or to be taxed for producing carbons for industries in the agricultural
sector, including farm service providers such as aerial applicators, that provide services
resulting in no net carbon emissions. It's inevitable that regardless of whether an industry
or small business is required to pay a carbon tax or purchase a carbon allowance the effects
that these taxes/allowances will have on other industries will indirectly affect even exempt
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entities via directly affected industries raising the costs on their products and services to
offset the cost of carbon allowances and taxes.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

If offsets are meant as means to counterbalance carbon dioxide emissions the federal
government should have unlimited authority to issue carbon offsets.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?

Please respond in 600 words or less.

No system prioritization is necessary, if in fact carbon offsets are offsetting the carbon
emissions, which is the goal of the policy.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

Any criteria for measuring offsets must take into account the chain of services that enable
an offset to be produced. For example, if the production of crops or forestry products
offsets carbon in the environment, services that enable that offset such as aerial application
services should be taken into account.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

Any criteria for measuring offsets must take into account the chain of services that enable
an offset to be produced. For example, if the production of crops or forestry products
offsets carbon in the environment, services that enable that offset such as aerial
application services should be taken into account.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

Any criteria for measuring offsets must take into account the chain of services that enable
an offset to be produced. For example, if the production of crops or forestry products
offsets carbon in the environment, services that enable that offset such as aerial
application services should be taken into account.
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20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

Any criteria for measuring offsets must take into account the chain of services that enable
an offset to be produced. For example, if the production of crops or forestry products
offsets carbon in the environment, services that enable that offset such as aerial
application services should be taken into account.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

In agriculture, offsets should be available for not only the farmer, but also for the farm
service providers that help make the offset possible. These offsets should be used to
counter whether an entity should have to pay for an allowance. The two should be used in
a formula to determine if an entity is a carbon creditor or carbon debtor.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?

Please respond in 300 words or less.

Analysis of offset factors should be frequently undertaken increasing the flexibility of the
offset program. This will allow for the consideration of innovative technologies and
techniques that are constantly being used in the field to produce carbon offsets.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

24) The terms "additionality” and "stackability” are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
carly-actors and already undertaken activities that sequester earbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack” credits?

Please respond in 600 words or less.

If it can be shown that entities have been net carbon creditors prior to a carbon tax or
trading scheme is instituted then there should be some sort of established reward system for
these entities.
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Yes to the question: Should activities undertaken to reduce carbon emissions also be
allowed to count towards other environmental market activities, such as water quality or
wildlife habitat creation, therefore allowing landowners to "stack" credits?

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

Any federal or state programs to reward carbon reduction/sequestration/offsetting or to
subsidize entities required to obtain carbon allowances should not only be continued, but
also expanded.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

Data based on sound science should be used to confirm carbon contributors as well as
carbon off-setters. If data cannot be shown one way or the other, then revenue should not
be forthcoming. Natural disasters or other uncontrollable events should be given special
consideration.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

Yes, the protocols and procedures for the offset program should be detailed in legislation, if
for no other reason than to provide ample guidance to the regulatory agency with
jurisdiction over the issue. Many federal agencies should be involved in determining the
protocols and procedures. Agencies with jurisdiction or expertise over specific industries
should work in partnership with the parent agency over climate change in devising
protocols and procedures relevant to the industry it has jurisdiction or expertise over. For
example, the USDA would be responsible for advising offset protocols and procedures for
agriculture and farm service providers.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?

Please respond in 600 words or less.

Research dollars should be increased to expedite the development of cutting edge carbon-
reducing technologies and techniques. Reasonable criteria to ascertain if a manufacturer of
a carbon-reducing technology is effective need to be developed. Overly complex research
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requirements on the effectiveness of carbon-reducing technologies may result in the
manufacturer’s costs of conducting this research to be substantially higher than the
revenues received in utilizing such a product, thereby quelling innovation.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

Part I1I: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.
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NATIONAL AGRICULTURAL AVIATION ASSOCIATION
April 7, 2009

The Honorable Collin C. Peterson

Chairman

Committee on Agriculture

U.S. House of Representatives

Room 1301, Longworth House Office Building
Washington, DC 20515-6001

Dear Mr. Chairman:

The National Agricultural Aviation Association (NAAA) would like to thank you and the
other Members of the Agriculture Committee and staff for the opportunity to present the
agricultural aviation industry’s feedback pertaining to proposed climate change policy.

The NAAA represents more than 1,500 members in 46 states. NAAA supports the
interests of small business owners and pilots licensed as commercial applicators that use
aircraft to enhance food, fiber and bio-fuel production, protect forestry and control
health-threatening pests. Furthermore, through its affiliation with the National
Agricultural Aviation Research & Education Foundation (NAAREF), the NAAA
contributes to research and educational programs focused on enhancing the efficacy,
security and safety of aerial application.

NAAA understands that the Committee on Agriculture is under a tight timeline to receive
feedback from the agriculture sector as a result of other House panels pushing quick
consideration of climate change legislation. NAAA would have liked to have had more
time to respond to these climate change questions because of the huge implications this
issue will have not only on the agricultural economy, but also the global economy. But
again, it understands that the Committee is under tight timelines set by House Leadership.
With that said NAAA urges that the Committce urge the congressional leaders to invest
ample time and sound thought into this sweeping proposed policy.

The agricultural aviation industry is greatly concerned about climate change policy. Not
only because of the significant direct costs it has the possibility of imposing as the result
of mandates for our businesses to purchase carbon allowance permits or carbon taxes, but
also because it is very likely that our industry’s equipment and fuel costs will be
markedly increased as a result of climate change policy. The policy would be more
tolerable and fair if it rewarded entities, such as aerial applicators, that play a role in
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helping to produce the renewable resources that offset greenhouse gases in the
environment—by issuing carbon offsets.

Mr. Chairman as you know, the agricultural aviation industry is a vital service to our
nation’s farmers and foresters. Aerial is the quickest way to make a pesticide
application--approximately four times as quick as ground applications. Aerial
applications also help in treating wet fields and effectively penetrating crop canopies (i.e.
orchards) when they are too thick for ground rigs. It helps to maximize farmers yields as
the result of being non disruptive to the crop because the aerial spray rig doesn't drive
through the crop but treats it from above. This is particularly important when treating
crops in later stages when the rows have grown together or the crop height is too great for
ground based spray equipment, When pests or disease threaten a crop, time is critical. An
airplane causes no soil compaction. Aircraft are necessary to low or medium-tillage
farming systems, which can reduce soil erosion by as much as 90%--this is also very
beneficial to the environment because it protects the top-soil.

Farmers are able to produce crop abundance by using only 20% of the land in the U.S.
because of high-yield agriculture and the crucial service aerial applicators provide. The
remaining 80% of land can therefore be used for other purposes. These uses include:
grassland pasture and range (26% of U.S. land); forests (19% of U.S. land); parks,
wilderness and wildlife (13% of U.S. land); urban (3% of U.S. land); deserts, wetlands
and miscellaneous lands (10% of U.S. land). Of the nations 442 million acres of cropland
about 70% is commercially treated; aerial accounts for roughly 25% of the amount of
commercially treated cropland. This accounts for approximately 77 million acres of
cropland treated aerially each year, not including the portion of aerial treated pasture and
range acres (587 million total acres in the U.S.), forest land (651 million total acres in
U.S.), and public health acres (60 million total acres in U.S.)].

Again, Mr. Chairman, we appreciate this opportunity of being able to comment on

proposed climate change policy. Please do not hesitate to contact me for additional
information or if questions should arise.

Eost sincerely, /\L&\
drew D. Moore

Executive Director
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL ALLIANCE OF FOREST
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Committee on Agriculture
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Biographical Form
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National Alliance of Forest Owners

Address
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Email
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If you are responding on behalf of an organization, please list the capacity in
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position you hold or if you are a volunteer.

President and CEO, National Alliance of Forest Owners
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Part |: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of

2

3

)

climate change issues. Do you think Congress should enact a program that uses carbon
taxes/fees, a cap-and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

Congress should support policies that enable and support offsets from a range of eligible
projects, including forest management and harvested wood products.

Private forests in the U.S. are already a valuable tool to reduce greenhouse gas emissions.
Both the EPA and the United Nations' 2007 Intergovernmental Panel on Climate Change, for
example, have identified managed forests as a primary tool to reduce greenhouse gas
emissions ("GHG") emissions. Further, the EPA says that forests in the U.S., nearly 60% of
which are privately owned, sequester almost 200 million metric tons of carbon per year,
representing 84% of the carbon sequestered by all land uses. US Environmental Protection
Agency. 2007. Inventory of U.S. greenhouse gas emissions and sinks: 1990-2005. EPA
430-R-07-002; Birdsey, R., K. Pregitzer, and A. Lucier. 2006. Forest carbon management in
the United States: 1600-2100. J. Environmental Quality 35: 1461-1469; US Environmental
Protection Agency. 2007. Inventory of U.S. greenhouse gas emissions and sinks: 1990-
2005. EPA 430-R-07-002.

Offsets from forests and harvested wood products will create a flexible and cost-effective way
for regulated industries to achieve net GHG reductions and encourage further sequestration
and carbon storage by forests and wood products.

Should the agriculture and forestry sectors be covered under a carbon reduction program?
Why or why not?

Please respond in 300 words or less.

NAFO and its members strongly believe that forests should not be subjected to a cap in a cap
and trade system, and thus should not be required to obtain allowances under any
circumstances. As described in answer 1, it is well demonstrated that forests in the United
States function to sequester carbon, and serve as the most significant carbon sink. Thus,
GHG emissions from forests should not be controlled under a cap, and there is no need for
the forest sector to obtain allowances.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For
example, should they be at no cost, auctioned, or a combination of both? How should
Congress prioritize the distribution of available allowances? Should allowances for the
agricultural and forestry sectors be allocated at no cost, if so, should there be a limit on the
number of no-cost allowances?

FPlease respond in 600 words or less.
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5)

6)

7)
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NAFO takes the view that allowances should be distributed in a manner that best advances
market flexibility and efficiency for all of industry, and NAFO thus supports an allocation of
allowances without cost. We are concerned that an auction of allowances could inflict greater
costs on the economy without any additional benefit to the environment or addressing climate
change.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or
emerging U.S. regional or other carbon reduction programs (i.e. RGGI or individual state
programs)? If so, which programs and why?

Please respond in 600 words or less.

It is important that Congress enable existing systems to link to future comprehensive climate
change approaches, including cap and trade. For example, a nationwide offsets program
should recognize verifiable offsets credited in other established carbon reduction programs,
both mandatory and voluntary. At the same time, as a national carbon reduction program
emerges, local and regional programs should be incorporated into the national program to
avoid the risk of inconsistent obligations on companies and the inefficiencies and burdens on
complying with numerous systems.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

NAFO believes the Environmental Protection Agency, if provided adequate resources and
after adequate lead time to establish an effective program, should be responsible for
administering the cap. NAFO strongly believes that responsibility for developing protocols,
certifying and approving forest-related offset projects should be delegated to the Department
of Agriculture, which can apply its technical expertise to this complex area. We support a
program where EPA sets and administers the cap and USDA has lead authority for
implementing the offsets program related to the forestry industry. Congress should give
strong consideration to whether the actual trading mechanism should be overseen by a
federal agency with expertise in commodities trading and management.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a
cap-and-trade program, should the Commodity Futures Trading Commission (CFTC) continue
its role as the regulator of this derivative carbon market, or should there be a different
regulator? Please explain.

Please respond in 300 words or less.

Currently, derivatives of energy-based commaodities can be traded through: a) highly
structured instruments on regulated, transparent futures markets accessible to anybody and
anyone; b) flexible instruments on lightly regulated, transparent derivative markets accessible
to only major market participants, or; c) flexible instruments on unregulated, opaque over-the-
counter markets accessible only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-

and-trade program also be permitted to develop under similar options as for energy-based
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commedities? Please respond in 600 words or less.

8) Will enactment of a carbon reduction program have negative impacts for regions or
populations whose welfare is of special interest to the agriculture community? Such groups
could include: residents of rural areas; populations served by USDA nutrition programs;
agricultural producers and forest landowners; or input, transportation, and processing sectors
of agriculture and forest products.

Please respond in 600 words or less.

NAFO limits its answers to communities, populations, and workers related to the forest industry.
NAFO believes that as Congress and the government consider approaches to address climate
change, avoiding negative impacts on the forestry community must be a primary consideration.
For this reason, NAFO believes that forests should not be included under a cap or regulated as a
source of GHG emissions. Further, the development of an offset program should recognize the
role of working forests and harvested wood products in sequestering and storing carbon. This will
lead to the dual benefit of reducing greenhouse gases and creating economic opportunities for
communities related to private forests. We urge Congress to delicately balance the environmental
goals of addressing climate change with avoiding adverse economic impacts while at the same
time promoting positive economic opportunities for private forests. NAFO looks forward to the
opportunity to offer our perspective in discussing these issues further.

9) How might revenue generated under a carbon reduction program be best used to offset any
negative impacts?
Notwithstanding our concerns regarding the cost of allowance auctions, if there was revenue
generated under a carbon reduction program it should be spent on initiatives to promote energy
efficiency and renewables, carbon capture and storage research and development, and to
promote sequestration in agriculture, forestry and other uncapped sources. A portion of new
funding should be directed to federal forest-climate research programs to help develop improved
precision in forest carbon monitoring and to create new measurement tools that will lower
transaction costs and increase participation by landowners.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to
a carbon reduction program receive transitional assistance?

Please respond in 300 words or less.

NAFO as a general proposition urges Congress and the government to take action to the greatest
extent possible to avoid adverse economic consequences on businesses associated with climate
change controls. NAFO believes that providing a vigorous offset program at the outset of any cap
and trade system will assist those companies with higher overall costs of reducing their own
greenhouse gas emissions. For that reason, NAFO believes that Congress must take care in
enacting a cap and trade system to provide adequate time for the full operation and functioning of
an offsets market at the outset of implementation of the cap and trade regime.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse
gas emissions?
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Please respond in 300 words or less.

NAFQO believes there are opportunities for public lands to play a role in sequestering and/or
reducing greenhouse gases. However, NAFO also believes that programs to promote
sequestration of public lands must be distinct from offset programs involving private forests.
Regulatory and management approaches between private and public lands can differ significantly,
and effective and efficient greenhouse gas programs should be tailored separately to the different
types of ownership.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon
prices be established? Please explain.

Please respond in 600 words or less.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System
(ETS) or any other carbon reduction program already underway or being developed? Do any
international carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

The Voluntary Carbon Standard, a global consortium dedicated to improving standards and
programs for offsets, has proposed potential standards for forestry management. Further, the
United Nation's Clean Development Mechanism (“CDM") does allow credits for afforestation or
reforestation, but not forest management. The CDM has been problematic and will undoubtedly
undergo changes in the coming years as it has produced very few projects in the forestry area
due to unnecessary restrictions in the program. The critical importance of promoting forest
sequestration projects around the world was highlighted at the December 2007 United Nations
climate change conference in Bali. At that conference, discussion focused on Reducing
Emissions from Deforestation and Forest Degradation ("REDD"). Ongoing REDD discussions
may provide an opportunity to bring international perspectives to this issue.

Part ll: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for
selected agriculture and forestry activities, or agreed upon performance standards for
segments of the agriculture and forestry sectors?

Please respond in 600 words or less.

NAFO supports the concept of a voluntary offset program. A voluntary offset program is
consistent with the goal of promoting an environmentally effective yet economically efficient
mechanism for addressing climate change. Under a voluntary system, private forest owners can
choose whether to participate in an offset program based on a combination of factors relevant to
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their particular forests and circumstances. Importantly, NAFO believes a key component of such
a voluntary offset system would be to account for early actors--i.e. those who engage in certain
eligible activities intended to sequester carbon dioxide prior to the effective date of a national cap
and trade system. Such credit for early action will encourage action at the earliest possible
moment to address climate change.

15) Should the total number of offsets issued annually by the government be limited? If so, how
much?

Please respond in 300 words or less.

NAFO does not believe there is any justifiable rationale to limit the number of available offsets.
Offsets that represent real, verifiable, additional, and permanent reductions in greenhouse gas
emissions further the goal of eliminating greenhouse gases while promoting economic efficiency,
and should not be limited in any manner.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?
Please respond in 600 words or less.

NAFO believes that available offsets should be readily accessible to all capped sectors and that
distribution should be driven by market demand. Such a market-based system will promote the
most efficient and effective means of achieving the goal of the cap and trade system by
distributing offsets to sectors where they are most in demand and by ensuring the most efficient
pricing mechanism for offset credits.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

It is recognized that a forest offset program will be complex and that a strong system of
verification is critical to the viability of offsets from forest land in regional, national, and
international markets. At the same time, we recognize the need for administrative
simplicity so as not to erect unnecessary barriers to otherwise qualifying offset projects.
Adapting existing monitoring and sampling systems, where applicable, and paying
careful attention to roles can help address this issue.

In general, we believe verification should be focused: on (1) methods of estimating
additionality for participating entities; (2) methods of designing and estimating the effects
of carbon offset projects on all storage pools; and (3) actual achievement of additional
carbon storage above baseline in all pools.

Standards for methodology need to be established. Adapting existing systems familiar
to forest offset providers would increase administrative simplicity and reduce cost. These
include standard forest inventory methods as a proxy or precursor to measurement of
carbon. There is a need for liquidity within regional, national, and international markets,
and harmonized measurement and verification methodologies can promote that liquidity.
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We recognize a strong role for the states in establishing standards, in a transparent and open
manner, for measurement and verification methodologies. Beyond standard-setting,
implementation of measurement and verification requirements could be performed by the State
directly, by independent third-party verifiers acting under State authorization, by offset providers
themselves operating under State standards with spot-checking and penalties for false reporting,
or some combination. We desire to keep costs low while ensuring carbon offsets meet applicable
standards.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

NAFO supports the general consensus on this issue that offsets should represent real, verifiable,
and additional reductions in greenhouse gases or increases in biological sequestration. Criteria
for assessing offset projects should be developed and narrowly tailored specifically for eligible
forestry projects. Such criteria should take into account the relatively longer scope of typical
forestry projects.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

NAFO believes a verification system should have several components: (1) a report submitted by
the project developer; (2) review by an accredited third party verifier; (3) a prompt decision and
awarding of credits by the appropriate agency no later than 60 days following submission of the
report; and (4) a timely appeal mechanism for a decision not to award offsets. Importantly, NAFO
believes such a verification system and appropriate third party verifiers must be in place prior to
the implementation of a cap and trade system so that offset credits can be available to help satisfy
allocation requirements for capped sources.

20) Should Congress establish a standards-based approach with pre-calculated values or a
project-based approach that measures field results for establishing eligible offsets under the
program?

Flease respond in 600 words or less.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

22) Describe the most important factors in establishing the permanence and duration of offsets
under the program, including contract length and flexibility?

Please respond in 300 words or less.

The term “permanent” for forest carbon offsets should mean removal and/or storage of
the subject carbon from the atmosphere for 100 years. Forest carbon contracts should
assign clear obligation for reversals. However, an offset market should allow flexibility for
landowners and project developers to establish forest carbon contracts of different
duration and different values in response to market demand and differing needs in the
marketplace and provide that the environmental integrity of emissions reductions is not
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compromised. Clear rules should be established for replacing shorter-term credits so
that environmental integrity is maintained, and contracts of varying duration should be
standardized to allow them to remain fungible in offset markets. Market flexibility should
also include a suite of options to enable obligated parties to cover the risk of reversals.

23) How should Congress address existing offset projects or credits established through a
voluntary market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

Please see answer to question 4.

24) The terms "additionality” and "stackability” are often used when discussing the
details of an offset program. How should producers and forest landowners who may
have been early-actors and already undertaken activities that sequester carbon or
reduce greenhouse gas emissions be treated? Should activities undertaken to
reduce carbon emissions also be allowed to count towards other environmental
market activities, such as water quality or wildlife habitat creation, therefore allowing
landowners to "stack” credits?

Please respond in 600 words or less.

NAFO believes that a federal cap and trade system must recognize and award offsets to early
actors. The nation's private forest owners are prepared to implement projects, and have been
implementing projects, that meet the criteria of established offset programs and likely would
satisfy the criteria of a future nationwide cap and trade system. Recognizing the actions of such
early actors creates every incentive for the nation to begin addressing greenhouse gases at the
earliest opportunity, and removes disincentive to postpone projects for several years. We believe
there are several flexible mechanisms for recognizing early actors that could be incorporated into
a cap and trade system, including the creation of an offset reserve for early actors that would
award offsets for projects that meet the criteria of established trading systems or would meet the
criteria of a future nationwide cap and trade system. NAFO also believes that credits for other
ecosystems benefits, such as wetlands mitigation credits, can accrue to the same land base as
carbon credits and should not affect the valuation of the forest carbon credit.

25) How should activities that may have been paid for in part by assistance from Federal
or state government programs (i.e. cost share, technical assistance) be treated?
How should those activities be treated if the practice was not specifically
implemented to address carbon sequestration or greenhouse gas emission
reduction?

Please respond in 300 words or less.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural
disaster or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

This question makes a critical and appropriate distinction between intentional and unintentional
reversals. NAFO does not believe that project developers should be directly accountable for
unintentional reversals such as those caused by natural disasters. Rather, other means of
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addressing unintentional reversals are available that do not burden innocent project developers,
such as an offset reserve system that functions akin to an insurance program. In the case of
intentional reversals, a cap and trade system may seek to make the developer or offset producer
accountable for obtaining allowances or offsets to compensate for the reversal, or to be able to
obtain such offset credits from an offset reserve system established for reversals.

27) Should the protocols and procedures for the offset program be detailed in legislation, or
should authority be delegated to the appropriate government agency to develop regulations?
If so, which agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

NAFO believes that legislation should be drafted in a manner that authorizes and encourages the
private forest industry and government agencies to pursue and implement forest offset projects
without haste. It will be critical for the success of a comprehensive cap and trade program to
facilitate a full and vigorous offset trading market at the outset of a cap and trade system. Thus,
Congress should give clear direction to the relevant agencies--presumably the Department of
Agriculture and the EPA—to implement and facilitate forest offset projects at the outset. To
achieve this goal, Congress should identify a broad and full range of eligible forest offset projects
in legislation and provide for both an expedited approval and verification process for such projects
as well as an opportunity to pursue other types of projects not identified in the legislation. When
Congress delegates authority to the agencies for devising protocols and procedures, it should
provide expedited and enforceable deadlines.

28) What are the obstacles faced by agricultural producers and landowners to implement
practices and technologies?

Please respond in 600 words or less.

Forest carbon offset markets should be carefully structured to minimize transaction and
compliance costs—this will encourage the necessary level of participation from
landowners and project developers to reach scale. Rules should not be structured to
favor certain types of landowners over others. Additionally, the protocols and verification
requirements should be feasible and affordable for all types of landowners.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester
carbon and/or reduce greenhouse gas emissions? If not, what might Congress consider
offering as additional financial incentives and technical assistance to speed up
adoptionfimplementation?

The nation's private forests owners already have a proud history and heritage of responsible
forest management that best protects and enhances the environment while achieving economic
opportunities for this critical resource. NAFO believes that a properly designed offset program
has the potential to further expand opportunities to promote projects that realize the dual goal of
protecting the environment by sequestering carbon while promoting the economic viability of the
nation's forests.
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Part lll: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may
not be have covered by the questionnaire, such as a low-carbon fuel standard, life-cycle
analysis, leakage, or biofuel incentives.

In recent years, both domestically and abroad, there has been an increased focus on the
‘role forests can play to address climate change. In addition to serving as the most
significant natural carbon sink, responsibly managed forests and harvested wood
products have the potential to provide further prospects for reducing atmospheric CO2
by providing biomass for renewable energy, such as electricity generation and
transportation fuels, that have lower lifecycle CO2 emissions than fossil fuels.

Forests can provide ample, sustainable, domestic supplies of biomass to produce low-
carbon sourced electricity, low-carbon liquid transportation fuels, and ultralow carbon
synthetic natural gas that can be substituted for higher carbon sources of electricity and
fuels. Wood and wood residues are a dependable, domestic renewable energy resource
that can be utilized for energy production through processes like biomass generation,
wood gasification, and conversion to cellulosic biofuels.

Experts have long recognized working forests as a source of real and verifiable
reductions in greenhouse gases and a cost-effective source of industrial GHG offsets.
The United Nations' 2007 Intergovernmental Panel on Climate Change (IPCC) highlights
forest management as a primary tool to reduce GHG emissions. The IPCC states that,
“In the long term, a sustainable forest management strategy aimed at maintaining or
increasing forest stocks, while producing an annual sustained yield of timber, fiber or
energy from the forest, will generate the greatest mitigation benefit”.!

Similarly, the EPA has concluded that there is “'scientific consensus’... that the carbon
dioxide emitted from burning biomass will not increase CO2 in the air if it is done on a
sustainable basis."® This position is supported not only by the IPCC, but also by the
Energy Information Administration (EIA), the World Resources Institute (WRI) and other
credible scientific bodies.

Appropriately including forest biomass in a renewable energy standard, whether it is a
renewable electricity standard or a renewable fuels standard, would take full advantage
of these carbon mitigation benefits in the energy context. Likewise, a policy that
discourages forest biomass utilization will forfeit these benefits, particularly in areas
where fossil fuels are the predominant source of energy production and where
alternative forms of renewable energy, such as wind, solar and geothermal, are not
viable options.

1CIimale Change 2007: Mitigation. Contribution of Working Group Il to the Fourth Assessment Report of the
Intergovernmental Panel on Climate Change [B. Metz, O.R. Davidson, P.R. Bosch, R. Dave, L.A. Meyer
(eds)], Cambridge University Press, Cambridge, United Kingdom and New York, NY, USA, page 543.

2 U. 5. Environmental Protection Agency Combined Heat and Power Parinership, Biomass
Combined Heat and Power Catalog of Technologies, 96 (Sept. 2007) available at
www.epa.gov/chp/documents/biomass_chp_catalog.pdf.
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Part I: Carbon Reduction Program Design

1)

3)

4)

5)

6)

Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.
Not until we have more of a definite way to measure carbon.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?

Please respond in 300 words or less.
Same as above.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.
We do not need more government.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.
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7) Currently, derivatives of energy-based commodities can be traded through: a) highly structured

8

9)

instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; c) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a

carbon reduction program receive transitional assistance?
Please respond in 300 words or less.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas

emissions?
Please respond in 300 words or less.

Public lands affect the environment just like other land but they should not compete with
private land with bidding for carbon credits.
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12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.
Please respond in 600 words or less.

Market forces are the best strategy.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

Part II: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?
Please respond in 600 words or less.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

This is part of the problem with this whole program. Quantification is very difficult.
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18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?
Please respond in 300 words or less.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack” credits?

Please respond in 600 words or less.
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If a practice is counting toward more than one facet of the environment, it should count
accordingly.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

If it helps the environment, credit should be given.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.
This is part of the problem. It is very difficult to verify the real affect on the environment.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.
This should be based on science. There isn't enough science to be accurate.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?
Please respond in 600 words or less.

I haven't seen enough financial incentives at this time to help producers change practices.
In some parts of the country, growers give up yield when using no-till practices.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, seq carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as

additional financial incentives and technical assistance to speed up adoption/implementation?
Please respond in 300 words or less.

In view of the US deficit, the government doesn't need to spend any more money. Yields
suffer from no-till in the upper midwest so why force the issue with government subsidies?

Part I11: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.

Respondent did not complete the chart at the end of the questionnaire,
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL ASSOCIATION OF

CONSERVATION DISTRICTS
Committee on Agriculture

U.S. House of Representatives
Biographical Form
Name
Steve Robinson, President
Organization(s) you represent
National Association of Conservation Districts
Address

[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

Elected President of the National Association of Conservation Districts
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Part I: Carbon Reduction Program Design

1)

3)

4

—

5)

Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

NACD has not developed policy regarding either a cap-and-trade program or a carbon tax to
address climate change issues, but our bership is discussing the Association’s position and will
likely provide more specific direction during our July 2009 Board Meeting.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words or less.

NACD believes that if Congress passes legislation to address climate change, there should be an
opportunity for the agriculture and forestry sectors to provide off-set credits. As minor sources of
greenhouse gases, agriculture and forestry should not be covered entities under a carbon reduction
program.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

A certain number of allowances should be provided to the US Department of Agriculture to
provide assistance to early actors in carbon sequestration and other greenhouse gas
emission mitigation efforts, and to assist with research into new practice standards and
adaptation efforts (research, etc)

Should a cap-and-trade program or a earbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

Yes, a federal program should allow existing carbon reduction programs to participate, if they meet
or exceed the federal standards.

1f a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.
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The US Department of Agriculture should be charged with the development and oversight
of agriculture and forestry practices eligible for greenhouse gas mitigation through an
offsets program. The Natural Resource Conservation Service should provide assistance in
developing appropriate practice standards for carbon sequestration. The Office of
Ecosystem Services and Markets, recently established at USDA after the 2008 Farm Bill,
could coordinate theses efforts based on the mission established in the Farm Bill.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) {lexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

NACD believes there is a potential for increased utility, agricultural input and transportation costs
as a result of a carbon reduction program and recommends a robust offset program to mitigate some
of those increased costs to agriculture and forestry. (We would also expect, but cannot quantify,
similar increased costs to other rural residents and economic impacts to rural communities; and
possible increased food prices and increased federal spending on nutrition programs)

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

With regard to agriculture and forestry, we recommend an off-set program to allow
agricultural producers and forest landowners to receive payments for their carbon credits or
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greenhouse gas mitigation efforts. These payments would assist in off-setting any increased
costs or negative impacts associated with a carbon reduction program. Investment should
also be made into research for new technologies and adaptation strategies for forestry and
agriculture.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a
carbon reduction program receive transitional assistance?

Please respond in 300 words or less.

Producers and forest landowners should have the option of participating in a robust offset program.
Allocation of allowances should also assist in addressing increased costs, if provided in a manner
that transitions over time.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas
emissions?
Please respond in 300 words or less.

Yes, we believe there is a potential role for public lands. There might be an opportunity to
include public land restoration and subsequent carbon sequestration into a strategic reserve.
This strategic reserve would be available if there is a natural disaster or other adverse
impact that is beyond the control of the producer or forest landowner’s control.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.

Please respond in 600 words or less.

Carbon prices should primarily be determined by market forces; however a base cost (floor) should
be established.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

Part II: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
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agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

A combination of a voluntary offset program based on practice standards and allowances
for agricultural activities. For landowners that do not have an operation of sufficient size to
participate in an offset program, a beyond offsets incentive based program should be
included to undertake carbon sequestration efforts to reduce land fragmentation and allow
landowners to say in the agriculture/forestry business.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

In general we believe the overall number of off-sets should not be limited, but the source of the
offsets should be restricted to ensure a majority come from domestic sources.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?

Please respond in 600 words or less.
Free Market

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

There should be verification of contracts and NACD would recommend the CCX model of
10 percent of contracts. The quantification of emission reductions should be established
based on conservation practice criteria established by USDA taking into account practice,
soil type, moisture, etc.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

NRCS should establish practice standards for carbon sequestration efforts and the
mitigation of greenhouse gases. These standards should be based on models such as
Comet-VR and similar assessments and not field by field sequestration tests for cach
specific project.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.
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A system for verifying offset projects should ensure that third-party verification of reported
amounts of carbon should be completed before they are registered for offset credits

Under CCX practices today, verification is undertaken on about 10% of contracts,
and carbon content is measured. Land is also inspected to verify that proper
management practices are being performed by the landowner that holds the credit.
Rates of carbon sequestration in the U.S. generally range from 0.2 to 0.6 metric
tons per acre per year for conservation tillage, grasslands are at a rate around 1.0
metric ton per acre per year, and forestry is generally higher than 1.0 metric ton
per acre per year.

As carbon credit markets form and climate change legislation is considered, it is
essential that one set of standards for carbon sequestration be established that can
be applied universally. The United States Department of Agriculture’s Natural
Resource Conservation Service (NRCS) worked with CCX in setting up the pilot
agricultural carbon offset program and provided the standards for BMP’s that also
sequester carbon. Verifiers utilize NRCS practice standards in performing
verification; standards which are science based and have a longstanding
acceptance.

Conservation districts are well situated to perform verification functions.
Landowners often have working relationships from previous conservation work
with their local conservation district staff. This trusted relationship, combined
with the conservation district’s technical expertise and familiarity with NRCS
practice standards to perform soil samples makes conservation districts a logical
local resource for carbon credit

20) Should Congress establish a standards-based approach with pre-caleulated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

Practice standards should be utilized for established eligible offsets under the program. As
verification efforts and new research provide additional information on sequestration levels, these
practice standards should be reviewed and updated.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

There should be a separate relationship and a covered entity should be allowed to utilize
both allowances and offset credits. As available allowances decrease over time, we would
expect the use of offset credits to increase.

22) Deseribe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?
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Please respond in 300 words or less.

We recommend a contract length of 5-10 year contract for agriculture. Contracts should vary over

geographic areas and crop type, but we don’t expect a producer would be able to enter into a
contract beyond that timeframe. Forestry contracts may extend for a longer term.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

Existing offset projects and program should be included in a voluntary system if
they meet or exceed the standards and protocols set under a new program.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack" credits?

Please respond in 600 words or less.

Projects participating in a greenhouse gas offset market should not be excluded from also
participating in other markets for environmental services that currently exist or may arise in
the future. Allowing producers to “stack™ credits will maximize the economic viability of
carbon sequestration and manure management projects, ensuring more projects are
undertaken and synergies with other environmental priorities are developed. Early actors
should be allowed to participate according to an established baseline date.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

All greenhouse gas emission reduction efforts and carbon sequestration should be eligible
to participate, regardless of whether or not the project received assistance from the federal
or state government.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

Yes, the contraet holder should be liable if they do not honor the stipulations of the
contract. However there should be appropriate exceptions for wildfires, hurricanes and
other natural disasters that are outside the control of the contract holder.



37

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

USDA should develop practice standards, protocols and procedures addressing agriculture
and forestry practices and projects.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?

Please respond in 600 words or less.

NACD believes the obstacles to adopting practices and implementing technologies is
generally a factor of understanding about the practice as associated costs. Education effort
and technical assistance to assist in undertaking new practices and understanding new
technologies is essential for producers and landowners to take action.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

No, existing conservation and forestry programs do not provide sufficient incentives. To
secure the carbon sequestration and storage capacity of our forests, we must support and
expand policies and programs that keep our forests as forests by slowing their conversion
to non-forest uses and encouraging sustainable forest management. Incentive programs
should adopt different project design guidelines than offset markets, but should be focused
on climate mitigation activities. This enhanced flexibility should be used to incubate
innovative forest carbon activities and otherwise increase opportunities for landowners to
participate.

Part I11: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.

As Congress considers a market-based, cap and trade approach to climate change
legislation, it is important that the potential contributions from the agriculture and
forestry sectors are considered. Certain conservation practices in agriculture and forestry
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have demonstrated abilities to sequester atmospheric carbon. In order to ensure
agriculture and forestry are included in climate legislation, an understanding of the
process by which producers and landowners can participate is necessary to facilitating
landowner participation in carbon markets

Agriculture producers that utilize conservation tillage farming practices for row crops
sequester atmospheric carbon. Such practices as no-till and strip-till significantly reduce
soil disturbance, leaving carbon sequestered by plant material residue that is left on fields
to decay into organic matter. This process leaves carbon in the ground for many years.
Grazing and rangeland management can also promote carbon sequestration utilizing the
same ecological process. Rangeland grasses, shrubs and forbs place carbon in the soil
through natural growth and decay cycles.

Livestock operators can also qualify for carbon credits for the capture of methane. By
utilizing manure management practices and methane capture technology such as methane
digesters, livestock operations can prevent methane emissions that would have otherwise
been emitted to the atmosphere. Captured methane is combusted, and the avoided
atmospheric release is eligible for offset credits. Offset credits for avoided methane
emissions are determined by such factors as the baseline manure management system,
average livestock population, and methane content of recovered gas.

Forestland owners and managers can utilize forestry BMPs that sequester carbon in plant
material. By actively managing forests through sustainable silviculture, thinning and
harvesting, continued forest growth is promoted and capacity for carbon storage is
increased. Certification of sustainable practices by a third party is often required. Forest
carbon credits can also be generated by afforestation projects that create newly forested
land.

Many current Farm Bill conservation programs such as the Environmental Quality
Incentives Program, the Wildlife Habitat Incentives Program and the Conservation
Reserve Program promote conservation practices that also provide carbon sequestration
benefits. As climate change legislation is developed, it is important to consider the
current benefits of these programs and that carbon credits they generate qualify under a
cap and trade system.

Carbon credits created from agriculture and forestry practices are realized from different
types of land. Differences in land use, acreage size, carbon sequestration potential, and
soil types are all factors that must be considered and that require a process to create

parity.

In order to produce a unit of carbon that is uniformly tradable as an offset, it is necessary
to combine credits into bundles in a process known as aggregation. The aggregation of
credits is performed by neutral, third-party aggregators for a fee and creates a unit of
exchange which can then be placed on a carbon credit market like the Chicago Climate
Exchange (CCX).
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By CCX’s standards, units constituting less than 10,000 metric tons of carbon must be
aggregated before becoming eligible for trading. Landowners sign contracts with
aggregators to perform carbon sequestering activities through agriculture and forestry
practices. Contracts are then combined by aggregators into standard units to meet
tradable thresholds. Aggregators can also contract with producers to serve as
administrative and trading representatives, and to pay for third party carbon sequestration
verification.

Upon a producer or landowner enrolling land for trading, verification must be performed.
This process is typically performed at least once per year to ensurc that practices are
being performed by contract specifications and that measurable carbon is being
sequestered. Soil samples are taken from a specified percentage of enrolled acreage,
generally at least 10% of contracts, and carbon content is measured. Land is also
inspected to verify that proper management practices are being performed by the
landowner that holds the credit. Rates of carbon sequestration in the U.S. generally range
from 0.2 to 0.6 metric tons per acre per year for conservation tillage, grasslands are at a
rate around 1.0 metric ton per acre per year, and forestry is generally higher than 1.0
metric ton per acre per year. Because rates of carbon sequestration vary depending on
geographic location, local soil types and the conservation practice employed, carbon
verification is performed by local soil standards to determine sequestration rates.

As carbon credit markets form and climate change legislation is considered, it is essential
that one set of standards for carbon sequestration be adopted that can be applied
universally. The United States Department of Agriculture’s Natural Resource
Conservation Service (NRCS) worked with CCX in setting up the pilot agricultural
carbon offset program and provided the standards for BMP's that also sequester carbon.
Verifiers utilize NRCS practice standards in performing verification; standards which are
science based and have a longstanding acceptance.

Conservation districts are well situated to perform verification function. Landowners
often have working relationships from previous conservation work with their local
conservation district statf. This trusted relationship, combined with the conservation
district’s technical expertise and familiarity with NRCS practice standards to perform soil
samples makes conservation districts a logical local resource for carbon credit
verification.

Costs for aggregation and verification are paid by producers through fees on carbon
credit contracts. Fees vary depending on the location of the producer and such factors as
the size and proximity of tracts of land that are enrolled. Smaller, more dispersed tracts of
land typically incur greater costs than larger, contiguous tracts. This is attributed to
greater amounts of time and work required to aggregate multiple small contracts, as well
as time and work involved to locate and verify carbon sequestered. Aggregators and
verifiers are also required to manage risk by maintaining liability insurance, a standard
practice in financial markets. Average verification costs in states in which conservation
districts are involved in carbon trading range from $40 — 570 per contract.

Under current markets such as CCX, producers that enroll lands are paid annually at a
standardized rate for carbon per acre and must contract for a minimum of 5 years for
conservation tillage, 15 years for sustainable forestry practices and 100 years for
harvested wood products. Payment is made to producers for carbon contracts by the
aggregator as credits are sold on the carbon market.
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL ASSOCIATION OF
COUNTIES

Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name
Larry Nakke

Organization(s) you represent
National Association of Counties

Address
[Redacted]

Email:
Contact NACo staff member Erik Johnston at [Redacted] or [Redacted]

If you are responding on behalf of an organization, please list the capacity in which you are
representing that organization, including any office or elected position you hold or if you

are a volunteer.

Executive Director



41

VAL

mma!m!mm

April 9, 2009

The Honorable Collin Peterson

Chairman, House Committee on Agriculture
United States House of Representatives
1301 Longworth House Office Building
Washington, D.C. 20515

Dear Chairman Peterson:

I am writing on behalf of the National Association of Counties (NACo) in response to your
request for input regarding the potential impact of climate change legislation on agriculture and
forestry. As the only national organization representing America’s counties, NACo appreciates
your interest in engaging the nation’s counties and all interested stakeholders in this important
topic.

NACo is deeply interested in all legislation that will impact agriculture and forestry, which are
critical sectors of the economy for many of our nation’s counties. NACo does not have policy
related to the technical questions posed in your questionnaire, but does have a broad policy
statement related to this topic which is enclosed. NACo policy supports federal incentives to
encourage American agriculture to reduce greenhouse gases and opposes any attempls (o impose
a federal greenhouse gas tax on livestock. A livestock tax will have devastating economic
consequences on many of our nation’s counties. The federal government should instead ensure
that agriculture is a part of the climate change solution through incentives.

Again, NACo appreciates the Agriculture Committee’s initiative to solicit input on this important
topic. We look forward to continuing to work with you to ensure that agriculture and forestry are
strengthened and not damaged by any climate change legislation.

Sincerely,

% C 7 Iz«

Larry E. Naake
Executive Director
National Association of Counties
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AGRICULTURE AND RURAL AFFAIRS STEERING COMMITTEE

RESOLUTION TO SUPPORT FEDERAL INCENTIVES TO ENCOURAGE AGRICULTURE
TO REDUCE GREENHOUSE GASES AND OPPOSITION TO A “LIVESTOCK TAX™

Issue: Greenhouse Gases and Agriculture.

Adopted policy: NACo supports federal incentives to encourage American agriculture to reduce
greenhouse gases and opposes any attempts to impose a federal greenhouse gas tax on livestock.

Background: The Environmental Protection Agency (EPA) released an Advanced Notice of Proposed
Rulemaking (EPA-HQ-OAR-2008-0318, July 11 2008) in July 2008 in resy o Mi husetts vs.
EPA in which the Supreme Court ruled that the EPA must regulate greenhouse gases under the Clean
Air Act. In the notice the U.S. Department of Agriculture (USDA) gave some figures on potential
impacts on American agriculture.

Controversy over the idea of a "livestock tax" stems from USDA's comments about the EPA notice,
which evaluated what would happen if the EPA regulated any operation generating more than 100 tons
of greenhouse gas emissions per year. Under that scenario, "even very small agricultural operations
would meet a 100-tons-per-year emissions threshold,” USDA wrote. "For example, dairy facilities with
over 25 cows, beef cattle operations of over 50 cattle, swine operations with over 200 hogs, and farms
with over 500 acres of com” may need to get a permit. USDA stated it simply was not practical for that
to happen.

The advanced notice of a proposed rule is a very preliminary step EPA took to ask should they regulate
carbon and if they regulate carbon, how they should do it under the Clean Air Act. Congress is
expected to take up cli -change legisiation in 2009, though the role agriculture will play in either
receiving carbon credits or demands for offsets has not been spelled out.

Counties do not believe that a “livestock tax™ should be an option in the climate change debaie because
of the devastating economic consequences it would have on farmers and ranchers. However, the
federal government can ensure that agriculture is a part of the climate change solution through
incentives. For example, grant assistance to farmers and ranchers can help them upgrade their
equipment to become more efficient and environmentally friendly. Technical and financial assistance
can also help agricultural producers market the value of best management practices, boost renewable
fuel capacity and efficiency, and advance the carbon sequestration capabilities of agricultural land.

Fiscal/Urban/Rural Impacts: A greenhouse gas “livestock tax”™ will significantly damage the
economy of rural counties and will raise food costs for all Americans. Incentives for farmers and
ranchers to reduce greenhouse gases will help rural counties to thrive and be a part of the climate
change solution.

Adopted by NACo Board of Directors
March 9, 2009
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL ASSOCIATION OF
RESOURCE CONSERVATION AND

DEVELOPMENT COUNCILS
Committee on Agriculture

U.S. House of Representatives
Biographical Form
Name
Joan Smith Freeman
Organization(s) you represent
National Association of Resource Conservation and Development Councils
Address

[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

President of the National Association of Resource Conservation & Development
Councils, Volunteer
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Part I: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of climate

2)

3)

change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

The National Association of Resource Conservation and Development Councils supports
the use of a carbon cap-and-trade program. A program such as this will provide an
economic stimulus by creating a system for monitoring, regulating, and aggregating carbon
credits across the United States. The opportunity to generate these carbon credits will
provide farmers and forest owners incentives to implement conservation practices that will
effectively reduce carbon and green house gases and increase wildlife habitat, energy
conservation, and revenue on producers’ lands through wiser and more efficient decisions.
The National Association of Resource Conservation and Development believes that a cap-
and-trade program would be effective in reducing the overall level of carbon and other
greenhouse gases released into the atmosphere.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words or less.

The National Association of Resource Conservation & Development Councils supports the
inclusion of the agriculture and forestry sectors under a carbon reduction program. Forests
and agriculture are intricately tied to climate change and can either impact or assist any
type of carbon reduction program. Federal, state, local, and private forests can be sources
of greenhouse gases when they are reduced or destroyed. However, they can be carbon
sinks for greenhouse gases when they grow, expand, or are maintained. Agricultural
operations can emit greenhouse gases, but organic agricultural sectors can partake in
practices that sequester carbon, thereby offsetting greenhouse gas emissions. Both sectors
can thereby generate carbon/greenhouse gas credits, which will facilitate market
development by employing non-governmental aggregators and providing a finite outlet to
emitters.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allo 7 Should allo for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.
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4) Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.

5

6

7

8

)

)

—

—

regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?
Please respond in 600 words or less.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

The National Association of Resource Conservation and Development Councils is
concerned about the impact that a carbon/greenhouse gas reduction system may have on
limited resource or socially disadvantaged producers. However, targeted outreach and cost
share programs may mitigate the impact such programs have on the above mentioned
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groups and ideally turn these challenges into opportunities for greater efficiencies and
revenue generation.

The USDA, through the Farm Service Agency and the Natural Resources Conservation
Service, offers programs such as the CRP, WRP, GRP and EQIP to encourage producers to
engage in conservation activities. Increased costs to producers in complying with a
carbon/greenhouse gas reduction program can put serious strain on producers’ finances and
might require USDA to shift assistance programs from a conservation focus to
carbon/greenhouse gas reduction. However, cost increases due to a carbon/greenhouse gas
reduction program can be offset by comprehensive strategies to capture on-farm methane
production, use renewable fuels, and implement energy conservation measures.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?

Please respond in 300 words or less.

The revenue generated under a carbon reduction program could spur the development of
no- and low-carbon technologies in renewable energy and energy conservation. The
National Association of Resource Conservation and Development Councils recommends
that the regulating entity reserve a portion of the funds generated from a carbon/greenhouse
gas reduction program to mitigate the economic impaet this program may have on limited
resource or socially disadvantaged producers.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a

carbon reduction program receive transitional assistance?
Please respond in 300 words or less.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas

emissions?

Please respond in 300 words or less.

Public lands should have a large role in helping the way carbon is sequestered and/or
greenhouse gas emissions are reduced. Public lands can help to reduce overall emissions
while at the same time increasing carbon uptake. Public lands that are protected,
maintained, and conserved will prevent the release of carbon and greenhouse gases that
would otherwise be released. Public lands strategies should include a methodology to help
public lands and the communities that use them adapt to the impacts of climate change and
must have well developed carbon mitigation strategies that public landowners can use to
manage their lands that will increase carbon sequestration or reduction of greenhouse

gases.
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12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.
Please respond in 600 words or less.

The National Association of Resource Conservation and Development Councils believes
that market forces should determine the carbon price. The will ensure equilibrium between
the Government's supply of permits and market demand. However, such market forces
will mean that consumers will be exposed to fluctuations in the cost of goods and services
that have carbon emissions involved in their production. This fluctuation would be
controlled by consumers” and producers’ actions and ultimately be curtailed by
technological advances and energy efficiency in an effort to hold prices for goods and
services at a minimum.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

Part 11: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

Offsets should be measured by government-accredited third-party certification and given a
base value in federal regulations. Certification should be subsidized or bonus allowances
should be granted to small, family farms, socially disadvantaged, and minority producers
for specific agricultural or forestry-related conservation practices.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

The National Association of Resource Conservation and Development Councils suggests
limiting the quantity of governmental issued credits, thereby stimulating the private sector
to provide necessary offset credits. Nongovernmental entities, such as local Resource
Conservation and Development Councils could play the role of aggregators, facilitating the
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generation, initial distribution, and trade of credits among agricultural and forestry sector
producers.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?
Please respond in 600 words or less.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

The criteria system that is implemented must be establish a high degree of credibility
through recognized effectiveness and verifiability. Offsets should be defined in cap-and-
trade-legislation as the removal of a measurable amount of greenhouse gases for a certain
amount of time from the atmosphere beyond what would happen in a business-as-usual
scenario. This accepted and predictable methodology will provide all involved in the
market — credit generators, aggregators, and purchasers — the opportunity to plan for the
long term. This is necessary given the lengthy timescales involved in planning and
investing in agriculture- and forestry-based carbon/greenhouse gas credit projects.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

Offsets should be measured by those outside of the government who have earned some
type of certification for measuring offsets. Non-profit organizations such as local Resource
Conservation and Development Councils, which are composed of local individuals on the
ground in local communities, could be certified to ensure producers are employing the
practices and reducing carbon and greenhouse gases to which they have committed.
Reductions should be given a base value with an appreciation multiplier via Federal
Legislation with special exemptions or bonuses for limited resource or socially
disadvantaged producers.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?
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Please respond in 600 words or less.

Congress should favor a standards-based approach with pre-calculated values for carbon
reduction. Such a framework, grounded in solid preliminary scientific research, will be
simpler to implement and allow for better planning. Resource Conservation and
Development Councils in various parts of the country have been facilitating the
organization of research into rates of greenhouse gas sequestration by agriculture- and
forestry-based projects. Such efforts should prove very helpful in establishing credible
estimates of sequestration rates that can be employed in a standards-based system.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?

Please respond in 300 words or less.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack" credits?

Please respond in 600 words or less.

The retroactive application of carbon credits developed before the establishment of a
mandatory framework or baseline seems problematic since it modifies the purpose of an
incentive-based system with the goal of overall reduction of carbon/greenhouse gases. Past
performance should not be rewarded as those past activities were undertaken for reasons
other than the generation of carbon credits under the system created.

Regarding stackability of credits, carbon/greenhouse gas sequestration projects will not
necessarily qualify for credits for other environmental markets (e.g., wetlands mitigation,
water quality, or endangered species habitat). In order to earn those additional credits,
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landowners must implement further measures. Therefore the additional reward of stacking
further credits upon carbon/greenhouse gas sequestration credits is warranted.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.¢. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

In cases of fraud, carbon/greenhouse gas credits will have to be revoked and revenue
returned. In cases where landowners acted in good faith and implemented practices that
were expected to lead to carbon/greenhouse gas sequestration, those credits should not be
revoked. If a landowner followed established practices under a standards-based approach or
a sequestration project was damaged by a natural or man-made disaster, the landowner
should not be punished. To the greatest extent possible, lessons from such events should be
incorporated in future projects to increase their likelihood of success.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?

Please respond in 600 words or less.

