Douglas L. Faulkner

Deputy Under Secretary for USDA Rural Development

After Dinner Remarks

Governor’s Conference on Biofuels

Montgomery Bell State Park

May 31, 2007

Thank you, Joe, for that introduction, and good evening.  Rural Development’s Director for the State of Tennessee, Ruth Tackett, unfortunately could not be here tonite but Iet me also take a moment to highlight her to you.  State Directors like her are the linchpin for delivering Rural Development’s programs to those who need them.  So, she’s somebody you ought to get to know and her able staff, too  - - one of whom, Will Dodson, a speaker tomorrow, is here tonite.

There’s been so much in the news lately about favorite sons of Tennessee running for President or writing books, and now this great enthusiasm for biofuels, that I decided to come out here to the Volunteer State to see what all the fuss is about!

I have to admit at the outset that I’m a bit apprehensive about an after dinner speech.  It’s been a long, hot day.  You’ve heard a lot of speeches and you have desserts to look forward to later.  So, I’ll try not to tax your patience too much more.

First, I want to congratulate your Governor, legislature, and private sector on this conference and your new biofuels initiative; 

And secondly, I will comment briefly on the remarkable progress America is beginning to make on renewable energy, including biofuels, and energy efficiency.

First, what you are doing here is important.  Leadership at all levels matters. State and local initiatives matter, a lot.  And, they will matter more in the years and decades ahead.

The nation’s leading wind energy state today is actually Texas, thanks to a model Renewable Portfolio Standard signed into law by then-Governor George Bush in 1999. That’s leadership. It makes a difference.

Effective and sustained efforts by state and local governments pay off.  We’ve seen that in examples across-the-country.  States can clearly be important laboratories for change in promoting “green” technologies and in so many ways will be front-and-center with issues that you and your elected leaders tackle regularly, like education, codes/standards and infrastructure as we build out these new industries over the next several decades.

We are clearly on the cusp of a new era, of great and multiple changes in energy supply and demand.  Green technologies are one of the fastest-growing technology sectors in the world.  Significant capital is starting to pour into these investments for the first time ever.  According to “Clean Edge, Inc.”, markets for biofuels, wind, solar and hydrogen/fuel cells totaled almost $40 billion in 2005 and expanded almost 40% in 2006 to over $55 billion; they are expected to quadruple to more than $225 billion within a decade, a five-fold increase in market share.  U.S.-based venture capital investments in overall energy technologies nearly tripled from $917 million in 2005 to $2.4 billion last year.  

In this new century, renewable energy has finally taken off.  Let me put down a few markers, with apologies if you’ve already heard these numbers too many times today:

Less than seven years ago, U.S. ethanol production was 1.6 billion gallons and on a low-growth track.  Today our capacity is over 6 billion gallons. Production has more than tripled, with another 6.4 billion gallons in capacity under construction.    
USDA is now projecting ethanol production of 9.3 billion gallons in 2008 and 12-15 billion gallons within the next four years.  That will represent almost a tenfold increase in about a decade and a much bigger share of increased domestic gasoline demand.

Cellulosic ethanol is starting its long move into the marketplace.  Pilot or commercial-scale demonstration plants are being announced for places as diverse as Georgia, Louisiana, Nebraska and Iowa. 

Cellulosic ethanol will open the door to using a wide range of feedstocks, not just corn.  It means the ethanol revolution will move beyond the corn belt and go national.  It also means the bottom line potential expands significantly.  

Biodiesel production was 2 million gallons in 2000 and 245 million gallons last year. USDA is projecting 375 million gallons this year rising to about 700 million gallons a few years down the road.  

The increase in biofuels production from 2000 – 2006 met over thirty percent of the rise in the demand for transportation fuel in the U.S.; it could meet more than double that over the next few years.  Think about that positive impact of increased ethanol production the next time the Iranian mullahs or Venezuela’s Chavez start threatening oil supplies!

Installed wind capacity in the United States has quadrupled since 2000. We now led the world in new installed capacity.    

Solar power is harder to measure because it consists of a wide range of diverse technologies, but various solar applications are also growing rapidly with breakthroughs in efficiency, applications and cost reductions.

The Administration has accelerated research – more than $12 billion since President Bush took office – to find cleaner, cheaper, more reliable sources of energy.  

