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PROCEEDI NGS
SEPTEMBER 14, 2009 9:00 a. m

M5. BAROODY: W really appreciate you taking the
tine to be here wwth us today. And al so, wel cone, those of
you who are listening online. Last week, we had a very
successful and informative electric drive workshop in
Di anond Bar, and | expect the next few days will be quite
useful, as well.

Before | go on, | would like to introduce our team
fromthe Energing Fuels and Technol ogi es Goup within Fuels
and Transportation Division. | amlLeslie Baroody. | amthe
Proj ect Manager for the 2010-2011 Investnent Plan. Charles
Smith is Assistant Project Manager. Jim MKi nney here on
the left is Supervisor for the Policy Unit and Coordi nator
for this Biofuels Wrkshop. He is assisted by Rhetta
deMesa, M ke McCornmack, Bill Kinney, and Ysbrand Van der
Werf, and they have all put this workshop together. Peter
Ward and Tim d son, they were authors of |ast year's
| nvest nent Plan and are experts on alternative
transportation fuels and technol ogies. Peter will be
speaki ng shortly, and Jimand Timw || be noderating the
panel discussions. Pilar Magana will be assisting today
with the WebEx and Power Poi nt presentations, and this
nmeeting is being publicly broadcast via WbEx and the
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transcript and audio will be posted on our website.

Now | have to attend to sonme housekeeping details
if you will bear wwth me. For those of you not famliar
with this building, the closest restroons are | ocated over
there, there is a snack bar on the second floor under the
white awning, and lastly, in the event of an energency and
the building is evacuated, please follow our enployees to
the appropriate exits. W wll reconvene at Roosevelt Park
| ocat ed diagonally across the street fromthis building.

Pl ease proceed calnmy and quickly, again, follow ng
enpl oyees within your neeting, to safely exit the buil ding.
Thank you.

Vll, the main purpose of today's workshop is for
t he Energy Comm ssion staff to acquire information needed to
provi de the basis for allocating $100 nmillion in AB 118
funds. W need updated information on biofuels, waste
stream purpose ground, and bi o-engi neered feedstocks, as
wel | as reduction technol ogy and econom cs. This workshop
is just the beginning of data collections. W wll continue
the process with a review of the docketed material s,
subsequent di al ogue and additional input.

We have a full agenda today and we want to have
time for public cooment at the end of our day, and for those
in the audi ence and on the WebEx. Qur introductory speakers
will be Peter Ward, who will provide an overview of the AB
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118 I nvestnent Plan process. Jim MKinney will reviewthe
status of the Instate Biofuel Production and Use. Ysbrand
Van der Werf wi Il discuss Biofuels Pathways. And Dean
Sinmeroth fromthe Air Resources Board will give a
presentation on the Low Carbon Fuels Standard. |If you refer
to your agenda, the norning panel will be fromthe Biof uel
Production Panel, followed by |unch at noon. At about 1:15,
we wi Il begin the Whol esale and Retail Biofuels Panel. And
we w il break at about 2:30. Then, at 2:45, Jim MKinney
and Steve Kaffka will lead a discussion on sustainability,
foll owed by a public comment session at about 4:30. If we
proceed according to schedule, we should be able to adjourn
by 4:30. So tonmorrow s agenda will include panel
presentations on Al gae, Bi ofuels Feedstocks and Bi onet hane
Transportation.

As | mentioned before, this is the second in a
series of workshops in Septenber. The next slide shows the
ot her schedul ed workshops. This Friday, we will be in Long
Beach at the Long Beach City Hall for a one-day natural gas
propane vehicl es workshop. W are planning on having an
el ectric drive infrastructure workshop, as well, probably at
the end of the nonth or begi nning of Cctober in San
Franci sco, and then on Septenber 29'", we will be having a
hydr ogen wor kshop right here at the Energy Conm ssion.

Well, the next step in this whole Investnent Plan
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process is for staff to take all the information we have

gat hered over this nonth at these workshops and incorporate
theminto a Draft Investnment Plan. W plan to have a draft
ready for our first Advisory Conmittee neeting in Novenber
of 2009, and then we will have two nore public workshops for
the Draft Investnent Plan, followed by one nore Advisory
Comm ttee Meeting in Decenber. W would hope to have a
final draft by January of 2010. So if you are not already
on our list, | encourage you to sign up. You can go to our
website under AB 118, on the bottomright hand corner there
is a place to put your nane and your e-mail, and you will be
on our list serve. Thank you very nmuch for your attention
and I will hand over the mc to Peter \Vard.

MR. WARD: Thank you, Leslie. Good norning,
everybody. Thank you all for com ng and thank you to all
those that are on the phone or on the WbEx who are
participating in the Biofuels Wrkshop today. W really do
appreci ate everybody's input and we are recording this,
obvi ously, and we are desperately reaching out to get all of
your input for the next iteration of the Investnent Plan, as
Leslie mentioned. It was just last April that we adopted
the first Investnment Plan, and we are about the business of
devel opi ng the next one for next fiscal year 2010-2011

| would Iike to start off -- there was a request
over the phone that we define biofuels. And | think it cane
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to me, | believe, | got the short straw, so | will take a
crack at it. | could be corrected, | amsure it nay be nore
expansive than | amgoing to give, but in my opinion,
bi of uel s are the fuels that we can derive renewably, either
from purpose-grown crops, residues and waste resources from
a variety of different sources. They can be from water
treatnment, it could be fromforest residue slash, it could
be agricultural prunings and residues from agricul tural
production and food processing alike. | think all those are
included at this point. The fuels we can produce are fairly
extensive, it can be renewabl e diesels, biodiesel, Ethanol,
cel lul osi c Et hanol and bi omret hane, as well. Bi onet hane has
an awful ot of promse at this point, as we know.
California Nation States statistics, you may have
heard this before, we have pretty much focused on this
California, as a nation would be a very large enterprise in
and of itself with 36.8 mllion people, a GDP of about
nearly $2 trillion, the 8" | argest econony, as some say,
depending on the inclination of the French. GHG em ssions
440 mllion nmetric tons, that was a 2004 statistic, 7.2 of
U S emssions, and the tenth [ argest emtter on a gl obal
scale. Transportation accounts for 38 percent of all the
GHG enmissions, and that is really the focus of our programl
wi |l be discussing today, in the transportation sector. 1In
California, we have over 26 mllion vehicles and nearly a
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mllion trucks. Qur annual fuel consunption is 20 billion

gallons, that is well over a billion and a half gallons a
month, 16 billion gallons in gasoline and 4 billion gallons
in diesel. W are the third | argest consuner of vehicle

fuels after China and the U S. nations.

As a precursor to the AB 118 program the
California Alternative Fuels Plan was devel oped in
cooperation, jointly, with the Air Resources Board, and
jointly adopted in Decenber 2007. The principal Program
Manager for that is with us today, Timd son, he is the
expert on that. |If you ask Tima question, | think he can
go to the page and the paragraph for you, he would be happy
to do that, and also we have Dean Sineroth fromthe ARB
side, I think he may not be able to cite the paragraph, but
| think the page he could be relied upon for. This, as |
say, was a precursor for this. W outlined for one of the
first tines, the full fuel cycle analysis of all the
alternative fuels. | think that was groundbreaki ng work for
the tine. And as we were finalizing that report, the Low
Car bon Fuel s Standard was proposed in an Executive Order by
t he Governor in January 2008, and the full fuel cycle
anal ysis of all fuels becane very critical to that effort,
and we have supported that effort since the beginning.

The goals that were established for alternative
fuels are 9 percent in 2012, 11 percent in 2017, and 26
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percent in 2022. W found through the Alternative Fuels

Plan that those anmobunts were achievable in a m d-range
devel opnent scenario. |If those alternative fuels were
produced and used, that would result in a displacenent of 4
billion gallon gasoline equivalent by the year 2020 of
petrol eum And biofuels can nake a |l arge contribution to
this role, and California being nunber one in agriculture,
nunber two in forestry, it is very well positioned to
achi eve those goal s.

The Alternative and Renewabl e Fuel and Vehicle
Technol ogy Program why don't we just call it the
Al ternative Fuel Programhere, | think it is alittle bit
w el dier, was established by Assenbly Bill AB 118 by the
Speaker at the tinme, Fabian Nufiez, and was subsequently
anended by AB 109, al so by Speaker Nufiez. The nmin purpose
of this program as established by statute, is the enphasis
of the programis to devel op and enpl oy innovative
technol ogies that transform California' s fuels and vehicle
type to help attain the state's climte change policies.
That is the goal and the purpose that we are focused very
well on at this point. In the first Investnment Plan,
think we went through various potential or possible
scenarios to achieve those goals out to 2020, the goal of
reaching the 1990 GHG em ssions by the year 2020, and the
2050 goal s of reducing our GHG by 80 percent in the year
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2050.

The funding for this program which was |ong
awai ted, | mght add, in the past we have set many nmany
goals in the state for alternative fuels and had Iimted
activity in establishing those fuels and vehicle
technol ogies, but at this point we are very happy to say
that we have substantial funding to actually achi eve those
goal s and set out to do that business. The programis
funded up to $100 nmillion a year for seven and a half years,
we were allocated $75 million in '08-'09, and $101 nillion
for '09-'10, and this funding is for the devel opnent,
production, manufacturing and depl oying alternative and
renewabl e fuels, advanced vehicles, vehicle efficiency
i nprovenents, for on-road and non-road applications. W
wi |l be enphasizing work force training and jobs creation
and foster education, pronotion and technol ogy centers for
envi ronnent al , market and technol ogy assessnents as we go to
informthe program and to informthe devel opnent of these
fuel s and vehicl es.

State and federal regulatory -- policy drivers,
not just regulatory -- but policy drivers to reduce GHG or
i ncrease denmand for the biofuels that we can produce and use
here in California. California' s climte change reduction
goals in AB 32, as | have already nentioned, 1990 GHG | evel s
by the year 2020, and 80 percent reduction by 2050.
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California's Low Carbon Fuels Standard will achieve a 10

percent reduction in carbon intensity of those fuels by the
year 2020. | believe the programstarts for reporting
pur poses only this com ng January 2010, and the programin
earnest starts January 1°, 2011. Qur colleague, Dean
Simeroth will be going nore deeply into the Low Carbon Fuels
Standard and present all the aspects and all the current
devel opnents in the Low Carbon Fuels Standard for us today.
Bi oenergy Action Plan established goals, and so
did the Executive Order signed by this Governor. And the
pur pose of that was to maxim ze the contributions of
Bi oenergy toward achieving the State's petrol eum reducti on,
climate change, renewabl e energy and environnental goals.
The goals that were set in the Action Plan include policy
goals to increase biofuels and use of the fuels, 1 billion
gasoline gallon equival ents by the year 2020, and 2 billion
gasoline gallon equivalents by the year 2050. The policy
goal was to increase the in-state production of biofuels and
t hese percentages relate to the amount of use in California
at that tinme, so in the year 2020, the goal is to reduce 20
percent of that which we use in California, in 2020, 40
percent of that which we use in California, and in 2050, 70
percent of that which we use in California. Hopefully it
w Il be much nore and nore self-sufficient in the production
of the biofuels we use over tine.
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Also coming into play is the Federal Renewabl e

Fuel s Standards 1 and 2, they have been adopted, it is
fairly conplex. Mst of you are probably already famliar
with that, so | have not really nmentioned much detail here,
but it seenms to be on a path to nore cellulosic ethanol, and
ot her supplies rather than corn derived ethanol, and that is
consistent wwth our program as well.

The AB 118 Investnent Plan for the first two years
was, as | say, adopted on April 22" and the allocations are
here. The electric drive, hydrogen, ethanol, renewable
di esel, biodiesel, natural gas, propane and market devel oped
in our program support categories totaling $176 mllion.

The subtotal for biofuels is $28 million ethanol biodiesel
and bionethane. It is inportant to note that, you fol ks may
be famliar with the fact that we put a program opportunity
notice out to use our funding here, to present it as a nmatch
for the Federal Stinmulus Packages in the various agenci es.
Those Stinmulus Packages totaled well over $1 billion, closer
to $2 billion, what is offered for the nation. | think it
is fair to say we could have done better in California, and
we hope to do better in the future with our federal agencies
as partners. That is not to say that we are not continuing
on our own path here as a nation state; you will hear soon
that we will be releasing solicitations for the remaining
funds that we have established in our Investnent Plan quite
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soon in a solicitation in California. It is our

under st andi ng, and maybe we can be corrected today, and |
hope that is not the case, but many of the fol ks that were
antici pating applying for the AB 118 program went through
the process for the federal match, and are very willing and
able to provide proposals very soon after a solicitation is
released. We think there is a lot of pent up demand, a | ot
of those proposals that we saw through the federa
government could be re-crafted and redesi gned for our
solicitations, so we are hoping to put our solicitation out
with a very short turnaround and get the noney back onto the
street as soon as possible. And that will be a coincident
process with us developing the Investnent Plan for next
year. So there wll be a lot of activity in this building,
but we are hoping to neet the tinelines that will be nobst
effective for growi ng these fuels and vehicl e technol ogi es
in the state.

Br eaki ng down the previous biofuels funding
al l ocation, E85 fueling stations received $5 mllion in
al l ocation, ethanol feedstock and project feasibility
studies for new plants, $3 mllion, new ethanol pilot plants
usi ng waste feedstocks, $4 mllion, renewabl e diesel
production plants using waste feedstocks, $2 mllion, and
constructing renewabl e di esel blending with storage term nal
facilities, $4 mllion, and bi omet hane production plants,
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$10 million.

Qur next steps wll be the ongoi ng eval uati on of
the proposals that were successful with the federa
government and to basically allocate the match fundi ng that
is necessary and sufficient for those projects to go
forward. We will be preparing a California-based
solicitation, as | nentioned, in accordance with the current
| nvestnent Plan, and we will be in the process of updating
the Investnment Plan for the Fiscal Year 2010-2011. And that
is the process that we are engaged in here today. Here is
my contact information. Thank you all for your attention,
and we are looking forward to a lively give and take today.
Thank you.

M5. BAROODY: Thank you, Peter. | would like to
i ntroduce Ji m McKi nney.

MR. McKINNEY: Good norning, everybody. | amJim
McKi nney, one of the supervisors in the Emergi ng Fuels and
Technol ogies Ofice. | will be wearing several hats today
wi th noderating sonme of the panels and giving sone
introductory information, as well. And as Peter and Leslie
said, thank you very nuch to everybody for com ng and
participating. This is always one of ny favorite parts of
the job, is speaking directly with the innovative devel opers
who we have here in California, and | learn a |ot every tine
| sit down with sonebody who is proposing a new technol ogy,
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or a plant, or a feedstock. It is really the fun part of

the job for ne.

So the thene for this two-day workshop is that,
you know, the markets in California really are not
functioning properly in the biofuels sector to get
production in-state, using in-state feedstocks up to the
policy goals as outlined by the Bioenergy Action Plan, and
then some of our own internal staff desires, if | can put it
that way. And what we want to do today is really learn from
you with an enphasis on the market systens, or nechani sns,
what needs to change in terns of pricing, in terns of
t echnol ogy devel opnent, are there policy shifts that are
needed. Really, we want to |l earn fromyou what needs to
happen in the California markets, again, so we can tap the
tremendous waste stream potential that we have, so that we
can tap the bioenergy sector if it is a dedicated crop, and
again, it is a trenendous innovation that we have here in
the state on the technol ogy basis. And, again, | |ook
forward to learning that fromyou as we go through the
panel s.

| have got a little bit of summary status
information, forgive the formatting, | was working on this
way too early this norning. But basically | think we have
about a half a billion of new capital investnment in state-
of -the-art dry mll ethanol production plants in California.
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These -- ny pointer is getting tired -- the Altra, Calgren,

Clion, and Pacific Ethanol nmade substantive investnents in
new facilities and nearly all of themare offline and have
been so for nost of the year. | think Calgren is making
sonme heroic efforts to get their plant up and running right
now, which one reason is they -- oh, we will hear a speaker
fromthem

But just in summary, you can see that, again, we
have got about four or five plants in the 40-60 mllion
annual gallon production range, again, fairly new
investnment. For now, nobst of the big plants are using
M dwest corn as the preferred feedstock. A major goal for
the Energy Comm ssion is to help foster the transition to
alternative feedstocks with | ower carbon intensity val ues,
per haps see changes in the production end, whether it is
cel lul osic technol ogy, or tapping biogas to substitute for
natural gas, because that really pushes down the GHG
nunbers. And as Peter said, the whole point of this is to

push down the GHG nunbers for the transportation sector in

Cal i forni a.

So sone summary stuff. | know all of our speakers
know this better than I, but I will run through it for the
rest of the audience. So the dry mll plants in California,

we call them Destination Mdel Plants, that neans production
is here using feedstocks primarily inported fromthe
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M dwest, which is corn, it cones in on rail. It is a wet

grain wet distilling grain process, which neans you get sone
pretty inportant animal feed co-products out of that. Sone
of the econom c conparisons is that Mdwest plants have a

| ar ger econony of scale, closer to the feedstock sources, so
t hey have got sone conpetitive advantage there, but in
California we do not have to dry the grain, so you do not
take that hit on the energy side, and it is coal that is
used primarily in the Mdwest, so that pushes up the GHGs.
We al so have reduced transportation costs here.

We think that all of these new nodern plants are
great candi dates for what we call front end retrofits, and
that is to start addi ng process waste bionass or cellul ose
fromwaste streans and purpose grown crops grown here in
California. Some plants are already starting to do these
val ue- added processes, like extraction of corn oil, but
i nprovenents are needed, as you well know.

Basically, we are well short of the policy goals
for in-State production of biofuels at this tinme, so we have
got about 250 mllion gallons a year capacity; even if al
of that was operational, we would still be com ng up short,
hitting just 25 percent of the target there. Wen we go to
E10 and 2010, ethanol demand will increase over a billion
gallons a year, but we are still going to be short of the
Bi oenergy Action Plan goals. W think it is desirable to
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see growh in the E85 retail market, which will further

i ncrease demand for ethanol and the |ow carbon on this. So
bottomline fromstaff's perspective is that we see a need
for new in-State production.

On the biodiesel side, | think we have about over
100 mllion gallons of in-State capacity right now And you
can see the distribution here of both the existing plants
production and capacity and so we are at about 65 percent
capacity here for '09. So we have got 12 plants with
production capacities going from4 to 30 mllion gallons a
year, again, about 105 mllion gallons capacity projected
for 2009, five plants at capacity, and we have got two new
plants comng on in L.A and Chilcoot with additional
capacity. And | amkind of reading from Gary's slide, so
excuse nme for reading. So the focus of the industry effort
is inmproved capacity equalization, which is at about 50
percent in '06-'07, and projected to be over 90 percent in
2010.

And | was going to come back to a slide that Peter
al ready showed. You know, sonething happened | ast year with
the allocation of nonies for AB 118 in the biofuels sector,
and as | have said in some previous workshops on
sustainability, | think there is a bit of an inmage probl em
with parts of the industry. Again, | just see trenendous
potential to tap the waste trains, to begin the conversion
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of cellulosic technologies, and to really identify and take

advant age of those purpose-grown bi oenergy crops that do
well in California, and that can neet our natural resource
constraints, primarily water and prine ag land soils. So
with that, there is definitely roomfor growh, but | think,
too, that our Comm ssioners were sending a very clear
message |l ast year, and that is that they really want to
enphasi ze this transition to waste stream based feedst ocks
and the cellul osic process technol ogies, which is one of the
bi g reasons the nunbers canme out here the way they did. And
that concludes ny introductory remarks. | think nowit is
Ysbrand Van der Werf's turn.

M5. BAROODY: Thank you, Jim

MR. VAN DER WERF: (kay, | am Ysbrand Van der
Werf. | also work in the Enmerging Fields and Technol ogy
O fice here at the Energy Commi ssion. And | amgoing to
give a brief talk on carbon intensity of biofuels, howit is
measured. | will go through gasoline and sone substitutes,
di esel and sone substitutes, then | will talk briefly about
sone energi ng and potential pathways that do not have
conpl ete pat hway em ssions cal cul ated yet, then | will break
down three pathways into their conponents, and finally I
will talk alittle bit about what we |earned fromthe ARRA
proposal s that we reviewed this past summer.

So first of all, all the nunbers | amusing in
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this presentation are fromthe LCFS, from AB 118. And the

first colum on the left, the first bar on the left, that is
California Refornul ated Gasoline, that is the baseline which
is also the heavy black Iine here at the top of the graph.
And the bar next to that is ethanol dry m |l process with
wet distiller's grains and sol ubles as a co-product, and
that as you may notice goes up above the baseline, it
actual ly has higher carbon intensity than gasoline, and that
is because of the indirect |and use change. So using

M dwest corn ethanol, whether it is E5 E10, E85, it is
really not going to reduce the carbon intensity at al
conpared to just regular gasoline. And next to that, we see
the California corn ethanol has much | ower em ssions, 16
percent lower, and I will explain why that is when | break
down t he pathways into conponents. And Brazilian sugarcane
has very |ow direct em ssions, |ess than a quarter of
California corn ethanol, but it has higher indirect

em ssions, but it still is nmuch -- there is a |lot of

i mprovenent over corn ethanol. And we have two cellulosic
pat hways cal cul ated there, forest waste and farned trees,
and those show about an 80 percent reduction in grans of
carbon dioxide emtted, conpared with the gasoline baseline.
And just for conparison, | put in electric vehicles and fuel
cell vehicles, and that is California marginal electricity,
and that is not as good as cellulosic or sugarcane ethanol,
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but it is better than corn ethanol. And finally, fuel

cells, | have a nunber in there of 43, that is just one of
t he processes for producing the hydrogen, it can go as high
as about 60 granms of carbon dioxide, which is nmuch higher
than, well, it is higher -- it is conparable to Brazilian
sugarcane, it is nmuch higher than any cellul osic em ssions.
So, all these pathways to gasoline alternatives are ethanol
pat hways.

For diesel substitutes, we have natural gas and
bi odi esel are renewabl e pat hways, and the bar on the left is
ultra low sul fur diesel, that is the baseline we use in
conparison, and the next bar over is liquefied natural gas,
and if you adjust it for the energy econony ratio, it does
not offer nmuch of an inprovenent over ultra-|low sul fur
di esel. Conpressed natural gas does quite a bit better than
i quefied natural gas, and reduces em ssions by 20 percent,
and the only difference in those two pat hways, the way they
are calculated, is that the em ssions fromliquefied natural
gas are higher than those of conpressed natural gas,
ot herwi se the two pat hways are identical

Now, the next two bars, we suddenly see a big drop
in em ssions, carbon em ssions, and that is we are getting
into bi onmet hane or biogas. W have CNG nade from | andfill
gas and froma dairy digester biogas, and those are very | ow
em ssions, but there is not all that nuch of those
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f eedst ocks avai |l abl e.

And then finally here, | have two, well, the
bi odi esel under renewabl e di esel pathway, and those al so
have extrenely | ow em ssions, and you will also note that
none of these pathways have any indirect effects. None of
these are produced fromcrops, they are all from sone sort
of waste feedstock. And, again, there is the -- | put in
t he pat hways for margin of electricity and hydrogen fuel
cells for conparison and these nunbers are different because
t he energy econony ratios are not as good for nedi um and
heavy duty trucks as they are for light duty vehicles, which
| showed in the gasoline and substitutes pathway.

