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PROCEEDINGS

CHAIRPERSON NICHOLS: Before we actually begin,
we will start as we usually do by saying the Pledge of
Allegiance. If you"ll all stand and join me, please.

(Thereupon the Pledge of Allegiance was

Recited 1n unison.)

CHAIRPERSON NICHOLS: And now before the Clerk
calls the roll, 1t"s my great pleasure to swear 1In our
newest Board member. We are delighted to have a complete
Board. We are grateful to the Governor for having found
us a doctor from the San Joaquin Valley who was able and
willing to come and serve with us.

And so I"m going to ask him to stand and join me
here in the center, and then I will officially swear him
in and then he can sign the oath.

(Whereupon Mr. Sherriffs was duly sworn.)

CHAIRPERSON NICHOLS: That"s 1t. That"s the same
oath that everybody takes i1n the State of California
takes, from the Governor on. Welcome.

(Applause)

BOARD MEMBER SHERRIFFS: Thank you.

CHAIRPERSON NICHOLS: A few general
announcements. | think these are pretty much known to
everybody who"s ever been to one of our meetings, but just

to repeat them anyway.
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Anyone who wishes to testify and hasn"t signed up
online should fill out a request to speak card. Those are
available in the lobby outside the auditorium. And please
turn 1t iInto the Clerk of the Board.

IT you"ve already signed up online, you don*"t
need to sign up again. But you do need to check In with
the Clerk anyway, or your name will be removed from the
speaker®s list.

We will be imposing a three-minute time limit,
and we"ll stick so that, unless things get to be so
repetitive that we end up feeling like we have to limit
the time even further, but I don*"t think that®"s going to
be the case.

We do appreciate i1t 1if when you come up to the
podium 1f you give your Ffirst and last name and 1f you can
put your testimony into your own words, especially i1f you
submitted written testimony iIn advance. [It"s just much
easier for the Board to follow you iIf you go straight to
your main points. And it will use your time more
effectively as well.

Your written testimony will be entered into the
record. And I can assure you that the Board members do
read the testimony they receive.

For safety reasons, we need to point out the

exits at the rear of the room and to the sides of the
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podium. In the event of a fire alarm, we are required to
evacuate this room immediately, go downstairs and out of
the building until we hear the all-clear signal that
allows us to come back 1nto the room.

And finally -- and this 1s not part of the usual
monthly remarks -- 1 want to take a couple of minutes here
to recognize tremendous contributions to public health and
to the ARB"s clean air mission: Bob Fletcher and Bob
Jenne, two of our long-time staff members who are going to
be retiring at the end of this year. Over the past 34
years, Bob Fletcher has shepherded countless i1tems to the
Board, with each i1tem reflecting his personal commitment
to quality science and a truly iInteractive engagement with
stakeholders.

Bob was a staff engineer at ARB during my first
term as Chairman of this Board, and he"s gotten a lot
older. I haven"t. |1 don"t know how that happened. But I
have gotten to know him much better during this time
around, as he has guided our very significant programs on
fuels, diesel risk reduction, energy, and most recently,
climate change.

I have personally appreciated his counsel on many
of the most complex issues facing the Board as well as his
unflagging good humor. He"s an amazing cheerful person.

Bob has always acted with integrity and
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maintained his focus on what"s important in working
through the controversial subjects. He"s well known for
his pragmatism for pushing for public health protection,
balanced by a willingness to address real world challenges
of implementation.

I"m also willing to share this opportunity with
others who may wish to add a comment or two about Bob
before we wish him well when he retires at the end of this
month. And 1 will start with my colleague to my immediate
right, because I know she"s known Bob longer than anyone.

EXECUTIVE OFFICER GOLDSTENE: Chairman Nichols,
we have to take the roll. We haven®t taken the roll yet.

CHAIRPERSON NICHOLS: Oh, for Pete"s sake. Do we
really have to take the roll?

EXECUTIVE OFFICER GOLDSTENE: For the record, we
do.

CHAIRPERSON NICHOLS: AIll right. Go ahead. Take
the roll.

BOARD CLERK MORENCY: Dr. Balmes?

BOARD MEMBER BALMES: Here.

BOARD CLERK MORENCY: Ms. Berg?

BOARD MEMBER BERG: Here.

BOARD CLERK MORENCY: Ms. D"Adamo?

BOARD MEMBER D"ADAMO: Here.

BOARD CLERK MORENCY: Mr. De La Torre?
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Mayor Loveridge?

BOARD MEMBER LOVERIDGE: Here.

BOARD CLERK MORENCY: Mrs. Riordan?

BOARD MEMBER RIORDAN: Here.

BOARD CLERK MORENCY: Supervisor Roberts?
Dr. Sherriffs?

BOARD MEMBER SHERRIFFS: Here.

BOARD CLERK MORENCY: Professor Sperling?
BOARD MEMBER SPERLING: Here.

BOARD CLERK MORENCY: Supervisor Yeager?
Chairman Nichols.

CHAIRPERSON NICHOLS: Here.

BOARD CLERK MORENCY: Madam Chairman, we have a

quorum.
CHAIRPERSON NICHOLS: Thank you. Have to do i1t
right.
So I"m going to turn the mike over to Mrs.
Riordan.

BOARD MEMBER RIORDAN: Thank you.

Let me just say that working with Bob Fletcher
has been a real pleasure for me for over 20 years, and |
want to thank you for the outreach that you®ve done over
the years. Many people will know you for the technical
things that you®ve led, but I know you as one who was not

afraid to go into some community meetings and groups and
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really be wonderfully calm and collected and thoughtful
and taking the message of the ARB and what we are doing
for cleaning up the air in California. So I thank you for
those many public contacts that you®"ve made on our behalf
all these years. Thank you, Bob.

CHAIRPERSON NICHOLS: Yes, Ms. D"Adamo and then
Ms. Berg.

BOARD MEMBER D"ADAMO: Well, I have to just
reiterate what Madam Chair and Mrs. Riordan have said:
Calm, collectible. And the result is I feel 1In my own
personal case 1s that you give me the confidence, the
confidence we need to make the tough decisions. So thank
you very much. 1"ve been 1n a lot of those tough meetings
with you as well and really do appreciate all that you“ve
done.

CHAIRPERSON NICHOLS: Great.

