LCFS Advisory Group Meeting, Chicago, February 17 & 18,2010

Advisory Group Members: Larry Bruss (Wisconsin DNR), Mark Calmes (ADM), Geoff Cooper (RFA), Mary
Culler (Ford), Bob Elvert (Exxon-Mobil), Bill Grant (Izaak Walton League), Charles Griffith (Ecology
Center), Tom Gross (Kansas Department of Health and Environment), Gary Herwick (Minnesota Corn
Growers Association), Nancy Jackson (The Land Institute), Greg Krissek (ICM), Bob Leidich (BP Products
North America), Fred Walas (Marathon Qil), Shelby Neal (National Biodiesel Board), Frank Novachek
(Xcel Energy), Mike McAdams (Advanced Biofuels Association), Jim Pearson (MN Office of Energy
Security), Jay Reinhardt (Flint Hills Resources), Hunter Roberts (State of South Dakota), Barbara
Rosenbaum (Michigan Department of Environmental Quality), Martha Schlicher (Monsanto
Corporation), Gary Schoonveld (Conoco Phillips), Brent Stuart (Suncor), Pete Taglia (Clean Wisconsin),
Pam Porter (Wisconsin Farmers Union), Dan Weiss (Duke Energy)

Observers: lvan Tomovski (ADM), Ed Jepsen (State of Wisconsin), Jeff Schoepke (Koch Companies Public
Sector), Susan Evans (Consulate General of Canada, Chicago), Edward Garvey (Weber Johnson), Jenny
Myers (Izaak Walton League), Joan Stuart, Jake Reint (Flint Hills Resources), Kate Tomford (lllinois
Governor Office), Ann McCabe (Ann McCabe & Associates, Inc.)

Staff: Jesse Heier (MGA), Emily Marthaler (MGA), llene Grossman (MGA), Jessica Shipley (PEW), Brendan
Jordan (GPIl), Amanda Bilek (GPI), Jennifer Johnson (GPI), Dane McFarlane (GPIl), Will Overly (GPI)

Day 1 Notes
Introductions, review of process guidelines and objectives

e See agenda and presentation for details
Objectives:

e Hear from all subgroups, give guidance
Assure that all of the issues are on the table
Make final decisions about scope

e Make directional decisions about content
Day 1 Agenda

e Model rule discussion

e Comments from observers

e Subgroup presentations

Model Rule Outline Presentation & Discussion — Larry Bruss, Wisconsin DNR
e Summary of subgroup members and liaisons (see presentation)
e Model Rule Scope:
o Draft MODEL rule
o provides a framework for Midwestern states if they choose to pass LCFS legislation
e Progress since Calgary meeting:
o Model rule outline
o Questions to guide subgroup recommendations
o ldentifying sections in outline where subgroup recommendations are needed
o Discussing model rule structural elements
e Timeline:
o February & March: Collect recommendations and develop draft language
o  April: First draft model rule ready for AG review
o May: Final in-person meeting




o June: final draft model rule

Model rule outline (refer to presentation):

Gathering feedback:
o most feedback will be gathered through subgroups
o non-subgroup feedback can be submitted to staff

Discussion:

Question: Fuels presumed to comply: each fuel listed has a lower carbon intensity than the
baseline or annual Cl standard. Would want to know the CI of all fuels to track the progress of
all the regulated parties. Does presuming compliance make these fuels exempt from reporting
LCA values and other components of the LCFS regulation?

Answer: refer to Tenets of a Credit Trading and Banking System. If a fuel producer wants to
enter the LCFS credit market, there is an economic benefit due to already complying with the
LCFS.

Would this not incentivize increased production of these fuels, if they are automatically
generating a credit? The LCFS should incentivize increased production of these fuels. This
depends on how you set the baseline and intensity reduction credits.

Question: If a legal review of the draft language occurs in the Wisconsin government office, will
it review the existing 3 lawsuits against the CA LCFS and other programs?

Answer: No, it will be a review of the draft rule language only. It will not make a detailed
analysis of the rule, just an overview of the language.

Possible parking lot item: review of existing lawsuits against LCFS and how it might affect this
process and a Midwestern LCFS

Question: Is somebody going to undertake an analysis of the pros and cons, costs and perceived
benefits of new concepts that are proposed by advisory group members? Such as: required
infrastructure for bringing new fuels to the market. Would the model rule go into detail on the
costs and benefits?