We also recognize that energy saved is just as important as energy produced.  The President has called for greater savings by the federal government and supported a wide range of technology development, like new batteries and fuel cells as well as incentives for consumer purchases.  

Biobased chemicals today supply about 2% of U.S. chemical intermediaries.  That share may rise to 20% or more in the next 20 years -- and most of that increase will back out oil or natural gas as the feedstock for many consumer goods, like plastics, paints and adhesives.  

The first example of this new wave of “biorefineries” came several years ago in Blair, Nebraska, under the aegis of then-Governor Johanns - - now Secretary ofAgriculture.   These facilities mirror petrochemical refineries on the Gulf Coast in that they will produce a range of products, turning organic materials into fuels, power and chemicals.

You have one of the world’s leading examples of this right here in Tennessee, in the DuPont, Tate & Lyle Bioproducts plant in Loudon.  The Loudon plant produces bioplastics from corn-starch and made its first shipments last November.   It’s grand-opening is next week and I’ll be back in Tennessee then with Under Secretary Dorr and Energy Secretary Bodman to help celebrate that success.  That joint venture too will likely be looking to cellulosic feedstocks down-the-road.  

On the same front, USDA’s BioPreferred Program has identified over 11,700 biobased products for possible inclusion on the federal preferred procurement list.  That’s not a done deal as yet. We anticipate a series of at least 17 rulemakings over the next few years as the list is developed. But the potential is clearly enormous – big enough to have given rise to a term you’ve probably heard, the “carbohydrate economy.”

The bottom line is this: renewable energy has turned the corner at last.  

I have been promoting green technologies for over a decade, most of that time at DOE and for the last year at USDA.  The change in the last few years is remarkable.  

Some of the change is driven by the rising cost of oil and natural gas.  $25 barrel oil is one thing; $60 oil is another thing entirely. It’s a very powerful incentive to look for alternatives.  A wide range of technologies and products that didn’t make the cut 10 and 20 years ago are economical now.  Markets matter.  And, 
consumers are watching their pocketbooks and businesses their bottom lines.

Some of the change, however, is also driven by policy.  It’s ancient history now … but remember that revitalizing U.S. energy policy was one of President Bush’s first priorities upon taking office.  

Since that time we’ve had the publication of his national energy strategy in 2001 … the Energy Title of the 2002 Farm Bill … a whole series of pro-renewables tax incentives … the Energy Policy Act of 2005 … the Advanced Energy Initiative in 2006 … this year’s Presidential proposal to reduce U.S. gasoline consumption by 20% in 10 years … and important new energy initiatives in the President’s 2007 Farm Bill proposal.

That’s leadership, and it’s paying off. We are just now beginning to reap the benefits.  The dividends will continue to compound for years to come.  The President deserves a lot of credit for cracking open the energy debate with his vision for ending our addiction to imported oil.  

So where do we go from here?  

It’s important to recognize that the renewable fuels revolution is still in its infancy. We’re building out from a low baseline.   The evolution of this new epoch won’t be fast, it won’t be easy, it won’t be cheap and it won’t be free of failures and surprises.  This will take decades to unfold fully- - but the rate of change is very steep. 

At USDA Rural Development, the next big thing on the horizon is the 2007 Farm Bill.  The President has proposed $1.6 billion for renewable energy.  Markup of that legislation has just begun in the House and we are hopeful that we may have a bill before the end of the year.  

The President’s Farm Bill proposal includes loan guarantees for cellulosic ethanol plants in rural areas.

It includes $500 million to expand our Renewable Energy and Energy Efficiency program, which awards funds on a nationally competitive basis for everything from energy efficient grain dryers to wind farms to biofuels development to rural solar applications.

The President is also proposing innovations in the Conservation Reserve Program to encourage production of dedicated energy crops in an environmentally sensitive manner.

There is a major proposed expansion for the Bioenergy and Bioproducts Research Initiative  … $500 million over 10 years … an accelerated Forest Service Research program on woody biomass … $150 million over 10 years … a major expansion of the BioPreferred Program I discussed earlier … and reauthorization and retargeting of the Biomass Research and Development Act to prioritize cellulosic ethanol.

Apart from the Farm Bill, the newly-rejuvenated federal Biomass Research and Development Board is finalizing work on a new strategic plan for the Administration, looking at everything from basic plant science and agronomics to improved conversion technologies to commercialization and end-uses.  We want to target the main roadblocks standing in the way of realizing the President’s goals.  We expect to have that finalized by Labor Day.   Members are senior officials from a number of agencies, including USDA and DOE.  Collaboration between agencies is a priority.