The greatest obstacles that agricultural producers and landowners face derive from lack of
access to capital and information. This is particularly true for limited-resource and socially
disadvantaged farmers, ranchers, and forest owners. The 375 local Resource Conservation
and Development Councils, through their extensive information delivery system, can play a
valuable role in sharing information on new technologies, energy saving practices, energy
conservation strategies, and funding opportunities with these groups.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
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and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

Part I11: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
hiofuel incentives.

Respondent did not complete the chart at the end of the questionnaire.
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THE NATIONAL ASSOCIATION OF RESOURCE CONSERVATION & DEVELOPMENT COUNCILS
444 NORTH CAPITOL STREET, N.W.
SUITE 345
WasHninGTox, D.C. 20001
[Redacted]

PHONE:

April 10, 2009

VIA E-MAIL: [Redacted]
Collin C. Peterson, Chairman
House Committee on Agriculture
US House of Representatives
Washington, DC 20515-6100

Dear Chairman Peterson:

The National Association of Resource Conservation and Development Councils
(“NARCE&DC™) resp Ily submits the following for i on the issue of
carbon sequestration/greenhouse gas and its impact upon climate change.

Although we did not fully comment on each of the questions presented, the NARC&DC
believes that a prospecti intory program that limited greenhouse gas emission can be
effectively impl 1. Local R Conservation & Development (“RC&DY™) Councils across
the nation have been instrumental in the following aspects of carbon and greenhouse gas mitigation:

1) Aggregators of carbon credits;

2) Performing and facilitating research into best practices for effective

sequestration in forestry and agriculture;

3) Implementation of on farm practices that reduce carbon and greenhouse gas

emissions. (e.g. methane capture, use of renewable fuel technology and
energy efficiency); and

4) Quantification and monitoring of greenhouse gas reduction and carbon
sequestration capture in local areas.

The NARC&DC appreciates the invitation to offer comments to the Committee of
Agriculture and welcomes the opportunity to provide further inf ion and testimony on this
matter.

Very truly yours,

5 mi‘*ﬂxc-\-\;mm.,___;

Joan Smith Freeman, President
National Association of Resource Conservation &
Development Councils

SRO&D MAKING THINGS HAPPEN™
WWW.RCDNET.ORG
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL ASSOCIATION OF STATE
FORESTERS

Committee on Agriculture
U.S. House of Representatives
Biographical Form
Name
Jay Farrell
Organization(s) you represent
National Association of State Foresters
Address

[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which you are
representing that organization, including any office or elected position you hold or if you
are a volunteer.

Executive Director
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Part [: Carbon Reduction Program Design

1)

2)

3)

4)

Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a
cap-and-trade program, or a hybrid of these two approaches? Why?

Flease respond in 600 words or less.
NASF does not have a formal position on this topic.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why
or why not?
Please respond in 300 words or less.

MNASF supports a carbon reduction program that recognizes the role of forests in mitigating
greenhouse gas (GHG) emissions and supports forest adaptation efforts. NASF does not believe
forestry should be recognized as a capped sector in a national cap-and-trade program,

Forests can play a significant role in sequestering additional carbon and are considered a low-
cost option to mitigating CO; emissions. This carbon can be stored in the forest ecosystems
themselves, or in products. Forests and forest products already play a significant role in storing
and sequestering carbon. In fact, in the United States, forests currently store approximately
151,651 teragrams of CO; equivalents (TgCo,), and storage is growing at a rate of 595 TgCo, per
year.! This is equal to approximately 10% of our annual emissions.” Wood from forests can also
play a role in reducing atmospheric greenhouse gas levels by substituting for other materials such
as steel, aluminum, plastic — all of which require emitting more carbon than wood both in original
production and throughout their life-cycle.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For
example, should they be at no cost, auctioned, or a combination of both? How should Congress
prioritize the distribution of available allowances? Should allowances for the agricultural and
forestry sectors be allocated at no cost, if so, should there be a limit on the number of no-cost
allowances?

Please respond in 600 words or less.

MASF does not have an official position regarding the distribution of emission allowances.
Emission allowances could be distributed to forest landowners with forest management plans
approved by the State Forester. In turn, forest landowners could sell allowances to firms falling
“under the cap” in order to install and implement management practices which better equip their
forests to mitigate and adapt to climate change. Providing no cost access to allowances for use
by the forestry sector will be an essential component of any federal cap-and-trade program.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging
U.S. regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so,
which programs and why?

Please respond in 600 words or less.

i U.S. Agriculture and Forestry Greenhouse Gas Inventory: 1990-2003
* LS. Agriculture and Forestry Greenhouse Gas Inventory: 1990-2005
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In national programs of any sort, NASF recognizes that there is a wealth of lessons to be learned
from existing programs, including the Western Climate Initiative, the Chicago Climate Exchange,
the Regional Greenhouse Gas Initiative and California’s registry program; and that the wisdom
we can derive from these experiences should be incorporated into future programs. Beyond this,
NASF believes climate change issues will undoubtedly require adaptive management as we learn
from our experiences.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

MNASF recommends that an agency with expertise in forestry have a consulting or lead role in the
development of standards and principles and oversight of forestry offsets included as part of a
federal cap-and-trade program. Additionally, an agency with expertise in forestry should be
responsible for administering other incentives, beyond offsets, for additional climate mitigation in
forests and forest adaptation toals for forest owners.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.
NASF does not have a formal position on this topic.

Currently, derivatives of energy-based commaodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b)
flexible instruments on lightly regulated, transparent derivative markets accessible to only major
market participants, or; c) flexible instruments on unregulated, opaque over-the-counter markets
accessible only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based
commodities? Please respond in 600 words or less.

NASF does not have a formal position on this topic.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers
and forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

A carbon reduction program that recognizes the role of forest management in improving carbon
sequestration rates can have positive economic and social impacts in forest-based communities.
Improving the health of forests through fuels reduction projects and other forest health treatments
helps reduce emissions from wildfire, sequester additional carbon beyond “business as usual”
and also contributes towards goals for renewable energy production. Harvesting forest biomass
for domestic production of renewable energy will provide family-wage jobs in rural communities.
As an ancillary benefit, emerging markets for woody biomass can provide new capital to help
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cover the costs of forest management practices that maintain or improve forest health and rates
of carbon sequestration while also reducing emissions from wildfire.

A restrictive definition for "renewable biomass” such as the one found in the 2007 Energy
Independence and Security Act should be avoided in federal renewable energy and climate
legislation. Eligible biomass should not be defined or restricted by land ownership classification,
but should include requirements for sustainability. A broad definition can help address many of
the barriers which stand in the way of meeting management objectives on all of the nation's
forests. First, it can help generate critical markets for woody biomass and carbon credits which
provide new income sources for families and individuals helping them cover their costs to own
and maintain their forests. Keeping forestlands working and sustainable is a primary driver for our
policy positions.

Federal carbon reduction programs should avoid unnecessary or hidden costs and penalties
which disproportionately burden families and individuals who own forest land and serve as a
disincentive for their participation.

How might revenue generated under a carbon reduction program be best used to offset any
negative impacts?
Flease respond in 300 words or less.

Revenue generated under a carbon reduction program can best be used to provide programmatic
support for keeping forests as forests, keeping them healthy, maintaining or increasing onsite
carbon stocking, and sustainably managing them for wood products, wood energy and the array
of ecosystem services that flow from forests, Support for these efforts is important, whether or
not they can meet the strict requirements for carbon offset projects, and will help reduce
atmospheric greenhouse gas levels below those mandated by the cap alone. Despite the fact
that they may not be able to qualify for offset payments, support for these efforts could come from
the sale of allowances for carbon emissions under cap-and-trade programs, as well as from other
sources.

MNASF believes that is important that mechanisms other than offsets be found to reward
landowners who are already storing carbon and practicing carbon-friendly management; and
thus, avoid additional carbon emissions. Such programmatic efforts should include:

Increased funding for keeping forests as forests through programs such as the Forest Legacy
Program, Land and Water Conservation Fund and others.

- Increased funding for efforts to reduce the susceptibility of forests to losses from fire, insects
and disease.

~  Funding of programs which allow for forest adaptation in the face of climate change and
encourage stronger landscape connectivity to support adaptation for forest species.

- Improved funding for each State's Forest Resource Assessments, Strategies and State
Wildlife Action Plans. The state assessments and strategies will identify near term
opportunities to practice adaptive management for climate adaptation and mitigation and
target early responses to major stressors on forests from climate change. The commitment
of the federal lands sector is essential if these plans are to be effective and functional across
the landscape.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a

carbon reduction program receive transitional assistance?
Please respond in 300 words or less.

NASF does not have a formal position on this topic.
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11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas
emissions?
Please respond in 300 words or less.

Public lands in Federal, State and local ownership should play a role in helping to sequester
carbon and/or reduce greenhouse gas emissions. Climate change threatens to increase the
incidence and intensity of wildfire which already forces the Forest Service to spend half its budget
on fire suppression. The critical forest health situation on federal lands in the west has the
potential to amplify the threat from climate change. We believe that the Forest Service should be
a key actor in directing and funding a coordinated adaptation response to maintain our forest
resources, including their mitigation capacity. Federal lands can also serve as areas to further
research and development related to the efficient harvest and conversion of forest biomass to
renewable energy as well as in helping develop protocols for forest carbon markets. Carbon
sequestered on Federal lands could potentially serve as a “reserve” available for forest
landowners to acquire insurance against losses from reversals (e.g., losses from catastrophic
events).

12) Should carbon prices be determined exclusively by market forces or should limits on carbon
prices be established? Please explain.
Please respond in 600 words or less.

NASF does not have a formal position on this topic.

13) What, if any, lessons can be learned from the European Union's Emission Trading System (ETS)
or any other carbon reduction program already underway or being developed? Do any
international carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

In national programs of any sort, NASF recognizes that there is a wealth of lessons to be learned
from existing programs, including the mandatory markets in the European Union, the Chicago
Climate Exchange, the Regional Greenhouse Gas Initiative and California's registry program; and
that the wisdom we can derive from these experiences should be incorporated into future
programs.

NASF believes that state forestry agencies are in a unique position, not only to help guide the
development of these programs, but also to assist in program delivery at the local level. Federal
funds to support state climate mitigation and adaptation efforts should recognize the many
important roles state forest agencies play in encouraging carbon friendly forest management.

A federal cap-and-trade program should not mandate the geographic location of offsets. Further,
there should be a broad suite of cost effective options for voluntary landowner/manager
engagement and should not preclude any land management activity that is capable of generating
additional carbon sequestration. It is important to provide flexibility by maintaining a high quality
voluntary market for use by the sectors that are not covered under the cap. The State Forestry
Agencies are best positioned to assist with this forestry related activity.

Part Il: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic during any
potential climate change discussion. Please answer the following questions regarding the scale, scope,
and limitations of any program as part of the larger carbon reduction debate.
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14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

It is clear what we need to do as a global society in order to capitalize on the opportunity that
forests present to reduce future atmospheric greenhouse gas levels. Achieving this end will
require a multi-pronged approach, including:

= Markets for forestry carbon offset projects established pursuant to mandatory cap-and-
trade programs.

= Voluntary markets for forestry carbon offset projects entered into by willing sellers and
willing buyers. Voluntary markets should be transparent both in terms of what they
provide to purchasers and the methods used to insure that these benefits are delivered.

= Programmatic support for keeping forests as forests, keeping them healthy, maintaining
or increasing onsite carbon stocking, and sustainably managing them for wood products.
These efforts are important to reward existing beneficial practices, whether or not these
can meet the strict requirements for carbon offset projects, and will reduce atmospheric
greenhouse gas levels below those mandated by the cap alone. Despite the fact that
they may not be able to qualify for offset payments, support for these efforts could come
from the sale of allowances for carbon emissions under cap-and-trade programs, as well
as from other sources.

‘We support the forestry sector participating voluntarily in any cap-and-trade program, through
development of offset projects that can be sold to capped entities. The forestry sector includes
many small private landowners, public lands and large industrial landowners.

15) Should the total number of offsets issued annually by the government be limited? If so, how
much?

Please respond in 300 words or less.
NASF does not have a formal position on this topic.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?

Please respond in 600 words or less.
NASF does not have a formal position on this topic.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?
Please respond in 600 words or less.
NASF recommends that a cap-and-trade program should include offset projects including, but not
limited to, forestry practices that can demonstrate carbon benefits which are real, surplus

(additional), verifiable, enforceable, and permanent (i.e. the five-part test). Several forestry
practices should be included:

= Afforestation
= Active management for forest products
= Biomass plantations and abandoned agricultural land



59

= Carbon-friendly development
* Urban and community forestry
* Avoided deforestation

Further, these projects should include recognition of:
» Carbon stored in forest products.

= Product substitution benefits — that is, where wood can be substituted for materials which
have higher life cycle carbon emissions.

= Reductions in losses from fire, insect and disease.

Further, NASF believes that the approach taken should:
= Allow all types and sizes of landowners to participate.

= Require a statistically valid initial carbon stock assessment and periodic remeasurements
of carbon stocks consistent with standards for such measurements

= Require a periodic third party review to assure the quality of forestry carbon offsets.

= Specify baselines appropriate for such projects with the specific type chosen depending
upon what provides the best measure of additional carbon sequestered.

NASF is acutely aware that before all of the types of projects listed above can be shown to meet
the five-part test for offset projects (e.g., particularly avoided deforestation), more work is needed
on certain topics, such as how to accurately estimate external leakage for some categories of
projects (in some cases, it is already clear), and how to estimate product substitution benefits.
NASF notes that work is being pursued to refine approaches on these issues.

Any comprehensive federal climate program should clarify who is eligible to claim credit for
carbon sequestered in products and for the substitution benefits from wood products and biomass
energy. Such credits could potentially be claimed by landowners, manufacturers or end-users,
and programs must include measures to ensure that double-counting does not occur. Further,
regardless of which entity ends up being able to claim the carbon credit, to be effective in
encouraging carbon friendly forest management, at least a portion of the benefit needs to flow to
the landowner.

18) What should be the criteria for assessing offset projects?

MNASF recommends that a cap-and-trade program should include offset projects including, but not
limited to, forestry practices that can demonstrate carbon benefits which are real, surplus
(additional), verifiable, enforceable, and permanent (i.e. the five-part test). As committed as NASF
is to forests and all their benefits, its members recognize that to be credible, forest offsets must
first and foremost guarantee reductions in atmospheric greenhouse gases. This recognition
underlies all of our principles and recommendations on this topic.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

The verification system should be part of the rulemaking by the agency charged with
implementing the new policy and with forestry expertise. This allows modification and adaptation
over time as we learn how to most effectively and efficiently meet the climate change goals. In
designing a rigorous system for verifying offsets, we recommend that the agency that manages
the carbon reduction program to review, evaluate and consider adopting the structure and
protocols of similarly rigorous existing and emerging carbon reduction programs.
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20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

NASF supports a national cap-and-trade program that includes forestry practices that produce
real, additional, verifiable, enforceable and permanent carbon benefits. As part of a mandatory
cap-and-trade program, NASF recommends a statistically valid initial carbon stock assessment
and periodic remeasurements of carbon stocks consistent with standards for such
measurements. As part of the program, third-party reviews should occur to assure the quality of
forestry carbon offsets.

NASF supports the development of a set of standardized tools designed to help determine which
carbon peols will require measurement. These tools would help mitigate compliance costs for
landowners and project developers, and should be developed based on local/regional data.
Measurement should not be required for carbon pools nearly certain to have increases.

Incentive programs should adopt different project design guidelines than offset markets, as long
as they are still limited to supporting forest carbon activities with measurable climate benefits.
This enhanced flexibility should be used to incubate innovative forest carbon activities and
otherwise increase opportunities for landowners to participate. These efforts are important to
reward existing beneficial practices, whether or not these can meet the strict requirements for
carbon offset projects, and will reduce atmospheric greenhouse gas levels below those mandated
by the cap alene. Incentive programs should explore lowering compliance costs through a
categorical approach, with standard carbon benefits assumed for specific practices and
incentives provided accordingly in order to increase landowner participation.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

Both marketable offsets and use of emission allowance auction revenues (from within the cap)
are ways of incentivizing forest carbon sequestration projects. Offsets have higher standards due
to their need to be equivalent to a capped emission reduction, while incentive systems that go
beyond the cap can have more flexibility. Allowances and offsets should be fungible assets
traded on a one-to-one basis. NASF recommends providing the flexibility through incentives in
addition to offsets.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?

Please respond in 300 words or less.

Short-term contracts should be adopted to increase participation among families and individuals
who own forest land. Allowing market flexibility for landowners and project developers to establish
forest carbon contracts of different duration in response to market demand would be appropriate,
provided that the environmental integrity of emissions reductions is not compromised. Clear rules
should be established for replacing shorter-term credits so that environmental integrity is
maintained, and contracts of varying duration should be standardized to allow them to remain
fungible in offset markets.
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23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.
NASF does not have a formal position on this topic.

24) The terms "additionality” and “stackability" are often used when discussing the details of an offset
program. How should producers and forest landowners who may have been early-actors and
already undertaken activities that sequester carbon or reduce greenhouse gas emissions be
treated? Should activities undertaken to reduce carbon emissions also be allowed to count
towards other environmental market activities, such as water quality or wildlife habitat creation,
therefore allowing landowners to "stack” credits?

Please respond in 600 words or less.

The USDA Office of Ecosystem Services and Markets, USDA Forest Service along with a number
of universities and others are addressing how a cap-and-trade program and carbon markets or
transaction are best developed. NASF supports allowing landowners to "stack” credits. Forest
landowners that generates credible carbon benefits should not be precluded from selling other
ecosystem service (e.g., water quality, biodiversity) credits in respective markets as they develop.

25) How should activities that may have been paid for in part by assistance from Federal or state
government programs (i.e. cost share, technical assistance) be treated? How should those
activities be treated if the practice was not specifically implemented to address carbon
sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

Federal or state financial cost-share assistance should not preclude the landowner from selling
the carbon or other ecosystem service credits in their entirety. Frequently implementing a single
project can achieve multiple environmental and social goals, and project developers often use
funding from a variety of sources in order to create a financially viable project. The more we can
integrate (rather than separate or disqualify) carbon offset projects with objectives of other federal
programs, the larger the impact. Meeting the requirements of the climate change related practice
or standard should qualify the project, not the source of funding.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural
disaster or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

A producer must recognize and quantify the risk of reversal of carbon storage and provide
adequate buffers (insurance) to possible future carbon project losses. Forest carbon contracts
should assign clear obligation for reversals. There should be a suite of options to enable
obligated parties to cover the risk of reversals, particularly those risks presented by wildfires,
hurricanes, and other natural disasters.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.
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Protocols and procedures should not be detailed in legislation and should be installed through in
the rule-making process. The appropriate government agencies—in collaboration with state
foresters, experts from the forestry sector, and other stakeholders—should develop these rules.

28) What are the obstacles faced by agricultural producers and landowners to implement practices
and technologies?

Please respond in 600 words or less.

A number of obstacles prevent landowners from implementing practices and technologies
including a general lack of understanding among foresters and forest landowners with new
markets for forest carbon offsets, In many cases, forest offset projects will involve initial
investment costs to modify practices beyond “business as usual” or will require purchasing new
technologies which promote carbon friendly management. Forest landowners will need some
additional level of certainty with these new markets as well as increased financial values
associated with carbon offsets before investing in forest offset projects.

These obstacles point to the need for developing consistent protocols, clear rules and
understandable accounting mechanisms which simplify the exchange of offset credits between
willing sellers and those interested in offsetting their GHG emissions. Simple methods of
measurement and verification will expand participation by landowners.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoptionfimplementation?

Please respond in 300 words or less.

Existing conservation and forestry programs have provided valuable incentives for sustainable
forest management that contribute to the current ability of forests to provide carbon sinks, but
more can be done. Existing and new programs need to include the types of incentives that will
invite significant landowner participation in installing practices that will improve forest adaptation
and climate mitigation on private lands. These programs will be important sources of assistance
for those landowners that wish to maintain and enhance carbon stocks in working landscapes but
are unwilling to commit to obligations that may be necessary to generate participate in offset
markets. These programs should consider including federal support for aggregation services for
families and individuals who—collectively—have projects that reach “scale” to participate in offset
markets. Maintaining flexibility and program control at the state/local level will also help speed
adoption.

Part lll: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be
have covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis,
leakage, or biofuel incentives.

The following compaonents are suggested for consideration in development of federal policy regarding
potential climate adaptation and mitigation strategies for the nation's forests. The intent is to primarily
utilize existing authorities (as amended) to provide expanded program frameworks and funding,
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particularly for the adaptation components. The rationale for adaptation is that such programs can and
should be implemented and adequately funded whether or not cap-and-trade legislation comes to pass.
However, if cap-and-trade policies are established, supplemental or expanded revenue streams should
enhance funding for adaptation as well as mitigation.

Adaptation strategies should be clear enough that questions about additionality and leakage that may
apply to mitigation (in the context of carbon credit programs) are not at issue. A comprehensive approach
to forest-climate policy should include a combination of improved resource assessment capabilities,
monitoring, technical assistance, incentives and potential role in cap-and-trade legislation. Potential
components may include the following:

|. Assessment: Determination and characterization of stressors (e.q. temperal ifts. change
in precipitation patterns, air quality impacts, etc.) and their impacts on the condition of forest
resources over time.

RECOMMENDATION: Through administrative guidance, utilize the State Assessment and Resource
Strategy process as authorized in the recent Farm Bill to identify and describe forest-climate impacts,
vulnerabilities, oppeortunities and priorities for adaptation/mitigation intervention.

RECOMMENDATION: Expand and accelerate applied research that builds models to assess and predict
climate impacts on forest resources at precisions useful to state-level planning.

RECOMMENDATION: Convene panel of experts or similar initiative to identify research needs and
package analytical tools and services for distribution as soon as possible.

RECOMMENDATION: Improve the Forest Inventory and Analysis (FIA) Program to achieve timely
monitoring, evaluation and reporting on climate impacts for all states including potential for "early
detection or indicator forest sites.”

RECOMMENDATION: Assess status and capability of nurseries to provide appropriate genotype and
provenance seed and seedlings for adaptation afforestation/ reforestation purposes

RECOMMENDATION: Provide financial and technical assistance to nurseries as necessary to mitigate
expanded production costs associated with changes in air quality regulations such as soil fumigation.

Il._ldentification of forest-climate ada n strategies and management practices: Specification
of s of measures and i ntions necessary to implement adaptation strateqi ubject to
Statewide Assessments.

RECOMMENDATION: As part of the State Assessment and Resource Strategy, identify those measures
necessary to accomplish forest-climate adaptation objectives.

RECOMMENDATION: Amend the Forest Stewardship Program (FSP) to include a featured component
for implementing “forest-climate adaptation management practices.” Itis proposed that the Stewardship
Program provide the administrative framework for providing technical assistance and developing
implementation plans for non-industrial private forest landowners to install such practices. Plans and
measures would bring attention to a national priority and qualify for Stewardship recognition in and of
themselves.

“Forest-Climate Adaptation Management Practices may include the following:
» Afforestation/ reforestation that adapts or adjusts to either anticipated loss or opportunistic
expansion of forest types, particularly within landscapes subject to high fragmentation
» Afforestation/reforestation that utilizes specific genotypes selected for adaptation resiliency as
well mixed species plantings and agro-forestry
« Silvicultural measure such as thinning, timber stand improvement, release etc. that prevents,
minimizes or takes advantage of climate stressors that otherwise improves forest sustainability
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+ Measures that minimize or prevent insect, disease or invasive infestations that might be
accelerated by changes in climate

« Measures that improve forest stand resilience and ability to recover from storm damage
associated with changes in climate

= Measures that minimize impacts of drought associated with climate stressors
Measures that improve water quality/quantity and related forest hydrology functions otherwise
stressed by climate change including but not limited to riparian buffers and modifying stand
densities to adapt to scil moisture dynamics

+ Measures that facilitate adaptation of wildlife to climate-induced change in forest habitat including
establishment of migration corridors

» Measures to reduce increased risk of fire or otherwise successfully manage fire-dependent forest
ecosystems influenced by climate-stressors

» Assignment of priority for forested areas that may buffer or protect high value resources such as
public water supplies

+ Measures that improve resistance and adaptation to climate related changes in air quality and
related deposition such as nitrogen, ozone, and acid rain

» Measures to protect and maintain potential genotypes that express adaptation to climate
stressors

* Measures employed across contiguous forest landscapes that collectively achieve diverse ages
classes, species mix, stand structure and other characteristics that assist in adapting to changes
in climate

RECOMMENDATION: Promote and take measures to improve administrative procedures that facilitate
contracting, grants, inter-agency coordination, and partnership relationships to achieve implementation of
“forest-climate adaptation management practices.”

RECOMMENDATION: Enhance and expand forest fire protection capabilities provided by the State Fire
Assistance Program to address consequences of climate change as specified in the State Assessment
and Resource Strategy.

RECOMMENDATION: Provide expanded or project-specific funding for Urban and Community Forestry
Program grants that accomplish high priority adaptation and mitigation projects as identified in the State
Assessment and Resource Strategy

RECOMMENDATION: Include specific provisions within the recently authorized Emergency Forest
Restoration Program for adaptation measures that respond to restoration opportunities following
landscape level disasters

lll. Cost-share and incentiv romote adoption of forest-climate adaptation management
practices . Itis proposed to provide dedicated or specified funding for implementation of forest-climate
adaptation management practices. Such funding may be from new sources and/or administratively
designated and allocated for such purposes from existing programs as might be appropriate. In addition
to cost-share, incentive payments should also be considered, particularly for commitments to adaptation
measures that may not be associated with cost recovery.

RECOMMENDATION: Consider allocating dedicated funding for forest-climate adaptation management
practices from existing programs such as Environmental Quality Incentives Program, Conservation
Reserve Program, Conservation Security Program, Conservation Innovation Payments, Cooperative
Conservation Partnerships, Wildlife Habitat Incentives Program and other appropriate sources. Based
upon an approved Stewardship Plan, a forest landowner would qualify for funding from some or all of the
respective programs.

RECOMMENDATION: Establish dedicated funding for forest-climate adaptation management practices
as might be developed through cap-and-trade carbon auction revenue stream legislation.
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RECOMMENDATION: Provide a tax credit or other tax relief measures with appropriate roll-back
provisions for forest-climate adaptation management practices that provide long term, high value
adaptation benefits, e.g. maintaining forest cover in a specified condition to protect public water supply.

IV. Retention/ expansion of forest cover as part of mitigation strategies
In addition to adaptation strategies it is proposed to develop and enhance programs and incentives that

promote retention and expansion of forest cover to mitigate the impacts of forest-climate stressors.

RECOMMENDATION: Expand funding for Forest Legacy and Healthy Forest Reserve Programs and
place priority on projects that help mitigate the impacts of forest-climate stressors as identified in State
Assessment and Resource Strategy Plans.

RECOMMENDATION: Fund the Community Forest and Open Space Program as authorized in the
recent Farm Bill. Place a priority on projects that mitigate impacts of forest-climate stressors as identified
in the State Assessment and Resource Strategy Plans.

RECOMMENDATION: For forest lands that provide high mitigation value as specified in the State
Assessment and Resource Strategy (particularly in areas subject to high rates of deforestation and critical
values at risk), provide tax relief measures with appropriate roll-back provisions for landowner
commitments to maintain land in forest cover.

RECOMMENDATION: Evaluate the opportunity to utilize Qualified Forestry Conservation Bonds as
authorized in the recent Farm Bill for high priority mitigation projects as identified in the State Assessment
and Resource Strategy.
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Part I: Carbon Reduction Program Design

1)

3)

4)

Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

A cap-and-trade program is the most effective approach. It sets up a market based system
to provide the least cost means to deliver the greatest greenhouse gas reductions possible.
A cap-and-trade program that allows agriculture and forestry sequestration to offset capped
sector emissions also provides a potential multi-billion economic benefit for farmers,
ranchers and foresters.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words or less.

Agriculture and forestry should not be considered as a capped sector. Agriculture and
forestry emissions are too small and diffuse to regulate in a cost effective manner. They
should, however, be allowed to sell offsets to capped entities which will lower the overall
cost of compliance to the economy.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

Initially, there should be a balance between the distribution between free allowances to
mitigate against economic impacts and auctioned allowances. The distribution of
allowances should be prioritized to result in the lowest cost to the economy. Allowances
for the agriculture and forestry sectors should be allocated at no cost to projects that may
not yet qualify to participate in an offset market but have future potential for greenhouse
gas reductions. They should also be distributed to early actors who were reducing or
sequestering carbon before the program was enacted.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.
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A cap-and-trade program should pre-empt various voluntary programs currently in
existence. Projects initiated under these programs should be allowed to move forward
under a cap-and-trade program if they meet the criteria established to ensure that credits are
real, verifiable, and credible.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.
Please respond in 300 words or less.

A collaboration among existing agencies should be utilized to administer the program.
While the Environmental Protection Agency should have authority to administer the larger
cap-and-trade program, the US Department of Agriculture should exercise the statutory
authority provided to them in the 2008 Farm Bill to administer the development and
implementation of agriculture and forestry offset policies. In addition, USDA has the best
organizational ability through CSREES and NRCS to provide educational and technical
information directly to the agricultural and forestry communities.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

The CFTC should be the regulator of the derivatives or futures markets as provided in the
Derivatives Markets Transparency and Accountability Act of 2009. They should also work
closely with USDA to make sure the development of offsets policies are designed to
maximize credits for carbon sequestration.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Yes. The system should provide the transparency, oversight and structure that allows for
verifiable greenhouse gas reductions while allowing economic growth.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose wellare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
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forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.
Please respond in 600 words or less.

It depends upon whether the carbon reduction program is carried out through legislation or
regulation. In response to the Supreme Court decision in Massachusetts v. Environmental
Protection Agency, EPA is poised to make an endangerment finding which will then trigger
regulations that will cap the emission of more that 100 tons of carbon per year by any
entity. That's the equivalent of about 25 dairy cows. For a modest herd of 167 cows,
requiring permits costing a minimum of $45 each will cost that farmer $24,955 per year.
And that's just for the cows.

Legislation, on the other hand, can be fashioned in such a way to provide both an economic
benefit through the sale of agriculture and forestry carbon credits and use of the allowance
pool to mitigate against any possible increases in input costs.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

One way is to provide revenue to the agriculture and forestry sectors from the sale of
allowances and offsets. Secondly, they should be provided to those sectors that have the
highest potential to be impacted by any increases in energy or other input costs.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a

carbon reduction program receive transitional assistance?
Please respond in 300 words or less.

Yes. A robust carbon offset program is the best way for keeping potential costs to the
economy low and revenue from the sale of allowances can be provided to those impacted.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas

emissions?
Please respond in 300 words or less.

All lands and forests can and should play an appropriate role.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices

be established? Please explain.
Please respond in 600 words or less.

Price should be determined by market price and the availability of credits, which is why
there needs to be a robust program of developing credit generating projects to keep the
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supply high and the cost relatively low. An artificial limit on carbon prices places an
artificial limit on farmer participation in an offsets market.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

The EU-ETS currently does not include agriculture or forestry offsets so costs are higher
and has limited the EU in implementing low cost reduction strategies.

Part [1: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

All of the above. Having USDA develop protocols for offsets should be strict enough to
ensure that quality offsets are being created but not so strict that they unduly limit
participation in a carbon market.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

I believe those who argue that offsets should be artificially limited take that position
because they fear the offsets being created are not real, credible and verifiable. The better
position is to have a system that can create real, credible and verifiable offsets, and then do
not limit the number of offsets. If a limit is necessary, | would recommend a limitation in
the range of 2 to 3 billion tons annually.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?
Please respond in 600 words or less.

Congress should not be prioritizing the distribution of offsets. The market should
determine who can engage in the sale of qualified offsets and at what price. These should
be private contractual transactions between the provider and the buyer of offset credits.
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17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?
Please respond in 600 words or less.

Much work has been done in this area particularly through institutions such as Kansas State
University, Colorado State University and others. USDA should draw on the work already
done as they begin developing protocols for measurement, monitoring and verification as
they have been directed by statute to do through the 2008 Farm Bill. The criteria should be
stringent enough to produce real, credible and verifiable credits with real value but not so
stringent that they discourage participation.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

The criteria developed pursuant to the Environmental Services Markets provisions in the
2008 Farm Bill

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

Congress has already done this through the Environmental Services Markets provisions in
the 2008 Farm Bill, particularly the provisions requiring the USDA Secretary to consider
the role of third parties in conducting independent verification of benefits produced for
environmental services markets.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

A standards-based approach should be utilized in the development of the protocols under
the Environmental Services Markets provisions of the 2008 Farm Bill and project based
information used to improve the accuracy of the standards.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

There should be both a robust market for selling offsets as well as an allowance pool to be
used to mitigate against any potential input increases for various sectors.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?

Please respond in 300 words or less.
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I would encourage the use of the term duration rather than permanence and the duration
should be set by contract, perhaps 5 to 10 years for soil carbon sequestration and a longer
period for forestry sequestration. Contracts should be sufficiently flexible to recognize
Acts of God or unintentional reversals with the loss of carbon being substituted with credits
"banked" in a buffer pool. Insurance similar to crop insurance is also an option to cover
unintentional reversals. For intentional reversals, contractual damages or other appropriate
penalties may be considered.

23) How should Congress address existing offsct projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

If credits developed under voluntary programs such as CCX meet the protocols of a new
cap-and-trade program, they should be traded as appropriate. Those that don't meet the
new standards could be compensated through the allowance pool but should not be allowed
to participate in the cap-and-trade market in order to maintain the environmental integrity
of the program.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack” credits?

Please respond in 600 words or less.

Revenues from the allowance pool could be used to compensate early actors. Any activity
that reduces greenhouse gas emission and has additional environmental benefits such as
water quality or wildlife habitat should be allowed to be stacked and credited appropriately
from markets for environmental services.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

Any project that meets the measurement, monitoring and verification protocols should be
allowed to be sold on the carbon market regardless of the original intent of the project.
Projects carried out pursuant to a Federal or state government program would probably not
be considered as additional under most proposals

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.
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Unintentional reversals due to Acts of God should not be addressed through contractual
liability but the lost carbon could be compensated for by establishing a buffer reserve
holding unused credits. Intentional reversals could be addressed through contract damages
or other appropriate penalties

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

Authority to develop protocols and procedures have been delegated to USDA under the
Environmental Services Markets provisions of the 2008 Farm Bill.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?

Please respond in 600 words or less.

Education and access to technical expertise from individuals experienced in developing
carbon sequestration projects. The costs of measurement, monitoring and verification must
be covered in a way that makes economic sense in order for farmers and foresters to
participate.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

There are no existing conservation or forestry programs that have the standards and
protocols necessary to allow producers to participate in a mandatory cap-and-trade
program. Financial and technical incentives should be included to speed up adoption and
implementation of an agriculture and forestry offsets program.

Part I1I: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL CARBON OFFSET
COALITION (NCOC)
Committee on Agriculture
U.S. House of representatives
Biographical Form

Name Ted Dodge

Organization (s) you represent  National Carbon Offset Coalition (NCOC)

Address [Redacted]

Email [Redacted]

www.ncoc.us web page

Executive Director

MY area of expertise is in the area of development and trading of forest soil and alternative
energy offsets credits. Therefore my responses are given with those issues in mind.

| did not respond to all questions.
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Part 1: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issue. Do you think congress should enact a program that uses carbon taxes/fees, a cap-and —
trade program, or a hybrid of these two approaches? Why?

Enact a cap—-and-trade program. A cap-and —trade program which allows the use of agricultural and
forestry offsets will; create a new revenue sources for the agricultural and forestry sector while
incentivizing the implementation of conservation practices providing local conservation and while
addressing greenhouse gas mitigation with a low cost mitigation strategy.

2) Should agriculture and forestry sectors be covered under a carbon reduction program? Why or Why
not?

No! The agriculture and forestry sectors are the two industries that can provide greenhouse gas sinks
through forest and soils offsets. These offsets can provide a new revenue source for landowners
incentivizes the installation of conservation practices at the local level and provide industries under cap
low cost mitigation alternatives. A cap and trade program which use agricultural and forest offsets in
this manner rather than trying to mandate reductions in the agricultural and forest sectors creates a
positive situation rather than a punitive situation for agriculture and forestry.

3) If a cap- and-trade program is chosen, how should emission allowances be distributed? For example
should they be at no cost, auctioned, or a combination of both? How should congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allotted at no cost, if so should there be a limit on the number of no-cost allowances?

There should be a mix of no cost and auctioned allowances. Agriculture should not come under a cap
but be allowed to provide offsets to those industries under a cap for the reasons stated above in
questions 2 & 3.

4) Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.5.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Only when there may be some elements in those programs which meet or exceed the criteriaina
federal program. Currently the Chicago Climate Exchange (CCX) is the only program that provides for
soils and forestry offsets in a manner which meets the needs of farmer’s ranchers and foresters, while
using a science based approach that provides emitters a wide array of soil and forestry offsets. Itis for
that reason that the CCX should be the model which guides the development of any federal program.
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5) If a cap-and-trade program is established, should an existing government agency regulate it
or should a new agency be created? Please explain.

Existing agencies should be used. In the case of agriculture and forestry the U.S. Department of
Agriculture should be the agency with primary responsibility for regulating forestry and
agricultures program activities.

6) If a derivatives or futures market in carbon reduction arises in the wake of the creation of a
cap-and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its
role as the regulator of this derivative carbon market, or should there be a different regulator?
Please explain.

The CFTDC should continue its role. Agricultural and forestry offsets can best be achieved
through the establishment of those offsets as a commaodity therefore the CFTC is the entity that
needs to regulate the market.

7) Currently, derivatives of energy-based commodities can be traded through: a) highly
structured instruments on regulated transparent markets accessible to anybody and anyone; b)
flexible instruments on lightly regulated transparent derivative markets accessible to only major
market participants, or: c) flexible instruments on unregulated, opaque over the counter
markets accessible on to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cp-and-
trade program also be permitted to develop under similar options as for energy-based
commodities?

Yes The market must allow for the involvement by agriculture and forest producers and rural
based organizations capable of assisting in bring such offsets to a rules based market.

8) Will enactment of a carbon program have negative impacts for regions or populations whose
welfare is of special interest to the agriculture community? Such groups could include residents
of rural areas; populations served by USDA nutrition programs: agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.
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Yes it can if rural areas are not given special consideration in legislation. Distances traveled and
typically more and larger vehicles required operating in rural areas, agriculture and forestry
input costs and shipping costs can all create negative situations. It is for these reasons that any
program must seek to create increased revenue from green energy, carbon offsets, and tax
rebates or other forms of relief structured for rural areas.

9) How might revenue generated under a carbon reduction program be best used to offset any
negative impacts?

The sale of offsets on forest and agricultural lands needs to be available for market
participation by landowners and rural organizations capable in assisting landowners in bringing
such projects to a private market operated under federal regulations and protocols.

10) Should businesses that are affected (either indirectly or directly) by overall costs due to a
carbon reduction program receive transitional assistance?

Yes

11) What role should public lands play in helping to sequester carbon and/or reduce
greenhouse gas emissions?

Public lands should be managed for greenhouse gas emission reductions which are compatible
with multiple use. Greenhouse gas emission reductions obtained should be counted in a
national accounting. In the case of public lands where livestock grazing is a existing use the
federal government should seek program funding or offset credits to assist private landowners
who have or wish to install sustainable livestock grazing on private lands which are run in
conjunction with a BLM or Forestry allotment when that project being implemented by the
private landowner for trade on a carbon offset market.

12) Should carbon market prices be determined exclusively by market forces or should limits on
carbon prices be established?
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Market forces need to establish the carbon price. An artificial price cap will only act to limit the
number and quality of offsets available to capped industries.

13) What if any lessons can be learned from the European Union’s Emission Trading System
(ETS) or any other carbon reduction program already underway or being developed? Do any
international carbon reduction programs currently exist for agriculture and forestry?

The U.S. needs to insure that Forestry and soils offsets are allowed and that the standards,
protocols, and contracting requirements for those offsets to works for the U.S. agriculture and
forestry sectors.

The Chicago Climate Exchange is the only entity that has worked with agriculture and forestry
groups, the research community and rural based organizations in a manner that has created a
suite of carbon offsets which can achieve cost effective reductions for capped industries.

The lesson learned from the European Union’s Emission trading system in regards to agriculture
and forestry offsets is they need to be allowed and there needs to be protocols and standards
that work for working forest and agricultural lands or the cost effective mitigation options they
present will not be available.

The existing regional programs in place or being designed in the U.S. place too great a limit on
soils and forestry offsets. The CCX has achieved the proper balance and should be the model
program for the future implementation of such offsets in the U.S.

Part 11: Carbon Reduction Program Administration and Implementation

14) What options or combinations of options would be most effective for agriculture and
forestry sectors in a carbon reduction program: a voluntary offset program, bonus allowances
for selected agriculture and forestry activities, or agreed upon performance standards for
segments of the agriculture and forestry sectors?

The agriculture and forestry sectors should be allowed to participate in a federally regulated
carbon market which sets standards, protocols, contracting , and third party verification
criteria which work for working agriculture and forestlands.
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The work carried out by the DOE, EPA, and USDA in the Bush administration related to the 1605
b National Greenhouse Registry should be used as the starting point for the development of
such standards and protocols.

15) Should the total number of offsets issued annually by the government be limited? If so how
much?

The federal government needs to reduce the number of allowances over a predetermined time
starting with a set level in order for a market to develop and operate. A recommendation for
the establishment of such limits is beyond my skill set.

16) How should congress prioritize the distribution of available offsets (who gets them and
how much)

Not in my skill set.

17) What should be the criteria for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Eligible projects should meet or exceed existing USDA conservation standards. The existing
1605b National Greenhouse Gas Registry has gone a long way towards defining the
development of agricultural and forest offsets and should be used as a guide to the
development of any future program standards. Until the COMET VR model is completed by the
USDA/NRCS the use of default values established by review of peer reviewed research data
should be allowed.

The use of independent third party verification which meets national and international
verification standards must be part of any program. With the current technologies the
requirement to measure soil or forest carbon at the project level is not viable (the transaction
costs are too great). Default values based on landscape level models which draw from
benchmark farms or forest lands need to be put in place. Funding to complete COMET VR and
similar programs for forest and rangeland is essential if we are to have access to affordable
measurement and monitoring technologies for agricultural and forestry offsets.

18) What should be the criteria for assessing offset projects?



82

Start with the existing 1605b National Greenhouse Gas Registry developed during the Bush
Administration by DOE, USDA, & EPA. Also look to the protocols and standards in operation by
the Chicago Climate Exchange. These are the only protocols and standards beside the 1605 b
that had researchers, farmers, foresters and agricultural based organizations involved across
the board.

For offsets to be effective they must be available for working agricultural and forestlands,
achieve the level of technical excellence available through existing USDA conservation
practices, be cost effective to implement monitor and measure, and provide low cost mitigation
options to capped industries.

19) How should congress design a system for verifying offset projects?

Look to existing forest, cropland and rangeland verification and planning standards, Use the
existing 1605b national Greenhouse Gas Registry and the CCX model as the starting point for
agricultural and forestry offsets.

Keep the program based in the private sector and set federal standards for project verifiers
which require certification of verifiers by offset project categories.

20) Should Congress establish a standards-based approach with pre-calculated values or a
project-based approach that measures field results for establishing eligible offsets under the
program?

Until new technologies can be brought to the field level the use of pre-calculated (default)
values is the only viable means to operate. Funding needs to be directed to improving
measurement and monitoring technologies for agricultural and forest offsets as current default
values tend to be very conservative and reduce the value of offsets, but cost must be kept in
line if offsets are going to be effective

The COMET VR program and similar programs for forest and rangelands if implemented could
be used in place of default values and measurement technologies and would be my first choice
to improve the measurement and monitoring of offsets on agricultural and forest lands.

21) What should be the relationship between offsets and allowances?

Offsets should be available to industries that exceed their available allowances.
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22) Describe the most important factors in establishing the permanence and duration of offsets
under the program, including contract length and flexibility.

Contracts for a specified period of time (5 to 10 years) are the only viable option if the program
is going to be able to work for working agricultural and forest lands. The use of vintage credits
verified prior to the year they are traded is a workable model. Offsets should be viewed as a
mitigation tool which can be used prior to the development of energy sources or technologies
which can be put in place to reduce greenhouse gas emissions. Therefore agricultural and
forestry offsets should are a bridge and a tool we can bring to bear now. Contracting for the
implementation or maintenance of an eligible practice for a specified period of time is the only
viable option. Long term leases will only eliminate working agricultural and forest lands from
the program.

23) How should Congress address existing offset projects or credits established through a
voluntary market or system ( e.g. the Chicago Climate Exchange or an emission registry)

The buyers of such projects should get credit for early action! It is not in the nation’s best
interest when addressing climate change to create a perverse incentive for companies not to
act now! The establishment of a discount or other rating should be done after the
establishment of a federal program. Those offsets which generally fall in the established
program should not be discounted. Those which fail to meet the majority for the established
standards should be discounted by a specified percentage.

24) The term “additionality” and “stackability’ are often used when discussing the details of an
offset program. How should producers and forest landowners who may have been early actors
and already undertaken activities that sequester carbon or recued greenhouse gas emissions be
treated? Should activities undertaken to reduce carbon emissions also be allowed to count
towards other environmental market activities, such as water quality or wildlife habitat
creation, therefore allowing landowners to “stack credits”

Currently the only people sequestering any carbon are farmer’s ranchers and foresters.
Geologic sequestration is at this time only a concept and most agree it is 15 to 20 years out
before it becomes commercially available as a mitigation option. That means agriculture and
forestry offsets are what can be brought to bear now. It is not in our best interest to create a
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perverse incentive for landowners. Early adopters need to be allowed into the carbon market.
When they enter into the market they are subject to third party verification, and contract
requirements, and often have to adopt changes in their current practice to meet sequestration
requirements.

The best approach is to set a start date and allow all to enter into the market from that point in
time. Early adopters will bring the other producers into the market through their efforts. This
will increase the effectiveness of the program and provide additional local conservation
benefits.

Producers need to be allowed to stack their credits. This will create the largest land
conservation program ever implemented in this nation. In most cases just because you are
implementing or managing a project for water quality, soils quality or wildlife habitat does not
mean you are doing everything you need to implement a carbon sequestration program.

25) How should activities that may have been paid for in part by federal assistance or state
government programs (i.e. cost share, technical assistance) be treated. How those activities
should be treated if the practice was not specifically implemented to address carbon
sequestration or greenhouse gas emissions.

Cost shared projects that meet the requirements of a carbon sequestration program need to be
allowed into the market. No one has paid the landowner for the carbon the cost share was for
another conservation benefit. To not allow the use of such projects is to limit the ability to
stack credits which will greatly increase the scale of the offset program in the U.S. Typically
when a landowner enters into a carbon offset contract they are subject to increase
measurement monitoring and contract requirements. This then makes the carbon offset
verifiable. Why would we not want to support and promote this?

26) Should a producer be required to return revenue or be held liable if an offset project does
not sequester carbon or reduce greenhouse gas emissions? How about in the event of a
natural disaster or another event uncontrolled by the producer and/or landowner?

Each project needs a reserve pool or an insurance pool from which a certain portion of the
offsets are held in place in the event of a loss of credits in case of a natural disaster or another
uncontrolled event. The broker or project aggregator should be responsible to replace lost
offsets that exceed the reserve or insurance pool.
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If a producer violates a contract they must be held liable and be required to replace the offsets
or repay the principle with interest if an offset market is going to be legitimate.

27) Should the protocols and procedures for the offset program be detailed in legislation, or
should authority be delegated to the appropriate government agency to develop regulations? If
so, which agency or agencies should be responsible for devising protocols and procedures?

The USDA should be the lead agency for development of any protocols and procedures. The
existing 1605b National Greenhouse Gas Emission Registry needs to be used as the starting
pointy in order to not lose the years of work cone to develop this registry in the earlier part of
this decade.

28) What are the obstacles faced by agricultural producers and landowners to implement
practices and technologies?

Lack of funding for research on measurement, monitoring and verification technologies

Lack of understanding and education on the part of USDA and other local staff on the issue of
climate change and carbon sequestration.

Low prices under the current voluntary market.

Misinformation put out by opponents to terrestrial sequestration on the opportunity and
viability of agricultural and forestry offsets to assist in addressing in the reduction of
greenhouse gas emissions.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage
the adoption and implementation of practices that mitigate climate change impacts sequester
carbon and /or reduce greenhouse gas emissions? If not what might Congress consider offering
as additional financial incentives and technical assistance to speed up adoption/
implementation?

No! While the practice technical standards in existing conservation and forestry programs
provide us with the practice standards we need to implement a legitimate carbon sequestration
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program none have the necessary funding or available technical assistance e to make a
program viable or insure that the projects are verified and contracts are upheld.

Congress needs to work with USDA to establish the practice standards, measurement,
monitoring, verification, and contracting protocols and standards which will work for working
agricultural and forest lands.

Congress needs to fund the development of cost effective measurement, monitoring and
verification technologies to increase the value of agricultural and forestry offsets.

Congress needs to establish a carbon market which operates in the private sector. Federal
agencies should only be the keeper of the standards not the providers of technical assistance of
carbon sequestration projects and third party verification. The private sector can scale up
quickly and then leverage the other conservation programs through stacking.

Forestry Practices that should be available as offsets

Type of practice Effectiveness Ability to verify  Cost for Ag producers Capactiy
Management of excellent excellent high medium

Exisitng stands

Credit for long term

Wood products excellent good medium low
Afforestation excellent excellent high low
Reforestation excellent excellent high low
Urban Forestry moderate excellent high low

Practices associated with livestock operations

Type of practice Effectiveness Ability to verify Cost of Ag Producers Capacity
Sustainable grazing  excellent good medium medium
Methane digesters  excellent excellent high low

Pasture management excellent excellent high medium
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Crop Production

Type of practice Effectiveness Ability to Verify

Cost of Ag producers Capacity

Conservation
Tillage (no till) good excellent

Grass planting
Cropland high excellent

medium

high

medium

low
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL CATTLEMEN'S BEEF
ASSOCIATION

Committee on Agriculture
U.S. House of Representatives
Biographical Form
Name
Tamara Thies
Organization(s) you represent

National Cattlemen's Beef Association

Address
[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

Chief Environmental Counsel
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Part I: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

If the United States decides to enact climate change legislation to slow, stop and reverse
greenhouse gas emissions, major studies show that energy and other costs of doing
business would increase significantly. Because energy prices are a major factor in the cost
of agricultural production, NCBA is very concerned that the sector would be burdened with
a large cost-of-doing business increase that is generally unable to be passed on to
consumers. A study on the subject done by Doane Advisory Services last year determined
that under the Lieberman-Warner bill, the cost of producing an acre of corn would increase
by $40 per acre. The same report estimated that the increase in total production expenses
for eight major commodities considered would reach $6 billion in 2020. Such cost
increases would cut directly into farmer profits and be economically devastating for the
industry. In addition, these cost increases significantly impact our competitiveness on the
world market, especially when our competitors don't have to follow the same regulations.
We cannot afford to put our food and agriculture sector in jeopardy and end up exporting
our nation's food and agriculture industry to countries where production and compliance is
cheaper. That is why Congress needs to take its time, be thoughtful, and design an
environmentally protective and economically sustainable climate policy.