Now, emerging and potential pathways, | have three
things here to nention, the first is a pathway that uses
dairy digester gas as a process fuel, and then ethanol by a
refinery. Ethanol by a refinery uses a |ot of natural gas
as a power source. |If you take that natural as and repl ace
it with dairy digester gas, which is al so nethane that has
been cl eaned up, that reduces the carbon intensity a great
deal and the direct emssions go -- it should read the
direct carbon intensity is reduced -- it should read the
total carbon intensity is reduced from81 to 48 grans of
carbon di oxi de per negajoule (MJ). This is a 65 percent
reduction. Actually, those nunbers do not quite work out.
The direct intensity of that reduction is 65 percent and
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those nunbers are reduced from51 to 18. The total

intensity is reduced from81 to 48, which is a 40 percent
reduction. And California sugarcane ethanol -- | did not

put this on the earlier graph here because it is not
actually cal cul ated as part of the LCFS yet, but the nunbers
will be very close to the Brazilian sugarcane with sonewhere
in the range of 5 to 20 grans of carbon dioxide emtted per
megaj oule. And that is a range, there are a variety of co-
products and different processes, so it is -- we do not have
a single nunber for it. And California' s sweet sorghum
fromeverything we have seen, this is going to be very
conparable to California sugarcane and, for both sweet
sorghum and sugarcane, there are a variety of co-products
avai l able. You can produce electricity to use as a process
fuel, and electricity to sell back to the grid. There are a
vari ety of wheat products that can be produced, also wax
that can be produced, and the presence or absence of those
co- products woul d change the carbon intensity.

And now | am going to break down three pathways
into their conmponents. First, sulfur diesel, and we w ||
see that, just as sort of a baseline, we will see it has
very low em ssions fromrefining and then corn ethanol has
much hi gher, well to 10 carbon intensity than diesel, and
then finally Brazilian sugarcane which has very high carbon
intensity of refined, but a very high co-product credit. So
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the bar on the left is ultra |low sul fur diesel, and we can

start at the bottomof the colum. The yellow there, which

is | abel ed "Recovery," that represents the carbon em ssions

fromthe drilling and so forth, and those are 7 grans. And
next up is -- that is the purple, that is the carbon
em ssions fromtransporting the oil, and those are very | ow,

the transport costs are typically very |low, the GREET hau
takes those into consideration, and then the red portion
there are the em ssions fromrefining, and those are 11, and
then transporting the refined oil is -- there are em ssions,
but they are around down to zero. So those are very |ow

em ssions from producing the fuel, but the tank to wheels

em ssions, the anount of carbon in the fuel is very high,
that is what nmakes di esel and gasoline -- gasoline |ooks
very nmuch like this diesel bar, but it is the carbon in the
fuel that makes the difference in -- it is what nakes the

em ssions so high for diesel and gasoline for fossil fuels,
in general. If you |ook at the corn ethanol pathways, there
are two that are California bio refinery using Mdwest corn,

and then a M dwest bio refinery also using Mdwest corn.

These exanples, | believe they are both dry m || processed
with wet distillers grains and sol ubles as a co-product. If
we start with the -- | guess that is brown -- the nunber is

6, those are the emi ssions fromfarmng, so just, you know,
putting the crop in the field, the em ssions fromthe
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tractors and so forth, and those are rather small, but the

blue there, the agricultural inputs, those are the em ssions
from pesticides, herbicides, and fertilizers, those are
quite large. And the transport, the purple there, is again
| ow and the em ssions fromthe bio refinery, that is where
we see California and Mdwest differing. Now, actually, the
em ssions fromtransport would also be a bit different, but
those are very small in conparison to difference in the

em ssions fromrefining. Now, the reason for that
difference is sinply the source of the power used in
operating the bio refinery. 1In the Mdwest, there is a | ot
of coal -based electricity; here in California, we do not use
any coal for the electricity, so that is a big reason for
the difference. And that is what makes California produced
corn ethanol mnmuch nore desirable than M dwest produced corn
ethanol. And then, if we |look at the green down at the
bottomthere, those are the credits fromthe co-products
produced in the dry m Il process, which is what distillers
grai ns and sol ubles, which are used as cattle feed and can
be sold to farns, and the farns need to be close to the bio
refinery because the wet distillers grains and sol ubles wll
rot within about 24 hours. It is possible to dry the
distiller's grains and sol ubles, but that takes energy which
dries up the carbon intensity of the ethanol. So typically
in California, all the bio refineries produce wet
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distiller's grains and solubles. Then, if we |look at the

| ast bar, this is only the sugarcane ethanol. W see a |ot
of red and a |lot of green. There are huge em ssions, carbon
em ssions, fromthe bio refinery, but there are also a huge
co-product credit, and this exanple here is that the co-
product credit is 130 grans, and the em ssions fromrefining
are just 126 grans, there are actually less in the co-
product credit, and that is because this 130 represents
electricity that is used, it is produced from burning the
gas, so that the residue fromthe sugarcane, burning that to
produce electricity to run the bio refinery, and then there
is enough electricity produced to sell sonme back to the
Gid. And this is not the only possible co-product for
sugarcane, there are others, as well.

So GREET | ooks at all steps of the production of
the fuel, whether they run down to zero, they are
insignificant, in the case of transportation costs, and
considers every step fromobtaining the feedstock through
the transportation of the fuel.

Now, these past few nonths, we have | ooked at a
| ot of proposals for AB 118 and for ARRA funding, and we
have | earned a I ot fromdoing that. First off, we -- well,
if there is a proposal that does not have a pat hway, well,
then we will estimate a proxy calculation. W wll find
sone sort of simlar process and we can estimate a
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greenhouse gas intensity. So just because there is no

pat hway, you know, we can still cone up with nunbers for any
proposal that is submtted. So many of the proposals, we
found it was surprisingly difficult to find the necessary
information in the proposals. Just sonetines it can
literally take hours and we woul d have two or three groups
of people | ooking through the proposals just to find the
information that we need to do the calculation. On the

ot her hand, sonetines the intensity is calculated right
there in the proposal, but there is no data or equations
provi ded, and sonetines there are obvious m stakes. The
nost obvious mstake is with electric vehicles, people who
claimthat their proposal has 100 percent reduction in
greenhouse gas intensity because the electric vehicles have
zero em ssions, well, that is true, but there are em ssions
from producing the fuel, so we need to have basic data for
all proposals and, if nothing el se, we need to verify the
assunptions and nuggets used to cone up with those numnbers.
And greenhouse gas intensity is a difficult calculation, not
because it involves sone sort of high level of math, but it
is just hard to cone up with the data to use for the

cal cul ation, and hard to know exactly howto -- well, you
want to have consistency in the cal cul ati on between
proposal s, so sonetinmes that proposal will have the

cal cul ati ons done one way and, you know, it is not exactly,
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you know, it is a little different than other proposals, or

how we do them at the Energy Conm ssion. W want to make
sure that there is just the consistency in the way the
greenhouse gas em ssions are cal cul ated between proposal s.
So, to that end, it is never a bad idea to put feedstock and
processes, the vehicles in a proposal, any assunptions, the
basel i ne you are using, equations, and all other such

i nformation together in a single page of the proposal. And
that way you have no doubt that we are | ooking at the
correct information that you want used in the eval uation of
your proposal.

M5. BAROODY: Ysbrand? | think we are getting a
little short on time here. Are you about done?

MR. VAN DER WERF: | am done.

M5. BAROODY: Perfect. Thank you so mnuch.

MR. VAN DER WERF:. Unl ess anyone --

MR. OLSON: | would nmake one suggestion to Ysbrand
and maybe Jim McKinney. A lot of this data we had
internally here that we produced, | think it would be good
to show, whether we post it on the website or have it
avai | abl e, where we obtained this information, how we
calculated this. 1 know sone of this goes back to the
original pre AB 1007 Report, some of it comes fromthe Low
Carbon Fuel Standard. | think that would be a wise thing to
do, given that you are kind of describing a nethodol ogy and
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you are asking people in their proposals to us to use that

met hodol ogy.

M5. BAROODY: Ckay, all right. So, Dean Sineroth,
Air Resources Board, to talk on Low Carbon Fuel Standard.
Thank you, Ysbrand.

MR. McKINNEY:  So Ji m McKinney here. VWiile we are
getting M. Sineroth set up, | am seeing a nunber of
guestions from Ysbrand's talk and we will take questions on
those | ater on today because we are a little behind
schedule. Ysbrand had a | ot of good information for us, but
et us turn it over now to Dean Sineroth.

MR. SIMEROTH: | think we got a mnor technical
that we can probably work through. Wile we are sorting
t hrough sone of the technical, maybe sone of the background.
As you heard earlier, | amDean Sineroth, | amwth the Ar
Resources Board. | ama Branch Chief in the Stationary
Source Division and nmy branch has been charged with
devel opi ng the Law Carbon Fuel Standard. This resulted from
the Governor's Executive Order in January of '07. It also
charged that the University of California would devel op sone
information to provide to us on recomendati ons on how t hey
saw t he Low Carbon Fuel Standard bei ng devel oped. W got
that in about June of '07. The Board acted and identified
as Low Carbon Fuel Standard as sonmething to be done in the
near term which neant that it had to be in place by January
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1°' of 2010. So we actually started working on this in

earnest in the sutmmer of -- sort of md to |ate sumer or
August. The reason it was so inportant is transportation
fuel s are about 10 percent of greenhouse gas em ssions
currently -- they are actually about 40 percent, | am sorry.
We need to reduce those by 2020, down to where we were in
1990, and that is about 160 mllion netric tons of CO
equi val ent per nmegajoule (MJ) -- or mllion metric tons,
excuse nme, of CO, equivalent. About 10 percent of that 160
some odd will come fromthe Low Carbon Fuel Standard, so it
is a significant part of what we have to do in order to neet
our requirenments for reducing em ssions under Assenbly Bill
32 to set up the greenhouse gas program It al so authorizes
to adopt the Low Carbon Fuel Standard.

I n devel opi ng the Low Carbon Fuel Standard, we
| ooked at the information as it is being jointly devel oped
by the Energy Conm ssion and the Air Resources Board, and
today we are about 900 mllion gallons of ethanol a year,
plus or mnus sone. There are reductions in 80 percent in
2050, which I heard earlier -- that | covered. The
framework for the Low Carbon Fuel Standard is neant to be
sonmething that is both the near and long termtransition to
| ow carbon fuels, and the near termis |ooking at, as you
saw earlier, the carbon intensities of various alternatives
that are available in volune and they are not real good
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conpared to gas and diesel, but they allow us to nake sone.

The longer termis the cellulosic and other fuels that we
are | ooking for, the bionethane, the al gae derived, etc.,
which will give us significant reductions conpared to the
conventional fuels. So we are trying to encourage

t echnol ogy i nnovation, serve as the nodel, and set the stage
for future productions, getting to that 2050. There we go.
Ten percent reduction, you have heard 16 mllion metric tons
of CO, equival ent, you have heard, and it is about 10 percent
of our target for AB 32 inthe long term W wll increase
t he use of biofuels, we also want to incentivize the use of
el ectricity, hydrogen, natural gas, that also includes the
bi onet hane, decrease the use of petrol eum and the high
carbon biofuels, those are the ones that are conpeting with
food, etc. W already hit on where we are today and where
we want to be. By 2020, we want to be up in the 3 billion
gal | ons per year gasoline equival ent.

Mechanics -- carbon intensity is the unit of
measurenent, it represents greenhouse gas em ssions per unit
of energy consunmed in the vehicle -- going in the wong
direction here -- ah, the heart of this is the production by
year, and 2010, you heard earlier, is sinply the reporting,
| earn how to work the system in 2011, we start -- 2011 is
very nodest, it is .25 of 1 percent; and in 2012, it is
another .25 of 1 percent; along about m d-decade is when it
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starts picking up, and we are doing it that way

deliberately to allowtinme for the nore advanced biofuels to
be devel oped, commercialized, and becone available. And
that will set the scene for the future, going out to 2050.
Provi ders of the petrol eum and bi ofuels are the
regul ated parties. There are sonme we have identified which
conply through 2020, and those we [inaudible] regulations,
but if they want to earn credits, they can opt in. That is
el ectricity, hydrogen, natural gas, which also is the
bi onet hane version of natural gas. W are on the hook to
provi de the software tools for the fuel carbon reporting and
credit tracking, that is underway, we expect to have that in
pl ace by January 2010. It is quarterly reporting, but an
annual conpliance, so you do not have to conply finally
until you reconcile everything once a year. And Decenber
31%" is cut off of the year, it is a calendar year, not any
ot her type of years that are out there. And then the
enforcenment is determ ned over the next four nonths, early
April, | should say, three nonths. And then the enforcenent
woul d be | ooking at reference review, electronically, fuel
i nspections, audits and penalties. Let's go to the first
regul ati on where all of the reporting is going to be done
el ectronically. That is the little sidebar note here.
This, you have seen earlier, 2020 goal is there, you can see
which fuels we think will neet the 2020 goal, they will --
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slight variation of these nunbers conpared to the ones you

saw earlier, you have to | ook at the details of how these
were calculated to find out where the variations is
inconsistent, there are just different inputs into the
nodel s.

Econom c analysis -- we think there is a going to
be an overall savings in 2010 to 2020, that depends upon the
price of crude oil and the production costs of the
alternative fuels where we do not know those costs yet. It
could result in slight costs, but we think the price of
crude oil is going to go back up, so we are anxiously
wat chi ng what the Energy Commi ssion is going to predict on
that, but | think we are all |looking at it going up, | have
not heard anybody tal k about it going back down.

Federal Renewabl e Fuel Standard -- that is on a
volunetric basis, but it also set up for the first tine for
new car facilities have got to achi eve reduction, other
bi of uel s a 50 percent reduction, cellulosic only 60 percent.
The Federal program nationwi de woul d be about a 3 percent
reduction in greenhouse gas conpared to our 10. Were do we
sit in ternms of total advanced renewabl e fuels and what we
need? |If you |look at the 2020, that is a little above the
10 percent -- or 11 percent, | should say, which would be
our fair share of that, so we need these fuels to cone in,
and we need themto conme in to be produced in California.
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The docunents to prepare for Decenber -- the

Board approved the regulation in April of 2009. That did
not mean the regul ation was adopted then. 1In the resolution
approving it, it set forth that the Board asked for sone
changes to be nade to the staff proposal, it also set 21
things for us to do, staff to do between now and Decenber.
Sonme of the things that we are working on, or guidelines for
devel opi ng fuel pathways, so people know what information to
bring to us, and how to do the cal culations for the fuel

pat hways, the new ones, now. Wrk plan for sustainability,
best practices, guidance, siting new facilities froman air
pol l uti on standpoint, now. List of biofuels and inherent

| and use change, at |east those we expect to have a |and use
change, prioritized list of additional fuel pathways that
ARB staff will be working on. That does not mnean that
proponents cannot bring to us their own proposal s and
docunentation for new fuel pathways. W are going to form
an expert work group regarding | and use change, that is in
process, we hope to have that up and going by the end of
this year. That will give us a chance to reeval uate how we
determ ne the | and use change inpacts on the carbon
intensity. And formal carbon intensive screening process
for new or nodified fuel pathways, that way people can see
if they have a chance of naking inprovenents before they

i nvest in developing the formal pathway. Specifications in
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t he eval uati on of bi odi esel and renewabl e diesel, that is

underway. We will start that this fall. The testing is
finally done, there should be a workshop on the 24'" of this
nmont h, putting out the results of the testing, then we start
wor ki ng on the specifications. Definitions and saf eguards
for biomass, renewabl e bionass. Congress is proposing to
change those definitions as we speak and then we have to
deci de what we are going to do with how Congress nmay change
those in the NG and in the NGS

Regul ated parties for electricity -- these are
things we are reviewing, we are not necessarily going to
change, credits for diesel and electricity in non-road
vehi cl es, what type of netering we need to get generated
credits, how Low Carbon Fuel Standard will work as part of
t he cap-and-trade programthat may be devel oped under AB 32,
a fee schedul e for people making applications for new
pat hways, reeval uate the efficiency values for natural gas
heavy duty, and al so efficiency values for all vehicles and
their fuels. Ongoing comritnents, participate in the
environnental review of the specific projects, continue
col | aborations wth other governnent agencies, here
nati onw de and around the world. To actually adopt the
regul ation, we have to finish what is called a Final
Statenent of Reasons, which neans we have to put out all the
regul atory | anguage changes. This week, we should put out
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the last of that, it will be for a 15-day comrent. This

w Il include additional fuel |ifecycle pathways for

bi onet hane from various sources, sone of the biodiesel
pat hways fromwaste, but it is not all of them W wll
probably have one for storing biodiesel put out for a
separate coment period later this nonth.

And the goal is, by the end of COctober, submt for
the Office of Admnistrative Law the Admi nistrative Record,
at which we will respond to all the public conments
recei ved, and sone are over about 2,000 pages at the nonent,
so that initself is a nmonunental task. And that will allow
for the actual adoption by the Ofice of Adm nistrative Law
by the end of Decenber, which allows us to start the
regul ation in January of 2010.

In summary, we are going to get 10 percent by
2020, we feel em ssions fromland use changes are real and
may be positive, but al so depends upon the type of crop
bei ng grown and how t hat plays out on the grow w de scal e.
Compliments, goals set by the federal nandates and we are
| ooki ng for extending the program beyond 2020. And that
conpletes ny presentation. Thank you.

MR OLSON: Dean, this is Timdson. | would Iike
to ask you a question here. [Inaudible] is what a producer
qualify for any -- part of this, your answer nmay be we have
not thought about this, and though I amnot at the details
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yet, but is any credit being contenplated for producers

that -- of the fuel -- of the biofuels?

MR. SI MEROTH: | am not sure what you nean by
credits. Do you nean that there is biofuel that has |ess
carbon intensity than the referenced gasoline or diesels?

MR, OLSON: No, | neant from a cap-and-trade
standpoint, will there be any potential crediting prior to
the kind of roll-out of the Low Carbon Fuel Standard?

MR. SIMEROTH: No credits can be generated until
January 1%, 2011, that is in the regulatory |anguage of the
regul ations. Starting January 1°', 2011, credits can be
generated, credits can be exported out of the Low Carbon
Fuel Standard to other applications. No credits can be
inported into the Low Carbon Fuel Standard, but we can
export credits out under the proposed regul atory | anguage.

MR. OLSON: Do you have any idea what that val ue
m ght be for any of the repeat stocks?

MR. SI MEROTH:  You mean nonetary val ue or --

MR OLSON:  Yeah.

MR. SIMEROTH: No. Not at all. | would not even
want to guess.

MR. McKINNEY: Okay, well, thank you very nuch,
Dean. And thanks to the Air Resources Board for making you
available. Both the LCFS is easily a full day workshop, if
you have not attended one of those proceedi ngs at the Cal EPA
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bui l di ng, and as are sone of the questions that canme up in

Ysbrand's di scussion, that could easily be a full day
di scussion, as well.

So we want to transition out of the introductory
phase of this and to the first set of panels, and what we
are going to do is ask the first set of panelists to come up
here. W are going to renove ourselves back to the dais,
and then we have got an agenda change, so Pacific Ethanol is
not able to attend today. Dol ores Santos of NELLA and
Calgren wll be our first speaker, so | will ask Ms. Santos
to go straight up to the podi um m crophone, and Pilar wll
give her presentation, and if we coul d have Bob Wl ker, Dave
Rubenstein, Brian Pellens, Fernando Garcia, M chael Rediner,
and Eric Bowen all cone to this table, we would very nuch
appreci ate that.

M5. BAROODY: And tine-w se, we are running about
15 m nutes behind, so we will try to -- if we can keep the
presentations to about 15 m nutes, that would be very
hel pful . Thank you.

M5. SANTOS: Good norning. M nane is Dol ores
Santos. And | amthe Director of Supply and Distribution
for NELLA G| Conmpany. Before | start ny little speech
today, | amal so representing Cal gren Renewabl e Fuels, and |
am happy to report that we are back in production. W
started back up August 10'" and we are produci ng about
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110, 000 gallons a day of Ethanol. W are hoping by the end

of this year to be up to our capacity at that plant, and we
produce about 50 mllion gallons a year of Ethanol there.

NELLA G| Conpany is a large nulti-branded jobber
serving Northern California and Northern Nevada. NELLA
shi ps petrol eum products to six pipeline termnals in
California, and we al so own and operate two product pipeline
termnals in Northern Nevada. W own retail and commerci al
fueling sites, also known as cardlocks in these markets. As
a marketer, we sell unbranded fuel to other jobbers fromthe
distributer that the termnal reps, and we also deliver to
custoners using our fleet of trucks. NELLA has been forward
thinking at finding ways to incorporate alternative energy
into our business nodel. NELLA has partnered with the State
of California in their E85 program and we currently operate
two E85 stations in the Sacranento area. NELLA also
operates a | arge solar energy programthat has sol ar panels
| ocated on nost of our retail sites and our headquarters
office. Qur solar programallows us to use sol ar generated
electricity for our stations. And when we generate nore
power than we consune, it is sent back to the electric grid,
| owering our overall use and cost of electricity fromthe
grid. NELLA is very conmtted to alternative fuels and we
have nmade a large financial investnent in Calgren. W are a
25 percent owner in Cal gren Renewabl e Fuels |located in
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Pixley. Although this is a corn ethanol plant and our

f eedst ocks cone fromthe M dwest, we produce a | ower carbon
et hanol than that fromthe Mdwest due to the fact that we
use natural gas and a co-gen unit to provi de steam and
electricity for our plant. W also avoid draw ng our
distiller's grains. W can further |ower our carbon rating
at the Pixley plant by displacing natural gas with dairy
gas. M. MKinney and M. Van der Werf have addressed this
and | do not want to bore you too nuch, but | do have a
little summary that Matt Schmitt has prepared, and | want to
touch on it now just to explain the process of the bionass
recovery. As | nentioned, we have a 50 mllion gallon a
year ethanol plant in Tulare County. At full production, we
wi || produce vol unes based on a 10 percent bl end rate,
roughly equal to 3.5 percent of the California state ethanol
requirenent. Qur project represents over $120 mllion in
private investnent and we have 40 full-time jobs there. Qur
et hanol plant, which is the only one in production right

now, is one of the |lowest carbon facilities in the country
for producing fuel that is 15-20 percent |ess carbon
intense. Calgren, in particular, is conpared to other
plants in California around the country with providing | ow
carbon fuel pathways, due to the process of electricity and
st eam produced 100 percent by natural gas-fired on on-site
co-generation, where nost plants draw their electricity from
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the grid and steamfromindustrial boilers. W require

3,000 MvBtu per day, or 3 netric cubic feet of natural gas
per date operate. W have the opportunity to di splace over
50 percent of our natural gas requirenment with renewabl e

bi ogas recovered fromover 50,000 mlk and dairy cows over
|arge dairy farnms located within 10 mles of this plant. |
want to show you where we are |ocated. OCh, there. That is
our ethanol facility. Howdo | go to the next page? | am
not an engineer and | amcertainly not a scientist. Matt
put together sonme information here about biogas that would
be produced from covered manure, waste | agoons |ocated at
the dairy farms, with the potential of 1,500 MVBtu per day
production, as outlined below. | really do not know how it
works, but | did want to present that to you.

The bi ogas woul d be collected at | ow pressure
through a series of lateral pipelines connected to each
covered | agoon, would feed into a main pipeline that would
run al ong the county and right-of-ways. The pipeline would
be made of high density pol yet hyl ene and desi gned for
capacity to transport up to 3 mllion cubic feet per day of
bi ogas. The main pipeline can entail up to 15 mles of pipe
running 10 mles east and west, and five mles north to
south. Gas processing crude biogas arrives at the co-
generation plant under |ow pressure and will contain
approxi mately 60 percent nethane, 40 percent CO, and 2,500
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PPM hydr ogen sul fi de.