Answer: In Wisconsin, a rule needs to have a technical support document that identifies cost
and issues. The language drafters do not have the resources to draft this, but a draft technical
support document would help.

Tracking the CA LCFS lawsuits: ConocoPhillips, POET, RFA, ATRA could identify 3™ parties to
summarize the lawsuit issues in a webinar. EPA may have a series of lawsuits on its
promulgation of endangerment findings. Staff will follow up.

Question: Within the model rule subgroup, how is consensus defined, and how do you ensure
input from beyond the model rule subgroup? What is the process?

Answer: This is an advisory group. Unsolvable issues will be identified. Subgroup will reach
consensus on language to present to full group, then full group will review language to reach
possible consensus.

Comment: Based on diversity, technical understanding, and complexity, it is hard to conceive of
a model rule being completed by June.

On Fuels Presumed to Comply: regulation should be science based, all fuels should be treated
‘precisely the same’. A ‘presumed to comply’ list seems to violate this. Why would we presume
that certain fuels comply, rather than putting them through the same LCA process? Could use a
performance based mechanism.

Response: If you're a small importer or producer of a fuel, you may not want to go through the
hassle of all of the required reporting because there may not be a huge economic benefit from



reporting. This section could be eliminated, but even small fuels producers would need to
report. However, under RFS2, even small producers would need to make report.

e Something needs to back up the rule itself, like a technical document.

e Atechnical support document is a huge undertaking that would likely take longer than 2-3
months. It may also be difficult to complete a consensus model rule document.

e Comment: CA got into trouble by presuming ‘winners’ and ‘losers’. Listing “fuels presumed to
comply” would put a MW LCFS in the same danger.

e Proposal: full advisory group members will make comments on draft model rule outline, send to
staff members to identify appropriate subgroup.

e Proposal (consensus achieved): remove “presumed to comply section”. Having default LCA
values would make this not necessary.

e Suggestion: A model rule should also take into consideration a cap on the cost of any renewable
fuel. If a renewable fuel costs 10 times more than conventional fuels, should the regulation
require the use of this fuel? There should be an economic analysis on this cost.

e Follow up comment: the reason to have a fuel market place is to identify the least cost path of
compliance for fuel production. The only way a high cost fuel would become prevalent is if all
other pathways were exhausted. It would make more sense to let the market operate for a
while to examine these dynamics.

e A cap and trade system could include a ‘cap’ on the cost to obligated parties. The model rule
could include a price ceiling mechanism to prevent high cost to society.

e Atechnical and economic feasibility off-ramp is something that would look at whether there is a
technical or economic reason for a fuel requirement or target to be adjusted. The technical
analysis should look at feasibility of different pathways and production levels, and the model
rule should include off-ramp language.

e The draft model rule could include cost-containment options. If a trigger is hit, a regulatory
agency could issue additional credits.

e Disagreement on concept: state government setting infeasible standards and “taxing” the
regulated party to buy credits.

e In addition to cost, there may be other avenues that require containment or off ramp
mechanisms. Volume requirements, etc. Under RFS, there is authority to adjust requirements
given circumstances such as hurricanes and other disasters that affect production capacity.

e It makes sense to have a human make the decision to waive or adjust requirements. An office
and/or officer could receive requests from obligated parties. But this risks having a person
subject to a lot of political pressure, so there needs to be a set process for determining waivers
and adjustments.

e Decision: draft language in these areas and submit it for comments from the group:

o strike presumed to comply section

o off-ramps

o cost-containment

o exemptions/waivers, executive office and officer, and procedure

Regulated Parties Handout

All ethanol is denatured, do not need to distinguish this

Bio-based diesel vs biodiesel vs renewable diesel: could list separately, or define biomass-based
diesel. Should use biomass-based diesel from RFS2 including renewable diesel and biodiesel. Tax
code has separate standards for both of those criteria, including jet fuel and heating fuel credits.
Language will be drafted and given to experts for review.



