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Introduction and timeline
State law assigns the California Air Resource Board (ARB) with primary responsibility for the control of mobile source air pollution, including the adoption of rules for the reduction of harmful vehicle emissions and the specification of vehicular fuel composition.
In 2006, the Legislature passed and the Governor signed AB 32 (Núñez and Pavley), Chapter 488, to establish a statewide greenhouse gas (GHG) emissions limit such that by 2020 California reduces its GHG emissions to the level they were in 1990. Carbon dioxide is but one greenhouse gas. Others include methane, nitrous oxide, hydrofluorocarbons (HFCs), and perfluorocarbons (PFCs).
AB 32 requires the ARB, among other things, to:

· Inventory greenhouse gas emissions in California. (ARB’s measurement shows that transportation accounts for 38 percent of GHG emissions in the state.)

· Implement regulations and impose fees that achieve the maximum feasible and cost effective reduction in GHG emissions. 
· Identify and adopt regulations for Discrete Early Actions to reduce GHG emissions that could be enforceable on or before January 1, 2010.

In January 2007, Governor Schwarzenegger issued Executive Order S-01-07 in which he ordered the establishment of a statewide goal of reducing the carbon intensity of California’s transportation fuels by at least 10 percent by 2020 and ordered ARB to establish a low-carbon fuel standard (LCFS) for the state. 
In June 2007, ARB included implementing a low-carbon fuel standard as an early action measure as provided in AB 32.

In December 2008, ARB adopted its AB 32 Scoping Plan to map out strategies that California will use to achieve the reduction in GHG emissions by 2020 as required by 
AB 32. ARB established that reduction to be 169 MMTCO2E (million metric tons of carbon dioxide equivalent, a measure of greenhouse gas emissions). The scoping plan attributes a reduction of 15 MMTCO2E to the LCFS strategy.
After an extensive, year-long public process, ARB issued its proposed LCFS regulation on March 5, 2009. The board is scheduled to consider adoption of the LCFS at its meeting on April 23-24, 2009. 

The LCFS, if approved by ARB next month, will take effect on January 1, 2010, and it will be the first standard in the nation to restrict greenhouse gases produced by fuels. 
The proposed standard
ARB staff designed the proposed LCFS to reduce GHG emissions by reducing the carbon intensity of transportation fuels used in California by an average of 10 percent by the year 2020. 
Carbon intensity is a measure of the direct and indirect GHG emissions associated with each of the steps in the full fuel-cycle of a transportation fuel (also referred to as the “well-to-wheels” for fossil fuels, or “seed or field-to-wheels” for biofuels). The overall GHG contribution from each particular step in the production and delivery process is a function of the energy that step requires. Thus, if a fuel that is low energy to produce and produces little carbon when consumed, but has to be trucked a long way to market, it can still have a high full fuel-cycle carbon intensity because of the high energy requirements of getting it to market.
The proposed LCFS achieves a 10 percent reduction in average carbon intensity by establishing an initial intensity level for specified providers of transportation fuels (“regulated parties”) at an initial level and incrementally lowering the allowable carbon intensity for transportation fuels used in California in each subsequent year. A regulated party’s overall carbon intensity for its transportation fuels would then need to meet each year’s specified carbon intensity level target. If the reduction in intensity exceeds the target, the provider then earns a credit, which can be sold or carried forward.

Regulated fuel providers, therefore, can meet their annual carbon intensity levels through compliance strategies:
· Making low-GHG fuels, such as biofuels from waste products;

· Carrying forward credits from previous years from their own production process; or
· Buying credits from other fuel producers.
A fuel provider would meet the carbon intensity requirements of the LCFS if the amount of credits at the end of the year is equal to, or greater, than the deficits. Credits and deficits are determined based on the amount of fuel sold, the carbon intensity of the fuel, and the efficiency by which a vehicle converts the fuel into useable energy. Credits may be retained and traded so that regulated fuel providers can meet their assigned obligations.

Under the LCFS, a regulated party’s compliance with the annual carbon intensity

requirements is based on end-of-year credit/deficit balancing. 
While the LCFS will go into effect in 2010, the first year will serve only as reporting period. ARB notes that this will allow both the regulated parties and ARB program staff to acclimate to the LCFS rule’s intricacies and to identify any programmatic changes that may be needed as the program is implemented.
Issues of Discussion

Achieving AB 32 Goals. In recognition of the severe threat to our environment, human health, and human society posed by global warming, California enacted AB 32 to reduce GHG emissions significantly by 2020. ARB states that reducing GHG emissions to 1990 levels means cutting approximately 30 percent from business-as-usual emission levels projected for 2020, or about 15 percent from today’s levels. 
Transportation is the largest single contributor of GHG emissions in California, making up 38 percent of emissions. It is, therefore, unlikely that without significant reductions derived from lowering the GHG emissions of transportation fuels that we could achieve the required GHG reductions. ARB notes that a key function of the LCFS is to provide an incentive for lower-carbon intensity alternative fuels (i.e., fuels that are not conventional gasoline or diesel fuel).
Carbon intensity values. The proposal contains carbon intensity values for a variety of fuel pathways (fuels and their production and distribution processes) that have been analyzed by ARB staff. These specific carbon intensity values are the crux of the regulation for fuel providers and therefore, likely to be the subject of much comment from the fuel providers panel in this hearing. One issue in particular for biofuel producers is the carbon intensity derived from the indirect land use effects of crop-based fuels. 