In summary, one of the nost efficient ways to
| ower the lifecycle of GHG em ssions in California fuels is
to blend California gas with | ow carbon ethanol. Existing
corn ethanol plants in California are the | owest carbon
plants in the country, that produce ethanol with | ower
carbon intensity than CARBOB. Modified existing ethanol
plants in California, to be nore energy efficient and use
renewabl e processes, will lower the |lifecycle of GHG
em ssions for California fuels. The Calgren dairy biogas
proj ect has the potential to replace 50 percent of its
processed energy with a renewabl e energy source that would
produce an et hanol pathway with a |ifecycle GHG em ssions
rati ng bel ow sugarcane ethanol inported fromBrazil. The
Cal gren biogas project is devel opnent ready and requires
only fully proven commercial technology. This is just a map
of where our plant is, where we would propose to put the
pi peline, and we are within 10 mles of the dairies, it
makes perfect sense. Calgren recently went through an
extensi ve upgrade at the Pixley plant to inprove our
production, and one of these upgrades was to install a de-
oiler to recover corn oil generated in the ethanol producing
process. This has allowed us to produce a better quality
distiller's grain, and in the process we now have corn oi
that could be produced into biodiesel. This gives us the
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create yet another biofuel to displace overall fossil fue
consunption in our market. Investnent in biodiesel plants
that can turn corn oil into biodiesel makes good sense.

am not an engi neer, but what | just described | ooks to be a
val uabl e inroad to using products readily available to us to
reduce our dependence on fossil fuels.

What we now need is the noney to get these
projects going and inprove the state's infrastructure to get
t hese products to the consuner. As a narketer, | can tel
you that the current infrastructure in our state is not
conducive to getting these alternative fuels to the market
conpetitively. Spending noney on our aging infrastructure
would go a long way to getting these products to market
efficiently so we can conpete with fossil fuels. W need to
be able to create storage for alternative fuels like
bi odi esel at pipeline termnals so we can efficiently | oad
and deliver these products to the consunmer. W currently
have E5 with just two cardlocks in our Bay Area sites. W
recently spent over $60,000 to upgrade three existing
under ground tanks in our South San Francisco bul k plant so
we could store V99 biodiesel. W still have to nove that
bi odi esel three tines fromrail car to truck, fromtruck to
bul k plant, and then again when we splash blend the
bi odi esel at our bul k plant, and the nearest pipeline
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termnal route just to get it to one of the sites. |If the

infrastructure described were in place, NELLA would have E5
bi odi esel made fromcorn oil, extracted while producing
et hanol at the Calgren plant, and in all of our stations.
Qur consumers want to be green, but not if the price of the
alternative fuel is much higher than fossil fuel. Reducing
the nunber of tinmes it is handled will greatly help | owner
the cost to get it to the consuner.

In summary, | just want to point out that we need
to devel op fuel production facilities that use waste
mat eri al as feedstocks, increase the nunber of E85 fueling
stations, and provide projects for existing biofuel plants
t hat reduce energy consunption and di splace fossil fuel use,
projects for existing biofuel plants that create hi gher end-
val ue byproducts such as corn oil and biodi esel and
bi ochem cals. Thank you for your tine.

MR. McKINNEY: Geat. Thank you very nuch,
Dol ores. | have two brief questions. | think generally we
are going to hold questions to the end, but I do have two
brief questions for you. First, w thout divulging any trade
secrets, can you tal k about how you were able to get the
Cal gren plant back up and running at this point in tine?

M5. SANTCS: Well, we shut the plant down in
Novenber. W had sone construction issues that affected our
evaporation unit, and we needed to do sone work on that, and
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at the time the econony did not support producing ethanol,

so it was a good tine to shut down. So we spent severa
nmont hs i nprovi ng the evaporation process and produci ng the
et hanol, and then we also installed our de-oiler. The
econonmi cs | ook pretty good right now, and we were able to
bring it back up

MR. McKINNEY: Congratul ations. The second
guestion is, when you tal ked about tapping biogas froml ocal
dairies, what are the next steps that need to happen there,
fromyour point of view?

M5. SANTCOS: | amnot really sure exactly what is
i nvolved, but | believe we need the funding. | think the
process is going to be fairly easy to acconplish, Matt
Schmtt can speak nore about that. | think we just need the
funding to get that going. W are willing to invest nore
noney to nake that happen.

MR. McKINNEY: Yeah, and | think, as Peter
nmenti oned, we do have the new bi omet hane solicitation wll
be com ng out. Wel |, thank you very mnuch.

M5. SANTOS: Anynore questions?

MR. OLSON. Yeah, | have a coupl e questions, and
part of this may be -- it mght be good to have an
i ndi vidual neeting with you to go over sone of these costs.
For us, to determ ne how nuch to allocate, and then for what
pur pose, we have got to have a pretty good rationale. And
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t hat means we have got to know sonet hi ng about costs and
why you cannot cover it with private noney at this point.

| think we want to know, as Ji m pointed out, nore about the
dairy farmproject -- is it just a one-off project? O, is
there replication potential on that kind of thing? This
kind of question will be for all panel nenbers as we hear
fromyou.

M5. SANTOS: W are very close to the dairies and
so it makes it econom cal for us to bring that biomass into
our plant. W currently use natural gas. W see it as a
good fix to displace that natural gas with the biogas. But,
again, I amnot an engineer and | really cannot answer that,
but | could put you in contact with Matt Schmtt.

MR. McKINNEY: Ckay, well, again, thanks very
much, Dol ores. W appreciate your time and comng here to
make that presentation

M5. SANTOS: Thank you.

MR. McKINNEY: So next up, we have M. Bob Wl ker
of Swan Bi omass, who has sone interesting technologies to
di scuss with us. Biomass, for sonme extra time, | can give
you 20 m nutes, Bob. So hopefully that will nmake it work,
and I will be calling out the 10-15 mnute mark to keep you
on track.

MR. WALKER: Ckay. You know that | have that kind
of a problem But thank you. Boy, it is very good to be
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following a positive presentation |ike the previous one

where people are actually out nmaking progress and have
concrete goals.

What | have done is put together a two-part
presentation, one, the background issue was sonething I
t hought woul d be useful because there are a | ot of people
i nvol ved in the discussions that we are having, and these
are coments that are supposed to be about the fuels
projections that we had a coupl e weeks ago, tasked us around
them the rat is follow ng the snake, but the background
i ssues grew and grew and grew as people took a look at this
thing, so |l will be spending nore time on that.

Now, one of the things that was requested was a
concern about Swan conpeting with people who are going to be
produci ng et hanol using its technology, and we are not going
to be doing that. W are a facilitator technol ogy, we
provide rights, and we are going to avoid wherever possible
any [inaudi bl e] operate, nmintain operations. W also
support work of qualified engineering firns chosen by the
Licensee, so it is really the Licensee's vein after they
take the license, they have to nmake it work and we wl |l
hel p.

Now anot her question | canme up with, "Were is
your pilot plant?" And Swan has nore pilot plant experience
t han anyone else in the private sector and does not need
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anot her pilot plant, thank you very nuch. W ran NREL's

pilot plant for five years, we have worked for others
contract which neant that NREL did not see the data derived
for another two years, and we are into the support

technol ogy for support of an industry as opposed to

devel oping the industry. And nuch of the work on the pilot
pl ant was based on feedstocks obtained in California. W
used wheat straw, barley straw, oat straw, rice straw, which
they are half way between waste and co-product. Sonetines
you can get noney for them sonetinmes you cannot. The maj or
effort we have today is in sugar and energy cane, and we
tested that. W have also tested other feedstocks that are
simlar to those that are found in California and therefore
w Il have a benefit to an expanded use of waste in
California, various types of hardwoods, and we | ooked at
that as an ingredient to short rotation in woody crops, wood
waste, fire break use, we would like to see sonme peopl e get
involved in that, orchard waste, and other agricultural
waste. W al so have | ooked at post-sorting MSWresidual s
and are able to handle them The econom cs are not quite as
good as sone people would |like to have yet, but we are

wor ki ng on that, as well. W also spend a significant
anount of tinme on corn fiber, that is the solid part of

DDG s, and that is going to be inportant for taking those
corn-based facilities that are still reasonably econom cally
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heal t hy, and working theminto being able to process nore

cel l ul osi c feedstocks.

Now, the breadth and conplexity of these
f eedst ocks, the depth of the assessnents that we brought,
allows us to very quickly take a new feedstock. One of the
things that we have seen is, for instance, cotton gin
thresh. W can take that and run a certain series of
anal yses on it and be able to predict what a plant would
| ook |i ke econom cally and physically, actually, if it was
processi ng out feedstock. W have | ooked at sorghum and we
are very interested in | ooking at sone of the sorghum work
that is going on in California today. Really, the
comercial denonstration, bio refinery, is the next step, we
have a process design package that has been prepared with an
FEL3 | evel of accuracy; that kind of accuracy is plus or
m nus 10 percent on the capital. W have |icensees involved
in permtting, and one of themis about 90 percent finished
with the permtting. The real kicker right now is funding
resources. W are working very hard on that and there is
sonme novel creations to try to get past the financial crisis
soit will come to present -- the mandate for cellul ose-
based et hanol has nade this step a very urgent one.

This is the graph that the Energy Comm ssion put
together in its discussion a few weeks ago and it shows a
slight dip in the corn-based, starch-based part of the
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et hanol production in about 2015 and, at that point in

time, the cellulosic part is starting to take off.

MR. McKINNEY: Ckay, Bob, we had a comment on
WebEx, if you could speak a little nore directly into the
m crophone, please? It sounds |ike sone of the WbEx fol ks
are -- and | do not knowif there is a way to boost vol une
on that mc or not.

MR. WALKER: Well, one way last time, pick the
thing up and walk with it around. |Is that alittle bit
better?

MR. McKINNEY: Perfect. Thank you, sir.

MR. WALKER: Ckay, well, the prelimnary
conclusions of the initial study was that the supply of and
demand for starch was going to fall out and cellul osic was
going to grow based on the fair share principals reaching
about 13 -- well, 123 billion gallons by 2022. This gross
coul d accommpdat e about 13 or 14 bio refineries, each with
100 mlIlion gallons per year, and that is a pretty
reasonable thing to be able to put out in a 12-year
timeframe. The launching of a Swan bio refinery may alter
these forecasts. And | amgoing to go through sonme brief
econonmi cs. They are not of the activities in California
t oday because we have confidentiality agreenents that we
have to observe, so | have nade up sonme prototypes that are
anal ogous to the kinds of things that can be done in
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California.

And this, just straight up the blue |ine shows
even a change of the price of fuel ethanol and dollars per
gallon, and the green lines are show ng the DCF-RO's for
projects that are running on our technology. Now, where the
di anonds are is where the market is today, and 20 percent of
the starch-based systens in the country are in nothballs,

t hey cannot practice at that level. But we are saying that
we can practice down around $1.00 to $1.10 and get adequate
survivabl e economcs. Now, this is about the sane as what
Brazil is capable of doing, so that you already will have a
system where you can produce ethanol in California, that if
it were produced in Brazil would be quite conpetitive, and
you woul d have a differential, transportation problens that
wer e di scussed at length a couple weeks ago, in getting

et hanol fromBrazil to here. So it is making the cane-based
et hanol | ook nore and nore attractive for the state.

MR. McKINNEY: You have got ten mnutes to go.

MR. WALKER: Ckay. Sane thing here, only | put it
on a GGE basis, sane effect, $1 a gallon to $1.50. Sane
thing for wood waste and that is another thing that is
| ooking attractive in California. And again on the GGE
basis. So the tentative conclusions now are that cell ul ose-
based ethanol will grow very profitably once initial bio
refineries are established. Marginal corn-based ethanol
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facilities will be shut down, encouraging the construction

of nore cellul ose-based facilities in order to keep the
demand nmet. The cycle will continue until only our wet m ||
appreciated efficient dry cornneal -based facilities survive
and we will work with those people to convert themto
cellulosics. This is what the new breakdown on what the

gal lons per year are likely to look Iike. The Iight green
is things that have been taken out of the starch-based
facilities and put into the cellul osic-based facilities, so
i nstead of having 12-14 facilities to build, you have really
22-24 facilities to build if you want to maintain this
capacity in the state.

One of the things that is nost interesting about
this is the private sector will not need help or a nmandate
under this scenario. It is the pursuit of profit that can
be the driving force. After the first facility is put up,
it is a profitable operation, people will conme, and they
will build these things. The increase can be handl ed easily
by the construction strategy that our engineering firns have
set up, which is basically an assenbly line for nodules to
build up the capacity in the state, so we can -- as long as
we get involved quickly -- we can do it. So California has
an opportunity to extends its ethanol capacity and neet
demands, and to warrant -- cede that which it does not fill
to |l owcost ethanol from donestic or foreign sources because
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our licensees are already exploring other places where they

can devel op additional capacity. |If the challenge is net,
it can result in a substantial nunber of new jobs or saved
ol d j obs.

A quick thing here on where the bio refineries
should be located, and I will just nove to -- this is a
picture of it. They should be in the places where the
feedstock is, shipping the condensed product to places where
it is being consunmed. Now, you can ideally build around
each of the bio refineries a community that can use nore E85
vehi cles than they can currently in the cities, and that
will be the nost efficient way to build the capacity within
the state. The bio refineries |ocated near the Arizona
border can help with sone of the problens that Kinder Mrgan
is tal king about the |last couple of weeks ago. GHG based on
a Geek analysis, we have a superinposed version of the
graph you saw earlier, this graph you saw earlier, and if
you put cellulosic ethanol from California cane on our
nodel, and this is third plant along the series of
devel opnment, it actually runs negative. It is greenhouse
gas reductions. Now, the way we have done this is al so
possi ble to convert -- use to convert all the other simlar
cel lul osic ethanol to greenhouse gas negative producers,
i.e., vacuum cl eaners, taking carbon dioxide out of the air.
So the hard part is get it done physically. W all, under
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t he Energy Commi ssion's | eadership, need to determne if

the goals and forecasts presented are general ly endorsed
and, if not, what production should be made, and then, under
CEC s | eadership, we need to define a path that wll
successfully and efficiently -- and efficiently is going to
be critical here -- reach our refined view of the future.

MR. McKINNEY: Al right, five m nutes.

MR. WALKER: Ckay. And this is what a 1222 bio
refinery mght |look |ike for you. So thank you for your
time, and you have an extra five m nutes.

MR. McKINNEY: Very good. Thank you very nuch,
Bob. Very interesting presentation. Any questions.

MR. OLSON:. | have one question. Bob, | wonder if
you would clarify your slide where you refer to 22-24 plants
woul d be needed -- could be built at 100 mllion gallons
capacity per year, and that it would not need state
i nvestnment for mandate. So prior to that, can you just
provi de sone insight on where you think government
i nvest ment shoul d be placed?

MR. WALKER: Well, first of all, it has to be
pl aced upfront because you need to get that first facility
up and running, and just taking a | ook at one of these
curves, the green line is the DCF-RO, so that at $1.70, you
woul d be able to nmake about 55 RO on one of these projects.
That will bring people to the door. And so you no |onger
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need to have each and every plant that is com ng al ong have

to have its special kick in the pants to get up and runni ng,
it is just in that first one.

MR OLSON: And the nature of that investnent, do
you see that as -- what do you expect the capital costs of
t hese plants to be?

MR. WALKER  Ckay, the first one is going to be
expensi ve because it has got a | ot of redundancies and extra
safety things and other stuff, so that is going to be about
$160 million for a three mllion gallon per year facility;
the next one is probably going to be $120 mllion, the next
set, that will be very profitable. But we should have a
cost per annual gallon down to about $3.00 a gallon by the
time we get to the third of the series.

MR OLSON: So | guess at some point we would |ike
to hear fromyou, given that we do not -- we are not going
to have $160 nmillion for -- total --

MR. WALKER:  Well, yes.

MR, OLSON: -- for what you think would be a
reasonabl e rationale for this governnent investnent, and
what is a reasonabl e amount that would nake a difference on
a $160 mllion plant.

MR. WALKER:  Ckay, well --

MR OLSON:  You do not have to answer now, that
m ght be at sone point.
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MR. WALKER: | hoped to have had sone nore

definitive insights into that, but right now the
negoti ati ons are goi ng around between $20 and $50 million is
the total for getting the systemrunning. And basically
that is an escrow account for covering debt servicing.

MR. McKINNEY: Ckay, thank you very nuch, Bob.
Next up, we have Dave Rubenstein with California Ethanol and
Power ( CE&P).

MR. RUBENSTEIN. Good norning. | want to thank
the Comm ssion for allowng ne to be part of the panel
today. M general direction on what | have to speak about
is going to go kind of along the questions that were
presented to us with the e-mail received | ast week, so
hopefully it is going to answer sone of the questions that
staff is looking to answer. | believe that at tines the
state has not been, and can be, if possible, alittle bit
nore acconmodating to ventures who are working in the
renewabl e energy space, such as us. Currently, California
Et hanol and Power has received absolutely no assistance from
any | ocal, state, or federal agency in our effort to build
our first facility. | knowthat | read it, and | am sure
many ot hers have read about, state assistance to conpanies
who are sexy |like Tesla Mdtors, yet we have not seen any of
the kind of assistance fromthe state that they received at
this point.
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In our case, we know that each one of our

facilities will deliver an extrenely | ow carbon fuel grade
et hanol, green electricity, and biogas to the citizens of
the state. Se will create jobs, we will help the econony,
and we will reduce California' s need for inported oil. All
of this will conme from sugarcane, which will be grown here
in the State of California by the citizens of the State of
California. It will be a sustainable, a reliable, and a
profitable crop for area farnmers, |and owners, and the fol ks
working within the region. | strongly believe that our
project is one that should be funded through AB 118. | am
sure there are other conpanies who al so deserve funding
through AB 118 and | ampretty excited to hear about them
over the next two days.

W are all in this together, as far as | am
concerned. | love living in California and we | ove the
cl ean environnment and the standards that have been set, and
| ook forward to passing themdown to nmy children, and
reduci ng the need for foreign oil is very inportant, in ny
m nd anyway. | do not think that -- there was a comment in
one of the questions about the nodest anount of noney that
has been raised today at the $176 mllion, and to me that is
not a nodest anount, that is a significant anmount of nobney
that could be used very effectively to get projects done.
In our particular case, what we would like to do is borrow
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t he noney, not necessarily take it as a grant, but borrow

it, and we would |like to use those funds to help finalize
t he devel opnment of our first facility.

In our case, at this point, we have had many
di scussions with private equity firms who are extrenely
interested in picking up the equity portion of our first
facility, but that is a little bit further down the road, we
are still in the devel opnent stage. W have also identified
a Departnment of Energy Programthat is a part of the
Anerican Recovery and Rei nvestnment Act that woul d guarantee
the entire debt of the project of our first plant. But,
again, that is a little bit further down the road. As far
as devel opnent costs go where we are at right now, we need
to raise a total of $15 mllion. Mst of that cost, about
80 percent, is being used for either the agricultural, the
permtting, or the engineering costs. So far, we have
raised $6 million fromfriends and famly. W were hoping
to raise anywhere from$1-4 mllion under AB 118, and then
t he bal ance of the devel opnent funds, we think would cone
fromthe potential equity participants in the first plan
because that participation at the devel opnent stage woul d
allow themto have the right of first offer to actually pick
up that equity stick. W think this is a true
public/private way of financing the facility and, when it
all balances out, if we are able to obtain any state or
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federal type funds, we think it is going to be pretty nuch

80 percent private, 20 percent public. The interesting
thing, too, is we intend to pay all the noney back of AB 118
noney, back to the state with interest. And that woul d be
done at financial close when we begin to start to build the
first plant. Another -- some nore help that would al so cone
fromthe state would be helping firns |ike us and the
farmers we are working with to attain funding fromthe
federal BCAP program which is part of the |ast Federal Farm
Bill. BCAP stands for the Bionass Crop Assistance Program
and is designed to help the farmers grow crops that will be
used to support facilities |like ours, and it takes into
consideration the ranp up tinme to get to that point.

You tal ked about the structure of AB 118. W al
know that grants are better than loans. W all went to
college and I think that is one of the first things we
| earned, so getting a grant is terrific, but also being a
citizen of the state and understandi ng the budget crisis
t hat we have gone through, we fully understand that, at this
point, it would probably be best if we could borrow the
nmoney fromthe state through this fund at a | ow interest
loan. We would pay it back at financial close when we begin
construction of the first facility. The idea behind this is
that the original investors, like nyself, who were the first
money in and took the nost risk at getting this project
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together, would get their investnent back at financial

close. It would be great that, since the state cannot take
ownership stake in the fund, we could pay the state back the
loan with interest. And then, an even better plan would be
to take that noney and then redeploy it as a | oan guarant ee
on top of the federal guarantee, so if we are going to
guarantee 80 percent of the entire project at this point
with DOE, it would be nice to get another 10 or 15 percent
| oan guarantee on a subordinated debt. It would just make
things a lot easier to get it all the way through. W
personal incentive, as being one of the founders and
investors in this program is to give the state the noney
back because, the sane day, | amgoing to get ny investnent
back, as well, and at this point, it is pretty substantial.
So | amsure ny kids will appreciate that, as well. And
then, once the loans are -- and our thought process then
woul d be that, once the | oans and | oan guarantees are al
extingui shed and retired and finished, it is great because
t he noney could then stay within the state, it could be
redepl oyed for other projects |like ours, other ones, better
ones, and we could kind of send out |ike an ongoi ng
endownent for the state that could continue to keep the
state going where we are at.

Anot her question that cane up was tal ki ng about
bi ddi ng away projects to other states. And, as nentioned,
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we have not had any financial assistance from California on

our project at this point. M reaction to that would be to
take care of the California conpanies that are doing this in
the state, and not try and lure other people at this point.
| think the talent and the opportunity is terrific already.
And in our case, for instance, you know, folks from Arizona
and Nevada have contacted us to see if we would be willing
to do this in their states, and at this point we are
dedicated to stay in California, but a little bit of help
woul d be great.

| had an ani mati on here of what we think the first
plant will ook like and I will keep going through sone of
the questions here and see if it works, hopefully this wll
load up. | think we were discussing the cellulosic issue,
which is very inportant, and we have a tendency of skipping
over the generation and a half, which we are at, at this
point. In our case, what is going to end up happening is we
are going to squeeze the sugar out, turn it into ethanol,
and we will have all this biomss available. So once the
cel lul osic process becones available, we are down to a
significant anmount of biomass that could be used to convert
into additional ethanol product. At this point, our thought
process is it would be used for cattle feed, or it could be
used for another biomass energy plant that we could use to
conbust to create green electricity. It is a significant
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anount, as well, so it could create up to another 50

Megawatts of green electricity because we handl e over

300, 000 bone dry tons of product. |If we could get this
project funded at this point, we could break ground in | ess
than a year. W are into the permtting process. And we
coul d be operational one and a half years later, so in
reality we could have a plant up and running in three years.
We are confident that once the plant is, 1) underway, we
could be into facility 2, 3, and so on. W believe that the
| rperial Valley can support three to four facilities, and
the Palo Verde Valley can support one. | amsorry, | do not
have the ani mati on working, but we could send that to
anybody, or you can go and visit our website and you wll
see what the first plant should | ook Iike.