e Add butanol, algae-based diesel

e Do notinclude jets and boats

e Pay attention to federal regulation (RFS2) in crafting lists, do not want to impose additional
requirements

e May not need to distinguish gasoline vs reformulated gasoline

e Should not exclude any renewable fuels. Add “Renewable Fuel” and include a definition that
includes potential and next-gen fuels.

e Vast majority of “fuel producers” are also “blenders”. Could scale back ‘regulated parties’ to
‘blender’ for fuels that pass through a refiner that blends. BUT 100s of producers deliver product to
3" party “terminals”. So there is not a logical filter to reduce the size of the regulated parties group.

e Need additional awareness on ‘refined product flows’

Observer Comments

Need to be thoughtful about whether governors in this region, which are agricultural based and have
Canadian economic ties, would do anything to adversely affect these ties. Secondly, Minnesota has
biofuels mandates (E10, E20, B2, B5, B20). In terms of an LCFS, are these fuels in or out?

Leakage Subgroup Presentation and Discussion — Charles Griffith, Ecology Center
(Refer to presentation)
e Primary objectives:
o Recommend alternative options for addressing ILUC
o Make recommendations on the use of sustainability criteria in a state/federal LCFS
Options for Addressing ILUC:
e Option 1: ILUC Fund
e Option 2: Study of ILUC
o No immediate ILUC penalty or other approach
o Designate a study period
o Assign a credible entity (e.g. NAS expert panel) to study indirect impacts
o Set a date for completion of study
o Instruct some official regional entity to make a decision on how to address indirect impacts
based on results of study
e Option 3: GHG Reduction Opportunity Fund
e Option 4: Avoid ILUC
o Rationale: Avoid reduction in supply of food, feed, and fiber while supplying energy markets
as well. Instead of penalizing biofuel producers for ILUC, create incentives to improve crop
yields

Discussion:

e Comment: on Option 4, there is a body of work from U-lllinois Chicago in the past 2 years that took
individual ethanol plants and ground-truthed before and after ethanol plant construction and
showed no land use change.

e (Caution against using CA or EPA data for yield projections. RFS2 uses USDA vyield predictions.
Agricultural companies do not believe that these are accurate.

e Offsets based on land use change and production changes. Comment: ILUC methodology is
troublesome in economic terms

e Options that suggest a fund raise questions on where money would come from and where it would
be spent. Especially between multiple states.



e Comment: The group should decide whose numbers to use, eg. CA vs EPA vs participating
companies

e Comment: problem with ILUC is the level of uncertainty. This creates practicability concerns for
funds like those proposed. An ILUC assessment should not assume that a fuel producer or
distributor has level of control of actions in other countries. Having a penalty in regulation based on
very uncertain numbers is very risky. From this commenter, numbers 2 and 4 may be feasible.

e CARB and EPA assessments are ‘pilot studies’

e Comment: This is an alternative to regulation, not necessarily a penalty (although [in options 1 and
3] someone would have to pay).

Compliance Subgroup Presentation and Discussion-Bill Grant, 1zaak Walton League

(Refer to Presentation)

Summary of Discussion to Date
o Initial discussions focused on development of the Criteria document and guidance
requested from the Model Rule group. Questions focused on:
*  Whether a credit trading and banking system is the most appropriate way to
operate a low carbon fuel standard?
*  Multi-state vs. an individual state framework (or some combination of both)?
* How would enforcement be carried out in a regional vs. individual state
framework?
» Definition of obligated, regulated parties and the role of different parties in the
credit trading system.
Multi-state vs. an individual state framework (or some combination of both)?
Credit trading and banking system
o Supportive comments were made for a credit trading and banking system.
Discussion of Credit Trading & Obligated Parties
Further Information Needed
o Webinar to learn more about EPA programs including RFS2 in addition to discussing RINs
as a tracking mechanism
o Webinar on the US fuels transportation system to help the group further understand the
fungible nature of fuels across state/provincial boundaries

Discussion

Regional body: geographically large; vast differences in the Midwest between energy suppliers
and energy users.

Supportive comments for a credit trading and banking system.

Support for limiting trading to those under a compliance regulation.

Any existing framework that it could be integrated into? MRETS as an example. How can
electricity be incorporated into a credit, trading and banking system? Advanced metering
systems are one way to be able to track the amount of electricity used.