Indirect land use impacts. Indirect land use impacts of significance result when, for example, an acre of soybeans grown in the United States is used for transportation fuel purposes rather than exported for food purposes. Somewhere else in the world, then, a new acre of soy beans has to be planted to replace the lost food (or there may not be a replacement for the lost food, thereby affecting the availability and cost of food). That acre, if it replaces virgin land, particularly heavily vegetated land, then results in a large carbon intensity score for the crop-based biofuel as that new planting releases carbon sequestered in the soil and vegetation. Indirect land use impacts are very real, but very difficult to calculate. To continue with the acre of soybeans, it would be difficult to calculate the carbon impact of indirect land use, because it is not known which acre of land will be converted or if indeed it will take more than or less than acre to make up for the loss. 
Previous legislation

Senator Christine Kehoe has twice authored legislation to codify a requirement that the state adopt a low carbon fuel standard. In 2007, she introduced SB 210, which the Governor vetoed, and in 2008, she authored SB 1240, which was amended to another subject while pending on the Assembly floor.  Both of those bills would have codified a low-carbon fuel standard rather than rely on an executive order. The author noted at that time that a major policy issue such as the LCFS requires additional oversight, guidelines, and authorization. Her bills were intended to make the LCFS a statutory requirement and provide that the LCFS shall be implemented without weakening existing air quality laws and regulations. Those bills would have also subjected the LCFS to periodic reviews to identify its significant environmental and other impacts and would have required ARB to adjust the LCFS to address the identified impacts. 

In his veto message of SB 210 in 2007, the Governor noted that the bill added “some potentially meritorious provisions” to the requirement for an LCFS, but that it would have done so “in a manner that could seriously hinder the development, distribution and adoption of low-carbon fuels.” The Governor noted specifically that the bill failed to incorporate all of the provisions outlined in his Executive Order, particularly the authority for ARB to utilize market-based mechanisms in its implementation of the LCFS. He further noted, “Market mechanisms are indispensable to the implementation of the LCFS and accordingly the failure to include them in this bill is unacceptable.”
Witnesses
Air Resources Board

James Goldstene, Executive Officer, Air Resources Board will present the overall policy of the proposed LCFS as well as how it integrates with the ARB’s efforts to implement AB 32. He will be joined by Robert Fletcher, Chief of ARB’s Stationary Source Division, who will provide additional detail on the proposed regulation.
Fuel Providers Panel 

Catherine Reheis-Boyd will appear on behalf of the Western States Petroleum Association (WSPA). WSPA is a trade association for companies that account for the bulk of petroleum exploration, production, refining, transportation, and marketing in the six western states of Arizona, California, Hawaii, Nevada, Oregon, and Washington. Membership numbers over 30 companies, and includes several well known ones, such as Chevron, ConocoPhillips, ExxonMobile, Shell, and Valero.
Geoff Cooper will appear on behalf of the Renewable Fuels Association (RFA). RFA is the national trade association for U.S. ethanol producers. RFA promotes policies, regulations, and research and development initiatives that will lead to the increased production and use of fuel ethanol. Mr. Cooper is the vice president for research.
David Modisette is the Executive Director of the California Electric Transportation Coalition (CalETC), which is an association working to reduce GHG emissions and air pollution through the development and use of electric transportation and goods movement technologies. Members of the CalETC include Southern California Edison, San Diego Gas & Electric, Pacific Gas & Electric, the Sacramento Municipal Utility District, and the Los Angeles Department of Water and Power.
Environmental and Public Health Organizations Panel
Bonnie Holmes-Gen will appear on behalf of the American Lung Association of California, which works to prevent lung disease and promote lung health through educational and advocacy programs on air quality and other health-related issues.
Roland Hwang will appear on behalf of the Natural Resources Defense Council (NRDC). NRDC is an approximately 40-year-old environmental organization that has as its mission safeguarding the Earth its people, its plants, and animals and the natural systems on which all life depends. It has over one million members and on-line activists.
Patricia Monahan will appear on behalf of the Union of Concerned Scientists (UCS), which is a 250,000-member science-based nonprofit working for a healthy environment and a safer world. UCS combines independent scientific research and citizen action to achieve changes in government policy, corporate practices, and consumer choices. 
Environmental Justice Community Representative
Jane Williams is co-chair of ARB’s AB 32 Environmental Justice Advisory Committee.

AB 32 required that ARB convene an Environmental Justice Advisory Committee (EJAC) to advise the board in developing the Scoping Plan and any other pertinent matters in implementing AB 32. Ms. Williams is also Executive Director, California Communities Against Toxics, which advocates for environmental justice, pollution prevention, and world peace.
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