BOARD MEMBER BERG: Thank you.

I will also ditto, because 1"ve also been iIn some
of those very tough meetings and have been extremely
impressed, not only by your leadership, but by the way you
also mentored and brought up other people. And I really
appreciated that. And 1 appreciate your accessibility to
me personally, to explain where maybe I wasn®"t getting it
right, but also on the times where you listened. And 1

really appreciated that. So i1t was a pressure to work
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with you.

And I"m sure 1 speak on behalf, we all wish you
the very best. And I hope we get you back on a few
projects, 1°m sure.

CHAIRPERSON NICHOLS: Yes, Dr. Sperling.

BOARD MEMBER SPERLING: 111 just add to all that
by saying, given today®"s event, this is one of Bob"s
shining moments | think because he®"s the one that took
this whole low-carbon fuel standard which was a amorphous
concept and put together a large team of people, managed
it, made good sense out of 1t. And working with all the
stakeholders and turned i1t over to Richard Corey now. 1In
great shape. So I think today is especially momentous and
good time to acknowledge that.

Thanks, Bob.

CHAIRPERSON NICHOLS: When Bob stepped into the
roll, he had some big shoes to fill, because his
predecessor had been there for such a long time. But he"s
managed to slip In and out a little quicker than the last
incumbent 1n this job. 1 hope we"re not setting a trend
here. 1 would hate to see that happen.

Bob, on behalf of all the Board, we want to thank
you for the significant role that you"ve played 1n making
ARB a world leader in air pollution control. And we all

wish you a very long and fulfilling retirement.




© 00 N o o b~ W N PP

NN NN NN P P R R R P B RP R
a A W N B O © 0 N O 0o M W N P+, O

Before I let you saying anything, though, 1 have
to acknowledge another retirement that"s occurring this
month, because the person who I"m referring to 1 think 1s
not with us. But our outgoing Assistant Chief Counsel bob
Jenne, who served for a period of time as the Acting Chief
Counsel, is also going to be leaving us at the end of the
year. Bob was with the Office of Legal Affairs since
December of 1988 and made very significant contributions
to this agency throughout his 23 years service with ARB.

I"m particularly mindful as a lawyer myself of
the difficult roll that lawyers often have to play in an
agency like ours in advising and giving staff guidance
without giving them bad news In a way that makes them not
want to come and get advice at all. 1It"s a delicate
balance that you"ve got to be constantly marketing your
services to your clients who may or may not always
appreciate them, but know that they need them at the time.
And Bob was terrifically effective, particularly in
shepherding through some of the consumer products
regulations, some of our greenhouse gas measures, as well
as dealing with some of the trickier issues with the
Office of Administrative Law. He"s really an ultimate
professional with a terrific sense of humor and a balance
between his personal and professional lives.

So I'm very glad to announce he i1s going to be
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continuing to give us his counsel as a retired annuitant.
We want to thank him as well, because he®"s about to take

off apparently for some sort of a trek around the country
in a clean diesel van. So we want to make sure he comes

back safe and sound.

Now, Bob, 1 understand you"ve asked for time to
address the Board. So you have the microphone, but please
limit your remarks to three minutes.

(Laughter)

DEPUTY EXECUTIVE OFFICER FLETCHER: I actually
wrote that part, the three-minute part.

But this i1s actually a little harder than 1
thought 1t was going to be. But the really kind words are
very much appreciated, and i1t"s just been really, really a
pleasure. [1°11 do my best to keep it to three minutes.

But for the better part of my life, since 1975,
the Ai1r Resources Board really has been my second home.
Throughout this time, I"ve had the pleasure of working on
many, many different projects, from quality assurance for
air monitoring to fuels and most recently climate change.

But more importantly, 1°ve had the pleasure of
working with an enormously talented group of individuals
both within the Air Resources Board and our sister
agencies, as well as our stakeholders, many of them who

are in the audience today.
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But 1 cannot describe how much 1 enjoy working
with the Executive staff members here. 1It"s just really
truly an awesome team.

And 1 have really been honored to have the
opportunity to represent staff in front of this Board.
Under the outstanding vision and leadership of our
Chairman, the members of this Board are truly outstanding.
You"re insightful. You ask incredibly difficult
questions, and you make us better staff by holding us
accountable for our findings and recommendations. It 1is
incredibly satisfying to know you will engage in
thoughtful discussion with us and listen to what we have
to say.

You don"t always accept our recommendations, but
we always believe that you have acted in an informed,
responsible, and 1ndependent manner as you should.

I regret that I will not get to know our two new
Board members, as I"m quite certain they will continue the
Board"s tradition of excellence.

I*m also very, very proud of the Board"s
accomplishment throughout the years, from air quality to
air toxic, and now climate change, California has
consistently led the nation and often the world 1in
adopting innovative and effective programs that have

either been adopted directly or pave the way for similar




© 00 N o o b~ W N PP

NN NN NN P P R R R P B RP R
a A W N B O © 0 N O 0o M W N P+, O

11

actions. The examples are many, and 1 won"t even attempt
to list them here. But as staff, i1t i1s enormously
satisfying to know what you do on a daily basis actually
matters.

I do look forward to continuing to contribute to
the Board"s mission, although 1n a substantially like Mike
capacity. I"m sure this will ease my transition to full
retirement. However, 1711 certainly miss the day-to-day
activity at the Board.

I do want to acknowledge my wife Susan who"s
sitting over here and will wave. After all these years, |
thought 1t was about time she actually came to a Board
meeting 1n person, although I don®"t expect her to last
here very long.

She"s been incredibly supporting and
understanding of my passion for this effort. | think we
both agree 1t"s just time for me to say, "Yes, I can play
golf." Instead of, "No, sorry, honey. Must work."

I1"d also like to acknowledge Mr. Corey, who will
be my successor as a Deputy here. [I"m quite confident
he"s going to do an outstanding job In his training over
the last couple years in understanding the program is
going to serve him well.

In closing, thanks for the opportunity. 1It"s

been a real pleasure. Now on with the agenda and let the
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fun begin. Thank you.

(Applause)

CHAIRPERSON NICHOLS: Well, let the fun begin.