A carefully designed cap-and-trade program may be the most effective way to reduce
greenhouse gas emissions while minimizing the cost to farmers and other industries, but
only if agriculture is allowed to produce "offsets" and not be included under the cap.
Indeed, NCBA believes that such an approach would achieve greater environmental
benefits than if agriculture were to be regulated under the program. U.S, farms and ranches
can provide low cost, real, and verifiable carbon offsets that greatly lower costs to
regulated industries and society of a cap and trade system while achieving real greenhouse
gas emission reductions. An offset program would allow greenhouse gas reducing changes
in energy production technologies and investments in capitol and infrastructure to occur,
while providing market liquidity and low cost emission reductions to help the market
function properly. Such an approach would provide additional environmental benefits
including cleaner water, cleaner air, and better wildlife habitat, while enhancing the fertility
and productivity of the soil resource needed to provide food, feed, fuel, and fiber.

2) Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words or less.
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Agriculture should not be covered under a carbon reduction program. Instead, U.S. farms
and ranches should be allowed to provide low cost, real, and verifiable carbon offsets that

lower costs to regulated industries and society of a cap and trade system.

Agriculture is a minor source of greenhouse gas emissions in the United States. EPA's
April 2008 "Inventory of U.S. Greenhouse Gas Emissions and Sinks: 1990 - 2006, states
that 2006 GHG emissions from the entire agriculture sector represented only 6.4% of
total U.S. GHG emissions, and a majority of that amount, 3.8%, is attributable to nitrous
oxide emissions from biological processes that occur in the soil and water and from
anthropogenic sources, including fertilization, retention of crop residues, irrigation,
tillage practices, etc., all necessary ingredients in producing low cost, high quality food to
feed ourselves and the rest of the world. Other agriculture emissions include methane
and nitrous oxide from livestock production, accounting for only 2.6% of total U.S. GHG
emissions.

3)

Two U.S. EPA documents emphasize the use of manure as a benefit for GHG reduction. In
Chapter 111 of EPA's National Water Program Strategy: Response to Climate Change, EPA
states “Agricultural producers have the potential to reduce nitrous oxide releases by
expanding the use of manure, biosolids or other organic residuals.” Because manure
provides this important benefit, EPA’s National Water Program will “encourage the use of
organic residuals in row-crop and animal agriculture operations.” p. 32. Second, in EPA's
latest "Inventory," the EPA attributes mineral soil carbon sequestration “to the conversion
of cropland to permanent pastures and hay production, a reduction in summer fallow areas
in semi-arid areas, an increase in the adoption of conservation tillage practices, and an
increase in the amounts of organic fertilizers (i.e. manure and sewage sludge) applied to
agricultural lands." p. ES 13-14

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

Allowances should be distributed to the agriculture sector at no cost. Such an approach
would incentivize carbon reduction and carbon sequestration projects that could provide
flexible cost containment opportunities in a cap and trade program. A portion of
allowances should be distributed to early actors in the agricultural sector who took steps to
reduce or sequester carbon before a cap was enacted. Because agriculture is always
evolving, and technologies and practices have improved over the years, farmers have
converted to alternative tillage practices such as no-till or ridge till, have reduced fertilizer
application rates, and have enhanced crop uptake of nutrients. Some livestock producers
are able to use methane digesters and invest in covers for manure storage or treatment
facilities while others are able to reduce enteric emissions with dietary modifications.
Producers who have taken these steps should not be disadvantaged by being excluded from
compensation for future offsets that occur as a result of these ongoing efforts. Ata
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minimum, they should be provided with allowances for providing such environmental
benefits.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

Once a federal program of GHG reduction is enacted, NCBA does not believe it would be
feasible, fair, or cost effective to permit the continuation or initiation of separate state or
regional programs. A centralized federal program would create a unified and uniform
effort focused on common goals for government, business, and consumers and avoid
confusion and differential treatment for industry inherent in multiple programs developed
by states or regions. It is unfair for businesses located in some regions of the country to be
helped or hurt under a cap and trade program simply because of where they happen to be
located. States or regions should not be allowed to use a climate change cap and trade
program as a carrot or a stick when it comes to business location or expansion decisions.
The playing field should be level across the country.

In addition, none of the current mandatory regional programs has developed a
comprehensive offset program which is essential for lowering costs of a cap and trade
program. Any new nationwide cap and trade program should include a robust offset
mechanism for all the reasons set forth in previous questions.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

A combination of existing governmental agencies should be used to regulate a newly
created cap and trade program. While the EPA would be effective in regulating the system
as a whole, it is essential that the USDA promulgate the rules and administer an
agricultural offset program. The USDA has the statutory authority provided in the 2008
Farm Bill, the institutional resources, and technical expertise necessary to create and
administer an agricultural offset program that works for agriculture. USDA has a track
record of working with farmers as well as studying, modeling, and measuring conservation
and production practices that sequester carbon and that promote appropriate manure
management and nutrient application on agricultural lands. The USDA should be given
adequate flexibility in implementing the offset program that allows them to account for
new technologies and practices that emerge, which result in emission reductions from
agricultural sources.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.



7

8)

92

Please respond in 300 words or less.

Yes, the CFTC should be the regulator of the carbon market due to their
experience in regulating commodities. In addition, the House and Senate
Agriculture Committee jurisdiction over the CFTC will allow these committees
to stay close to the regulatory effort and the impact this market is having on all
aspects of the American economy.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Yes, they should be permitted to develop under similar options as energy-based
commodities due to the close connection between energy markets and a resulting
carbon market.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

Most economic studies of last year's Licberman-Warner climate change bill conclude that
costs to society as a whole would increase if the program were enacted. Estimated
increased costs to the agricultural sector of the economy were particularly alarming. The
EPA estimated that crude oil prices would rise by 36.6% and natural gas prices would
increase 50%. A study by Doane Advisory Services estimated that these increases would
result in the cost of producing an acre of corn being $40 higher per acre than without a
climate change program, and the increase in costs for rice would be even larger. The
increase in total production expenses for eight major crops was estimated to be $6 billion in
2020. 1f CCS does not become available until after 2020, the Doane study estimates that
increased production expenses would reach $12 billion with an $80 per acre increase in
corn production costs and a $153 increase per acre for rice. These cost increases not only
hurt farmers and livestock producers, but they also adversely affect vulnerable segments of
our society in a regressive way.
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One way to at least partially offset the predicted significant cost-of-doing-business
increases for agriculture and living expenses for society as a whole would be for Congress
to enact a robust carbon offsets program. An offsets market provides protection for both
the larger economy and for the rural areas that would otherwise be unduly affected by
increases in energy costs with no means of making new revenue.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

Revenue should generally be distributed on the basis of need associated with increased
energy costs, and should be provided to sectors and sources that can provide the lowest
cost, short term reductions of GHG emissions in the forms of allowances and offsets.
Congress might consider allocations similar to those contained in the Lieberman-Warner
bill. In addition, early actors in the agriculture sector should be rewarded with revenue
generated from the sale of allowances.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due toa

carbon reduction program receive transitional assistance?
Please respond in 300 words or less.

Yes, businesses, including agriculture operations, that are negatively affected by increased
costs associated with a climate change program should be given necessary transitional
assistance as a "safety net" in an effort to alleviate the possibility of going out of business
due to increase costs of doing business. One important way to hold down costs of the
program for the business community is to establish a robust and unlimited offsets program
that includes all aspects of the agricultural sector.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas

emissions?
Please respond in 300 words or less.

Public lands need to play an important role in helping to sequester carbon and/or reduce
greenhouse gas emissions because of the enormous number of acres involved and the
potential to put these acres to positive use. The U.S. Forest Service manages more than
190 million acres and the Bureau of Land Management more than 260 million acres.
Existing soil surveys show that significant portions of these lands have the potential to
sequester carbon through range management practices. The potential for trees to sequester
carbon is critical. Additionally, greenhouse gas emissions can be reduced by more careful
management of fire risks on forest and rangeland.

Much of this land is not under any specific management scheme pursuant to a permit. The
land managing agencies may need additional authority to manage these lands for GHG
benefits. To the extent carbon credits are produced from this management that qualify for
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trading on the open market, the land management agencies should be encouraged to
produce the credits, and the funds generated from this activity should be used to further
encourage the work. They could be divided between the land managing agency to be used
for further management and an outside entity that performed the work or management, if
such an entity is involved.

The most likely agents to manage the public lands for GHG benefits are those already using
the land under a permit, such as ranchers. Involving permittees in managing lands under
permit for GHG benefits should be a purely voluntary endeavor. In either case, GHG
benefits generated will have to meet the test of "additionality", among other tests, in order
to be traded on the open market as carbon credits. Funds generated from such credit should
be divided between the permittee and the land managing agency to provide an adequate
incentive for performing the work. The payment would be for the service provided to
society of producing marketable carbon credits.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.

Please respond in 600 words or less.

NCBA is a strong believer in allowing market forces to work. Setting an artificially low
price on the value of carbon would be a disincentive to developing and producing
innovative offsets and technologies for carbon reduction. In addition, artificially low prices
of carbon would have the effect of increasing the price of compliance for the regulated
sectors of the economy. The lower the carbon price the fewer participants in the offsets
market because participation in such a market is directly linked to the economic benefit of
such efforts. The fewer the offsets available for purchase, the higher the price of the
program for regulated sectors. In fact, certain of the regulated sectors are very concerned
that there may not be enough offsets available to them for purchase if the price of carbon is
too low. Therefore, they support a carbon price floor in an effort to encourage participation
and innovation by offsets providers. Establishing a carbon price floor may be an effective
answer to these concerns.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

The European Union ratified the Kyoto Protocol and established EU's Emissions Trading
Scheme (EU-ETS). Since the launch of the EU-ETS in January 2003, allowance prices
have been volatile. The biggest problems with the system are two. First, the initial
allocations of emission allowances were too generous. The generous emission allowance
allocations were the result of the fact that companies were given as many allowances as
they thought they needed, and discovered that emission reductions were easier to
accomplish than anticipated. Consequently, the price of allowances plummeted. Second,
companies were prohibited from banking allowances. The ability to bank allowances is a
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powerful incentive for innovation to cut emissions below what is required and saving
unused allowances for future use. As a result of these two factors, the system was less
successful in reducing GHG emissions than it could have been, and the price of carbon was
lower.

The EU-ETS does not include a domestic offsets program. It utilizes the Clean
Development Mechanism (CDM) aimed at developing countries and Joint Implementation
(JI) programs. Consequently, the EU is unable to implement low-cost GHG reduction
strategies, such as an offsets program for the agriculture sector. CDM approves offsets
projects on a case-by-case basis causing a huge backlog in the system and a high cost of
implementation. A set of reasonable and more flexible standards needs to be developed to
foster more innovation and participation in an offsets program. For example, key Kyoto
terms of additionality, permanence, and verification should be redefined in Copenhagen
this December to allow such flexibility, Otherwise, many innovative offsets project
producers would not be able to be rewarded for their efforts.

Part 1I: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

Greenhouse gas reduction options should not be limited by the federal government. A
reduction is a reduction and should be recognized as such. Voluntary and incentive based
programs would be more effective than mandatory programs in the agricultural sector.
Federal assistance in research and providing a safety net to those in need of one are also
important considerations. A cap and trade program with a significant agriculture offset
market should include payments to early actors and those faced with high energy costs with
money generated from the sale of allowances. Agreed upon protocols for offsets should be
created to ensure that quality offsets are being created and sold, and to lessen the
significant administrative and cost burdens associated with case-by-case evaluation of
offset projects. For example, such protocols would help reduce the costs of measuring,
monitoring, and verifying individual projects.

Because agriculture is a relatively minor emitter of GHGs, see question #2 above, the entire
agriculture sector should be eligible to produce offsets. The imposition of performance
standards for some agriculture entities would be unnecessary, unwarranted, and unfair. In
fact, animal agriculture can generate some of the highest quality offsets for purchase by the
regulated sectors. It is essential to the regulated community that a high number of such
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high quality offsets be available for purchase. Otherwise, there may not be enough offsets
to sufficiently lower costs of a cap and trade program.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

The use of domestic offsets must not be artificially limited. Current estimates predict that
agriculture and forestry lands can help to reduce up to 20% of US GHG emissions on an
annual basis. In addition, economic modeling of bills considered by the U.S. Senate last
year show dramatically lower compliance costs as more offsets are allowed to be used.
Any approach that lowers overhead costs for companies in capped sectors is a positive.
NCBA believes it is unwise and market distorting to place an artificial cap on the amount
of domestic offsets a covered entity can use to meet its yearly obligations. Our goal should
be to remove as much GHG from the atmosphere as possible. Artificial caps would
prevent legitimate carbon sequestration, livestock methane capture, and manure
gasification projects from occurring.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?

Please respond in 600 words or less.

Congress should not distribute available offsets. It should let the market decide. Offsets
are carbon reduction and sequestration projects that should be treated differently from the
allowances that Congress should decide how to distribute. An offset provider should be
allowed to sell or trade an offset on the market for the best possible return. These should
be private transactions guided by federal regulations that define offset qualities and any
market mechanisms that regulate the carbon market. Congress should not be in the
business of dictating these decisions any more than they decide to whom a cattle producer
should sell his cattle.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Flease respond in 600 words or less.

Because of the vast number of agriculture entities that would be eligible to generate offsets
under a cap and trade program, it is essential that the USDA establish protocols that must
be used by offsets providers in an essential effort to cut down on case-by-case assessments
of offsets projects. Otherwise, the U.S. system, like the European system, risks being
bogged down by administrative burdens that would be associated with the shear magnitude
of the program. For example, measurement rates for various offset types should be
established at a national level using data from field studies and the latest science.
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It may be that project developers may create some offsets that will be of higher quality than
other offsets. If this occurs, there should be a system in place to appropriately value the
quality of an offset and prices should be paid accordingly.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

The USDA should establish a system of third party verifiers to inspect offsets projects to
ensure compliance with required standards.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

The USDA should be given the authority to design a system for verifying agriculture offset
projects. The USDA has the technical expertise to design an appropriate system for
agriculture.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

Congress should establish a standards-based approach using values derived from USDA
studies and protocols; otherwise the system is likely to get bogged down much like the
European system has.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

There needs to be both an offsets market and an allowance set aside for the agriculture
sector. Both features are needed to ensure a system that preserves the environmental
integrity of offsets while not penalizing early actors who have already stored carbon in the
ground, or reduced emissions through dietary modifications in the livestock sector. While
it is preferable to allow early actors to benefit from an offsets market, if the additionality
issue cannot be overcome, providing allowances to early actors would at least provide
some benefit and recognition for their efforts. Otherwise, early actors are inexplicably and
unfairly punished for protecting the environment years before others decide to take such
actions. In addition, offsets and allowances should both be fully tradable, salable and
bankable.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?

Please respond in 300 words or less.
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The idea of permanence needs to be flexible in an offsets program that includes
agriculture. Agriculture is capable of producing offsets that are in fact permanent,
including, for example, dietary modifications in livestock that permanently lower levels of
methane emissions from enteric fermentation, and creating energy through the destruction
of methane from anaerobic digesters, and other manure gasification technologies. Other
agriculture offsets projects, however, may not be considered permanent in the traditional
sense. Instead, these projects (such as soil carbon sequestration) should be eligible as
offsets on a time-specific contract basis, perhaps on a five or ten year term. Congress
should consider establishing an "insurance” program or "buffer pool” to replace reversals
due to Acts of God or other unintentional events. Project developers should be penalized
for intentional reversals.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

Existing offsets projects should be eligible as future offsets under a cap and trade program
as long as they comply with regulatory standards and protocols established under a
mandatory program. It would be unfair to punish early actors who have been on the
forefront of carbon reduction efforts by being excluded from compensation for future
offsets that occur as a result of ongoing efforts. If the additionality issue cannot be
overcome, early actors should, at a minimum, be provided with allowances in recognition
and reward for their pioneering work.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack" credits?

Please respond in 600 words or less.

Agriculture is always evolving. As technologies and practices improve, farmers are
converting to alternative tillage practices such as no-till or ridge till. They are reducing
fertilizer application rates and enhancing crop uptake of fertilizer nutrients. Some livestock
producers are able to use methane digesters and invest in covers for manure storage or
treatment facilities while others are able to reduce enteric emissions with dietary
modifications. Producers who have taken these steps should not be disadvantaged by being
excluded from compensation for future offsets that occur as a result of these ongoing
efforts.

Producers undertake many projects that provide environmental and public benefits such as
clean water, wildlife habitat, and reduced soil erosion. Projects participating in a
greenhouse gas offset market should not be excluded from also participating in other
markets for environmental services that currently exist or may arise in the future. The
reverse is also true: producers who currently undertake environmental projects that result
in greenhouse gas reductions should not be excluded from participating in an anticipated
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carbon offsets program. Allowing producers to stack credits will maximize the economic
viability of carbon sequestration and manure management projects, ensuring more projects
are undertaken and synergies with other environmental priorities are developed. In
addition, new climate programs should complement existing conservation programs within
the Farm Bill.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

Any project that meets established standards and protocols should be allowed to be sold on
the carbon market regardless of the original intent of the project.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

Producers should only be paid for projects that actually sequester carbon or reduce
greenhouse gas emissions. In the event of a reversal as a result of and Act of God or other
unintentional event, lost carbon could be replaced by a buffer reserve holding unused
credits. Such a buffer reserve should be established by purchasers of carbon credits instead
of producers of carbon credits. Such an approach would resemble modern insurance
programs under which it is the owner of the product who pays the insurance, not the
manufacturer of the product. Once the offset is sold, liability for reversals due to Acts of
God should rest with the owner. Farmer/producers should not be held liable for
unintentional reversals once an offset is sold. Prior to a sale, offset reversals are the
responsibility of the farmer/producer. Again, it is the owner of the offset at all stages in the
process who should be liable for unintentional reversals. Liability for intentional reversals
should rest with the person who is directly responsible for the reversal.

Another approach to consider may be that owners of offsets may purchase insurance to
compensate for unintentional reversals. Again, the responsibility for insurance coverage
should rest with the owner of the offset, not the creator of the offset, once the offset is sold.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

Any cap and trade legislation must provide an initial list of project types that are eligible
agricultural offsets. Both the regulated community and the agricultural sector need
assurances that agricultural offsets will be available to lower costs of a climate change
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program. The regulated community needs to know that a sufficient quantity of offsets will
be available for purchase so that they can comply with a mandatory cap. The agricultural
sector needs to know which projects types Congress considers to be eligible as agricultural
offsets in order to assess the full impact of cap and trade legislation on agriculture. An
initial, non-exhaustive list of project types in the legislation itself is critical to addressing
these concerns. Shifting the burden of making these decisions to an entity other than
Congress generates uncertainty that should be avoided. For example, will soil carbon
sequestration be eligible as an offset? It is currently not eligible in Europe and there is no
assurance that it will be eligible in the United States unless Congress specifically states that
it shall be eligible in the cap and trade statute itself. Leaving this decision up to the EPA or
other review panel does not provide comfort to the agriculture community.

The establishment of protocols and procedures for an agricultural offsets program should
rest solely with the USDA. The USDA has the statutory authority provided in the 2008
Farm Bill, the institutional resources, and the technical expertise necessary to create and
administer an agricultural offset program that works for production agriculture. USDA has
a track record of working with farmers as well as studying, modeling, and measuring
conservation and production practices that sequester carbon and that promote appropriate
manure management and nutrient application on agricultural lands. USDA should be given
adequate flexibility in implementing the offset program that allows them to account for
new technologies and practices that emerge, which result in emission reductions from
agricultural sources.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?
Please respond in 600 words or less.

Producers need to be educated by and have access to technical expertise from individuals
experienced in developing carbon sequestration projects. The measuring, monitoring and
verification of offsets need to be made cost effective for agricultural producers.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices (hat mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional finaneial incentives and technical assistance to speed up adoption/implementation?
FPlease respond in 300 words or less.

There are no existing programs that have established standards and protocols for
agricultural offsets projects. Any cap and trade bill should provide financial incentives and
technical expertise to encourage the adoption and implementation of agricultural offsets.

Part II1: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.
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Part I: Carbon Reduction Program Design

1} Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-

and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

The National Center for Appropriate Technology (NCAT) believes that Congress must
develop legislation to reduce greenhouse gas emissions (GHG) in the United States. We
can support a variety of carefully designed approaches. Any approach, such as carbon tax,

cap and trade or cap and dividend will have strengths and weaknesses.

We recognize that any cap on GHG emissions will cause difficulty for citizens, businesses,
and industries that are dependent on fossil-based energy. We have special concerns about
how these efforts might affect rural and low-income communities. In addition to producing
real and verifiable greenhouse gas reductions, any federal program to cap carbon emissions
must mitigate harm to low-income people and vulnerable sectors of our economy. In our
opinion, a cap-and-dividend approach is the option least likely to harm low-income and

vulnerable sectors of the economy.

Though agriculture is a relatively minor source of most greenhouse gases, agriculture can

be a part of the solution. A carbon tax would create a stream of tax revenue that could be
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used to promote lower-carbon production practices. For example, many current agriculture
conservation programs could be funded in part from emission or carbon taxes. Programs

such as the Environmental Quality Incentive Program, Conservation Stewardship Program,
and Conservation Reserve Program are already improving soil quality, preventing erosion,

and simultaneously sequestering carbon.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?

Please respond in 300 words or less.

NCAT supports including both agriculture and forestry in a carbon reduction program if a
cap-and-trade or carbon tax program is enacted. These sectors emit about 8 percent of
greenhouse gases, especially nitrous oxide (N20) and methane (CHa). These sectors also
have some potential for sequestering carbon. The same management practices that
sequester carbon will also improve water quality, soil nutrient content, and wildlife health

and diversity.

NCAT does have concerns regarding measurement and verification in these sectors.
Comprehensive measuring and monitoring strategies and tools must be in place to ensure
that real, meaningful, and long-term reductions in atmospheric greenhouse gas levels occur
and that emission reductions targets are met. Mitigating global climate change will require

innovative solutions from all sectors including agriculture and forestry. However, carbon
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reduction programs should focus on strategies such as efficient energy use and technology

advancements that provide more reliable forms of emissions reductions.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be

allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

If a cap-and-trade program is chosen, the allowances should be distributed through a fully
auctioned market. The atmosphere is best viewed as a public resource belonging to

everyone. Permits to pollute the atmosphere should not be given away for free. Moreover,
the United States should learn from Europe’s experience giving away carbon permits. The

practice was unsuccessful and counterproductive.

We recognize that some flexibility may be necessary. For example, economic and
pragmatic reasons may dictate beginning with a partially auctioned market and moving in

phases toward a fully auctioned market.

Congress should focus on industries that are the most significant emitters, such as coal-
fired utilities. In agriculture, except for large confined animal feeding operations, emissions
are low and dispersed. Farming and ranching is a relatively small GHG contributor and it

may make sense to leave them outside of the allowance system entirely.
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Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

No. It makes more sense to have one national program rather than competing and divergent

programs in various regions. This is a serious national and global problem and a single

program is necessary

If a cap-and-trade program is established, should an existing government agency regulate it or

should a new agency be created? Please explain.

Please respond in 300 words or less.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please

explain.

Please respond in 300 words or less.
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7) Currently, derivatives of energy-based commodities can be traded through: a) highly structured

8

—

instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible

only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?

Please respond in 600 words or less.

Any cap-and-trade program must be as transparent and verifiable as possible. The program
will also need to be highly structured and regulated. NCAT is extremely concerned that
derivative markets in carbon reduction have the potential to become a new poorly regulated
market prone to trades at high volumes and prices higher than actual values. This could
create a bubble-and-burst situation similar to what the real estate and financial sectors

recently experienced.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.
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Since it was founded in 1976, NCAT has been committed to working with low-income
people to mitigate energy-related costs and hardships associated with these costs.. In the
case of carbon reduction, we are especially concerned about potential economic burdens on
low-income people that could result from higher prices for basic goods such as food and

shelter.

Like other sectors of the economy, agriculture includes energy-intensive enterprises. We
are concerned about the potential consequences of higher energy costs on these enterprises.
Through our ATTRA — National Sustainable Agriculture Information Service
(www.attra.ncat.org) and other projects, we are committed to working with agricultural
producers on energy alternatives that will allow producers to reduce input costs, conserve
energy resources, and diversify operations through new energy crops and energy generation

facilities.

We also recognize that many residents of rural areas have high rates of emissions per capita
and could face special difficulties. We are committed to working with rural small

businesses and residents on energy alternatives.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?

Please respond in 300 words or less.
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At least a portion of the revenue should be returned directly to the public in the form of
payroll tax reductions, direct payments, or through some other mechanism that rewards
energy conservation and mitigates harm to low-income people. A major portion of the
revenue should support energy-related research and development targeted at industries with
the greatest potential to reduce our reliance on fossil fuels. This research and development

certainly includes exploring renewable energy, energy efficiency, and energy conservation.

The revenues should support U.S. Department of Agriculture conservation programs and
practices that clearly and measurably reduce GHG emissions. These include the
Conservation Reserve Program (CRP), the Rural Energy for America Program (REAP),

organic production systems, conservation tillage, reforestation, and aforestation.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs dueto a

carbon reduction program receive transitional assistance?

Please respond in 300 words or less.

We are flexible on this issue, and we recognize that there may be a need for transitional
assistance to economically vulnerable sectors of the economy. Support for low-income

individuals should be the first priority.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas
emissions?

Please respond in 300 words or less.
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12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices

be established? Please explain.

Please respond in 600 words or less.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international

carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

The main lesson the United States should learn is that carbon permits should be auctioned,
not given away. A no-cost distribution of carbon permits created windfall profits for a few
large European utilities and demonstrated the need for tight regulation of any cap-and-trade

system.

Part 11: Carbon Reduction Program Administration and Implementation
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The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding

the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the

agriculture and forestry sectors?

Please respond in 600 words or less.

We could support a variety of options or a combination of options. We generally do not
support including the agriculture sector in the allowance scheme. However, if agriculture
sector is included we could support bonus allowances for selected agriculture and forestry
sectors. If a voluntary offset program is chosen, it will be crucial for payments to be based
on strict and verifiable measurements and practices that represent new, or additive,

reductions in GHG emissions.

15) Should the total number of offscts issued annually by the government be limited? If so, how much?

Please respond in 300 words or less.

Yes. Limiting offsets is critical in the agriculture sector because offsets are not easy to
measure and verify. Total offsets in the range of from 5 to 15 percent of current GHG

levels may be possible.
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16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?

Please respond in 600 words or less.

Offsets should go to those industries and activities that can provide the quickest and easiest
GHG reductions, as well as the most additional, or new, and most verifiable GHG

reductions.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and

accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

A nationwide, standardized formula for measuring, verifying, and monitoring the
legitimacy of offsets should be developed. This formula should include issues such as
baseline determination, ownership, permanence, additionality, transparency, leakage, and

ancillary environmental and sustainable development benefits.

18) What should be the criteria for assessing offset projects?

Please respond in 300 words or less.
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Assessment should be based on the level of commitment, attention, ability to provide real
GHG reductions, transparency of the proposed activities, inclusion of ancillary

environmental benefits, and use of third-party protocols and verification.

19) How should Congress design a system for verifying offset projects?

Please respond in 300 words or less.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

We recognize that a standards-based approach may be adequate and pragmatically

necessary for certain kinds of projects, but whenever feasible we prefer a project-based

approach that is based on real field measurements.

21) What should be the relationship between offsets and allowances?

Please respond in 600 words or less.
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22) Deseribe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?

Please respond in 300 words or less.

The contract length should be at least 20 years. The contract may include some flexibility
if, at some future point, GHG emitters demonstrate their ability to meet and continue a low

level of emissions, with perhaps some flexibility

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

The existing private and voluntary systems are generally loose and ineffective. We believe
they will reduce the legitimacy of a national system. We believe that a national carbon

reduction scheme should supplant the existing systems.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack" credits?

Please respond in 600 words or less.
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Early actors could be supported at a much-reduced level so these producers and forest
landowners will maintain their efforts. However, the activities of early actors should
absolutely not be counted as new reductions for meeting national carbon targets or caps. In
agriculture, perhaps this could be best handled through NRCS conservation programs such

as the new Conservation Stewardship Program

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.c. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

These activities should remain part of those Federal and state programs in which they are
already enrolled. They should not be back-doored into a new cap and trade system, largely

because they are non-additional.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster

or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

Yes. The system should require verifiable reductions in all offset projects and all revenues
should be returned if the project fails. A reserve of offsets should be maintained by all

projects to provide a safety cushion if an uncontrolled GHG release occurs.
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27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which

agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

The protocols and procedures should be fairly detailed in legislation. Leaving these critical
issues to the interpretation of a burcaucracy is not appropriate. In the agriculture sector,

NRCS and Environmental Protection Agency would be important agencies to involve.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and

technologies?

Please respond in 600 words or less.

Agricultural producers and landowners face a number of obstacles to implementing
climate-friendly practices and technologies. One major obstacle is the risk of adopting new
techniques and practices that pose the potential for production and profitability losses.
Other risks include not meeting sequestration targets due to fire, flood, weed or pest
outbreaks or other unforeseen events.

A second major obstacle is the current low value of sequestration credits. More incentives
may be required to offset the cost of implementing changes in practice, potential risks and a

lack of information.
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29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon

and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as

additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

A careful review of NRCS conservation practice standards should be undertaken to
understand in more detail how specific conservation practices reduce GHG emissions. .
Based on that review, careful consideration should be given to increasing incentives for

these practices so that farmers and ranchers can begin to utilize them.

Part ITI: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or

hiofuel incentives.

The questionnaire did not ask about the cap-and—dividend approach, another proposal for
reducing our GHG emissions. The cap-and-dividend approach to GHG reductions is a
much simpler program than a cap-and-trade system or a carbon tax. With the cap-and—
dividend approach, a carbon cap is imposed on the entities that first place carbon in the
economy, such as companies that operate coal mines and oil wells. This is different than

the cap-and-trade approach, which taxes end-users by regulating thousands of smokestacks.
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Program revenue from the cap-and-dividend approach would be generated by auctioning
the regulatory permits these few hundred energy supply businesses would need to operate.
Ninety percent of the revenues from the auction would be put into a trust fund that would
pay out equla] shares on a monthly basis to every person in the country. This payout is the
dividend. These dividend funds would help reduce the economic burden people and
businesses will see from higher energy prices. This program would be much simpler to
administer and understand. We encourage the Committee to investigate the cap-and-

dividend proposal along with the cap-and-trade and carbon tax proposals.
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Introduction

The Earth’s average surface temperature
increased 1.3 degrees Fahrenheit over the
past century, and is projected by the Inter-
governmental Panel on Climate Change 1o
increase by an additional 3.2 to 7.2 degrees
over the 21st century (IPCC, 2007a). These
seemingly slight changes in temperature .
could have profound implications for farm-
ers and ranchers. According to the Envi-
ronmental Protection Agency, an increase
in average temperature can:

* adversely affect crops in regions
where summer heat already limits
production;

* increase soil evaporation rates; and

increase the chances of severe
droughts (2008a).

Innovative farming practices such as conser-
vation tillage, organic production, improved
cropping systems, land restoration, land use
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change and irrigation and water manage-
ment, are ways that farmers can address
climate change. Good g prac-
tices have multiple benefits that may also
enhance profitability, improve farm energy

efficiency and boost air and soil quality.

Climate change science

Natural shifts in global temperatures have
oceurred throughout human history, The
20th century, however, has seen a rapid rise
in global temperatures. Scientists attribute
the temp increase to a nise in carbon diox-
ide and other greenhouse gases released
from the burning of fossil fuels, deforesta-
tion, agriculture and other industrial pro-
cesses. Scientists refer to this phenomenon
as the enhanced greenhouse effeet.

The naturally oceurring greenhouse effect
traps the heat of the sun before it can
be released back into space. This allows
the Earth's surface to remain warm and

Figure 1. The Greenhouse Effect
Source: The National Academy of Sclences, www.cli

habitable. Increased levels of greenhouse
gases enhance the naturally oceurring
greenhouse effeet by trapping even more of
the sun’s heat, resulting in a global warm-
ing effect. Figure 1 illustrates the natural
and enhanced greenhouse effects (Pew Cen-
ter on Global Climate Change, 2008),

The primary greenhouse gases associated
with agriculture are carbon dioxide (CO,),
methane (CH,) and nitrous oxide (N,0).
Although carbon dioxide is the most prev-
alent greenhouse gas in the atmosphere,
nitrous oxide and methane have longer
durations in the atmosphere and absorh
more long-wave radiation. Therefore, small
quantities of methane and nitrous oxide can
have significant effects on climate change.

Several excellent resources and fact sheets
explain the greenhouse effeet and the
science behind climate change. See the
Resources section for information on how
to obtain copies.

ions/fags. html

Natural Greenhouse Effect

The greenhouse effect is a natural warm-
ing process. Carbon dioxide (CO2) and cer-
tain ather gases are always present in the
atmosphere, These gases create a warm-
ing effect that has some similarity to the
‘warming inside a greenhouse, hence the
name "greenhouse effect.”

Enhanced Greenhouse Effect
Increasing the amount of greenhouse gases
Intensifies the greenhouse effect. This side
of the globe simulates conditions today,
roughly two centuries after the Industrial
Revolution began.

llustration of the greenhouse effect (courtesy of the Marion Koshland Science Museum of the National Academy of
Sciences. Visible sunlight passes through the atmosphere without betng absorbed. Some of the sunlight striking the
earth {1) is absorbed and converted to heat, which warms the surface. The surface (2) emits infrared radiation to the
atmosphere, where some of [t {3) Is absorbed by greenhouse gases and (4) re-emitted toward the surface; some of
the heat is nat trapped by greenhouse gases and (5) escapes into space, Human activities that emit additional green-
house gases to the atmosphere (6) increase the amount of Infrared radiation that gets absorbed before escaping into
space, thus enhancing the greenhouse effect and amplifying the warming of the earth

Page2 & ATTRA
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How does climate change

influence agriculture?

Climate change may have beneficial as well
as detrimental consequences for agricul-
ture. Some research indicates that warmer
temperatures lengthcn growing seasons and
increased carbon dioxide in the air results
in higher yields from some crops. A warm-
ing climate and decreasing soil moisture can
also result in production patterns shifting
northward and an increasing need for irri-
gation, Changes, however, will likely vary
significantly by region. Geography will play
alarge role in how agriculture might benefit
from elimate change. While projections look
favorable for some areas, the potential of
increased climate variability and extremes
are not necessarily considered. Benefits to
agriculture might be offset by an increased
likelihood of heat waves, drought, severe
thunderstorms and tornadoes. An increase
in elimate variability makes adaptation dif-
ficult for farmers.

The U.5. Department of Agriculture
released a report in May 2008 that focused
on the effects of climate on agriculture,
specifically on cropping systems, pasture
and grazing lands and animal management
(Backlund et al., 2008). The following find-
ings are excerpted from the report:

* With increased carbon dioxide and
higher temperatures, the life cycle
of grain and oilseed crops will likely
progress more rapidly.

® The marketable vield of many hor-
ticultural crops, such as tomatoes,
onions and fruits, is very likely to
b more sensitive to climate change
than grain and cilseed crops.

* Climate change is likely to lead 10 a
northern migration of weeds. Many
weeds respond more positively to
imcreasing carbon dioxide than most
cash crops.

* Disease pressure on crops and domes-
tic animals will likely increase with
earlier springs and warmer winters,

*  Projected increases in temperature and
a lengthening of the growing season
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will likely extend forage production
into late fall and early spring.

Climate change-induced shifts in
plant species are already under way
in rangelands. The establishment
of perennial herbaceous species is
reducing soil water availability early
in the growing season.

* Higher temperatures will very likely
reduce livestock production during
the summer season, but these losses
will be partially offset by warmer
temperatures during the winter
season (Backlund et al., 2008).

How does agriculture
influence climate change?

Agriculture’s contribution to
greenhouse gas emissions

Agricullure activities serve as both sources
and sinks for greenhouse gases, Agriculture
sinks of greenhouse gases are reservoirs of
carbon that have been removed from the
atmosphere through the process of biologi-
cal carbon sequestration.

The primary sources of greenhouse gases in
agriculture are the production of nitrogen-
based fertilizers: the combustion of fossil fuels
such as coal, gasoline, diesel fuel and natural
gas; and waste management. Livestock enteric
fermentation, or the fermentation that takes
place in the digestive systems of ruminant
animals, results in methane emissions.

Carbon dioxide is removed from the atmo-
sphere and converted to organic carbon
through the process of photosynthesis. As
organic carbon decomposes, it is converted
back to carbon dioxide through the process
of respiration. Conservation tillage, organic
production, cover eropping and crop rota-
tions can drastically increase the amount of
carbon stored in soils,

In 2005, agriculture accounted for from
10 to 12 percent of total global human-
caused emissions of greenhouse gases,
according the Intergovernmental Panel on
Climate Change (IPCC, 2007h). In the

United States, greenhouse gas emissions

onserva-
tion tillage,
organic
production, cover
cropping and crop
rotations can dras-
tically increase the
amount of carbon
stored in soils.

www.attra.ncat.org

ATTRA & Page3
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from agriculture account for 8 percemt Greenhouse gases have varying global
of all emissions and have increased warming potentials, therefore climate
since 1990 (Congressional Research scientists use carbon dioxide equivalents
Service, 2008). Figure 2 presents recent  to calculate a universal measurement of
data in carbon dioxide equivalents (COe).  greenhouse gas emissions.

Figure 2. Greenhouse gas emissions and carbon sinks in agricultural activities, 1990-2005 (CO, equivalent).

1995 2000 2005 Avg

Source 2001-2005

million metric tons CO, equivalent (MMTCO,
U.S. Agricultural Activities
GHG Emissi: (CH, and N.O)

Agriculture Soil Management' | 366.9 3534 376.8 365.1 3709
Enteric F ion" 157 120.6 Nn3.s5 nz2a 1n5.0
Manure management 39.5 44.1 48.3 50.8 45.6
Rice Cultivation 71 7.6 7.5 6.9 74
Agricultural Residue Burning 1.1 1.1 1.3 1.4 1.2

Sul | 530.3 526.8 5474 536.3 540.1
Carbon Sinks

Agricultural Soils (339) (30.1) (29.3) (32.4) (31.7)
Other na na na na na
Subtotal (33.9) (30.) (29.3) (32.4) (31.7)
Net Emissions, Agriculture 496.4 496.7 518.1 503.9 508.4
Attributable CO, emissi 468 | 57.3 ‘ 509 ‘ 455 { 526
Fossil fuel/mobile combustion

% All Emissi Agriculture’ | 8.5% B.0% 7.7% 74% B8.0%
9% Total Sinks, Agriculture 48% 3.6% 39% 3.9% 4.0%
% Total Emissions, Forestry 0.2% 0.2% 0.2% 0.3% 0.3%
% Total Sinks, Forestry” 94,3% 92.0% 94.8% 94.7% 95.0%
Total GHG Emissions, All Sectors | 6,242.0 6,571.0 7147.2 7,260.4 6,787.1
Total Carbon Sinks, All Sectors | (712.8) (828.8) (756.7) (828.5) (801.0)
Met Emissions, All Sectors 5,529.2 5742.2 6,390.5 6,431.9 5986.1

Source: EPA, Inventory of LS. Grenhouse Gas Emissions and Sinks: 19%0-2005, April 2007, [hrtpstepa govicimatechangedemissions”
fovyreporthimi]. Table E5-2, Table 2-13, Table &-1, Table 7-1, and Table 7-3, EPA data are reported | teragrams {tg.), which are equivalent to
one million metric tons each.

Ly

a. N0 emissions from scil management and nutrlent/chemical applications on croplands.

b. CH, emissicns from ruminant livestock,

c. Emissions from fossil fuel/mobile combustion associated with energy use in the US. agriculture sector (excluded from EPA'S reparted GHG
emissions for agricultural activities),

d. Does not include attributable CO, emissions from fossil fuel/mobile combustion

& Change in forest stocks and carbon uptake from urban trees and landfilled vard trimmings.

Fage 4 & ATTRA .Agriculture. Climate Change and Carbon Sequestration
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Figure 3. Agricultural g h gas

g from 2001 to 2005. Source: EPA, 2007

Inventory report, April 2007, www.epa.g

Figure 3 illustrates agricultural greenhouse gas
emissions by source in the United States.

The following is evident from the informa-
tion in Figures 2 and 3:

® Despite some improvement in
certain areas since 1990, the
U.S, agricultural production sec-
tor increased its greenhouse gas
emissions and expanded its role in
climate change.

® The U.S. agricultural production
sector is a net emitter of green-
house gas emissions. That is,
agricultural production annually
creates more greenhouse gas emis-
sions than it captures, despite the
potential for the sector to seques-
ter higher levels of carbon with
management changes,

® The U.S. agricultural production
sector contributes more greenhouse
gas emissions from methane (CH,)
and nitrous oxide (N,0) than from
carbon dioxide (CO,).

* Agricultural soil management is
the single greatest contributor to
greenhouse gas emissions from the
U.S agricultural production sector.
Enteric fermentation (flatulence
and belches of ruminants) and
manure management are also large
contributors,

Lheml

1. I:I Enteric fermentation (CH,) - 21%

2. - Ag residue burning (CH, N,0} - <1%

3. - Manure management (N,0) - 2%

a4, - Manure management (CH,) - 8%

5. - Rice cultivation (CH,) - 1%

6. - Ag soil management (N,O) - 68%

Carbon sequestration

Carbon sequestration in the agriculture sec-
tor refers to the capacity of agriculture lands
and forests to remove carbon dioxide from
the atmosphere. Carbon dioxide is absorbed
by trees, p]nnls and crops I}lrough piloluv
synthesis and stored as carbon in biomass
in tree trunks, branches, foliage and roots
and soils (EPA, 2008b). Forests and stable
grasslands are referred 1o as carbon sinks
because they can store large amounts of
carbon in their vegetation and root systems
for long periods of time, Soils are the larg-
est terrestrial sink for earbon on the planet,
The ability of agriculture lands to store or
sequester carbon depends on several fac-
tors, including climate, soil type, type of
crop or vegetation cover and management
practices.

The amount of carbon stored in soil organie
matter is influenced by the addition of car-
bon from dead plant material and carbon
losses from respiration, the decomposition
process and both natural and human dis-
turbance of the soil. By employing farming
practices that involve minimal disturbance
of the soil and encourage carbon sequestra-
tion, farmers may be able 1o slow or even
reverse the loss of carbon from their fields.
In the United States, forest and croplands
currently sequester the equivalent of 12
percent of U.S. carbon dioxide emissions
from the energy, transportation and indus-

trial sectors (EPA, 2008hb).

www.attra.ncat.org
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Atmospheric carbon is fixed by trees and

other
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n forestry and agricul Source: EPA.
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Some carbon is internally
1 from

through photosy

Carbon is lost back to the atmosphere
through respiration and decompesiton

of organic matter.

1

Belowground carbon:
+ Roots
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to belowground carbon soils.

Some carbon is transferred from
belowground carbon (for example,
root mortality) to the soils.

Figure 4, adapted from the EPA, illustrates
the different processes through which trees
and soils can gain and lose carbon.

Agriculture’s role in
mitigating climate change
Several farming practices and technolo-
gies can reduce greenhouse gas emissions
and prevent climate change by enhancing
carbon storage in soils; preserving existing
soil carbon; and reducing carbon dioxide,
methane and nitrous oxide emissions,

Aboveground carbon:
« Stem
« Branches
« Foliage

Fallen leaves and
branches add
carbon to soils.

Carbon is lost to the
atmosphere through
soil respiration.

Soil carbon:
+ Organic
« Inorganic

Conservation tillage and
cover crops

Conservation tillage refers to a number
of strategies and techniques for establish-
ing crops in the residue of previous erops,
which are purposely left on the soil surface.
Reducing tillage reduces soil disturbance
and helps mitigate the release of soil car-
bon into the atmosphere. Conservation till-
age also improves the carbon sequestration
capacity of the soil. Additional benefits of
conservation tillage include improved water
conservation, reduced soil erosion, reduced
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fuel consumption, reduced compaction.,
increased planting and harvesting flexibility,
reduced labor requirements and improved
soil tilth. For further information, see the
ATTRA publication Conservation Tillage.

Improved cropping and
organic systems

Recent reports have investigated the potential
of organic agriculture to reduce greenhouse
gas emissions (Hodale Institute, 2008).
Organie systems of production increase soil
organic matter levels through the use of com-
posted animal manures and cover crops.
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Irrigation and water
management

Improvements in water use efficiency,
through measures such as irrigation system
mechanical improvements coupled with a
reduction in operating hours: drip irriga-
tion technologies: and center-pivot irriga-
tion systems, can significantly reduce the
amount of water and nitrogen applied to
the cropping system. This reduces green-
house emissions of nitrous oxide and water
withdrawals. For more information, see the

ATTRA publication Energy Saving Tips

Organic cropping also eli the
emissions from the production and transpor-
tation of synthetic fertilizers, Components of
organic agriculture could be implemented
with other sustainable farming systems,
such as conservation tillage, to further
increase elimate change mitigation poten-
tial. See the ATTRA publication Pursuing
Conservation Tillage Systems for Organie Crop
Production for more information,

Generally, conservation farming prac-
tices that conserve moisture, improve yield
potential and reduce erosion and fuel costs
also increase soil carbon, Examples of prac-
tices that reduce carbon dioxide emissions
and increase soil carbon include direct
seeding, field windbreaks, rotational graz-
ing, perennial forage crops, reduced sum-
mer {allow and proper straw management
{Alberta Agriculture and Rural Develop-
ment, 2000). Using higher-vielding crops
or varieties and maximizing yield potential
can also increase soil carbon.

Land restoration and
land use changes
Land restoration and land use chang

Jor Irrig

Nitrogen use efficiency

Improving fertilizer efficiency through
practices like precision farming using GPS
tracking can reduce nitrous oxide emis-
sions. Other strategies include the use of
cover crops and manures (both green and
animal); nitrogen-fixing crop rotations;
composting and compost teas: and inte-
grated pest management. The ATTRA Farm
Energy Web site contains information about
reducing nitrogen fertilizer on the farm at
the following link: wiww.attra.neat.onglfarm_
energy/nitrogen.html.

Methane capture

Large emissions of methane and nitrous
oxide are attributable to livestock waste
treatment, especially in dairies. Agriculture
methane collection and combustion systems
include covered lagoons and complete mix
and plug flow digesters. Anaerobic digestion
converts animal waste to energy by captur-
ing methane and preventing it from being

that encourage the conservation and
improvement of soil, water and air qual-
ity typically reduce greenhouse gas emis-
sions. Modifications to grazing practices,
such as implementing sustainable stocking
rates, rotational grazing and seasonal use
of rangeland, can lead to greenhouse gas
reductions, Converting marginal cropland
to trees or grass maximizes carbon storage
on land that is less suitable for crops.

1 1 into the atmosphere. The captured
methane can be used to fuel a variety of
on-farm applications, as well as to gener-
ate electricity. Additional benefits include
reducing odors from livestock manure
and reducing labor costs associated with
manure removal. For more information on
anaerobic digestion, see the ATTRA publi-
cation Anaerobic Digestion of Animal Wastes:
Factors to Consider.

onservation

farming

practices
that conserve
moisture, improve
yield potential and
reduce erosion
and fuel costs also
increase soil carbon.

www.attra.ncat.org

ATTRA & Page7



" reating farm
and forestry
systems with

strong incentives for

growing soil carbon
could well be at the
center of climate
stabilization.”

(Mazza, 2007)

Page8 & ATTRA

127

Biofuels

There is significant scientific controversy
regarding whether biofuels — particularly
those derived from oilseeds (biodiesel),
feed corn (ethanol) or even from cellulosic
sources — are carbon neutral. To ascer-
tain the true climate neutrality of biofuels
requires a careful life-eyele analysis of the
specific biofuel under consideration. Also,
an analysis is necded to understand what
the global land use change implications will
be if farmers grow more of a specific biofuel
feedstock. For further information on biofu-
els, see the ATTRA publications Biodiesel:
The Sustainability Dimensions and Ethanol
Opportunities and Questions.

Other renewable energy options

Renewable energy opportunities such as
wind and solar also present significant
opportunities for the agriculture sector to
reduce greenhonse gas emissions, For fur-
ther information about these options, see
the ATTRA publication Renewable Energy
Opportunities on the Farm.

The value of soil carbon:
Potential benefits for
agriculture

As Mazza (2007) has remarked, “creating
farm and forestry systems with strong incen-
tives for growing soil carbon could well be
at the center of climate stabilization.”

Thus, a new crop that farmers and ranchers
may grow in the future is carbon, The Natural
Resources Conservation Serviee, part of the
USDA, has long been a promater of managing
carbon in efforts 1o improve soil quality.

As with any crop, farmers and ranchers
need a market for this new crop, as well
as a price that will make it more profit-
able to grow. From a broader social con-
text, the questions of who will purchase
this new erop and what is a fair price are
also of private and public importance. Vol-
untary private carbon markets exist in the
United States. Federal government markets
are expected to be created soon. How to
value carbon from the perspective of the

individual farmer and rancher, as well as
society at large, is the heart of understand-
ing the role agriculture can play in carbon
sequestration and elimate stabilization.

The two most frequently discussed systems

to create value for offsetting greenhouse gas

emissions are known as carbon taxation and

cap and trade. Government subsidies are dis-

cussed less often, but will also play a role in
s a8

& £as

Charge systems: Carbon tax
By taxing every ton of carbon in fossil fuels
or every ton of greenhouse gas companies
emit, entities that emit greenhouse gases or
use carbon-based fuels will have an incen-
tive to switch 1o aliernative renewable fuels,
invest in technology changes to use carbon-
based fuels more efficiently and in general
adopt practices that would lower their level of
greenhouse gas emissions. Thus a carbon or
greenhouse gas emission tax values carbon
in negative terms of tax avoidance. Those
farms and ranches that emit or use less car-
bon-intensive fuels pay a smaller tax.

From the perspective of farmers and ranch-
ers, a carbon tax would increase the direct
and indirect costs of agricultural production.
Farmers and ranchers use carbon-based
fuels directly in the forms of petraleum and
natural gas and indirectly in the forms of
carbon-based fertilizers and pesticides and
fuel-intensive inputs. Thus, a carbon tax
could move farmers and ranchers to shift to
systems of pr that either eli

the use of fossil fuels and inputs or at least
improve the efficiency of their use.

However, proponents of carbon taxes have
generally sought to exclude the agriculture
sector from such taxation, For the most
part, earbon tax proponents have been
more interested in placing greenhouse gas
emission taxes on upstream producers of
the original source products, This includes
coal, petroleum and natural gas produc-
ers and major emitters such as large elec-
tric utilities. Nonetheless, as people work
to reduce greenhouse gas emissions, the
potential to place a carbon tax on sectors
like agriculture may become more likely.

Agriculture, Climate Change and Carbon Sequestration



Benefits of a carbon tax for
farmers and ranchers

A major benefit of a carbon or greenhouse
gas emission tax would be the creation of a
stream of tax revenue that the government
could use to further induce the practice
and technology changes necessary to lower
greenk gas For e 1

many of the current agriculture conserva-
tion programs, such as the Environmental
Quality Incentive Program and the newer
Conservation Stewardship Program, sup-
port improvements in soil quality and could
be funded in part from emission or carbon
taxes, thereby providing a revenue source
to subsidize those who adopt or maintain
emission-reduction practices or carbon
sequestration activities. See the ATTRA
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than the net benefits of an inflexible cap™
(Congressional Budget Office, 2008).