Struggling within system that has great fluidity and not sure how track those ups and downs?
Criteria: should avoid conflict with existing state and federal legislation. Need to do some
research on monitoring federal regulations. We do not want to be in conflict or face future legal
challenges.

Regional approach vs an individual state approach: do we need to make a clear
recommendation on the merits of a regional approach?

Are there other regional governance structures the compliance group should be looking at?



It will not be possible to do one rule for 12 states, because of the way that a rule process occurs
in each state.

Compliance group has not gotten into the weeds on how to use RINs as a possible compliance
mechanism. Because of the final RFS rule there will now be four buckets for RINs and it will
greatly complicate the process.

Compliance group would like to talk to specific companies about the use of RINs and their
experience with RINs.

Is there anyone tracking the variances between actual model rule implementation? Some states
will have different mechanisms for moving a model rule through each state. GHG advisory
group handled a draft model rule by indicating which parts of the rule need to be consistent
across the region and identify areas where states would have some flexibility or could make
state specific changes.

Interstate water compact might provide some sort of model for each state adopting some sort
of standard for the rules to come into effect.

Federal Policy and Other Programs Subgroup Presentation and Discussion-Shelby Neal, National

Biodiesel Board
(Refer to presentation)

Subgroup Deliverables
o Assessment of other LCFS programs
o Federal recommendations (1-2 page, top federal recommendations from a Midwestern
perspective)
o Monitor other LCFS processes
Evaluating other LCFS programs
Key Highlights
o Modeling carbon intensity values
o ILuC
o Modifications of Cl values
o Credit trading
Federal recommendations
o Evaluation of incremental benefit of an LCFS vs. current policy (RFS II)
Carbon intensity scoring and fuel pathways
Utilizing best available data
Carbon intensity reduction targets and schedule
Regulated parties
Flexibility mechanisms
Indirect land use change
Other sustainability criteria

O O O O O O O

Discussion

Are the three regions projects meeting public? Not at this time, but there are additional state
folks that could be added. Jessica will take the request back to PEW to allow observers of the
LCFS subgroup. There are several fuel providers that provide fuel in all the regions and could
provide critical information.

Add a line in the program summary chart for status of the program, whether it be final or in
litigation.



Flexibility/cost containment as a category to examine in the summary table. There are
definitions and lists of regulated parties that could be given to the other subgroups as a
resource.

Are programs providing reciprocity? Should there be a section on reciprocity?

Any ideas on federal recommendations would be greatly appreciated.

RFS2 Update and Discussion

See presentation for details on RFS2.

Data, Modeling and Analysis Subgroup Presentation and Discussion

See subgroup presentation for detailed data, modeling and analysis subgroup slides.

EPA used several models for RFS2 and it will be difficult to parse out the different models used.
Add estimates from BESS model to the LCA comparison table. GHGenius model could also be
included. Coordinated Research Council just completed a report to compare LCA numbers.
Lifecycle associates completed the report.

Using EPA carbon intensity values for a Midwestern LCFS might not be the best idea. The
modeling efforts between California and EPA are extremely different for several different
reasons.

If we don’t do a comparison between the RFS and LCFS how are we going to provide a
recommendation to MGA that there is a benefit from implementing an LCFS over and above the
RFS? The modeling approaches used between EPA and CARB will make the comparison more
difficult. If some form of analysis can be accomplished, it will need several disclaimers.

Energy Choice Simulator is a system dynamics model. A reference baseline will be created.
Production efficiency values could be added into the model to project those efficiencies over
time. Need to have transparency in the model. Creative Commons model built in Vensim. A
wiki will explain all of the assumptions and background data. We are waiting for the online Ul to
be completed and done.

It will be very difficult to conduct the necessary analysis and complete the modeling under the
current timeline. This effort is making comparisons between available models, but there are
concerns about knowing for sure which model has the best numbers.

Corn yields: what are the drivers for the Monsanto projections? Monsanto with several other
agricultural companies, academics and seed companies submitted to EPA yield numbers.
Factors that go into the projections include germ plasma, biotech traits and increased
agricultural productivity.

Difference between CARB and EPA numbers in simple terms: there are serious limitations of the
GTAP model and CARB chose not to address those limitations, but were attempted to be
addressed by EPA. EPA tried to use government official data or industry provided data, but UC
Berkley did not rely on proven data.

