Padlock Ranch
Carbon Sequestration Case Study
Overview
Padlock Ranch is a large,
family owned ranch that
has experimented with a
carbon sequestration
program and is waiting to
see how it all turns out.
The ranch is located in
Ranchester, Wyoming in
the northern part of the
state in the ecotone
between the Big Horn
Mountains and the mixed
prairies of eastern
Montana and Wyoming.
Fast Facts
Project	
  name:	
  Padlock	
  Ranch	
  
	
  	
  	
  Ranch	
  Managers:	
  
	
  Wayne	
  Fahsholtz	
  (President	
  &	
  CEO)	
  
	
  Don	
  Luse	
  (Natural	
  Resources	
  Manager)	
  
Location:	
  Ranchester,	
  Wyoming	
  
	
  	
  	
  Land	
  resource	
  region:	
  Rocky	
  Mountain	
  
Ranch	
  size:	
  470,000	
  acres	
  
Acres	
  enrolled:	
  400,000	
  
Land	
  Owner:	
  Homer	
  Scott	
  Family	
  
Project	
  type:	
  Rangeland	
  soil	
  carbon	
  offset	
  
Year	
  enrolled:	
  2008	
  (backdated	
  acres	
  to	
  2003)	
  
Length	
  of	
  contract:	
  5	
  years	
  
Registry:	
  Chicago	
  Climate	
  Exchange	
  (CCX)	
  
Aggregator:	
  Beartooth	
  Capital	
  Partners	
  
Verifier:	
  SES	
  Incorporated	
  
Number	
  of	
  credits	
  verified:	
  ~	
  1,000,000	
  
Carbon	
  credits	
  sold	
  to	
  date:	
  	
  none	
  
Trading	
  platform	
  used	
  for	
  sale:	
  N/A	
  
Date	
  sold:	
  N/A	
  
Total	
  $	
  earned	
  to	
  date:	
  none	
  
Tons	
  of	
  CO2	
  offset	
  annually:	
  150,000	
  

This location supports both forest
and native grassland providing a
mixture of habitat.
The 470,000-acre cattle ranch has
been owned by the Scott family
since 1943. Hired in 2002,
Wayne Fahsholtz is the first nonfamily president and CEO of the
ranch. Grazing lands are a mixture
of private and leased land located
on or near the Crow Indian
Reservation. One of Padlock’s
main ventures is to supply
Country Natural Beef – a rancher
run co-operative that in turn
supplies stores and restaurants
with sustainably raised meat. The
company also recently opened a
guest ranch as part of their
diversified business strategy,
though currently it does not
significantly contribute to their
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revenue stream. Padlock Ranch has 400,000 acres with approximately 1,000,000 credits
verified to the CCX standard, but not yet registered (for a concise description of the
voluntary carbon market as it relates to rangelands, please see Appendix 1).

Range management practices
Padlock’s goal is to “meet or better best management practices in the management of
their natural resources.” The ranch had a history of lesser management and had suffered
as a result of several years of drought and overgrazing. There were problems with
erosion, bare ground, reduced productivity and poor species composition. Fahsholtz
instituted a progressive management strategy to address the degrading ecological
condition of the ranch. Working closely with Padlock’s natural resources manager, Don
Luse, he dropped the stocking rate from 13,000 to 9,000, delayed their calving date from
March until May, and began phasing out season long grazing and instituted a planned
rotational system. By introducing winter grazing, and dispersing the impact of grazing
across more time and space, the vegetation on the ranch has made a remarkable
comeback, according to Fahsholtz. The reduction in bare ground has also diminished the
amount of overland water flow during rain events, which has contributed to the
restoration of riparian areas and improved water quality and quantity in the creeks. About
the recovery, Don Luse says, “The change is just absolutely phenomenal. I mean, you
look at the greenbelts along those creeks - it's just jumped. It's not the same place.”