Downside of a carbon tax

The introduction of any tax results in dis-
cussions of where the burden of taxation
lies and issues of equity. In short, taxation
is about who pays and who does not, New
taxes also often result in a public discus-
sion of the fairness of the tax. There is logic
to the argument that the burden of a car-
bon or greenhouse gas emission tax should
be placed first and foremost on those who
either create carbon-intensive fuels or those
who are the largest emitters of greenhouse
gases, The greatest source of greenhouse
gas emissions in the United States is the
combustion of fossil fuels, Since agriculture
uses a small percentage of U.S, fossil fuels,

publication Federal R es for Sustain-
able Farming and Ranching for more infor-
mation. Tax revenues could also assist in
the support of conservation programs like
the Conservation Reserve Program, which
works to keep sensitive and highly erodible
lands out of production since these lands
sequester soil carbon,

Another benefit of this approach is that a
tax provides a clear and stable cost to cur-
rent practices. A tax also makes it easier
to determine changes that will be more
profitable in a new cost environment. For
i ifa rated | feedi
operation understood the cost of their emis-
sions as expressed by their emission tax, it
would be easier for the operation to deter-
mine alternatives to current practices that
would be cost efficient. At a high enough tax
rate, installing methane digesters to lower
greenhouse gas emission would become
economically feasible,

Finally, it has been argued that a carbon
tax approach is cost effective in imple-
mentation, at least when compared to the
cap-and-trade method of achieving green-
house gas emissions reductions. As recent
Congressional Budget Office report states:
“available research suggests that in the near
term, the net benefits (benefits minus costs)
of a tax could be roughly five times greater

an argi can be made that the burden
of taxation should not to fall on this sector.
Still, agriculture is heavily dependent on
fossil fuels and any carbon or greenhouse
gas emission tax would likely be costly.

The ability of any individual farmer or
rancher to pass on the increased costs of
fossil fuels that this kind of taxation would
ereate is much more limited than in other
sectors of the economy. For instance, if a
carbon tax is placed on diesel fuel, diesel
fuel manufacturers can more easily pass on
the tax burden to the consumers of the die-
sel. The ability to pass on costs to consum-
ers is greater in industries where there is
little product substitution and where a few
producers dominate the market. This is not
the case for farmers and ranchers, given
their relative lack of market concentration
and power.

Cap and trade: A private market
for greenhouse gas emissions
A government-sponsored cap-and-trade sys-
tem would create a new market for green-
house gas emissions by creating a new prop-
erty right — the right to emit,

The market is ereated by a government
that sets a limit or cap on total greenhouse
gas emissions allowed. Companies that

tax provides

aclear and

stable cost
to current practices.
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emit greenhouse gases are issued emission
permits that allow a certain amount of emis-
sions. Companies and groups that exceed
their allowed emissions must purchase off-
sets from other entities that pollute less than
their allowance or from entities that seques-
ter carbon,

These exchangeable emission permits, often
called allowances, are measured in tons of
carbon dioxide equivalents per year. Carbon
dioxide equivalents provide a common mea-
sure for all greenhouse gas emissions and are
caleulated by eonverting greenhouse gases
into carbon dioxide equivalents according to
their global warming potential.

Over time, the government will continu-
ally lower the total level of allowances to
meet an established level of acceplable
total emissions. As the supply of allow-
ances decreases, the value of the allow-
ances will rise or fall depending on demand
and on the ability of emitters to make nec-
essary changes to reduce emissions or

purchase offsets from groups more capable of
reducing emissions.

Benefits for farmers and
ranchers

Depending on the practices adopted,
farmers and ranchers could be a source
of inexpensive carbon reduction and cap-
ture the value of these allowances as off-
sets. In short, the value of offsets would
become the market price of carbon equiva-
lents. This would become the value of the
new crop — carbon — that farmers and
ranchers eould grow.

From the May 26, 2008 issue of High

Country News:
For example, if a farmer shifted 10 an
organic system of production, measurable
improvements in the ability of the farmer 10
sequester earbon could be verified and the
farmer could sell this sequestered carbon a
the current carbon market price set in the
new emissions market (Oghurn, 2008).

Figure 5. Chicago Climate Exchange daily report. Source: Chicage Climate E com
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A limited, privately created and voluntary
cap-and-trade system called the Chicago
Climate Exchange (CCX) has been in oper-
ation in the United States since 2003, The
emission cap is set by emitting entities that
voluntarily sought to limit greenhouse gas
emissions. Purchases of agrieuliure off-
sets have been part of this exchange. As
can be seen from Figure 5, the price of car-
bon dioxide equivalents per ton has varied
significantly over the life of the exchange
and hit its highest level in 2008 a $7.35
per ton. This price has not yet resulted in
an overwhelming participation by farmers
and ranchers,

Downsides of cap and trade

For farmers and ranchers to provide carbon
offsets for greenhouse gas emitters, farmers
and ranchers must be willing 1o make long-
term, or even permanent, changes in not
only practices but perhaps whole systems
of pr These ch also need to
provide verifiable changes that result in true
offsets of greenhouse gas emissions. The
issues of verifiability, permanence and what
is known as additionality are critical to the
success of agriculture’s role in the cap-and-
trade system and the ultimate reduction of
greenhouse gas emissions.

Verifiability is critical because the system
or practice change must result in a measur-
able change in the amount of carbon stored.
For example, the adoption of a no-till
cultivation practice is thought to result in
soil with higher carbon sequestration capac-
ity. However, there is continuing scientific
debate over whether the practice of contin-
uous no-till does in fact lead to long-term
additional storage of carbon in the soil
(Baker et al., 2007).

The CCX divided the United States into
zones and allocated specific levels of car-
bon sequestration to each acre farmed in
a particular zone under continuous no-till
practices, as illustrated in Figure 6.

While there may be some need to sim-
plify the implementation of a nationwide
soil carbon sequestration project related
to tillage practice change, it is very
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Figure 6. Conservation tillage
Exchange. www.chicagocli

soil offset map. Source: Chicago Climate

com

o s (I

doubtful that the actual carbon storage levels
allocated can be achieved across areas that
are so large. Finally, the CCX does not
verify the actual carbon storage as a result
of the practice change, but only monitors
that the practice is maintained during the
life of the contract. Thus, it is doubtful the
carbon offset truly matches actual carbon
sequestered.

The issue of permanence is also eritical.
What happens after a farmer or rancher
changes to a practice or system of produc-
tion, is paid for carbon stored and then
decides to change practices and potentially
release the carbon that he or she was paid
to to offset emissions?

Additionality refers to the issue that a
farmer or rancher can only offer and be
paid for an offset for a new sequestration
of carbon, not for a practice or a system of
production already in place. For instance,
if a r I 1 1 P la per wind
shelter belt, that change in land use would
likely result in new, or additional, car-
bon sequestration. However, a rancher
who already developed a similar shel-
ter belt would not be eligible for an offset
because the rancher would not be providing
additional carbon sequestration. Likewise,

1
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a farmer already engaged in conservation
tillage would not provide additional carbon
storage by maintaining that practice.
However, the current USDA Conservation
Stewardship Program provides a possible
payment structure that pays farmers to
maintain practices,

Additionality is also important because
of the possibility that perverse incentives
may be created that encourage farmers or
ranchers to release carbon so that they can
get paid to store it. For example, a farmer
practicing no-till farming may decide 1o
abandon the practice because of the new
availability of per-acre payments and switch
back to no-till at a later time. To address
this and stop additional greenhouse gas
emissions, the idea of offsets would need
to be expanded to include farmers and
ranchers already undertaking a practice or
specific land use that stores soil carbon.

Subsidizing positive behavior
A final mechanism that could expand
the ability of the agriculture sector to

mitigate greenhouse gas emissions is one
that is already well known — a direct sub-
sidy. Many federal conservation programs
provide incentives, known as cost shares,
that help farmers and ranchers make
changes in practices to conserve natural
resources, For more information, see the
ATTRA publication Federal Resources for
Sustainable Farming and Ranching. For
example, data in Figure 7, adapted from
a Natural Resources Conservation Service
bulletin, indicates various crop and animal

management practices that can either lower
greenhouse gas emissions or increase car-
bon sequestration. Under the Conservation
Stewardship Program and the Environmen-
tal Quality Incentive Program, farmers and
ranchers can reeeive incentives to adopt
new practices or receive support to main-

tain such practices. Though not designed
to address climate change issues specifi-
cally, many federal conservation programs
already provide public incentives to reduce
greenhouse gas emissions.

Is.usda.

Figure 7. A p and

Conservation Practice

CROPS

fits. Source: NRCS. http:)

climate_change.htm|

GHG Objectives

Additional Benefits

Conservation tillage and reduced
field pass intensity

Sequestration, emission reduction

Improves soil, water and air quality.
Reduces soil erosion and fuel use

Efficient nutrient management

Sequestration, emission reduction

Improves water quality. Saves
expenses, time and labor.

Crop diversity through rotations and
cover crops

Sequestration

Reduces erosion and water require-
ments. Improves soil and water quality.

ANIMALS

Manure management

Emission reduction

On-farm sources of biogas fuel and
possibly electricity for large opera-
tions, provides nutrients for crops.

Rotational grazing and improved
forage

Sequestration, emission reduction

Reduces water requirements. Helps
withstand drought. Increases long-
term grassland productivity.

Feed management

Emission reduction

Reduces quantity of nutrients.
Improves water quality. More
efficient use of feed.
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In the future, conservation programs could
be refocused to lower greenhouse emissions
or increase carbon sequestration. Perhaps
modifications of the Conservation Steward-
ship Program and the Environmental Qual-
ity Incentive Program could allow for lon-
ger contracts (currently a maximum of five
years) so that outcomes are reached and
maintained, Also, the programs could add
specific validation procedures to assure eli-
mate targets are met and sustained.

Benefits of subsidies

There is an immediate benefit to farmers
and ranchers willing to make changes that
meet the challenges of climate stabilization.
If sufficiently funded with outreach and
technical assistance, efforts can be made
to assure that all farmers and ranchers —
regardless of their situation — take advan-
tage of these programs. Finally, resources
can be prioritized to different regions of the
country or to specific practices or systems of
production so programs can be cost-effec-
tive in reaching climate change goals.

Downside of subsidies

Subsidies are a public cost, and this is a con-
siderable downside. Furthermore, subsidies
are based on the idea that the government
can know and assure that the practices it
pays for achieve the intended outcomes. For
example, the federal government provides
significant subsidi of corn ethanol pro-
duction. Many argue that this changed the
price of field corn and increased costs for
people who use corn as animal feed and
for other countries that import corn to feed
people. There are also questions about how
subsidies can reduce greenhouse gas emis-
sions. Will subsidizing a shift to a continuous
no-till eultivation operation result in greater
carbon sequestration? If the scientific under-

ling of the rel. hip between carbon
sequestration and no-till is simply in error,
then public dollars spent to change farmer
behavior would be wasted. Furthermore, will
subsidization offer the least expensive way to
achieve a specific outcome?
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Paustian et al. (2006) estimated that it would
take a price of at least $13 per ton of car-
bon dioxide equivalent (550 per ton of car-
bon) per year to offset 70 million metric tons
(MMT) of carbon dioxide equivalents. This
would be a total publie cost of close to 51
hillion dollars per year for perhaps as long
as 40 years, Also, this represents an offset of
only 4 percent of total U.S. greenhouse gas
emissions in 2004. Is this the least expen-
sive way to reduce greenhouse gas emissions
compared to alternative publie expenditures?
For instance, what if public dollars were com-
mitted to a research program to improve the
gas mileage of automobiles?

Finally, how do we know that Paustian et. al.
are correct in their estimation of the incen-
tive needed to change farming and ranch-
ing practices? Recently, Sperow (2007) esti-
mated an average cost to sequester carbon at
%261 per ton of carbon. This is considerably
higher than the Paustian estimate. While
the difference between these studies can
be explained by the fact that there is a wide
regional variation in carbon sequestration
capacity and how sequestration is accom-
plished, public costs would nonetheless be
significant 1o achieve greenhouse gas emis-
sion reductions through subsidization.

Summary

The public sector will play an important role
ining how to engage the agricul-
ture sector in the reduction of greenhouse
gas emissions. The government can use its
power to tax, subsidize or create a new mar-
ket mechanism to do this. In 2008, the U.S,
Senate debated cli hange legisl
including the Lieberman-Warner bill. This
bill proposes a modified cap-and-irade sys-
tem with the expectation that the agriculture
sector will provide at least 15 percent of the
offsets needed to reduce greenhouse gas
emissions 71 percent from 2005 levels by
2050. Whether this or future legislation will
become the base of future climate change
improvements, there is little doubt that agri-
culture will play some role in the effort.
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How to get involved in voluntary
private carbon markets
The future of the voluntary carbon market remains

1o be seen. Curremtly, farmer payments from carbon

offsets alone are not sul ial gh to rationali
1

for land gement changes. However, it
is important that the farm sector be included in solu-
tions for mitigating climate change. Before enroll-
ing in any type of earbon credit program, however, it

is important to understand eligibility requirements,

contract expectations and verification policies, Review
all of these items with carbon aggregators before deeid-
ing to enroll.

Eligibility

The following table was developed by the National Farm-
ers Union Carbon Credit Program to help farmers deter-
mine eligibility for enrollment in specific projects (Farmers
Union, 2008). Different aggregators might have different
requirements for eligibility, enrollment and contracts,

www.attra.ncat.org
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Eligible land and credit-earning potential

No-till: Carbon credits are issued at the rate of 0.2 to 0.6
metric tons of carbon per acre annually to participants who
commit to continuous conservation tillage on enrolled land
for at least five future years, In most cases, credit can be
earned for the previous year. Enrolled acres may be planted
in low-residue crops, such as beans, peas and lentils, no
mare than three of the contract years. Alfalfa or other hayed
forage will be considered as no-till for these contracts.

Seeded grass stands: Carbon credits are earned at a rate
of 0.4 metric tons to 1 metric ton per acre annually, even
if enrolled in Conservation Reserve Program. Grass stands
seeded prior to January 1, 1999, are not eligible for enroll-
ment in the program. Credits can be earned back to 2003
with proper documentation.

Native rangeland: Grassland with a formal grazing plan
may earn up to 0.52 tons per acre annually. Credits can be
earned back to 2003 with proper documentation.

Forestry: Trees planted after 1990 can earn carbon credits
annually, provided no harvest is intended.

Methane offset: Methane captured or destroyed can earn
carbon credit. Animal waste systems, including anaero-
bic digesters and covered lagoons, can be enrolled. Each
ton of methane captured earns 21 tons of carbon credits
{Farmers Union, 2008).

Finding an aggregator

Several aggregators are located across the country
to help farmers and ranchers enroll in carbon offset
projects. The following aggregators provide Web sites
with detailed information on contracts and enrollment.
For a full list of carbon aggregators for the Chicago
Climate Exchange, visit their Web site at wmuw.
chicagoclimatex.com.

* National Farmers Union Carbon Credit
Program, hutp:/fearboneredit.ndfiong

* National Carbon Offset Coalition, www.neoc.us

* Pacific Northwest Direct Seed Association,

i . fearh ding.himl

T, ngioar

How to enroll

You will need to provide the following information to
enroll in carbon sequestration programs:

* Land maps to document ownership of a given
tract of land, including the legal description of
the tract,

* Document of management practices, such as
program forms for croplands, grass and forest
management.

® A signed contract between the landowner and
the Chicago Climate Exchange or an aggrega-
tor for the appropriate management practices
(Agricultural and Food Policy Center, 2008),

Contracts

Contracts are based on a five-year period for crop
production and rangeland projects. At the end of the
contract, producers are free to renew the contract for
another five vears or let the contract expire. Onece a
contract expires, landowners have no more obligations
to the CCX or to the aggregator. However, if a land-
owner discontinues the approved sequestration produc-
tion practice prior to the end of the contract, the CCX
or aggregator will ask the owner to return the amount
of carbon that would have been sequestered up to that
point or pay for the same amount of carbon at mar-
ket price. Additionally, the project owner will not be
allowed to further participate in the CCX (Agricultural
and Food Policy Center, 2008).

Verification

Onee a project is approved, the aggregator is responsible
for obtaining independent verification by an approved
verifier to ensure the actual greenhouse gas sequestra-
tion. A project is subject to initial and annual verification
for the duration of its contract with the Chicago Climate
Exchange (Chicago Climate Exchange, 2009).
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL COTTON COUNCIL OF
AMERICA
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name
Jon W. Hardwick
Organization(s) you represent

National Cotton Council of America

Address
[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

Chairman (chief elected industry officer)
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Part I: Carbon Reduction Program Design

1

2)

3)

Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

Congress must give due diligence to the merits and economic impacts of any carbon reduction
legislation, particularly under the current economic conditions and uncertainty. Since reasonably
priced energy is the lifeblood of the American economy and 85 percent of that energy currently is
derived from fossil fuels, any regulation designed to reduce fossil fuel emissions will have profound
effects. Electricity prices could jump by 36 to 65 percent by 2015 and 80 to 125 percent by 2050
(1). These additional costs will be additively d on to the cc , thus, exacerbating or
delaying recovery from the present recession. Higher energy and consumer costs will be
regressive, having a greater impact on lower income families. In 1997, the Senate refused to ratify
the Kyoto Protocol, voting 95 to 0 not to accept a treaty that harms the U.S. economy and does not
require developing nations, such as China and India, to likewise reduce their carbon dioxide outputs
(2). And, this vote was made when the U.S. economy was in much better condition than it is today.

Upon open discussion and debate, should the Congress decide to move forward with emission
reduction legislation, it must fashion a system which minimizes the inevitable negative economic
consequences and effectively meets verifiable goals.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words or less.

Agriculture should not be included as a regulated entity in a cap and trade program. U.S. farmers
are already burdened with a myriad of regulations. Unlike other businesses, farmers can not pass
the cost of regulation on to its customers; rather, any additional regulatory costs equate to a
decrease in farm income, a disincentive for future farmers, and, therefore, a threat to U.S. food
security. According to USDA data, in 2005, agricultural greenhouse gas sources accounted for
about 7% of total U.S. greenhouse gas emissions (3). On the other hand, agriculture has the
potential to act an effective sink for emissions. It has been estimated that 20% to 40% of targeted
greenhouse gas emission reductions in the U.S. could be met by agricultural soil carbon
sequestration alone (6). Agriculture would not only have to meet its allowance but would have to
make even further efforts to produce offsets. Such additional efforts may not be practical or cost
effective. In either case, the availability of offsets would be reduced. Offsets are the essential
component of a cap and trade program that minimize economic impacts.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, il so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.
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Implementing a unilateral program to address a global issue will inherently establish an economic
disadvantage for U.S. businesses and will encourage the relocation of American industry to more
favorable economie climates. Relocations will simply shift emissions to other parts of the world
and will reduce any net impact on global emissions while transferring American jobs and resources
overseas.

Congress must design its cap and trade program in such a way as to minimize economic impacts
and the incentive to relocate. Therefore, allowances should be distributed at no cost to industry.
The federal government should not view a cap and trade program as another source of government
revenue; rather, resources should remain within the marketplace so that businesses can invest in
emission reduction technology that will work for their particular operation.

Auctioning of allowances has several disadvantages. It will result in variable allowance costs,
making it difficult for businesses to budget and plan. It will also give an advantage to larger
companies that have more resources to purchase the credits they need. Larger businesses will be
able to drive up the price of carbon, making it more difficult or impossible for smaller businesses to
compete.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.c. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

NCC staff is not familiar with existing regional and state carbon reduction programs. However, a
national carbon cap and trade program would be even more complicated and less effective if it
consists of a patchwork of numerous smaller programs. There needs to be a consistent program so
that industry can know what to expect and how to plan accordingly.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

It is imperative that USDA be given statutory authority to develop, implement, and administer an
agricultural offset program in any carbon cap and trade legislation. USDA is the most logical
administrator of such a program for a number of reasons:

1. The 2008 Farm Bill already requires the Secretary of Agriculture to establish technical
guidelines for measuring environmental services from conservation and other land management
activities with a priority to be given to establishing guidelines for participation in carbon markets.

2. USDA-NRCS already has an online program which would allow farmers to estimate the
carbon flux of their operation. The Voluntary Reporting of Greenhouse Gases-CarbOn
Management Evaluation Tool (COMET-VR ) tool is a decision support tool for agricultural
producers, land managers, soil scientists and other agricultural interests. COMET-VR provides an
interface to a database containing land use data from the Carbon Sequestration Rural Appraisal
(CSRA) and calculates in real time the annual carbon flux using a dynamic Century model
simulation (hitp://www.cometvr.colostate.edu).

3. USDA has a long and well-established working relationship with the U.S. agricultural
industry. It has the technical expertise to conduct research and technology transfer, The
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Department has an extensive infrastructure with personnel present in every county of the U.S. and
established working relations with farmers and state and local officials.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain,

Please respond in 300 words or less.

The CFTC has a long history of providing oversight and regulation of futures and options markets.
It is our opinion that carbon futures and derivative markets should continue to fall under the
regulatory jurisdiction of the CFTC. Another consideration is the appropriate industry advisory
committee within the CFTC. Agricultural industries should be directly represented on an advisory
committee for carbon markets.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) [lexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

The U.S. cotton industry recognizes the importance of carbon derivates market to the success of a
cap-and-trade program. During the past year, the cotton industry has experienced firsthand the
financial strain caused by the uncertainty and unpredictable risk of a dysfunctional futures market.
This has led to a greater appreciation of the importance of oversight and transparency in futures and
derivatives markets.

In testimony before the House Agriculture Committee, the cotton industry offered our support for
The Derivatives Markets Transparency & Accountability Act of 2009. Changes in regulations and
oversight encompassed in that legislation should apply to carbon derivative markets.

These changes include: establishing trading limits to prevent excessive speculation; subjecting all
contract and over-the-counter market participants to speculative position limits; subjecting
speculative entities to the same weekly reporting requirements as the trade; and limiting hedge
exemptions and limit eligibility for hedge margin levels to those actually involved in the physical
handling.

In addition, the CFTC should disaggregate index funds and publish the number of positions and
total value of the index funds and other passive, long-only and short-only investors, and data on
speculative positions relative to their bona fide physical hedges; and establish reporting
requirements for index traders and swap dealers in designated contract markets (exchanges),
derivative transaction execution facilities and all other trading areas. Also, as an important caveat,
no action should be taken to discourage over-the-counter transactions with legitimate commercial
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purposes — transactions that are transparent and have proven to be beneficial risk management tools
utilized by producers, merchants, and manufacturers.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

Reasonably priced energy is the lifeblood of the American economy. It is only logical that any
restrictions on access to such energy sources will have profound negative impacts on our economy.
Agriculture will be even more severely impacted because farmers can not pass on these additional
costs to the buyer.

According to a Doane's study (5), recent increases in crude oil prices from 2000-2007 have already
added $135.38 to the per acre production costs of cotton. Using S. 2191 as a model, climate change
legislation will add another $24.88-48.06 to that cost between 2007 and 2020. These increases do
not include the increased costs of transportation, fertilizer and other inputs, or downstream costs
such as ginning.

The negative impacts of climate change legislation will be regressive in nature, more severely
impacting low-income populations and smaller farming operations.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

The federal government should not view a carbon cap and trade program as another source of tax
revenue. As that seems unlikely, Congress must use the collected revenues to minimize the
negative impacts to the economy that will inevitably be created. Agricultural trade will be
disadvantaged under a cap and trade program. U.S, cotton’s largest competitors, China and India,
will not be under such constraints; their prices will be cheaper and they will be able to capture more
of the market share.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a

carbon reduction program receive transitional assistance?
Please respond in 300 words or less.

This question requires further clarification for NCC to respond.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas

emissions?

Please respond in 300 words or less.

NCC has no position on public land use.
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12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.

Please respond in 600 words or less.

To the greatest extent possible, the market should drive a carbon cap and trade program. A market
approach will maximize creativity and flexibility, increasing the potential for success. However, in
the event that demand for carbon credits forces credit prices to the point of undue economic
hardship, the administering agency should be allowed to hold a reserve of allowances that it can
release at the appropriate time to relieve market pressure,

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

Congress can use the experience of the Furopean Union’s cap and trade system by distributing
allowances that are congruent with emission reduction goals. In issuing allowances, a deficiency
must be created in order to compel industry to reduce emissions and to establish a market for
offsets. Congress must also take caution in setting reduction goals that are in advance of
technology and the ability to practically meet such goals.

Congress should also note that the EU’s cap and trade system has not worked. Most of the EU
member nations failed to meet established reduction goals. Congress should include in any cap and
trade legislation a sunset clause which will mandate review of the success of its cap and trade
program and allow for adjustments or expiration of the program.

Part I1: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

Agricultural offsets can play an important role in carbon emission reduction. USDA estimates
that it may be technically possible to sequester an additional 89-318 MT of carbon annually on
U.S. croplands and grazing lands. Based on 2001 emissions, this level of carbon sequestration
would offset between 5 and 17 percent of gross U.S. GHG emissions (3). It has been estimated
that 20-40 percent of targeted emission reductions in the U.S. could be met by agricultural soil
sequestration alone (6).
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Not every area of the U.S. will be as efficient in soil sequestration as other areas. A map of soil
sequestration potential for agriculture has been published (6). The vast majority of soil

carbon sequestration potential lies east of the Rocky Mountains with the exceptions of the
eastern seaboard, Florida, and most of Texas, Louisiana, Oklahoma, Arkansas, and Missouri.
Predetermined practices or standards will favor certain areas particularly the Midwest. Farmers
must be allowed to be as innovative as possible within their own operations to benefit from an
offset market.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

In order to assure that a cap and trade program is flexible and the least costly, Congress should not
put a limit on offsets. The market will determine the need for offsets and their costs. Additionally,
the vast majority if not all of offsets should be domestically generated. International offsets will be
a further drain on the U.S. economy as billions of dollars are funneled into other countries. These
offsets will also be much more difficult to verify.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?
Please respond in 600 words or less.

Offsets should not be distributed at all. Distribution of offsets would negate the entire purpose of a
cap and trade program. The purpose of the offsets is for businesses that can not meet its allowances
to purchase offsets at market value and keeping the economic impact to a minimal level.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

It will not be feasible to directly measure each and every offset project. Based upon research and
empirical data, legitimate estimates that can take into account diverse variables will have to be
developed. Verification and monitoring can be achieved through carbon brokers and authorized
third party entities (See Question 14).

18) What should be the criteria for assessing offsel projects?
Please respond in 300 words or less.

For offsets to generate credible emissions reductions, they must meet a number of quality criteria.
Offsets must involve actual emission reductions. They should be monitored and quantified as
accurately as possible and be verified by an independent third party. Offset standards should
address the issues of leakage and permanence. Finally, offsets should be specifically owned and
accountable in a registry to ensure that they are not counted multiple times (7).

19) How should Congress design a system for verifying offset projects?
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Please respond in 300 words or less.

Congress should authorize USDA to do verifications or delegate that authority on a third party
basis. Congress should not attempt to design a verification system. In a market-based cap and
trade system, the most likely scenario will be the appearance of carbon aggregators or brokers who
will serve both the buyers and sellers of carbon offset credits. Farmers will not know how to locate
and negotiate with individual companies and it will not be cost effective for regulated companies to
search out numerous farmers to purchase the credits they need. Credit brokers will contract with
farmers who are undertaking greenhouse gas reduction activities. The duration and conditions of
contracts would vary with specific projects. 1t will be the responsibility of the broker to verify that
the conditions of the contract are being met. USDA would verify a significant sampling of projects
and could issue brokerage licenses which would be revoked from brokers offering poor quality
(unverified) credits.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

It would be impractical and cost prohibitive to quantifiably verify every on-farm project. Congress
should allow USDA to establish practice standards which are associated with pre-calculated values.
The results of such preset values would have to take into account numerous variables such as soil
type, rainfall, and cropping systems. A predetermined carbon value could then be assigned to
various practices under specific conditions.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

The only relationship between offsets and allowances should be a market-driven one. Congress
will set the caps and allowances at diminishing levels over time until the determined emission level
is achieved. The issued allowances will determine the demand, availability, and price of the offsets.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?
Please respond in 300 words or less.

Permanence and duration of offsets will be determined by the inherent nature of the offset and
practicality. For example, forestry has a high potential for sequestering carbon over a long period
of time if the timber is used for housing lumber or furniture. However, forest growth follows a
sigmoid curve and, over time, growth rate will slow and the forest will become a net emitter. These
forests, then, will have to be managed, i.e. harvested and replanted, in order to keep the growth rate
and, thus, the sequestration at a high level. Soil carbon sequestration may have a shorter life span;
for example, soil carbon will eventually reach a saturation point depending on the original soil
carbon level and other factors. The farmer may find it necessary to plow e.g. to relieve compaction
problems. The length of the contracts will be dependent upon these factors but should allow the
maximum flexibility in order for operators to voluntarily participate.
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23) How should Congress address existing ofTset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

Agriculture is always evolving. As technologies and practices improve, farmers are
converting to alternative tillage practices such as no-till or ridge-till. They are reducing
fertilizer application rates and enhancing crop uptake of fertilizer nutrients. Some
livestock producers are able to use methane digesters and invest in covers for manure
storage or treatment facilities while others are able to reduce enteric emissions with
dietary modifications. Producers that have taken these steps should not be disadvantaged
by being excluded from compensation for future offsets that occur as a result of these
ongoing efTorts.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack” credits?

Please respond in 600 words or less.

Many practices undertaken to reduce greenhouse gas emissions will provide additional
public benefits, such as clean water, wildlife habitat, and reduced soil erosion. Projects
participating in a greenhouse gas offset market should not be excluded from also
participating in other markets for environmental services that currently exist or may arise
in the future. Allowing producers to “stack™ credits will maximize the economic viability
of carbon sequestration and manure management projects, ensuring more projects are
undertaken and synergies with other environmental priorities are developed. In addition,
new climate programs should complement existing conservation programs within the
Farm Bill.

25) How should activities that may have been paid for in part by assistance from Federal or
state governmenlt programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

Such activities should be granted full emissions reduction credit even if they were initiated for other
goals (See Question 24).

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.
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A producer should be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions if agriculture is going to be deemed a credible
source of offsets. It has been proposed that these discrepancies can be handled through the
aggregator or broker who would withhold a percentage of the contract in the event of such loss or
failure. In the case of natural disaster, crop insurance has been suggested as a means to cover
losses.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government ageney to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

USDA should be the department responsible for developing regulations for an agricultural offset
program (See Question 5). Any cap and trade legislation must provide an initial list of project types
that are eligible agricultural offsets. Both the regulated community and agricultural sector need
assurances that agricultural offsets will be available to lower costs of a climate change program.
The regulated community needs to know that a sufficient quantity of offsets will be available for
purchase so that they can comply with a mandatory cap. The agricultural sector needs to know
which project types Congress considers to be eligible as agricultural offsets in order to assess the
full impact of cap and trade legislation on agriculture. An initial, non-exhaustive list of project
types in the legislation itself is critical to addressing these concerns. Shifting the burden of making
these decisions to an entity other than Congress generates uncertainty that should be avoided.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?
Please respond in 600 words or less.

In introducing carbon-reducing practices and technologies, the obstacles faced by U.S.
farmers include education, technical assistance, implementation costs, and verification
costs. USDA is already equipped to deal with most of these issues.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

Existing conservation programs should not be blurred with agricultural offsets. These
two programs must be maintained separately. First of all, not all farms are involved in
conservation programs, either by choice or incompatibility with particular farming
operations. Secondly, agricultural offset projects should not be excluded from also
participating in other conservation programs. Farmers should be allowed to accumulate
credits for both conservation and climate change efforts. Such a policy will maximize the
cconomic incentive, ensuring more projects are implemented particularly if new climate
programs are complimentary to existing conservation programs.
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Congress could set aside a percentage of the revenue collected from allowances for USDA
to use in technical assistance and cost share involved in climate change projects.

Part 111: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.

" Anne E. Smith, prepared statement at the Legislative Hearing on America'’s Climate Security Act of 2007,
S. 2191, the C ittee on Envir and Public Warks, United States Senate, November 8, 2007, p. 6,
available at http://epw.senate.gov/public/index.cfm?FuseAction=Files. View&FileStore_id=80bc79be-
c338-4a76-b438-205eh79dadd5.

? U.S. Senate Roll Call Votes 105" Congress - 1* Session, available at hitp://www.senate.gov/legislative/

LIS/roll_call lists/roll_call vote cfm.cfm?congress=105&session=1&vote=00205

Y ULS. Agriculture and Forestry Greenhouse Gas Inventory: 1990-2006. August 2008, Global Change
Program Office, Office of the Chief Economist, U.S. Dep of Agriculture. Technical Bulletin No.
1921. 161 pp.

* LewandrowskiJ. et al. Economics of Sequestering Carbon in the U.S. Agricultural Sector. Technical
Bulletin No. (TB-1909) 69 pp, April 2004, available at hitp://www.ers.usda.gov/publications/th 1909,

* Doanes Advisory Services. May 2008. An Analysis of the Relationship between Energy Prices and Crop
Production Costs, 15 pp.

® Opportunites for Agriculture to Offset Climate Change, available at hitp://www.agcarbonmarkets.com/
Resources.him.

: Ensuring Offser Quality. July 2008, Offset Quality Initiative, available at hup:/fwww.offsetqualityinitiative.org
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April 9, 2009

The Honorable Collin C. Peterson
Chairman, House Committee on Agriculture
U.S. House of Representatives

1301 Longworth House Office Building
Washington, DC 20515

Dear Chairman Peterson:

The National Cotton Council (NCC) appreciates the opportunity to respond to your thorough
questionnaire and for the opportunity to comment on the critical issue of agriculture’s role in global
climate change.

In light of the current economic situation and uncertainty, NCC would urge you and your colleagues to
carefully consider the ramifications of any legislation to regulate greenhouse gases. Estimates of the
economic impact of a cap and trade system continue to escalate. Recent estimates from administration
sources suggest that the President’s cap and trade plan could cost industry close to 52 trillion, nearly three
times the initial White House estimate (U.S. News & World Report, March 24, 2009). Such costs will
certainly result in higher fuel, electricity, fertilizer, and input costs for U.S. farmers, putting them in yet
further competitive disadvantage with China, India, and other developing nations which have and
continue to insist on exemption from such regulatory programs.

NCC urges Congress to take pause and to carefully consider the costs and benefits of a carbon reduction
program, to review existing and emerging data and opinions in this new field of climate science, and to
evaluate the experiences of the European Union and other Kyoto signatories with cap and trade programs.

If Congress determines that legislation is necessary, NCC supports the inclusion of U.S. agriculture as a
means for carbon offsets in order to mitigate, to some degree, the inevitable increases in input costs and
the resultant decrease in farm income. The House Committee on Agriculture should insist upon a role in
any climate change legislation. NCC looks forward to working with you and your colleagues on this
important issue.

Respectfully submitted,

?”‘/"-:444.@‘;4_

Jon Hardwick
Chairman
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL COUNCIL OF FARMER
COOPERATIVES
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name

Charles F. Conner

Organization(s) you represent

National Council of Farmer Cooperatives
Address

[Redacted]

Email

[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

President and Chief Executive Officer
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Part I: Carbon Reduction Program Design

1} Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

First, we welcome the effort of this Committee to gather, analyze and present the
information sought by these questionnaires and hope that similarly open and wide ranging
efforts to gather information and educate stakeholders is carried out by other Committees
of jurisdiction in Congress.

It should be noted that the question, and this entire effort, presupposes a settled scientific
consensus that global warming exists, that it is caused by human actions, and that the
effects can be easily reversed by the proposed legislation. Some of our members, like some
members of Congress and some in the scientific community, dispute one or more of these
contentions and call for additional scientific research on the subject.

However, if the current scientific theories underpinning the need for this legislation are
correct, we do not slight the potential impacts of global warming; agriculture is an industry
dependent like no other on the weather. Yet, any legislation must be compatible with an
cconomically viable system of production agriculture.

Thus, the NCFC cannot embrace any type of climate change legislation without better
information and analysis of its effects on the entire US economy and, in particular, the
agricultural sector. Any action by the US to effectively reduce its greenhouse gas (GHG)
emissions in the aggregate, can only be sustained if they are undertaken by other nations
around the world that are concurrently adopting equally significant reductions.
Furthermore, the currently available analyses of the aggregate economic effects of US
climate change legislative proposals, and the effects on both sectors of agriculture and
individual producers, are far too indeterminate, unclear or uncertain for good policy to be
made. We feel it unwise and irresponsible to enact mandatory GHG measures without a
more complete and thorough understanding by all the major affected US parties as to what
these changes would mean for their incomes, businesses, livelihoods and ways of life. We
think it is also unwise to adopt such policies without establishing that US agriculture’s
overseas competitors are going to bear comparable costs as a result of their own nations’
efforts to reduce GHG emissions; US agriculture’s competitiveness in both domestic and
export markets could be hurt significantly if this is not the case. In addition, any measures
adopted to address these competitiveness concerns must also be WTO legal and not
threaten possible retaliatory trade sanctions. Lastly, we are especially concerned about the
cost implications of GHG legislation given the depths and extent of the nation’s current
economic crisis whose negative affects are all too immediate and from which we have yet
to see a reprieve.
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Our nation’s top priority should be to get our fiscal house in order. As we do, NCFC
would advocate for a voluntary, pro-growth, technology-driven approach to addressing
climate change.

With respect to specific climate change policies, should one be enacted, NCFC is aware of
the pros and cons of both a cap and trade approach and a carbon tax approach. The carbon
tax approach seems attractive as it would give all participating parties certainty as to the
exact size of the net tax and cost burdens that would be added to the bottom line.

On the negative side, a carbon tax program could prove difficult to implement in practice,
as the tax code will need to reflect specific exemptions or deductions for specific GHG
emission reduction practices that farmer cooperatives and their members could adopt to
lower their tax burdens. This could prove enormously complex and difficult, adding great
complications to the tax code. More analysis is needed to determine what, if any, taxation
tools should be utilized to reduce GHG emissions.

A credit offsets program under a cap and trade system might offer the best set of incentives
for farmers to continue to pursue production innovations and gain the market benefits as a
result. For these reasons, a subset within NCFC would prefer a cap and trade system
because of the potential for their farmer-owners to take advantage of a robust offset market,
if one is established.

We must be mindful, however, that a cap and trade system will have winners and losers, in
agriculture as in other areas of the economy. One problem that we foresee is that this
system could aggravate the existing regional differences in agriculture, and lead to
producers in one region of the country having a significant competitive advantage over
those in another region.

At present, there are four farmer-owned cooperatives that refine petroleum. These
cooperatives service 60 percent of the agricultural producers in the U.S. with petroleum
products. Under cap and trade, there are considerable inequities in how the petroleum
industry is treated. This subset of our membership is exploring a hybrid approach that
would apply cap and trade to the “smokestack emissions” with an exemption or delay on
the treatment of fuels in order to analyze fuel cost impacts on agriculture and rural
America.

NCFC's membership is as broad and diverse, geographically and by commodity, as any
agricultural trade association; the difficulty in reconciling the basic structure of what a
program would look like, even within our membership, reflects the enormity of trying to
find a system that will work for American agriculture as a whole.

Recognizing that a cap and trade approach is the predominant policy option under
consideration in Congress today, and for purposes of simplicity, we orient all of our
following answers in the context of cap and trade policy.
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Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?

Please respond in 300 words or less.

Agriculture, including all farmer-owned cooperatives, should not be a capped sector under
a GHG reduction program, nor subject to performance standards for GHG emission
guideline and reductions under Section 111 of the Clean Air Act. The federal costs to cap
and regulate the nearly 2 million farming and ranching operations in the US relative to the
GHG emission reductions that could be achieved would make such a proposal impractical,
inefficient and highly cost ineffective.

US agriculture’s GHG emissions from 1990 to 2005 have remained nearly constant,
increasing by less than 0.5% since 1990, with both year-to-year increases and decreases
oceurring in that period. Over this same period, US fruit and vegetable production has
increased by 9%, feed grains and oilseeds by 35%, red meat and poultry production has
increased 40%, milk production has increased 20%, and egg production has increased
about 33%, according to figures provided by the US Department of Agriculture (USDA)
figures. US agriculture accounts for about 6.5% of all US GHG emissions, according to
the latest inventory published by EPA last year. EPA also reports that agriculture can
account for about 20% of the emission reductions or sequestration that occurs. It is far
more sensible to allow agriculture to participate in the cap and trade program’s voluntary
offsets credit market. As noted above, a credit offsets program, with market-driven
benefits that explicitly and directly reward innovation, would offer the best set of
incentives for farmers to continue to pursue the same type of innovations as in the past that
led to the sector’s impressive GHG emissions record.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

Allowances should be made available to capped emitters at little or no cost in the first
several years of a cap and trade program. Electricity and other energy costs will go up
under any cap and trade bill that sets allowances significantly lower than baseline levels,
but the increases will be far more dramatic if those allowances are auctioned to emitters.
Auctioning all carbon allowances at $20 per ton (as was assumed by OMB in the
President’s 2010 budget request), would increase electricity costs approximately 40 percent
in Indiana, 30 percent in Kentucky, 20-25 percent in Ohio and 15 percent in the Carolinas.
Producers and their cooperatives have far less opportunity than others in agriculture to
recoup such increases in production costs through the sale of GHG offsets and would be
disproportionately disadvantaged by allowances being auctioned off. For example,
production costs would go up, and eventually such cost increases will lead to supply effects
that will result in comparable retail price increases and potential loss of market
competition, globally. We believe that the better approach is what was done under the
1990 Clean Air Act Amendments — where allowances to power plants for sulfur dioxide
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emissions were distributed at little or no cost —and still cutting emissions by more than
half. Even if GHG emission allowances are distributed to emitters for free, electric rates
will still increase, but at far more reasonable levels and rates. Carbon emissions will still
decrease at the same pace as under a 100 percent auction system.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

Our members prefer a single national program rather than separate state or regional
programs. Consistent with that preference, Congress should consider integrating any
existing programs into a new federal program. One significant concern to our members
with some of the existing carbon offset programs in operation today is that they fail to
provide full value for all of the concrete, verifiable GHG reductions that some farmers can
achieve. As such, we believe a new, national offsets program needs to be established with
tiered pricing for offsets that reflect the higher degree of certainty around the actual offsets
achieved by some practices, like methane capture and destruction, relative to other
practices.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

‘We believe that the existing set of federal agencies in place today can develop and properly
implement a cap and trade program. While EPA, in consultation with the relevant Cabinet
agencies, should have responsibility for setting broad offset program objectives and
standards, without question the details of the offsets programs for the relevant sectors
should lie in their corresponding Cabinet agency. In the case of agriculture, that Cabinet
agency is of course USDA.

Multiple USDA agencies in several different USDA mission areas will be needed to help
develop and maintain the most sound and effective agricultural offsets program. But
without question, only one single existing USDA agency should be used to manage the
day-to-day details of the operation of agricultural offsets market. That agency should be in
a direct line of supervision that runs up the chain of command into the Secretary’s office,
and an official in the Office of the Secretary (OSEC) should have the authority and
responsibility to ensure that these cross-mission area contributions can be and are secured.

To ensure this line of authority into OSEC, we suggest that a new senior position be created
in OSEC (perhaps an “Assistant Deputy Secretary for Climate™) that reports to the Deputy
Secretary and Secretary. This person, with the full delegated powers of the Deputy
Secretary and Secretary, would have sufficient managerial authority over all USDA agency
budgets and senior personnel performance appraisals to be able to ensure that all the
needed cross mission area efforts are secured and those efforts properly coordinated.
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If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

Until the full scope and details of the cap and trade program are determined the designation
of the appropriate regulatory oversight should not be predetermined. CFTC should retain
oversight until such time that it is determined that a different regulatory approach is
required due to the scope and details of the program.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

The key to appropriately functioning markets is transparency and liquidity. Recent history
has demonstrated that these instruments are not self-regulating and yet innovation that
facilitates liquidity can be stifled by excess regulation. The evolving market for derivatives
related to carbon reduction will need to first grow with highly structured instruments and
some flexible instruments on lightly regulated, transparent derivative markets. As the
markets mature they can transition to a broader range of products but only with
transparency and some degree of regulation to protect the integrity of the market.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
produets.

Please respond in 600 words or less.

Please see combined response to questions 8, 9, and 10 below.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?

Please respond in 300 words or less.

Please see combined response to questions 8, 9, and 10 below.
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10) Should businesses that are aflected (either indirectly or directly) by higher overall costs due to a
carbon reduction program receive transitional assistance?

Please respond in 300 words or less.

No one should underestimate the sacrifices that will be called for from citizens and
business across multiple sectors and regions of the US economy, including the nation’s
rural areas, to achieve the real, meaningful GHG reductions called for by the President and
certain leaders in Congress. Prices of electricity and petroleum products and other related
key determinants of business and household expenses will go up, and for some more than
others. The ability to generate offsets and earn credits notwithstanding, farmer
cooperatives and their member-owners are very concerned about the potential that a carbon
reduction program will result in higher energy costs and higher costs for construction
materials and other inputs. For example, either a cap and trade system or a carbon tax likely
would result in higher electrical costs for farmers served by rural electric cooperatives
(which as a group generally are more dependent on coal). There also is a concern that a
carbon reduction program may affect fertilizer manufacturing and result in higher fertilizer
COStS.

Some of our cooperatives will see higher increases in energy costs relative to other
agricultural businesses in other parts of the country. Not all our members will be able to
benefit to the same degree from carbon offset trading opportunities. Even where there are
good value offset trading opportunities, there will be significant lead time for those to be
realized in some farmers’ cases relative to others, and that lead time will result in its own
uncertainties and economic hardships.

As a general matter of principle, it is fair and appropriate for a substantial portion of the
revenues created through the auction of GHG allocations to be used to reduce the level of
sacrifice called for from those less able to bear it. Large sectors or regional portions of
agriculture itself may be found to be bearing their own disproportionate share of the
sacrifices needed to achieve national GHG reductions. These portions of agriculture itself
should very well receive a share of the assistance provided from the revenues generated by
the auctioning of allowances.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse pas
emissions?

Please respond in 300 words or less.
We have no position on this question.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.

Please respond in 600 words or less.

Carbon prices should be set by the market forces in operation in the offsets trading
program. Part of the reason why the current voluntary program is not getting more
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participation is because carbon prices are low. Prices are low because there is no well-
defined program upon which to establish market value, resulting in low participation. The
expectation is that a well-defined mandatory system would allow the market to actually
determine market value with buyers and sellers understanding the rules. The belief is that a
mandatory system will result in higher market prices for carbon. Our members have not
considered the implication of carbon prices being too high. As for other commodity
exchanges, it may be appropriate to set daily price change limits and position limits to
ensure their orderly functioning, but the job for setting these limits should be that of the
market operators working with the federal regulators and not by statute. In general, we
believe there should be no artificial limit on how high or low a price carbon can reach
ultimately.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

The Europeans should have allowed row crops to participate. The Europeans set their caps
for the capped sectors too high, and set the cost of allowances too low, and so there was too
little value in the offsets market to create a thriving and effective credit trading system.

The Europeans required direct verification of each GHG offset seller’s GHG mitigation
measures. This unnecessarily drove the transactions costs of the offsets program far too
high for the amount of the carbon being offset and sought far too much certainty about the
offset than is needed to provide systematic, real, high quality and good value carbon
offsets. This verification standard therefore contributed significantly to the poor
performance of the system.

Part I1: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

Our members would strongly prefer that the foundation of this program be thriving and
relatively high volume carbon offsets market. Bonus allowances for selected GHG
emission reduction activities could be included as a companion and work in parallel to the
offsets market. The first and most important need that should be addressed with any
revenues generated by allowances allocated to USDA would be for transitional assistance
to those operations not able to benefit from cap and trade for whatever reason, and are
therefore bearing only the costs of GHG reduction in the US. Such funds could also be
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used for research and development of further low cost GHG reducing or mitigating
practices in agriculture.

If the intended meaning of the phrase “performance standards™ is that meaning associated
with the standards set in Section 111 of the Clean Air Act (CAA) and used to establish
Title V CAA permit requirements, we thoroughly reject the use of performance standards
in the GHG program. If a sector is not capped under the program, then those uncapped
entities should be permitted to generate offset credits for sale to the emitters seeking the
least cost solution to meet their capped emissions targets. Failure to adopt this offset
approach simply raises the overall costs of the program to all participants.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?

Please respond in 300 words or less.

No, as long as the offsets program can establish that the offsets being purchased are real
and verifiable and that a tiered pricing system is used that assigns a higher price for those
offsets with a lower degree of uncertainty as to the exact value of GHG reductions being
achieved, as discussed above.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?

Please respond in 600 words or less.

The distribution of the offsets, assuming they are real and verifiable, will be determined by
the market facilitating the trades among willing sellers and buyers given the prevailing
prices.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.
Please see combined response to questions 17, 18, 19 and 20 below.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

Please see combined response to questions 17, 18, 19 and 20 below.,

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

Please see combined response to questions 17, 18, 19 and 20 below.
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20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

We assume that the term “offsets projects™ as it is used here means simply offsets that are
offered for sale by individuals or businesses. First, in terms of ensuring that the offsets
being offered for sale can be “real”, we believe the final cap and trade legislation should
require that any offsets offered for sale have to be shown, under peer reviewed science
utilized through standards established by public notice and comment rulemaking, to be real
and achievable for the conditions at hand at the locations where the offsets are being
generated.

Second, in terms of verifying that these potentially “real” offsets are in fact being achieved
through the appropriate application of the peer-reviewed practices and given the actual
conditions at hand, we believe it is sufficient to use a statistically rigorous third part audit
system of some sample of the population of offsets being offered, or perhaps of some
subcategory of the offsets. Farmer-owned cooperatives could serve as part of the pool of
third party verifiers under this sample-based review system.

Relative to the subcategory sampling approach, we believe this verification process must
provide for even more rigorous third party audit techniques for those offset providers in a
certain subcategory that wish to bear the higher audit costs in order to establish that their
offsets have a higher degree of certainty as to the exact quantity of GHG reductions being
achieved for that class of offsets. This would allow these providers to be eligible to a
higher price in the credits market for these “higher quality credits.”

Each and every offset being offered for sale does not need to be verified by third party
audit. Such a system would increase the transactions cost of the program more than needed
to give the sufficient degree of certainty across classes of offsets, or the entire offsets
program, that real and verifiable offsets are in fact being achieved.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

We are unclear what you are referring to in this question with respect to a "relationship
between offsets and allowances." If our response to this question does not capture what
you intended, please do not hesitate to contact us so we can respond appropriately.

Under a cap-and-trade system, two separate markets should exist; a market for offsets and a
market for allowances. However, there will be a tendency for the two markets to have like
movements as the allowance prices and offset prices will have significant effects on each
other. As we have indicated in previous responses (refer to question 3), we are advocating
that allowances should be made available to capped emitters at little or no cost in the first
several years of a cap and trade program. We recognize this could depress offset prices in
the early years but that is a trade-off we are willing to make in order to lessen the shock of
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increased electricity and other energy costs on farmer cooperatives and the member
owners. Over time, the number of allowances would reduce and/or the price paid for
allowances would increase thereby increasing the market price of offsets and spurring
greater offsets and offsets market activity. It is beyond our organization’s capabilities
today to do the analysis needed to determine exactly how to strike the ultimate balance
among the cost of allowances, the price of offsets, a strong supply of offsets and a robust
offsets market. For the first several years, though, the need for no-cost allowances to
minimize the energy price shocks takes precedence over finding this long term balance.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?
Flease respond in 300 words or less.

