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Mr. Chairman and members of the Committee, my name is Dave Heineman, Governor of Nebraska and Chairman of the Governors’ Ethanol Coalition.  The Coalition represents thirty-five of the nation’s governors and is committed to expanding the environmental, economic, and security benefits of ethanol production and use to all regions of the nation.  We greatly appreciate the opportunity to provide this testimony in support of key provisions of the Biofuels for Energy Security and Transportation Act of 2007 ​​— S. 987.  

This legislation’s core elements build upon and include many of the governors’ recent and past policy recommendations to Congress and the President.  Our recommendations were developed because of the governors’ concern for the serious security, economic, and environmental risks associated with the United States’ dependence on oil from unreliable and unstable nations.  We believe we must transform the nation’s transportation fuel system and the vehicle fleet so that the fuel we use does not threaten our way of life.  Consider the following:

· Oil is the largest contributor to our trade deficit, accounting for more than $1 billion a day in funds that are largely sent — not to the shareholders of major publicly owned oil companies — but to increasingly unstable oil exporting countries; 

· Oil accounts for more than 32 percent of U.S. carbon dioxide emissions — with each gallon of gasoline burned producing 28 pounds of carbon dioxide from the combination of tailpipe emissions and the refining and distribution of gasoline; and
· Oil supply and price volatility have demonstrated repeatedly a capacity for worldwide economic disruptions.
Recognizing the seriousness of this matter, the governors worked with Congress and the President to pass the Energy Policy Act of 2005, which established the Renewable Fuels Standard (RFS) and dramatically expanded biofuels research and demonstration.  The result is unprecedented growth in ethanol production and the beginning of a shift in our oil dependency.  For example, the production of 4 billion gallons of ethanol in 2005 resulted in the United States importing 170 million fewer barrels of oil — this means that $8.7 billion was not transferred to oil-producing nations from our nation that year.  

In a matter of months, we will exceed the 2012 goal of 7.5 billion gallons of ethanol a year set by the RFS contained in the Energy Policy Act of 2005.  This seemingly overnight achievement is a modest demonstration of what the nation can achieve with sound policy signals and adequate resources.

However, our continued oil dependency suggests the need for a far greater response.  Production of 10 or 15 billion gallons of ethanol a year can aid in mitigating these risks and is a goal that can be met with existing feedstocks and technologies.   Nevertheless, such a goal falls short of both our potential and the challenge we face.  Instead, the Coalition members believe we must establish far more ambitious goals than those envisioned only a few years ago.


In order to assess the potential for adopting such an expansion, the Coalition commissioned the University of Tennessee to conduct a study of the economic, environmental, and agricultural impacts of increasing levels of ethanol production and use.  The results of the study show that further expansion of production — 10 billion gallons in 2010, 30 billion gallons in 2020, and 60 billion gallons in 2030 — is well within the capability of the industry and farmers under conservative grain yield improvement assumptions, and use of modest amounts of cellulosic derived ethanol production by 2012, growing to far greater quantities over time. 

Emboldened by both the study results and the need to address the nation’s and the states’ energy policies, the governors’ consulted a group of environmental, energy, agricultural, and biofuel experts to aid them in developing a new set of policy recommendations.  The governors adopted these recommendations four months ago in a report entitled Ethanol From Biomass: How to Get to a Biofuels Future.  The recommendations include:

· Expanding the RFS.  The RFS should be expanded to a short-term target of 12 billion gallons a year of ethanol and biodiesel use by 2010, and a longer-term BTU-based target of 25 percent of total motor fuels consumption by 2025, or about 60 billion gallons.

· Assigning a value to the RFS cellulosic ethanol trading credit.  This non-financial credit should be converted to a Cellulosic Ethanol Production Tax Credit.

· Establishing a timetable for delivering higher blend ethanol infrastructure – expanding from several major metropolitan areas to entire regions within five years.  This expansion would be synchronized with the production of not less than 70 percent of new vehicles sold being flex-fuel capable within 10 years.

· Providing adequate funding for the Energy Policy Act of 2005 authorized biofuel research, demonstration, and incentive programs.   Critical efforts must be fully supported on a range of cellulosic feedstocks.  This support is key to the development of advanced ethanol production, the launch of plug-in hybrid flex fuel capable vehicles, and the expansion of higher blend ethanol infrastructure.  Support for these efforts will cost less than one-half of what America spends in one day for imported oil.

