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Smurfit Stone Container Corporation (Smurfit-Stone) appreciates the opportunity to provide the Senate Committee on Finance with input from our company on the legislative staff draft proposal clarifying the types of fuels qualifying for the alternative fuels mixture tax credit.

The alternative fuels mixture tax credit is scheduled to expire December 31, 2009. However, the Senate Finance Committee staff draft eliminates fuel derived from the processing of paper or pulp, including lignin, wood residues, or spent pulping liquor, from alternative fuels mixture tax credit eligibility at an earlier date, to be determined by enactment. 

Smurfit-Stone opposes the effort to eliminate our company’s renewable energy from the credit. Revoking the our industry’s eligibility for the alternative fuel mixture tax credit before it expires later this year, despite our company’s compliance with the rules, could have serious consequences for our future and our nearly 20,000 employees at a time of unprecedented economic challenges. 

We urge policymakers to fully understand how potential changes to current law could affect our company, our employees, and our contribution to the renewable energy supply.

Company Background

With $7 billion in annual sales, Smurfit-Stone is one of the forest and paper industry’s leading integrated containerboard and corrugated packaging producers in the United States.  Our company employs almost 20,000 people in 36 states through an integrated network of paper mills, corrugated box plants and recycling facilities.  

Over the last three years, Smurfit-Stone has taken necessary actions to restructure our operations to compete in the market-place. We have had to close 44 plants and 6 mills, reinvested over $1 billion in new equipment  and achieved nearly $525 million in cost savings by reducing overhead expenses. We completed that process in December, 2008.  The subsequent economic recession has placed those efforts at risk.  On January 26, 2009, Smurfit-Stone and its subsidiary filed for Chapter 11 bankruptcy protection. We are now working through the restructuring process and are working hard to ensure that we are in a healthy financial position for the long-term.

Biomass Energy Production and Usage

Smurfit-Stone generates over 67% of the total amount of energy used by its pulp and paper mills from carbon-neutral biomass, and has invested in highly efficient combined heat and power (CHP) technology at several of its pulp and paper mills.  Our company generates over 2.5 million megawatt hours of biomass-based electricity. We are the green jobs of today.  

Wood biomass is used as a raw material to manufacture paper and to generate the energy to power manufacturing facilities. The biomass comes from by-products of the papermaking process, and other biomass materials. Black liquor is a thick, dark liquid that is a byproduct of the process that transforms wood into pulp, which is then dried to make paper. One of the main ingredients in black liquor is lignin, which is the substance in trees that binds wood fibers together and makes them rigid, and which must be removed from wood fibers to create paper. Lignin, and therefore black liquor, contains more energy per pound than other major wood components. Black liquor is used as fuel at pulp and paper manufacturing facilities to generate electricity as well as the heat needed to produce the pulp and remove the water from pulp to make paper.

Environmental Benefits

Using black liquor to fuel mills is highly efficient and reduces reliance on fossil fuels, environmental waste, and pollution. By processing black liquor in recovery boilers, more than 95% of the chemicals used in pulping are recovered and reused, avoiding discharge of the chemicals in waste streams.
Environmental sustainability has been a core value of our company for many years – well in advance of its current focus and popularity – and we continue to be committed to decreasing our emissions of greenhouse gases (GHG).  Since 1998, Smurfit-Stone has reduced its use of fossil fuels by over 20%.  We are proud members of the Chicago Climate Exchange (CCX) and made a binding commitment through our participation in this group to reduce GHG emissions by 6% over baseline (1998-2001) by 2010. We have met CCX’s Phase I requirement by eliminating over 300,000 tons of CO2e, emissions as of 2006, and we are well on our way to meet or exceed our Phase II obligation to reduce GHG emissions by an additional 156,000 tons of CO2e over the next year.  Clearly, Smurfit-Stone is not merely committed, but determined, to operate our business in a manner that preserves and restores our sacred environment.

Our energy is carbon neutral. The use of black liquor as a fuel results in no net increase of carbon dioxide in the atmosphere because the carbon in black liquor was originally extracted from the atmosphere and its release during fuel use mimics the same natural cycle that occurs in the forest when trees decompose and release their carbon.

Our energy is renewable, unlike coal, oil or natural gas, trees and the wood they provide grow back. Our increasing use of renewable energy has allowed the company to reduce its use of carbon-intensive fossil fuels by 20% since 1998..

Our energy is sustainable. We ensure that the wood fiber we use is grown in a sustainable manner. We own and operate a nursery that grows as many as 24 million seedlings a year that are used by landowners for reforestation.  Our foresters work with landowners and others on sustainable forestry practices.  As members of the Sustainable Forestry Initiative (SFI), we work with State Implementation Coimmittees to ensure that sustainable forestry is practiced and that our wood procurement is conducted according to SFI standards.  In fact, thanks to our historic commitment to sustainable forestry practices, there are more forested acres today than there were 50 years ago. Our historic commitment to renewable energy and sustainable forest management demonstrates that a balance between the two is both possible and necessary. We have mills that have been operating sustainably since the 1920s and 1930s.

Our energy is efficient. Co-generation technology is widely recognized as the most efficient method for producing electricity, and co-generation power plants are often 50 to 70 percent more efficient than single-generation facilities.   
Renewable Energy Tax Incentives Impact

Federal, state and local governments have enacted measures to encourage the development of alternative fuel sources.  The most common goals of these provisions are to reduce reliance on nonrenewable energy sources and to ameliorate the pollution associated with the burning of fossil fuels. 