Meanwhile, our key partner, the Department of Energy is doing its share, too.  The Department earlier this year committed funding to six commercial scale demonstrations and they just announced a complementary new solicitation for $200 million for small-scale cellulosic biorefineries.  The Office of Science is reviewing proposals for three new bioscience centers and winners will be announced soon.  

Two weeks ago the Department of Energy announced proposed regulations for a new loan guarantee program for clean energy technologies, dovetailing with USDA’s programs. 

Remember, these are loan guarantees, not grants – the underlying financing is private.  The purpose of the guarantee is to partially mitigate the risk of deploying the first generation of a new technology.

USDA has been supporting commercialization for some time.  Since 2001, USDA Rural Development alone has invested over $480 million in more than 1,100 renewable energy and energy efficiency projects.  That of course does not yet include this year’s figures.

We’ve just closed the application window for our Renewable Energy and Energy Efficiency grants and we’re just going out in the next week or two with our Biomass Research and Development program solicitation for this year, so our totals are going to grow significantly by the end of the year.

The Congress is also stepping up to the plate.  A wide variety of energy- related bills have been introduced and there is much interest in advancing green technologies.  

In short, the nation is now moving aggressively to seize the opportunity.  As we do, it is important to recognize that the opportunities need to be widely shared. Yes, ethanol and biodiesel are driving the price of corn and soybeans (today’s USDA report).  But the opportunities reach far beyond the farmers and the possibilities are only now opening up.  

A biorefinery, for example, isn’t just enzymes and chemical engineering. It’s steel and concrete.  It involves trucking, railroads, and pipelines.  It requires water and power infrastructure.  It involves banking and insurance, workforce development, local tax base.  

And then there’s the ripple effect: more jobs, more families in town, more kids in school, more teachers, and more pizzas delivered on Saturday night.  

This will be a challenge for state and local leaders who will have to deal with land use, zoning, rights of way, water, and infrastructure issues.  We will all be wresting with fitting new distributed energy production into old legacy systems.  We will need to develop new business and investment models for this unique industry.  It will be a challenge to the educational systems, because we will be looking to them to develop new, highly skilled workers to run world-class plants.  We will also need new scientists and engineers to create new feedstocks, manufacturing processes and consumer products.  As I tell college kids, this will be a great time for both doing good and doing well.  

But above all, it’s an opportunity for entrepreneurs to participate in the growth of new industries.  This is probably the biggest new opportunity for wealth creation in rural America in our lifetimes.  Renewable energy will be largely rural-based energy.

If I were offer a single statistic to sum this up, it would be this. Americans last year spent more on imported oil than the total value of every bushel of corn, gallon of milk, pound of hamburger, bale of cotton, and jar of peanut butter combined.  

That bears repeating.  We spent more on imported oil than the total value of all agricultural production in the United States.  And in theory, every penny we spend on imported oil is a potential takeaway market for biofuels.  

Now I grant that -- based on current technology -- we don’t have the capability right now to completely replace all of the imported oil we use. But if we could displace just one billion barrels of oil imports with biofuels, that’s a new market bigger than today’s net farm income.  Science fiction today may be tomorrow’s reality:  maybe we might use algae to make butenol for use in super-efficient plug-in hybrid cars.  Who knows?

But, that’s the far horizon where we aim.  Renewable energy is an enormous opportunity. It’s a growing part of the federal government’s portfolio.  The President’s proposal for the 2007 Farm Bill envisions an even larger role for USDA in the future.  And, Rural Development already services a $97 billion portfolio of loans and guarantees.  The federal priority will be to catalyze and accelerate these true capitalistic forces through R&D, business support, public education, purchasing and practices, regulations, legislation and taxes.

I am often asked:  is the renewable energy “glass” half-full or half-empty?  I answer an unequivocal YES!  And, am I optimistic?  Again, YES!  I am betting on the self-interest, doggedness, creativity and entrepreneurial spirit of the American people to meet the looming energy and environmental challenges ahead.  I don’t think any of us will be content until green is routine!

I am grateful for the opportunity to join you this evening, and we look forward to working with you to explore new partnerships with Tennessee in biofuels.  

Thank you.   
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