Five facilities can produce approxi mately 330
mllion gallons of |ow carbon fuel grade ethanol based on
current gage usage in the state, and figuring a 10 percent
blend rate, that would be enough to supply about 20 percent
of California s ethanol needs, and it would be extrenely | ow
carbon fuel, as well. | already nentioned that any
cellul osic technol ogy that comes through, we could put that
on the back door and turn all that biomass into additional.
Qur capital costs are nuch different than a traditional
et hanol facility, and even facilities that operate in
Brazil. 1In reality, what we would be doing is building four
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et hanol plant, we will be building a renewabl e energy power
pl ant, a biogas plant, and an agricultural operation from
the ground up. So saying that it costs a dollar, $2.00, or
$5.00 a gallon to build, it is not applicable to our

devel opnent. The cost is nore than it would be to build in
Arizona or Nevada because of California' s stringent air and
wat er regul ations, as well as working through seisnmc

i ssues. W do not consider these problens, as we all want
tolive in a clean environnent, there are sinply hurdl es
that need to be addressed and paid for. W do not think
there will be a need to inport feedstock. Qur detailed
nodel s show that |ocal farmers and | andowners can profit
handsonely by growi ng their cane for our facility. Qur
detailed nodels indicate that they will nake nore noney per
acre than they currently nake growing field crops. They

w Il have a guaranteed market for the crop, they will be
rei nbursed all costs associated with growi ng the sugarcane,
and the sugarcane will be planted and harvested by CE&P.

Qur nodel will reduce the costs and risks associated with
the farmers trying to figure out what crops should be

pl ant ed each year, and hopi ng and praying that the market
for that crop is available at the end of the growi ng season.
CE&P suggests a fast track permtting process and, in our
case, allow us to perhaps build a | arger power plant that
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wi |l consume the extra bionmass while keeping the permtting

the sane, as if it were an under 50- Megawatt facility. W
al so urge the CEC to fund projects based on perfornmance,
rat her than technology classifications. So if our end-
product reduces greenhouse gas em ssions in a sustainable
and reliable manner, then we should be eligible for funding
and it should not matter if we are cellulosic, or not. Qur
detailed agricultural and financial nodels indicate that we
can produce | ow carbon fuel grade ethanol here in
California, using the cane grown in the state, for |ess than
$1.50 per gallon, and once the debt is retired, the cost
woul d drop below $1.00. | want to thank the Conm ssion
again for allowing nme to present.

MR. McKINNEY: Geat. Thank you very nuch, David.
That was a very interesting presentation. | have one
guestion for you. | guess | understand the kind of
different steps you were tal king about, a lot of themare
financial, to get your first plant up and running, but could
you sunmarize that for me again, please? Miybe | m ssed
sonething. How far are you, do you think, fromdoing the
permtting work on your initial plant? Were are you in
t hat process?

MR. RUBENSTEIN. The permtting, we stopped. W
had a problemw th our first piece of property, so we
actual ly have anot her piece of properly |ocated. W are
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ready to go. Quite honestly, we need investnent at this

point. W have raised $6 mllion to date, $2 mllion has
come from Managenent and our contractor, another $4 mllion
has been raised through friends and famly, kind of ran out
of friends and famly at this point. W think --

MR. McKINNEY: And then are your feedstock users
-- would that be within your conpany structure? O would
t hose be contracts or |ocal growers?

MR. RUBENSTEIN: A conbination of both. W have
been working with five berry farnmers and | amgoing to tel
alittle bit nore about that in tonorrow s panel; they have
bought into the programand they will be sharehol ders with
t he new devel opnent conpany, as well.

MR. MKINNEY: Okay, thank you.

MR. OLSON: David, | have a question also. |
wonder if you -- the $15 million, what would you get wth
that? What woul d be the capacity of that plant?

MR. McKINNEY: The $15 million is really the
blueprint to build the first plant that could be then
duplicated to build the plants afterwards. The $15 mllion
will then be fully applied towards the $555 million to build
the first plant. So that $15 mllion, as nmentioned, 80
percent of it is going to the devel opnment of the
agricultural side, as well as the permtting side, and the
engi neering side. And that will eventually becone part of
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the overall $555 mllion.

MR OLSON: | think that would be hel pful to break
that into stages. And this is a comrent for all the panel
nmenbers to understand. |If we place $1 or $2 mllion, what
are the tine franmes to see things happen? What are those
steps that we m ght be funding? And how is our investnent
-- which may be in that range, $1, $2, $3, $4 nillion per
project -- what will that lead to in the various tine
frames? That m ght come fromone or nore liens, if you are
open to that.

MR. RUBENSTEIN. Yeah, if you do not mnd, | could
answer that briefly. In our case, just to give you an
exanple, is that the $6 million has gotten us from June 1%
of "07 until today, $1-2 million will get us probably to the
end of this year when the private equity fol ks that we are
talking to would then fund the balance of it, and then they
woul d take the equity lead in the first plant. So it is
kind of a bridge to the next |evel.

MR. OLSON: Thank you.

MR. McKINNEY: Ckay, again, thanks very nuch,
David. Next up we have Brian Pellens with Geat Valley
Energy. Good to see you again, Brian. | think Brian and
hi s partner have | earned sone tough | essons over the | ast
few years trying to put together funding and process
technol ogies for their proposed facility.
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MR. PELLENS: Hi, | amBrian Pellens, Geat
Val l ey Energy. | appreciate the opportunity to address the
Comm ssion today. | amnot going to tal k about the problens

that we have had. Wat | amgoing to talk about today is a
little bit about where we have been and where we think we
are going to go in developing a tenplate for in-State
production of biofuels, feedstocks, and in-State production
of bi of uel s.

Great Valley Energy was founded in 2006, it is
majority owned by Californians, originally slated to be a
destination plant of corn and grain sorghumto ethanol. CQCur
project site is in Hanford in the Kings Industrial Park, it
is in an enterprise zone, just re-upped to 2023. The
permtting was officially deened conplete and conpl eted, and
beyond reproach and challenge in March of 2009. CQur
settlement with the Attorney General's O fice and the
Association of Irritated Residents encourages GVE to
eval uate and switch to advanced bi ofuel feedstocks. So now
it is permtted. Now what? You know, since we started down
this road, corn ethanol has really been squeezed down,
crushed down so to speak in the lingo, and | have got sone
information on that. But cellulosic, as we see it, has not
yet been proven on a commercial scale. W see, you know,
the econony in turmoil? W are here, | think, on the
anni versary of the fall of Lehman Bros., project finance is
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still limted. You know, corn ethanol -- the econonics are

dictated by externalities, both corn and ethanol are traded
in accordance with crush spread, and the market really
brings out any kind of profit that one mght get. This
graph here is the crush spread over the course of the |ast,
oh, four years, and that is the margin that is avail able
after you buy the corn, and after you sell the ethanol. And
what we see here is that, through the period | ater 2008, we
have got crushed spreads that are down near a quarter, a
guarter gallon, and that is not enough to buy the energy and
pay the people to run these facilities. And,
coincidentally, we have seen sone increase in that nmargin,
whi ch has all owed sone corn facilities to conme back up
online, which is great.

The limting factor for California, and this is
kind of inportant, is the nunber of cows within an
econom cal trucking radius for distiller's grains, that is
going to dictate how many facilities like this you can have.
Wthout fractionation upfront, and I amglad to hear that
Calgren is doing that, a corn ethanol facility has two
products, ethanol and distiller's grains. Here, we have the
Renewabl e Fuel s Standard and existing capacity as it has
conme online, we see that we have got about 12.5 billion
gal | ons per year of corn-based ethanol in production. Under
the RFS, we really do not need any new corn plants and, as
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addi ti onal corn production and corn ethanol production

m ght be all owed under the RFS, it will be nmet by existing
facilities. So any new ethanol production in the state
shoul d be focused towards advanced bi ofuel s and cel |l ul osi c.
We have been eval uating sweet sorghumas a
feedstock for probably the past 18 nonths and it qualifies
as an advanced bi ofuel under the RFS, it is |eading edge,
not bl eedi ng edge, so to speak, it does not have an inpact
on the corn market. It will growwell, not just in the
| rperial Valley, and I would echo a | ot of the comments that
were made just before ne, but it will also grow well in the
Central Valley and on marginal soils and, interestingly, can
be front-end fractionated. Sweet sorghum has a couple of, |
guess, layers that you could peel through. One is the very
outer layer, the epidermal |ayer, which is called Dernax,
and it contains a |ot of natural acids and bioactive
conmpounds, which are very high value. The conrind is a
woody outer material that, as | could show, we could make
good buil ding products out of, and then a confith, that
m ddl e pithy part, is what contains the juice, and al so sone
soft cellulosic material. This next slide shows sone of the
products that can be made out of a fractionated sweet
sorghum On the upper right-hand side, we see we can nake
out of the outer portion sonme |unber materials oriented
stramt board, in the mddle there we have got wax and
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pharmaceuticals, and further on down the bottomthere, with

the mddle confith, the pithy part that we squeeze the juice
out of, we can nmake particleboard, a high fiber flour
material, that part would go toward ani mal feed and coul d be
used as a fuel to power the process. And then, finally,
what we are all interested in is the juice can be fernented
directly into ethanol. So we can fractionate it, so what?
Anyway, the thing is, the nore products you can nake out of
your raw materials, the nore incone streans you have, the
greater economc stability your plant has, and the industry
has as a whole. This allows flexibility to adjust when the
mar ket changes, it is a foundation for further optim zation,
for exanple. W are going to have a lot of cellulosic
material, as M. Rubenstein said. R ght there at the plant,
we have already paid the freight on it, so when it is
avai |l abl e, when the technology is available, we will be
ready for it. And this is really right in line with the oi
refinery nodel. GO refineries make |ots of products, they
do not just nake gasoline, they do not just make diesel,
t hey make LPG they make waxes, they nmake fertilizer, and
t hey can change production based on the market econom cs
that day. |If it nakes nore sense to nake diesel, they are
goi ng to nmake nore diesel

So what we are really shooting for is an
integrative nodel, a bio refinery that is flexible and

CALIFORNIA REPORTING, LLC
52 Longwood Drive, San Rafael, California 94901 (415) 457-4417



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

72
squeezes every last calorie out of feedstock. This is from

the national renewabl e energy |aboratory. | am sure nost
fol ks have seen this at the bottomof the slide, | have got
a diagram of sonme of the products fromthe syngas, you can
see that, through various catal ytic processes you can nake
di esel and gasoline, m xed al cohols, any sort of -- any
nunmber of products. So, as we are going to hear tonorrow,
nore, sweet sorghumis a |low water, low fertilizer, and it
grows fast, even in marginal soils, which is great for the
Central Valley. W would be |ooking at probably 2-acre-feet
per acre. A lot of crops there growwith twi ce that nuch
wat er and they woul d not have nearly the econom c inpact.

We expect that, based on that 90-day cycle with the soi
tenperatures that we see in the Central Valley, we are going
to get two or three crops, at least two crops. In a good
year, if the frost stays off, we will get three crops. And
that crop is going to be uncoupled fromthe commodity
markets. Inportantly, it keeps the econom c benefits in
California, grow ng purpose-grown energy feedstocks. W

wi |l not be shipping that noney back to the Mdwest, we wl|

keep it here so it can further sustain our agricultural

communities. It is the |Iow carbon, |ow energy way to nmake
ethanol. W do not have to cook the starch and the corn to
get it to sugar so that it can be fernmented. Inportantly,

this is scalable. You know, we could see maybe 20, any
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nunber of these facilities, | guess at this point

advocating the small is beautiful nentality, and building
out biofuels infrastructure. W do not need big huge

pl ants, we can do smaller plants and spread them out across
California. W would probably find alimt with the
econom ¢ trucking distance for sweet sorghum Based on our
nodel i ng, we see sweet sorghum et hanol being very conparabl e
with corn at this point, and that is not taking into account
any val ue added for the co-products.

So, as we have eval uated sweet sorghum we have
several questions, you know, that we still have in our mnd
t hat woul d need to be answered as we nove forward, and |
guess this is where we would Iike to see sone help fromthe
Commi ssion in hel ping us address sone of these questions.
For exanpl e, while sugarcane separation and fractionation
technology is a proven practice -- not here in the U S., but
there are countries that do this -- sweet sorghum has not
been processed in that manner and, you know, we question
whether it is going to behave the sanme and that is going to
get into the technology risk that an investor or a debt
provi der would have to take on. W still do not have a good
under st andi ng what the true economc values in the Centra
Val l ey, or the California econony, or the non-ethanol sweet
sorghum fractions, and that goes to the feasibility study
that we would need to conplete. You know, one of the great
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products that would cone off of this is the food grade wax

and we should be able to find a ready market for that here
in California.

It is possible that we could use treated waste
water for irrigation, we just wonder how that m ght affect
the yield, and imagi ne that we have got crop studies that
are going on currently that we shoul d hear about tonorrow,
but we think there is potential to use treated waste water
to grow the crops.

One of the issues with sweet sorghum and sugar
crops in general is that they have to be processed within 24
hours, otherw se, through biological activity, the sugars
start to degrade on their own, and we need that to happen
when we want it to happen. And so we inmagine that we should
be able to schedul e sweet sorghum harvest just |ike tomato
processing, so that we will go out and harvest the materi al
and bring it to the plant every day.

We have a nunber of regulatory questions that, you
know, woul d add another | ayer of uncertainty to this whole
process, one of which is how sweet sorghum woul d be treated
under the indirect |and use changes for the Low Carbon Fuel
Standard. And then, also, how the non-fuel products woul d
be treated under well to wheels lifecycle analysis. Does,
for exanple, the building material count towards carbon
sequestration?
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At this point, we have got a site ready to go, we

have got a business nodel, a process that conceptually has
been proven out in other countries, and through technol ogy
transfer, we can imagi ne how we could fit all of this
together. W do not currently have a plant that is
optim zed for California, engineered and ready to go, we do
not know what final products of that engineering woul d be.
In addition, there is technical and |ogistical risks for the
overal |l process value chain that need to be addressed, so
there is still quite a bit of work here for us to be done.
Finally, | would add that permtting new bi of uels projects
can be lengthy and conplex and risky. W have been doing
this for three years now. And we just got our permts
earlier this year, so it is pretty tough out there. You
know, frankly, anybody that does not agree with exactly what
you are going to do and wants to influence how you are goi ng
to do business, if they have got $350, they can pretty mnuch
stop you in your tracks, so...

Sonme recommendations. W see this process as
being cormmercial in the near term | know that there is a
| ot of work going on in cellulosic, we think that is great.
We applaud the efforts. And we will be ready for it. This
is here now W can grow these crops today, they grow well
here. There is nothing stopping us fromfermenting sugars
to ethanol. 1In addition, we would expect that an optim zed
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and properly characterized plant using sweet sorghum woul d

show greenhouse gas reductions right along the |ine of
sugarcane and sone cel lulosic plants, depending on howit is
all configured. W need a feasibility and market study of
the fractionated sweet sorghum process. That is sonething
we think the Conm ssion would be able to help us with. That
woul d serve as a tenplate for other facilities as we roll
this through California. W also need prelimnary

engi neering which would go into the feasibility study and
for financing, and with that, it will give us a gauge for
capital requirenments. W would expect this to be no nore
expensive than a conparably sized corn plant. W are not

going to have sone of the process vessels, but we will still

have fernmentors and we will still need distillation and that
sort of thing, and then we will have sone feedstock
preparation, as well. Like | said before, we are going to

have technol ogy risks here, there are not any plants that we
could point to that a | oan provider would be able to take
confort in, in providing us noney. So we woul d need sone
sort of a | oan guarantee to take the place of a performance
guarantee, which is going to be difficult to procure at this
point. There is nmy contact information and, if there are
any questions, | would be happy to try to answer them

MR. McKINNEY: Geat. Thank you very nuch, Brian.
| amvery glad to see that you and Ed still have your chins
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up and | ooking forward to getting through sone tough

roadbl ocks there. And also, | know a | ot of us here on the
EFTO staff have been very very interested in the potentia
for sweet sorghum so | would |like to sit down with you at
sonme point and just |earn nore about what you have | earned
t hrough your investigations and trials. | know we are
hearing a | ot about that tonorrow, as well.

MR, PELLENS: Sure.

MR. OLSON: Brian, | have one question. Can you
use your permts for your existing site in Hanford for
sor ghum f eedst ock?

MR. PELLENS: Yes. W have |egal counsel,
especially on that issue, and we have been assured that the
environnmental footprint that we have permtted there --
well, let me take a step back -- we have basically an
environnmental footprint that is permtted in Hanford, and so
this nodified process would have to stay below that, and if
not bel ow that, not create anynore or any new significant
i npacts.

MR. OLSON: The footprint is based on the
destination corn nodel ?

MR. PELLENS: Destination corn nodel, 60 mllion
gal | ons per year.

MR. OLSON:. Do you have any thoughts of -- is it
possible to do a plant that m ght have a m xture of
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feedst ocks? Does that even nmake any sense?

MR PELLENS: Yeah, it does. You know, we have
considered that, as well, but for all the reasons -- well, |
am assum ng you are referring to corn, a mxture of corn and
sorghun? You know, for all the reasons | cited why corn is
difficult right now, those are the reasons that | would not
really propose to do anynore corn production capacity.

MR. McKINNEY: Ckay. Again, Brian, thank you very
much for your tine and interesting presentation.

MR. PELLENS: Thanks.

MR. McKINNEY: W are going to switch gears now
The norni ng speakers have focused on ethanols and the | ast
three speakers for this panel are going to be tal king about
renewabl e diesels and biodiesels. And first up will be M.
Fernando Garcia from Anyris in Enmeryville.

MR. GARCIA: Well, good norning. And | would |ike
to thank the CEC for providing this opportunity to speak. |
will go through a couple of slides to provide a background
or explanation of our conpany very quickly and our fuel
technol ogy, and then get into the issues that are
challenging to bring the fuels to California.

Very quickly, Anyris Biotechnol ogi es, we are based
here in Eneryville on Bay. The conpany was founded with a
Gates Foundation Grant on the order of $20 million, which
did prove the technology and is now providing a scal able
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supply of |ess expensive anti-malaria Arnmenesin, which is

curing the disease worl dwi de, so the technol ogy has been
proven in a comrercial state. W are pioneering yeast

t echnol ogy, enabling the productions of nore than 50, 000
hydr ocar bon nol ecul es, so clearly beyond just hydrocarbon
fuels. The new strain of yeast turns sugar into

hydr ocar bons i nstead of ethanol, so we are renewabl e di esel
and not a biodiesel. The technology is feedstock agnostic.
The product portfolio that we currently are pursuing is, of
course, diesel fuel, jet fuel, and a w de range of chem cals
that are currently addressed by petrochem cals. W have
mar keti ng and distribution channels to deliver the products
in the United States and other global markets. W have an
et hanol trading group, a small trading group in Chicago,

whi ch principal goal is to establish our distribution
channel in the United States.

Switching to the Anyris renewabl e di esel just very
qui ckly, 1 just highlight it for chem cal properties of the
di esel fuel, first Coudpoint in conparison to the nmetal to
bi odi esel, and 2) ultra | ow sul fur diesel. You see that our
fuel is superior in cold O oudpoint, which has been a prong
wi th biodiesel, which does start gelling at a plus degree
range. Qur fuel has not clouded yet at minus 50 C which is
the limt of the ASTMtest procedure. W |look to the right
top, energy density. You see that our energy density is
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very conparable to petroleumdiesel. Lower left, the

cet ane nunber, you see we have a very superior cetane nunber
on the order of 58.6. And in aromatics, particularly here
in the state of California, aromatics is a | ow regul at ed
property in the fuel conposition, and you will see that we
have a far superior aromatics conpared to the CARB fuel, in
addition to EPA fuel. W are currently registered with EPA
at a 20 percent blend with ultra | ow diesel

Qur fuel is fully complying with the ASTM D975, so
it nmeets all the specifications of petroleumdiesel. It is,
as a result, being a hydrocarbon fuel and fully satisfying
D975, it is fully conpatible with existing distribution,
storage, and engi ne technol ogies. Third-party denponstration
denonstrated | ower NO, HC, CO and particularly matter
exhaust em ssions, tail pipe em ssions. Through a project
contract that LCA contractors, it has been denpnstrated that
our fuel has a 100 percent reduction in |lifecycle em ssions,
and that is direct lifecycle em ssions versus petrol eum
ultra low sul fur diesel. W have conducted and continue to
do prelimnary road validation with |ight duty and nedi um
duty vehicles. And perhaps nost inportant in the State of
California, the technology is capable of utilizing future
California energy feedstock such as sweet sorghum
sugar cane, and al so taking advantage of in-State cellulosic
bi omass such as rice straw when vol unes becone avail abl e.
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We anticipate that, once we establish our core technol ogy

of sugarcane that the conversion, or the re-engineering of
our yeast, our mcrobes, to other feedstocks would be on the
order of less than 12 nonths.

Just a quick note on GW being it is a yeast, the
host mcrobe is a yeast generally recogni zed as safe, which
is the GRAS rating by U S. EPA, which is comrercially used
today for beer, w ne, bread-nmaking, animl feed, and ot her
consunabl e products. Oher genetically nodified yeast is
simlarly used in comercial applications for human use, as
you see there. The yeast contains non-toxic, non-allergenic
genes, which is introduced in a highly stable manner.

Again, it is safe for human handling based on third-party
ri sk assessnent. And live GW woul d not be released in the
envi ronnment under our technol ogy.

As far as capabilities of the technol ogy, Amyris
production capabilities, we do have a pilot plant in
Eneryville. W have an additional pilot plant in Brazil.

We have a denonstration plant which just came online in
Brazil just last nonth. W have been produci ng additi onal
volunes in California through tolling. W use the term
"tolling,"” that is leasing fermentation facilities in
California. W are targeting comercial production
capabilities in Brazil for 2011 on the order of 34 mllion
gal l ons per year, and then that would even increase with
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addi tional plant and additional optim zation of those

plants in 2012.

As far as issues, market issues, on the subject of
government policy, issues that need to be addressed is
stream ining the process for Low Carbon Fuel Standard
pat hway certification, efficient bio refinery plant
construction permtting, the issues that were just discussed
prior to ny talk, the availability of |oan guarantees for
in-State bio refinery construction, as al so di scussed
earlier this norning. Infrastructure -- infrastructure and
i mportation of our diesel fuel to California' s access to
port term nals, and access to distribution storage
facilities, which are very critical issues that need to be
addressed. As far as on the order of bionmass feedstock, as
al so explained this nmorning, a bio refinery nmust be | ocated
near avail abl e sugarcane feedstock; once again, agricultural
stock has to be avail able due to the short shelf life, if
you wi I |, of sugarcane, availability of in-State feedstocks
such as sweet sorghum and, again, discussed just prior to ny
di scussi on.

Commerci al production, the chall enges that we have
is cost-effective hydrogen sourcing. Qur process is taking
t he precursor and hydrogenating it into the hydrocarbon
conpound of diesel specification, so a cost-effective
hydrogen sourcing is a challenge. Production scaling and
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R&D, we have established the mcrobe technol ogy, but we do

now have to go through the science, if you wll, the R&D of
scaling up to commercial levels. The challenge there is

m crobe survival in an industrial environnment, inproved
yield rates at production scales, optimzation of feed rate,
greater efficiencies and the liquid-liquid separation. |
shoul d nmention that our renewable diesel is far |ess energy
intensive in the separation versus ethanol. Qur current
processes sinply use centrifuges that are used in the dairy
i ndustry today, there is nothing special in our separation
needs. Hydrogenation process requirenments need to be
optim zed. Process cost controls, and then non-destructive
materials conpatibility testing, these are the chall enges
that remain to make to reach a comrercial production | evel
And then, lastly, the other challenge is acquiring OEM
engi ne and a vehicle warranty acceptance, and that is best
achi eved by providing a robust on-hi ghway denonstrati on.
Those are the chall enges.