Today"s agenda has two separate i1tems related to
the low-carbon fuel standard. The first of the two 1tems
today i1s an update of the implementation of the low-carbon
fuel standard, i1ncluding the results of the first formal
review of the standard. 1It"s a non-regulatory i1tem, and
no specific action i1s required or will be taken by the
Board.

The second low-carbon fuel standard agenda i1tem
i1s regulatory, and this 1tem staff will be presenting
various amendments to the regulation based on their
ongoing review.

And I again want to remind folks we"re going to
be taking separate testimony on each of these two agenda
items.

I think everybody knows that the low-carbon fuel
standard 1s one of the essential elements of our overall
strategy to reduce greenhouse gas emissions and to meet
the targets that were established by AB 32. The
regulation requires two formal reviews of the LCFS
program, the first of which 1s being presented today.

The regulation also requires the Executive

Officer to convene an Advisory Panel to assist with the
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staff"s review. 1 understand that the Advisory Panel had
its last meeting a few weeks ago, and the final draft of
the review report was recently released. |I"m looking
forward to hearing about the activities of the panel and
the staff"s assessment of the LCFS Program in its Ffirst
true year of operation when reducing carbon reductions.

I"m also interested In hearing about the staff"s
efforts to consider provisions to address sustainability
provisions for this standard, which 1s an issue that has
been raised from the beginning.

I also note that we have Mr. Rob Ogelsby and Mr.
Pat Perez here today representing the California Energy
Commission. Clearly, our partnership on this issue and
many others, for that matter, i1s critical to the
implementation of a sound transportation fuels policy and
a sound energy policy for the State.

So 1 want to welcome them i1n particular and thank
them for participating 1In today"s meeting.

Now, Mr. Goldstene, will you please begin the
staff"s presentation.

EXECUTIVE OFFICER GOLDSTENE: Thank you, Chairman
Nichols.

The Board approved the low-carbon fuel standard
in April 2009. This year was the first year of full

implementation and last year was a reporting only year.
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Based on this first full year of implementation,
the regulation appears to be working as intended. Fuel
providers are iIn compliance to date and credits are being
generated.

We are also seeing the types of iInnovations that
we anticipated. However, there are still some
uncertainties with program compliance in the latter years
of the program. While there are scenarios that we can
construct that demonstrate there are plausible pathways
for compliance, there are other scenarios that can be
developed that show compliance will be more difficult and
potentially costly.

Part of the uncertainty rests on whether very
low-carbon i1ntensity alternative fuels i1n vehicles will be
available in sufficient quantities.

You"ll hear today from stakeholders who will
express concerns about the future as well as stakeholders
who are optimistic about the future and the Investments
and 1nnovation that®"s occurring.

It*s very important that the Board stay the
course on the LCFS to ensure that regulatory certainty
exists to provide the proper market signal to alternative
fuel and vehicle providers and investors.

The design of the LCFS is such that ongoing

monitoring will provide adequate opportunity to adjust the
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program, 1f needed.

Staff is continuing to work with stakeholders and
our sister agencies to look at various flexible compliance
mechanisms and will continue to update the Board annually
on progress.

Today"s presentation provides the results of the
first of two program reviews required by the regulation as
well as a general overview of the program status. We have
several members of the Advisory Panel here today that plan
to testify, and we appreciate their efforts because i1t"s
been a significant commitment of time and energy.

Following the staff presentation, Mr. Ogelsby,
who"s the Executive Director of the California Energy
Commission, will provide some comments on the program from
the CEC perspective.

As Chairman Nichols indicated, our partnership
with the CEC staff and management is a very important
aspect of the LCFS programming implementation.

Now I*011 have Lex Mitchell of our Stationary
Source Division begin the staff presentation.

(Thereupon an overhead presentation was

presented as follows.)

MR. MITCHELL: Thank you, Mr. Goldstene.

Good morning, Chairman Nichols and members of the

Board.
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--000--

MR. MITCHELL: 1 will start the presentation with
a little background on the LCFS. And then I will
transition to an update on the formal LCFS program review.
I will complete the presentation with an update on ARB"s
sustainability activities.

--000--

MR. MITCHELL: As a reminder, the transportation
sector i1s a large and increasing contributor to greenhouse
gas emissions. Transportation emissions are expected to
account for about 40 percent of total GHG emissions in
California by 2020. Therefore, large reductions in GHG
emissions must be made 1n order to offset expected growth.

--000--

MR. MITCHELL: To address these emissions, the
Board has adopted a range of programs, including the LCFS,
that work collectively to reduce to GHG emissions from the
transportation sector. Some of the different GHG programs
that ARB has adopted or plans to adopt in the near future
are presented in this slide.

--000--

MR. MITCHELL: The LCFS alone accounts for 15
million metric tons of GHG emission reduction, equivalent
to 13 percent of the reductions mandated by AB 32. It is

the third largest measure i1dentified 1in terms of GHG
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reductions.
--000--

MR. MITCHELL: 1In addition to reducing GHG
emissions, the LCFS objectives include spurring innovation
and 1nvestment to transform the California fuel market
into a low-carbon fuel market.

The LCFS was developed as a durable framework for
reducing GHG emissions from fuels that could serve as a
model for other jurisdictions. |If more jurisdictions
adopt LCFS-like policies, i1t strengthens the GHG
reductions of the LCFS.

--000--

MR. MITCHELL: The primary requirement of the
LCFS 1s to reduce the carbon iIntensity of transportation
fuels. Carbon intensity is the metric by which life cycle
GHG emissions of the fuel are measured and i1s sometimes
called the currency of the LCFS.

It 1s important to note that the LCFS 1is
performance-based and remains fuel neutral. This lets the
market choose how to reduce the carbon intensity of
California®s transportation fuels by 20 percent by 2020.

--000--

MR. MITCHELL: The LCFS i1s structured such that

most of the required carbon iIntensity reductions occur 1In

the latter part of the program.
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The first five percent reduction in carbon
intensity occurs over the first seven years. Whereas, the
final five percent reduction i1n carbon intensity occurs
over the latter three years.

This slide shows the compliance curve for
gasoline and fuels that replace gasoline. The compliance
curve for diesel and fuels that replace diesel is largely
similar.

--000--

MR. MITCHELL: Carbon intensity accounts for all
of the GHGs emitted during the life cycle of the fuel,
including direct and indirect emissions. Each fuel
pathway has a unique carbon intensity which can vary
widely based on feedstocks and other key factors.