The most important factor in establishing the permanence and duration of offsets while still
preserving sufficient flexibility in the contracts is simply making the selling party fully
responsible under their contract for ensuring the integrity of the offset relative to
circumstances that are under the control of the seller. If for some reason under the control
of the seller the offset is no longer being provided, the seller should be legally obligated to
secure the equivalent value of offsets at the seller’s cost and give those to the purchasing

party.

The length of the contract should be at least 3 years to find the right balance of transactions
cost per trade while increasing the general sense of confidence in the permanence of the
reductions to be achieved by the overall program. Longer contracts can be allowed and
encouraged between willing parties, again to lower further the transactions costs per trade,
but that is a decision between the contracting parties. Longer contract periods imply more
risk for the seller, and should result in a higher price received for the offsets.

Accidents and equipment failure would be the responsibility of the seller, and they should
either self-insure for such contingencies, or purchase insurance where available.

Examples of circumstances not under the control of the producer-seller would include
natural disasters (major flooding or other large storm events, drought, wildfire), or policy
decisions by governmental entities that affect agriculture and land use (such as restrictions
on the availability of irrigation water).

Peer-reviewed research that meets standards set by the notice and comment rulemaking
process should be used to establish the probability of such major natural disasters and their
potential impacts on the resulting GHG emissions for the different classes of offsets being
offered. Such risk information could be used in different ways, including the creating of
different risk premiums charged to each trade in different offset classes, where the funds
collected by those premiums are used to purchase other diversified offsets that hedge
against the risks of catastrophic failure in the system. Society as a whole should also bear
some of this catastrophic risk in the form of higher than anticipated GHG emissions as a
realistic cost of doing business in an uncertain world where perfect hedges are simply
uneconomical or impossible.
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23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

Please see combined response to questions 23, 24, and 25 below.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
carly-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack” credits?

Please respond in 600 words or less.

Please see combined response to questions 23, 24, and 25 below.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

Existing offset commitments in pre-existing voluntary markets must be eligible for
participation in the new cap and trade program, but to do so they must:

s Be able to meet the new standards and contractual obligations;
e Require ongoing actions by the offset seller to ensure that offsets will
continue to occur; and

e Only be paid for the future offsets that occur as a result of these ongoing
actions, and not for offsets that occurred in the past.

Stacking credits should be allowed in the case where, in addition to the water, air or habitat
benefits from a landowner’s participation in a federal assistance program designed and
implemented for such purpose, also provide GHG benefits. The same is true if there is an
environmental credit market (as distinct from a federal financial assistance program) that
trades in these other non-GHG benefits. More farmers will be able to generate more offset
credits than would otherwise occur, helping the climate and other aspects of the
environment.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

Please see the answer to question 22.
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27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

Fewer rather than more protocol and procedural details should be set in legislation, with the
majority being left to proper notice and comment rulemaking, provided there is continual
and effective oversight from the Congressional Committee’s of jurisdiction.

Relative to the agencies that should manage the programs, please see our answer to
question 5.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?

Please respond in 600 words or less.

The primary obstacle at this point in time is that carbon credits are undervalued relative to
the costs of many of these sound and verifiable practices that establish real offsets. The
creation of hard caps for the emitting sectors that are set low enough to achieve the GHG
objectives as recommended by the President and some in Congress should remedy this
particular problem. Further, the cap and trade program will need to establish well-defined
credit trading markets with all parties’ obligations clearly defined (including the risks of
failure to meet contractual obligations due to circumstances under and beyond the
contracting parties’ control), and where the transaction and verification costs are kept to the
lowest level possible while still providing for sound trades of real value.

Furthermore, farmers that are aggressively adopting GHG emission reduction practices are
adding costs to their operations not likely being borne by their domestic and overseas
competitors, and not only is that hurting the economic sustainability of their operations, it
simply shifts GHG emissions from their farms to their competitors, the effect commonly
referred to as “leakage.”

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

No, they do not. Higher levels of compensation for the costs of these practices and
technologies are needed by producers to increase their adoption and ensure their long term
maintenance and value. Congress could increase the financial incentives in these programs
to achieve these ends, but the federal government would also incur significantly higher
costs of overseeing these financial assistance agreements to provide the certainty that these
GHG emission reductions are really taking place. Alternatively, allowing for the stacking
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of the value of these existing programs onto that provided by the GHG offsets trading
market will also lead to more widespread adoption and greater long term certainty as to the
size of offset being created. But under this alternate approach, the necessary costs to
ensure the integrity of the commitments and trades will fall to the market, where there will
be clearer and more effective incentives to drive the costs of verification and risk
management to their lowest levels possible. For a given level of GHG reduction, these
integrity and verification costs will be lower under the market based trading system than
under a federal financial assistance program. Furthermore, using this market-based system
for GHG offset credit trading will do a better job of ensuring that the level of GHG
reductions actually taking place match that level needed to achieve the program’s
objectives, given that the market value of the GHG credits will adjust automatically as the
market functions to match supply with the regulatory-driven level of aggregate demand.

Part I1I: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.

As indicated in our responses to questions 1 and 28, the issue of leakage is a very real
concern for farmer cooperatives trying to keep up with domestic and international
competition. Farmer cooperatives market a wide range of commodities and value added
products, some of which are produced under energy-intensive circumstances while others
may be import-sensitive or rely on a strong export market. If the only recourse is to pass
along increased costs to the consumer in the form of higher priced goods, we will lose our
competitive edge in the global market place.

Furthermore, those agricultural products with the least opportunity to participate in an
offset market will have the highest sensitivity to competition from international competitors
not subject to emissions reductions standards. For example, the biggest competition US
specialty crop producers face comes from Central and South America. Legislation should
not give overseas producers an unfair competitive advantage due to the fact that they do not
have to comply with emissions reduction goals.

Under a cap-and-trade system, industries in countries that are not subject to what is
required in the U.S. would have a competitive advantage. Jobs, businesses, and
productivity would flow overseas, but so would emissions. To address this, all major
international parties must take on comparable carbon policies.

With respect to biofuels incentives, NCFC supports an energy policy that maximizes a role
in energy independence for American agriculture and farmer cooperatives.

Farmer cooperatives are vital players in this country’s quest for energy independence and
in ensuring that producers are able to capitalize on expanded market opportunities.
Ethanol, biodiesel, and manure conversion, along with conservation, are important tools in
securing a more affordable and accessible domestic renewable energy supply.
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NCFC encourages passage of a comprehensive energy bill that recognizes the contributions
of the American farmer and rancher in the renewable energy industry to meet the needs of
U.S. agriculture and our nation. NCFC promotes expanded development and use of
renewable fuels and other energy sources as part of a competitive energy policy to help
meet U.S. agriculture and our nation’s energy needs. We continue to be a strong proponent
of policies that promote the use manure as a feedstock to produce gas, fuel, or electricity.
We also support continued extension of renewable fuels tax incentives and other provisions
encouraging production of renewable fuels.
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NATIONAL COUNCIL OF FARMER COOPERATIVES

NCFC

April 10, 2009

The Honorable Collin Peterson
Chairman

Committee on Agriculture

U.S. House of Representatives

1301 Longworth House Office Building
Washington, DC 20515

Dear Chairman Peterson:

On behalf of the more than two million farmers and ranchers who belong to one or more farmer
cooperative(s), the National Council of Farmer Cooperatives (NCFC) applauds your efforts to
examine both the positive and negative impacts that climate change legislation may have on farms,
small businesses, farmer cooperatives and families across rural America.

Since 1929, NCFC has been the voice of America's farmer cooperatives. Our members are regional
and national farmer cooperatives, which are in turn composed of nearly 3,000 local farmer
cooperatives across the country. NCFC members also include 27 state and regional councils of
cooperatives. NCFC is unique in Washington as the only national organization devoted solely to
promoting, protecting and advancing the interests of farmer cooperatives and their owner-members.

NCFC values farmer ownership and control in the production and distribution chain; the economic
viability of farmers and the businesses they own; stewardship of natural resources; and vibrant rural
communities. We have an extremely diverse membership, which we view as one of our sources of
strength — our members span the country, supply nearly any agricultural input imaginable, provide
credit and related financial services (including export financing), and market a wide range of
commodities and value added products. Earnings from these activities are returned to their farmer
members on a patronage basis, helping to improve their income from the marketplace. These
earnings are then recycled through rural communities as farmers and ranchers purchase goods and
services from local businesses, thereby sustaining rural America.

In Congress, it secems the debate over global warming has evolved from a discussion over whether
climate change is occurring to one of how the world can reduce greenhouse gas emissions without
stalling economic growth. So, the question arises: Will agriculture be better off, or worse? Farmers
in the field, agribusiness executives in the boardroom, and trade association leadership in
Washington are all asking these questions.

Right now, policy proposals are being discussed — by lawmakers, regulators, academics and non-
governmental organizations — that could shape how agriculture’s contributions for reducing
greenhouse gases are counted. As you have said on a number of occasions, all sectors of the
agricultural economy, but especially producers, must be involved in this process to ensure that any
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incentives are aligned with the economic interests of farmers and ranchers. Scientists and policy
makers are looking at things from the strategic, 30,000 foot view. Involvement by producers and
producer organizations can guide the process to develop a system that can be implemented on the
farm level, and can answer basic questions that a producer might have, such as, “What happens to a
carbon credit when [ sell my land?”

In addition, involvement will be important to ensure that any costs associated with increased carbon
reduction are offset by benefits in the marketplace. We have to take a real look at the additional
costs that the legislation could impose on farm and household budgets across rural America. Most
importantly, any legislation has to work for both individual producers and the cooperatives that they
own.

For example, there are four farmer-owned cooperatives that refine petroleum. These cooperatives
service 60 percent of the producers in the U.S. with petroleum products. Any approach to reducing
greenhouse gas emissions must prevent significant problems to the rural based small business
refiners fueling rural communities and agriculture. To avoid potential harm to small refiners, a
hybrid approach may work best and our members are exploring their options in this regard. At the
same time, dairy cooperatives are examining the potential benefits their producers might access
under a straight cap and trade system. These are just two examples that demonstrate the complexity
of this issue, highlighting the fact that a one-sized-fits-all approach poses difficulties just within the
agricultural sector.

As with any difficult issue, farmers, ranchers and the wider agricultural community still have a lot
to learn about this subject. A number of important issues remain outstanding, and even the basic
structure of what a program would look like or how to reconcile U.S. standards with those overseas
have not been settled on. For these reasons, NCFC recently began a series of briefings to bring
together representatives from a broad range of agricultural and farm organizations to discuss the
real world costs that climate legislation will impose on farms, cooperatives and rural households
across America. Our first briefing surveyed recent analyses on the potential impacts producers
might face as a result of increased input costs. Future sessions will look at commodity specific
impacts as well as opportunities provided in a cap-and-trade system, and how legislation might
affect the transportation infrastructure and agricultural trade.

As all of us in agriculture continue to explore how this issue will impact our businesses, we must
keep the focus both on how the sector can contribute towards the greater good while maintaining
the competitiveness needed to thrive in a global economy.

Again, thank you for your thoughtful leadership on this important issue. NCFC looks forward to
working with you to improve climate change legislation so that it recognizes the importance and
unique nature of production agriculture.

Sincerely,

HF —

Charles F. Conner
President and CEO
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL FARMERS UNION
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name
Roger Johnson
Organization(s) you represent

National Farmers Union

Address
[Redacted]

Email

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

President
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Part I: Carbon Reduction Program Design

1y

Members of Congress have introduced numerous bills to address the wide spectrum of
climate change issues. Do you think Congress should enact a program that uses carbon
taxes/fees, a cap-and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

2)

While there are a number of other mechanisms available to Congress to reduce
greenhouse gas emissions (GHG) including setting limits on significant GHG
emitters (similar to mechanisms in the Clean Water Act) or imposing a national
tax on carbon, the flexibility of a cap-and-trade program holds the most promise
in making actual reductions in GHG emissions while minimizing, to the extent
possible, overall energy costs increases resulting from climate legislation.

Specitically focusing on agriculture, a cap-and-trade program with a properly
crafted agricultural offset program provides farmers and ranchers a means to
contribute to overall GHG emission reductions through carbon sequestration and
reduction of emissions from livestock projects. These projects could be
meaningful revenue streams for producers who will experience some increase in
agricultural input costs.

Should the agriculture and forestry sectors be covered under a carbon reduction program?
Why or why not?

Please respond in 300 words or less.

No, agriculture and forestry sectors should not be subject to an emissions cap as they are
too small and diffuse to be directly regulated. The lion’s share of the United States’ two
million farms and ranches emit minor quantities of GHG emissions (below 25,000
tons/year). Establishing a regulator scheme to capture emissions from each of these two
million farms would be extremely costly and burdensome and not yield significant GHG
emission reductions.

It also is important to note that the energy-related GHG emissions from the agricultural
sector would be regulated upstream at the fuel supplier, electric utility or large industrial
level. Farmers and ranchers will feel the impact of this regulation by paying higher input
costs.

Instead, mechanisms should be put in place allowing agriculture to generate offset credits
that can be sold to regulated entities by implementing practices that will help the nation
more quickly reduce GHGs. For example, current estimates from the Environmental
Protection Agency suggest that current carbon sequestration on agricultural lands offset
one percent of all U.S. GHG emissions, but has the potential to capture the equivalent of
20 percent of all U.S. GHG emissions.
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3) Ifa cap-and-trade program is chosen, how should emission allowances be distributed?

For example, should they be at no cost, auctioned, or a combination of both? How should
Congress prioritize the distribution of available allowances? Should allowances for the
agricultural and forestry sectors be allocated at no cost, if so, should there be a limit on
the number of no-cost allowances?

Please respond in 600 words or less.

4)

i

The distribution of emission allowances will be extremely important to the ultimate
viability of a national cap-and-trade program. The majority of emission allowances
should be auctioned by the federal government with the revenue generated used to
mitigate the cost of a cap-and-trade program on impacted parties and foster the
development of renewable, low-carbon energy sources.

A portion of the allowances should be given away for free to critical sectors of the
economy to reduce overall transition costs as well as to provide economic incentives to
drive further carbon reductions.

For example, providing a percentage of overall allowances to the agricultural sector as
proposed in the 2008 Lieberman-Warner climate change bill provides important tools and
flexibility for agriculture producers to implement activities that provide GHG benefits but
may not technically fall within the scope of an offset program. A program that provides
for both offset credits and set-aside allowances will give farmers and ranchers the
flexibility to participate in different levels of documentation which will maximize
participation and environmental benefits given that agricultural offsets provide the casiest
and most readily available means of reducing GHG emissions on a meaningful scale.
Allowances can also be used to address early actors who were sequestering carbon before
the program was enacted.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or
emerging U.S. regional or other carbon reduction programs (i.e. RGGI or individual state
programs)? If so, which programs and why?

Please respond in 600 words or less.

5)

NFU is the largest aggregator of agriculture carbon credits on the Chicago Climate
Exchange (CCX) and has learned valuable lessons on how to properly construct a cap-
and-trade program. The CCX program has developed standardized trading instruments
and workable protocols for aggregation, registration, and sale of agricultural and forestry
offsets.

All existing rules-based and independently verified projects implemented under existing
programs, such as CCX, should be integrated into the federal program to serve several
important policy objects. Specifically, incorporating existing projects will prevent
potential backsliding as well as continue to encourage agriculture offset projects while a
federal program is being debated, enacted, and implemented.

If a cap-and-trade program is established, should an existing government agency regulate
it or should a new agency be created? Please explain.
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Please respond in 300 words or less.

0)

7

8)

Expertise for various components of a cap-and-trade program lies within different
administrative and independent agencies. Legislation should build upon this expertise
and provide independent authority to USDA, CFTC and EPA for specific portions of the

program.

NFU believes it is vital for USDA to promulgate the rules and administer the agricultural
offset program. USDA has the statutory authority in the 2008 Farm Bill, the technical
expertise and institutional resources necessary to create and administer any offset
program. USDA can leverage its experience working with farmers in addition to its
technical expertise modeling and measuring farming practices ability to sequester carbon
and promote appropriate manure management practices, to ensure maximum participation
in the agricultural community.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of
a cap-and-trade program, should the Commodity Futures Trading Commission (CFTC)
continue its role as the regulator of this derivative carbon market, or should there be a
different regulator? Please explain.

Please respond in 300 words or less.

CFTC currently has authority to regulate the derivative carbon market. Under a cap-and-
trade program, trading of carbon offsets will most closely mirror the trading of other
agricultural commodities that CFTC currently regulates. Given this and to ensure
regulatory consistency of commodity trading, it is appropriate for CFTC to continue its
role as regulator of the carbon market.

Currently, derivatives of energy-based commodities can be traded through: a) highly
structured instruments on regulated, transparent futures markets accessible to anybody
and anyone; b) flexible instruments on lightly regulated, transparent derivative markets
accessible to only major market participants, or; ¢) flexible instruments on unregulated,
opaque over-the-counter markets accessible only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a
cap-and-trade program also be permitted to develop under similar options as for energy-
based commodities? Please respond in 600 words or less.

Given the creation of a whole new marketable commodity in carbon offsets, transparency
must be the overarching goal to ensure confidence among market participants,
agricultural producers and the general public. Because of this fact, the majority of
carbon should be traded through a transparent market accessible to everyone.

Will enactment of a carbon reduction program have negative impacts for regions or
populations whose welfare is of special interest to the agriculture community? Such
groups could include: residents of rural areas; populations served by USDA nutrition
programs; agricultural producers and forest landowners; or input, transportation, and
processing sectors of agriculture and forest products.
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Please respond in 600 words or less.

())

Enactment of any policy regulating GHG emissions (whether a carbon tax or cap-and-
trade) will raise the price of using fossil fuels such as coal and oil, and of consuming
goods and services that directly or indirectly produce GHG emissions. These higher
prices will be felt throughout the economy, but will eventually be passed on to end users.

That said, failing to reduce GHG emissions also poses significant economic impacts on
agriculture and populations whose welfare is of special interest to the agricultural
community. Studies of climate change scenarios show increased frequency of heat stress,
droughts and flooding events that will reduce crop yield and livestock productivity.
Studies indicate a global increase of 5.5 degrees Celsius could lead to food price
increases of 30 percent.

The use of revenues from the auction of emission allowances and providing a percentage
of emission allowance to impacted sectors can mitigate increased costs of a cap-and-trade
program.

How might revenue generated under a carbon reduction program be best used to offset
any negative impacts?

Please respond in 300 words or less.

Revenue generated from the sale of emission allowances should be used on several
strategic fronts to minimize impacts of regulation, help with adaption to potential impacts
of a warming climate, and foster the development of renewable, low-carbon alternative
energy sources in the United States.

Funds should be used to promote renewable energy development, create green jobs, assist
low-income consumers, help industries impacted by warming climates adapt, reward
early actors and research new ways to better capture carbon emissions.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs

due to a carbon reduction program receive transitional assistance?

Please respond in 300 words or less.

In the short term, transitional assistance can be a valuable tool in helping smooth the path
toward a carbon constrained economy while minimizing the impacts felt throughout the
economy.

11) What role should public lands play in helping to sequester carbon and/or reduce

greenhouse gas emissions?

Please respond in 300 words or less.

As with private agricultural lands, there is significant potential for carbon sequestration
and emission reductions on public lands. Federally-owned grazing and forest lands have
the potential to sequester millions of tons of carbon annually. Any program should
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provide economic incentives for United States Forest Service and Bureau of Land
Management lessees to adopt carbon practices on these public lands.

12) Should carbon prices be determined exclusively by market forces or should limits on
carbon prices be established? Please explain.

Please respond in 600 words or less.

In order to drive innovation necessary to reduce GHG emissions in the long-term, the
price of carbon credits must be properly valued in the marketplace to foster the research,
development and implementation of new technologies. An artificial cap on the price of
carbon potentially stifles this innovation. Therefore, we believe that there should not be
an artificial legislative cap on the value of carbon credits.

Instead, legislation could include provisions allowing the federal government, under
tightly crafted conditions, to adjust yearly reduction targets or allow for the use of
additional offset projects as a means to control significant adverse impacts on the
economy.

That said, it is important that any safety-valve provided to moderate costs not undermine
the financing of long-term carbon reduction projects that require price certainty.
Depending upon the scope of safety-valve authority, Congress should also evaluate the
establishment of a floor price for carbon prices to ensure continued investment.

13) What, if any, lessons can be learned from the European Union’s Emission Trading
System (ETS) or any other carbon reduction program already underway or being
developed? Do any international carbon reduction programs currently exist for
agriculture and forestry?

Please respond in 600 words or less.

While the European system has shown it is possible to develop a functional carbon
trading program, its exclusion of agricultural offsets illustrates a significant weakness in
the European system. Agricultural offsets provide the easiest and most readily available
means of reducing GHG emissions on a meaningful scale in the United States. Inclusion
of a robust agricultural offset program will ensure that the growing pains in the European
system are not replicated here.

Part I1: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major
topic during any potential climate change discussion. Please answer the following
questions regarding the scale, scope, and limitations of any program as part of the larger
carbon reduction debate.
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14) What options or combination of options would be most effective for agriculture and
forestry sectors in a carbon reduction program: a voluntary offset program, bonus
allowances for selected agriculture and forestry activities, or agreed upon performance
standards for segments of the agriculture and forestry sectors?

Please respond in 600 words or less.

Because agriculture and forestry lands have the potential to sequester nearly one-quarter
of all annual greenhouse gas emissions in the United States, it is critical that a flexible
program is developed that ensures maximum voluntary participation by the agricultural
community.

Any program should include a voluntary offset program that allows farmers and ranchers
to generate offset credits by implementing practices that sequester or reduce GHG
emissions. These offset credits are in addition to emission allowances provided under the
cap-and-trade program. Farmers and ranchers, who are willing to work through the
requirements to demonstrate GHG sequestration and/or reduction under the legislation,
should be able to sell these credits to regulated entities at a fair market price.

As a complement to this program, cap-and-trade legislation could set aside a portion of
the total emission allowances created in the bill to be used to provide economic
incentives for agricultural practices that have proven GHG benefits. Unlike offset
credits, which are credits generated in addition to the overall cap on GHG emissions
allowing regulated entities to use credits to exceed their yearly limits, emission
allowances would be set aside under the overall cap which would result in overall
emissions staying below the yearly cap. This allows for more flexible rules for
demonstrating emission reductions. This would allow farmers and ranchers who are not
comfortable participating in the full offset program to still receive some economic
incentive to implement GHG sequestration and emission reduction practices.

Given the importance of maximizing agricultural offset reductions to overall climate
change goals, this policy would ensure maximum farmer participation.

15) Should the total number of offsets issued annually by the government be limited? If so,
how much?

Please respond in 300 words or less.

No, our goal should be to remove as much GHG from the atmosphere as possible.
Artificial caps are market distorting and will prevent legitimate carbon sequestration,
livestock manure capture and gasification projects from occurring.

16) How should Congress prioritize the distribution of available offsets (who gets them and
how much)?

Please respond in 600 words or less.

Assuming there is no artificial cap on offsets, there is no need to provide distribution lists
of who can generate offset credits. With regard to those who wish to purchase offset
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credits, they should have to purchase credits for prevailing market prices as sold on
exchanges.

17) What should the criteria be for measuring (quantification, verification, and monitoring)
and accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

Congress should look to protocols at existing voluntary carbon reduction programs in
developing measurement and accounting protocols for a federal cap-and-trade program.
Protocols exist to ensure that offset are measurable and verifiable.

For example, the Chicago Climate Exchange requires independent verification of projects
to ensure the integrity of its system. A protocol exists to become an independent verifier,
who then evaluate project information and provide on-site inspection to ensure the project
adheres to the CCX project protocols, as well as determine the annual GHG mitigation
levels.

In addition, USDA and several land grant universities have done extensive work on
measurement, monitoring and verification. USDA should draw from these resources in
crafting rules for measuring and verifying offset projects.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

All projects that are certified as meeting the criteria established above should be deemed
qualified offset projects under a cap-and-trade program.

Legislation should include a non-exhaustive list of project types that are automatically
allowed under a cap-and-trade program as well as authority for USDA to include
additional offset projects as technology and understanding develop.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

Offset projects should be verified through a private, independent, third-party verification
system. Third-party verifies would use information provided by the project owner or
aggregator to accurately assess a project’s actual, annual GHG sequestration or
destruction. This approach was adopted by Congress in the 2008 Farm Bill
Environmental Services Markets provisions.

20) Should Congress establish a standards-based approach with pre-calculated values or a
project-based approach that measures field results for establishing eligible offsets under
the program?
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Please respond in 600 words or less.

Legislation should include both options. Pre-caleulated values for projects meeting
certain requirements will reduce bureaucracy that would add time and expense to offset
projects and potentially stifle agricultural participation.

That said, farmers and ranchers who are willing to undertake additional monitoring and
verification testing to establish more refined measurements should be rewarded in the
value of their credit. Additionally, as new technologies develop, project based valuation
may initially be necessary to accurately value the offset projects.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

Assuming that legislation is crafted that includes an offset program in addition to setting
aside a certain percentage of allowances to incent carbon reduction practices, farmers and
ranchers should be required to choose between the benefits of the offset program or the
emission allowance program. In short, the legislation should not allow the same practice
to benefit under both programs. However, allowance revenue should also be used to
mitigate any potential input increases.

Regulated entities should be allowed to meet their emission cap through a combination of
emission allowances and offset credits. There should not be an artificial cap on the
number of offset credits that a regulated entity can use on a yearly basis to meet its
obligation.

Additionally, the government needs to continually monitor the overall GHG cap to ensure
that it is keeping pace with technological development. As technology improves to help
regulated entities actually reduce their emissions, the number of emission allowances
issued by the government on a yearly basis may need to be further reduced.

22) Describe the most important factors in establishing the permanence and duration of
offsets under the program, including contract length and flexibility?

Please respond in 300 words or less.

How the issue of permanence is addressed will have a profound impact on the amount of
farmer and rancher participation in a offset program. Requiring agreements assigning a
permanent obligation on the behalf of farmers and ranchers will significantly reduce
interest in participating in the program.

The issue of permanence of GHG emission reductions can be addressed by establishing
contract lengths for offset projects. For example, CCX’s current offset protocols require
a five-year agreement to the sequestering practice. Purchasers of the credit will have to
replace it after that time frame. Legislation could include varying valuation rates based
on a farmer or ranchers willingness to agree to longer contract terms.
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Requiring offset aggregators to establish reserve pool of 20% of offsets registered
annually to be used to cover any loss of soil or biomass carbon that may occur during the
life of the contract will further ensure compliance of offset projects.

23) How should Congress address existing offset projects or credits established through a
voluntary market or system (e.g., the Chicago Climate Exchange or an emission
registry)?

Please respond in 600 words or less.

Existing offset projects and credits established through voluntary markets like the CCX
should be grandfathered in to any federal cap-and-trade program at full value.

For example, CCX registered offsets rely on a fully transparent set of protocols, extensive
third party verification, and crediting rates based on sound science. In addition, all the
financial transaction resulting from the registration of these offsets are cleared by the
Financial Industry Regulatory Authority. Any offset credit registered on an exchange
that meets this level of verification should receive similar treatment.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack" credits?

Please respond in 600 words or less.

The basic concept of additionality is that a project or activity should receive credit under
a cap-and-trade program to the extent that it generates benefits that are in addition to
what would have occurred absent the project. Under this construct, it is possible to
establish existing baseline activities and measure a project against that baseline.

That said, some would like to take the concept of additionality further to significantly
limit what projects would be eligible under a cap-and-trade program. Under the concept
of regulatory additionality, practices that would have occurred due to a pre-existing law
or regulation would not qualify. It has also been suggested that if a practice is common
practice in a given geographical area that adoption of these practices by someone who has
not yet adopted them be excluded. Further, it has been suggested that those who have
implemented similar practices in the past or on part of their operation should be excluded
from generating offset credit for new projects.

Implementing additionality requirements in this manner create serious policy pitfalls that
will limit participation. If the goal is to maximize the number of agricultural practices
that capture or reduce GHG emissions, adopting such a perverse definition of
additionality will exclude real projects that offer real reductions.

Farmers and ranchers who are early adopters of technology should be eligible to receive
benefits through an emission allowance program as well as be able to generate offset
credits for GHG sequestration activities and/or emission reductions on a moving forward
basis. Additionality should be measured against a fixed baseline of what practices where
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being used on a specific piece of land on a specific date. Any activity that results in
GHG reductions measured against that baseline should be deemed eligible.

Some also argue that a project should not be considered additional if the rationale behind
implementing the action includes additional justifications beyond a cap-and-trade
program. They argue, therefore, offset projects should not be able to stack other benefits
on top. Many practices undertaken to reduce GHG emissions provide additional public
benefits to water quality, wildlife habitat, and reduction of soil erosions. Projects
participating in the GHG offset market should not be excluded from also participating in
other markets for environmental services.

Allowing farmers and ranchers to stack credits will maximize economic benefit to
producers which will mean more projects are undertaken and more environmental good is
accomplished.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

Projects that are undertaken voluntarily and receive state or federal assistance (such as
cost share or technical assistance) should not be arbitrarily excluded from qualifying as
an offset project as long as they meet the requirements as offset projects established by
USDA. Doing so only stifles participation and creates unnecessary conflicts between
federal and state programs.

26) Should a producer be required to return revenue or be held liable if an offset project does
not sequester carbon or reduce greenhouse gas emissions? How about in the event of a
natural disaster or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

If a producer intentionally violates the terms of an offset agreement, he/she should be
held liable. Establishing a carbon reserve pool would allow for efficient means to
address any intentional reversal of an offset project. Under NFU’s Carbon Credit
Program, per the standards/protocols of CCX, 20 percent of each producer’s tons earned
are placed in a carbon bank operated by CCX that is to be paid in a lump sum at the end
of the contract. Additionally, penalties are assessed for early termination of the
contractual obligations.

The possibility of natural disasters or other uncontrolled events are not within the hands
of the agricultural producer and should be dealt with through the valuation of the credits.
Anthropogenic and non-anthropogenic emissions should be decoupled ensuring
participants are not penalized for natural or biological events such as droughts, fire and
variable rainfall.

27) Should the protocols and procedures for the offset program be detailed in legislation, or
should authority be delegated to the appropriate government agency to develop
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regulations? If so, which agency or agencies should be responsible for devising protocols
and procedures?
Please respond in 300 words or less.

USDA should be given sufficient instruction in legislation to ensure that the rules reflect
congressional intent regarding the workings of an effective offset program.  Legislation
should include an initial non-exhaustive list of projects that are eligible under the
program as well as clear definitions of what is meant by additionality, permanence, and
leakage. If USDA is not given explicit authority to administer the agricultural offset
program, Congress should provide very detailed guidance and directive to the
administering agency to ensure broad participation.

28) What are the obstacles faced by agricultural producers and landowners to implement
practices and technologies?

Please respond in 600 words or less.

In large part, economics plays a significant role in implementing new practices and
technologies. From an agricultural producer’s perspective, investing in technologies and
practices will be done if it is more economical than the alternative with regard to upfront
costs and productivity output.

Given this, it is imperative that any legislation include strong, durable economic
incentives that farmers can consistently rely on when making decisions to adopt new
practices and technologies.

29) Do existing conservation and forestry programs provide sufficient incentives to
encourage the adoption and implementation of practices that mitigate climate change
impacts, sequester carbon and/or reduce greenhouse gas emissions? If not, what might
Congress consider offering as additional financial incentives and technical assistance to
speed up adoption/implementation?

Please respond in 300 words or less.

Existing conservation programs were not intended to provide incentives for carbon
sequestration or emissions reductions. They have been implemented to reduce erosion,
improve water quality, ensure wildlife habitat and preserve farmland. In addition to a
properly crafted cap-and-trade program, conservation programs that pay farmers per ton
of GHG sequestered or emissions reduced would help foster the adoption of new
practices.

Part I1I: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not
be have covered by the questionnaire, such as a low-carbon fuel standard, life-cycle
analysis, leakage, or biofuel incentives.

Respondent did not complete the chart at the end of the questionnaire.
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL GRAIN AND FEED
ASSOCIATION
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name

Dr. Kendell W. Keith
Organization(s) you represent
National Grain and Feed Association
Address

[Redacted]

Email

[Redacted]

If you are responding on behalf of an organization, please list the capacity in which you are
representing that organization, including any office or elected position you hold or if you
are a volunteer.

President of the National Grain and Feed Association
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Part I: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of climate change
issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-and-trade program,
or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

A key element to any carbon reduction program will be to minimize negative impacts on the
stability and predictability of markets and the cost of doing business. As we have witnessed
during last year’s run up in commodity and energy prices, volatility in markets can have a severe
limiting impact on the grain, feed and grain processing industry’s ability to pursue new
opportunities for growth and improvement in the competitiveness of U.S. agriculture. Whatever
the makeup of the final program, it must not negate the competitive advantages in technology,
transportation and infrastructure enjoyed by U.S. agriculture. The global marketplace is highly
competitive and margins are small so any new costs incurred unilaterally within the U.S. have
the potential to negatively impact market share for all U.S. crop exports. It also could make U.S.
commodities less competitive even in domestic markets.

A primary concern is that legislation may create a program that — if not fully vetted and

examined for all its cc 1 es — could have the potential to increase costs, straining small
business and providing few, if any, real net benefits in reducing carbon. Given the current
fragile economic condition of the U.S. and global economies, it would be ill advised to
implement a program that represents a fundamental change in the nation’s economic foundation.
A fundamental hallmark of the U.S. is to foster a free market economic system that rewards hard
work and innovation. As federal policymakers embark upon a massive undertaking to re-
engineer the economy, it is important to take a comprehensive approach that strives to enhance
cconomic opportunity while promoting identifiable and measurable benefits of reducing carbon
emissions.

A hybrid of approaches may allow for the greatest flexibility in meeting the challenges
associated with reducing carbon emissions. But it is imperative that any approach be cost-
effective, maintain the competitiveness of U.S. industry, be predictable, allow for sufficient
transitioning, offer verifiable results and be conducted in concert with similar efforts by our key
foreign competitors.

2) Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or why not?
Please respond in 300 words or less.

While the NGFA believes most grain elevators and feed mill facilities are unlikely to reach the
minimal thresholds that would trigger a requirement to reduce emissions or purchase credits,
these particular sectors should not be covered under a carbon reduction program. These
agricultural businesses on which U.S. farmers depend already confront increasing electricity and
transportation costs that would be further exacerbated if they were subjected to carbon-emission
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limits or a requirement to purchase credits, potentially increasing food costs or further depressing
farmgate prices. Ensuring that these types of facilities are exempted, or could earn credits
through carbon-reducing practices, would assist in limiting the overall impact of increased prices
to consumers or reduced prices to agricultural producers.

In addition, the cost of handling grain already has increased dramatically, which can negatively
affect the prices farmers receive for their products. Additional financing costs and increased
market volatility also limit the availability of additional risk-management tools that producers
use to maximize the value of their crops. Limiting the overall exposure of grain, feed and grain
processing facilities will at least reduce some of the expected cost burden on the industry and
those it services.

8) Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers
and forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

The NGFA believes there will be a number of negative impacts on various sectors of U.S.
agriculture, such as:

Transportation Costs: Grain and oilseed handlers are major users of all modes of
transportation. Grain and oilseed production tends to be concentrated in lighter population
density areas, requiring the transport of those bulk products considerable distances to various
processing facilities and to export terminal clevators at the nation’s ports. Agricultural shippers
utilize rail and barge transportation when and where available and economically feasible, but
trucking remains a critical component in getting these products to market. In many production
areas, transportation choices are extremely limited and costs incurred by refiners will be passed
back to the shipper and in the case of most agricultural products passed back to the farmer.
Given U.S. agriculture’s reliance upon efficient, cost-effective and timely transportation across
all modes, any increases in these costs will directly and adversely affect the U.S. farmer’s ability
to compete with their global counterparts.

Power Costs: While relatively small compared to other users of electricity, power usage by
grain handling facilities, feed mills and grain processing plants does represent a significant cost
of operations. A study conducted by Oklahoma State University estimated that electricity costs
for grain handlers has increased by 19 percent over the past five years, and is expected to
continue to increase. These increases, coupled with dramatic increases in the overall cost of
handling grain and oilseeds attributable to commodity prices and other factors, have made it
more of a challenge than ever to effectively price grain and give the industry the confidence to
offer a wide range of risk-management tools to assist producers. Policy decisions that offer the
potential for even greater increases in the variable cost for elevators will push them to scale back
on potential growth opportunities and at least in some cases force them into uneconomical
operations — causing them to sell off to competitors or shutter their operations. That will
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exacerbate concentration in agribusiness and potentially disrupt the livelihood of rural
communities.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a carbon
reduction program receive transitional assistance?

Please respond in 300 words or less.

A measured and incremental approach to implementation is preferred to give businesses the
opportunity to efficiently adjust to new programs and costs.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices be
blished? Please explai

Please respond in 600 words or less.

The NGFA mission statement underscores our commitment to encouraging a free market
approach. However, if implemented, the carbon reduction program will represent an artificial
market created by the government which also would create an artificial shortage of available
credits. Given the massive government interference in the marketplace by capping carbon
emissions, we believe it would be necessary to cap prices at least through a transitional period
and potentially for the long term to ensure that the costs of the credits, which will be passed back
through the system, are limited to a reasonable level and are not allowed to spike so high as to
contribute to further volatility for the grain and feed industry.

Part 11: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic during any
potential climate change discussion. Please answer the following questions regarding the scale, scope, and
limitations of any program as part of the larger carbon reduction debate.

18) What should be the eriteria for assessing offset projects?
Please respond in 300 words or less.

The NGFA believes that implications on the production of food and fuel crops must be included
in the criteria for assessing offsets. While converting cropland to range or grassland may provide
a limited benefit in the overall reduction of carbon emissions, far outweighing that benefit is the
impact on local rural communities of less economic activity, as well as the impact on global
supplies of fundamental food and fuel commodities. Offset projects must be assessed not just for
carbon-reduction benefit, but for potential negative economic impacts. This will help project
administrators understand which projects meet a balanced criteria that appropriately weighs
economic and environmental factors.
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Part I11: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have covered
by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or biofuel incentives.,

There are two additional issues the NGFA would like to bring to the attention of the Committee:
1) potential incentives to idle additional productive cropland acres; and 2) international
implications of a potential carbon-reduction program.

We are concerned that potential legislation would provide an incentive for the conversion of
cropland to rangeland or grassland in exchange for tradable carbon credits. The U.S.
government already operates a large-scale land-idling program that idles more than 34 million
acres through 10-15 year contracts. Potential incentives that further erode the available acreage
base for food and fuel crops could have a significant negative impact on the availability of both.
For these reasons, the NGFA will not support a program that undermines the assurance that there
will be adequate acreage to continue to produce a safe and abundant food supply for world
consumers and to capture opportunities presented by the growth in biofuels.

This type of provision could encourage producers or landowners to take productive land out of
agricultural use and sell it as credits, rather than continue agricultural production using improved
conservation techniques and ensuring sufficient food and biofuels availability. While U.S.
stocks have rebounded, global supplies of major commodities are at or near record lows. Such a
program could inadvertently turn into a lucrative retirement program for both landowners and
fertile productive farmland that is needed to feed the world.

Further idling of productive resources, while harmful to U.S. agricultural competitiveness, also
can be a particular burden on young farmers and ranchers trying to build an economically sized
operation. These producers, in particular, can find it difficult to compete with government
programs that provide economic incentives to idle land rather than rent or sell those acres. We
want to make sure that the design of any program will not allow for nor encourage large coal-
fired power generators and other carbon emitters to buy large tracts of farm acreage, taking it out
of production, and then converting it to rangeland and using the credits so they can continue to
emit greenhouse gases.

Importantly, significant portions of the most environmentally sensitive agricultural lands already
are enrolled in USDA’s Conservation Reserve Program. It is imperative that any carbon-
reduction program avoid additional cropland acres being idled.

There are a number of implications globally if a carbon reduction program is implemented in the
U.S. Most critical to the competitiveness of U.S. agricultural products is their ability to compete
on a level playing field with competitors, particularly in the growing regions of South America
and the Black Sea. Both have become increasingly competitive across a number of agricultural
products and also are not currently governed by any type of carbon-reduction scheme. While a
potential carbon tariff has been floated as a possible “stick™ to administer against those without
such as regime who export to the U.S., it will have no impact on those with whom we are
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competing for global market share. Such a punitive tariff also would raise the specter of
triggering retaliation by our trading partners.

There is no purely unilateral U.S. solution to a global problem. And making the U.S. agricultural
industry less competitive is unlikely to lead to any long-term reductions in carbon emissions. In
fact, the world could face the potential for increased greenhouse gas emissions as those without
similar conservation-minded production practices ramp up production and increase market share
against their potentially less competitive U.S. counterparts. We would encourage that the U.S.
instead play a leadership role in a global effort on carbon-emissions reduction, rather than take a
unilateral approach that may have a limited overall impact and innumerable damaging,
unintended consequences.
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National Grain and Feed Association

[Redacl:ed] Web Site: www.ngfa.org

April 10, 2009

The Honorable Collin Peterson, Chairman
House Committee on Agriculture

1301 Longworth House Office Building
Washington, D.C. 20515

Dear Chairman Peterson:

The National Grain and Feed Association (NGFA) appreciates the opportunity to respond to
questions related to potential climate change legislation. We believe it is critical for U.S.
agriculture and your committee to play a significant role in this wide ranging and potentially
economy-changing debate on the regulation of carbon. As an industry involved in the handling,
processing and exporting of the major grain and oilseed crops produced in the U.S., we have
identified several major issue areas that we believe must be considered and appropriately
addressed in any legislation considered by Congress.

Global Competitiveness of U.S. Agriculture: The climate change issue is global and the NGFA
is wary of any program that does not address it through an international cooperative process.
Developing countries are among U.S. agriculture’s fiercest competitors, and they stand to gain a
significant economic advantage if the U.S. pursues a unilateral approach.

Incentives for Idling Productive Cropland: Global commodity supplies have been challenged
in recent years and the world witnessed a severe run up in commodity and food prices last year
making it critical that any move to reduce carbon emissions does not inadvertently incentivize
farmers to take land out of production or allow carbon emitters to purchase cropland and take it
out of production to earn offsets. That would devastate ULS. agricultural competitiveness and
undermine the economie foundation on which rural communities depend.

Increases in the Cost of Handling, Processing and Exporting Grain and Oilseeds: The grain,
feed and processing industry utilizes significant amounts of power to run its operations, and those
costs already have increased dramatically in recent years. Given the geographic expanse between
production and consumption, the industry is a major shipper of commodities by truck, barge,
ocean vessel and rail. Major cost increases in those industries undoubtedly will hit grains and
oilseeds shippers very hard — particularly since there are few alternatives in most cases to move
these commeodities. Those transportation cost increases inevitably would be passed back to
producers through lower farmgate prices. These economic challenges must be considered and
addressed through the legislative process.

International Implications: Global competitiveness is a key issue for U.S. agriculture, but we
must also be mindful of our World Trade Organization (WTO) obligations. Taxing imports in an
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attempt to level the playing field if the U.S. acts unilaterally will raise the specter of like
treatment by affected countries and invite retaliation by our trading partners. Likewise,
improvements in food and energy security are critical to geopolitical stability. The reliable and
cost-competitive export of U.S. agricultural products is an ever-more critical element of the
global food, fiber, fuel and feed environment.

The NGFA’'s Mission Statement states our primary goal is to “foster an efficient free market
environment that achieves an adequate, sate and high-quality food supply for domestic and world
consumers” further our Statement of Purpose focuses our activities “on the growth and economic
performance of U.S. agriculture.” Those statements drive our commitment to ensure that any
carbon-reduction program approved by Congress and implemented by the Administration will
not impair our industry’s ability to carry out those goals. Given the magnitude and complexity of
the climate change issue, we support a deliberate and conscientious effort by Congress to
carefully scrutinize a carbon reduction program’s impact on both the domestic and global food-
production industry as well as the resulting impacts on consumers and those in need of
humanitarian food assistance.

Congress is embarking upon a fundamental change to the functioning of the nation’s economy.
While currently in the midst of a downswing, the U.S. economic engine has contributed
significantly to America’s economic success and international leadership. Thus, to avoid any
reversal of this progress, it is imperative that Congress and the Administration proceed with due
diligence before such a sweeping change is undertaken. The problems of climate change are
global in nature and we believe U.S. support towards a global solution has the best chance to

lead to a successful outcome to combat global warming while maintaining the competitiveness of
U.S. agriculture — an industry that has consistently contributed a positive balance of trade for the
U.S. economy.

Established in 1896, the NGFA consists of more than 935 grain, feed and feed ingredient, grain
processing, exporting, biofuels and other grain-related companies that operate about 6,000
facilities and handle more than 70 percent of all U.S. grains and oilseeds. The NGFA's
membership encompasses all sectors of the industry, including country, terminal and export
elevators; feed manufacturers; cash grain and feed merchants; end users of grain and grain
products, including processors, flour millers, and livestock and poultry integrators; commodity
futures brokers and commission merchants; and allied industries. The NGFA also consists of 36
affiliated state and regional grain and feed associations.

Thank you for the opportunity to comment, and we look forward to working with you and the
rest of the Committee to ensure the needs of U.S. agriculture are fully met in the process to
reduce carbon emissions.

Sincerely,

Kendell Keith, President
National Grain and Feed Association
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL MEAT ASSOCIATION

Committee on Agriculture
U.S. House of Representatives
Biographical Form
Name
Barry Carpenter
Organization(s) you represent
National Meat Association
Address

[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

CEO
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NMA

WATIONAL MEAT ASSOCIATION
NATIONAL MEAT ASSOCIATION
[Redacted]

hitp:ffwww.nmaonline.org

April 10, 2009
Chairman Collin Peterson
House Committee on Agriculture
Room 1301 Longworth House Office Building
Washington, DC 20515

Dear Chairman Peterson,

Thank you for contacting National Meat Association with this questionnaire on the
important topic of options to reduce greenhouse gas emissions.

Organized in 1946, NMA represents the interests of meat packers and processors
throughout the United States. With approximately 300 general member companies, many
of whom would be directly impacted by any possible cap and trade program.

Answers to the questionnaire are attached. We appreciate this opportunity to comment.

Sincerely.

6%2, £ CW

Barry Carpenter
CEO
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Part I: Carbon Reduction Program Design

]

Cap-and-trade programs are the preferred methods to manage climate change
initiatives. These programs will allow the market to provide efficient vehicles to
incorporate climate change initiatives throughout every sector of the economy
whether the industry is part of the cap or part of the trade component of the structure.
The cap-and-trade programs, if designed correctly, will allow for the efficient transfer
of carbon values between industry sectors thereby reducing the overall costs of
deploying the program. The entire U.S. Agricultural Sector can play a significant role
in helping to reduce domestic greenhouse gas (GHG) emissions through a market-
based cap and trade system by sequestration of carbon on agriculture lands,
development of sequestration ponds, and reduction of emissions from livestock
through dietary improvements and manure management. Every sector of the
agriculture industry from production to processing can play a significant role in
ensuring that a market-based cap and trade system will succeed in reducing GHG
emissions.

2) Should any cap and trade legislation be passed in Congress, it must be structured

3)

correctly so that the value for the agricultural industry does not exceed the costs to
them, their communities, and the U.S. economy, while achieving the desired benefits
for the climate. It is important, however, to account for vertical integration in the
industry. If processors are subject to a cap the associated costs would likely be
passed back to producers, potentially nullifying benefits of carbon credits.

Emission allowances should be distributed through the USDA. USDA has the
statutory authority provided in the 2008 Farm Bill, the institutional resources and the
technical expertise necessary to create and administer an agricultural offset program
that works for production agriculture. USDA has a track record of working with
farmers as well as studying, modeling and measuring conservation and production
practices that sequester carbon and that promote appropriate manure management and
nutrient application on agricultural lands. USDA should be given adequate flexibility
in implementing the offset program that allows them to account for new technologies
and practices that emerge, which result in emission reductions from agricultural
sources.

There are strong arguments that providing offsets to the agricultural industry at no
cost will provide liquidity to the entire carbon credit market while reducing the
overall cost to society as a whole. Another option may be to provide the offsets as a
form of a credit to those who are in the agriculture industry with a higher credit
provided for those who initiate additional carbon management measures similar to
Investment Tax Credits.

Limits

Current estimates predict that agricultural and forestry lands can help to reduce up to
20% of U.S. GHG emissions on an annual basis. Therefore, we believe it is unwise
and market distorting to place an artificial cap on the amount of domestic offset
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allowances a covered entity can use to meet its yearly obligations. Our goal should be
to remove as much GHG from the atmosphere as possible. Artificial caps will prevent
legitimate carbon sequestration, livestock methane capture, and manure gasification
projects from occurring.

Many practices undertaken to reduce greenhouse gas emissions will provide
additional public benefits, such as clean water, wildlife habitat, and reduced soil
erosion. Projects participating in a greenhouse gas offset market should not be
excluded from also participating in other markets for environmental services that
currently exist or may arise in the future. Allowing producers to “stack™ credits will
maximize the economic viability of carbon sequestration and manure management
projects, ensuring more projects are undertaken and synergies with other
environmental priorities are developed. In addition, new climate programs should
complement existing conservation programs within the Farm Bill. Providing as much
incentive to the industry to meet social goals should be supported.

Agriculture is always evolving. As technologies and practices improve, farmers are
converting to alternative tillage practices such as no-till or ridge-till. They are
reducing fertilizer application rates and enhancing crop uptake of fertilizer nutrients.
Some livestock producers are able to use methane digesters and invest in covers for
manure storage or treatment facilities while others are able to reduce enteric
emissions with dietary modifications. Producers that have taken these steps should
not be disadvantaged by being excluded from compensation for future offsets that
occur as a result of these ongoing efforts.

4) The national cap-and-trade program should not be linked to existing or emerging U.S.

6)

regional programs. It would only increase the cost of compliance, increase confusion
in the marketplace, and reduce the incentives to participate. Carbon emissions know
no borders.

USDA has the statutory authority provided in the 2008 Farm Bill, the institutional
resources and the technical expertise necessary to create and administer an
agricultural offset program that works for production agriculture. USDA has a track
record of working with farmers as well as studying, modeling and measuring
conservation and production practices that sequester carbon and that promote
appropriate manure management and nutrient application on agricultural lands.
USDA should be given adequate flexibility in implementing the offset program that
allows them to account for new technologies and practices that emerge, which result
in emission reductions from agricultural sources.

The most effective method of transferring credits is through the marketplace. The
CFTC has established a track record of efficiently establishing a market for carbon
derivatives (currently rather thin). CFTC also provides adequate price transparency
in order to allow buyers and sellers to determine whether to enter into an exchange.
Once Congress establishes the standards for the credits the private sector could
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validate and audit the offsets and has proven to be very effective at developing
resources to do so.

Allowing all forms of and methods of transfer should be open to allow the market to
determine the most effective method of transfer will reduce transaction costs.
regulatory burdens and allow more of the economic benefit to be transferred to the
participants. All forms of transfer both regulated and unregulated should be allowed.

There is no question that there will be a negative impact to regions and populations as
a result of the implementation of carbon initiatives. The fact that food is produced,
harvested. and processed (any segment of the industry creating or delivering food
products) leads to emissions that are a natural byproduct of creating food in various
forms. There are very limited options in changing these processes to reduce carbon
emissions without significantly increasing, production costs, the risk of food borne
illnesses (boilers to heat water), changing the deliverable (breading, cutting, cooking,
etc), or limiting the output (not completing the fabrication process), etc.