As to what is our ask -- our ask through the 2010
and 2011 Investnent Plan cycle is grant funding for
production and scaling of R&D and denonstration program
t hrough ot her proposals we have put together with fleet
operators in California, we | ook at about a $.28, $.29
mllion in the contract production, that would be contracted
to fermenters' facilities, production scale of the size you
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see in that graph in-State, a diagnostics and nmeasurenents
of the on-highway program and then, of course,

adm ni stration of project managenent for a total of just
under $3 million. Project expenditures will be fully
expensed with in-State fernmenters' scientific analysis,

di agnostics, and chem cal processing. And lastly, the
deliverable, it would be renewabl e di esel production for 20
percent blend, it would provide sufficient quality for a 12-
month programto fuel mediumto heavy duty vehicles in the
state. And that is my presentation

MR. McKINNEY: Okay, well, thank you very nuch,
M. Garcia. Very very interesting and good status report,
too. Do you have any questions, Tinf

MR. OLSON:  No, but for the overall panel.

MR. McKINNEY: Ckay, thanks very nuch.

MR. GARCI A: Thank you.

MR. McKI NNEY: Next up we have M chael Rediner, if
| am pronouncing that right, with Cormunity Bi of uels.

MR. REDI MER. Good norning. Thanks for the
opportunity to speak before the staff of the Energy
Commission. My nane is Mchael Redinmer. | amwth
Community Fuels, we are a biodiesel manufacturer |ocated at
the Port of Stockton. This is our facility. It is a 10
mllion gallon a year plant. W can expand up to 80 mllion
gal l ons per year at this footprint. | will just give you a
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gui ck background. W conpleted the plant in 2008, it is

based on a proprietary design and it is focused on produci ng
quality biofuel fromnultiple feedstocks. One of the big
things we are concerned about is product quality and what
the custonmer wants, and | think that is a really inportant

di mrension to this whole energing industry. |If we are not
satisfying our customers, we are all in trouble. So we have
a conplete lab there where we performour quality assurance.
We do not sell directly, generally we like to sell through
the existing fuel infrastructure system so we sell through
di stributors.

So, what are the market demands? Well, high
quality. Sone early mssteps in the industry created sone
probl ens, sone i nmage and reputation problens, and we are
living through those now, and comi ng out the other side.
Processi ng technol ogi es have gotten better, there is stil
roomfor inprovenent. But there is a lot of variability.
Favor abl e bl end econom cs -- the feedstocks have been about
80 percent of our cost structure. Wen diesel prices drop
and feedstock prices go up, we have got a big problem and
we are all aware of that. So there is a sensitivity of that
spr ead.

And finally, for our custoners, conveni ence and
availability -- and | know Dol ores Santos with NELLA
menti oned storage, intermedi ate storage for our
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distributors. They are many tinmes reluctant to convert

tanks fromexisting service to a biofuel when there are no
custoners, and custoners cannot get the fuel until those

tanks are available, so there is a chicken and the egg.

Retail locations are inportant, to get nore stations
provi ding biodiesel. And finally, fuel performance, whether
it is biodiesel, ethanol, it has to performfor the custoner

at least as well as the existing fuel, otherwi se we are al
going to have a problem So those are things | would
encourage you to consi der.

So industry challenges. WlIl, access to capital,
and we have heard a little bit about that, to expand
exi sting capacity, and we are interested in expandi ng our
capacity as the market continues to grow. And then,
finally, infrastructure. And others have nentioned access
to marine transport, pipelines, storage and bl endi ng
equi pnent at termnals, and additional retail.

So the other challenges. Uncertainty in the
regul ati ons and the increased perception of risk by
potential investors. The conplexity and uncertainty of both
t he | ow carbon fuel standards and the renewabl e fuel
standards have contributed, | think, sonewhat to the
unwi | | i ngness of people to invest in this space right now,
and will continue to be a problemuntil we get all this
stuff sorted out. So, to the degree we can get these things
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fixed and settled, we will all be better off. You know,

the whole issue wth the underground storage tanks and the
Regi onal Water Board, it was, again, sort of a dissonance
within the whole state policy area. And then, finally,

adm ni strative burdens, having to get a variance to sel

bi odi esel at the retail |evel through the Departnent of Food
and Ag, these are all things that are inpedinments to

depl oynment. Increased capital costs due to these del ays and
perception of greater risks, |ack of coordination between
state and federal agencies creates nore conplexity and
uncertainty, and frankly provides a conpetitive advantage to
the existing incunbents in the fuel industry, which is kind
of ironic.

So what are the critical market issues, the
technol ogy and policy area? Wll, clear regul ations
regardi ng bi odi esel storage are going to be inportant,
consistent warranties -- | know there was a nention on
manuf acturer warranties for B20 is an area that needs sone
wor k. Recognition of diesel fuel engine efficiency benefits
-- | know the current policies -- | do not see where the 30
percent inherent inprovenent in efficiency in diesels is
being reflected in the state policy. It seens |ike the
consuners' interest is in how many mles per gallon, and not
how many grans of carbon di oxi de per negaj oul e of energy
t hey can consunme, and | think we need to consider as an
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i ntegrated systemthe vehicle technology and the fuel. And

| woul d encourage you to think about those things. And
then, finally, alignnment of sone of these different policies
and positions between both federal governnent and the state
gover nnent .

So what types of projects in the next cycle?

Well, grants for increased production capacity would be one
area. | think sonmebody nentioned front-end retrofits for
pre-treating sonme of the nore problematic feedstocks because
t he feedstock can have an inpact on fuel quality, and that
is inmportant. Grants for denonstrating new technologies in
t hat area.

So what is the appropriate |evel of state funding
or financial risk that state should take relative to the
private sector? Wll, sone sort of private sharing for
costs of projects. Sonebody nentioned | oan guarant ees,

t hose woul d be appropriate. Focus on projects that are
going to deliver quantifiable results. W think that is
very inportant, that there is accountability and perfornmance
associated wth anything -- any taxpayer nonies that are
focused in this area.

And then the | evel of risk assuned by the state
will be driven in part by the level of regulatory risk
perceived by the capital markets, so maybe there is an
inverse relationship there of sone kind.
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VWhat are the preferabl e fundi ng mechani sns?

Vell, project funding with sone | oan guarantees, or grants,
or a conbination. And, again, funding for actual results,
not good intentions.

Is it necessary for California to bid away
projects fromother states? No, if the regulatory
uncertainties are resolved in the state, and preference is
i npl enented for in-State production, we think that is not
necessary. Support current state production before bringing
in nore capacity -- existing plants are already bel ow
capacity or, in many cases, idle.

How qui ckly can alternate | ower carbon intensity
f eedst ocks be phased in? And, again, we think it is very
inportant to maintain a focus on the custoners so that we
have got high quality product going into the market,
ot herwi se, the market will disappear, so that has to be
sonmet hing we need to think about as we are noving to other
feedst ocks. The policy should not dictate wi nners and
| osers with respect to feedstocks to the degree that it can
be neutral, to create a framework in which a |ot of
di fferent feedstocks can play. And then, finally, new
feedst ocks are constantly being identified, a lot of talk
about canelina sativa right now being grown up in the
Nort hwest for biodiesel. W need to be realistic about the
vol unmes and the commercial timeframes for a | ot of these
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because it always takes longer than you think it wll.

Wiy are California diesel plants under-producing?
And what are the prospects? WlIl, there is a lack of in-
State demand right now. W need to increase our sales, not
production right now By increasing demand, the sales and
margins are going to inprove automatically, so that wll
again attract increased product production. | amnot going
to comment on the renewabl e di esel question, that is kind of
out of our area.

How do project and capital costs for in-State
bi of uel s production conpare relative to other states? Well,
due to the nore -- and sonebody nentioned permtting
requirenents -- we think it takes about 30 percent nore
capital in about a year's tine to build a plant here in
California as opposed to Nevada or somewhere else. That is
significant. W chose to build here because of sone other
reasons, but that is significant and | think it is sonething
that ought to be examined if we really want to devel op a
bi of uel s industry here in the state. Essentially, biodiesel
plant is the chem cal plant and we need to have, obviously,
good stewardship in where those are | ocated. They are not
going to be in shopping centers, they are going to need to
be permtted and | ocated in an appropriate area.

What role could or should inported feedstocks play
in neeting the in-State production? Again, to maximze
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energy security, we think that domestic in ternms of U S

produced feedstocks are the nost desirable. In-State
production is great if it can work. | think the econom cs
need to work and I know a | ot of folks find that right now
and we are certainly interested and have used in-State
feedst ocks. Potential solutions beyond AB 1811 program
i nvestnments are needed to increase in-State production.
Focus on demand. What do the custoners want? That is
really inportant. Make sure you have got that right before
you depl oy any technology or any fuel into the market. And
if demand is consistent, production will follow

How can we nake California production conpetitive
with inports such as Mdwestern corn or out-of-state --
reduce conflicts of conplexity of the state regul ations,
create policies that have a preference for renewabl e fuels
that are produced in-State, support in-State producers
t hrough grants and | oan guarantees, and then force stringent
fuel requirenents again to make sure the custoners are
happy. That concludes ny comments. | will be happy to
answer any questions, and thank you very nuch.

MR. McKINNEY: Geat. Thank you very nuch,
M chael. That was very informative. | have one question
When you tal ked about the current |ack of consumer demand,
what do you see are the needed steps and Iimting factors in
grow ng that demand?
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MR. REDIMER: | think a couple of areas, one is

sonme consuner education because a | ot of people just are not
really aware of biodiesel. | think the ability to have this
in nore retail stations would be hel pful, so nore
infrastructure for its distribution. | know -- | think

Dol ores nentioned they are putting in sone tanks for

bi odi esel, but we need to get nore of that from our

per spective because right now we are limted by that in
terms of how we push our product out in the market.

MR. McKINNEY: So you see kind of a need both at
t he whol esal e di stribution phase and at the retail marketing
phase?

MR. REDI MER:  Yes.

MR. OLSON: M chael, | have a question. This is
Timdson. So in your comments about the need for grants
and | oan guarantees, are you referring just to production
pl ants or al so bl ending and storage term nal s?

MR REDIMER: | think it would cover bl ending and
storage termnals if they were dedicated for biodiesel, you
know, that woul d have to be worked out, but certainly I
think that would hel p sone fol ks out there that are | ooking
at getting into that, but they do not want to take the risk
of converting an existing tank or sonething, to be able to
put a new tank in.

MR OLSON:. And if we could do sone of those types
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of things, and the existing dollar per gallon federal

production credit is still available, is there a need for
anyt hing el se, any other kind of production credit, or
anything like that at the state |evel ?

MR REDIMER | think the -- | nentioned sone
front end processing technol ogy inprovenents to try to help
deal with a variety of different feedstocks is an area that
coul d be supported, or should be |looked at. | think at this
point, getting clarity on the Low Carbon Fuel Standard and
how it is going to kick in, and what that is going to nean
in ternms of the biodiesel market, getting clarification on
that is inportant.

MR, OLSON. Ckay, thank you.

MR. WARD: Thank you, Mchael. WlIlIl done. | have
one question. You nentioned specifically the need for
funding for pre-treating feedstocks. Can you descri be what
t hat nmeans?

MR. REDI MER. Yeah. Basically, the feedstocks to
sone degree determ ne sone of the product quality
specifications, things |ike cloudpoint, there are other
attributes, and | think there are sone technol ogies that are
energi ng out there that can hel p pre-process sone of those
t hi ngs nore cheaply, and get higher production fromthose
f eedst ocks, so you do not |ose as nuch in the process.
think those are areas worth | ooking into and worth support.
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MR. WARD: Wi ch feedstocks are you speaki ng

about pre-treating?

MR. REDIMER: Well, things |ike waste vegetable
oils, animal fats, sone of those areas where you are going
to have a nmuch higher cloudpoint if you are processing those
t hrough traditional, conventional neans.

MR. WARD: Great, thank you. And also, thank you
for addressing all the questions we --

MR. REDIMER  Well, | tried. | didit in 15
m nut es.

MR. WARD: You did a good j ob.

MR. REDI MER. Thank you very rmuch

MR. McKINNEY: Thanks again, Mchael. Qur |ast
speaker on this norning's panel wll be M. Eric Bowen from
the California Biodiesel Aliance.

MR. BOVEN. Good norning, everyone. And, M chael
t hank you for nmaking ny job easy. M nane is Eric Bowen. |
amthe Chairman of the California Biodiesel Aliance, CBA is
the industry's trade association here in California. M day
job is as president and CEO of Tellurian Biodiesel, so | am
here as an industry representative who actually works in the
i ndustry and not as an enpl oyee of the trade associ ati on.

Bi odiesel Alliance is really a cul mination of producers,
f eedst ock suppliers, technol ogy developers, it is a large
tent we have been representing industry here in California
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and the California industry back in D.C. since about 2006.

There are really two key things | want to nmake sure, and
make sure staff at the Conm ssion cones away with today, one
is what is the current state of the biodi esel market because
it is rapidly changing, and | think it is inportant for you
to understand where the industry is today and why, and then,
two, with the limted resources that the state has, and in
particular wwith AB 118, what can the CEC do to help the
state achieve its renewable fuels goals. So let ne do a

qui ck recap of what we think is the waste biodiesel
opportunity, and | have had this conversation with nmany of
you, but Peter in particular.

We know from Dean's presentation this norning,
significant greenhouse gas reductions on the magnitude of 85
percent, conpared to ultra |low sulfur diesel. Biodiesel is
avai l abl e today, this is a commercially avail abl e product
wi th over 10 years of market experience here in the United
States, and crucially in California included. The biodiesel
bl ends are conpatible with existing fuel and infrastructure
and vehicles. The no new vehicles, no new infrastructure
requi red, and we know from a feedstock perspective, froma
wast e feedstock perspective, it is about 100 mllion gallon
per year opportunity here in California, alone. And as a
qui ck footnote, sort of one of the things that just dawned
on me fromGry's presentation this norning, was there is
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al so about 100 million gallons of installed biodiesel

capacity, so an interesting nmatch here. Not all of those
plants are in the right places, and not all of those plants
shoul d be credited to run waste feedstocks, but an
interesting situation where a match of feedstocks that are
not being utilized to its full potential, and biodiesel
plants that are not being utilized to their full potential.
So let's nove a little bit to the state of the
i ndustry, and | have broken this down to two categories. It
goes w thout saying the industry is going through incredibly
chal l enging tines, and |I broke them down into the national
i ssues and then California specific issues. So let's start
with the national issues. Industry is in conplete freefall.
From a production standpoint, the industry is contracted by
about 50 percent this year. There is about 750 mllion
gal | ons produced in 2008, and we are on a run rate to do
about half of that, or 350 to 400 mllion gallons in 2009.
Needl ess to say, that is a major najor contraction. Even
| ast year when things were by conparison good, and we were
on three or four years of two to three X growh rate year
over year, we had an industry utilization rate nationally in
bi odi esel of about one-third. So with a contraction of 50
percent, and additional plants com ng online, you can see
that one-third utilization rate, which was al ready
atrocious, is now just about double digits, barely. W are
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inthe lowteens in the industry utilization rate. That

has caused about 75 percent of the plants in the nation to
be shut down or idle, by nunber. Mst of those have gone
bankrupt or are out of business, sone of themare getting

pi cked up through bankruptcy options. So why is all this

bl oodbat h goi ng on when, you know, you would think that

t here should otherw se be a healthy biodiesel market out
there? Well, the underpinning of demand was intended to be
RFS2, the second version of the Federal Renewabl e Fuel
Standard that created for the first tine a specific bucket
for biodiesel, or what they refer to as bi onass-based
diesel, 500 mllion gallons in 2009, this year that we are
in, growwng to a billion gallons by 2012. WwWll, for a whole
variety of reasons that we do not have tine to go into,

t hose regul ati ons have not been inplenmented, and the current
t hi nki ng com ng out of Washington, D.C. is we will be |ucky
if we get visibility into when they will be inplenented,
sone time the mddle of next year, with likely

i npl enentation in 2011. And there is a colossal battle
goi ng on between the petroleumindustry and the corn ethanol
i ndustry, EPA, Congress about how we are going to neasure
greenhouse gases, and how that inplenents and affects RFS2.
The bottomline is what was intended to be sort of a safety
net for the biodiesel industry has been renoved and i s not
com ng back any tinme soon. Second is, the one dollar tax
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credit and, Tim | think you made reference to this a short

while ago, currently said to expire at the end of this year.
If it expires, that will be yet another bullet for the
industry. It will likely get extended, | can say with a
very high degree of confidence it will get extended.

Whether it gets extended in time for a lack of interruption
starting January 1, 2010, 50/50 at this point. And it wll

likely also get restructured froma blender's credit to a

producer's credit, and I will not go into what that is,
but.. So the investnent community that invested in ethanol,
invested in biodiesel, lost all of their noney. They are

not | ooking to pour noney back in, and they are all sitting
on the sidelines waiting for how this shakes itself out.
That is the national sentinent today in biodiesel.
Californiais a bit of a different market. It has
a bit of its own challenges, in addition to the national
chal  enges. So the underground storage tank issue was nade
reference to earlier, hopefully you are aware of that, |
will not go into details, happy to followup offline if you
are interested. Let's spend a nonent on this whol esal e
distribution issue, which sone of the questions last tine, |
t hi nk, were poignant on this point. The biodiesel markets
nationally that function probably best |ooked at in, say,
I1linois and M nnesota is two exanples. And why do they
function there? M nnesota, because it has a B2 nmandate,
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every gallon has to have two percent. And Illinois, there

is a large state tax incentive, so it is cost-effective to
bl end at | east 11 percent biodiesel into every gallon of

di esel. That caused upstream changes in the petrol eum

i ndustry where virtually every bulk transfer station, every
termnal, every rack has biodi esel storage and bi odi esel

bl endi ng capabilities. That allows biodiesel to get to the
end user, which is nostly heavy duty vehicles, trucks, and
busses, at a cost that is conparable to petrol eum di esel.
Wthout that type of infrastructure, what we do here in
California today is what Dol ores nmentioned, which is to go
maybe to a local plant and trucked in, or it is rail carted
in, and then it has got to get dunped into soneone's truck,
and then it goes to soneone's bulk plant, and then it gets
bl ended with petrol eum diesel, and then it goes to the end
custoner. That adds anywhere between $.15 and $.50 a
gallon. Now, that is not an easy thing for biodiesel to
remai n conpetitive after that penalty, that |ogistics
penalty and actually to conpete effectively with petrol eum
di esel .

What else is going on? Well, that price bullet,
that is what is driving the price problem mainly. There
are two issues -- high cost feedstocks with soybean oil and
then the | ower cost feedstocks, the waste materials which
are cost-effective, but for this |logistics problem
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Low Carbon Fuel Standard -- and | wi sh Dean were

here because | woul d harass himyet again, | have been
talking to himfor ages now about the slow ranp and how t he
sl ow ranp does not serve renewabl e fuels and bi odi esel well.
The ranp that he has will not absorb current biodiesel usage
until around 2013, 2014, that is silly, that is not an
incentive. Al of these things are causing scal e problens,
again, in order for plants to be productive and have good
econonm es of scale, they really need to be 10, 20, 30
mllion gallons per year plus. |If you |ook across the
country, the plants that are running, that is what they | ook
like. If you look at California's plants, they are nostly
sub-10, that wll never work. They have got to get |arger.
Est abl i shed ways of doing business, this supplies
both the petroleumindustry, it was made reference to
earlier, as well as those in California who control
currently these waste feedstocks, they have historically not
gone into energy markets, they have historically gone into
feed markets, or been exported, and they have been burnt by
sone of the early biodiesel conpanies that bought used
cooking oil, or animal fats fromthem failed to pay, and so
they are hesitant to sell back into that industry. That
will not be a problemonce they are known as good repeated
buyers, but that is sonething that, you know, you were
| ooking for hurdles? There is one we have identified.
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Finally here, NO, and everyone in this roomis

famliar wth some of the concerns the Air Resources Board
has had with regards to potential NGO increases with

bi odi esel. W believe, based on data com ng out of the
Nat ural and Renewabl e Energy Laboratory that biodiesel

bl ends of B20 and down are NO neutral. The ARB will be
wei ghing in on that question this fall, as Dean nade

ref erence.

So let's nove to the solutions portion. Wat can
the state do and, in particular, what can the state do with
AB 118 funds. By far and away, the nunber one thing you can
do, and for those of you who know ne, this is nothing new,
address this whol esale infrastructure problem In sone
early discussions, there was an idea of doing one rack down
in Southern California, and one in Northern California. W
have tal ked to Ki nder Morgan, we have tal ked to the
engi neers, we know that it is about $2 nmillion per rack to
put this in. This is not sonmething that is obsolete
infrastructure, if you are one of the people that believes
bi odiesel is an interimfuel, you still need this
infrastructure because you are going to need a place for the
renewabl e di esel to come down the road, as well. This is
good infrastructure for our fueling, it helps with biodiesel
today and renewabl e diesel tonmorrow. | would actually
encourage far nore than just two. | nean, if you think
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about $2 nmillion a pop, 50 percent match, if you took $5-

10 mlIlion and spread these things throughout the state, you
woul d make a gane changing difference. There has been about
probably in excess of $100 million of private capital that
has been spent in biodiesel plants still in the ground in
California today, it is massively under-utilized for two
reasons, 1) it cannot run the right feedstocks in those
cases, it cannot run used cooking oil animal fats, and 2) it
cannot access the market cost-effectively because there is
no infrastructure at the whol esale place. If we can address
both of those issues, that $100 million investnment can be
put to good use.

O her issues that we need to tal k about --
under ground storage tanks. W have got a patch right now
that we worked on with the Water Board, but this is an issue
that renewabl e diesel is going to face, we need to get ahead
of the issue onit, and it is an issue that biodiesel, while
it has tenporarily solved, it needs a | onger term sol ution.
It has been nmentioned a couple tinmes about upgrading the
front end. | wll just add a little bit to Mchael's
gquestion, the question you gave M chael with regard to what
actually needs to be done. There is inpurities in used
cooking oils and animal fats, which are the cheapest
f eedst ocks, these sane inpurities also exist, or simlar
inmpurities exist, in the corn oil that we can extract from
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plants |ike Dolores', the Calgren plant. Those are by far

and away t he best greenhouse gas profiles, as well as the
nost cost-effective feedstocks for biodiesel. And there are
really only two plants in the state today that can cost-
effectively process biodiesel fromthose materials, W down
in Coachella, and the Crinson plant in Bakersfield. The
other plants that are in the state, sone of them deserve
sonme grant funds, or sone |oans to upgrade and get these
front ends in, otherw se those are going to becone stranded
assets.

Next generation feedstocks? | think a snal
anount of noney needs to go to these things. Mst people
think algae is at |east five years away, you will be hearing
nmore on that tonorrow. And then, again, | think sonme snal
anount of noney should al so go into next generation
conversation technol ogies. Wat is renewabl e di esel going
to look |ike outside the context of the petroleumrefinery?
And do we want to fund that? And what is an integrative bio
refinery going to look like? As | nentioned earlier,
petroleumrefineries do not just produce fuel, they produce
a whole suite of products, and that is how they can make
fuel again expensively. Biofuels are going to need to do
the sane thing. |If you have any questions on any of this,
feel free to reach out to me or the CBA CQutreach
Coordi nator, Celia. | will be nore than happy to answer
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guestions and cone up for a foll owon one-on-one.

appreci ate your tinme today and | am happy to answer any
guesti ons.

MR. McKINNEY: Great, thank you very very nuch
Eric, that was right on point and very informative. | guess
a point of process here. W are at the a lot of tinme for
this panel, perhaps we could take 10 or 15 m nutes for
di scussi on and push lunch back a little bit? | see nods,
okay. Wy don't we say a 10 or 15 mnute discussion with
the panels and then | will say a few things before we break
for lunch. Tim do you want to kick us off?

MR OLSON: Well, | want to ask Eric one question
first, and this mght be offline, just a clarification of
that cost of the termnal rack infrastructure. W are
hearing that those costs are nmuch higher than $2 million per
project, and if you are referring to what the state could
do, that is kind of the |level that people have asked us, if
we can get $2 mllion, $3 million, $4 mllion, eventually
for a $40 mllion project, leading to a $40 mllion project.
So we would l'ike some clarification on that.