Current estimate on use of ethanol is 71/2 or 8 %. Not sure we will achieve 100% penetration of
E10 in the market.

Need adequate time to review the data that will be made available. Need to make a decision on
LCA scores for the modeling, only direct emission LCA scores. In-direct emissions will not be
included until specific recommendations are received from the leakage and other environmental
impacts group.

Need to send out the website address for ECS.

Latest EIA projection 2018-2022, will not have enough supply to meet RFS2.



e There is flexibility built in the RFS2 program to revise fuel volume requirements for certain
feedstocks. There are additional renewable fuels might be brought online that will help to meet
the RFS2.

DAY 2 NOTES
Full Group Discussion Goals
e Discuss issues that exist in multiple subgroups
e Discuss issues that are higher profile or particularly sensitive and require full group input
Assure that no important considerations are left off the table
e Get a better sense of the range of opinions in the group
e Make directional decisions about how to structure future work to resolve these issues
Full Group Discussion Items
e Treatment of crude oil pathways (Data subgroup, Compliance subgroup)
e |LUC (Leakage subgroup)
e Incremental benefit of LCFS over RFS (Data subgroup, Compliance subgroup, federal and other
state subgroup)
¢ Individualized plant values — how can we improve upon previous policies?
Treatment of oil pathways
Options:
e Differentiate oil pathways
o Advantage:
Oil producers are rewarded for process improvements:
e CO2EOR
e Various oil sand process improvements
o Disadvantage:
Leads to crude oil switching as a primary mode of compliance
Lack of information about crude oil pathways
e Do not differentiate oil pathways
o Calculate an “average” crude for the Midwest
o All MW gasoline has the same score and all diesel has the same score
o Advantage:
Avoids crude switching, data availability problems
o Disadvantage:
No opportunity to reward innovative low GHG intensity petroleum practices
e  Hybrid approach
o For compliance purposes, all gasoline has the same score and all diesel has the same
score
o Separately, crude oil producers may choose to demonstrate GHG intensity
improvements relative to their own baseline. They could generate credits and be
rewarded for innovation.
e Option 4 (could be applied to all other options)
o Another hybrid option
o All gasoline/diesel receive an average Midwestern score
o Allow crude oil producers with a score better than the average to apply to be treated
separately
o E.g.—All gasoline is assigned a score of 98 g/mJ. A producer of oil using EOR has a score
of 90. They can apply to be treated as a “low carbon fuel”.




Discussion

Alberta government is already enforcing greenhouse gas emissions reductions for oil sands
production.

Some disadvantages for differentiating crude oil pathways. 1) differentiating crude oil paths may
cause fuel switching which will lead to an increase in greenhouse gas emissions. 2) U.S. oil
imports may increase from foreign owned companies in volatile parts of the world.

There is a need for additional data on crude oil flows for the Midwest. It needs to be more than
a one-time data supply.

How to assign a score to imports? Could assign an average number for imports, but it is difficult
to do because there is not enough certainty of the sources coming in.

The Midwest has a unique opportunity to treat crude oil pathways and other LCFS
considerations if given more time to address the issues. We need to design what is actually
practical to be accomplished in the time that we have.

There is a disparity between assigning carbon intensity values for corn ethanol and petroleum
sources. It might make sense to look at a hybrid approach. Treatment of high intensity crude oil
by California has a trigger point where any crude oil source above an intensity level requires an
individualized number.

Is there a recommendation where we take into account the entire lifecycle of the fuel? The rule
needs to be consistent for fuel sources. A trigger approach could take into account the full
lifecycle of the crude.

Canadian government is already paying for carbon reductions from oil sands. Enforcing an LCFS
on top of Canadian greenhouse gas reductions would result in double counting for greenhouse
gas reductions.

If you are going to allow fuel switching, you need to take into account leakage considerations.
Fuel switching does not take into account increased greenhouse gas reductions.

Need to be able to track the greenhouse gas intensity over time for crude oil sources; option 2
will not solve the data problem.

We are able to track electricity electrons in the Midwest, MRETS as the example, is able to
measure the electricity generation sources. We must be able to do this for oil pathways.
Defense department has conducted an energy security analysis and found fossil fuel
dependence is a big source of insecurity.