Credits are generated by producing or importing
fuels that are lower carbon iIntensity than the yearly
targets. Deficits are generated by producing or importing
fuels that are higher carbon intensity of yearly targets.
As a result, it 1s 1mportant to properly account for the
carbon intensity to ensure the right mark signal 1s sent.

--000--

MR. MITCHELL: This slide shows the factors that
are considered while performing life cycle assessment of
the fuel, 1In this case, corn-based ethanol. Each step 1in

this slide represents a fuel production step, including
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land use charge and coproducts. Please note that this
slide contains numerical values for illustrative purposes
only.

--000--

MR. MITCHELL: An important aspect of the LCFS 1is
the question: Who 1s regulated? The LCFS includes the
concept of regulated parties. This clearly defines who is
and 1s not subject to the regulation.

The LCFS affects primarily providers of petroleum
fuels and biofuels. The fuel producer is usually the
regulated party. The importer of the fuel is the
regulated party if the fuel 1s produced out of state.

Producers of certain fuels are exempt and may
voluntarily opt into the regulation in order to receive
credits. Credit trading in the LCFS occurs between
regulated parties.

Now I will move on to the LCFS program review
update.

--000--

MR. MITCHELL: Although the program is i1In its
early years, the LCFS i1s working as designed. This is
evidenced by the fact that excess credits are being
generated and the amount of excess credit generation has
increased steadily each quarter this year.

Fuel providers are beginning to make alternative
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fuels an increasing part of their product slate and have
worked to more than double the number of fuel pathways 1in
the regulation.

It should be noted that this year i1s the first
year that reduction iIn carbon iIntensity has been required,
as last year was a reporting only year.

--000--

MR. MITCHELL: The LCFS regulation requires staff
to complete two formal program reviews in consultation
with an Advisory Panel. The two program reviews are to be
presented to the Board by 2012 and 2015. The program
reviews are required to cover a number of topics In order
to monitor the ongoing implementation of the LCFS. At the
discretion of staff and the Advisory Panel, additional
topics can be added i1n order to enhance the review.

--000--

MR. MITCHELL: As required by the regulation, the
Executive Officer established an Advisory Panel to
participate in the program review. A solicitation for
applications for the Advisory Panel was sent out by list
serve and advertised on the ARB website.

The Advisory Panel consisted of 39 panelists who
were selected out of a pool of applicants based on
qualifications and area of representation. The panel

represented a broad range of interests, as shown on this
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slide.
--000--

MR. MITCHELL: The Advisory Panel was formed to
assist staff 1n completing the LCFS program review by
offering perspective from their areas of expertise, as
well as commenting on and contributing to the review
report.

Panelists were also frequently consulted on an
individual basis. Some panelists conducted iIndependent
analyses geared specifically at contributing to the
review.

--000--

MR. MITCHELL: The review was conducted In a
public process. As you can see by the schedule presented
here, there were eight meetings conducted prior to this
Board meeting, all of which were open to the public and
announced by list serve. At these meetings, specific time
was lent to public comments.

--000--

MR. MITCHELL: Panel discussions covered all the
topics specified 1in the LCFS regulation, as well as two
topics suggested by panelists: The treatment of high
carbon intensity crude oil under the LCFS and credit
trading. Staff made a concerted effort to ensure that the

report captured the range of opinions expressed during the
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panel discussions.
--000--

MR. MITCHELL: Several major themes emerged from
the panel discussions. One of these themes recognize®s
that the LCFS is i1n i1ts early years. At this early stage,
the market 1s responding to the signal of the LCFS.
However, 1t 1s likely that the next generation of
low-carbon fuels will be needed i1n order to meet the
targets iIn the latter years of the program. Many
panelists requested that ARB continue to monitor the
developing fuels market, which we plan to do.

--000--

MR. MITCHELL: Investments in biofuels have
increased over the last several years. This graph shows
North American investments i1In advanced biofuels since
2007.

The market signal sent by the LCFS and other
alternative fuel i1ncentives has been heard by investors
and they have responded. 1In order to continue this
investment response, 1t i1s essential that the market
signal of this program remains strong.

The program review that we conducted outlined
several concepts that could maintain the strong market
signal through enhanced regulatory certainty and

additional support for a transparent credit market. The
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regulatory amendments to be presented later also contain
provisions that will enhance regulatory certainty.
--000--

MR. MITCHELL: This slide 1s a summary of some of
the major biofuel Investments that have been made 1iIn
California. As you can see, there is a lot of capital
flowing to the California biofuel i1industry. And much of
this 1s to help meet the demands of the LCFS.

--000--

MR. MITCHELL: Another theme that came out of the
panel discussions was the need to maintain and enhance
regulatory certainty. Panelists expressed that iIn order
to maintain and increase the amount of investment in
low-carbon fuels, there must be certainty in the
investors® minds that the regulation will be strong enough
to lead to returns on investment.

Suggestions by panelists for how to send a
regulatory signal included: Strengthening and expanding
the credit market, as well as introducing a flexible
compliance mechanism. Although the program review found
that no change 1n course is needed at this point, a well
designed flexible compliance mechanism may provide a path
toward regulatory compliance i1f regulated parties
experience temporary fuel supply disruptions.

--000--
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MR. MITCHELL: The work of staff and the panel
ultimately led to a final draft program review report
issued In early December. While staff considered public
and panel input, the final draft report represents ARB"s
staff analysis of the implementation of the LCFS so far.

The report does attempt to capture the range of
input, opinions, and discussions that occurred during the
Advisory Panel meetings. Some of the important areas of
analysis in the report are shown in this slide. 1 will go
into further detail on some of these In the next few
slides.

--000--

MR. MITCHELL: The report includes an analysis of
the supply and availability of the fuels needed to comply
with the LCFS, including the challenges to bringing these
fuels to market. This analysis concludes that although
some fuels, such as cellulosic ethanol are not coming to
market as quickly as expected, other fuels are coming to
market more quickly than expected. Combined with the
continued marginal carbon iIntensity improvements made by
conventional ethanol, there are a range of options
available to regulated parties to meet the requirements.
There appear to be sufficient supplies of low-carbon fuels
in the near term. Continued transformative innovations

are required to meet the long-term goals of the LCFS.
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--000--

MR. MITCHELL: The report includes an assessment
of 16 i1llustrative scenarios, 11 gasoline scenarios, and
five diesel scenarios. These scenarios were built around
the concept of finding multiple paths that lead to
compliance with the LCFS and were not intended to meet
projections. These scenarios show what compliance with
the LCFS would look like for different what-i1f situations.