MR. BONEN. Happy to do that. So | cannot
remenber the exact nunber of terminals in the state, but it
is in the couple dozen range. And so you are not buil ding
sonething fromscratch. Wat we are tal king about is
putting in a dedicated storage tank as, say, a Kinder Morgan
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rack, and putting in piping and bl endi ng equi pnrent to feed

that rack, and feed that tank into the rack. | have worked
t hese nunbers with Kinder Mdrgan, and | have worked these
numbers with other folks, $2 mllion was a bona fide cost,
and | can get you all the information. W actually may have
sent -- Peter -- well, we may have sent it to Mke Smth
followng a neeting we had a while back, but | can
definitely get that to you. Full engineering, full -- and
the key piece of this is it is not about infrastructure that
serves one plant or one facility, you know, if you take
infrastructure of that nature and you put it into these

| arge bul k transfer systemfacilities, you know, there are
tens of mllions of gallons of diesel noving through those
facilities on a daily basis. And so all you really need to
do is allow plants both within the state of California, as
wel |l as el sewhere, to be able to access that infrastructure.
And, Tim | wll put it on ny to-do list to get you the
specific details on that cost information.

MR, OLSON: Ckay, | appreciate it.

MR. WARD: FEric, is that -- just so | can
understand this storage at the large bul k distribution
termnal, but it is also the rack, is that like a
conmput eri zed bl endi ng rack?

MR. BOWNEN: Correct.

MR. WARD: That is state-of-the-art now, a Skelly
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system or whatever it is.

MR. BONEN: Yes, there is state-of-the-art, there
isalittle bit of a tricky part on biodiesel in that a punp
and systemthat will do |Iow blends like B2, B5 wll not
al so do high blends of |ike B50, B80, because it cannot
handl e that level of variation. So if you want to be able
to do that type of wide range, it actually requires two
systens. Again, all very doable. That probably adds a
coupl e hundred thousand dollars, but it is all within this
$2 mllion budget price range that | have shared with you
t oday.

MR WARD: Great. Thank you.

MR OLSON: Jim | think one question | would kind
of like to start off with the panel is, and primarily for
t he et hanol people here, can you give us your insights on
how -- if we are providing noney, trying to facilitate your
projects getting constructed, and our goal is to get as nuch
greenhouse gas enission reductions in the actual use of
that, it kind of begs this question: how do we nmake E85
systemwork on a pricing standpoint? And maybe for the
bi odi esel, the sane thing, to what extent can we push that
bl end | evel up or neet fuel and nmake it work on a pricing
standpoint? And so, | guess anyone of you who want to
respond to that.

MR. RUBENSTEIN. Tim this is Dave Rubenstein with
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California Ethanol and Power. | honestly -- this is ny

own personal view about E85, for instance, is that, you
know, down where | live in the South Bay of Los Angel es,
have friends that have E85 vehicles and there is just no
place to fill up there, no gas station owners will put a
tank in to service to do that. M own personal feeling,
just being in this industry for a nunber of years at this
point, going to a higher blend as California is going to a
10 percent blend, and maybe eventually a 15 or 20 percent
bl end down the road such as other states already | ooking
intoit, that mght be the better way to go. And then, in
terms of greenhouse gas em ssion reductions, in our case,
you know, we are | ooking at probably a nunmber of 20, which
is about half of what Brazilian ethanol greenhouse gas
em ssions are going to be at, and working with big oi
refiners who are interested in our product, we think that
getting an ethanol with | ow greenhouse gas em ssion
reducti ons such as sugarcane et hanol and sorghum which we
are looking at, as well, and then going to a higher blend
rate mght be the magic fornula for what the state is
| ooki ng for.

MR WALKER: This is Bob Wal ker from Swan Bi onass.
There are two issues that are sort of co-mngled. One is
that, right now, if you had a carbon credit for going to
E85, that would change the price of the ethanol that was --
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the value of the ethanol that was going to the refineries;

secondly, you have a problem and it is problemof -- |
think it is just trust, that you should start marketing
things with, okay, use it as dollars per gallon, fine, but
al so force people to put in the gasoline gallon equival ent
nunber, because then people can just |look and figure it out,
rat her than saying, "Well, I'"mnot sure.”

MR. BONEN. | am happy to answer that fromthe
bi odi esel standpoint. So on the pricing, the biodiesel in
California made fromused cooking oil or animal fat wll
| eave plant in gate at a full comrercial scale facility
bel ow the price of ultra |low sulfur diesel, so pricing
probl em solved fromthe plant in gate. | nade reference to
the problemof getting it fromplant and gate into soneone's
tank, and the unnecessary costs that are incurred along the
way. Wth regard to high blends or niche fuel, |I would
strongly urge California to pursue sort of a dual pathway,
one is the |l ow blend pathway and that is where you can use
all the existing diesel punps, they can easily run up to B5,
B20 if they so choose, easy to do and | ow nmai ntenance, easy
stuff to do. Wth higher blends, which I wll describe as
anyt hi ng above B20, that is a niche fuel, and I would
encourage us to continue to think of it and pronote it as a
niche fuel. And | have been driving ny car personally on
B100 since 2002, and so here we are seven years in, you
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know, nost of that time | paid a premum | am happy to do

so. And there are certain fleets, you know, Ciff Bar
certain grocery stores, Wole Foods, people who really want
to wave an environnental flag and want a super hi gh bl end,
and froma state policy standpoint, you know, that is great,
t hey nake good stories, but you are not going to nove a | ot
of diesel that way, you are not going to decrease a | ot of
greenhouse gases that way, it is really getting into the
price sensitive fuel users, the truckers, the buses, that
consune 95 percent of the diesel that California consunes,
where you are going to get your greenhouse gas reductions.
MR. WALKER: Bob Wl ker again with a conment on
ethanol. If you |look at those prices or the cost figures
that | put out as representative, the price or cost of
et hanol is going to be, in our new paradigm it is going to
be |l ower than the price of gasoline. And so what you are
faced with is another problem how do you manage t hat
transition disruption? Because a prudent manufacturer of
cellulosic ethanol is going to relax and price his product
under the unbrella of the corn ethanol facilities until he
has not sold out his plant. | nean, he is going to start
| owering the price. |If he starts lowering the price, there
is a natural reaction it is going to have, and it is going
to be the wi nnowi ng out of the corn-based facilities. But
what the oil industry is going do to react to that is not

CALIFORNIA REPORTING, LLC
52 Longwood Drive, San Rafael, California 94901 (415) 457-4417



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

110
clear, but the ethanol fromcellulosics ultimtely can be

down in a range where the oil conpanies do not want their
gasoline priced either. So you have a really conpl ex kind
of a pricing structure that, fromthe state's perspecti ve,
they do not want to start inadvertently having peopl e thrown
out of work because you have got sonething that benefits one
mar ket or versus anot her.

MR. WARD: Does the E85 option shore that price up
a bit? And in response to your previous comrent, | think
what we are doing with ethanol many years ago, we did price
it on a Btu equival ency basis and posted that price on the
signage, so | think that is inportant for the consumer to
know that and they can sort of nmake their own choice, and so
they are not surprised when they go for that second tank
filled when they did not get the m | eage they were hoping
and they were paying slightly less. But is the E85 nore of

a break away market for the pricing on it?

MR. WALKER:  Well, | think you are going to want a
gasol i ne equi valent price of the E85, as well, and so that
is -- 1 think what you want to do is make the thing

transparent so that people can do what they want to do. The
E85 is de facto going to be the vehicle for getting a | ot of
et hanol into the marketpl ace because you are not going to
have the vehicle manufacturers saying, "Wll, yeah, sure,
you can take it to the E100, that's fine." That is a new
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i ssue, whether or not you want to have E100 facilities on

the market. | think you are going to need those and there
are isolated -- it is sort of like a fleet question, you can
find places where it can put fleets of those in, service
them and they will bring in E100, but that is nore of a

di esel kind of a market than a gasoline kind of a market.
Incidentally, | have an observation question for you guys.
Has anybody in California Googled retrofit ethanol systens
for their cars? There are a bunch of people out there with
kits that you can put on a car and nmeke the thing eat

et hanol at whatever |evel you want.

MR. WARD: | have not Googled that, maybe we
shoul d have Dean Sineroth Google that. | think Ar
Resources Board would be very interested in the results from
t hat Googl e search

MR. WALKER: Well, it is fifty bucks for a kit to
convert to handling basically E85 now, a gasoline --

MR. WARD: And then certification through ARB
m ght be --

MR WALKER Well, and that is the point. You
have to put in a new systemthat says, "Ckay, are you going
to let these guys take the kits off who want to certify
their car before they put the kits on?"

MR. WARD: Happy not to be rated for an agency at
this point.
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MR. WALKER: Well, but w thout the regul ated

agency, the ultimate result is going to be fairly
straightforward, | think

MR. OLSON: | have one ot her conmment or question
for each of the panel nenbers. W heard a lot fromyou in
di fferent things, some very comon things about what | woul d
call cost sharing on sone of the initial production plants,
feasibility study, what | woul d describe as pre-devel opnent
types of activities. And you had sonme suggestions on kind
of regulatory relief, permtting. |If you are asked this
guestion, what would be the one or two top things you would
ask us to do, whether it is spending noney, or trying to
facilitate that? Wat woul d each one of you suggest? Maybe
start with Eric and go through.

MR. BOWEN. Easy. Spend noney on infrastructure.

MR. OLSON: M chael ?

MR. REDI MER: | guess, yeah, | think
infrastructure would be good. | think sonme sort of
recognition or a recomrendati on on where policies have kind
of gotten across fromeach other and have created barriers.
| think it would be an exercise that maybe the staff at the
Energy Conmmi ssion could take on at sone |level, just to say,
you know, "Here are sone of the inpedinments to the industry
flourishing in California," |I think just to raise the
political consciousness of the state, | think, would be
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hel pful .

MR GARCIA: Two itenms, one is, again, repeating
the issue on the port access and storage. That is a real
problemand it will block people's flowinto the state.
Second is perhaps a bit nore specific to ny technol ogy, but
genui ne R&D funding to nove the technology to the comrerci al
state. Qur conpany is at a state where we have proven the
technol ogy, we are inproving the technol ogy, but now we need
the funding to take it to the full production scale, and
that is not an easy step.

MR. PELLENS: Brian Pellens, Geat Valley. 1In ny
perspective for what we are outlining, feedstock
availability, feedstock studies, we need that yesterday. |
am assum ng that the work is ongoing, but we are ready to
use that data today. Secondarily, for financing facilities,
t hat guarantees woul d be very useful. Thirdly, with the
specific process that we are outlining, inasnuch as it is a
tenplate, we think it would be very valuable to eval uate
sonme of the alternative products that we woul d nake. W
know t hat ethanol is very valuable, but inasmuch as we are
going after the integrative bio refinery, producing energy
and materials, and chem cal feedstocks, that would be very
useful .

MR. RUBENSTEIN: Dave Rubenstein with California
Et hanol and Power. In our case, at this point, it would be
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the funding and trying to overcone the requirenent of

having the federal ARA portion tied to getting funding right
now. That has been a serious hurdle for us. And | |iked
what Brian said, too, about also then helping us to | ook at
-- in our case, we have been | ooking in various sugarcane
varieties that we could grow, up to 20 of them as a matter
of fact, all funded internally, so it would be nice to naybe
have sonme assistance there. O, we have also started to

| ook at sorghumas a fill-in, so any assistance in that area
woul d greatly hel p there.

MR WALKER:  Well, | think | nmade it pretty clear
that getting a plant built now -- you have to deci de what
you want to do about the RFP2 because that is facing you as
an obligation; how are you going to get beyond that? And |
think the only way to do it, and in terns of the fol ks here
who are making ethanol, they would be included, of course,
in any buil d-out, because they are the | eaders right now,
and they need that one plant to get started, as well.

MR. McKI NNEY: kay, thank you. | think we have
one question on WbEx, John Shears.

MR. SHEARS:. Thanks, Jim Can peopl e hear nme?
McKI NNEY: Can you speak up a bit, please?
SHEARS: Now can peopl e hear nme?

MoKl NNEY:  Okay, go.

2 ® 3 3

SHEARS: Yeah, | just wanted to, you know,
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this has been touched upon, | think nmaybe it was Eric

Bowen who nentioned the vehicle issues and, not to put Dean
Sineroth on the spot if he is still in the room but there
are concerns with the conpatibility for any type of

bi odi esel and the new cl ean diesel technology that is al so
on the heavy duty side, the 2010 target com ng up, and so |
have a question with regards to those conpani es that have
plants to continue, you know, on the sane biodi esel pathway,
what they think their market profit will be going forward,
given that we have the Low Carbon Fuel Standard and
everything driving demand for |ow carbon fuel. In
California, many of us are always thinking about the |inkage
wi th the vehicle technol ogi es, but when nost of the car
manuf act urers begrudgingly are accepting up to five percent
bl end, and are |l oath to accept anything hi gher because of
issues relating to conpatibility with the fuel systens,

em ssions control, etc., and California on the vehicle side
is catering to a new set of revisions for the vehicle

regul ations that are going to push the em ssions controls
even harder, and even in the absence of the biodiesel
guestion, diesel vehicles will have sone chal |l enges, neani ng
that they are proposed targets to be contenplated, so | am
just -- my question is with regard to, you know, how the
conpani es that are pushing for being ranped up in production
of , say, diesel, are they thinking about these |onger term
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prospects for their fuel products, given the fleet of

policies that are pushing advancenent not only on fuel, but
al so on vehicles going forward in the comng year? So if
anybody would |i ke to make some general comments, because |
understand Anyris Technol ogy is one of the conpani es that
has the equival ent of a hydrocarbon fuel, the chall enge,
think, going forward is going to be for those conpani es that
are sort of sticking on the sane pat hways.

MR. REDIMER. This is Mchael Redinmer, Comunity
Bi ofuels. Well, I think right now we would be thrilled to
death if we could get 5 percent of all the diesel fuel in
California, much less the U S., so that would be a great
goal to have over the next three or four years. | think
beyond that, clearly we are going to have to work through
fuel conpatibility issues with em ssion control systens as
we go forward. How that ultimately translates itself, |
wish | had nmy crystal ball, but generally, yeah, it is
i ssues that are going to have to be addressed. | know CARB
has been | ooking at them 1 know t he engi ne manufacturers
have been |l ooking at it, and we will have to see how things
work their way out over the next four or five years or so.

MR. McKI NNEY: Ckay, why don't we take one nore
guestion from M. Kaffka.

DR. KAFFKA: H, thanks, Jim Steve Kaffka,
Cal i fornia Biomass Col | aborative. There have been a nunber
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of comments about feedstock, questions of supply, | just

wanted to nmention that, through the generosity of the
California Energy Conm ssion and California CDFA, the
University is starting research on several of the crops that
have been nmentioned this norning, and we would |ike to have
a technical advisory conmttee. So if anybody is interested
in participating in maki ng suggestions to us, particularly
sugar cane, sweet sorghum and wi nter Wsley [phonetic],
particularly, lowrainfall crops are nostly in mnd, but
there may be sone others and so there is at |least an initial
i nvestment going forward to answer some of these agrononic
and supply questions. And I will talk about it nore this
afternoon, but particularly tonorrow.

MR. McKINNEY: Okay, and there was one comment, |
t hi nk, on the chat from WbEx which had kind of to do with
t he conparative methodol ogi es, or cellulosic ethanol from
waste streans or trees versus electricity, and | would refer
that person to the fuel pathway docunent, it is avail able on
the LCFS website through the Air Resources Board, or through
our AB 1007 Report, which is available on the Energy
Commi ssion's website. Wth that, | want to express ny deep
appreciation to the panelists today. This has been one of
the nost informative panel discussions | have participated
in fromindustry. So we deeply appreciate this. W are
serious about really wanting to understand industry's
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perspective as we nove forward in crafting this draft, the

staff draft, the next version of the AB 118 |nvestnent Pl an.
So thank you very nuch, gentlenen and Dol ores. W are going
to reconvene at 1:30, so those of you on that panel, if you
coul d be punctual, please, there are several |unch
establishnments if you go east of "O' or "P" Street where you
can get a quick bite to eat. Again, thank you so nuch.
[OFf the record at 12:36 p.m]

[ Back on the record at 1:35 p.m]

MR. McKINNEY: So the focus of this next panel is
going to be on wholesale and retail, both infrastructure and
mar ket issues. And | think we heard sonme very good
information about infrastructure needs for biodiesel
distribution this norning, and hopefully we |earn nore about
that for this next panel. So again, | will refer speakers
in the audience to the list of questions that we had put out
previously, so if you could try and answer sone of those, if
you could go through it. And, otherw se, Timand Pete and |
will be asking followup questions. So, Rick, are you ready
to go here?

MR SHEDD: Yes, | am

MR. McKINNEY: Okay. So our first speaker is M.
Ri ck Shedd fromthe Departnent of Ceneral Services, Ofice
of Fl eet Managenent. Welcone, Rick.

MR. SHEDD: Thank you very nmuch. | appreciate the
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opportunity to speak to the workshop and give you the

government perspective, fromthe end user of biofuels over
the | ast several years. | can tell you right off the bat
that this group of alternative fuels, and | have been in
this business for a nunber of years, and these biofuels have
taken off much faster and have gotten nore w despread use
out of the gate than nost any of our other alternative fuel
projects in the past, so we are very confident that the
trend is going in the right direction.

This particular slide, just to give you a little
bit of background on the state fleet, this report was done
in 2007. W are currently validating the 2008 nunbers, but
this is a pie chart that shows you the passenger vehicle
inventory for the state's vehicle fleet. There are 38, 326
passenger vehicles. The majority of those vehicles, 81
percent, in fact, are nmaintained within eight departnents,
the | argest departnent obviously is Caltrans, Ceneral
Services, CHP, Corrections, California State University,
Par ks and Rec, Fish and Gane, and Forestry, all of which
have bul k fuel sites, as well. The other 19 percent of the
state's fleet is contained in nore than 100 different snal
and nmedi um si zed state agencies, spread out across the
entire state of California fromborder to border.

This gives you a little background on the
inventory of the state fleet, al nost 80 percent is nmade up
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of gas and di esel vehicles. W are working on a new

systemto capture fleet nunbers and data fromthe different
state agencies that is going into a fleet asset managenent
systemthat is being deployed as we speak, so that by next
year we shoul d have the nunbers broken down even finer, so
that we will know how this top nunber, for exanple, how many
of those are diesel versus gasoline. Right now, we are
collecting this information manually, so it has nmade it nore
difficult to get down into sone of the detail. Twenty-one
percent of the state fleet are nade up of alternative fue
vehicles and bringing up the rear is 1 percent of hybrid
vehicles. The last bullet down there, 36,027 vehicles were
purchased during 2007. That is fairly substantial. The
nunber stays about the sane year in and year out. W go
from 3,500 to maybe 4,500 vehicle purchases every year.
This particular year, we are going to reduce that nunber
quite a bit because we are under a freeze, a purchasing
freeze, so state agencies are going to have to get an
exenption fromtheir cabin | evel agency secretary in order
to nmove forward with any purchases. And there is also a 15
percent reduction in the state fleet. W are going through
adrill right nowto reduce the size of the state fleet by
15 percent. So that is going to reduce overall the nunber
of vehicles within the state fleet and the nunber of
vehi cl es purchased in the future.
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For the alternative fuels segnent, the nunber of

fl ex fuel vehicles has been increasing over tine, and you
can see here | just pulled up the last three years. Again,
2008 nunbers are getting validated now, but | suspect they
are going to conme in around 70 percent fromthe nunbers
have seen. But you can see how that trend has increased
over the last three years, and especially so between 2006
and 2007, because the manufacturers began offering nore
nodels in the flex fuel type. So what we saw especially to
help the state fl eet was when Ford introduced the Crown
Victoria police package vehicle in a flex fuel version, and
because the CHP is one of the |argest purchasers of vehicles
every year, we saw a huge increase in the nunber of flex
fuel vehicles that nodel year. W expect that trend to
conti nue.

MR WARD: Rick, this is the percentage of new
vehi cl es purchased each year?

MR. SHEDD: No, this is the percentage in the
fleet as of 2007.

MR. WARD: For all fleet nunber?

MR. SHEDD: Correct. Now, | put flex fuel instead
of E85 because we still do have sone of the old MB5 vehicles
runni ng around, so | wanted to | eave that open. So we do
have vehicles that were part of the old MB5 denonstration
project that are still in the state fleet. But then about
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-- and of course, we also have as the |ast bullet point

sets out other alternative fuel vehicles, including
conpressed natural gas, propane, and electric. But you can
see the trend is towards flex fuel because that is what is
being offered fromthe vehicle manufacturers. |t was about
2003- 2004 where we saw the conpressed natural gas vehicle

of ferings decrease significantly and the flex fuel offerings
i ncrease.

We al so took a stab at getting our arns around the
fuel that the state fleet consunes. This had never been
done before. And so we worked for nmonths and nonths on
trying to figure out how many gall ons of gasoline, diesel,
and other fuels the state fleet does consune. This
particul ar report was done for our fiscal year because we
were trying to follow the state fleet contract that
corresponded to our bul k fuel purchases, but we are going to
roll this particular report into the previous nunbers | was
showi ng you, as part of an annual report on the state fleet,
and we are going to include the fuel purchases, as well. So
begi nni ng next year, we will have all of that in a cal endar
year basis, which is what our statutory requirenent is. But
as you can see, 34 mllion gallons of gasoline were
pur chased during that fiscal year, 11 mllion gallons of
di esel, 327,174 gallons of gas gallon equival ent of
conpressed natural gas or propane, and just over 66, 000
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gal l ons of E85. Now, what is significant about that is,

you may recall some of the inquiries that were being done by
the Senate back in the summer of 2007 because we were being
asked why we were purchasing flex fuel vehicles when there
was not flex fuel available at the tinme. And in the sumer
of 2007, the only station available retail at that point in
time was down in San Diego. W had a station being built in
the Sacranmento State garage, which is across the street from
this particular building, but the permtting had not been
quite conpleted on that particular project, so we procured a
tenporary 1,000 bel ow ground tank, 1,000 gallon above ground
tank, and began di spensing fuel fromour state garage here
in Sacramento. So that sumrer, we basically went from zero
al nost to a significant nunber, 66,000 gallons, in the
course of a year. In 2008, of course, the nunbers are not
in yet, but we suspect that nunber will increase
significantly.

Forty-two percent of the state fleet purchases its
fuel at retail comrercial outlets and we use what is known
as a state fuel card. There are a nunber of these cards
that are running around the nation for fleets to use. The
particular card that the state uses is called the Voyager
Card, it is a U S. Bank product and it is exclusive for fuel
and fleet-type purchases. So we get a lot of rich data
feedback fromthat particular card. Fifty-two percent of
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the state fuel is purchased through bul k purchasi ng where

we used | everaged procurenent contracts to go out and buy
whol esal e fromthe distributors to feed our underground or
aboveground tanks. And the remaining fuel purchases were
derived fromrental cars, usually those travel expense
clains that are turned in when sonebody is doing travel, and
it is not done on a fleet card. Those were a little harder
to get our arnms around, but we did nake a stab at it and we
think we got sone pretty -- we are here in the ball park, at
| east, for sone pretty good nunbers on what the state is
purchasing, but there is a lot of work to be done to really
fine tune our data gathering process and nake these nunbers
as accurate as possible. And I will get into that in a
monment. Also, the last bullet points out that we average
about 32,000 retail transactions every nonth.