We do have the opportunity to take a fresh look at the LCFS and we might be handicapped a
little bit by looking at what California did first. A good life cycle analysis cannot be static in time,
but needs to vary in time. CA placed gasoline and diesel in separate pools, but gasoline and
diesel could be in the same pool.

There is no decision yet on how to treat different crude oil pathways, not sure what to put into
the rule for the different fuel pathways.

From an interstate commerce perspective, we should not have a Midwest differentiation system
from a legal standpoint. Might need to use a national average number for legal compliance.

Wrap up points:

Hearing a preference for a hybrid approach based on something like option 2.
Need to make sure we are not discouraging dieselization.

Work with Suncor on an LCA for oil sands.

Explore a trigger based on full LCA analysis.

Develop a list of what is going to take longer than June to accomplish.



Process points

We are going to have a set of recommendations; maybe it is not a draft model rule. The
modeling work on LCFS has been under development for four years. We can call our
recommendations something other than a model rule.

Greenhouse gas accord advisory group put together a very detailed statement design principles
for a model rule.

What we need to get out of this process is maybe not as detailed as what California has done,
but presents a Midwestern approach or an alternative.

Would it be useful to share the design document for cap and trade design recommendations?
Yes it should be shared with the group.

Renaming the product is the least of our problems. We need to rethink outside of the box. We
need to move beyond the California model and think about ways to incentivize production
efficiencies.

Indirect Land Use Change

Opposition to ILUC is a major reason many groups are in the process
Some participants are still in favor of using ILUC in the Midwest

Discussion:

It would not be appropriate to include a number at this time because there is not enough
science to determine what the number should be.

Certain academics have publically said that there is too much uncertainty in the numbers and if
the modelers think there is uncertainty we should be doing the same.

During the Minnesota LCFS bill process, both the issues of ILUC and treatment of oil pathways
have been changed to gain support of the bill, but even though there have been concessions
there is still fierce opposition to the policy.

Statement of support for including indirect land use change numbers in the LCA scores.

CA expert working group has been named. Bruce Babcock is on the expert work group. The first
meeting is Feb. 26. Could we ask Bruce to report back on the expert work group? The meetings
are also open to the public.

Are there fundamental objections to looking at alternative options for dealing with ILUC?
Would ILUC include other indirect effects like from electric vehicle manufacturing or petroleum
industry?

RFA position with EPA, CARB and the Midwest effort: if you are going to look at price induced
ripple impacts for biofuels, it needs to be done with other fuels that are being included in the
policy. It will be incredibly difficult to undertake that task, but we cannot treat fuels differently
from one another. We need to focus on direct emissions only, it is controllable by the supply
chain and we have tools to calculate direct emissions.

Option 2 would be to include all fuels for a study on indirect effects. If we are going to study
ILUC we should put everything on the back burner and study all of the other issues that we are
discussing here.

Direct emissions have greater certainty and could be studied under the LCFS.

Direct effects are measureable and verifiable.

ILUC is such a big issue and if we try to complete work on the issue by June there will be too
many disclaimers to make it effective.



e We should charge the staff to go back to the governors with a revised work product list and
issues to reset the mandate to capture innovation, efficiencies and GHG reductions. Should test
some options with the governors before June.

e Not sure that the uncertainty around ILUC is going to decrease in the next few years.

e We need to focus instead on determining what the actual direct and indirect emissions from
fuels actually are.

e If we are going to stick with ILUC we should follow the model from Europe, that it would be
included but at a future date when we might know more about the issue and the science.
Europe sets 2017 as the date. BC set 2012 as the date. There might a workable date between
the two offered.

e The majority of the group wants to move forward with studying alternatives to the ILUC penalty.
We can keep studying it, but not make a determination about the conclusions of the study.

e |sthere some expertise in the group that could help us determine a reasonable date for when
we might include it?

e The measure of including ILUC should be if it can be included in the modeling in the same
fashion as direct emissions.

e The issue of ILUC is a non-starter for the governors and we need to provide alternatives to the
governors as part of the charge for the group. It would be preferable to come out with an
alternative option rather than remaining silent on the issue of ILUC.

e If the Midwest is going to try and influence federal views on the issue, we are best off to come
up with alternative approach.