For example, what i1f cellulosic ethanol 1s lower
than projected?

Or what 1f FFVs are readily available?

Some of these scenarios rely on the use of banked
credits to meet the standards in the latter years. The
conclusions of these i1llustrative scenarios is that they
showed multiple potential paths to compliance with the
LCFS.

--000--

MR. MITCHELL: The report also includes an
economic assessment. Staff updated the 2009 economic
analysis. Updates included: Loss of tax credits and
tariffs, higher crude prices, and change in feedstock
costs.

The assessment did not take i1nto account carbon
intensity based market effects.

The assessment was based on the 16 illustrative
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scenarios. This work shows there are negligible impacts
in the gasoline scenarios and no near-term impacts in the
diesel scenarios. The economic work on the LCFS 1is
ongoing and expected to continue in 2012, i1ncluding
discussions with stakeholders. We will work especially
close with the CEC on this analysis.

--000--

MR. MITCHELL: The report also includes an
environmental assessment. Based on continuous monitoring,
staff found that there have been no changes since the
environmental assessment completed in the initial LCFS
staff report.

Since 2009, staff has completed guidance on
biorefinery siting to help air districts deal with the
effects of the LCFS and other alternative fuel incentives.

Going forward, ARB plans to continue conducting
multi-media evaluations of emerging fuels and working on
developing sustainability provisions.

--000--

MR. MITCHELL: Other topics included in the
report are listed on this slide. Amendments to the high
carbon intensity crude oil provisions and credit trading
provisions are being proposed in the next i1tem.

Life cycle analysis updates will be brought to

the Board next year. Staff will continue to monitor
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developing LCFS activities in other jurisdictions.
--000--

MR. MITCHELL: Although the LCFS is still 1n i1ts
early stages, the review indicates that the program is
working as designed. This is evidenced i1n part by the
generation of excess credits. However, further
refinements to the regulation can help regulated parties
and ensure success.

Additionally, communicating regulatory certainty
to investors may be essential to the long-term success of
the program as this will help spur investments in the next
generation of low carbon fuels.

--000--

MR. MITCHELL: Following the Board meeting, staff
expects to finalize the formal program review report.
Specific i1tems that we expect to continue working on
include: Discussions on flexible compliance mechanisms,
credit market expansion, and our economic assessment.

Going forward with the LCFS, we expect to perform
informal periodic reviews of the program and provide
annual updates to the Board. These reviews will include
discussions with stakeholders and panelists and will
include close work with the CEC.

The next few slides present an update on our

efforts to address sustainability.
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--000--

MR. MITCHELL: 1In addition to the LCFS program
review, I"m an presenting an update on our ongoing
sustainability activities.

As you may recall, when the Board approved the
LCFS 1n 2009, i1t directed staff to develop sustainability
provisions, recognizing that alternative fuels should be
made 1n a sustainable and responsible manner. The common
definition of sustainability i1s shown here and there are
typically three major components of sustainability:
Environmental, social, and economic sustainability.

--000--

MR. MITCHELL: Pursuant to the Board"s direction,
staff developed a sustainability work plan and transmitted
the plan to the Board in May of 2010. Further, we
established a work group consisting of a broad spectrum of
stakeholders to help develop sustainability provisions.
The work group has drafted core principles and is
developing criteria and indicators by which sustainability
can be measured.

--000--

MR. MITCHELL: The sustainability provisions will
likely be voluntary to avoid trade and commerce Issues.
However, staff i1s evaluating some degree of reporting by

regulated parties on the sources of their alternative
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fuels.

Because alternative fuels can come to California
from around the globe, third-party certification can play
a key role 1n determining sustainability. Examples of
third-party certifiers are: The Round Table for
Sustainable Biofuels and the Forest Stewardship Counsel.

One of the key topics that the work group has
discussed 1s the role of iIncentives. There 1s a cost
associated with getting certified, and sustainable
practices should be rewarded. The work group continues to
discuss these topics.

--000--

MR. MITCHELL: The work group has also made a
first pass through the environmental sustainability
principles and is currently working on social principles.
The topics addressed in each of these areas are shown on
this slide.

--000--

MR. MITCHELL: The next steps in our
sustaitnability efforts are to complete the first pass
through the sociral sustainability component and then begin
addressing economic sustainability, as well as other i1tems
identified iIn this slide.

We plan to return to the Board with

recommendations in about a year. The provisions could
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take the form of policies, regulatory language, or both.
--000--

MR. MITCHELL: 1In summary, the LCFS i1s working as
designed, and ongoing monitoring will take place to ensure
1ts successful implementation.

No Board action i1s necessary on either the
program review or the sustainability update.

This concludes my presentation. |1 will now turn
the mike over to Rob Ogelsby of the CEC.

CHAIRPERSON NICHOLS: Welcome.

CEC EXECUTIVE DIRECTOR OGELSBY: Good morning,
Chairman Nichols and Board members. 1It"s a pleasure to be
here today. My name i1s Rob Ogelsby, Executive Director
the California Energy Commission.

And before 1 proceed with the testimony, 1, too,
would like to offer my congratulations and best wishes to
Bob Fletcher and Tom Jennings. 1 had the pleasure of
working with them for many years here at the Air Resources
Board and well deserved and a tremendous record of service
for the Air Resources Board, air quality, and global
warming over the years. So congratulations and best
wishes for that.

First, I1"d like to echo ARB staff"s discussion of
the i1mportance of California®s low carbon fuel standard as

a pathway for reducing greenhouse gas emissions while
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diversiftying our fuel supplies. When fully implemented,
the carbon i1ntensity of California®s transportation fuels
will provide multiple benefits, ranging from lower carbon
emissions and improved air quality, to creation and
expansion of California®s clean energy infrastructure and
advanced vehicle industry.