Carbon Sequestration Project Overview
Motivating Factors
Carbon sequestration was not on the
“The Chicago Climate Exchange and carbon
radar screen of the owners or managers
sequestration are afterthoughts. We certainly
of Padlock Ranch until 2008, when
didn't do any of this for that reason. It
Fahsholtz heard Todd Graham, an
happened to fit in when the [carbon] program
came along.”
aggregator with Beartooth Capital,
- Padlock Ranch CEO
speak at a Country Natural Beef event
in January 2008 about the opportunities
for range offsets. Fahsholtz did some independent research and found out about the
“backdating” option, which allows the landowner to receive credit for carbon sequestered
in previous years. After being contacted by several other aggregators encouraging him to
enroll, he decided to work with Todd Graham and Beartooth Capital to begin the process
of verifying and registering carbon credits.
Developing the rangeland soil carbon project
At the time, spring and early summer of 2008, CCX carbon credits were selling anywhere
from $3.50 to $7.00 per ton. Because Beartooth was offering to cover the upfront costs
involved with the verification process, and because the backdating option would allow
them to generate a significant number of credits simply by compiling the necessary
documentation, the idea seemed attractive. Furthermore, they would be enrolling the
lands under a degraded status, qualifying them for a sequestration co-efficient of 0.4 (tons
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of CO2 equivalent sequestered per acre), higher than the standard of 0.27. Above all,
becoming involved in a carbon sequestration program did not require Padlock to change
anything about their range management strategy. Their approach to land and livestock
stewardship fit perfectly with the CCX protocol.
The process of verifying their credits was relatively straightforward as Padlock Ranch
had a comprehensive set of records and maps and a grazing plan associated with the
monitoring program that Fahsholtz had initiated as part of the grazing land management
strategy. They did not require or request assistance from the Natural Resources
Conservation Service (NRCS). Luse, however, expressed some concerns about the
verification methodology used by the SES verifier. In particular, he felt that the selection
of sites was not necessarily representative of the quality and variation of pasture that
exists across the ranch and worries that this could work to their detriment in future
evaluations of the effectiveness of their range management strategies when those nonrepresentative sites are rechecked. The verification process for Padlock’s credits took 8
days and seemed significantly longer than other large ranches that had been verified
under the same company.
Outcomes
Following verification, they enrolled 400,000 acres from 2003 to 2008 under the degraded
status, just making the January 31, 2009 cutoff for backdating acres. Currently, Padlock is
sitting with their acres “teed up” as Todd Graham describes it. Due to the ranch’s size, their
credits do not have to be pooled with other smaller amounts of credits, giving them control
over when they sell. Because of the upfront costs ($0.15 per ton) associated with registering
the credits on the CCX trading platform, they are biding their time until the price per ton of
carbon increases, or they can arrange an “over-the counter” transaction. There have been a
few inquiries from buyers or speculators along these lines, but solid offers have never
materialized.

Is It Worth It?
For Wayne Fahsholtz and Don Luse, the
“I think it's a way of rewarding ranchers
carbon sequestration program is still a
for good practices that they've already
“wait and see” venture. They are quite
been doing.” - Padlock Ranch CEO
aware that Padlock had several advantages
– a large ranch with existing records, a
management strategy that was eligible under the CCX standard, and the resources to
engage in assembling the documentation and working in the field with the verifier. For
Padlock, the opportunity to participate in a range offset program had no influence on their
management activities. They view it as a long-term venture that may or may not pay off.
Barriers to participation
With the current market for carbon virtually non-existent, Fahsholtz anticipates that the
ranching community will not be particularly open to the requirements for enrolling lands
under carbon offset programs if they are not already engaging in required practices. He
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surmised that the requirement for records will be a major barrier for smaller operations
that do not have the resources to maintain records nor the ability to generate records
needed for verification. In addition, the loss of the option to backdate leads Fahsholtz to
see no clear benefits for ranchers to get involved at this point.
Fahsholtz also spoke of the cultural tendency within the ranching community to resist
anything to do with regulation. There is a definite sense that participating in a carbon
program would require a landowner to give someone else access to their land, to give
them some control over what they do and why and for how long. There is already
general skepticism about getting paid for carbon sequestration. Padlock neighbors have
referred to carbon payments as “funny money” – not because they aren’t real, but because
carbon does not seem like a real or tangible commodity. And according to Don Luse,
“Most ranchers around here...if this topic comes up they'll just tell you it's stupid; they
wouldn't get near it.”
Finally, there are serious concerns about the rigor of the verification standards and the
potential impact on program participants – a.k.a “early adopters” – if and when those
standards change. Would new regulations and standards mean a ranch previously
enrolled with CCX might not qualify for inclusion in a new compliance market?