Incremental benefits of LCFS

Question:
e What are the incremental benefits of an LCFS on top of benefits provided by the RFS?
e  Would RFS2 achieve a 10% reduction? Under what scenarios?

Goals for discussion:

e What criteria would we use to evaluate whether a MW LCFS offers incremental benefits over
and above RFS2?

Discussion:

e Should be looking at incremental benefits and disadvantages of a regional LCFS. We need to
balance both in order to move forward.

e Benefit of an LCFS is fuel diversity; electricity, hydrogen, compressed natural gas. The LCFS also
recognizes biofuel producers who achieve increased production efficiencies. The LCFS would
also recognize investments from the petroleum industry in EOR and CCS.

e Should the question be benefits and costs of an LCFS over RFS2 and other climate and energy
policies?

e Process question: another reason we are here is that the GHG accord AG identified LCFS as a
complementary policy. The GHG model rule includes transportation fuels under the cap to be
regulated. How does the GHG accord model rule square with an LCFS policy?

e The GHG accord advisory group came up with a set of recommendations for a cap and trade
system, but the governors were unable to sign a letter to Congress about the recommendations.

e Focus on a document of Midwestern low carbon fuels policy principles. If we can agree to
working on a principle document we could avoid side conversations.

e Concern that if we don’t call it a model rule, there is a less of a chance that it will influence a
federal system or the federal debate.




The timing of the input that is provided is very important. There were design recommendations
for the cap and trade program nine months ago and are now working on drafting the model
rule. Getting something available sooner is better than focusing on developing a model rule.
The more activity from our region that is real, the more weight we will carry as a region in the
federal debate.

Is a policy being developed that can be scaled up to have an impact on global greenhouse gas
emissions? Do not create a policy that cannot be scaled up. Several of the issues we are
discussing go away at the global scale. We will never solve a global problem by developing a
costly regional system. The system is overly complex because of the regional nature. We are
trying to solve issues that are not truly regional issues. The right model could be a global low
carbon fuel standard.

The advantage of having an LCFS is being a ‘leader’ rather than a ‘laggard’, looking to the future
to a time when consumer attitudes might change. If this is the way the globe is going, it’s better
to be at the forefront than at the tail end.

Distinction between an LCFS and an RFS is that an RFS does not incentive greenhouse gas
reductions. There are specific greenhouse gas targets for an RFS.

Need to state the assumption basis for determining greenhouse gas reductions. Need to
articulate the assumption basis.

Another policy is to look at the tax code for biofuels: is there an area where the tax code does
not adequately address a performance based metric for biofuels?

Congressional intent for RFS2 in EISA was to reduce greenhouse gas emissions for biofuels. EPA
has done greenhouse gas impacts analysis for RFS2. ILUC is included in the analysis but could be
split out.

Agreed to an approach to average out crude fuel types as a compliance issue.

Should explore looking at state level RFS policies, tax policies, incentive policies in addition to a
federal RFS. There are several states in the Midwest that work together to drive biofuel
development that would change the analysis work for an incremental benefit of an LCFS.
Resetting of purpose to focus on other dimensions of greenhouse gas reductions and energy
security. There is a suggestion to vote on going back to the governors with a changed slate of
what this group will make recommendations on.

There was a suggestion on day 1 to convene a subgroup to discuss alternative policy approaches
Going back to the governors recommending a new slate would result in doing nothing.

We have a responsibility as an advisory group to go back to the governors if we are discussing
doing something detrimental for the region.

Are the alternatives to an LCFS working solutions? One of the outcomes might be that there is
not an alternative that could address the issue on a regional level. If what we are charged to do
is to come up with a rule that will influence a national system then that is a different
consideration then developing a system that will be implemented regionally.

It could be an add-on piece that does not take us off course for developing a draft model rule.
We were charged with both, designing a coordinated regional system and making
recommendations on a federal system.

When you are trying to guide the discussion with a group like this we started with a straw
proposal, largely based on California, there have already been suggestions on how the Midwest
would change the California developed model.

The framework idea could allow a different approach for the Midwest that starts instead from
the Midwest, and not looking at California as the starting point. The discussion today has had a



distinct Midwestern flavor to it and is a good starting point for developing a unique Midwestern
framework.
It is important for a small group to explore other options.