Over the years, the Energy Commission has
developed a solid reputation as one of the world"s leaders
in energy forecasts and analysis. These are used by a
wide variety of public and private stakeholders and
underlie California®s efforts to develop effective energy
policy, conserve natural resources, protect the
environment, and promote public health and safety, while
ensuring adequate energy supplies and economic growth.

Energy Commission staff worked closely with our
partners at the ARB and other State agencies, alternative
energy, and petroleum industries, and numerous other
valued stakeholders to assess a wide range of possible
future outlooks. One of the Energy Commission®™s strengths
has been our ability to provide a large range of
projections based on a range of assumptions and variables.

With regard to the low carbon fuel standard,
Energy Commission staff i1s still working with the ARB and
others to analyze the i1mpacts and potential costs of the

program. Unfortunately, some components of the low carbon
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fuel standard are selectively quoting Energy Commission
staff work on one of several cases and studies without
context or qualification. It i1s iImpossible to predict
with 100 percent certainty what various fuels will cost in
the future. That i1s why the CEC analysis analyzes a
number of different possible scenarios. Investment and
innovation have huge impacts on the future. Who could
have predicted that people could afford and would have
available more computing power In a handheld phone than
one could find 1n a main frame computer that occupied an
entire room.

The Energy Commission i1s also working hard to
help support alternative transportation technologies.
Through our alternative and renewable fuel and vehicle
technology program, the Energy Commission has awarded more
than $350 million to support activities that will develop
and deploy clean, efficient, and lower carbon alternative
fuels and technologies.

The Energy Commission will invest another 400
million over the next four years. This funding has been
critical 1n attracting private venture capital to
California. A recent NEXT 10 study showed California took
in $840 million in venture capital investment in the
EV-related sectors, representing 80 percent of the U.S.

and 60 percent of global venture capital iInvestment in
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these sectors.

These i1nvestments will support the increasing
demand for alternative transportation fuels and vehicles.
The Energy Commission has funded approximately 4,300
charging stations for electric drive vehicles.

Firm long-term public policy, such as a low
carbon fuel standard, provide the market certainty needed
to continue to encourage these kinds of investments in
California. These policies are essential for building
financial confidence of lenders to support cleaner
home-grown technologies and in-state fuel production to
achieve our energy, environmental, and energy security
objectives. The low carbon fuel standard provides the
right market signals for investors.

In closing, we support the flexibility ARB has
built into the low carbon fuel standard program. We
applaud ARB"s establishment of the Low Carbon Fuel
Standard Advisory Panel and are committed to continue
working with our long-standing partners at ARB, along with
a host of other stakeholders, to ensure successful
implementation of the low carbon fuel standard.

I1"d also like to point out that I have Pat Perez,
our Deputy Director for fuels and transportation will be
here for the duration of the two i1tems to respond to any

questions.
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CHAIRPERSON NICHOLS: Thank you very much.
Thanks for coming to join us here this morning and for
your support and ongoing partnership. 1 think we"ll be
talking further about all of what needs to be done as we
move forward iIn terms of improving the level of analysis
that we"re able to do on this rule. But your presence
here today is a very strong signal of our collaboration,
and we really appreciate 1t. Thank you.

I think we turn now to public testimony; i1s that
correct?

Are we going to be projecting a list of the
witnesses up on the screen there? 1°m not quite sure. We
sometimes do that.

Well, 1n any event, we have 36 people who signed
up to speak here. And we"re going to give you all three
minutes. So let"s get started.

The first 1s Duncan Macleod, followed by Bob
Epstein.

MR. MACLEOD: Madam Chairman and members of the
Board, thank you for the opportunity to speak today. 1-°d
like to comment on the alternative or the flexible
compliance mechanism.

And my name is Duncan Macleod, and I"m the
President and CEO of logen Energy in Canada, which i1s a

world leading biotechnology firm specializing in cellulose
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ethanol.

I*m here on behalf of the logen Corporation,
which owns 50 percent of the logen Energy. And the other
50 percent 1s owned by Shell.

logen Energy has had a large demonstration plant
in Ottawa, Canada producing cellulose ethanol from waste
straw since 2004. And we"re working on a much larger
plant with Shell 1n central Canada.

I worked for over years in Shell across the
global, of which ten were i1In renewables. And apart from
biofuels, that included the hydrogen fuel cells, and I was
privileged to meet some of you here a few years ago. But
I retired from Shell two years ago.

I wanted to commend the ARB for putting in place
the forward-thinking low carbon fuel standard. And logen
is here today to support the LCFS and 1 believe a
technology neutral standard that drives the future of
innovation in transport energy is of critical i1mportance
to California and U.S. and the world. But because 1 want
the LCFS to be successful, I"m concerned that the private
sector remains committed and takes action. And i1nvestors
don"t worry about regulatory uncertainty, real or
perceived. Other risks, such as technology, market
construction, et cetera, they can handle.

When i1t comes to the LCFS, investors who have
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been asked sometimes to commit hundreds of millions of
dollar are asking questions like, "What will the market
pay for LCFS credits? Who will buy LCFS credits? What
will happen 1f the market supply of low carbon fuels 1is
insufficient to meet the LCFS schedule? And what will
happen 1f a regulated party finds themselves falling short
at the end of the year and there is no additional low
carbon fuel and no additional credits available in the
market?"

Unfortunately, this type of regulatory
uncertainty triggers a reinforcing negative cycle whereby
uncertainty about market opportunity leads to
under-investment, which leads to under-supply, which leads
to under-performance and speculation around reducing
stringency of standard, which leads back to uncertainty
about the market opportunity.

Now, 1 noted earlier here that a subgroup of the
LCFS Advisory Panel are recommending to you that the LCFS
be enhanced by adding a mechanism to address how the ARB
will respond in the event that market supplies of low
carbon fuel and LCFS credits are insufficient to enable
full compliance. This subgroup has also suggested some
specific designs for this mechanism, which are clear and
predictable. My belief --

CHAIRPERSON NICHOLS: Sorry. That"s your three
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minutes.

MR. MACLEOD: So I1*d just like to finish
therefore and say that I think this 1s the kind of
mechanism that will ensure stability for the long term and
I recommend you go forward and study 1t. Thank you.

CHAIRPERSON NICHOLS: Thank you.

Bob Epstein followed by Jim lacoponi.