One of the things that we wanted to take a | ook at
and bring to your attention were the nunber of bul k fuel
tanks that the state operates and, again, we have state
agencies that are all over the map, they are in rural areas,
very very renote areas, and they are in urban areas, as
well. But we have got 970 di esel tanks out there, 772
gasoline tanks. This also, | wanted to point out, includes
the University of California. The other information that |
was sharing earlier on the nunber of state vehicles did not
include the University of California, they are not part of
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our group that we collect information from But they are

included in this particular detail because this is what --
the Departnent of General Services Procurenment Division
sends out a survey every year to all the state entities that
purchase bul k fuel to get an idea of where their tanks are
| ocated, the size of the tank, the type of fuel that they
use so that they can go after these | everaged procurenents.
And t he vendors bidding on these need to know t hat
i nformati on because a | ot of the bids have to be derived
fromwhere the tanks are | ocated, so the distance between
where the refinery are, the distribution site, and the fi nal
destination goes into that factor. Currently, 90 E85 tanks
are operating right across the street here; we were one of
the first in the state, we had a 15, 000 gal |l on under ground
tank installed back in 2007. There are eight to 10 E85
tanks planned for 2010, they all range from 500 gallon
aboveground tanks to 15,000 gall on underground tanks, and
t he Departnent of Transportation, Caltrans, is transitioning
to B20, and projects it can possibly use up to 3 mllion
gal lons of B20 by 2010. | wll also note that they are
probably the nost aggressive departnment in the state as far
as converting their bulk fuel sites over to E85, as well as
their diesel over to biofuels.

So the significant issues that | would like to
bring to your attention, obviously funding is on everyone's
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mnd if you are in state governnent because of the budget

deficit, so scare funding resources, we are conpeting for
other things that we are trying to do at the sane tine, so
noderni zing fueling sites and building infrastructure
obviously has to conpete with all the other things on our
agenda. It is a major concern. Permtting -- this may have
gotten a little bit better, but | can tell you from persona
experience, when we were trying to get permts for our |ocal
site here in Sacranmento, there is a very |l engthy and
unpr edi ctabl e process, really dependi ng upon where you are
in the state, the process could be much different. You have
got not only the Air Resources Board and local air quality
districts, but you have got the Water Quality Contro

Boards, you have got the Fire Marshal, or it nay be the

| ocal Fire Departnents that you have to navigate through

We t hought we had gotten all of our permts through and,
again, this was del aying our opening of our 15,000

under ground tank, hence going to a 1,000 gall on aboveground
tank just with a limted permt to get operational. W

t hought we had everything concl uded when, | o and behold, we
needed a light rail permt because our tank was so close to
the Sacranmento light rail. No one knew that there had to be
a permt for that, but because of the proximty of the
underground tank to the light rail track, we had to step

t hrough anot her hoop. ©One of the things that we woul d
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really like to see, and maybe sone of the other retailers,

if they are presenting on this, mght be able to speak to
that, but a nore streamined process for permtting, a one-
stop-shop, if you will, where applications for these things
could be vetted across the board. | know when we did get
our underground tank put in, finally authorized, and we were
punpi ng, we took that 1,000 gallon aboveground tank, we
noved it across the river to the CHP acadeny where they
build all the CHP cars, only four mles fromhere, it took
them another six to eight nonths to get it permtted over
there. So just nmoving it across the river and changi ng, you
know, your water quality district made a ton of difference,
you know, that that is replicated up and down the state.
There is also limted ability to share fuel
resources between state agencies and there are a nunber of
reasons for that. |If you can inagine a Caltrans naintenance
yard that has a |l ot of heavy equi pnment com ng and goi ng out
of it all day long, these fueling sites that they have are
for their own equi pnent so that they can keep them up and
runni ng and so they can get out on the road early. Wen you
have sharing, you have to be able to account for the fuel
where it is going, and be able, if it is another state
agency, to bill themfor that. Really, the Departnent of
General Services was the only state agency set up for that
type of fuel exchange. Qur garage here in Sacranmento is
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designed just |ike a regular gas station would be

designed. W have fuel attendants, they work the punps,
they swi pe the cards, they make sure that all the
information is taken fromthe state vehicle that is out
there getting gas, and we have gasoline, we have E85, of
course, we have conpressed natural gas, but all of those
vehicles in the downtown area that come by our station, we
have to have a way of recognizing who they are, so we set up
an account with themso that we can bill themat the end of
the nonth for the fuel they use. In many, if not nost, of
the bulk fuel sites that other state agencies operate up and
down the state of California, they are not set up to
transfer funds between one another for fuel purchases; in
fact, in nost cases, they have got a clipboard hangi ng on
the side of the fuel tank, so their operators of their

equi pnent drive by, they fuel up the rigs at the end of the
evening, they wite their vehicle information down, whether
it be a truck, a car, or whatever they are fueling up, and
they account for it that way. That is not an optinmum way of
sharing resources between state agencies. The punps are
often tinmes very far in the back of an equi pnment yard, so
sonebody that is unfamliar with that woul d have a tough
time navigating it, they do not have staff assigned to man
those punps, so it is really not set up as a fuel station

if you will. But there are sonme things that can be done.
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know in the case of Caltrans, they do have fuel sharing

with some of the |Iocal CHP staff who can conme by and buy
fuel fromthem and they just set up an account sonehow to
take care of that manually. But for that to be done in any
extensive way, it would require sone el ectronic equipnent
install ed on those punps so they could actually use card

swi ping and things of that nature. Retail product m scoding
al so hanpers the accurate tracking of the E85 fuel use, and
we are not the only ones who are going to run into this, but
the federal governnent has also had this issue crop up.

Wien we only had a few E85 stations throughout the
state, one of the things |I nentioned earlier on our fuel
card, we get robust information fromour fuel card
provi ders, so every nonth we had -- the nunber was 32-36, 000
transactions every nonth -- we get this information back and
each departnment gets information back so they can pay their
fuel bill. Well, one of the things that we were noticing
was we woul d run our vehicles through the E85 stations that
were avail abl e out there, but we were not always getting E85
reported back as being purchased. And what we found out is
there is a disconnect sonetines between a point of sale and
the third-party processor where this goes through a bank
transaction and then back to the custonmer. And it has
beconme such a probl em now because we are grow ng and grow ng
t he nunber of retail stations. For the state, especially,
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and | am sure other government entities in California, we

are required by statute to account for our fuel usage,
especially our alternative fuel usage, because we want to
show how we are noving the ball in the right direction. And
this has beconme a huge problemfor us. Wen we were able to
identify just a few stations out there and what the
particul ar code mght be, it was relatively easy enough on

t he back end of the process to do the conversions ourselves,
but as nore and nore stations are com ng online, running
vehi cl es through these stations we are finding out that the
fuel is not only m scoded, in sone cases it was fairly easy
to convert if we know we bought E85 at a particular date and
time for a particular vehicle, and it shows up on our report
as, let's say, MB5, which was one of the codes, it is easy
if it shows up as gasohol 7.7, and that was anot her code
that it was using, sone vendors were using. So we were able
to easily decipher those, but there is at |east a dozen

di fferent codes now that we have identified that are being
traced to our E85 purchases, and the nost difficult ones are
when they are coded as Suprenme our just regular unleaded
because, if it is a normal fuel, a different type of fuel
that coul d possibly be purchased for that vehicle, we would
have a difficult tinme making that conversion because we do
not know if they actually bought E85 or if they bought
Suprene, or if they bought regular unleaded. So that has
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caused us to enter into discussions with as many people as

we can possibly think to talk to about solving this problem
and the federal governnent, in fact, on ny |ast page there
is areference cite to a report you may be famliar with it,
that he federal governnment comm ssioned on this very issue,
because it is a huge problemfor them as well. They are
trying to account for the E85 fuel that they are using and
they are not able to do so on a national level. So this is
a problemthat really has to be addressed in sone way,
shape, or form or we are not going to be able to accurately
track how nmuch fuel we use.

MR. McKINNEY: You have got a couple mnutes left.

MR, SHEDD: Thank you. And then, in speaking to
Caltrans this norning, they said that -- we do not down at
Ceneral Services have any diesel punps, but they do,
obvi ously, and they are noving in that direction in a |arge
way. But one of the things that they are noticing is the
significant higher cost of biodiesel for them and they are
going to see this crop up as a budgetary issue in the very
near future because, as they project, they nay be able to
use as nuch as 3 mllion gallons in 2010, and that equates
to an awmful ot of additional expense for themin that area,
so they were hoping that there would be the ability to at
| east put this out on the table for sonme type of cost
differential that m ght help themout in that way. And with
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that, I will go ahead and give you ny last slide. This

has sonme of the information that | was quoting, sone of

t hose nunbers are on these follow ng references, the Vehicle
Acqui sition Report, again, the 2008 Report is going to be
com ng out shortly, the 2007-'08 Fiscal Year Fuel Data
Report is an interesting report to read because it gets into
a lot of the anomalies and a | ot of the assunptions that we
had to nake to even get our mnds around how nuch fuel was
bei ng purchased, and a |l ot of work needs to be done in that
area. And then the Fuel Carb reporting, that is the federal
report. And right now, just to end this, one of the things
that | think -- a real big area that | think needs to help
close the gap is to cover education because, as nmuch work as
we are currently doing on driver education, it obviously is
not enough to get all the folks that are in the type of
vehi cl es that can use biofuels to actually get to the punps
and use those. People are generally creatures of habit and
one of the things we are trying to do is use the website at
the bottom which is the one the federal government puts
out, which is a |ocator of your alternative fuels, and we
have got that on our website. W are also |looking into
usi ng the Voyager Card data to find out where the state
drivers are fueling up, and then finding out in what
proximty was there an E85 station closely available to them
that they may not have nade the connection, and we are goi ng
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totry to nake that connection for them But | think

driver education is another inportant thing that can be
done. Thank you.

MR. McKINNEY: Thanks very much, Rick. Qur next
speaker is going to be M. Mark Sperling with Interstate
al.

MR. SPERLING Hello, can you hear ne okay.

Hello, ny nane is Mark Sperling. | amwth Interstate G|
out of Sacranento. W are a petroleumdistributor. W
cover Northern California and Reno area. W had sone
slides, but | guess they did not get them so |I amjust
going to talk off the shelf here. | was going to show you
one of our trucks we just got. It was just wapped, it was
one of our new trucks, and it says "Dedicated to delivering
cl eaner burning fuel.” So we are in that node there. W
are looking at all alternative fuels. W are doing nost --
or we are doing all of the E85 for the State of California,
or inthis Northern California area for California. Wat we
see as the main problemis the infrastructure, both upstream
and downstream On the upstreamside, it has been touched
on already, is the termnals. W really see where term nals
need to have the biofuels at the facilities to blend there
because of the logistics and cost to | oad at one place for
the biofuels, as Dol ores was saying, there is so much
movenent of the biofuels. So if we had it all at one place,
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you could load it, the cost would stay down, and | think

it would be nore beneficial to everybody. | think earlier
t oday sonebody tal ked about Kinder Mdrgan putting in tanks,
or asking themto. The reason that | see they have a
problemw th that is they do not own the fuel. They are
really a third-party termnal. So with that, they would
have to have their customers conmt to it, to nove that
tank. If not, that fuel just sits there. They do not own
any of the fuel thenselves. So what | see is they should
really go towards the custoners, get the custonmers to push
to get biofuel in their termnals, and then in that way it
woul d nove along. Oher than that, you would have to go to
i ke a Chevron or Shell, sonebody that has their own fuel,
their owmn term nal, and that would nmake better sense to them
because they own both the fuel and the bio.

On the down side, we have tal ked a | ot about the
retail end of it, the commercial car blocks, the retai
stations, | see that we should | ook at the comerci al
trucking, too, trying to get sonme infrastructure there for
the bio, give themincentives, even for the busing
districts, things like this here. As R ck was just saying
earlier, there is really on the bio and the B20 bl end,

di esel is |ess expensive, ULSD, than bio B20. So if you
give theman incentive, that would give thema reason to go
towards the B20 and use biodiesel. R ght now, they really
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do not have an incentive. W had really a heartache about

a year and a half ago when the Water Board cane out with the
regul ation of no bio at all underground -- B5, Bl, it did
not matter. That hurt us a lot. W had everything going in
the right direction and they canme out with that regul ation
and it really hurt us as the bio industry because, once that
happened, everybody got scared, they got away fromit, they
woul d not touch it, now, of course, you can go with the B5
and the B20 with certain variances. And, really, it would
be nicer to have it go all the way to B99 because there are
a lot of smaller jobbers out there and people that would
like to have the B99 to make their own bl ends, and they
cannot put it anywhere unless they have an aboveground tank.
So the regulations are hurting us a little bit on the bio
end.

On the -- still, the infrastructure is the big
push that | see. W just need nore stations. On the E85,
basically the stations that you see are in the Sacranento
area, the Bay Area, and down South. Anything in between,
there are not that many E85 stations. | think there is one
down in Madera, but | amnot positive. But there has to be
nore consi stency of E85 stations throughout to make this
work, it is the same way with biodiesel, there are no
bi odi esel stations that | really see out there that are
predom nant, like truck stops, or anything like that. They
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are just very -- they have no reason to go into the bio

end of it, so they are not looking at it, no incentives, no
price difference, so they stay with the regular ULSD.

O course, on the state, | know |ike Caltrans, |
have tal ked to themand they are | ooking to go into the B20,
but they are not turning the whole fleets over, they are
trying to find car blocks and different outlets that they
can fuel at to give it a test period. And once that is
done, | think they will go full to the B20, but right now
they are still on the verge of |ooking at areas, and they do
not have the infrastructure to put B20 in their facilities,
and they have nultiple. So that is where that sits.

O her than that, | really do not have a ot to say
other than the infrastructure. The infrastructure is the
big push that | see that we need to have done. And | think,
as sone kind of incentive -- oh, there is the picture right
there -- there is the picture of our truck, one of our
trucks that we just had done. So the infrastructure is a
big issue. Once we get nore people to understand what
alternative fuels are, too, education to the people out
there, the public, is a big issue because | just do not
t hi nk peopl e understand what E85 is, B5is, B20 is. So even
if they see it on a punp, they probably use it by accident,
but not use it because it is there. | nean, there are a |ot
of new stations comng out and I am going to use Propel,
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they do a heck of a job. Wien they do it, they have their

E85 and their B5 together, so they have got real good
alternative stations when you go into their |ocations. But
that is it. | knowit was quick.

MR. McKINNEY: Thank you very much, Mark. Sorry
about the confusion there on your presentation.

MR, SPERLING Oh, no problem

MR. McKINNEY: Actually, | did have a question.
But for the infrastructure |ocation, one of the things that
was di scussed this norning was, | think having a |arger
termnal in the north end of the state and one in the south
end of the state, does that kind of jive with your views of
the issue? O do you have nore specific recomrendati ons on
how many and where these things should --

MR. SPERLING | agree with that conpletely, but
woul d do nore than just at the north and south end, | would
do it throughout the state because just doing it in those
| ocations hel ps those |ocations, but it would be the sane
scenario as your E85 right now. You would have B20 in the
Sacranento area, you would have B20 in the L. A area, but
everything in between, you probably would not see that nuch
of B20 out at the station end of it. So | would try to hit
everything | could, as many termnals as possible, to nmake
it work.

MR. WARD: Yes, Mark. | have a question, too.
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You nentioned regarding the Kinder Mrgan position, that

they need to hear fromtheir custonmers. Are you their
custoner? |s that who you were referring to, the jobbers?
MR. SPERLING No, | amtalking nore about the
Tesoros, the Valeros, there are independent people who have
product in their facilities, those are their custoners.
They do not own the product, they are a third-party
termnal, really. So those are the people I amtalking
about, people that are shipper by conmon at their facility.
That is who you would really have to -- that | see you would
have to talk to. And usually if they have it at one
| ocation, they usually have it at all of their |ocations,
whi ch Kinder Morgan is the biggest gane in town, of course,
in California.
MR. WARD: | know they have been tal ki ng about it
for a while, and regarding ethanol in the pipeline. Wat is

your take on that?

MR. SPERLING | do not ever see it happening, not
in California, because of the pipe. It just would
contam nate the fuel. Ethanol picks up too nmuch water, the

pipe is too old. Kinder Morgan would not let that liability
go out on them

MR. WARD: Because it would still be done by rai
or shi pment, probably.

MR. SPERLING Basically, it is going to be rail
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and that is the other end of it, is in 2010, of course,

you are going up to another 4.3 of ethanol. You are going
to have to see nore storage for ethanol to keep the prices
conpetitive in this area, to keep everything going, plus to
get -- right now, the big push is unit trains. Unit trains
are 100 cars at a time to offload, and you get a better
price on your ethanol. And that is what the big majors are
| ooking at right now, are unit trains instead of the five
and 10 rail cars at a tinme. They do not even want to see

t hat .

MR. WARD: And what is the progress on your
termnal facility that you proposed for Mdellan?

MR, SPERLING It is |ooking good. That is about
as far as | can go on that right now It is |ooking good.
And we shoul d have an update, | hope, within the next week
publicly.

MR. WARD: You are going to have ethanol and
bi odi esel storage there?

MR. SPERLING Yes, yes. W wll have the whole
thing there.

MR. WARD: Thanks. | amglad | was able to pul
t hat out of you.

MR. SPERLI NG  Excuse ne?

MR WARD: | amglad | was able to pull that out
of you.
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MR SPERLI NG Yeah.

MR. WARD: Thank you.

MR. McKINNEY: Mark, | had one | ast question.
Yeah, | think over lunch we were chatting a little bit about
t he heavy duty commrercial diesel sector, and Eric Bowen
tal ked about that as a good opportunity this norning because
you have got a very high volunme, but it is quite sensitive
to the pricing issues. And | think you are suggesting here
sonme kind of purchase credit for that narket segnent?

MR. SPERLI NG Exactly, it is just |ike back east
in one of the states they were tal king about they get 11
percent or, once they hit a Bll, they are getting a certain
percent age back on the fuel, sone kind of incentive that
way. | nmean, it would be great if we could get biodiesel
into the trains, UP and BN, they are the biggest novers
there is of diesel around this area. So if you can nake
sonme kind of incentive to themto nake it worthwhile for
themto nake a B20 blend and use it in their trains, or
let's use, | do not know, a trucking outfit that you want to
call "Trucking B" that has 100 trucks out there, if you are
going to nmake it worthwhile for themto use it, they wll
use it and run it up and down the road just so their notors
are warrantied. They do not care what they use, they are
using at the bottomdollar, too, just like everybody el se.

MR. McKINNEY: Okay. Al right, thanks very nuch,
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Mar k.

MR. SPERLI NG Thank you

MR. McKINNEY: Qur next speaker is Rob Elamw th
Propel Bi of uel s.

MR. ELAM Hey everyone, thanks to the Energy
Comm ssion for inviting me today and, Jim nice to see
famliar faces on the panel especially with R ck and DGS
who we work with, and Mark who we purchase sone of our fue
from so kind of all in the famly today. M nane is Rob
Elam | was the founder and current President of Propel
Fuels. W are aretail alternative fuel conpany, so we
build, own, and operate alternative fueling | ocations,
primarily co-located with existing retail gas stations, but
we W ll also do stand al one car bl ock fueling stations, as
well. Really, the fundanental solution piece of the supply
chain here that we saw with the conplete focus on retail is
creating real markets for all the technol ogi es you di scussed
earlier today, the upstreamissues around storage, and nost
of the E85 issues or the ethanol issues being around, the
bl end mandat es not around the E85 needs. Were we try to
cone inis to specifically locate retail sites and market
directly at alternative fuel custoners, creating that true
end user market so we can begin to see real value through
the supply chain, and real demand from fol ks who are buyi ng
on nerits of alternative fuels. Mybe that nerit is price,
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maybe it is mandates like the state fleets, maybe it is
feel good for individuals, but we are | earning about what
those nerits m ght be.

So earlier in 2009, we opened up five stations in
Sacranento area, and | thought | would spend a few m nutes
tal ki ng about some of the positive things that we have seen
with the opening of those sites, and then talk a little bit
nore about what | think we need to see the expansion of the
retail conponent, of the infrastructure, and how AB 118
coul d be hel pful.

In the last nine nonths, we have engaged a
significant nunber of California drivers and vehicles. n
the fleet market side, everyone fromthe postal service to
Enterprise Rent-a-Car, to Caltrans, DGS, to private fleets.
On the consuner market, thousands of individuals are now
fueling their vehicles with E85 at our |ocations, or
bi odi esel at our locations, that never had in the past. So
we are seeing sonme direct petrol eum displacenent, direct GHG
reducti ons from behavi oral change. That begins inmediately
when we open up sites, and then grows.

Wrking with the United States Postal Service, as
Ri ck mentioned, the federal governnment has a mandate, but
al so chal |l enges around reporting what the alternative fue
use needs are. W just signed -- we have worked closely
with the Postal Service locally to be able to give them
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outl ets where they can purchase primarily E85, and track

that for themthrough a product we have called "d ean
Drive." W have our own credit card transacti on conponent
to all of our sites, so it allows us to do sone real
interesting things, including tracking to the tenth of a
gallon all fuel usage by anybody who will allow us to do
that. So in this process, we have signed up and registered
about 800 United States Postal Service vehicles in the
Sacranmento area, this is with five | ocations, 800 vehicles
fromthe U S. Postal Service over the |ast few nonths.

W work closely with Caltrans in their process to
be able to approve retail locations. And | think this is

primarily on the biodiesel side, but also E85. So the five

sites that we opened in the last -- in this year -- have all
been approved. | believe they were the first Caltrans
approved E85 sites and biodiesel sites. | amnot sure,
Rick, if you can help put a little color on that. | was not

at the point on this |ead, but we put a trenendous anount of
time into working with Caltrans to build through these
initial barriers, to be able to get themto be able to
regul arly access retail locations and, as Rick said, | think
Caltrans has got, what, 40 percent of the public fleet fills
at public retail |ocations?

MR. SPERLI NG Yeah, that is correct.

MR. ELAM W also partnered with Enterprise Rent-
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a-Car, which is | believe the |largest car rental agency in

California. They have a huge fl eet, obviously, and they
purchase a nunber of flex fuel vehicles every year. They
have encouraged their custoners to fill with the E85, but

t hey have not had any availability, and so no chance to do
so. So we put together a very conprehensive marketing
partnership with Enterprise, including -- you can see, |
think, on the slide sonme hang tags inside the vehicles, naps
to sites, it looks |ike even sone key chains to create

awar eness, and we would like to scale this programup into a
nunber of other regions and potentially nationw de, but
certainly statewi de, when the timng is right.

We have al so spent a lot of time working with the
| ocal deal ershi ps because, for service, etc., when
purchasing cars, this is where custoners talk to fol ks that
are experts in their vehicle, right? So if there is a
message to be delivered to themthat their vehicle can use
E85 or biodiesel, this is an appropriate place to deliver
it. In pursuit of those relationships, we have also built a
mar ket i ng conponent to this where we gave away free five-
gal l on fuel cards, so these were cards that you could sw pe
at our locations and we would give you five gallons of free
fuel. W had these point of sale offers set up at the
service departnents, and then the new car departnents of
various car dealerships in the Sacranento area, as well. W
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have actually thought this has been a really successful,

in these times | guess free fuel is an easy way to do it and
it has been a very successful nmarketing partnership for us.
Al so, you hear of green collar jobs, etc., tossed
around quite |l oosely. W partnered with the | ocal
Conservation Corps, the Sacranento | ocal Conservation Corps,
specifically, to begin job training prograns around the
service of our locations, and this includes everything from
cleaning -- | should take a step back -- we originally
started working with them because they are the experts in
recycling prograns, and one of the places that has really
been an inpossible place for the state to be able to insert
recycling containers is gas stations, and gas station owners
have just traditionally not been interested in having
anot her hassle on their site. O course, it fits with
Propel's mssion, and so it was very easy for us to do this,
but there are lots of cans and bottles, etc., that just get
thrown into the trash and landfill that need to be recycl ed,
so we have put these recycling containers at our Sacranento
sites and worked with Sacranmento Conservation Corps
initially as a way for themto maintain the sites, enpty the
bins, etc. etc., but as we have built out a |arger program
with them we are also doing job training for the technical
aspects of site maintenance, and that includes bringing a
| aptop to the site, downl oadi ng and doing any sort of repair
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mai nt enance on any of the conponents of the site, doing

any of the regulatory -- the reporting conponents that we
have to do on every one of these sites, and so we see a nice
future in being able to build this relationship as we grow
statewide. O course, this is not limted to Propel jobs,

t hese guys when they cone through this job training program
could work anywhere within the petroleumretail industry,
and potentially upstream as well.