Future Outlook
The Padlock Ranch experience illustrates many of the challenges and barriers that
ranches, both large and small, will face in the near future. The potential financial return
currently does not provide enough of an incentive to encourage landowners to change
their land management strategies to qualify their lands. The documentation requirements
for the enrollment process are substantial and the resources required to either generate
and /or maintain those records may be beyond the capacity of many family or small
operators. Finally, and perhaps most importantly, the cultural shift required to embrace a
program that is seen as rooted in regulation and third party players has yet to occur.
__________________________
This	
  case	
  study	
  was	
  undertaken	
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For more information, please contact:
Hannah	
  Gosnell,	
  Ph.D.	
  
Department	
  of	
  Geosciences	
  
Oregon	
  State	
  University	
  |	
  Wilkinson	
  104	
  |	
  Corvallis,	
  OR	
  97331-‐5506	
  
Office:	
  Wilkinson	
  202	
  |	
  Voice:	
  541-‐737-‐1222	
  |	
  Fax:	
  541-‐737-‐1200	
  
http://www.geo.oregonstate.edu/people/faculty/gosnell.htm	
  
gosnellh@geo.oregonstate.edu	
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Appendix 1. Rangeland Carbon Offset Basics

Currently within the United States, the mechanisms for buying and selling carbon sequestration
offsets are strictly through the voluntary market. The Chicago Climate Exchange (CCX) is the
only legally binding system for trading emission sources and offset projects, although many
carbon credits (each representing the reduction of one metric ton of carbon dioxide emissions)
are bought and sold directly, usually through a private broker, as “over-the-counter” (OTC)
transactions. Regardless of the mechanism for exchange, carbon credits are generally
associated with some type of standard or protocol that verifies the amount of carbon sequestered
by a given project.
Carbon credits sold on the CCX are generic, since they can come from either forestry, methane
capture, renewable energy or agriculture and rangeland soil carbon projects. Over the past year,
prices for these generic credits have ranged from over $7/ton in May 2008 down to their current
price of $0.10/ton (www.chicagoclimatex.com as of April 5, 2010). Prices for CCX credits sold
OTC are generally higher, since they are traceable to a specific offset project.
At present, the CCX is the only organization with a protocol for carbon offsets from rangelands.
Led by a Technical Review Team of soil scientists, the CCX developed their Rangeland Soil
Carbon Offset protocol in 2007. Landowner participation in the program requires a long term
(minimum of 5 years) “legally binding commitment to defined management practices which
increase soil carbon stocks on rangelands” (CCX 2009). Most landowners in the Midwest and
West work with an aggregator, allowing them to be part of a pool of carbon credits from multiple
properties. These aggregators (e.g. North Dakota Farmers Union, National Carbon Offset
Coalition) guide landowners through the process of engaging in the carbon market.
The protocol uses Land Resource Regions, defined by the National Cooperative Soil Survey, as a
geographic basis for issuance rates for below ground carbon sequestration and outlines a list of
eligible practices to increase carbon sequestration (e.g. prescribed grazing schedules, ensuring
sustainable forage for livestock and wildlife, contingency management plan for drought
conditions) that must be documented in a range management plan. Practices must be voluntary,
and above and beyond “business-as-usual” (CCX 2009).
To enroll, projects must be reviewed by a third party verifier to ensure they meet the eligibility
criteria and that they “adopt and demonstrate conformance with a formal grazing plan” which, at a
minimum…meets or exceeds the Natural Resource Conservation Service standard” for Best
Management Practices (CCX 2009). With aggregated pools, only a random sample of 10 percent
of the ranches in the pool are selected for in-field verification, though all ranches over 30,000
acres must be field verified during the first year. A Verification Report is submitted to the CCX for
approval and landowners have the option to register their credits for sale through the CCX, for
which they are charged a $0.15/credit registration fee, or they can sell them OTC.
The first iterations of the protocol included several provisions designed to encourage early
participants in a fledgling market, such as 1) the ability to “back date” acres, allowing landowners
to receive credit for “pre-compliance” with the protocol by enrolling rangeland managed using
eligible practices initiated on or after January 1, 1999; and 2) the ability to enroll acres with
“degraded status” which qualified for a higher carbon sequestration crediting rate. Both of these
were eliminated in 2009, as they had served their purpose of attracting early actors to the carbon
market; and the degraded status option posed the risk of creating perverse incentives to
purposely degrade land and enroll it under that status in order to qualify for higher payments.
___________________________
Chicago Climate Exchange, 2009. Sustainably Managed Rangeland Soil Carbon Sequestration
Offset Project Protocol. 70pp.
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