In addition, it is important to recognize regional differences in operations which may
increase or decrease the opportunity to create offsets and credits. For example, the
Northwest derives a significant amount of energy from hydroelectric plants that have
a very small carbon footprint while the Northeast derives a significant amount of
energy from coal fired plants with a relatively large footprint. Therefore, there will
be regional distortions in operations” ability to participate in credit creation or
improvements depending to where they reside.

9) There may be cost impacts to United States economy that will never be offset.

10) Clearly there will be negative economic impacts to businesses throughout the

economy. Most businesses compete directly or indirectly with other countries in
which such costs will not exist therefore domestic businesses will be at a
disadvantage both in the short-term and long-term. Transitional assistance will be
necessary, and maybe need to be permanent, in order to retain certain sectors of our
industrial base in the United States.

11) Clearly public lands play a large role in carbon sequestering and those ranchers and

farms who have been given stewardship over those lands should share in the carbon
benefits of proper management of those lands. This will encourage public land
producers to invest in management that produces higher carbon credits. The
government portion of the credits could be sold or provided to the market to offset
overall compliance costs.

12) Carbon prices should be determined by market forces to promote competition and

promote continued reductions of emissions through technological advances.

13) A key lesson to be learned from the European programs is that an early baseline date

needs to be established (2000 or 2005) and allowing credit for effective carbon
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reduction management practices irrespective of historical implementation date. In
Europe many early adopters and leading environmentally focused companies where
not given credit for technology that was deployed prior to the baseline date. In fact,
the baseline date was moved forward by several years after the discussion began
which penalized those companies who took the early initiative to address their carbon
footprint. These companies then were required to expend additional resources, often
at much higher costs. to meet the regulatory demands while the laggard businesses
where able to pick the low hanging fruit because they waited until after the legislation
was established. The baseline date for any cap-and-trade program should be
established early in the debate and not changed so that it won’t penalize those
companies that have already invested in positive technology.

This is especially true for agriculture. Agriculture is always evolving and has been
deploying carbon management technology for some time. These efforts should be
rewarded irrespective of when they were initiated. As technologies and practices
improve, farmers are converting to alternative tillage practices such as no-till or
ridge-till. They are reducing fertilizer application rates and enhancing crop uptake of
fertilizer nutrients. Some livestock producers are able to use methane digesters and
invest in covers for manure storage or treatment facilities while others are able to
reduce enteric emissions with dietary modifications. Producers that have taken these
steps should not be disadvantaged by being excluded from compensation for future
offsets that occur as a result of these ongoing efforts.

There are businesses that are waiting to implement carbon positive initiatives to see
what Congress is going to do. Specifically, what is the baseline date going to be —
date of legislative enactment (disaster), 2005 (good), 2000 (better, provided it is
simple to prove) or any improvements and positive practices count (best). The first
item of any legislation should be the date. It may be advisable to pass legislation to
stipulate that any carbon legislation must use a stipulated date irrespective of the
outcome or carbon program deployed.

Part II: Carbon Reduction Program Administration and Implementation

14) Using a combination of voluntary offset programs as well as bonus allowance for
selected agricultural activities will provide a significant benefit to the overall
environment and provide liquidity to carbon market. Both the regulated community
and agricultural sector need assurances that agricultural offsets will be available to
lower costs of a climate change program. The regulated community needs to know
that a sufficient quantity of offsets will be available for purchase so that they can
comply with a mandatory cap. The agricultural sector needs to know which project
types Congress considers to be eligible as agricultural offsets in order to assess the
full impact of cap and trade legislation on agriculture. An initial, non-exhaustive list
of project types in the legislation itself is critical to addressing these concerns.
Shifting the burden of making these decisions to an entity other than Congress
generates uncertainty that should be avoided.
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15) The offsets should not be artificially limited by the government. If the carbon
sequestering or mitigation practices exist they should be recognized and valued.
Current estimates predict that agricultural and forestry lands can help to reduce up to
20% of U.S. GHG emissions on an annual basis. Therefore, we believe it is unwise
and market distorting to place an artificial cap on the amount of domestic offset
allowances a covered entity can use to meet its yearly obligations. Our goal should be
to remove as much GHG from the atmosphere as possible. Artificial caps will prevent
legitimate carbon sequestration, livestock methane capture, and manure gasification
projects from occurring.

16) Prioritization of offsets is necessary only if there are a limited number of offsets to
be distributed. There should be no limits therefore no prioritization process is
necessary. Per the answer above, limiting offsets limits the recognition of the true
carbon minimization practices that are initiated.

17) It is scientifically proven that agricultural soils sequester carbon. In fact, technologies
are available to effectively measure soil carbon content. Sound and accurate
measurements exits as to the amount of methane captured and destroyed in anaerobic
digesters. In addition, a recent study indicated that ponds on farms and ranches also
have significant carbon sequestering value. There are many other broadly accepted
agriculture carbon positive practices that can be defined immediately. USDA should
quickly implement provisions of the recently enacted 2008 Farm Bill that directs
them to develop guidelines and protocols related to farmer, rancher and forestland
owner participation in greenhouse gas offsets markets. USDA has already developed
a properly constructed science based model that includes statistically relevant random
field measurements to help maximize agriculture’s offset credits for carbon
sequestration.

18) Same as above.
19) Same as above.

20) Currently the carbon credit market attracts only a limited number of participants as a
result, to some degree, of the difficulty of “proving” the carbon offset value. Even in
operations (for example — a ranch) where science clearly supports a positive carbon
sequestration with a clear multiplier of that positive value (acres in pasture) it is
relatively expensive to establish the carbon value of the operation. In order to
maximize the participants in the program a simplified method of calculation must be
implemented.

In addition. a project based standard calculation would also be useful when projects
are initiated to reduce the transaction costs. In most cases these projects have well
established base values that are scientifically validated that can be casily applied
similar to the asset tax depreciation schedules.
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21) A direct relationship between offsets and allowances should be considered to
simplify cap and trade in future policy. Such a relationship assumes that reductions
in allowances will occur as emissions caps are tightened over the long term and
thereby increase the value of credits promoting additional improvements over time.

22) The market will provide signals as to the length flexibility necessary for the offsets
to have marketability. Equity and financial derivatives function efficiently by
providing various lengths of commitment. Generally, markets like more flexibility to
less. Generally markets like varying lengths to one. It is important to match the
offsets to the regulatory demands of the caps.

23) Congress should recognize all offset projects and credits that have been created
irrespective of its origin. As previously stated, agriculture has been implementing
carbon management systems for quite some time and agriculture is always evolving.
This value must be recognized irrespective of when they where implemented. As
technologies and practices improve, farmers are converting to alternative tillage
practices such as no-till or ridge-till. They are reducing fertilizer application rates and
enhancing crop uptake of fertilizer nutrients. Some livestock producers are able to use
methane digesters and invest in covers for manure storage or treatment facilities while
others are able to reduce enteric emissions with dietary modifications. Producers that
have taken these steps should not be disadvantaged by being excluded from
compensation for future offsets that occur as a result of these ongoing efforts.

24) Many practices undertaken to reduce greenhouse gas emissions will provide
additional public benefits, such as clean water, wildlife habitat, and reduced soil
erosion. Projects participating in a greenhouse gas offset market should not be
excluded from also participating in other markets for environmental services that
currently exist or may arise in the future. Allowing producers to “stack™ credits will
maximize the economic viability of carbon sequestration and manure management
projects, ensuring more projects are undertaken and synergies with other
environmental priorities are developed. In addition, new climate programs should
complement existing conservation programs within the Farm Bill.

25) Trying to determine the “intent” of any project is difficult and is fraught with
problems. Ifany project, funded by whomever, reduces carbon emissions those
emission reductions should be recognized for the benefit of the owner. This will only
encourage more reduction projects which ultimately is the goal.

26) A producer should be required to return revenue and be held liable if an offset
project is not completed or is terminated. However, a project which is implemented
correctly should be presumed to deliver the calculated carbon offset value and
producers should not have to prove the emissions where mitigated. Most contracts
have a “force mojeure™ clause which allows for a contract to be negated when there
are events that are dramatic and are outside the control of the producer such as acts of
God, strikes. wars, fires, civil commotion, etc. which makes it impossible to comply
with the provisions of the contract. This concept should be provided in this program.
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27) Same as previously described. Legislation will never address all the issues and
details that will be required to make this program functional. USDA has the statutory
authority provided in the 2008 Farm Bill, the institutional resources and the technical
expertise necessary to create and administer an agricultural offset program that works
for production agriculture. USDA has a track record of working with farmers as well
as studying, modeling and measuring conservation and production practices that
sequester carbon and that promote appropriate manure management and nutrient
application on agricultural lands. USDA should be given adequate flexibility in
implementing the offset program that allows them to account for new technologies
and practices that emerge, which result in emission reductions from agricultural
s0urces.

USDA should quickly implement provisions of the recently enacted 2008 Farm Bill
that directs them to develop guidelines and protocols related to farmer, rancher and
forestland owner participation in greenhouse gas offsets markets. USDA has already
developed a properly constructed science based model that includes statistically
relevant random field measurements to help maximize agriculture’s offset credits for
carbon sequestration.

28) U.S. agriculture’s primary obstacle will be cost and being placed at a competitive
disadvantage to other producers around the world. These costs include not only direct
project costs but also other regulatory program compliance costs. Agriculture today
is burdened by an ever increasing cost of doing business on the United States imposed
by government regulations and compliance costs. The reality is that if any segment
of the agricultural community, from producers to the processors, bare additional costs
these will be absorbed by the industry not the consumers.

29) More incentives should be considered to promote sustainable agriculture, specifically
with regards to reforestation in the form of sequestration credits that will promote
better practices and long term conservation.

Part I1I: Carbon Reduction Program Additional Thoughts

No additional thoughts.
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL MILK PRODUCERS
FEDERATION
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name

Jerry Kozak

Organization(s) you represent
National Milk Producers Federation

Address
[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which you
are representing that organization, including any office or elected position you hold or
if you are a volunteer.

President & CEQ, National Milk Producers Federation

Part I: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of
climate change issues. Do you think Congress should enact a program that uses carbon
taxes/fees, a cap-and-trade program, or a hybrid of these two approaches? Why? Please
respond in 600 words or less.

NMPF believes that when considering the pending climate change legislation, the best
approach would be a cap-and-trade program where agriculture is not a capped sector. We
feel this is the most effective way to reduce emissions of greenhouse gases (GHG), while
minimizing the cost to taxpayers and the economy. This type of a cap-and-trade program
would also provide an economic incentive for large and small producers to reduce their
GHG emissions. NMPF also feels that there would be no potential benefit for the dairy
industry in a carbon tax system.

The dairy industry has already taken significant steps to identify where emissions come
from and what is the best way to reduce those emissions. NMPF and Dairy Management
Inc, (the dairy checkoff program) along with other industry partners, are working with the
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University of Arkansas to conduct the first comprehensive survey, and life cycle analysis, of
the GHG emissions for the US fluid milk value chain. InJune of 2008, the Dairy
Sustainability Summit was held to identify opportunities to reduce emissions while creating
business value for the industry.

Progress will continue to be made through the development and application of new and
innovative research, and associated on-farm testing by dairy farmers. NMPF believes an
offsets program under a cap and trade system would offer the best set of incentives for
dairy farmers to continue to pursue these innovations and gain the market benefits as a
result.

NMPF does not feel that a carbon tax is the best approach to reduce GHG emissions. While a
carbon tax controls the price of emissions, the actual quantity of emissions that will occur
under a tax is less certain. Unlike a cap, a tax does not guarantee that targeted emission
reductions will be achieved. Setting a tax rate in order to reduce emissions by a certain
amount would involve a lot of guesswork, which would need to be updated as economic
conditions change. Also, a cap-and-trade program can readily be linked to a comparable
global carbon market, where a carbon tax program cannot.

2) Should the agriculture and forestry sectors be covered under a carbon reduction program?
Why or why not? Please respond in 300 words or less.

No, agriculture must not be capped. According to EPA, only 6.4% of emissions come from
agriculture with animal agriculture being directly responsible for about 2.5% of total US
emissions in 2006. Also, agriculture should not be included in the capped sector because
farms represent too many, small or minor sources of GHG emissions. There are more than
60,000 US dairy farms in the U.S. and it would be highly impractical and cost prohibitive to
try to regulate all of these farms. The same is true for the rest of agriculture’s nearly 2
million operations. The most effective way to address non-point source pollution is through
a voluntary system.

Allowing the uncapped agriculture sector to participate would serve as valuable cost
containment for the sectors that were required to reduce their emissions by providing lower
cost options to reducing GHG.

Dairy farmers can achieve significant amounts of real, verifiable, additional and low cost or

cost effective reductions or avoidance of GHG emissions through:

* (Capture and destruction of the methane production by animal manure;

¢ Reductions in enteric emissions through changes in dietary strategies; and

e Substitution of manure for commercial fertilizers as the source of crop nutrients,
avoiding the emissions associated with the production and transport of commercial
fertilizers.
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3) Ifa cap-and-trade program is chosen, how should emission allowances be distributed? For
example, should they be at no cost, auctioned, or a combination of both? How should
Congress prioritize the distribution of available allowances? Should allowances for the
agricultural and forestry sectors be allocated at no cost, if so, should there be a limit on the
number of no-cost allowances?

Please respond in 600 words or less.

NMPF feels that allowances should be allocated at no cost for the agriculture sector.
Allowances will be an important piece of the cap-and-trade legislation for this sector.
Allowances could go toward rewarding the leaders or early actors of the industry to reward
those practices that have been reducing GHG emissions for years. It could also be used for
new research of GHG reduction techniques that have not been developed or still need
additional research to qualify for the offset market. These agricultural allowances should be
distributed to USDA to support these efforts.

4) Should a cap-and-trade program or a carbon tax/fee program be linked to existing or
emerging U.S. regional or other carbon reduction programs (i.e. RGGI or individual state
programs)? 1f so, which programs and why? Please respond in 600 words or less.

The existing voluntary programs provide a valuable framework for the US system to learn
from. However, they currently lack the environmental accountability that will be necessary
in the US system. Current voluntary programs do not provide protocols that are strict
enough to ensure real GHG reductions. NMPF feels the US climate change legislation must
include a robust offset program which can provide a high value of environmental integrity.
Offsets that are measurable, verifiable and additional should receive the full value for their
GHG reduction. In the current voluntary market large discount rates are applied to account
for uncertainty. NMPF feels a stricter offset program would result in a tiered offset system
that rewards proven offset technologies.

NMPF does not believe that any current mandatory program has developed enough of a
comprehensive offset program to model the US system after.

5) If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain. Please respond in 300 words or less.

NMPF feels that USDA should be running the climate change programs for agriculture. USDA
can provide the technical oversight necessary for the agriculture offset program and they
also have a high level of credibility with producers.

The 2008 Farm Bill gave USDA the authority to create technical standards for facilitating
landowner participation in emerging markets for carbon sequestration, water quality and
other ecosystem services. Section 2709 of the conservation title requires the Secretary of
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Agriculture, in consultation with other agencies and interests, to "establish technical
guidelines that measure the environmental services benefits from conservation and land
management activities." USDA also has staff around the country that could help to verify
and implement these programs.

USDA should be in consultation with the relevant Cabinet agencies, and should have
responsibility for setting agricultural offset program objectives and standards.

6) If a derivatives or futures market in carbon reduction arises in the wake of the creation of a
cap-and-trade program, should the Commodity Futures Trading Commission (CFTC)
continue its role as the regulator of this derivative carbon market, or should there be a
different regulator? Please explain. Please respond in 300 words or less.

The CFTC currently has the authority to regulate the derivative carbon market and
should continue. The carbon market will closely mirror the trading of other agriculture
commodities that CFTC currently regulates.

7) Currently, derivatives of energy-based commodities can be traded through: a) highly
structured instruments on regulated, transparent futures markets accessible to anybody and
anyone; b) flexible instruments on lightly regulated, transparent derivative markets accessible
to only major market participants, or; ¢) flexible instruments on unregulated, opaque over-
the-counter markets accessible only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-
and-trade program also be permitted to develop under similar options as for energy-based
commodities?

Please respond in 600 words or less.

Yes, this system should provide the necessary flexibility and transparency to ensure
confidence among market participants, agricultural producers and consumers. The
system allow for verifiable carbon reductions and economic growth.

&) Will enactment of a carbon reduction program have negative impacts for regions or
populations whose welfare is of special interest to the agriculture community? Such groups
could include: residents of rural areas; populations served by USDA nutrition programs;
agricultural producers and forest landowners; or input, transportation, and processing sectors
of agriculture and forest products. Please respond in 600 words or less

NMPF believes that energy costs will increase in the effort to reduce GHG emission as part
of climate change legislation. As a result, transportation, electricity, petroleum ete. will
increase. A major concern for the dairy industry is dealing with those increases, which will
directly impact all producers bottom line because they do not have the ability to pass along
any cost increases. NMPF believes that no one industry should be unduly harmed by climate
change legislation. Some dairy farmers will see higher increases in energy costs relative to
dairy farmers in other parts of the country. Also, not all dairy farmers will be able to benefit
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to the same degree from carbon offset trading opportunities. NMPF feels that producers
who are unable to take advantage of the offset market should be rewarded through the
allowance market.

NMPF believes it is fair and appropriate for a substantial portion of the revenues created
through the auction of GHG allocations to be used to reduce the level of increases from
those less able to bear it. Large sectors or regional portions of agriculture itself may be
found to be bearing their own disproportionate share needed to achieve national GHG
reductions and these portions of agriculture should receive a share of the assistance
provided from the revenues generated by the auctioning of allowances.

9) How might revenue generated under a carbon reduction program be best used to offset any
negative impacts? Please respond in 300 words or less.

The best way to reduce impacts of the climate change legislation is to have a robust carbon
market. Revenue from that market should be provided to sectors and sources that can
provide the lowest cost reductions of GHG emissions and/or have the highest potential to be
negatively affected by increases and energy and input costs. This can be done through the
provisions of revenue to the agricultural sectors from the sale of allowances and offsets.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due
to a carbon reduction program receive transitional assistance? Please respond in 300 words or
less.

Yes, businesses that are affected by overall costs should receive transitional assistance. A
robust and flexible carbon market is the most effective tool for keeping these potential costs
low.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse
gas emissions? Please respond in 300 words or less.

All available GHG reduction opportunities should be utilized. As such, the vast amount of
public land acres could be managed to increase carbon stocks through various practices that
can sequester carbon as part of a balanced set of uses for that land. Such sequestration
could be used to further help reduce compliance costs.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon
prices be established? Please explain. Please respond in 600 words or less.

NMPF believes that carbon prices should be set by market forces in the offset trading
program. As is consistent with other commodity exchanges, it is appropriate to set daily
price change limits to ensure orderly functioning.
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13) What, if any, lessons can be learned from the European Union’s Emission Trading System
(ETS) or any other carbon reduction program already underway or being developed? Do any
international carbon reduction programs currently exist for agriculture and forestry? Ask
Clark Group

NMPF believes lessons can be learned from the EU system. The EU only allowed limited
opportunities for low-cost GHG reductions from agriculture, they did not allow soil
sequestration and required methane projects to go through tedious verification processes
that left many valid offset projects unable to assist in the climate reduction goal. The US
system should allow all types of agricultural projects to participate in the offset market.

Also, the EU system uses the Clean Development Mechanism (CDM) and approves projects
on a case by case basis. This has created an inefficient system with tremendous backlogs in
approving valuable GHG reduction projects. The US system should create standards for
project types and stay away from the project-by-project system the EU is currently
operating under in order to create a more comprehensive and expeditious process for
appropriate offset projects.

Part I1: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major
topic during any potential climate change discussion. Please answer the following questions
regarding the scale, scope, and limitations of any program as part of the larger carbon
reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for
selected agriculture and forestry activities, or agreed upon performance standards for
segments of the agriculture and forestry sectors? Please respond in 600 words or less.

A voluntary market should provide as many real offsets as the market can bear. While bonus
allowances for selected GHG emission reduction activities could be included as a companion
and work in parallel to the offsets market, we believe that the first and most important need
that should be addressed with any revenues generated by allowances allocated to USDA
would be for research and development of further low cost GHG reducing or mitigating
practices in agriculture,

15) Should the total number of offsets issued annually by the government be limited? If so, how
much?

Please respond in 300 words or less.

As long as the offsets program can establish that the offsets being purchased are real,
verifiable and additional, there should not be a limit on the number of offsets. Modeling on
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bills considered by the US Senate last year showed dramatically lower compliance costs as
more offsets are allowed. NMPF also believes that a tiered system should be used to assign a
higher price for those offsets with a lower degree of uncertainty as to the exact value of
GHG reductions being achieved.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)? Please respond in 600 words or less.

The distribution of the offsets, assuming they are real, verifiable and additional will be
determined by the market. However, methane reduction credits are a proven, measurable,
verifiable and permanent credit that is ready for the market now. Reduction credits that are
in the same place should be fast-tracked so those reductions can assist with cost
containment as soon as the program is enacted.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program? Please respond in 600 words or
less.

Offsets should be measurable, verifiable, additional and enforceable. Where measurement
uncertainties exist, discount rates should be applied. Where immediate measurable,
verifiable, permanent and additional offsets exist, fast-tracking of those offsets should occur.

Also, national standards should be established to determine measure rates for offset types.
These standards should be consistently updated according to science, protocols should
undergo peer review and they should be established by public notice and comment
rulemaking. In addition they need to be real and achievable for the conditions at hand at the
locations where the offsets are being generated. USDA should be in charge of setting these
project type standards and include a combination of modeling along with actual testing of
ongoing projects.

18) What should be the criteria for assessing offset projects? Please respond in 300 words or less.

NMPF believes a verification process must allow for third party audits. This would allow
those offset providers to bear the higher audit costs in order to ensure a higher degree of
certainty of the amount of GHG reductions being achieved. This would also allow these
providers eligible to receive a higher price for these “higher quality credits” in the offset
credit market.

19) How should Congress design a system for verifying offset projects? Please respond in 300
words or less.



203

Criteria should be established by USDA for agricultural project types, not on a project-by-
project basis. A project-by-project, CDM type of system would increase the transactions cost
of the program without giving a sufficient degree of certainty across the system. Agencies
within USDA have been working on measurement and verification processes for years.
NMPF feels agencies with the technical expertise and the necessary staff across the country
should have the responsibility to verify these offsets.

20) Should Congress establish a standards-based approach with pre-calculated values or a
project-based approach that measures field results for establishing eligible offsets under the
program?

Please respond in 600 words or less.

Congress should establish a standards-based approach. Project specific data can be used to
improve the standards. USDA can establish these standards and perform random audits of
the program to ensure actual GHG reductions are being made.

21) What should be the relationship between offsets and allowances? Please respond in 600
waords or less.

The offsets and allowances should be separate markets. And there should be an allowance
market for the agriculture industry. The offset market is a proven GHG reduction program.
The allowance market for the capped sector should allow for transitional assistance to
prevent undo harm to industries and the allowance market for the agriculture or uncapped
sector could assist early actors and develop new technology and research for unproven GHG
reductions.

22) Describe the most important factors in establishing the permanence and duration of offsets
under the program, including contract length and flexibility? Please respond in 300 words
or less.

For methane destruction, permanence is not a factor, methane will be destroyed through a
digester or dietary change. However, NMPF feels that contracts should determine the
permanence of an offset.

Insurance should also be utilized for offset projects in addition to a reserve pool to account
for natural disasters.

23) How should Congress address existing offset projects or credits established through a
voluntary market or system (e.g., the Chicago Climate Exchange or an emission registry)?
Please respond in 600 words or less.

NMPF believes that any credits that are currently being sold on the Chicago Climate
Exchange (CCX) must demonstrate that the credits are measurable, verifiable and additional
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and as such should be eligible for the new offset market. We do believe that a new climate
change standards should fall somewhere in between the current CCX market and the
inconsistent CDM system. ‘

24) The terms "additionality" and "stackability" are often used when discussing the details of an
offset program. How should producers and forest landowners who may have been early-
actors and already undertaken activities that sequester carbon or reduce greenhouse gas
emissions be treated? Should activities undertaken to reduce carbon emissions also be
allowed to count towards other environmental market activities, such as water quality or
wildlife habitat creation, therefore allowing landowners to "stack" credits?

Please respond in 600 words or less.

The majority of early actors should be able to participate in the climate change legislation
through the allowances market. However, in the case of the dairy industry, there are
currently under 100 methane digesters in the country out of more than 60,000 farms. These
producers will continue to make real, verifiable, measurable and additional GHG reductions.
These producers must be able to participate in the offset market due to the valuable GHG
reductions they can provide.

Also methane digesters provide other valuable environmental benefits, including water and
air, and should not be excluded from also receiving those benefits. The same is true if there
is an environmental credit market (as distinct from a federal financial assistance program)
that trades in these other non-GHG benefits. More farmers will be able to generate more
offset credits than would otherwise occur, helping the climate and other aspects of the
environment.

It is clear that in the methane capture market, additional incentives are needed in order to
expand this technology across the industry. Without stackable credits this may not be
possible.

25) How should activities that may have been paid for in part by assistance from Federal or state
government programs (i.e. cost share, technical assistance) be treated? How should those
activities be treated if the practice was not specifically implemented to address carbon
sequestration or greenhouse gas emission reduction? Please respond in 300 words or less.

NMPF believes that the goal of a climate change bill should be to reduce GHG emissions and
any project that is reducing GHG emissions should be rewarded in order to meet that goal.
Currently, in the case of methane digesters, industry incentives are needed to expand the
current number of digesters being used today to provide a substantial GHG reduction.
Producers who reduce GHG should be awarded payment for reducing those emissions
regardless of the original intent of the activity.

Although some digester projects have received assistance from the government, the
assistance has been meager when compared to the overall cost of the project. These
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projects cost on an average of $3 million, the average USDA grant is around $500,000. The
capital investment these producers are putting forth is substantial and it is necessary that
producers are eligible for additional incentives to increase wide spread use of digesters.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural
disaster or another event uncontrolled by the producer and/or landowner? Please respond in
300 words or less.

NMPF feels that there could be several ways to deal with natural disasters or other
uncontrolled events, including but not limited to: establishing a reserve pool, creating an
insurance system for GHG reductions, establishing a discount rate for risky offsets, establish
a federal risk management tools such as currently exists with crop insurance.

27) Should the protocols and procedures for the offset program be detailed in legislation, or
should authority be delegated to the appropriate government agency to develop regulations?
If so, which agency or agencies should be responsible for devising protocols and procedures?
Please respond in 300 words or less.

Rather than setting detailed protocols in the legislation, NMPF feels that the majority of
those details should be left to proper notice and comment rulemaking, provided there is
continual and effective oversight from the correct agencies of jurisdiction. USDA should
develop these protocols.

28) What are the obstacles faced by agricultural producers and landowners to implement practices
and technologies? Please respond in 600 words or less.

The primary obstacle at this point in time is that carbon credits are undervalued relative to
the costs of many of these sound practices that reduce GHG and additional incentives do not
currently exist in order to make these projects viable. The creation of hard caps for the
emitting sectors to achieve the GHG objectives set should increase the carbon market. In
addition, the cap-and-trade program will need to establish well-defined credit trading
markets with all parties obligations clearly defined including the risks of failure to meet
contractual obligations due to circumstances under and beyond the contracting parties’
control. The transaction and verification costs must be kept to the lowest level possible
while still providing for sound trades of real value. Also, further education and access to
information are need by producers in order to fully participate in this market.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester
carbon and/or reduce greenhouse gas emissions? If not, what might Congress consider
offering as additional financial incentives and technical assistance to speed up
adoption/implementation? Please respond in 300 words or less.
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No, currently there are fewer than 100 methane digesters in the US. A tremendous amount
of research, technology and incentives are needed to bring us the success that countries like
Germany are currently experiencing with their digester program. There are digesters on
small and large farms because the proper incentives have been established. Agriculture is
filled with examples of programs that have the ability to significantly reduce GHG emissions
at a low cost.

The California climate standard however, demonstrates a different problem in that they have
created standards that prevent the utilization of digesters due to the NO; emissions that are
released off of the digester motor. Itis a shame that this technology that provides so many
additional benefits to the environment have been regulated out of use because of some
unintended consequences.

Fair levels of compensation for these practices are needed before producers will increase
their adoption. Congress could increase the financial incentives in these programs to
achieve these ends. Alternatively, allowing for the stacking credits onto the GHG offset
market will also lead to more widespread adoption and greater long term certainty as to the
size of offset being created. Furthermore, using this market-based system for GHG offset
credit trading will do a better job of ensuring that the level of GHG reductions actually taking
place match that level needed to achieve the program’s objectives.

Part I11: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be
have covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis,
leakage, or biofuel incentives.

The National Milk Producers Federation together with Dairy Management Inc. and the
International Dairy Foods Association in an effort to accelerate innovation, increase and
protect sales, and build public trust in the industry’s commitment to responsible practices
created the Innovation Center in 2008. Part of the Innovation Center includes a
sustainability initiative, where the entire dairy industry — from farm to retail — is working
together to be leaders in sustainability and enhance the health and well-being of our planet,
communities, consumers, and the industry.

The initiative helps ensure the continued viability of the U.S. dairy industry by providing
opportunities— economic, environmental, and social—to:

e Create business value by developing new business practices that benefit the
industry through operational efficiencies, reduced energy costs, new revenue
opportunities, and the mitigation of adverse regulation.

e Preserve our environment for future generations by minimizing material waste and
maximizing efficient use of energy, water and chemicals.



207

» Tell our story by highlighting the industry’s commitment to nutrient-rich foods and
responsible practices — past, present, and future.

The sustainability initiative is identifying practical and effective methods to reduce our
carbon footprint and increase business value. Some of these opportunities are short-term in
nature and take advantage of existing practices; others will require longer time frames for
research and development.

We are pursuing a range of solutions for operations large and small across each segment of
the industry—from farm to retail. Following are some real life solutions endorsed by the
Innovation Center:
e Energy audit programs that give farmers and processors information and
resources to help reduce energy consumption
e Research for methods to reduce enteric methane through nutrition, immunology
and genetics
e A pilot project tackling barriers to widespread adoption of methane digesters,
spurring innovations in technology, reliability and cost structures
» A pilot project working to demonstrate the commercial viability of non-thermal
UV processing technology as an alternative method for producing high-quality,
safe milk products with significantly reduced energy outputs
* Many organizations are exploring carbon reduction opportunities through crop
production, packaging, refrigeration, and transportation

NMPF is also looking at various other solutions to make environmental practices make
economic sense for producers to implement. The renewable electric standard would create
a demand for the renewable energy digesters can produce. Currently there is a wide
variation in the rate paid for energy production. If producers can get a fair rate for the
energy produced, more producers may be encouraged to install this technology.

In addition, NMPF is supportive of a biogas tax credit that would create an incentive to
create biogas. Currently this is a very costly activity and there are very few producers that
can afford to make the investment even though it would displace a fossil fuel.

The industry is taking significant steps to reduce its carbon footprint but more work can be
done. NMPF is certain that with proper incentives, the dairy industry can be a substantial
source of renewable energy and assist in valuable GHG reductions.
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL OILSEED
PROCESSORS ASSOCIATION
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name

Thomas A. Hammer

Organization(s) you represent

National Oilseed Processors Association (NOPA) is a national trade association comprised of
15 companies engaged in the production of food, feed and renewable fuels from oilseeds,
including soybeans. NOPA’'s 15 member companies process more than 1.7 billion bushels of
oilseeds annually at 66 plants located throughout the country, including 61 plants which
process soybcans.

Address

[Redacted]

Email

[Redacted]

If you are responding on behalf of an organization, please list the capacity in which you
are representing that organization, including any office or elected position you hold or
if you are a volunteer.

President
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Part I: Carbon Reduction Program Design

Members of Congress have introduced numerous bills to address the wide spectrum of
climate change issues. Do you think Congress should enact a program that uses carbon
taxes/fees, a cap-and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

Climate change is a global challenge requiring multilateral solutions that do not shift the
economics of agricultural production, processing and manufacture of food and feed products,
and renewable fuels, Rising energy costs commensurate with either a carbon tax or an
emissions cap imposed on U.S. operations would threaten the viability of not only the energy-
intensive, import/export-sensitive U.S. oilseed processing industry, but other sectors of
manufacturing in the U.S., resulting in companies facing the decision to move operations out
of the country. The result would be a transfer, not a reduction, of global GHG emissions and
jobs. In fact, the climate change problem could be exacerbated to the degree that those
operations are transferred to countries that use energy sources that are more carbon intensive.

Hence, both legislation and regulation must ensure that developed and developing nations
alike share responsibility for addressing climate change. Additionally, any emission
reductions from such legislation and regulation must be verifiable and enforceable,
particularly with respect to impacts on international trade.

NOPA opposes any unilateral climate-related legislation that calls for either a carbon tax or a
mandatory cap on GHG emissions. We do not believe sufficient effort has been put toward
the development of voluntary initiatives that provide the framework for effective, voluntary,
pro-growth, technology-driven approaches to reduce energy use, and thereby achieve GHG
reductions in an economically sound manner. We believe that global GHG emissions are best
addressed through voluntary initiatives, as well as through increased research, development
and deployment of innovative breakthrough technologies.

In the event Congress acts to limit GHG emissions, NOPA believes that a full review of the
benefits and costs of carbon tax and cap-and-trade programs should be undertaken. NOPA
and its members are focused on solutions that will continue to promote U.S. agriculture and
the food, feed and renewable fuels industry. In a high-volume, low-margin business
environment, domestic production can quickly move to foreign competitors, at the expense of
U.S. production and jobs. If implemented in an aggressive or reckless manner, either a carbon
cap-and-trade or carbon tax program would have disastrous economic consequences to the
U.S. oilseed processing industry. It would result in higher food prices and would make the
oilseed processing industry much less competitive on exports to other countries. The net
effect would be loss of jobs in the industry, reduced revenue for farmers and processors, as
well as increased food prices for consumers.

Having outlined some of our industry’s concerns, were Congress to move forward in
designing a cap-and-trade program, NOPA would favor a program that:

(a) Provides for comprehensive legislation rather than EPA regulation under the Clean Air
Act and preempts or, if necessary, harmonizes state, regional and federal climate
initiatives;
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(b) Provides maximum avenues to free allowances, a robust credit system and built-in

flexibility;

(c) Is economy-wide in reach, rather than targeting a single sector for emissions reductions;

(d) Is inclusive of all six GHGs, not just CO2;

(¢) Is global in scope, guarding against carbon and job “leakage,” and compatible with WTO
obligations/commitments;

(f) Is permissive of excess allowance carryover;

(g) Sets a ceiling and safety valve in the setting of the price for allowances;

(h) Recognizes voluntary actions taken to reduce GHG emissions prior to implementation of
climate change policy;

(i) Ensures a level playing field with processors from countries with a less stringent or no
GHG mitigation system; and

(j) Allows the granting of allowances for the implementation of Carbon Capture and
Sequestration (CCS) projects and does not disqualify projects due to public/private
participation.

If a cap-and-trade program is chosen, how should emission allowances be distributed?
For example, should they be at no cost, auctioned, or a combination of both? How
should Congress prioritize the distribution of available allowances? Should allowances
for the agricultural and forestry sectors be allocated at no cost, if so, should there be a
limit on the number of no-cost allowances?

Please respond in 600 words or less.

Our industry is an energy-intensive one, but emits comparatively small amounts of GHGs.
The food industry as a whole contributes roughly less than 1 percent of domestic GHG
emissions, and emissions from our industry are only a small fraction of that total. Because our
industry has a limited ability to pass costs on to consumers of our products, we are concerned
with cost impacts, including energy price increases, to our industry.

NOPA believes that, in consideration of the comparatively small amounts of GHGs the food,
feed and renewable fuels industry emits and the import/export-sensitive and energy-sensitive
nature of the business, the industry should receive necessary consideration to mitigate
economic harm. In the event Congress elects to include the industry in a cap-and-trade
program, credits should be made available and free allowances should be allocated to it, in
recognition of the threat that such a program would pose to the viability of the industry. Over
time, free allowances could be phased out if climate change costs are harmonized globally on
an industry-by-industry basis. We also support setting a ceiling and safety valve in the
setting of the price for allowances.

Should Congress move down the path of including the agricultural sector in a cap-and-trade
program, considerable thought should be given to program design. Of particular concern to
NOPA would be the unintended and problematic consequences of such an inclusion, such as
agricultural producers taking arable land out of production and selling it as offsets; or, large
GHG emitters buying large tracts of arable land, taking it out of production, and converting it
to rangeland or trees, towards using the converted land as offsets. Any program that would
encourage the taking of more arable land out of production could severely strain the ability of
the food, feed and renewable fuels industry to meet worldwide demand.
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Should a cap-and-trade program or a carbon tax/fee program be linked to existing or
emerging U.S. regional or other carbon reduction programs (i.e. RGGI or individual
state programs)? If so, which programs and why?

Please respond in 600 words or less.

NOPA opposes any unilateral climate-related legislation that calls for either a carbon tax or a
mandatory cap on GHG emissions. In the event Congress acts to limit GHG emissions,
NOPA supports federal preemption of all regional, state and other carbon reduction programs
or, if necessary, the harmonization of these climate initiatives. Any legislation that allows
regions, states and other entities to pursue their own program/approach will only lead to
confusion, multiple sets of recordkeeping and additional expense, all of which would serve to
undermine regulatory effectiveness, create investment uncertainty, and negatively impact
U.S. competitiveness. The objective should be to avoid unnecessarily driving up compliance
costs and making environmental goals more difficult to reach. To the degree these other
climate initiatives remain, it is paramount they be harmonized with the federal program to
eliminate the cost and chaos multiple independent systems would impose on the regulated
sectors.

If a cap-and-trade program is established, should an existing government agency
regulate it or should a new agency be created? Please explain.

Please respond in 300 words or less.

Before creating a new agency to regulate any new program, Congress should first step back
and look at which agencies have the history, experience and accountability in administering
such programs. Addressing GHGs via a cap-and-trade program should not be about creating
new government entities, but about maximizing use of existing departments and agencies to
carry out and enforce the program. Any agency tasked with creating or regulating a cap-and-
trade program must develop operating principles that are feasible, flexible, accountable, clear,
and enforceable; provide for a transparent regulatory approach; allow entities impacted ample
time to respond during a notice-and-comment period; and establish a methodology so that the
program can be modified over time based on experience and to ensure that it is periodically
updated to meet new objectives and environmental issues that may arise.

The U.S. Environmental Protection Agency, which has a demonstrated history in addressing
many emissions issues and experience in implementing and administering programs, such as
the Acid Rain Program, that included an allowance trading system, should be given serious
consideration for regulating any new cap-and-trade program with full consultation from
USDA, DOE, USTR, DOT and the Department of State. This program should not be
regulated under the Clean Air Act because it would create a conundrum of regulatory
impossibilities.
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If a derivatives or futures market in carbon reduction arises in the wake of the creation
of a cap-and-trade program, should the Commodity Futures Trading Commission
(CFTC) continue its role as the regulator of this derivative carbon market, or should
there be a different regulator? Please explain.

Please respond in 300 words or less.

If a derivatives or futures market in carbon reduction does arise through the creation of a cap-
and-trade program, it should have proper oversight and funding and an experienced
enforcement authority. As discussed above in the answer to question no. 5, every effort
should be made to utilize existing government entities. Considering the CFTC's
demonstrated history and experience in overseeing such a market, it should be the regulator
under any new cap-and-trade program.

Currently, derivatives of energy-based commodities can be traded through: a) highly
structured instruments on regulated, transparent futures markets accessible to anybody
and anyone; b) flexible instruments on lightly regulated, transparent derivative markets
accessible to only major market participants, or; ¢) flexible instruments on unregulated,
opaque over-the-counter markets accessible only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a
cap-and-trade program also be permitted to develop under similar options as for
energy-based commodities?

Please respond in 600 words or less.

Yes, derivatives markets should be permitted to develop.

Will enactment of a carbon reduction program have negative impacts for regions or
populations whose welfare is of special interest to the agriculture community? Such
groups could include: residents of rural areas; populations served by USDA nutrition
programs; agricultural producers and forest landowners; or input, transportation, and
processing sectors of agriculture and forest products.

Please respond in 600 words or less.

The U.S. oilseed processing industry is very energy-intensive and subject to foreign
competition. Rising energy costs commensurate with any carbon reduction program would
threaten the viability of not only this industry, but other sectors of manufacturing in the U.S,,
resulting in companies moving more and more operations out of the country. The result
would be a transfer, not a reduction, of global GHG emissions. GHG emissions would be
exacerbated to the degree that those operations are transferred to countries that use energy
sources that are more carbon intensive.

Enactment of a carbon reduction program could also have a significant impact on crop
production, including operating costs and fixed costs. Production agriculture relies heavily
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on fertilizer, diesel fuel, gasoline, natural gas and LP gas for on-farm use; for the
heating/drying of commodities; and for transportation of product from farm to point of sale
(whether by truck, rail, barge or ship). The cost of all of these could rise dramatically as a
result of rising energy costs commensurate with any carbon reduction program. All of these
price increases have the potential to increase the price of food and feed products accordingly.

How might revenue generated under a carbon reduction program be best used to offset
any negative impacts?
Please respond in 300 words or less.

Revenue would be best used in funding necessary investment and development in new
technologies such as carbon capture and storage; implementing cost-containment measures;
strengthening transportation infrastructure; and ensuring that domestic businesses, farmers
and ranchers are not put at an undue competitive disadvantage in the global marketplace as a
result of climate change policy. A carbon reduction program should not be allowed to
generate revenue for the administering entity or for international programs.

Should businesses that are affected (either indirectly or directly) by higher overall costs
due to a carbon reduction program receive transitional assistance?

Please respond in 300 words or less.

Yes. To remain viable and competitive, affected businesses must have access to free
allowances and auction revenue to offset the costs of any carbon reduction program, such as
meeting new compliance benchmarks; installing new equipment to mitigate GHGs; utilizing
new carbon capture and storage technologies; and higher energy costs.

What role should public lands play in helping to sequester carbon and/or reduce
greenhouse gas emissions?

Please respond in 300 words or less.

Use of public lands in helping to sequester carbon could serve to lessen the impact of any
carbon reduction program on U.S. oilseed processing or other manufacturing operations.
Additionally, there may be an opportunity for government and business to work together to
identify opportunities for using such lands for renewable fuels production.

Should carbon prices be determined exclusively by market forces or should limits on
carbon prices be established? Please explain.

Please respond in 600 words or less.

Initially, it is critical that allowances be free or that a significant portion of allowances be
distributed to capped entities and economically disadvantaged sectors for their use in
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offsetting economic impacts and funding research and development on carbon reduction
technologies. Eventually, these free allowances could be phased out if climate change costs
are harmonized globally on an industry-by-industry basis. We support setting a ceiling and
safety valve in the setting of the price for allowances.

Part 11: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major
topic during any potential climate change discussion. Please answer the following questions
regarding the scale, scope, and limitations of any program as part of the larger carbon
reduction debate.

16)
How should Congress prioritize the distribution of available offsets (who gets them and how
much)?
Please respond in 600 words or less.

Offsets should be available to businesses most heavily impacted by any carbon reduction
program, including businesses most disadvantaged in the global marketplace as a result of the
program. We support a transparent process vetted through the public comment process that
defines the source of the offsets and the size of the offset pool.

Part I11: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be
have covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis,
leakage, or biofuel incentives.

Carbon leakage occurs when there is an increase of GHG emissions in one country as a result of an
emissions reduction by a second country with a stricter climate policy. One of the ways carbon
leakage can occur is if the emissions policy of a particular country raises local production costs. In
that case, another country with a more relaxed policy might have a trading advantage. If demand for
the goods being produced remains the same, production may move out of the country to the country
with a more relaxed policy; global emissions may not be reduced, but could actually increase to the
degree that production is transferred to a country that uses energy sources that are more carbon
intensive.

Two of the largest U.S. customers of the U.S. oilseed processing industry are the domestic livestock
and poultry industries. These industries consume over 45 percent of domestic soybean production in
the form of soybean meal produced by the U.S. oilseed processing industry. A U.S. carbon reduction
program would have a dramatic cost impact on food production from farm to fork, including the
livestock and poultry industries, and would likely lead to carbon leakage to other countries with no
carbon reduction programs.
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A case in point is Brazil and Argentina, which are home to the principal competitors of both the U.S.
oilseed processing industry and the U.S. livestock and poultry industries. Both of these countries have
the capacity to expand not only crop production and processing, but livestock and poultry production;
neither has a meaningful carbon reduction program. Should a U.S. carbon reduction program
increase costs on U.S. oilseed processors and U.S. livestock and poultry producers/processors to the
degree that they lose their competitive advantage relative to Brazil and Argentina, all three industries,
which are import/export-sensitive, will be forced to seriously consider moving out of the U.S. Brazil
and Argentina will be the likely beneficiaries. Any U.S. carbon reduction program must be structured
in a manner to protect our competitive advantage, recognizing that our competitors likely do not have
similar policies in place.

Structuring a program in this manner will be a huge challenge, considering our World Trade
Organization (WTO) commitments. Any U.S. carbon reduction program could lead to allocation
schemes and trade mechanisms that could face WTO challenges that are already very complex.
Designing a program/scheme to address leakage without risking retaliation from our overseas
customers will be a very difficult task.

In consideration of the above, NOPA, which represents a vital segment of the U.S. food, feed and
renewable fuels industry, has adopted the following principles:

1) Climate change is a global challenge and requires a global solution; any U.S. action must
require comparable action by developed and developing countries alike.

(a) Our industry is an import/export-sensitive one; our customers are import/export-sensitive
as well; everything that we and they produce can be produced across the border or
overseas.

(b) The global playing field must be level or the U.S. food, feed and renewable fuels industry
will become non-competitive.

(c) Climate change is a global challenge that cannot be solved by any one nation acting
unilaterally.

(d) Without multilateral action, jobs and emissions will simply shift across the border or
overseas to countries that require few, if any, environmental protections, harming both the
global environment (via “carbon leakage™) and the U.S. economy.

2) Voluntary initiatives should serve as the framework for effective, voluntary, pro-growth,
technology-driven approaches to reducing energy use and achieving greenhouse gas emission
reductions in an economically sound manner.

(a) The oilseed processing industry is an energy-intensive one, but emits comparatively small
amounts of GHGs.

(b) The food industry as a whole contributes roughly less than | percent of domestic GHG
emissions, and emissions from our segment of the industry are only a small fraction of that
total.

3) Global GHG emission reductions should not be addressed by mandates and bureaucracy, but
rather by technology-driven initiatives where industry and government work together to
provide funding for increased research, development and deployment of innovative
breakthrough technologies.
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4) Greenhouse gas emission reductions must be workable, verifiable, enforceable, flexible,
transparent and global in scope.

(a)

(b)
(c)

The Clean Air Act is not a viable or reasonable vehicle to address a global challenge like
climate change, because it was designed to address local, regional and national, not global,
environmental quality.

Any federal program should preempt all regional, state or other carbon reduction initiatives
or, if necessary, harmonize these initiatives.

Any program that encourages removing arable land from production could severely strain
the ability of the food, feed and renewable fuel industry to meet worldwide demand.

5) Any legislation must be consistent with WTO obligations; to do otherwise is to face almost
certain retaliation from our trading partners.

Were Congress to move forward and design a cap-and-trade climate change program, NOPA would
favor a program that:

(a)

(b)
(c)
(d)
(e)

H
(g)
(h)
(i)
()]

Provides for comprehensive legislation rather than EPA regulation under the Clean Air Act
and preempts or, if necessary, harmonizes state, regional and federal climate initiatives;
Provides maximum avenues to free allowances, a robust credit system and built-in flexibility;
Is economy-wide in reach, rather than targeting a single sector for emissions reductions;

Is inclusive of all six GHGs, not just CO2;

Is global in scope, guarding against carbon and job “leakage.” and compatible with WTO
obligations/commitments;

Is permissive of excess allowance carryover;

Sets a ceiling and safety valve in the setting of the price for allowances;

Recognizes voluntary actions taken to reduce GHG emissions prior to implementation of
climate change policy;

Ensures a level playing field with processors from countries with a less stringent or no GHG
mitigation system; and

Allows the granting of allowances for the implementation of Carbon Capture and
Sequestration (CCS) projects and does not disqualify projects due to public/private
participation.
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[Redacted]

WWW.NOpPa.org

April 9, 2009

The Honorable Collin Peterson

Chairman, House Committee on Agriculture
1301 Longworth House Office Building
Washington, D.C. 20515

Dear Chairman Peterson:

The National Qilseed Processors Association (NOPA) appreciates being included as a stakeholder in the
global climate change discussions being held by the House Committee on Agriculture. We hope the
information included in our letter and our responses to the questions posed in your questionnaire will help the
Committee better understand the related issues and concerns of the U.S. cilseed processing industry.

NOPA is a national trade association comprised of 15 companies engaged in the production of food, feed and
renewable fuels from ocilseeds, including soybeans. NOPA's 15 member companies process more than 1.7
billion bushels of oilseeds annually at 66 plants located throughout the country, including 61 plants which
process soybeans.

Qur industry is an energy-intensive one, but emits comparatively small amounts of greenhouse gases (GHGs),
the food industry as a whole contributes roughly less than 1 percent of domestic GHG emissions, and
emissions from our industry are only a small fraction of that total. Because our industry has a limited ability to
pass costs on to consumers of our products, we are concerned with cost impacts, including energy price
increases, to our industry.

Climate change is a global challenge requiring multilateral solutions that do not shift the economics of
agricultural production, processing and manufacture of food and feed products and renewable fuels. Rising
energy costs commensurate with either a carbon lax or an emissions cap imposed on U.S. operations would
threaten the viability of not only the energy-intensive, import/export-sensitive U.S. oilseed processing industry,
but other sectors of manufacturing in the U.S., resulting in companies facing the decision to move operations
out of the country. The result would be a transfer, not a reduction, of global GHG emissions and jobs. In fact,
the climate change problem could be exacerbated to the degree that those operations are transferred to
countries that use energy sources that are more carbon intensive.

Hence, both legislation and regulation must ensure that developed and developing nations alike share
responsibility for addressing climate change. Additionally, any emission reductions from such legislation and
regulation must be verifiable and enforceable, particularly with respect to impacts on international trade.

NOPA opposes any unilateral climate-related legislation that calls for either a carbon tax or a mandatory cap
on GHG emissions. We do not believe sufficient effort has been put toward the development of voluntary
initiatives that provide the framework for effective, voluntary, pro-growth, technology-driven approaches to
reduce energy use, and thereby achieve GHG reductions in an economically sound manner. We believe that
global GHG emissions are best addressed through voluntary initiatives, as well as through increased research,
development and deployment of innovative breakthrough technologies.

In the event Congress acts to limit GHG emissions, NOPA believes that a full review of the benefits and costs
of carbon tax and cap-and-trade programs should be undertaken. NOPA and its members are focused on
solutions that will continue to promote U.S. agriculture and the food, feed and renewable fuels industry. In a
high-volume, low-margin business environmenl, domestic production can quickly move to foreign competitors,
at the expense of U.S. production and jobs. If implemented in an aggressive or reckless manner, either a
carbon cap-and-trade or carbon tax program would have disastrous economic consequences 1o the U.S.
oilseed processing industry. It would result in higher food prices and would make the oilseed processing
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industry much less competitive on exports to other countries. The net effect would be the loss of jobs in the
industry, reduced revenue for farmers and processors, as well as increased food prices for consumers.