The combination of the above actions aim to achieve a goal of providing 25 percent of our transportation fuel, about 60 billion gallons, from renewable, domestically produced ethanol by 2030. 
Support for S. 987 Complementary Provisions


The Governors’ Ethanol Coalition supports components of the Biofuels for Energy Security and Transportation Act of 2007​​​ ​ (S. 987).   In particular, we believe the legislation’s expansion of the RFS and emphasis on stimulating rapid cellulosic biofuel production are essential to addressing the nation’s energy challenges.  Moreover, the bill’s attention to regional differences, which recognizes the need to support ethanol production and feedstock development in all areas of the nation, is a key principle of the governors’ policy recommendations.


However, the Coalition believes S. 987 could be strengthened in several important ways and we respectfully request your consideration of the following additional elements derived from the governors’ policy recommendations:

RFS Expansion


S.987’s RFS targets are excellent, but would benefit from greater near-term expansion of cellulosic derived ethanol.  The current RFS includes a requirement for the utilization of 250 million gallons of cellulosic derived ethanol by 2013.   Since enactment of the RFS, cellulosic ethanol research and development efforts are making rapid progress.  Commercial scale demonstrations are being constructed around the nation and smaller scale production is already underway at a few sites.  In Nebraska, we have 13 ethanol plants in operation and 10 under construction and, I am proud to say, we are home to a state-of-the-art bioplastics production facility — a key to the biorefinery concept that is a part of our vision for the future of ethanol.  Following are a few examples of the exciting development underway around the nation:

· Georgia Governor Sonny Perdue announced that Georgia would be the site for a cellulosic ethanol plant that will use wood waste as a feedstock.  The plant will have the capacity to produce over 1 billion gallons of ethanol a year and employ 70. 

· New York announced that two companies have been selected to develop and construct pilot commercial cellulosic ethanol facilities in New York. 

· Oklahoma Governor Brad Henry announced creation of a world-class $160 million Bioenergy Center to be created over the next four years at the Universities of Oklahoma and Oklahoma State. 

· Tennessee Governor Phil Bredesen announced a $72 million alternative fuels initiative that included the construction of a $40 million pilot biomass plant.   

· Kansas Governor Kathleen Sebelius, last year’s Coalition chair, announced that she would make cellulosic ethanol a priority and make Kansas a national leader in biofuels research and production. 

· Wisconsin Governor Jim Doyle announced plans to make Wisconsin home to the first cellulosic ethanol plant in the United States.  

· Governor Arnold Schwarzenegger announced a low-carbon fuel standard for California that will drive biofuel production and use by setting a far-reaching goal and relying on the private sector to deliver clean renewable fuels and innovative vehicle technologies.

It appears that the 2012 RFS cellulosic goal could easily be exceeded.  Thus, the governors recommend an expanded cellulosic ethanol goal of 500 million gallons a year beginning in 2012.  The addition of this language to the RFS expansion provisions of S. 987 should lead to a dramatic expansion of private sector investment in cellulosic ethanol production facilities.
Cellulosic Ethanol Production Tax Credit


Providing a cellulosic production tax credit, built upon the existing RFS cellulosic trading credit, would immediately advance cellulosic and potentially other “low carbon” ethanol production.  Congress included a 2.5:1 trading credit for cellulosic ethanol when it approved the RFS in the Energy Policy Act of 2005.  The trading credit meant that each gallon of cellulosic ethanol would count as 2.5 gallons for purposes of meeting the RFS requirements.  Because the expansion of conventional ethanol production far exceeded expectations, there is no financial incentive for ethanol blenders to pay more for cellulosic ethanol, and therefore the trading credit has no financial value.  Monetizing this credit is one of the principles envisioned by Congress and the President in passage of the RFS, but not realized because of the volume of conventional ethanol produced. 


This monetization goal can be achieved with a simple policy modification.  The Coalition recommends that a value be assigned to the trading credit by converting the trading credit to a ten year Cellulosic Ethanol Production Tax Credit that would be worth an additional $0.765 a gallon compared to conventional ethanol, or $0.765 plus the value of the regular ethanol Volumetric Ethanol Excise Tax Credit.  This approach differs from the current credit for conventional ethanol in that it would be available to producers.  The current tax credit for conventional ethanol accrues primarily to the petroleum blender. Properly structured, these measures incentivize a range of new ethanol production technologies that reduce fossil fuel inputs and increase the competitiveness of domestically produced ethanol. 