MR. EPSTEIN: Thank you, Madam Chair.

My name i1s Bob Epstein. 1"m a cofounder of E2
and also one of the Advisory Committee members that has
participated over this last year.

I"m here representing a letter that we submitted
that was signed by a variety of i1nvestors, including
Kleiner Perkins, Coastal Ventures, and other 19 major
alternative fuel providers, as well as a variety of other
representatives. And we had three messages in the letter,
which you received.

The first one 1s the market certainty, which
you"ve heard about, is what®"s inspiring the $2.4 billion
invested so far since the LCFS was established 1n
companies, that that®"s the fundamental requirement to keep
it strong.

We"ve suggested two enhancements that other
speakers will talk about: Flexible compliance mechanism,

as well as an advanced trading system.
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For our part, E2 produced a report which we sent
to you. We wanted to know between now and 2015 i1f fuel 1s
going to come into California, those companies must
already exist. We identified 240 companies capable of
meeting supply through providing extremely low carbon
fuel. Eighty of those are 100 -- 80 of those are 1iIn
things other than biodiesel. A lot of them are in
biodiesel. That gave me the confidence that 440 million
gallons were produced this year i1n the United States and
that these companies®™ forecasts add up to well more -- a
lot more fuel than California needs.

So the question really comes down to not a
technology risk, but who 1s going to pay for the
construction of these new facilities? And will they have
the confidence to build 1t?

We think 1t"s unlikely that money 1Is going to
come from the established players. And, therefore, a lot
of this 1s going to be new money coming into the market.
We call these willing participants.

I"d like to quote a message that was delivered to
you by Vinode Khoshla, the single largest investor in this
marketplace. "The long stable horizon set by the LCFS
gives the industry and other potential iInvestors time to
explore the cheapest and the most effective ways to adhere

to this standard. However, interest in this will dry up
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the second the standard becomes vague through undefined
triggers or annual reviews or other such mechanisms that
you"ll hear about later in this meeting."

So In summary, just like seat belts and all the
other i1deas that have originated In here, the perceived
higher costs usually end up being much cheaper and the
people In this industry believe the unsubsidized cost of
future fuels will be significantly below the $100 per
barrel of oil that we currently see over time.

So given the opportunity, California can have a
more secure fuel supply. 1t can be low carbon. 1t can be
cost competitive. Working together, we can meet this. We
thank you for your time and attention. And 1 yield my
retaining time to the next speaker.

CHAIRPERSON NICHOLS: Well done. We don"t allow
for that kind of trading. Nice try. Thank you.

Jim lacoponi followed by Harrison Dillon.

MR. TACOPONI: Good morning, Chairman Nichols,
members of the Board.

My name is Jim lacoponi. 1"m Vice President of
Operations for Propel Fuels. Propel owns and operates the
largest network of renewable fuel retail locations i1n the
state, spanning from Sacramento to San Diego.

Today, I represent the customers, the

individuals, businesses, and public fleets that chose
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lower carbon biofuels for their vehicles. Every day,
these customers speak with their purchases. And these
tell us two things.

First, customers with access to our locations
vote in support of the LCFS by choosing ethanol and
biofuels blends that we offer. Low carbon fuel pumps 1in
the state sell volumes at twice the rate of the national
average, outperforming those in Minnesota, Illinois, and
even Nebraska. California®s drivers have already begun
this shift toward a lower carbon future.

Second, customers tell us that price does matter.
Widespread change, for i1t to occur, low carbon fuels must
not only be widely accessible, but also affordable.
Californians will continue to chose low carbon fuels when
they see reasonable value at the price of the pump and the
cost per mile.

What"s the take-away from this? First, consumers
need locations to buy renewable fuels from. These
locations require i1nvestment. Propel®s i1nvestors need to
know that the LCFS will continue to stimulate the demand
for our products into the future. Keeping the compliance
targets intact will underpin investor confidence and allow
Propel to expand consumer access to these fuels.

Second, consumers need value to switch from

something they know to something new. Access to low
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carbon fuels will grow, but these fuels will likely carry
a higher cost. And ethanol blends require a price
discount at the pump. No one brags about having paid more
for fuel, and adoption of these fuels depends on price we
put out on the street. The value Propel realizes from
selling 1ts credit bank i1s critical to offset these costs
and provide the right price point for consumers to buy our
products.

Propel needs a credit trading market that is
liquid, and giving us confidence that we can cash i1n our
credit bank when we choose to and having the transparency
about the price of CI credit at any time. We are relying
on the value of our Cl bank and the availability to
readily monitize that value to be able to offer our
products to the consumers at a reasonable price and
provide our iInvestors an attractive return.

A market with too few participants and too few
trades will be neither liquid, nor transparent. Without
this value from our Cl bank, customers won"t buy and our
investors won"t continue to back us.

Today, we ask the ARB to hold firm iIn its
commitment to the LCFS targets without annual
re-evaluation. This will give greater assurance to our
investors that they be rewarded and for their risk taking.

And, finally, we ask the State take bold steps to
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support the active trading of Cl credits, make it a broad,
liquid, and transparent and expand the credit market as
per the letter that we have endorsed. Thank you.

CHAIRPERSON NICHOLS: Thank you.

Mr. Dillon followed by Todd Campbell and Chris
Hessler.

MR. DILLON: Thank you. 1I1"m Harrison Dillon, the
cofounder and President of Solazyme. Solazyme i1s a
publicly-traded biotechnology company based In south
San Francisco, California, with about 180 employees. We
raised about $370 million in equity financing from our 1PO
as well as equity investors, including Chevron. By 2015,
we expect to have capacity iIn place to produce over 140
million gallons a year of oil and we are on track for
that.

Our process works by converting plant sugars
directly into crude oil. 1It"s feedstock flexible, so
sugars such as sugarcane and waste biomass are converted
into crude oil, which then goes directly through existing
oil refineries to make hydrocarbon fuels that are
chemically indistinguishable from petroleum-based fuels.