Thank you again for including NOPA as a stakeholder in the global climate change discussions being held by
the Committee.

Respectfully,

Assil] fosr=

Thomas A. Hammer
President
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL ORGANIC COALITION
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name

Steven Etka

Organization(s) you represent
National Organic Coalition
Address

[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

Washington Representative
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Part I: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

Carbon reduction is a critical international priority and must be addressed by Congress.
Whichever carbon reduction mechanism is used to address the U.S. role in this global
problem, the role of organic agriculture in both sequestering carbon, and reducing the use
of energy-intensive inputs must be recognized as an important part of the solution.

Not only does organic agriculture severely restrict the use of synthetic pesticides,
herbicides and fertilizers that require fossil fuels for manufacture, but the rich soils
developed in organic cropping systems and the pastures required for organic livestock
operations have been proven to be significant carbon sinks, as well.

2) Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words or less.

It is highly impractical to formally cover the entire agriculture sector under a carbon
reduction program. The diversity and dispersion of agricultural operations across the
country would make such an effort very difficult, inefficient, and therefore ineffective at
reducing carbon. In circumstances where agricultural operations function like industrial
operations, such as in some concentrated animal feeding operations (CAFOs), formal
coverage under a carbon reduction program may be warranted and practical.

Climate change legislation should include incentives for a shift in agricultural production
toward more sustainable practices, where such practices have been scientifically
demonstrated to sequester carbon. In addition, such incentives should also encourage a
shift toward agricultural systems that reduce the reliance on energy-intensive petro-
chemical inputs. Organic agriculture and programs that encourage a shift toward organic
and sustainable practices should be encouraged through this legislation.

3) If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.
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If a cap-and-trade program is chosen, it is critical that the program require a reduction in
carbon emissions from major contributors. It is neither acceptable nor effective to merely
allow major emitters to continue their operations in a status quo fashion, while paying other
operations to make changes. Any cap-and-trade regime must require actual progress on
the part of all covered industries, in addition to any offset mechanism. Without such a
requirement, the progress toward our carbon reduction goals will be too slow and too late.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.
Please respond in 300 words or less.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
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forest landowners; or input, transportation, and processing sectors of agriculture and forest
products,

Please respond in 600 words or less.

Because of the effects of climate change, such as drought and flooding, the agriculture
sector is on the front line of the harms associated with climate change. Our food security
requires that we not only take aggressive actions to reduce carbon emissions globally, but
that we take actions to adapt and diversify our agricultural practices, our seeds varieties,
and our animal breeds to respond to the extreme weather changes in cach area of the
country.

9) How might revenue generated under a carbon reduction program be best used to offset any negative

impacts?

Please respond in 300 words or less.

—

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due toa
carbon reduction program receive transitional assistance?

Please respond in 300 words or less.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas
emissions?
Please respond in 300 words or less.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.

Please respond in 600 words or less.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

Part II: Carbon Reduction Program Administration and Implementation



224

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope. and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and foresiry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

Any climate change legislation should include provisions to reward organic farms not only
for sequestration of carbon but also for contributions to reduce production of greenhouse
gases by non-use of petro-chemical inputs, such as synthetic fertilizers and pesticides.
Many of the agricultural practices that are prohibited as part of USDA organic standards
also contribute to greenhouse gas emissions.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?
Please respond in 600 words or less.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.
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20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?
Please respond in 300 words or less.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

24) The terms "additionality" and "stackability” are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
carly-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack" credits?

Please respond in 600 words or less.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.c. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.
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26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?

Please respond in 600 words or less.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/impl tation?

Please respond in 300 words or less.

Programs that encourage farmers to convert to organie, such as the Organic Conversion
option within the Environmental Quality Incentive Program (EQIP), should be supported
as should programs that help defray certification costs of organic farmers, such as the
National Organic Certification Cost Share Program

Other areas where Congress and USDA could make improvements in existing
conservation programs to encourage the adoption of organic farming systems include:

-Requiring NRCS to collaborate with ARS and CSREES to boost technical assistance
capacity and delivery for organic transition;

- Requiring that business planning and marketing training be provided as part of technical
assistance for transitioning producers participating in EQIP;

- Requiring NRCS to hire an organic specialist in each state, much in the same way that
no-till specialists have been hired by NRCS in many states;
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- Requiring a nationwide set-aside under EQIP for organic conversion, with a
requirement that the organic conversion option be offered to farmers in every State;

- Requiring that all USDA conservation programs include a carbon reduction goal within
them, and establish mechanisms to further that goal;

In addition, at the same time as Congress is taking action on a carbon reduction program,
efforts must also be taken to help U.S. agriculture adapt to climate change, to address our
food security needs.  For example:

- additional investments should be made in organic research and extension to further the
knowledge-base on how to maximize and quantify the carbon sequestration and reduction
benefits of organic production.

- significant increases in funding for conventional/classical plant and animal breeding (as
called for in section 7406 of the 2008 Farm Bill), should be made in all regions of the
country to develop and diversify seed varieties and animal breeds that are adapted to the
changing climates and micro-climates in that area of the country.

Part 111: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.

A few good resources demonstrating the science of organic farming’s role as part of the
solution to global climate change are:

* Regenerative Organic Farming: A Solution to Global Warming, Tim J. LaSalle,
Ph.D., CEO and Paul Heperly, Ph. D., Director of Research and Fulbright Scholar,
Rodale Institute, Emmaus, Pennsylvania, 2008.
http://www.rodaleinstitute.org/20080425/gw6

* Low Greenhouse Gas Agriculture. Mitigation and adaptation potential of
sustainable farming systems. UN, Food and Agriculture Organization, March 2009,
http://www.fao.org/organicag/en/

i Statement of Supachai Pantichpakdi, Secretary-General of UNCTAD on Organic
Farming, October 2008,
http://www.organic-center.org/science.latest.php?action=view&report_id=134

*  Sustainable Development Law and Policy Journal, Fall 2008, SUSTAINABLE
SOILS: REDUCING, MITIGATING, AND ADAPTING TO CLIMATE CHANGE
WITH ORGANIC AGRICULTURE, by Meredith Niles, Center for Food Safety,

http://www.wel.american.eduw/org/sustainabledevelopment/2008/08fall. pdf?rd=1
Article starts on page 19 of this link

Respondent did not complete the chart at the end of the questionnaire.
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL PORK PRODUCERS
COUNCIL
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name:
Michael C. Formica
Organization(s) you represent:

National Pork Producers Council.
And on behalf of the following State Pork Council's:

Arizona Pork Council
Colorado Pork Producers Council
Illinois Pork Producers Association
Indiana Pork Producers Association
Iowa Pork Producers Association
Kentucky Pork Producers Association
Louisiana Pork Producers
Michigan Pork Producers Association
Minnesota Pork Producers Association
North Carolina Pork Council
Nebraska Pork Producers Association
Ohio Pork Producers Council
Oklahoma Pork Council
Tennessee Pork Producers Association
Utah Pork Producers Association
Address:

[Redacted]

Email:
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

Chief Environmental Counsel
National Pork Producers Council

NPPC is also submitting these responses on behalf of the listed State Pork Producer Councils.
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Part I: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

Addressing the threat of climate change in any meaningful way, while ensuring the proposed
solutions do not cause far greater economic harm or lead to catastrophic unintended
consequences, is a complex, long term proposition. It will require great vigilance and
harnessing the wisdom of the nation’s greatest scientific, economic, legal, and agricultural

minds.

There will be numerous legislative vehicles, as well as international agreements, over the
coming years seeking to address the impact of greenhouse gas emissions on the environment.
Each will have the ability to impose both great benefits to the industry and society as well as
significant costs on the industry. As a general matter, policies that harm the agricultural
sector will also have a negative impact on society as a whole by increasing food prices,
risking food security, and disrupting food supplies. Conversely, adoption of policies that
benefit the agricultural sector will have a general positive impact on society as a whole. They
will strengthen our successful food and nutrition system and allow agricultural producers to
provide carbon reduction in a sustainable and cost effective manner with minimal impacts
on food prices or availability. Pork producers, and all of agriculture, have a tremendous
stake in the nation’s efforts to address climate change and are eager to engage in the

conversation.

Livestock producers, as well as crop farmers, can and must play a significant role in ensuring
that any solution to agriculture succeeds. The U.S. Pork Industry has a long record of
progressively advancing its environmental performance and improving its efficiency while
retaining its position as the global leader in supplying an affordable source of protein. Pork

producers feel strongly that animal agriculture is a solution and not a problem.

When addressing agriculture, other factors beyond simply emissions must be factored in,

including growing world population and increased global protein demands, as well as
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changes in land use patterns and growing pressure on land and the ecosystem services
provided by those lands. As a result, the IPCC and the world community have begun to
recognize that the focus of climate policy for agriculture should be on efficiency of the
production system and efficiency gains per unit of food output and the ability of the
agricultural sector to efficiently feed a growing world rather than simply looking to emission
reductions in aggregate. Senator Lugar and Dr Norman Borlaug authored an article in the
Washington Post on April 5, 2009 and their comments are very relevant as a general, critical

policy matter. Some key excerpts follow:

“The world is not producing enough food, and many poor families cannot
afford to buy the food that is available. As a result, nearly a billion people, a
sixth of the Earth's population, do not have enough to eat....The long-term
prospects for global food supplies are equally troubling. Based on expected
population growth, rising incomes and wider meat consumption, it is
estimated that the world's farmers will have to double their output by 2050...
Attempting to double food production by increasing the acreage under
cultivation would cause widespread deforestation and put significant stress
on local ecologies. Farmers will have to get much higher yields from land
already in production, requiring major investments in infrastructure and
agricultural technology... It is both a moral and security imperative that we
act.”

We agree with their views on these challenges and think it is prudent to consider our

prospective climate change policies in this context.

Still, Congress may decide, after looking closely at both the challenges facing the domestic
and world economies and the challenges of controlling greenhouse gas emissions, to pass
climate change legislation to aggressively reduce U.S. carbon emissions. If so, NPPC
believes that a free market based cap-and-trade system is a preferable policy vehicle to either

a simple command and control or carbon tax program.

A cap-and-trade system has the possibility of achieving greater — and more sustainable —
emission reductions at a greatly reduced cost than a carbon tax on GHG emissions. This is
because cap-and-trade provides covered entities the flexibility to choose the lowest-cost
abatement method available, while guaranteeing the required emissions reductions are
made. Cap-and-trade also turns these least-cost alternatives into financial opportunities, and
will make all GHG capped emitters have a vested interest in finding further low cost and

innovative ways to reduce and offset emissions. This combination of flexibility and positive
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incentives means a cap-and-trade program meets the environmental goal at the lowest cost to

the economy as a whole.

Furthermore, a cap-and-trade system need not be inherently more complex than a carbon tax
and, indeed, has implementation advantages. Either program can be designed to be simple,
but both programs will require strong measures to assure broad compliance. Cap-and-trade
would permit market forces to work; serve to mitigate increases in carbon-related production
costs; offer the potential for agricultural producers to offset some of the higher costs they will
bear, by selling carbon credits; and provide a means of measuring and assessing the success

of the nation's climate change policies.

2) Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?

Please respond in 300 words or less.

NPPC believes that greater environmental benefits can be achieved by not regulating
agriculture under an emissions cap. A number of groups within the agricultural sector have
adopted a set of 9 basic principles regarding climate change policies and this particular

question is addressed specifically by one of those principles.

The agricultural sector must not be subject to an emissions cap. Attempts to cap
agriculture’s two million farms and ranches in climate legislation would be costly and
burdensome and result in greater costs than GHG emissions reductions benefits. U.S. farms
and ranches managed by crop, livestock and poultry producers can provide low-cost, real

" and verifiable carbon “offsets” that:

e Greatly lower the costs to society of a cap-and-trade system while achieving real
greenhouse gas emission reductions;

e Provide the offsets needed to allow changes in energy production technologies
and investments in capitol and infrastructure, while providing market liquidity
and low-cost emissions reductions to help the market function properly; and

* Provide additional environmental benefits in the form of cleaner water, air and
better wildlife habitat, while enhancing the fertility and productivity of the soil
resource needed to provide food, feed, fuel and fiber.
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3) Ifa cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

To ensure agriculture’s participation, any mandated cap and trade system must be structured
correctly, so that the costs it imposes on producers do not exceed the opportunities it creates
for producer participation in offset markets. NPPC holds that any GHG emission reduction
program that adopts aggressive emission reduction goals for the U.S. will result in substantial
and sustained increases in electricity, diesel and gasoline costs, along with increases in input
costs for hog production, pork processing and transport.  These same price shocks will be
felt throughout the U.S. economy, and, of course, will hit some income groups,
communities, regions, and sectors harder than others. As such, we strongly encourage
policy makers to adopt cap-and-trade policies that result in the lowest energy price shocks
possible for the given GHG emission reduction goals. Accordingly, NPPC believes that
allowances should be made available to capped emitters at little or no cost in the first several

years of a cap-and-trade program.

Current estimates predict that agricultural and forestry lands can help to reduce up to 20% of
U.S. greenhouse gas emissions. It would be both unwise and market distorting to place an
artificial cap on the amount of domestic offsets a covered entity can use to meet its yearly
obligation. Instead, the U.S. goal should be to reduce atmospheric greenhouse gas
concentrations as much as possible. Artificial caps on offsets will prevent legitimate carbon
sequestration, livestock methane capture, and manure gasification projects from occurring.
As an uncapped sector, the agricultural community does not anticipate that it will be faced
with the question of how many allowances agriculture would receive, or whether they
should be auctioned or given to the sector — since this pertains only to capped sectors.
However, if bonus allowances are granted to the agricultural sector to help cover the costs of
a cap-and-trade policy on its input and energy costs, it is assumed that they would be
provided at no cost. Still, the sector would have to evaluate how the income generated from
the sale of these bonus allowances to the capped sector would be distributed to the

agricultural sector, and by whom, in order to determine the value to the sector.
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Electricity and other energy costs will go up under any cap-and-trade bill that sets allowances
significantly lower than baseline levels. For example, auctioning all carbon allowances at
$20 per ton (as was assumed by OMB in the President's 2010 budget request), would
increase electricity costs approximately 40 percent in Indiana, 30 percent in Kentucky, 20-25
percent in Ohio, and 15 percent in the Carolinas. These increases will be far less dramatic if
those allowances are distributed freely to emitters. Even if GHG emission allowances are
distributed to emitters for free, electric rates still increase, but at far more reasonable levels.
Carbon emissions will still decrease at the same pace as under a 100 percent auction system.
To the extent that the decision to auction or give away allowances to the capped sector
impacts the cost of the overall cap and trade system, the agricultural sector would
recommend this be structured to keep the costs borne by capped sectors and society as low as

possible.

4) Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less,

A single national cap-and-trade program makes far greater policy sense than trying to
integrate separate and disparate state or regional programs. Congress should integrate any

existing programs into a new federal program.

5) If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

Under the above referenced climate change principles embraced by many in agriculture, we
believe it critical that USDA should promulgate the detailed rules and guidance pertaining to
an agricultural offsets program, as well as administer the agricultural program. USDA has
both the institutional resources as well as the technical expertise necessary to administer an
agricultural offset program. Furthermore, USDA has a track record of working with farmers
on verification of agricultural practices as well as studying, modeling and measuring carbon

sequestration and other GHG emissions reductions by the agricultural sector.
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EPA, in consultation with the relevant Cabinet agencies, can have responsibility for setting
broad offset program objectives and standards, and tracking allowances and offsets in a
GHG registry. USDA has the statutory authority provided in the 2008 Farm Bill, the
institutional resources and the technical expertise necessary to create and administer an
agricultural offset program that works for production agriculture. USDA has a track record
of working with farmers as well as the scientific expertise responsible for studying, modeling
and measuring conservation and production practices that sequester carbon and that
promote appropriate manure management and nutrient application on agricultural lands.
USDA should be given adequate flexibility in implementing the offset program to allow it to
account for new technologies and practices that result in emission reductions from

agricultural sources.

6) If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

Futures or other derivatives based on offsets in the cap-and-trade market should be regulated
by the Commodity Futures Trading Commission. The CFTC has the expertise and
experience to regulate both on- and off-exchange derivatives, and has demonstrated this
ability throughout a wide range of physical and non-physical instruments. Experience shows
that splitting futures jurisdiction between two agencies is a sure-fire recipe for stifling the
development of promising markets. Certainly, the CFTC can and should consult with the
agency primarily responsible for the cap-and-trade program itself, just as CFTC consults with
the U.S. Department of Agriculture about technical questions involving agricultural futures.
However, the ability to regulate carbon futures and other derivatives (as opposed to the cash
market) should reside with CFTC.
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7) Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instn on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Carbon offset derivatives should be subject to the highest standard of regulation under the
Commodity Exchange Act, and should generally trade on an organized exchange. In order
to assure the integrity of these markets, render them transparent, assure the most efficient
discovery of prices and protect the public interest, the on-exchange trading model makes the
most sense. We note that in H.R. 977 as passed by the Committee on Agriculture, Congress
is moving toward restoring greater regulation of derivatives markets generally, informed by
the unfortunate experience of excessive speculation in 2007 and 2008. It would make little
sense to permit the new and uncertain carbon offset futures market to grow up in an

unregulated atmosphere.

#) Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

AND

9) How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

AND

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a
carbon reduction program receive transitional assistance?

Please respond in 300 words or less.

As noted above, NPPC believes that cap-and-trade legislation will raise U.S. energy costs

with all the attendant effects on the economy, and that these effects will be
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disproportionately borne by those regions and industries that are heavily dependent on coal
for their electricity and those businesses that are energy intensive in general. Furthermore,
not all of agriculture will be able to benefit to the same degree from carbon offset trading
opportunities. Even where there are good value offset trading opportunities, there will be
significant lead time for those to be realized in some farmers' cases relative to others, and in
some areas of the sector relative to others. That lead time will result in its own uncertainties

and economic hardships.

Therefore, as a general matter of principle, we believe that compliance costs for the capped
emitters be kept to a minimum, lowering the size of the energy price increases that will result
from cap and trade. In our view, the surest ways to achieve this are to distribute allowances
free of charge to capped emitters for at least the first several years, and provide for unlimited
use of offsets that are real and verifiable. But if allowances are auctioned, it is fair and
appropriate for a substantial portion of the revenues be used to reduce the level of sacrifice

that is being disproportionately borne by certain regions, sectors and communities.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas
emissions?

Please respond in 300 words or less.

NPPC does not have a position on this issue.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.

Please respond in 600 words or less.

Carbon prices should be set by the market forces in operation in the offsets trading program.
Participation in the current voluntary program is low partly because carbon prices are too
low. The expectation is that a mandatory system will result in higher market prices for

carbon,
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13) What, if any, lessons can be learned from the European Union's Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

The most significant lessons to be learned from the European experience are that there are
legitimate and significant diminishing returns to an overly aggressive offset verification
program, and such an over aggressive effort adds little and in some circumstances almost
certainly adds less assurances as to the size and durability of the credits being created. Such
an overly aggressive program also increases offset trading transactions costs to the point that
can make them uneconomic, adding costs to the overall cap-and-trade effort and raising the

negative energy price consequences to a greater level than they otherwise need to be.

The Kyoto Protocol to the UN Framework Convention on Climate Change (UNFCCC) did
include the ability of Annex I (industrialized) countries to account for agricultural and
forestry sinks in their domestic implementation programs to achieve emissions reductions
obligations. Many countries, including Canada, do have carbon reduction and trading
programs for agriculture and forestry.

Additionally, while the EU chose to not include agricultural and forestry emissions
reductions offsets in its initial phases, it has already conclusively decided to include them in
the future, and has already voted to include forestry sinks in the next ETS phase. The EU
and the European Commission (EC) conducted an EU-wide Integrated National Sink
Enhancement Assessment (INSEA) that analyzed the role of terrestrial sinks in the EU in
helping to mitigate climate change and meet EU members' emissions reductions obligations.
The EU has indicated that landscape management of carbon is desirable and under
development. In the recent (29 March through 8 April 2009) UNFCCC negotiations session
in Bonn, Germany, an agricultural workshop was held in which many member countries,
including the EU and the U.S., indicated a strong desire to include agricultural mitigation
and adaptation opportunities in the post-2012 framework. That framework is to be adopted
in Copenhagen in December, 2009, for both developed and developing country parties. It
therefore, would be inconsistent for the U.S. domestic program to not include agricultural

and forestry emissions reductions as part of a cap and trade system.
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Part II: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the

agriculture and forestry sectors?
Please respond in 600 words or less.

Allowances should be distributed to capped emitters, over the first several years or even
longer, at little or no cost. As such, bonus allowances would have no or little value during
that period. The focus for agriculture should be on the voluntary carbon offsets market.
NPPC believes that the use of performance standards in the GHG program is not a viable
policy option if the intended meaning of the phrase “performance standards” is that from
Section 111 of the Clean Air Act (CAA). Where such standards are applied to existing
stationary sources of emissions through federally mandated state permit requirements, these
emitters are excluded from selling carbon offsets and instead are simply forced through
permit requirements to reduce emissions. Such an approach must be rejected because much
or all of the efficiency enhancing and cost reduction benefits of a cap-and-trade program are
lost as a result. It will simply add to or dramatically expand another governmental
bureaucracy to handle the very needs that the carbon offsets institutions are being created to
handle. If a sector is not capped under the cap-and-trade program, then those uncapped
entities in that sector should be permitted to generate offset credits for sale to the emitters

secking the least cost solution to meet their capped emissions targets.

If performance standards for segments of agriculture are warranted for the voluntary offsets
market, and are not mutually exclusive from other, GHG-based offsets categories, then
NPCC would support this, to the extent that the performance standards are science-based
and create certainty and fungibility for any offset credits generated.

On the issue of bonus allowances being provided to the agricultural sector, they should be
provided in addition to robust agricultural participation in a voluntary offset market, and not
in lieu of that. Further, the bonus allowances should be provided for the following purposes

(not mutually exclusive): (1) to reward early actors who might otherwise be prevented from
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participating in offsets markets due to baseline and additionality issues; (2) to further the
science-based development of standards, protocols, methodologies, and practices that
enhance the certainty of measurement of GHG emissions reductions practices in the
agricultural sector, for offset opportunities; and (3) to otherwise reward segments of the
sector that are negatively impacted by the cap and trade policy and are not afforded income
generation opportunities for technical or other reasons (i.e. Who may not be able to

participate in offset markets).

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

No. The more offsets that are allowed to be created and traded the lower the cost of the cap-
and-trade program for the U.S. economy and its energy and manufacturing intensive sectors.
As long as the offsets are real and verifiable, the legislative GHG reduction goals are still

achieved.

Current estimates predict that agricultural and forestry lands can help to reduce up to 20%
of U.S. annual greenhouse gas emissions. It would be both unwise and market distorting
to place an artificial cap on the amount of domestic offset allowances a covered entity
can use to meet its yearly obligation. Instead, the U.S. goal should be to reduce
atmospheric greenhouse gas concentrations as much as possible. Artificial caps will
prevent legitimate carbon sequestration, livestock methane capture, and manure

gasification projects from occurring.
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16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?
Please respond in 600 words or less.

The distribution of the offsets, assuming they are real and verifiable, will be determined by
the market facilitating the trades among willing sellers and buyers given the prevailing prices.
What is important is that the policy be created to ensure that a credible, cost-effective offsets
program is included in the cap and trade policy. The policy must strike a credible balance
between costs and accuracy to ensure that real, verifiable, beneficial offsets are available to
capped sectors, and that allow the agricultural sector to participate in a meaningful way that
positively benefits the sector and society by creating GHG emissions reductions and
increased sequestration with multiple benefits. The availability of real, verifiable offsets to

capped sectors should not be artificially restricted.

Analyses of the Lieberman-Warner bill by the Environmental Protection Agency, for
instance, showed that at the level of the cap established in that bill, unlimited offsets could be
permitted without hampering the technological innovation necessary to create changes in
energy production over the long term that are needed to ultimately slow, stop, and reverse
U.S. GHG emissions. Additionally, that same analysis showed that the role of offsets in
cost-containment is significant: if the use of domestic and international offset credits in that
bill were unlimited, allowance prices would fall by 71 percent. Conversely, if domestic and
international credits were not allowed, allowance prices would increase by 93 percent. The
impact of offsets on the costs of the policy to capped sectors and society is thus incredibly

significant.
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17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?
Please respond in 600 words or less.

AND

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

AND

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

AND

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

We assume that the term “offsets projects” as it is used here means simply offsets that are
offered for sale by individuals or businesses. The cap-and-trade legislation should require
that any offsets offered for sale have to be shown, under peer-reviewed science utilized
through standards established by public notice and comment rulemaking, to be real and
achievable for the conditions at hand at the locations where the offsets are being generated.
A solid and successful verification system to determine that real offsets are in fact being
achieved should be based on an audit of a statistically rigorous sample of the population of
offsets being offered, or perhaps of some subcategory of the offsets. Each and every offset
being offered for sale does NOT need to be verified by through this statistical sample review.
Auditing all of the offsets being offered for sale, as we understand was or is being done in the
European system, increases the transactions cost of the program more than needed to give

the sufficient degree of certainty that real and verifiable offsets are in fact being achieved.

It may be possible that the system designed includes both a standards-based approach for
some categories of emissions reductions or sequestration, and a project-based approach that
combines measurements and models in a scientifically valid format. Additionally, the
system should allow for changes and enhancements to the system over time, as science and

improvements and technology allow.



242

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less,

Generally speaking, assuming allowances refer to a set amount of emissions a facility is
allowed to produce, the ability to generate offsets provide not only a method of achieving
reductions in emissions but also work as a vital price containment to keep the cost — on
capped sector and society at large — under control. In that regard offsets and allowances
work cooperatively with each other and enable society to focus attention on reducing

emission efficiently and cost effectively.

As we stated in response to Question 16, analyses of the Lieberman-Warner bill by the
Environmental Protection Agency, for instance, showed that the role of offsets in cost-
containment is significant: if the use of domestic and international offset credits in that bill
were unlimited, allowance prices would fall by 71 percent. Conversely, if domestic and
international credits were not allowed, allowance prices would increase by 93 percent. The
impact of offsets on the costs of the policy to capped sectors and society is thus incredibly

significant.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?

Please respond in 300 words or less.

The most important factor in establishing the permanence and duration of offsets while still
preserving sufficient flexibility in the contracts is simply making the selling party fully
responsible under their contract for ensuring the integrity of the offset relative to
circumstances that are under the control of the seller. If for some reason under the control of
the seller the offset is no longer being provided, the seller should be legally obligated to
secure the equivalent value of offsets at the seller's cost and give those to the purchasing
party. If a failure to reduce GHG emissions or enhance sequestration, or the reversal of
emissions reductions or sequestration is attributable to non-anthropogenic events or activities
(e.g., weather, catastrophes such as wildfire or flooding that are beyond the control of the
participants), provisions should be created and adopted to deal with these reversals or lack of

emissions reductions or sequestration. For example, insurance mechanisms or “buffer
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reserves” that create an insurance pool that does not penalize the parties involved can be

created.

The length of the contracts should strike the right balance between transactions cost per trade
while increasing the general sense of confidence in the permanence of the reductions to be
achieved by the overall program. However, the length of contracts may vary according the
type of offset. For instance, forestry sink offsets may have a longer contract length than that
of soil sink offsets, and those may both differ from an offset created by the use of an
anaerobic methane digester. Longer contracts can be allowed and encouraged between
willing parties, again to lower further the transactions costs per trade, but that is a decision
between the contracting parties. Longer contract periods imply more risk for the seller, and

should result in a higher price received for the offsets.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

AND

24) The terms "additionality” and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
carly-actors and already undertaken activities that scquester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack" credits?

Please respond in 600 words or less.

AND

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

Again, consistent with agriculture’s climate principles referred to earlier, producers that have
previously initiated projects and practices that have lead to GHG reduction in the past
should not be disadvantaged by being excluded from compensation for future offsets that
occur as a result of these efforts taken in the future. Such exclusion would perversely

penalize early adopters who take on risks in the absence of compensation, those who acted
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in good faith in anticipation of voluntary or mandatory carbon markets, as well as those
whose progressive actions and natures result in the very practices that a GHG reduction

policy seek to stimulate.

Agriculture is always evolving. As technologies and practices improve, farmers are adopting
new and improved practices. They are substituting manure for commercial fertilizer, or
using their manure in its role more efficiently. They are using methane digesters and
investing in covers for manure storage or treatment facilities while others are able to reduce
enteric emissions with dietary modifications. As long as these producers must continue to
proactively make use of such practices and incur the associated costs, they must be allowed

to offer the resulting carbon offsets for sale in the offsets market.

Furthermore, many practices undertaken to reduce greenhouse gas emissions will provide
additional public benefits, such as clean water, wildlife habitat, and reduced soil erosion. As
a nation, we have yet to quantify the multitude of benefits such activities provide. But, by
allowing the reward or stacking of these credits, we can start to appropriately monetize and
reward those behaviors and activities that are deemed as benefiting both the agricultural
sector and society at large. Projects participating in a greenhouse gas offset market should
not be excluded from also participating in other markets for environmental services that
currently exist or may arise in the future. Allowing producers to “stack” credits will
maximize the economic viability of carbon sequestration and manure management projects,
ensuring more projects are undertaken and synergies with other environmental priorities are
developed. In addition, new climate programs should complement existing conservation

programs within the Farm Bill.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

The answer to this question is included in our response to question 22. If a failure to reduce
GHG emissions or enhance sequestration, or the reversal of emissions reductions or
sequestration is attributable to non-anthropogenic events or activities (e.g., weather,
catastrophes such as wildfire or flooding that are beyond the control of the participants),

provisions should be created and adopted to deal with these reversals or lack of emissions
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reductions or sequestration. For example, insurance mechanisms or “buffer reserves” that
create an insurance pool that does not penalize the parties involved, but that accounts for the
losses or reversals, can be created. Alternatively, the federal government can develop a
mechanism to “absorb™ the difference by changing its annual reporting on GHG removals

and sinks, to account for the losses. These mechanisms may not be mutually exclusive.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which

agency or agencies should be responsible for devising protocols and procedures?
Please respond in 300 words or less.

Fewer rather than more protocols and procedural details should be set in legislation, with the
vast majority being left to the appropriate federal agencies to develop via rulemaking, to
include proper notice and comment periods, provided there is continual and effective

oversight from the Congressional committees of jurisdiction.

Regarding which agencies should manage the programs, see our answer to question 5.’

28) What are the obstacles faced by agricultural producers and landowners to implement practices and

technologies?
Please respond in 600 words or less.

AND

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon

and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as

additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

No, they do not. Higher levels of compensation for the costs of these practices are needed by
producers to increase their adoption and ensure their long term maintenance and value.
Congress could increase the financial incentives in these programs to achieve these ends, but
the federal government would also need to incur significantly higher costs of overseeing
these financial assistance agreements to provide the certainty needed that these GHG
emission reductions are really taking place. GHG offset markets also offer a second category

of incentivizing these practices and emissions reductions and enhanced sequestration.
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Alternatively, allowing for the stacking of the value of environmental impacts created by
these existing programs onto that provided by the GHG offsets trading market and other
nutrient trading markets will also lead to more widespread adoption and greater long term
certainty as to the size of offset being created. But under this combined alternate approach,
the necessary costs to ensure the integrity of the commitments and trades will fall to the
market, where there will be clearer and more effective incentives to drive the costs of
verification and risk management to their lowest levels possible. For a given level of GHG
reduction, these integrity and verification costs will be lower under the market-based trading
system than under a federal financial assistance program. Furthermore, using this market-
based system for GHG offset credit trading will do a better job of ensuring that the level of
GHG reductions actually taking place matches that level needed to achieve the program’s
objectives. This assumes that the market value of the GHG credits will adjust automatically
as the market functions to match supply with the regulatory-driven level of aggregate

demand.

Part I11: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL RENDERERS
ASSOCIATION

NATIONAL RENDERERS ASSOCIATION

April 10, 2009

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

United States House of Representatives
Washington, DC 20510

Dear Mr. Chairman:

The National Renderers Association (NRA) appreciates being sent your questionnaire to
various organizations to gather information and facilitate the discussion of the role of
agriculture and forestry in the climate change debate sent on March 11, 2009. We do not
have the expertise to answer most of the questions in detail, but have some very
important input for your consideration—that rendering should be recognized as an
important greenhouse gas avoidance technology.

NRA is the international trade association for the industry that safely and efficiently
recycles animal agriculture by-products into valuable ingredients for the livestock, pet
food, chemical and consumer product industries. NRA represents its members’ interests
to Congress, regulatory and other government agencies, promotes greater use of rendered
products, and fosters the opening and expansion of trade between North American
exporters and foreign buyers. NRA’s membership represents more than 98% of the
rendering capacity in both the U.S. and Canada.

We understand that various proposals would allow agriculture producers and forest
landowners to receive emission allowances to generate carbon offsets which could be
sold under a cap and trade program. Renderers would not fit into these categories, but the
functions performed by rendering plants are a very important link in the animal
agriculture chain and already performs a great service to the environment. It is important
to us that any new legislation not hinder our ability to perform our current recycling
activities as profitable businesses and that any incentives or opportunities to trade carbon
offsets be made available to renderers as essential industries.

Rendering is the cooking and drying process used in converting animal byproducts into
fats and proteins. Approximately 56 billion pounds of highly perishable organic
materials is recycled annually by U.S. renderers. Through the rendering process, inedible
wastes that are rich in carbon and nitrogen are recycled into useable materials. This
process also averts the release of carbon dioxide and other greenhouse gas emissions that
would otherwise be released into the air through the normal decomposition process.
Rendering is the most efficient and environmentally sound disposal alternative.
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The following table shows the amount of carbon removed from the environment in the
form of rendered products.

% Carbon, CcO, CO,

Production Carbon  (metricton) (metricton) (US ton)
BFT (animal fat) 4,515,600 75.89% 3,426,889 12,566,516 13,852,070
Meat and bone meal 2,314,600 24.27% 561,661 2,059,629 2,270,329
Poultry by-product
meal 1,153,500 28.68% 330,801 1,213,057 1,337,153
Feather meal 600,900 37.50% 225,350 826,364 910,901
Pork meal 720,711 25.59% 184,427 676,300 745,486
Blood products 102,512 37.50% 38,444 140,976 155,397
Total all products 9,407,823 4,767,571 17,482,842 19,271,337

If all carbon in these waste products were expressed as CO,, using the EPA estimate of
5.46 metric ton per car, failure to remove these products from the waste stream would be
the same as adding 3,201,986 cars to the nation’s roads.

However, if 20% of the carbon in decaying organic material is expressed as methane and
10% of the nitrogen is expressed as nitrous oxide, then removing these products from the
waste stream (because these greenhouse gasses have global warming potentials that are
substantially greater than CO,) would be the same as removing 12,263,316 cars from
the nation’s roads.

The following table shows the amount of nitrogen removed from the environment in the
form of rendered products.

Y N N

Production protein (metric ton)  (US ton)
Meat and bone meal 2,314,600 55% 203,685 224,522
Poultry by-product
meal 1,153,500 65% 119,964 132,236
Feather meal 600,900 85% 81,722 90,083
Pork meal 720,711 58% 66,882 73,724
Blood products 102,512 85% 13,942 15,368
Total protein meals 4,892,223 486,195 535,933

Approximately 55 percent of the cattle that die each year in the U.S. are not rendered, the
bulk of which are deposited in landfills or otherwise left to decompose. According to the
U.S. Department of Agriculture, approximately 4.3 million cattle died in 2007. Based on
GHG measurements taken from composting studies, adding one metric ton of cattle
carcasses to the compost pile, results in 2 metric tons of CO2 equivalents produced over
and above any gases produced by decomposition of manure, bedding or other organic
material in the pile. If GHG production is similar when carcasses decompose naturally in
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the environment, one adult dairy cow might be expected to add 1.2 metric tons of CO2
equivalents to the environment.

Accounting for the discrepancy in mature cattle deaths vs. calf deaths, the resulting
release of CO, emissions from cattle not already rendered is approximately 492,000 tons
per year. Using the Environmental Protection Agency's estimate for average emissions
for vehicles, providing the incentives to render these additional animals would equate to
taking an additional 82,000 cars off the road each year.

These estimates, however, assume that no methane or nitrous oxide gases are emitted
during the decomposition process. If 20% of the carbon is released as methane rather
than CO; and 10% of the nitrogen in a carcass is given off as nitrous oxide, the annual
global warming potential for carcasses that are not rendered increases to 2.1 million tons
(1.9 million metric tons) or the equivalent emissions of approximately another 345,000
cars.

As Congress continues to consider the implementation of a national cap and trade
scheme, the rendering industry should be considered a viable source of emission offsets.
Allowing the rendering industry to participate would create financial incentives for
farmers and ranchers to properly dispose of dead animals while avoiding additional
greenhouse gases, reducing concerns over the spread of disease and freeing up limited
landfill space. Also, discriminating against products already recycled through rendering
as “not new,” but recognizing protocols for placing fallen animals in anaerobic digesters
or in landfills to trap and burn off the methane produced as “new” would put rendering at
a competitive disadvantage and drive these organic materials to a much less productive
and environmentally advantageous end. The result would be awarding offsets for shifting
carbon from recycling to disposal with no net reduction (and a probable increase) in
greenhouse gas emissions.

Thank you for considering our role in the current and future work to decrease greenhouse
gas emissions. Please feel free to contact us any time for more information about the
rendering industry.

Sincerely,

)

David L. Meeker, Ph.D., MBA
Senior Vice President, Scientific Services
National Renderers Association
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL RURAL ELECTRIC

COOPERATIVE ASSOCIATION
Committee on Agriculture

U.S. House of Representatives
Biographical Form

Name
Glenn English
Organization(s) you represent

The National Rural Electric Cooperative Association (NRECA) is a not-for-profit
national service organization representing 930 not-for-profit, electric cooperative utilities,
owned by the consumers they serve. Electric cooperatives serve more than 42 million
end-use electric consumers in 47 states. NRECA's membership includes both
distribution cooperatives that deliver electricity to the consumer and generation and
transmission cooperatives that generate and transmit electricity to distribution co-ops.
Electric co-ops are small businesses that provide at-cost electric service. NRECA is an
advocate for its members on energy and operational issues as well as rural community
and economic development issues.

Address
[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

Glenn English is the Chief Executive Officer of NRECA.
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Part I: Carbon Reduction Program Design

D]

2)

3)

Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

A successful mandatory climate change program should achieve real greenhouse gas
reductions for the least cost with minimal economic disruption. A well-designed carbon
tax or cap-and-trade program can meet these objectives, whereas a poor design of either a
carbon tax or cap-and-trade program would be economically devastating and politically
unsustainable. For example, a cap-and-trade program that reduces emissions too quickly in
the early years without available cost-effective, commercial climate technologies and a
method to adjust allowance prices will result in unsustainably high costs. But a cap-and-
trade program that has emission reduction targets aligned with expected technology
availability and a safety valve to limit the cost of allowances will yield a smooth, steady
path of emission reductions over the long term.

Either approach will result in distributional effects based on income and geography.
Policies that provide financial assistance to low- and mid-income consumers to increase
efficiency and reduce energy costs, and recycle revenue back to them in a timely fashion—
not once a year in the form of a tax credit—will be needed to keep consumers whole.
Geographic regions more heavily dependent on coal for electric generation such as the
South, Midwest, and Great Plains will experience greater price increases. Climate change
policy must be structured to reduce these regional distributional effects.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words or less.

In general, a carbon tax or cap-and-trade program is most effective/workable when there
are accurate estimates of greenhouse gas emissions and fewer sources to regulate.
Agriculture’s emissions come from thousands of small sources, making it unsuited to
regulation. Likewise, the Forest Landowners Association counts over 10 million private
forest landowners in the US with most of these lands sequestering carbon. Therefore,
NRECA supports de minimis exclusion for small sources, such as agriculture and forestry
producers, from covered sectors under a mandatory greenhouse gas reduction program.

The agriculture and forestry sectors offer significant opportunities to reduce greenhouse gas
emissions through cultural practices that could be included in a domestic offset program.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
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distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

The introduction of a price on carbon emissions will be regressive, disproportionately
affecting those least able to pay. The auction of allowances will favor those entities that
can afford to pay more such as large, for-profit national and multi-national corporations.
Businesses with small margins, faced with high auction prices, will soon be uncompetitive
in the new economy.

As small, not-for-profit, consumer-owned utilities, electric cooperatives operate at cost.
The cost of buying emission allowances at auction would be passed directly to our
consumers, while the costs avoided through a free allocation would result in direct savings
to our consumers. The additional costs of an auction would disadvantage electric
cooperatives and the regions of the country that they serve. Therefore, NRECA
recommends that allowances be freely allocated to rural electric cooperatives, so that the
impacts of a cap-and-trade program are minimized to electric cooperative consumers. The
free allocation of emission allowances will minimize the cost of the program and ease the
transition of electric cooperative consumers, including agriculture and forestry producers,
to a low-carbon economy.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

A single, comprehensive federal program to reduce emissions of greenhouse gases is the
most cost-effective and efficient climate policy. A patchwork of state and regional
programs, each with different reduction requirements, emission permits, and other
compliance obligations, in addition to a federal program, would be overly burdensome
without providing a clear environmental benefit. A federal cap-and-trade program or a
carbon tax/fee program should preempt existing and emerging regional, state, and local
carbon reduction programs. NRECA supports a single, integrated, comprehensive federal

program.

Additionally, new climate change legislation must become the sole federal legislation
governing CO- and greenhouse gas emissions. New federal legislation must not simply be
layered on top of existing law that has the potential to affect greenhouse gas emissions. As
such, new legislation should prevent the Clean Air Act, Endangered Species Act, and other
existing legislation from being used to require any form of emission limitations for
greenhouse gases.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.
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If a cap-and-trade program is established, it will require the cooperation and expertise of
existing federal agencies including the U.S. Environmental Protection Agency and the
Departments of Agriculture, Energy, and the Treasury. NRECA does not believe that it
will be necessary to create a new agency.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commeodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

If a derivatives or futures market in carbon reduction arises, the Commodity Futures
Trading Commission (CFTC) should be the regulator of this market. With over 30 years of
experience in regulating futures and options, the CFTC has the experience and expertise to
regulate a derivatives market for carbon allowances and offsets. Reinventing the wheel by
creating a new agency appears to be unnecessary and counterproductive. Seeking to
implement this new regulatory authority, that will need to be sensitive to the nature of
derivatives, into the existing regulatory structures of either the Federal Energy Regulatory
Commission or the Securities Exchange Commission seems to be an uncomfortable merger
at best—physical markets and securities should not be regulated in similar fashion.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Under a cap-and-trade system, the nation’s rural electric cooperatives will require a
regulatory framework for the carbon allowance and offset spot and derivatives markets that
prevents market manipulation, excessive speculation, and price bubbles, while providing
adequate liquidity and the opportunity for our members to manage their carbon price risk
through both futures markets and over-the-counter (OTC) bilateral markets. By having the
flexibility to transact in both futures markets and OTC markets, cooperatives will have
more options to execute at best possible prices, manage counterparty risk, manage cash
requirements, and transact in both standard and non-standard products. Accordingly,
NRECA recommends:

(1) CFTC should have jurisdiction over the carbon allowances derivatives markets; and
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(2) In addition to the current regulatory structure for derivatives traded on exchanges,
regulation of carbon derivatives traded on OTC markets should be developed that:

(a) Strongly encourage centralized clearing and reporting requirements sufficient to
protect the integrity of these markets, while ensuring any clearing requirements
(which will not work for non-standardized OTC transactions) do not prevent
regulated entities, like rural electric cooperatives, from hedging their carbon
allowance risks in OTC markets and do not adversely affect liquidity by preventing
them from finding counterparties in these markets. By allowing both futures
markets and OTC markets to develop, cooperatives will have better tools to manage
carbon price risk. There will likely be instances when a rural electric cooperative
needs to hedge a highly specific carbon price risk based on its particular carbon
mitigation policy (for instance, when it can build a carbon capture and sequestration
plant). For this reason, flexible OTC markets need to develop in exposure to energy
commodity price volatility. It is expected that the need to use both futures markets
and OTC derivatives markets to manage price risks under a climate bill would
greatly expand. Furthermore, these new regulations should not impede the ability
to transact cost-effectively.

(b) Increases regulation, such as position limits, when derivatives trades are found to be
serving a price discovery function.

8) Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

Yes. A carbon reduction program will increase the cost of electricity, with disproportionate
impacts to lower-income households (Burtraw, et. al, 2008; Eisenberg, 2007). In 2005,
low-income households spent about 15 percent of income on energy in contrast to just 3
percent for non-low-income households. A carbon fee will exacerbate this disparity, with a
deepening impact on low-income consumers. Electricity may no longer be affordable for
our low- and fixed-income consumers.

Rural areas that are more heavily dependent on coal for electric generation in the South,
Midwest, and Great Plains will experience greater price increases. Preliminary analyses by
NRECA show that monthly residential electricity bills for electric cooperative consumers
in 25 states will rise from 15 to 28 percent for every $20 cost per metric tonne of CO;,
depending partly on how emission allowances are distributed. Various economic analyses
have pegged the cost of emission allowances at between $20 and $60 per metric tonne in
the initial years of the program, and rising after that.
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Housing quality is also a concern, with energy inefficient, manufactured homes accounting
for nearly 20 percent of rural housing. This adds considerably to the challenge of
managing household electricity demand and costs.

Finally, agriculture is an energy-intensive industry with energy accounting for about 15
percent of production expenses. Increasing electricity prices will have a significant impact
on the production costs of crops (Doane Advisory Services, 2008). Perhaps more
importantly, under a climate regime in which the electric power sector is forced to switch
generation from coal to natural gas because of a lack of alternative low-carbon generation
technologies, Doane Advisory Services estimated that per acre production costs for com
and rice will rise $80 and $150, respectively. The impact on agriculture will be substantial,
reverberating throughout the agricultural and food sectors.

As higher electricity and energy prices flow through the economy, they will increase the
cost of necessities and burden those least able to afford it. This is why we believe it is
critical that emission allowances be freely allocated and any revenue raised under the
program gets returned to consumers to help them with the higher costs.

References:

Burtraw, D., R. Sweeney, and M. Walls. 2008. The incidence of U.S. climate policy:
Where you stand depends on where you sit. Washington, DC: Resources for the Future,

Doane Advisory Services. 2008. An analysis of the relationship between energy prices and
crop production costs. St. Louis, MO: Doane.

Eisenberg, J.F. 2007. Short and long-term perspectives: The impact on low-income
consumers ol forecasted energy price increases in 2008 and a cap-and-trade carbon
policy in 2030. Oak Ridge, TN: Oak Ridge National Laboratory. Report No.:
ORNL/CON-503. Contract No.: DE-AC05-000R22725. Supported by the U.S.
Department of Energy.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

NRECA believes that climate policy should not be used as a method of raising additional
revenue for the federal government beyond what is needed for the climate policy.
However, if the government uses a cap-and-trade or carbon tax program to raise revenue,
NRECA believes that funds generated under a carbon reduction program must be used to
reduce costs to consumers in such a way that mitigates the economic impacts of the carbon
policy on individuals in regions commensurate with the impact the carbon policy has on the
region. Such a policy must also not turn into a wealth transfer program that takes revenue
from consumers and highly energy intensive industries (such as agriculture) and regions
(such as the Plains, Midwest, and South) and transfer it to consumers in less energy-
intensive regions.

10) Should businesses that are afTected (either indirectly or directly) by higher overall costs due to a

carbon reduction program receive transitional assistance?
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Please respond in 300 words or less.

Electric cooperatives face high costs for new low-carbon generation. Funding to accelerate
the research, development, demonstration, and deployment of new technologies such as
carbon capture and sequestration and smart grid will help to lower the cost of new
generation, reduce demand, and more effectively manage existing resources. By keeping
the cost of electricity low as cooperatives add low-carbon generation and consumers
increase their energy efficiency, the transition to a low-carbon economy will cause less
economic disruption.

Some believe that providing emission allowances for free for a limited period of time can
be used as “transition assistance.” NRECA believes that emission allowances should be
allocated for free to electric cooperatives for the duration of any cap-and-trade plan as the
best way to shield electric cooperative consumers from unnecessarily high costs.
Consumers will pay the ever increasing cost of reducing emissions from our current
projected emissions (the baseline) down to the level of whatever cap is enacted into law.
However, consumers should not be required to pay for emissions that are legally authorized
under the cap. An auction forces consumers to pay for those legal emissions, and yet does
not provide any additional environmental benefit.

Energy intensive industries competing in international markets with those unaffected by the
high costs of compliance with a carbon reduction program should receive transitional
assistance.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas
emissions?
Please respond in 300 words or less.

Maintaining and restoring the health of our nation’s forests and rangelands will sequester
carbon and reduce greenhouse gas emissions. NRECA supports federal healthy forest
initiatives that promptly salvage logs, restore land affected by catastrophic wildfires, and
preserve the economic and aesthetic value of public lands. Projects on federal lands should
qualify for the domestic offsets program.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.

Please respond in 600 words or less.

The best method of assuring cost certainty is the inclusion of an economic safety valve. A
safety valve limits the potential impacts of a cap-and-trade program on energy prices
through the sale of additional allowances at a “‘safety-valve™ price. If the safety valve is
triggered, the emissions cap is relaxed. The safety valve price increases each year by a
fixed amount, providing cost certainty and emission reductions. A safety valve should be
included in any cap-and-trade legislation, at least for the initial 10-15 years of the program.
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A critical element of any carbon reduction program is the need to provide regulated entities
with cost certainty—particularly in the case of capital-intensive industries like the electric
utility sector. A U.S. cap-and-trade program is forecast to expand today's world carbon
markets from about $118 billion in 2008 to $1-3 trillion by 2020. In a cap-and-trade
program open to all players and expanding so rapidly, no one knows with certainty what
the cost of compliance will be. The uncertainty in the market invites conflicts of interest,
speculation and gaming, similar to what we have seen recently with oil prices and subprime
morigages. Introducing that kind of volatility to electricity prices—and ultimately all
consumer goods and food prices—would soon undermine the political will needed to
sustain a carbon reduction program over the long term. Given that we are talking about a
regulatory compliance regime in which the costs and risks will be passed on to our
consumers, electric cooperatives support cost certainty and limits on carbon prices.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS}) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

The European Union’s ETS is notorious in that it provided allowances to its utilities at no
cost and then the utilities charged their consumers for the cost of the allowances. The
European Union’s utilities reaped the value of the CO; allowances twice. This gave rise to
concerns in the U.S. with giving industry a “windfall profit” at the expense of consumers
and calls for full auctions of allowances.

In the case of not-for-profit, consumer-owned electric cooperatives, we cannot reap any
windfall or other profit by definition. Cooperatives operate at cost, and any additional
costs (such as buying allowances at auction) get passed directly on to consumers, while any
costs avoided result in direct savings to our consumers. These additional costs will accrue
to regions of the country experiencing the most impacts from a carbon reduction program
and most in need of help as they transition to a low-carbon economy. To reduce additional
costs, NRECA recommends that allowances be allocated to electric cooperatives in such a
manner that the impacts of any auctions are minimized on electric cooperative consumers.

Part II: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.
po
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The most effective options for agriculture and forestry in a carbon reduction program are a
voluntary offset program and bonus allowances for selected agriculture and forestry
activities. Both options provide producers the flexibility needed to accommodate the wide
range of ecological and economic circumstances found throughout the country.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

NRECA believes that it is not necessary for the government to limit the total number of
offsets issued annually. The number of voluntary participants and the verification process
itself will limit the size of the domestic offset program. Not every landowner will want to
participate. However, for those that do, a robust offset program will provide a cost-
effective compliance option for covered entities and revenue to landowners.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?
Please respond in 600 words or less.