Infrastructure Development


S. 987’s provisions expanding higher blend ethanol infrastructure development are extremely important.  The corridor approach provides consumers with more biofuel retail options, is consistent with the successful infrastructure actions of many states and cities, and is supported by the governors.  Nevertheless, the Coalition believes that Congress must take extraordinary steps to overcome the ethanol infrastructure-vehicle stalemate and enable real competition among transportation fuels.  The governors find no evidence that the current entrenched fuel system will afford a timely transition to a more dynamic and resilient system that includes higher blend renewable fuels.  Federal, state and private actions are needed to open the door for new market entrants and create a more vibrant domestic biofuels industry. 


The governors recommend adding a regional approach to S. 987 to address the infrastructure challenge. The city-to-region strategy should be used that includes the adoption of performance standards for major gas station owners and branders (e.g., owners of 100 or more fueling stations, high-volume stations) that would provide at least one higher blend ethanol pump at 95 percent of their stations in at least one region over five years.  This should be synchronized with the adoption of a timetable for the transition to uniform flexible-fuel vehicle requirements that not less than 70 percent of new light duty vehicles sold in the United States be fuel flexible within 10 years.  Modest tax incentives (e.g., $100 for each vehicle) would be provided to aid auto manufacturers in transitioning to this standard. 


As a part of this strategy, the Coalition also recommends the addition of a market-oriented “kick start” for this city-to-region approach that would create a partnership among our states, cities, industry, and the federal government that concentrates higher blend ethanol efforts in key markets.  This concentrated effort would maximize private, state, and local investments in marketing and infrastructure and would provide evidence of the potential of a flexible-fuel system.  Moreover, this approach would allow other state and private efforts of a similar nature to occur throughout the nation. 

Expand Blend Study


The Coalition recommends that Section 302 of S. 987, which direct the U.S. Department of Energy to study the feasibility of nationwide consumption of a range of ethanol blends, be expanded from the indicted levels of E15 through 25, to E10 through E85.  The modest additional cost of this work would provide policy makers at the state, local, and federal levels with important data on a range of blends and offer the market place and consumers a greater range of blend solutions.

Loan Guarantees and Low Carbon Fuel


The legislation’s Section 204 Loan guarantee provision is an important refinement of the current U.S. Department of Loan guarantee program.  The governors believe structuring these guarantees in ways that encourage both low carbon biofuel development and low carbon options for all the alternative energy projects eligible under the program is essential.  This approach ensures that taxpayer funded federal support for clean energy options will benefit our states economies and environment.

Ethanol Expansion Impacts

The Governors’ Ethanol Coalition recognizes the temporary but real problem that has emerged regarding food and fuel tensions due to higher corn prices.  For example, in Nebraska, which has a large and vibrant livestock industry, high corn prices are affecting profitability, even though byproducts of the grain ethanol refining process can substitute for some corn in livestock diets.  While the results of the growing season and harvest will not be known for some time, there is reason for optimism.   Secretary of Agriculture Mike Johanns addressed this issue recently, saying:
The U.S. Department of Agriculture’s economists calculate that ethanol production could rise to 10 billion gallons by 2010 without forcing us to choose between corn for food or for fuel.  We believe that corn-based ethanol will be a part of our ethanol future. But the next generation is cellulosic ethanol.

We are also conducting research, as is the private sector, to make Distiller’s Dried Grain a better source of feed. Right now on one bushel of corn used for ethanol creates about 17 pounds of that byproduct.  The goal is to develop a way to fracture the kernels before processing so that both high value feed and ethanol can be produced from the same corn.
The other thing I would say is the market works.  The interest in corn for ethanol production is spurring research into increasing corn yields at seed companies . . . We also believe that most cellulosic materials that will be used for ethanol production in the future will not compete for good pasture.  These grasses and other biomass products do well on marginal ground.
Renewable energy is changing the face of agriculture and that involves a period of adjustment but it also creates opportunities for ranchers and rural America.

The Secretary’s views mirror those of the many energy, agricultural, and environmental experts from around the nation that the governors consulted in developing our recommendations. 


In closing Mr. Chairman, the Coalition believes that S. 987 includes many of the key elements needed to achieve a biofuels future for America.  We also urge your consideration of the governors’ recommended additions to the bill as a means to more rapidly meet the important goals set forth by Senators Bingaman and Domenici.  Thank you for the opportunity to provide the governors’ input and ideas today.  We look forward to working with Congress and the President to advance the opportunities of biofuel production and use in all regions of the nation. 
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