There are unintended consequences for the forest products industry from mandates and incentives for renewable energy production. Government policies to encourage additional renewable energy should not create winners and losers between existing renewable industries and new renewable power generation.

The U.S. forest products industry operates in a globally competitive marketplace and cannot pass on higher raw material and energy costs to customers and stay in business. As government policies increase the demand for biomass-based power, forest products companies must compete for wood biomass against utilities that have the ability to pass on fuel costs directly to their customers.

Additional pressure on companies like Smurfit-Stone will certainly threaten the survival of the largest industrial generator of renewable electricity in America and result in less, rather than more, renewable power for our nation. Unlike wind, solar and geothermal, wood biomass has multiple uses, serving as the raw material for value-added manufactured goods such as paper, packaging and wood products, as well as a carbon-neutral energy source. 

Alternative Fuel Mixture Credit 

In 2005, Congress created two credits for the sale and use of alternative fuels:  one specifically for transportation fuels and one for other uses.  Notably, IRC section 6426(e) authorizes a tax credit of 50 cents per gallon of alternative fuel contained in a qualifying alternative fuel mixture that is sold or used by a taxpayer, as a fuel, in its trade or business.  A qualifying alternative fuel mixture is a blend of an alternative fuel and a taxable fuel, containing a minimum of 0.1 percent taxable fuel.  Included within the definition of alternative fuel is liquid fuels derived from biomass.  Black liquor is a liquid fuel derived from biomass.  The alternative fuels credits are scheduled to expire at the end of this year (December 31, 2009).

The alternative fuel mixture credit is designed to encourage the use of alternative fuels to generate energy for use in a business.  Forest products companies have utilized the alternative fuel mixture tax credit for the use of black liquor as a fuel.  To utilize the tax credit, companies must register with the IRS as an alternative fuel producer. The law requires alternative fuels to be mixed with gasoline, diesel or kerosene. Any fossil fuel amounts that are used are minimal compared to the significant amounts of carbon-neutral renewable biomass energy that papermakers generate.

The alternative fuel mixture credit available to black liquor is similar to the tax incentives provided to other renewable fuels. The black liquor credit has a mid-range value of approximately $8.77 per million BTUs of heat energy. That compares with $6.15 for wind and geothermal, $8.45 for biodiesel, and $13.29 for cellulosic biofuel.  The incentive for corn ethanol is $5.92 per million BTU.

Concerns About Repeal
Smurfit-Stone is a model renewable energy user and practices the kind of renewable energy generation that Congress is seeking to duplicate nationwide.  The economic downturn has caused a dramatic decline in demand for consumer goods, which in turn has caused an historic plunge in demand for paper and packaging. If Congress were to suddenly compound these economic challenges by revoking the tax credit, it could lead to additional plant closures, job losses, and economic disruption that would have not otherwise occurred. The resulting loss of our renewable energy generation and use would be a blow to the nation’s ongoing efforts to support and expand clean-burning, environmentally friendly energy production.

The staff discussion draft picks winners and losers among industries that use liquid biomass as a fuel to generate energy for business use.  Other industries that use fish oil, animal fat, and vegetable oil as fuel for furnaces would continue to benefit from the credit under the staff discussion draft.  This unfairly discriminates against our company and our industry, which is the largest producer of renewable energy in the United States.  

The alternative fuel mixture credit relies on a broadly used definition of biomass.  The exclusion of the forest industry's biomass from the definition of biomass for this credit as proposed by the staff discussion draft will have adverse implications beyond this credit in the future.  Targeting our energy as a “loophole” when it clearly qualifies under the law, fails to recognize the important advancement in renewable energy our industry has pioneered and achieved.

Furthermore, the proposed exclusion of “any fuel (including lignin, wood residues, or spent pulping liquors) derived from the production of paper or pulp” is overly broad and creates additional unintended consequences.  This overly broad exclusion will essentially eliminate our company from incentives for any future development of next generation renewable energy from biomass.  Numerous efforts are underway in both the private and public sectors to develop synthetic gas from pulp mill wood residuals and black liquor which can be converted to alternative fuels, and liquid fuels from extraction of hemicelluloses from wood chips prior to pulping.  Additionally, sludge from the water treatment plants in pulp and paper mills can serve as the feedstock for biological conversion to liquid fuels or for gasification to syngas and fuels.  For more than twenty years, our industry has been working with the Department of Energy, numerous universities and commercial technology developers to research and demonstrate new renewable energy technologies.  Several of these initiatives are in the demonstration phase and could become commercially available in the next few years. These technology breakthroughs are an important part of our nation’s future renewable energy generation and should not be disadvantaged, just as existing technologies should not be singled out for exclusion. 

Conclusion

Smurfit-Stone opposes early repeal of the forest products industry’s renewable energy from the alternative fuel mixture tax credit. The proposed changes undermine clean energy generation and green jobs. Maintaining this tax credit directly translates into saving clean energy jobs.  Without it, good-paying jobs and the families, businesses and communities they support are at great risk in the worst economy in 70 years.  The tax credit also supports clean energy generation at a critical time—a priority of Congress and the Administration that papermakers and their employees support.  Our industry should be rewarded and not be penalized for our early efforts to produce and use clean and efficient energy. We look forward to working with Congress so that important support for renewable energy in the forest products industry, and its contribution to our nation’s clean energy goals, will continue and flourish.
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