Domestic offsets from different sources that meet program requirements should be treated
equally. As to the distribution of available offsets between domestic and international
sources, NRECA supports the inclusion of both. Qualifying international offset credits
should be awarded based on methods, protocols, and standards as stringent as the methods,
protocols, and standards applicable to domestic offsets. Again, NRECA recommends that
there be no limitation on the use of offsets in a carbon reduction program.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?
Please respond in 600 words or less.

The common criteria for measuring and accounting for offsets are that they are real,
additional, verified, registered, and permanent (or of contracted duration). Some protocols
are so restricted, burdensome, or costly as to prevent an offset market from ever emerging.
The trick is developing a practical, workable system that will result in real emission
reductions and a robust offset market. Performance standards and technology benchmarks
in place of high cost project-specific measurements may be a good compromise.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

The criteria for measuring and accounting for offset projects should be that they are real,
additional, verified, registered, and permanent (or of contracted duration).

19) How should Congress design a system for verifying offset projects?
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Please respond in 300 words or less.

Congress should set a framework for verifying offset projects with the U.S. Department of
Agriculture setting standards. USDA-certified, independent agents or USDA employees
could perform verification services.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?
Please respond in 600 words or less.

Both standards-based approaches and project-based approaches have roles in quantifying
offset projects. For example, a manure digester project may have accurate sampling of the
methane produced and combusted. In contrast, the high spatial variability of soil carbon
would lend itself more to practice standards or multi-year measurement intervals.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

An offset is of most value to covered entities when an offset credit is equivalent to an
allowance, that is, a buyer is fully protected from any project-specific offset risk. A well-
designed offset program that manages any project-specific risk behind the registry so that
buyers are fully protected is preferable.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?
Please respond in 300 words or less.

As stated in 21 above, an offset program that manages risks associated with the
permanence and duration of the offset credit so that the buyer is fully protected is
preferable. One way to do this is to create a risk pool. When offset credits are registered,
the project owner will pay a modest fee to fund a risk pool. Replacement offset credits
from new projects can be bought with pool proceeds in the event of a fire or other disaster.
The offset registry is always backed up. Likewise, contract length and flexibility can be
managed within the registry.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?
Please respond in 600 words or less.

NRECA supports credit for early action. Electric cooperatives that have voluntarily
reduced their emissions should not be penalized in a future carbon reduction program.
Offset projects or credits that can be verified should be recognized in a climate policy.
Examples of eligible programs include the U.S. Department of Energy’s Section 1605(b)
Voluntary Reporting of Greenhouse Gases Program, the Environmental Protection
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Agency’s SF, Emission Reduction Partnership for Electric Power Systems, and the
Chicago Climate Exchange, among others.

24) The terms "additionality” and "stackability" are often used when discussing the details of

an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack” credits?

Please respond in 600 words or less.

Producers and forest landowners who have been early actors and have already undertaken
activities that sequester carbon or reduce greenhouse gas emissions should be recognized in
a future climate policy provided the offsets can be verified.

In this instance stackability is justified. Activities undertaken to reduce carbon emissions
should be allowed to count toward other environmental market activities. For example, the
Environmental Quality Incentives Program and the Conservation Security Program can
incorporate a carbon sequestration component as an additional ecosystem service payment.
If the producer holds the right to the carbon, then payments under a program should not
preclude his participation in a carbon offsets market.

25) How should activities that may have been paid for in part by assistance from Federal or

state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

See 24,

26) Should a producer be required to return revenue or be held liable if an offset project does not

sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

See 21 and 22.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should

authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

Legislation should provide a strong framework for an offset program with fine details such
as the development of regulations for protocols and procedures for domestic offsets
delegated to the U.S. Department of Agriculture. USDA can then integrate the offset
program into the U.S. Environmental Protection Agency’s program.
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28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?
Please respond in 600 words or less.

The largest obstacles to producers and landowners are: (1) the development of a workable
offset program that balances quantification, verification, and monitoring needs of an offset
program with feasible recordkeeping and minimal transaction costs for landowners; (2) the
establishment of a net benefit to the landowner; and (3) a system that provides incentives
for landowners to benefit from continuing to implement best management practices.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

Existing conservation and forestry programs such as the Rural Energy for America
Program, the Conservation Reserve Program, and the Forest Stewardship Program provide
federal incentives for implementing practices that reduce greenhouse gas emissions. More
can and should be done. A well-designed domestic offset program, as part of a mandatory
carbon reduction program, will provide additional incentives for landowners to sequester
carbon. Additional education, outreach, and demonstrations of agricultural and forestry
emission reductions, avoidance, and sequestration, will accelerate adoption of low-carbon
practices. USDA extension and education programs, workshops, conferences, and outreach
efforts will accelerate implementation. NRECA will look for opportunities to work with
USDA to disseminate information under its memoranda of understanding on climate
change and energy efficiency. Also sce 24,

Part I11: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.

Respondent did not complete the chart at the end of the questionnaire.
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Chairman
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Part I: Carbon Reduction Program Design

1)

2)

Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

While most economists indicate that a carbon tax is a more efficient means of establishing
a carbon price signal, a carbon tax does not establish a greenhouse gas (GHG) target, and
is a regressive tax. A cap-and-trade program, on the other hand, establishes a GHG target
and is designed to be economically efficient by capping the largest emitters of GHG, and
those that are most amenable to GHG reductions, and by allowing the trading of GHG
‘credits' in order to achieve the lowest cost emissions reductions possible. A properly
designed cap-and-trade program will incorporate GHG offsets as a cost-containment
mechanism that provides a transitional strategy to allow capped sectors and entities to
purchase lower-cost offset credits in order to meet their emissions reductions obligations
cost-effectively. Offsets are particularly important at the start of a cap-and-trade policy,
and in the early years when capped sectors must change investment decisions and
strategies, and when capitol stock turnover and changes in infrastructure are occurring.
Agriculture, as a sector that does not lend itself to being capped in a cap-and-trade system,
can benefit more from a cap-and-trade policy than from a carbon tax by providing low-cost,
high-benefit GHG emissions reductions and carbon sequestration offsets to aid the capped
sectors in complying with their obligations at a lowest possible cost, thus benefitting the
capped sectors, society, and the sector itself.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words or less.

The agriculture and forestry sectors should not be covered, or capped, under a carbon
reduction program. Both sectors represent widely dispersed ecological systems under
varied degrees of management which do not lend themselves to emissions reductions
mandates, and which would be costly and inefficient to try to regulate for GHG emissions.
In the case of the agricultural sector, in particular, efforts to regulate the more than 2
million farms in the US would be more costly than the potential benefits that could be
achieved. Production agriculture is a highly complex, constantly evolving business that
varies from one farm to another, one state or region to another, and involves a multitude of
commodities, products, practices, and investment decisions that would make regulating for
GHG emissions costly, burdensome, and of questionable impact. History has shown,
however, that the agricultural sector is entrepreneurial and innovative, and can respond to
market forces in ways that ultimately benefit the production of food, feed and fiber while
delivering multiple additional services to society. In the case of GHG management,
agriculture clearly has a role to play in the delivery of real, verifiable GHG offsets via
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emissions reduction and increases in sequestration that will help mitigate climate change
while also delivering valuable ecosystem services to society. The practices and changes in
management necessary to provide such agricultural offsets, while largely known, are not
one-size-fits-all, will not work in all cases and in all places, and thus should occur in a
voluntary, flexible system that allows agricultural producers to adapt their particular
systems when and as appropriate.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

The allowance allocation system in a cap-and-trade policy should be structured so that it
achieves the goal of reducing GHG emissions at the lowest possible costs to society. If
allowances are provided to the agricultural and forestry sectors, as uncapped sectors, they
should be provided at no cost, and the proceeds from the sale of the allowances should be
utilized to mitigate increased costs borne by the sector, or members of the sector, such as
increased costs or other burdens that cannot be recovered or that provide undue harm. For
example, if all of or any segment of the agricultural sector finds that a cap-and-trade system
results in net negative economic impacts that threaten the livelihoods or success of
agricultural producers, the income from the sale of allowances should be used to protect
those producers from harm or failure. It is highly likely that a cap-and-trade system, once
enacted, will result in many unintended consequences, and the proceeds for the sale or
auction of allowances should be utilized to protect those unduly harmed by such
consequences, or in the case that no harm is caused, then the proceeds should be used to
help achieve the goals of reducing GHG. Bonus allowances should be distributed to early
actors who took steps to reduce or sequester carbon before a cap was enacted. Allowances
should also be given to those producers of advanced biofuels that are using feedstocks from
the agricultural and forest sectors.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? 1f so, which
programs and why?

Please respond in 600 words or less.

A federal cap-and-trade system, once enacted, should become the sole carbon reduction
program in order to avoid duplication of efforts, double-counting of emissions or emission
reductions, multiple regulatory or program burdens, and overlapping or competing systems
and requirements. However, the federal system should take advantage of the lessons
learned and work achieved by existing regional, state, or voluntary programs, inasmuch as
they help to inform a better federal product. In this way, it may be possible to transition
these existing programs into the federal system, once established. The offset system must
be robust, tiered and include reduction models for all greenhouse gases.
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If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain,

Please respond in 300 words or less.

A combination of existing agencies should be used to regulate a newly created cap-and-
trade program. While EPA would be effective in regulating the system as a whole, USDA
must be the lead agency that administers the development and implementation of
agricultural and forestry offset policies. USDA has a developed understanding of the US
agricultural and forestry sectors, as well as established relationships with farmers and
producers. In addition, USDA has the best organizational ability through CSREES and
NRCS to provide educational and technical information directly to the agricultural and
forestry sectors,

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

The CFTC should continue as the regulator of the derivative carbon market, but should pair
with the USDA to ensure the development of offset policies that are designed to maximize
credits for carbon sequestration. Together these agencies could ensure derivatives and
futures markets will perform a legitimate function for all entities involved in the trading
market and the economy as a whole.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Yes, this system provides the flexibility needed to include all relevant participants in the
trading of derivatives of energy-based commodities. The system should provide
transparency, oversight, and structure that allows for verifiable carbon reductions and
economic growth.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.
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Please respond in 600 words or less.

Depending on how the policy is established, negative impacts can be felt by the agricultural
sector as well as society at large. The goal of any such policy should be to create the
necessary reductions in GHG emissions or enhancement of carbon sinks in a manner that
minimizes harmful impaets to all, but particularly for low-income populations and those
least able to accommodate or absorb negative impacts. To this end, a Lieberman-Warner
type of allowance revenue system must be implemented to protect potentially vulnerable
populations. An offset market must be part of any program. The offset market will provide
an opportunity for rural areas to participate in the program and protect fragile rural
economies. Also, with the understanding that negative unintended consequences will result
from the enactment of such a complex new system, the policy should be structured to
detect and minimize such consequences as quickly as possible. Flexibility in
implementation will be critical.

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

Revenue should be provided to sectors and sources that can provide the lowest cost,
shortest term reductions of greenhouse gas emissions and/or that have the highest potential
to be negatively affected by any increases in energy and input costs. This can be done
through the provision of revenue to the agricultural and forestry sectors from the sale of
allowances and offsets with allocation done using provisions similar to those included in
the Lieberman Warner Bill (S2191). Early actors should be rewarded with revenue
generated from the sale of bonus allowances. Broad-based technology incentives, such as
the development of advanced biorefining techniques, should also be considered.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a

carbon reduction program receive transitional assistance?
Please respond in 300 words or less.

Transitional assistance should be targeted to those businesses most impacted by the policy
and those for whom assistance is necessary to ensure their survival and continued success.
Agricultural producers typically survive on notoriously marginal incomes, and in the event
that a carbon reduction program would cause producers to fail or to not succeed, they
should receive transitional assistance as appropriate. A robust and flexible offset market is
the most effective way to control costs.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas

emissions?

Please respond in 300 words or less.
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The federal government should consider changes in management policies of public lands in
order to protect existing terrestrial carbon stocks and to further enhance terrestrial carbon
stocks. It is largely the case that ecosystem management in such a manner is consistent
with good public policy and with the delivery of multiple additional environmental
benefits, such as improved air and water quality, improved soil fertility and productivity,
reduced soil erosion, reduced flooding and impacts from flooding, and enhanced
biodiversity and wildlife habitat. Since public lands account for a significant land mass in
the US, management policies aimed at sequestering carbon and reducing GHG emissions
could have dramatic impacts.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.

Please respond in 600 words or less.

There should be no limits on carbon prices. A well-designed cap-and-trade system will
allow market forces to determine the price of carbon, and will keep this price as low as
possible through development of an efficient, flexible system which provides ample offsets
for cost-containment. Offsets are particularly important at the start of and in the early years
of a cap-and-trade system, when changes in investments, capitol stock turnover, and
infrastructure are occurring, and while new technologies and a carbon-free energy
infrastructure are being developed and deployed.

13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

The EU ETS had some fits and starts, such as the over allocation of allowances that caused
a price collapse and the near-failure of the system. This lesson should be heeded in the
design of a U.S. system. Also, while industrialized countries within the United Nations
Framework Convention on Climate Change (UNFCCC), which is the context in which the
EU ETS was developed and is operating, were allowed to account for terrestrial sinks
(forest and agricultural sinks) in the design of their domestic programs, the EU did not
include them in its carly phases. However, after undertaking an EU-wide assessment of
terrestrial sinks, called the Integrated National Sink Enhancement Assessment (a joint
effort of the EU and European Commission (EC); see also
http://eusoils.jre.ec.curopa.cu/projects/insea/index.htm for more information) -- the EU has
decided to include terrestrial sinks in future phases of the ETS. Within the last month, the
European Parliament voted to include forestry sinks in the next phase of the EU ETS. The
Clean Development Mechanism (CDM) approves offset projects on a case-by-case basis.
This creates a backlog within the system and drives up the cost of implementation.

Also significantly, the EU, the US, and many other countries participated in an agricultural
workshop held during the negotiations of the UNFCCC in Bonn, Germany on Saturday,
April 4, 2009, in favor of integration of agricultural mitigation options for both developed
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and developing countries, to include agricultural sinks, in the post-2012 Framework to be
negotiated in Copenhagen in December, 2009. Finally, some Canadian provinces have
developed and implemented GHG emissions reduction and enhance sequestration
methodologies for the agricultural sector to participate in its GHG mitigation efforts.

One critical lesson that has emerged from California's effort to regulate carbon is that
calculation of lifecycle GHG profiles for biofuels or other products must be based on
established scientific consensus. The inclusion of estimates of emissions from indirect land
use change (ILUC) in lifecycle GHG calculations threatens to chill investment in the very
technologies that can provide the greatest benefit, while simultaneously holding U.S.
agricultural producers responsible for land use decisions around the world. ILUC penalties
must not be applied unless or until there is established scientific consensus that adverse
[LUC impacts exist.

Part II: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry

sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

The most effective option for agricultural and forestry GHG emissions reductions and
enhanced sequestration to oceur within a cap-and-trade program would be to develop a fair,
effective, and efficient voluntary offset program, developed in keeping with the Ecosystem
Services provisions in the 2008 Farm Bill. The offsets program should be science-based,
credible, and transparent, and should strive to maximize participation across the
agricultural and forestry sectors in a cost-effective manner that is neither onerous nor
burdensome to participants, and that takes advantage of USDA's expertise and
infrastructure inasmuch as possible. Whether this system is or includes project-based or
performance-based structures, or both, should be determined by the preceding principles in
such a manner as to ensure the continued production of high-quality, safe, efficient food
and fiber for the US and for the world. To the extent that bonus allowances are also made
available to the agricultural and forestry sectors, they should be utilized to protect the
sectors and members of the sector from economic harm and potential unintended
consequences, including potential increases in food, feed and fiber costs that might pose
harm to consumers or segments of society ill-equipped to bear the potential impacts.

While the agricultural sector has indicated a desire to constructively engagement in such a
system, it is also aware that some segments of the sector do not lend themselves well to
participating in offsets markets, and that the net impacts of a cap-and-trade system may
incur costs that outweigh or outstrip any potential income generation opportunities from
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offsets for some of these segments. Bonus allowances should provide transitional
assistance as necessary to any portion of the sector that suffers unduly from these potential
costs. Additionally, to the extent that the policy might penalize 'early actors' from
participating in offset markets due to the establishment of baselines, additionality or other
program definitions that would preclude their participation, bonus allowances should be
provided to reward these producers for the GHG emissions reductions or increased
sequestration that they provide on an ongoing basis, since their actions benefit and are
enjoyed by society at large. Otherwise, these actors are unfairly and perversely penalized
for their early adoption of the very practices the policy seeks to promote.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?

Please respond in 300 words or less.

The design of the cap-and-trade system can and should guide whether limits on offsets are
included. The EPA analysis of the Lieberman-Warmner bill can provide clear guidance in
this regard. EPA reported that the offsets sensitivities they ran as part of their 2008
modeling of that bill showed that offsets can provide cost-containment to a cap-and-trade
program while not hampering technological innovation (see link to analysis at
http://www.epa.gov/climatechange/downloads/s2191_EPA_Analysis.pdf). That analysis
showed, for example, that if the use of domestic and international offsets was unlimited,
allowance prices would fall by 71% compared to the bill as written. Conversely, if no
domestic or international offsets were allowed, then allowance prices would increase by
93% compared to the bill as written. The price of allowances is borne by the capped
sectors and society at large -- thus the role of offsets should not be artificially limited in
such a way as to increase allowance costs. A bill with a low cnough cap can enjoy
unlimited offsets and still drive technological innovation, as evidenced by this analysis.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?

Please respond in 600 words or less.

Congress need not decide on the distribution of available offsets. Offsets should be made
available on the carbon market to capped emitters who need them or choose to buy them as
a means to help them meet their emissions obligations. As indicated in the response to #15
above, a properly-constructed cap-and-trade program with a tight enough cap can allow for
unlimited offsets and still drive the technological innovations sought by the development of
the GHG policy.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

Offsets should be accounted for by utilizing the best available science in a credible,
transparent system that encourages practices and activities that reduce GHG emissions or



271

enhances sequestration to provide real, verifiable offsets. For some offsets, measurement
protocols or systems will be more straightforward than others (e.g., the use anaerobic
methane digesters). For others, such as for soil carbon sequestration, valid, scientifically-
based means that combine the use of sophisticated models and on-site sampling can be and
have been devised that provide robust estimates of soil carbon sequestration over time in a
cost-effective manner that can be utilized for carbon markets. USDA’s Natural Resources
Conservation Service (NRCS) and Coloradoe State University (CSU) have developed and
tested such a system already, based on circa 5,000 statistically chosen soil sampling sites
over the U.S. land area, coupled with the CENTURY and DAYCENT models housed at
CSU, as an example. Verification and monitoring costs must be weighed against the benefit
from the practice or project. Verification and monitoring costs that are cost prohibitive will
not encourage participation in the program. The cap will lead to increased costs for
agricultural and forestry sectors without the revenue from the sale of offsets.

The most important concept is that, for the many and varied potential practices or activities
that the agricultural sector can undertake to create offsets credits, the scientific certainty of
the GHG emission reduction or increased sequestration can be quantified. All practices or
activities that meet a determined level of certainty should be eligible to generate offset
credits. The amount of offset credits awarded to any such activity or practice should be
based on the associated level of certainty/uncertainty. For example, if project X sequesters
50 tons of carbon and the measurement system utilized has 10% uncertainty, the project
should be awarded 45 tons of offset credits (calculated as 50 tons x .90 certainty = 45 tons).
By discounting offsets up front, based on scientific certainty, this ensures the fungibility of
offset credits on the market, and will avoid a different pricing structure for agricultural
offsets.

18) What should be the criteria for assessing offset projects?

Please respond in 300 words or less.

Science. If science shows that a category of offset projects reduces greenhouse gas
emissions or enhances sequestration and we can ascertain the certainty (or conversely, level
of uncertainty) associated with that project category, we can develop policies and protocols
to include and reward these projects as offset projects. The important point is that we get
the system right; it is less imperative that we get every detail 100% correct -- but if we can
establish a system that works and is credible and transparent and based on science, we can
develop adequate criteria and protocols and methodologies for offset projects and
categories of projects. An expert panel with appropriate agricultural, science and policy
backgrounds (e.g., practitioners, agronomists, soil scientists, etc.) should be assembled to
help develop the appropriate criteria, with USDA guidance and input. As projects are
implemented, criteria and protocols should be updated to reflect the latest data and
scientific discoveries.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.
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This will largely depending on the category of offset projects, but for many (if not most),
USDA and associated bodies (e.g., NRCS, Extension Service, National Association of
Conservation Districts, etc.), can either aid in verification activities as an extension of their
existing activities, or USDA can certify 3rd party verifiers from within these same systems,
as well as from the private sector. Satellite-based systems for verification of many projects
are becoming more common, as well, and should be utilized as appropriate.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

Given the multitude of potential offset activities and projects that the agricultural and
forestry sectors might credibly be engaged, there is likely justification and opportunity for
both approaches.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

Offsets and allowances within a cap-and-trade system represent currency, and as such,
should be fungible and fully exchangeable. Offsets, however, represent the currency for
emissions reductions, whereas allowances represent the currency for emissions (or the right
to emit). Additionally, offsets provide cost-containment in a cap-and-trade policy, and the
policy for the role of offsets can impact the resulting cost of allowances, and thus the cost
of the overall system, as indicated by the 2008 EPA analysis of the Licberman Warner Bill
(S2191) debated in the U.S. Senate, (see link to analysis at
http://www.epa.gov/climatechange/downloads/s2191_EPA_Analysis.pdf). That analysis
showed, for example, that if the use of domestic and international offsets within the policy
was unlimited, allowance prices would fall by 71% compared to the bill as written.
Conversely, if no domestic or international offsets were allowed, then allowance prices
would increase by 93% compared to the bill as written. Offsets, then, can impact the cost of
allowances, as well as the cost impacts of the overall policy.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?

Please respond in 300 words or less.

The permanence or duration of offsets, particularly as relates to terrestrial/biological sinks,
is really a contractual issue to be established by the policy, since terrestrial sinks are, by
their very nature, temporary. The objective of terrestrial sinks as offsets in a GHG policy is
to increase the residence time of carbon in these sinks for as long as possible, as a means of
slowing or bending the GHG emissions curve downward while we transition our economy
to a lower-carbon emitting economy, and ultimately, to a non-carbon emitting policy.
Offsets, and terrestrial offsets, in particular, are a transitional strategy. They are not a
solution, but a temporary means to an end -- the end being a carbon-neutral economy. The
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important concept, then, is to ensure their integrity and their accountability during that time
period in which we are relying on terrestrial sinks as offsets, whether it be for 30 years or
50 years, and the way to do that is contractually. Conceivably, 50 years from the date of
enactment of a policy, we will no longer have a need for offsets, since technologies should
have been developed by that time that will ensure the scope of reductions needed to ensure
stabilization of the climate. For non-biological offsets, as well as for the utilization of
biochar as a soil amendment, permanence and duration are less of an issue, if they are an
issue at all.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.

Projects enrolled in a system or market for which they have been or will be paid should not
receive credits or payments again. However, the larger issue of whether and how to reward
early actors is a difficult one, and care must be taken to avoid perverse incentives or
penalties for early actors. Conceptually, the issue can be addressed by allowing early
actors to participate in offsets provisions but provide rewards only for the incremental
emissions reductions or increased sequestration achieved after a date certain as established
by the legislation. This would allow producers engaged in certain practices to be rewarded
for their emissions reductions going forward. To the extent that the policy might penalize
‘early actors' from participating in offset markets due to the establishment of baselines,
additionality or other program definitions that would preclude their participation, bonus
allowances should be provided to reward these producers for the GHG emissions
reductions or increased sequestration that they provide on an ongoing basis, since their
actions benefit and are enjoyed by society at large. Otherwise, these actors are unfairly and
perversely penalized for their early adoption of the very practices the policy seeks to
promote.

24) The terms "additionality" and "stackability” are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack" credits?

Please respond in 600 words or less.

See the response to #23 in regards to bonus allowances. Also, relative to the stackability of
credits for ecosystem services achieved in addition to GHG emission reductions or
increased sequestration, the answer is yes. Society benefits from the many ecosystem
services achieved by agricultural practices and changes in practices, and to incent better
practices and innovative approaches that build synergies by creating multiple benefits, we
need to better quantify these services and impacts, and reward them financially.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.¢. cost share, technical assistance) be treated? How should
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those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?
Please respond in 300 words or less.

There should be no parsing of rewards or impacts for programs or activities paid for wholly
or in part from public funds. If that were the case, we would not consider giving credits for
technologies such as energy efficiency, geologic carbon sequestration (which is already
receiving billions of dollars in federal funds to demonstrate and deploy), renewable energy,
etc. Agricultural activities and programs should be treated no differently, regardless of the
justification or purpose of the program (i.e., whether it was implemented to address GHG
emissions or not).

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

Intentional reversals or intentional actions taken to not achieve the GHG emissions
reductions or increased sequestration accounted for in a contract or program should
mandate the return of revenue or the replacement of credits. Unintentional reversals or
natural disasters should be accounted for via use of insurance (e.g. crop insurance or some
type of federally-subsidized insurance) or buffer reserves (although, for terrestrial offsets,
buffer reserves for forestry projects should be separate and distinct from buffer reserves for
agricultural projects, since the sheer volume of forestry tons is so much larger than the
volume for agricultural tons, and the likelihood of catastrophic reversals for forestry, such
as due to forest fires, is greater than the relative likelihood of catastrophic reversals for soil
sinks). Alternatively, the federal government could 'absorb’ such losses from natural
disasters by adjusting a future cap to account for these losses (for instance, in the year
immediately succeeding a catastrophic loss).

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

USDA has a clearly defined role to play in this as established by the Ecosystem Services
Market Program in the 2008 Farm Bill. To the extent that greater detail or authorities may
be necessary, USDA should be clearly designated as the governing authority, given is
knowledge, experience, expertise, and relationship to production agriculture.

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?
Please respond in 600 words or less.
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Knowledge and information and access to such are potential obstacles, as well as the
availability of sufficient protocols and methodologies to allow landowners and producers to
begin to anticipate and plan for involvement in offsets programs. Considering that over
one-third of agricultural land is rented, programs must be designed to benefit the renter as
well as the landowner. The programs must be easy to utilize for all parties involved.
Delays in developing the protocols and methodologies that will govern producer
participation in these programs will exacerbate what is already a several-year lag-time in
getting agricultural offsets into a cap-and-trade system. For instance, if a producer has to
learn about what is needed to enroll a project, then undertake necessary changes in
practices, document and apply for participation in a project, undertake the changes in
practice, and verify emissions reductions or increased sequestration -- all before receiving
credits -- then it will already be a few (or several) years before these projects are providing
offsets for carbon markets. If the cap-and-trade policy anticipates those offsets before they
are actually available, it could impact the overall costs of the system, creating price shocks
until those offsets are actually available. To prevent such shocks, development of these
protocols and access to them at the producer level must begin far in advance of enactment
of the actual program.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

Existing agricultural conservation and forestry programs were not established with the goal
of mitigating climate change by reducing GHG or increasing sequestration. Nor do the
existing programs offer a way to offset increased costs incurred by a cap. Some, however,
do provide the ancillary benefits of achieving some of these impacts. One exception is the
Conservation Reserve Program (CRP), which does have an explicit soil carbon
sequestration sub-criteria within the Environmental Benefits Index (EBI), although soil
carbon could conclusively be incorporated as a separate criteria within the EBI, rather than
a sub-criteria within the air quality category (particularly since it achieves the goals of
other criteria, such as improved water quality, reduced flooding impacts, ete.). A
comprehensive assessment of how much GHG mitigation efforts can and should be
achieved within the agricultural sector should analyze changes in focus or programs that
would help to achieve these impacts, as well as the costs and incentives necessary to
promote adoption of the practices and activities. Particularly for those categories of
activities or projects that may not be incorporated into an offset program, it would be
beneficial to provide farm program support provisions to encourage practices or activities
that reduce GHG emissions and/or enhance sequestration.

Part I11: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
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biofuel incentives.

Life-cycle analysis: Implementing life-cycle analysis on a project-specific basis would be
expensive and time-consuming. A greenhouse gas reduction program should be designed
and implemented to reduce greenhouse gas emissions in the most effective and timely way
possible. Sorghum has not had the benefits of life-cycle analysis research. To penalize
growers of sorghum for research that has not been done would defeat the purpose of the
program even when sorghum has lower water usage and fertilizer usage than competing
biofuels feedstocks. See response to #13.

International deforestation is another important issue with implications for the US
agriculture and forestry sectors. A cap and trade market would provide incentives through
mechanisms such as REDD (Reduced Emissions from Deforestation and Degradation) that
would slow deforestation in developing countries.

Leakage: Leakage is a more of an issue for the forestry sector than the agricultural sector.
Regardless, implementing a nationwide cap-and-trade system would establish baselines and
protocols, thus providing solutions to issues such as leakage.

Advanced and cellulosic biofuels: The production of advanced and cellulosic biofuels
should be allowed extra allowances or exemptions to encourage their development and
commercialization. If this does not happen, more mature industries can concentrate on cost
containment and capping emissions, while new production facilities must overcome cap
costs and the higher startup costs associated with new technology. The program must not
discourage entrepreneurial investment into areas that can result in long-term reductions of

greenhouse gases
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL SUNFLOWER
ASSOCIATION

Committee on Agriculture
U.S. House of Representatives
Biographical Form
Name
Larry Kleingartner
Organization(s) you represent

National Sunflower Association

Address
[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

Executive Director



279

Part I: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of climate

3)

change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?
Please respond in 600 words or less.

If Congress or the federal government is going to attempt to address climate change and
limit greenhouse gas (ghg) emissions, a cap-and-trade approach would be the least harmful
approach in terms of adverse impacts to agriculture. A cap-and-trade approach is more
desirable than addressing emissions through a carbon tax or through EPA regulations. A
cap-and-trade approach would provide some potential to limit the economic costs of of an
emissions cap and potentially provide agricultural producers a market to recoup increased
energy input costs that will likely be passed along to them.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words or less.

The agriculture sector should not be subject to a ghg emissions cap. Agricultural practices
should be eligible for any ghg offsets market that is established under a cap-and-trade
framework. Agriculture should be exempt from the emissions cap and eligible for the
offsets program, because 1) U.S. farmers provide low-cost food and fiber for the world.
Additional regulations or compliance costs will result in higher food and fiber costs at a
time when increased productivity is needed to meet the demand of a growing world
population; 2) due to the number, lack of uniformity, and dispersal of farms, the cost of
administering and enforcing an emissions cap on agriculture could cost more than the ghg
benefits it would provide; 3) ag offsets are a cost-effective way of reducing or sequestering
ghg emissions. Low cost ag offsets will help limit the adverse impacts of the emissions cap
on the economy.

If a cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

We do not have the expertise to comment on how emissions allowances should be
distributed across all sectors. Allowances for the agriculture sector should be at no cost.
As indicated above, agriculture should not be subject to caps or regulations that will further
increase production costs for food and fiber. As energy consumers, farmers will likely be
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subject to increased input costs due to the caps or regulations placed on energy providers
and fertilizer manufacturers.

Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

We do not have a position on this issue at this time.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

If a cap-and-trade program is established, existing government agencies should administer
the programs. Specifically, USDA should administer any agriculture offsets program.
USDA has the experience and expertise on farming practices and programs as well as an
established relationship with farmers that would enable them to most effectively administer
any agriculture offsets program.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.

Please respond in 300 words or less.

We would support the CFTC as regulator for carbon under a cap-and-trade program. The
CFTC already has proven ability to regulate derivatives, and stafT with expertise to do so.

7

8)

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instn on lightly regulated, transp derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

No position.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
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residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

While we have seen very little analysis of the specific impact that a carbon reduction
program will have on different sectors, we believe it is likely that as energy consumers,
agriculture producers will experience increased input costs. The production of fertilizer is
likely to be significantly impacted and the increased costs passed onto farmers. Rural areas
whose primary source of electricity is produced from coal would also likely experience
increased energy costs and have fewer alternative sources of energy production.

9

—

How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

Any revenues derived from a carbon reduction program should be provided to those entities
and consumers that incur increased input costs as a result of the carbon reduction program.
Consideration should also be given to sectors, such as agriculture that produce goods
essential to our economy and well-being. Additional funds not returned to consumers or
essential sectors should be invested in research and development of renewable energy
sources, including renewable biomass.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due to a
carbon reduction program receive transitional assistance?

Please respond in 300 words or less.

Yes, as indicated in the previous response, assistance should be provided to those entities
and consumers that incur increased input costs as a result of the carbon reduction program.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas
emissions?
Please respond in 300 words or less.

no position on this issue.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.

Please respond in 600 words or less.

Carbon prices should be determined by market forces.
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13) What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any intermnational
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.
Do not have a particular insight.

Part II: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

We believe that a voluntary offset program that compensates farmers for actions that
reduce or sequester emissions and allowances that compensate farmers for increased input
costs incurred as a result of a carbon reduction program would be most effective for
agriculture,

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

The total number of offsets should not be limited.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?

Please respond in 600 words or less.
Offsets derived from agricultural practices should be a priority.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.

The U.S. Department of Agriculture should establish, through rulemaking and public
comment process, the offset measurement criteria. We believe there should be uniform and
consistent measurement accounting criteria. The methods for measuring offsets are still
emerging and evolving and we believe that USDA is the appropriate entity to review the
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practices and establish the criteria. Any legislation should delegate this responsibility to
USDA and give them the flexibility to consider and incorporate new technologies.

18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

We do not have enough information at this time to specify the appropriate criteria for
assessing offset projects. The criteria should be established by USDA through rulemaking
and public comment process.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

USDA should be responsible for verifying agriculture offset projects. USDA could
incorporate methods and processes similar to those used to administer and enforce existing
crop and conservation programs.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.
A standards-based approach would likely be most efficient and effective.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

Offsets and allowances should be separate programs.

22) Describe the most important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?

Flease respond in 300 words or less.

Existing conservation programs, such as CRP could be used as a model to address
permanence and duration of offsets, including factors such as contract length and
flexibility.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g., the Chicago Climate Exchange or an emission registry)?

Please respond in 600 words or less.
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Existing projects and practices should be eligible for future offset markets established by
the federal government, if those practices meet the criteria. Early actors should be
rewarded, not excluded.

24) The terms "additionality" and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners to "stack” credits?

Please respond in 600 words or less.

Early actors should be fully eligible for future government offsets markets. Early actors
should be rewarded, not excluded. Farmers should be allowed to stack credits that have
multiple benefits that apply to other environmental markets.

25) How should activities that may have been paid for in part by assistance from Federal or
state government programs (i.e. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

No opinion at the present time

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or another event uncontrolled by the producer and/or landowner?

Please respond in 300 words or less.

Offset projects should be subject to contractual agreements with the issue of permanence
determined according to the type of project. If a project ceases to reduce or sequester
carbon, then the payments would end. Producers should not be liable for natural disasters.
Insurance could potentially address the potential of natural disasters reversing carbon
sequestration.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authority be delegated to the appropriate government agency to develop regulations? If so, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

Legislation should provide adequate parameters, including a list of eligible offset projects.
This list would not be all-inclusive and should allow for emerging projects and
technologies. USDA should be responsible for devising the protocols and procedures for
agriculture offsets. USDA should be given significant flexibility to devise the protocols
and procedures.
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28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?

Please respond in 600 words or less.

The obstacles faced by producers and landowners include cost, absence of a market or
market uncertainty, uncertainty surrounding future government policy, and the technical
uncertainty around issues such as measurement and verification.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.

Most analysis suggests that significant emissions reductions or sequestration can be
provided through agriculture and forestry practices. Therefore, that would suggest that
sufficient incentives do not currently exist to spur more widespread implementation of such
practices. Additional financial incentives and technical assistance would result in greater
participation and implementation of conservation practices.

Part 111: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cycle analysis, leakage, or
biofuel incentives.
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL TURFGRASS
FEDERATION, INC.
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name

Kevin Morris

Organization(s) you represent
National Turfgrass Federation, Inc.

Address
[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer,

I am President of the National Turfgrass Federation (NTF), a non-profit organization that
represents several other national turfgrass organizations from the different segments of
the turfgrass industry (golf, sports turf, lawn care, irrigation, sod production, equipment
manufacturers). Turfgrass is a 50,000,000 acre, $40 billion industry in the U.S. With 80-
100 million home lawns, approximately 750,000 athletic fields, 17,000 golf courses.
numerous public and private parks, military bases, cemeteries, etc.; the turfgrass industry
employs hundreds of thousands of Americans. Also, the turf industry provides recreation
for 22 million youth soccer players, 26 million golfers, countless other athletes
(professional and amateurs), healthy playgrounds and parks for millions of Americans,
vision enhancement on roadsides, and enjoyment for countless others. In addition,
turfgrass holds the soil, filters water through its millions of roots and leaves. reduces dust,
provides cooling around homes and countless other benefits. NTF exists to promote
turfgrass research, funding for turfgrass research and the turf industry in general.
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Carbon Reduction Program Design

Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

We advocate a cap and trade system. We feel this is the best approach to reach the goals of
carbon reduction while not adversely affecting any particular industry. The turfgrass
industry, as a part of the broader lawn and landscape industry, is an important carbon sink
to offset CO2 contributions from other industries. We know that turforass sequesters 1 ton
of carbon per acre per year, which is equivalent to CRP lands. Maintained landscapes may
perform similar to agricultural crops as well, With 50 million acres of turfgrass in the U.S |
the carbon sequestration benefit is significant, therefore, we should be encouraging more
greenscapes, parks, buffer strips, athletic fields, etc. for their carbon benefit, as well as their
cooling effect, soil holding capacity and water filtering ability. Any carbon sequestration
or greenhouse gas mitigation rates should be set based on sound science. In addition, a cap
and trade system must first identify a list of projects that are eligible for offsets,
Landscapes and turf should not be capped as they are very important for offset purposes.
Also, existing turlgrass acreage, as well as new turfgrass acreage, should be available as
offsets.

Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?

Please respond in 300 words or less.

Maintained turf (turf that is maintained at any level - one mowing per year qualifies as
maintained) and landscapes should not be subject to an emissions cap. We (the lawn and
landscape industry) must be considered for this program because of our tremendous
potential to offset carbon produced by other sectors. However, for this to work, this must
make economic sense for the turf and landscape industry. Also, again, any legislation must
be based on sound science.

If a eap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.
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5)

6)

8)
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Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

We need to look closely at lessons learned from state, regional and international programs
that employ carbon taxes, cap and trade or a hybrid system. We believe a national program
will be needed to administer the program, facilitate global trading, ensure consistent cap
standards, ete.

If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

EPA should ultimately administer the program, working with USDA on the agriculture
side. USDA should define the rules and administer the offset program. This will ensure
consistency with offset valuation. EPA should place equal emphasis on caps, credits and
offsets. USDA has the new Office of Ecosystem Services and Markets that could be the
group that works with EPA to administer this aspect of the program.

If a derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures I'rading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain,

Please vespond in 300 words or less.

Currently, derivatives of energy-based commodities can be traded through: a) highly structured
instruments on regulated, transparent futures markets accessible to anybody and anvone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible
only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?
Please respond in 600 words or less.

Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and
fr:;m landowaers; or input, transportation, and processing sectors of agriculture and forest
products.
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Please respond in 600 words or less.

9) How might revenue generated under a carbon reduction program be best used to offset any negative
impacts?
Please respond in 300 words or less.

Revenues should be used to offset program costs. This will allow and encourage the
greatest potential for contribution among the turf and landscape industry.

10) Should businesses that are affected (either indirectly or directly) by higher overall costs due o a
earbon reduction program receive transitional assistance?
Please respond in 300 words or less.

Initially, transitional assistance may be needed. However, over time, as markels for carbon
develop, this help should be reduced or eliminated. For the turf and landscape industry,
there will be a need for aggregation of acreage, to make cap and trade useful and
economically viable. This will take some time, however. these types of mechanisms will
help aggregation to develop faster.

11) What role should public lands play in helping to sequester carbon and/or reduce greenhouse gas
emissions?
Please respond in 300 words or less.

Turf is located throughout the fifty states and particularly on public parks, highways, public
golf courses, recreation areas (athletic fields, ete.), public institutional grounds (schools,
hospitals, etc.), and military bases. Turf can contribute significantly to carbon reduction,
therefore, it is critical that turf on public lands be included. The dollars coming back to
public entities from offsets could be important to improve and upgrade facilities on public
lands. Also, it may encourage the purchase and development of more public lands. This
scenario is good for public health, well being and society in general.

12) Should carbon prices be determined exclusively by market forces or should limits on carbon prices
be established? Please explain.
Please respond in 600 waords or less.

Market forces should determine pricing, there must not be any limiting of offsets. Offset
prices need to have real value for this program to work. If not, revenue may not offset
costs of compliance. Also, artificial pricing of offsets may not encourage the type of
participation that would be possible with market pricing.
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13} What, if any, lessons can be learned from the European Union’s Emission Trading System (ETS) or
any other carbon reduction program already underway or being developed? Do any international
carbon reduction programs currently exist for agriculture and forestry?

Please respond in 600 words or less.

Part II: Carbon Reduction Program Administration and Implementation

The administration and implementation of an offset or allowance program will be a major topic
during any potential climate change discussion. Please answer the following questions regarding
the scale, scope, and limitations of any program as part of the larger carbon reduction debate.

14) What options or combination of options would be most effective for agriculture and forestry
sectors in a carbon reduction program: a voluntary offset program, bonus allowances for selected
agriculture and forestry activities, or agreed upon performance standards for segments of the
agriculture and forestry sectors?

Please respond in 600 words or less.

All of the above could be important, however, we feel that a voluntary offset program may
be the most important. However, standards will be essential to ensure compliance with the
program.

15) Should the total number of offsets issued annually by the government be limited? If so, how much?
Please respond in 300 words or less.

No, offsets should not be limited. The market will determine the need for reducing GHGs
and the financial vehicles to create the methods to reduce GHGs. The proper relationship
between offsets and allowances needs 1o be in place so proper balance is established and
compliance is high. Any limits set by the government will negatively affect the market
potential of this program.

16) How should Congress prioritize the distribution of available offsets (who gets them and how
much)?

Please respond in 600 words or less.

17) What should the criteria be for measuring (quantification, verification, and monitoring) and
accounting for the legitimacy of offsets under the program?

Please respond in 600 words or less.
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18) What should be the criteria for assessing offset projects?
Please respond in 300 words or less.

19) How should Congress design a system for verifying offset projects?
Please respond in 300 words or less.

20) Should Congress establish a standards-based approach with pre-calculated values or a project-
based approach that measures field results for establishing eligible offsets under the program?

Please respond in 600 words or less.

Yes, this is very important. Turfgrass maintenance praclices vary based on the use,
therefore, carbon mitigation potential may vary. A general approach may underestimate
the carbon sequestered by many turf areas.

21) What should be the relationship between offsets and allowances?
Please respond in 600 words or less.

22) Describe the mest important factors in establishing the permanence and duration of offsets under
the program, including contract length and flexibility?
Please respond in 300 words or less.

23) How should Congress address existing offset projects or credits established through a voluntary
market or system (e.g.. the Chicago Climate Exchange or an emission registry)?
Please respond in 600 words or less.

24) The terms "additionality” and "stackability" are often used when discussing the details of
an offset program. How should producers and forest landowners who may have been
early-actors and already undertaken activities that sequester carbon or reduce greenhouse
gas emissions be treated? Should activities undertaken to reduce carbon emissions also
be allowed to count towards other environmental market activities, such as water quality
or wildlife habitat creation, therefore allowing landowners ta "stack" credits?

Please respond in 600 words or less.
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Stackable credits should not be allowed, nor should participation in multiple programs.
Early actors should be encouraged and rewarded.

25) How shouid activities that may have been paid for in part by assistance from Federal or
state government programs (i.c. cost share, technical assistance) be treated? How should
those activities be treated if the practice was not specifically implemented to address
carbon sequestration or greenhouse gas emission reduction?

Please respond in 300 words or less.

26) Should a producer be required to return revenue or be held liable if an offset project does not
sequester carbon or reduce greenhouse gas emissions? How about in the event of a natural disaster
or anather event uncontrolled by the producer andfor landowner?

Please respond in 300 words or less.

27) Should the protocols and procedures for the offset program be detailed in legislation, or should
authorily be delegated to the appropriate government agency 1o develop regulations? If s0, which
agency or agencies should be responsible for devising protocols and procedures?

Please respond in 300 words or less.

USDA should be responsible for the offsets program, in regards to agriculture and the
turf/landscape industry. Sound science should be used to develop standards and protocols.
Stakeholders should be involved in the process of developing the standards. [n the field
mechanisms, such as BMPs in the turf industry, should be considered when devising the
standards,

28) What are the obstacles faced by agricultural producers and landowners to implement practices and
technologies?
Please respond in 600 words or less.

There are many obstacles to implementation, many of them related to the uncertainty and
inexperience with this type of program. We do not know how to value offsets, how to

develop standards for verification, monitoring, etc. Therefore, it is difficult to know who is
complying. Also, the costs associated with implementing the practices are an unknown.

29) Do existing conservation and forestry programs provide sufficient incentives to encourage the
adoption and implementation of practices that mitigate climate change impacts, sequester carbon
and/or reduce greenhouse gas emissions? If not, what might Congress consider offering as
additional financial incentives and technical assistance to speed up adoption/implementation?

Please respond in 300 words or less.
Part Iil: Carbon Reduction Program Additional Thoughts

Please use the next 1000 words to provide additional comments on subjects which may not be have
covered by the questionnaire, such as a low-carbon fuel standard, life-cvcle analysis, leakage, or
biofuel incentives.
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RESPONSE TO QUESTIONNAIRE
SUBMITTED BY
NATIONAL WILDLIFE
FEDERATION
Committee on Agriculture
U.S. House of Representatives
Biographical Form

Name

Julie M. Sibbing, Director - Global Warming, Agriculture and Wildlife
Organization(s) you represent

National Wildlife Federation

Address

[Redacted]

Email
[Redacted]

If you are responding on behalf of an organization, please list the capacity in which
you are representing that organization, including any office or elected position you
hold or if you are a volunteer.

Director - Global Warming, Agriculture and Wildlife
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Part I: Carbon Reduction Program Design

1) Members of Congress have introduced numerous bills to address the wide spectrum of climate
change issues. Do you think Congress should enact a program that uses carbon taxes/fees, a cap-
and-trade program, or a hybrid of these two approaches? Why?

Please respond in 600 words or less.

The National Wildlife Federation (NWF) supports the approach taken by the recently
released American Clean Energy and Security Act discussion draft by Chairman Markey
and Waxman that places a cap on carbon emissions and allows entities the flexibility of
the market to reduce emissions at the lowest cost and drive clean technology to market. In
order to avoid the worst effects of global warming, there is broad scientific agreement
that we must limit additional warming to no more than 2 degrees Celsius over pre-
industrial levels. A fixed cap provides for environmental certainty of emission reductions
and must be based on an assessment of the level of reductions you need to get to in order
to protect the climate.

2) Should the agriculture and forestry sectors be covered under a carbon reduction program? Why or
why not?
Please respond in 300 words ar less.

The nature of agricultural and forestry emissions makes regulation of this sector difficult.
There is every indication however, that there will be significant participation from the
agricultural and forestry sectors in an offset market and in allowance-funded practices —
which will greatly reduce greenhouse gas emissions and increase carbon sequestration,
while also providing an important cost-containment opportunity for regulated sectors.

3) 1fa cap-and-trade program is chosen, how should emission allowances be distributed? For example,
should they be at no cost, auctioned, or a combination of both? How should Congress prioritize the
distribution of available allowances? Should allowances for the agricultural and forestry sectors be
allocated at no cost, if so, should there be a limit on the number of no-cost allowances?

Please respond in 600 words or less.

Policymakers have a variety of options when it comes to distributing allowance value,
including (1) auctioning the allowances and dedicating the money earned to specific
purposes (e.g., government-based research and development, protecting natural
resources), or (2) allocating the allowances to particular sectors of the economy and
requiring recipients to spend the allowance value on specific purposes (e.g., industry-
based research and development of new technologies, rebates on electricity bills to low-
income customers).
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The National Wildlife Federation focuses primarily on the purposes to which the value
should be invested, rather than the mechanism (i.e., auction vs. specific allocations).
Different mechanisms for initially distributing the allowances can legitimately be used to
invest in the same goals. NWF supports a hybrid approach whereby some allocations are
auctioned and some are allocated directly to serve a purpose and would like to see the
program move to 100% auction over time.

The agriculture and forestry sectors will play an important role in helping the U.S. meet it’s
obligation to reduce global warming pollution. In addition to providing offsets for
activities that meet the strict standards of additionality, and measurability, a robust set of
incentives are needed to reward early actors and to encourage farmers and forest owners to
further reduce and prevent emissions, including activities that ensure that at-risk grasslands
and forestlands are preserved. NWF believes that a portion of allowance proceeds should
be dedicated to USDA to assist in accomplishing these additional reductions and avoided
emissions.

4) Should a cap-and-trade program or a carbon tax/fee program be linked to existing or emerging U.S.
regional or other carbon reduction programs (i.e. RGGI or individual state programs)? If so, which
programs and why?

Please respond in 600 words or less.

State innovation has been critical to our environmental progress over the last four
decades and must be permitted to continue. States should be allowed to set standards for
energy, transportation, and global warming emissions that go beyond what is required
nationally, with the federal standard serving as a floor, not a ceiling.

5) If a cap-and-trade program is established, should an existing government agency regulate it or
should a new agency be created? Please explain.

Please respond in 300 words or less.

NWEF believes that the U.S. Environmental Protection Agency (EPA) is best suited to
ensure the environmental integrity of a cap-and-trade program as it is implemented.
EPA’s mission is to protect public health and the environment, and efforts to reduce
global warming pollution should first and foremost have these goals in mind. EPA has a
strong record implementing the highly successful cap-and-trade program for acid rain
under the Clean Air Act, and is the only agency that has managed such a system. Many
other federal agencies, including USDA, will also have important rolls to play in helping
EPA implement the law,

6) Ifa derivatives or futures market in carbon reduction arises in the wake of the creation of a cap-
and-trade program, should the Commodity Futures Trading Commission (CFTC) continue its role
as the regulator of this derivative carbon market, or should there be a different regulator? Please
explain.
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Please respond in 300 words or less.

7

—

Currently, derivatives of energy-based commodities can be traded through: a) highly structured

instruments on regulated, transparent futures markets accessible to anybody and anyone; b) flexible
instruments on lightly regulated, transparent derivative markets accessible to only major market
participants, or; ¢) flexible instruments on unregulated, opaque over-the-counter markets accessible

only to major market participants.

Should derivatives markets in carbon reduction arising in the wake of the creation of a cap-and-
trade program also be permitted to develop under similar options as for energy-based commodities?

Please respond in 600 words or less.

8) Will enactment of a carbon reduction program have negative impacts for regions or populations
whose welfare is of special interest to the agriculture community? Such groups could include:
residents of rural areas; populations served by USDA nutrition programs; agricultural producers and

forest landowners; or input, transportation, and processing sectors of agriculture and forest
products.

Please respond in 600 words or less.

The agriculture and forestry sectors are anticipated to be hit hard by the impacts of global
warming. Enactment of legislation with aggressive emissions reduction targets, in
a