Cellulosic Biofuels: Another Opportunity for

Washington to Marry Agriculture and Energy Goals oo iors

About 10 years ago | attended a meeting

in Chicago fo discuss the future of ethanol.

The 30 or so participants included owners,
managers and builders of ethanol plants, as
well as industry experts and farmers. Affer about

an hour of discussion, | raised the subject of

cellulosic ethanol. A corn farmer’s response
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summarized the meeting’s consensus: “That's

quickly moved on.

Today, cellulosic ethanol can no longer be
ignored. Even as the quantity of ethanol from
corn increases, the age of corn ethanol is
drawing to a close. Few new corn-to-ethanol
plants will be built beyond those currently in

the financing and construction pipeline.

‘ ‘ The opportunity to build on the farmer-owned corn-to-ethanol
biorefinery model is over. But the opportunity for local ownership

is just beginning for cellulosic biofuels. ’ ,

We must remember — without corn ethanol,
there would be no cellulosic ethanol. The corn
industry ushered ethanol through its often
painful birthing process: persuading car and
oil companies to use the product and the
general public fo accept it, creating a national
distribution and marketing system, and
improving the reliability and efficiency of the

production plants.

And at least until recently, corn ethanol made

one other major contribution. It provided
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policymakers an ownership model that
addressed a fundamental problem facing
farmers here and around the world: farmer-
owned biorefineries. Hundreds of thousands
of farmers operate in an almost perfectly
competifive market while selling to an
increasingly concentrated processing sector.
The result? Commodity prices stay constant
or fall, while input prices and refail prices rise.
In effect, farmers often sell their crop at prices

below the full cost of production.

In the U.S., government has dealt with this
conundrum by giving farmers money fo
make up for the difference between the price
they receive from processors and the price
they need to make a profit. This dependency
makes most farmers unhappy and virtually

all taxpayers resentful.

Farmer-owned biorefineries addressed this
sfructural problem. And they proved themselves
viable and profitable. Indeed, by 2002, 50
percent of all ethanol plants and 80 percent

of all new ethanol plants were majority farmer
owned. Tens of thousands of farmers owned

a piece of the value added process, which
among other things gave them a hedge against
fluctuating commaodity prices. Indeed, until
recently, many farmers received a higher refurn
per bushel from dividends than from the sale

of their corn.

Farmer- and locally owned biorefineries
producing biodiesel or ethanol offered rural
communities and farmers a way fo break

out of their traditional boom and bust cycle.
Unfortunately, policymakers ignored the
opportunity, first in the 2002 farm act and then
in the 2005 energy act. Meanwhile, the energy
act’s mandates, coupled with the rapid phase-
out of MTBE in 2006 and the beginning of the
run-up in oil prices, produced a tsunami of Wall
Street capital into biofuels. By 2007, over 90
percent of all new ethanol plants were absentee-
owned. Farm policy and energy policy had

become uncoupled.

The unprecedented rise in crop prices in the last
two years allowed us fo ignore this profound
failure of imagination by policymakers. Today
even farmers who own shares in a biorefinery
receive a much, much higher return from their
crop sales to the market than from dividends
from the plant. But as farmers know, this
delightful state of affairs (from their perspective)
is not forever. What goes up can go down, and

usually does.

The opportunity to build on the farmer-owned
corn-to-ethanol biorefinery model is over. But the
opportunity for local ownership is just beginning

for cellulosic biofuels.

Indeed, when it comes to cellulosic fuels,
the slate is blank. In December 2007, in an

unprecedented demonstration of boldness

(some might call it foolhardiness), Congress
mandatfed a near ferm huge market for a product
that is not yet commercialized, made from a

feedstock that itself is largely not in the market.

‘ ‘ Unlike corn ethanol, cellulosic ethanol can be produced in
many parts of the country and therefore many more rural

communities can benefit. ’ ’

So far, policymakers have approached
cellulosic ethanol as they approached corn
ethanol — business as usual. The first federal
grants for cellulosic ethanol plants wenf fo
absentee-owned facilities. The well-funded

R&D program is not tailored fo meefing the
needs of rural communities. No policymaker
has raised the possibility of redesigning the
biofuels” incentives, scheduled fo sunset shortly,
to maximize the economic benefit of biofuels fo

farmers and rural communities.

At this writing, the proposed farm bill would
pay farmers fo grow energy crops. In

essence this lays the ground work for
cellulosic crops fo become part of the

federal price support program, with the

same dismal dynamic: government subsidizes

the crop fo lower the price to processors.

Unlike corn ethanol, cellulosic ethanol can be
produced in many parts of the country and
therefore many more rural communities can

benefit. The first cellulosic feedstock will not be
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farm crops, buf wood waste. Indeed, sufficient
wood waste may be available fo satisfy the

first 10 years of the cellulosic ethanol mandate,
which may validate the comment at my Chicago
meeting about cellulosic ethanol not being an

agricultural product.

However, since wood, like corn, is bulky

and expensive to transport, most plants will
locate near the source of raw material, and

the transportation costs of bringing in distant
feedstocks will limit their scale. That invites,

but doesn’t demand, local ownership. It is up to
policymakers to make that connection. Owners
of small sawmills and private woodlots are
natural investors, as are other local entifies,

including farmers.
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The next feedstock will be ag residues, which
have a clear farmer connection. Energy crops
will be a very, very small part of the overall
feedstock for some fime, given both the time
required fo grow them in any significant quantity

and their relatively high cost.

Corn-to-ethanol biorefineries proved we can
marry energy and agricultural objecfives.
Regrettably, policymakers failed to use that proof
fo fashion a biofuels policy that encouraged

that marriage. Cellulosic ethanol offers them a

second chance.
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