Based on discussion with state administration representatives at the meeting and MGA and GPI staff a
set of revised deliverables were proposed to the group. These proposed changes to the group process
will need to be approved by the Governors steering committee.

Proposed deliverables

No model rule

Deliverables:
o List of critiques of CA rule
List of critiques of RFS2

o
o Fleshed out version of LCFS design considerations
o Analysis report-a series of scenarios for how the intensity pathways will be meet in the
Midwest.
o Federal recommendations
New subgroup on alternative policies that accomplish LCFS goals as options for MGA to
consider.

Discussion:

Not just create a new subgroup-but shuffle the mix of subgroups that we currently have,
especially the model rule.

There still needs to be a commitment for carbon intensity reductions for the Midwest.
Could bring in policies from BTAG as a starting point. The subgroup will need to define the
scope. It might just be for transportation fuels.

Concern that a fleshed out design consideration document will still raise the same issues we
have discussed the last day and a half.

Comments from observers

No comments from observers were made.

Discussion of other fuel policy programs

The group had a discussion about areas from other fuel policy programs and discussed necessary
changes to existing programs in order to be more effective for the Midwest, taking into account our
unique attributes as a region.

Level of uncertainty in ILUC LCA determination makes it impossible to use for a regulatory
action.

Diesel is artificially disadvantaged compared to gasoline. Does not allow dieselization.

GTAP model is inappropriate for determining land use change or assessing the facts of land use
change. Does not account for idle land.

We have an arbitrary trigger part way along the LCA total path within which new crudes will be
screened. It has connotations of so called high and low carbon intensity fuels vs. not.

In an LCFS the rule and rule mechanisms are incomplete — reporting techniques and LCA
methodology. This makes compliance for a regulated party very difficult.

Lack complete pathways for all commercially available fuels (e.g., biodiesel canola). Applies to
ethanol as well — companies have a hard time fitting into different pathways.



One of the goals of this work group could help educate policymakers on the different policies.
We can help develop an understanding of what the different programs accomplish or not

Both provisions reduce greenhouse gases but they had the targets set before modeling and
technical/economic/feasibility assessments were done.

RFS2 limitations — we don’t do enough to incentivize GHG reductions for existing, conventional
biofuels. Also, does nothing to encourage non-renewable fuels to reduce GHG emissions.

Of the 36 billion, 21 billion gallons have to have lower footprint that 2005 — includes ILUC that
determines the reductions. There is also an opportunity to take credit, such as electric vehicles,
provided that those electrons were from renewable resources. There is an incentive for
grandfathered ethanol plants, if you generate one more gallon you will be treated as a new
plant. That could be a disincentive to reduce your emissions if you want to avoid that trigger.
Conversely, it is cheaper to expand capacity at an existing plant.

An idea that might be better — in RFS2 rule if you exceed your GHG reductions that you would
take the RIN calculations and plus it up. You could monetize the exceeding of criteria. Provide a
carrot instead of stick.

Report back from data, modeling and analysis subgroup

Data and modeling group will go forward with Paul Meyer’s work. From University of Wisconsin
and has background in lifecycle assessment. Proposing to take the GREET model, look at the
fuels of interest, show in detail and simplicity what the assumptions are in the GREET model to
help inform this process. The point is to provide some transparency. The nice thing about the
GREET model is that the assumptions and accounting is uniform and can be applied to a big
range of fuels. This will help provide more understanding on the GREET model for the group.
The data group will provide a proposal to the group. Paul’s work is not an endorsement of
GREET but will examine GREET and will pull out the assumptions so we can identify what the
issues were and make it more transparent.

Acknowledge the work that AERI has done. Also a huge body of work from the biofuels industry
(Argonne’s work released in Chicago last year).

Let’s not take on numbers that were used in other processes just because they are there. We
are not doing that — we are looking at a fuel consumption baseline, what RFS2 is doing on
volume requirements.

You will see the options that are available to users to manipulate (highlighted yellow). Paul will
show the group the other 90% that we can’t see easily. Paul has asked for a prioritized list of
fuels from the data group so we get to those first.

Meeting adjourned.