We have manufactured in commercial-scale
facilities 1n Pennsylvania and California since 2007. And
in the last two years, we"ve manufactured about 450 metric

tons of oil using this process.
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We have a partnership with the United States
military that wants direct drop-in hydrocarbon fuels, not
ethanol, to use 1In ships and boats and planes. And they
have used our fuel iIn ships, boats, and planes and
helicopters. They recently sailed a destroyer up the
California coast on our fuel. This 1s not experimental.
This i1s not laboratory scale. The Navy is sailing
destroyers on our fuel. And next summer, in collaboration
with Dynamic Fuels, the Navy will sail an entire aircraft
carrier group in Hawaii on our fuel. This 1s coming from
a 30 million gallon a year facility that Dynamic owns in
Louisiana that makes drop-in hydrocarbon fuels.

Our cost of production, we announced over a year
ago at full commercial scale on biomass feedstocks dropped
below $3.44 a gallon and we have made progress since then.

So, again, we"re not talking about experimental
scale. We"re not talking about high cost. We"re talking
about drop-in hydrocarbon fuels, not ethanol, not
cellulosic ethanol -- hydrocarbon fuels available today.
And we are confident that they"ll be available i1n the
volumes required by 2015. So the combination of the very
low carbon i1ntensity of this oil and the LCFS means that
we will not just consider California as a market, we will
prioritize California as a market. And the fact that

these fuels are already in use today in large volumes
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means that the contention that you®"re very likely to hear
today that we should scale back or get rid of the LCFS
because the fuels will not be available does not have a
basis In fact. Thank you.

CHAIRPERSON NICHOLS: Thank you.

Todd Campbell.

MR. CAMPBELL: Good morning, Madam Chair and
members of the Board.

My name i1s Todd Campbell. 1 represent Clean
Energy. And 1 think this 1s a very proud day for the Air
Resources Board.

Clean Energy i1s very proud to have made up 9
percent of the low carbon fuel standard market for the
first quarter, and we hope to continue on that kind of
progress. We just celebrated last night our Christmas
party, and we announced -- we"re a Seal Beach, California,
company. We announced we have 1,019 employees at Clean
Energy.

Of course, we"re a national company. But we"re
going from about five -- station every five days and we"re
hoping to get to station every two days, adding to our 257
stations nationwide.

And, of course, our target markets are heavy-duty
fuel use. So all the heavy-duty trucks that consume about

20 gasoline gallons per year. 1t"s a lot of low carbon
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fuel. Clean Energy i1s very proud that natural gas can
reduce greenhouses gas by about 23 percent.

We also have a renewable division that we also
launched. We"re producing from one of our plants 40,000
gasoline gallons per day. That®"s an ultra low carbon
fuel, 90 percent reduction. We"re going to be able to
blend that fuel with our customers. Our customers are
saving up to $2 a gallon in fuel savings. So the low
carbon fuel standard i1s driving this kind of progress.

I want to commend staff, Mr. Fletcher, you“ve
done a great job. Mr. Corey and Mr. Vegara are wonderful
people to work with. You"ve done a great job, and you“re
leaving the organization in great hands. 1"m sure a lot
of that had to do with you.

I just want to say staff has been extremely
responsive. We"ve had several issues that we were able to
work out, sit down with staff. And I"m on the Advisory
Panel. 1 think that staff was very deliberative, did very
careful consideration of the targets. They looked at the
analysis. We"re going to meet those goals In 2020. We
might do better than 10 percent.

So with that, 1 want to cut i1t short. |1 want to
extend my comments to the next item to spare you some
time.

But we strongly support low carbon fuel standard,
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and we hope that it serves as a model not just for
California, but for the nation. Thank you.

CHAIRPERSON NICHOLS: Thank you very much.

Chris Hessler, followed by Will Barrett and Jim
Lyons.

MR. HESSLER: Madam Chair, members of the Board,
to succeed, the LCFS must create the most favorable
investment climate possible in California.

A flexible compliance mechanism or FCM would
significantly enhance i1nvestor interest in low carbon fuel
investments here i1In California by clarifying the rules of
operation for the program during tight markets. And that
clarity will accelerate i1Investments and iIncrease options
for compliance with the standard. Crafting an FCM should
be an urgent priority for this Board.

I had the privilege of serving on the Advisory
Panel. And it was an excellent forum for bringing forward
ideas to explore that would increase market certainty. It
was led by your fantastic staff, and this was a topic --
the flexible compliance mechanism was a topic that came
out. And i1t was -- 1In the words, i1t has been endorsed by
a number of groups sense 1t"s been discussed as something
worthy of further explanation. A number of the speakers
immediately prior addressed i1t. The content of a letter

that you"ve already received that raises this i1ssue, a
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number of other letters have already been sent to you from
groups as diverse as Shell and the Advanced Ethanol
Council.

I think the central i1ssue i1s this: As regards to
the flexible compliance mechanism, there are questions
around what would happen in a tight market. |If a
regulated party comes to the end of the year, finds
themselves iIn a situation where they cannot buy the fuel
or the credits they need to comply at any price, because
the market happens to be tight for whatever reason at that
moment, there®s an uncertainty what would happen. How
would that regulated party be treated? Would they be
fined for not buying what the market has -- will not offer
at any price? Or would they be allowed to comply with
some lesser standard? |If that"s the case, what signal
would that send to those parties that actually invested
and complied?

Addressing that uncertainty with clear,
predictable rules 1Is necessary. And the sooner it
happens, the more quickly investment will flow. And the
more quickly the investment flows, the greater the chance
of succeeding the goals of the LCFS.

So I would urge you to direct staff to pursue
this with deliberate haste.

And I would also say that there are -- developing
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mechanisms like this has -- 1t will be difficult. There
are some i1ssues that have to be guarded against. This
can"t turn into something that 1s a tax on regulated
parties or a tax on California motorists. And it has to
address the uncertainties. It can"t introduce new
uncertainties. But everybody who"s talking about this
seems to think that can be done and balances can be met.
We encourage the staff to develop a proposal for your
consideration.

CHAIRPERSON NICHOLS: Thank you.

Will Barrett.

MR. BARRETT: Good morning. My name is Will
Barrett with the American Lung Association of California.

I was happy to represent the American Lung
Association on the Advisory Panel as the public health
representative. We believe successful implementation of
the LCFS and AB 32 are vital to improving air quality and
public health 1n California. So we"re very happy to be
part of the progress as i1t got off the ground.

We think staff should be commended for proposing,
adjusting, and carrying out a clear sched