We al so just finished a consumer survey in the
| ast couple of nonths. This is the nost conprehensive
alternative fuel user survey that has ever been done in the
State of California, possibly ever been done in the United
States. W did it in coordination wth the Sacranento State
Career Center. W had students on-site at our |ocations for
a few weeks asking a wi de variety of questions to a w de
vari ety of our custoners, and | cannot release publicly all
the information that we found, but | potentially could to
staff in a closed session neeting, as Jimand | spoke about.

MR. McKI NNEY: Yes, please.

MR. ELAM W have certainly found sonme really
interesting information clarifying alternative use patterns,
di stance, l|ocation needs and sensitivity, frequency and
| oyalty patterns around pricing and di stance and proximty
of location of the retail outlets. And in general, this is
the sales ranp we have seen this year at our five sites, so
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there is clearly an opportunity today for infrastructure

at the retail site to be built in the state of California,
to meet the goals of AB 118. And what we are finding at
Propel is that we are increasing sales and increasing usage
dramatically nonth over nonth.

W also -- | think it is inportant to recogni ze on
the infrastructure side, especially on a retail side, that
this is not an E85, it is not a corn ethanol infrastructure.
It is today, but you have nore flexibility on the
infrastructure side and the storage side to be able to
create demand for and accept next generation biofuels than
probably in any other component in the supply chain. |
guess, Mark, you would say that also, in internal storage
and delivery, that is the sane, as well. But about having
those true markets and custoners on the end asking for nore
renewabl e fuels and nore | ow carbon fuels becones very
difficult for the technol ogies to begin to reach the
mar ket pl ace. So the way Propel does our business where we
do | and | eases around specific and build specific |ocations
for fuel distribution, currently it is the E85 and
bi odi esel, but certainly that could be next generation
bi ofuels, as well, as well as hydrogen and el ectric vehicles
when and if those technol ogi es becone realistic. So we
think the opportunity to build viable |Iong-termend user
mar kets for |ow carbon fuels is now And what we are seeing
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fromthe data and hearing fromthe large fleets,

especially in the public sector, is that they want access to
these fuels, and we feel like this should really be a focus
of where funds are spent out of AB 118, to show real
progress towards objectives of |ower carbon, economc
growt h, petrol eum di spl acenent, etc. etc.

So | guess ny question at this point,
understanding that this is the second Investnent Plan, this
is the neeting for the second I nvestnent Plan, Peter,
correct?

MR, WARD: Yes.

MR. ELAM Yeah. So | guess the question is what
happened to the first Investnent Plan? Because, to ny
know edge, there have not been any dollars spent so far, or
maybe there have, but certainly not in the sectors that were
hel pful to us. So | would say the award tinelines have been
del ayed. | amnot sure what has happened with the matching
strategy, but it does not seemto have been successful in
tracking additional federal dollars into the state of
California. And an issue that | wll speak to quickly here
is that | think there is a serious issue that needs to be
addressed, which is that the VCs in the state of California
in the Cleantech side, and private investnent, are becom ng
very nervous around how this programis noving forward.

Last week, at a C eantech conference in Boston,
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do not want to speak for Marianne Wi, but there is a

concern about how this ARRA stimulus funds are being spent
in the Cleantech space. W see conpanies receiving stinulus
funds need to be able to have a | ong-term conpetitive

i npact, and a feeling that noney is being spent in the wong
types of industries. And so if you are asking for the
private sector to invest alongside opportunities for growh
to reach the programgoals fromAB 118, | think we need to
get back in line with how the private sector is val uing

t hese opportunities and doing diligence, specifically doing
diligence on these opportunities. | think there needs to be
inline wwth AB 118 in the State of California and where
these funds that are comng in fromthe stinulus are going.
Are those progranms that are being awarded funds in alignnent
with AB 118 program goal s? Mre specifically, did those
prograns score the highest fromstaff in the AB 118 scoring
criteria? And if not, why are we giving them noney? So |
guess, again, on the cost match, which is the first -- which
is | guess the first Investnent Plan, which |I guess we are
tal ki ng about the second Investnent Plan, but | could be

al l owed to go back and tal k about the first Investnent Pl an,
| think there is a lot of concern that the decisions around
AB 118 spendi ng has been abdicated to the DOE, and the
feedback that | am hearing frominside the industry is that
t hese DCE deci si ons have not been strongly received. And |

CALIFORNIA REPORTING, LLC
52 Longwood Drive, San Rafael, California 94901 (415) 457-4417



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

150
woul d hope for at least, at the very |east, a pause button

inside the AB 118 initial spending since it has not happened
yet, to make sure that those projects are indeed aligned
with what staff believes to be the best allocation of the
dol l ars towards the objectives of the AB 118 program

Wthin the retail infrastructure conponent of this, |
think you are hearing that there is a demand for -- there is
real demand out there for alternative fuels. The market is
growing. And I think what you are hearing from people like
Mark Sperling and I, and also fromRick, it is his nunber
one issue that he listed, is costs around being able to
build these out in front of the market. This chicken or egg
i ssue, we are going to need to grow the market, but it is
not quite there for the capital to be fully deployed -- the
costs are still high, that the state can provide great
assistance in being able to mtigate sonme of that risk for
the private sector in allocating sonme dollars towards the
buil d-out of the retail conmponent. And I think, clearly,
supporting the nost viable ideas and conpanies is sonething
that there is a great opportunity to do here, and | think
staff has spent a lot of tinme neeting with a |ot of folks,
and hearing a | ot of great ideas, and have their own ideas,
as well. And I think that it would be great to get back on
t he same page around the allocations of AB 118 dollars and
recogni zing the opportunities and solutions that are
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avai l able. And that about sums it up. | have included a

bunch of informational slides which will probably be on the
website later on. Thanks.

MR. McKINNEY: Great, thanks very nmuch. |f you
could stay up there for a second. So | want to say thank
you, first, for providing feedback on AB 118, that is
sonet hing we asked for all the speakers, so | amvery
appreci ative of your candid feedback there.

MR. ELAM Thanks, Jim

MR. McKINNEY: And anot her question, so you have
got the five stations now in the Sacranento nmetro region,
and | did not get a chance to really absorb the data from
your sales slides, but could you say generally, are sales
kind of neeting your nodel projections for those stations?
| nmean, do you feel encouraged or discouraged?

MR. ELAM W are very encouraged with the sales
and, in fact, |ooking at the state overall, we have a | ot of
data, as you know, about where the vehicles are |ocated and
fleets, etc. that would be interested in using alternative
fuels. And Sacranento, while it ranks high, is not ranked
the highest. So we think there are even better
opportunities statewi de, particularly in the south, to open
up retail infrastructure. And | would say that we are cl ose
to being able to see viability over tinme of the fundanental
busi ness nodels around this, that will ease the need for
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public participation in the cost side of building these

out. And so the faster that we can get to that point, |
think the better we wll see the transition of dollars

all ocated can go for nore of an infrastructure side as those
busi nesses begin to stand on their own two feet, nmaybe

t owar ds upstream and technol ogies to get the technol ogi es

t hat have been developing in the |ab, as we speak, now and
need to scale into a scale position. But | think when you
start to get close, like you see the retail guys are Ilike,
we are encouraged.

MR. McKINNEY: Well, again, thanks very nuch, Rob.

MR. ELAM  Thank you.

MR. McKINNEY: We appreciate this discussion. W
do not have any specific questions for this panel. Pilar,
any question on WebEx?

M5. MAGANA: W have a presentation

MR. McKINNEY: Onh, ny gosh. | amso sorry, |
forgot. Blue Sun Energy, and who is the gentl enman?

M5. MAGANA: Steve Bond.

MR. McKINNEY: Are you cued up, Steve?

MR. BOND: Yes. Can you hear ne?

MR. McKINNEY: We can hear you fine. W are
waiting to get your presentation on screen. kay, and does
he have control over the slide presentation?

MR BOND: It looks like I do, thank you.
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MR. McKI NNEY: Okay, Steve. Wuld you introduce

yourself and take it away?

MR. BOND: Good, thank you. My nanme is Steve
Bond. | amw th Blue Sun Energy. And we would first like
to thank the CEC for having us here today, and thank all the
attendees for your tine, and what we are doi ng, working on
here is inmportant, and we are glad to be a part of it. Sean
Lafferty al so, our VP of Technology, will be joining us for
any questions at the end of the presentation.

So noving forward here, the problemis to find the
markets in California and shape to neet state policy goals
for those [inaudible] and biofuels. And we think what
California requires is an infrastructure that provides three
things, and those are a quality product that users can rely
on, service and support for the distributor and the end
user, and enabling technol ogy such as blending units for
fuel, retail of the infrastructure, as we already heard
about today. So [inaudible] is talking about biodiesel, and
then upstream mdstream and downstream requirenents that
further enable biofuels in California.

So a couple key points on biodiesel. First, it is
easy to use and ready right now for using diesel engines
with no nodification. [Inaudible] to the ganme, and
[ i naudi bl e] such as carbon nonoxi de, nitrogen oxide, sulfur
di oxi de, and [inaudible] matter, and so on, which is
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inmportant, as well. And it also neets the CEC program

obj ectives as you have listed here. One thing that Bl ue Sun
does, which I think is inportant and aligns with what can
happen in California, is that it is inmportant for an end
user to have a fuel that they can trust. | think fromthe
early years of biodiesel, there were a couple of msfires
and, of course, new stories on those that have probably

[ i naudi bl e] and those days are getting nore behind us
because of conpanies |like what we are doing. So it is

| ooking at the quality side, so once a user decides to
[inaudi bl e] alternative fuel, in our case, biodiesel, you
know, a positive experience all the tine so they trust the
fuel, that is what they get fromdiesel right now, and they
have to [inaudi ble - people in audience tal king over speaker
on WebEx]. So, you know, conpanies that are going to be
marketing fuel in California, it is inmportant that they take
an approach to have a quality fuel. So what we | ook at
doing is, | nean, fromthe production side, we have specific
specifications that we [inaudible] and what it hel ps us do
is make sure that, at the start of the whole supply chain,
that we have got a good product. So we have a Bl ue Sun D100
specification. 1In addition to what we do on that, is we
have a DTX additive which inproves sonme of the aspects of

bi odi esel for reducing em ssions, increasing performance, it
hel ps maintain fuel quality that goes down the supply chain.
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We [inaudi ble] which is inportant that every drop of the

fuel is [inaudible] its quality. And perhaps nost
inportantly, we focus on training and supporting downstream
fuel distributors, retail end users, to guarantee the
quality of the fuel because, in transportation, the

cl eanliness of the tanks, all of that is inportant in making
sure that when the fuel is actually used in the engine that
it is performng as good as it can, and so | think that is a
pretty inportant aspect of what is going on in the market,
is just having a quality product. And that will help us
with functioning markets and ultimately in the end use by

t he end user.

So, briefly, upstream we recognize that, in the
near term out-of-state biodiesel is probably going to be
required while in-State capacity is being devel oped. And on
the previous slide, you can see that in-State production is
one of the goals of the CEC. W urge the CEC not to
penal i ze out-of-state biofuels purely on the industry's
devel op as capital markets and just perhaps just people
slowy get into it, or are not creating an in-State capacity
quite as fast as m ght be possi bl e otherw se.

Moving on to midstreamrequirenments to help
biofuels in California, this primarily includes distribution
termnals and there are nore than 50 | arge petrol eum product
termnals in California, and each of those is going to
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require retrofit to enable blending of alternative fuels

i ke biodiesel, storage tanks, adequate electrical, etc.

One of the things we do, as previously nentioned, is ratio
bl endi ng, so that is sonething that would have to
[inaudible] ability to do that, as well. As you can here,

it can be quite expensive, you know, potentially $3 mllion
per retrofit. It could be $150 mllion in the market to get
biofuels to all parts of the state. And | think people have
done a great job today at pointing out the infrastructure
needs, and | think the CEC s continued support there is
going to help nake biofuels a reality in California.

So noving to the downstream | have covered a bit
of this as far as fuel quality being critical. So as the
product noves to the end custoner, quality has to be ensured
for the custonmer to keep using the fuel. And one of the
things in that is downstreamfuel distributors are going to
have to be a part of the quality assurance chain. For
exanpl e, assuring clean storage tanks that cuts rotation,
and this would require fuel marketers such as Blue Sun to
manage, support, and train their distributors in a close
relationship, is sonething that we believe in so we keep in
cl ose touch with the distributors to ensure a good
consi stent end user experience. And that is going to be
inportant in California. And | think user education has
been previously nentioned, and that is for the end users,
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the retailers, as well as the distributors, and al so

supporting fuel marketers such as Blue Sun in our efforts to
mai ntain fuel quality through educating everyone involved in
the distribution chain. Al so on the downstream then, are
California' s approxinmately 10,000 retail sites. About 30-40
percent of those carry diesel and, of course, it can be an
expensi ve proposition if you -- | nean, you have to have
roadsi de signs, you have to have materials to educate the
user about the fuel. It mght be one of their first
exposures to it in detail. And for instance, we have

| aunched retail sites where just the signage and getting the
whol e place up and running the fuel can be about $3,000 or
nore, and plus the retail site has to put in an additional
tank because if they just have a gasoline and diesel tank,
fuel for biodiesel will be additional, they mght need to
put in an additional underground storage tank, so it is a
doubl e wall that can be at the highest $40,000 or nore. So
it can be real expensive there. So, again, it cones down to
infrastructure support that is inportant to really get
everything running for biofuels in California.

So sone other issues we see with biodiesel, there
are -- one of the things, too, at this certain narket is to
be a verified biodiesel em ssion control strategy. It is
potentially very expensive for the test process. That is
one of the things we feel the CEC can do is provide
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assi stance to get biodiesel approved, essentially, with it

bei ng that expensive, with the commtting to going through
all those tests is pretty daunting. One of the things -- |
mean, that can help. You know, there has been testing,
bi odi esel has been around, national |aboratories have tested
the fuel, and I think a good deal of that can go toward
provi ng biodi esel as a Vdeck wi t hout acconpanyi ng
-- having to |l ook at the response to the associated testing.
And then, finally, | believe that already one of the things
that is going on are supportive biodiesel plant testing by
the CEC as far as engine towers and storage tanks, and we
bel i eve that continued support of that is inportant. One of
the things that is going to get manufacturers and, you know,
as far as approval for storing an underground tank, are the
results fromthird-party tests. So that is al so sonething
we see as being very inportant. So with that, that waps us
up and brings us to the end of our presentation from Bl ue
Sun. So, again, thank you for your tine today and for the
participation in the process. And we would |ike to take any
gquestions you have at this tine.

MR. McKINNEY: Great, thank you very nuch, Steve.
Your presentation canme through very clearly, good set of
slides. Jimor Pete, do you have any questions for M.
Bond?

MR. WARD: Thank you again for your presentation.
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| had one question. You nentioned the $3 million estimte

for the termnal, and earlier today | think we heard a $2
mllion estimate. And | am sure you do not see the
econom cs of the person that nentioned the $2 mllion, and
he has not seen yours, it is a pretty |arge ball park between
$2 and $3 nmillion, each, so | do not know how to reconcile
that, but | take note of it. |Is there sonething different
fromyour perspective that requires a $3 nillion investnent
as opposed to a $2 that we heard earlier?

MR. BOND: Okay, and | guess for that question,

t hi nk we have our VP of Technology who is on the Iine. Sean
are you there?

MR. LAFFERTY: Yes. The question was the
difference between the $3 mllion estimate that we had in a
previ ous presentation, aside of that $2 m|lion?

MR. WARD: Correct.

MR. LAFFERTY: W have done through anot her
partnership an estimate on termnals and $3 nillion was the
average that we cane up with. It is going to vary from
termnal to termnal, and sone term nals may have existing
space in their tank farns, or existing tanks and have a
shorter pipe run fromthat tank to the rack, and dependi ng
on where you are in California, you nay need to even end
pl ay [phonetic] that tank. So it is going to vary from
| ocation to location. | think with that range of $2 to $3
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mllion, you know, a good first cut, and each site is

going to need its own specific engineering to get to the

correct nunber.

MR WARD: Your $3 million estimate was for a
California termnal. | notice you said for the heating of
the tank. |Is that going to be required in California,

unl ess you are in the nountains?

MR LAFFERTY: No, our -- when we did it for
California, that $3 mllion estimate did not include heating
of the tank. But it did have a significant, you know,

di stance of pipe fromthe tank to the | oading term nal,
| oadi ng rack.

MR. WARD: The estimate is based on California
permtting and design and that sort of thing, correct?

MR LAFFERTY: Yes.

MR. WARD: Thank you.

MR, McKINNEY: Ckay, Steve. Again, thanks very
much. | do not think we have anynore questions up here. Do
we have any questions from WbEx for any of the panelists?

M5. MAGANA: Not through chat, but |I can unnute
everyone. Everyone is unnuted if you want to ask of them

MR. McKINNEY: Okay, do we have any questions for
this panel fromthe WbEx audience? O fromthe audi ence
here? Ckay, thank you very nuch, gentlenen. Very
informative and we really appreciate you taking the tinme to
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put together the informational presentations and share

themw th us. W are scheduled now for a break. Wy don't
we take 10 m nutes, stretch, bathroom coffee upstairs,
rendezvous, if you like. So we will reconvene at, say, five
mnutes to three.
[OFf the record at 2:42 p.m]
[ Back on the record at 2:59 p.m]

MR. McKINNEY: There are just two of us that wll
be speaki ng about sustainability. Again, | amJim MKinney.
My main job here is Team Leader for the Sustainability
Program for AB 118. So | want to run through that quickly
and then give you kind of a status report and sonme next
steps on where we are going. And then, after that, Steve
Kaf f ka, who has really energed as our kind of principal
advi sor on sustainability issues, from University of
California at Davis, | always |ook forward to what he has to
say, so extra encouragenent for ne to get through this so |
can get to the fun stuff.

So this slide, Peter showed you before, and | put
this up here again, this is the California kind of Nation
State Statistics. But while it is inpressive and makes us
all feel proud, | like this slide because it really shows
sonme of the risks inherent with rapid transitions to
alternative fuels and sone of the unantici pated
envi ronment al damage that can occur fromthat, as the nunber
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of vehicles, the nunber of gallons, and the nunber of

dol | ars associated with both those conponents are really
strong economc forces, and so | take that very seriously
when | try to think through the sustainability issues.

Qur current Chair, Conmm ssioner Karen Douglas, or
Chai rman Dougl as, nmade these statenents at the Cal START
Conference earlier this year, and she and her advisors, and
Comm ssi oner Boyd and his advisors, are all cognizant of
this. So, again, the concern is that "a rapid transition
W t hout paying attention to what we're doing can lead to

sone potentially destructive practices,” and we have seen
this. W have seen this with South Anmerican cane ethanol,
oil palmin Southeast Asia, and here in North Anerica, wth
corn, the explosive growh in acreage to corn. So Chair
Dougl as has nmade it clear that we are going to apply
sustainability to every piece of the 118 program

In crafting this, we really wanted to focus on
incentives, and not on punitive neasures. It is public
noney, so we think we have an obligation to set high
standards for howit is used. And because of that, again,
kind of our strategy here is to try to create the right side
of incentives to create exenplary or nodel prograns both for
the California, the national, and international |evels.
This was the | anguage fromthe AB 118 statute a coupl e years

back, directing us to establish sustainability goals, and
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use a full fuel cycle analysis, and watch out for

i npedi ments to natural resources. So what we did is started
our initial focus on bioenergy crops and bi omass resources
because that really is where the concern is these days, that
is where nost of the environnental damage has occurred, and
nost of the concerns fromthe environnmental community and

ot her NGO s or governnent agencies. So we are starting here
in California, again, working with Steve and his col | eague,
Sonya Yeh, U.C. Davis, our colleagues at the Air Resources
Board, colleagues at the University of California, Berkeley,
now Stanford, and U.C. Merced, so we are kind of expanding
our network of informed advisors, people doing the cutting
edge work in different parts of this. W are tracking what
is going on nationally and internationally and we are

| ooki ng hard at the RSB Program and RSPO Prograns right now,
they seemto have a |lot of action. W also have sone
fundi ng noney avail able for AB 118 research.

Peopl e ask what factors -- what do we nean by
sustainability. This is kind of the broad list of factors
that we | ook at, so GHG em ssions reductions progranms, SO
that is high, energy bal ances, criteria em ssions,
bi odi versity issues, issues on |ands, whether it is |land use
change in the Ag-urban area, or in wld | ands, water use,
wast e wat er discharge, those are extrenely inportant in
California, ecosystens for sensitive species, forest cover.
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Down here in the economc factors and social factors,

these are not things that we are focused on, per se, in
California, it was kind of that classic trilogy of the
envi ronnmental , econom ¢ and social factors. But one thing |
| earned well |ast year and took to heart is that, on the
econom ¢ side, we do not just think about inpacts, we think
about econom c devel opnent and benefits, and you think
really carefully about what we are asking of industry
because we are here to help industry kind of get
commercialized, get ready to go to the commercial step, and
we are asking themto take an extra step, kind of an extra
green step, and apply the sustainability factors to their
busi ness nodels. And sonetines that can be quite costly, so
we heard that |esson pretty well, or that nessage | ast year.
What do we nean by sustainability? This is kind
of the classic one from'87, UN Wrld Comm ssion Report, to
me, these are grand words, "Devel opnent that neets the needs
of the present wi thout conprom sing the ability of the
future generations to neet their own needs.” | did not know
-- | have a good idea now what | think that neans, but at
the time, | really did not know what that nmeant because it
was such a kind of a grand phil osophy. So what do we nean?
So, you know, coming up to the end of the baseball season,
thi nk one way to think about what it nmeans is you have got
three unpires that are tal king about how you call balls and
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strikes, and the first unpire says, "Well, | call "emlike
they are," second unpire goes, "Naw, | call '"emlike |I see
‘em" and the third unpire says, "You know, until | make the
call, it ain't nothin'." And that -- | think we are kind of

in between the second and third unps there, that we really
have to interpret and define this in a way that makes sense
for California, for this specific program for the specific
set of technical issues around alternative fuels and vehicle
t echnol ogi es.

But the way we have thought through this kind of
logically is it probably neans doing sonmething better than
we are doing now, and better than what? So better than
current baselines for petrol eum production, Ag production,
and natural resources. Well, how nuch better? What is a
sustainability standard conpared to an existing regul atory
standard? That is sonething we are |earning as we go al ong.
And then what things do we need to neasure to know if we
really are trying to identify and fund those projects that
are indeed sustainable? So we have done a | ot of background
research and, as | said, we have consulted wth a | ot of
experts. We have witten sone concept papers, we are
overdue to release a fewnore. Wth that, let's see, Jackie
is not here today. But we have made sone recent hires, so
Bill Kinney is a PhD | evel forest econom st, resource
econom st, who is making great contributions. M| es Roberts
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is a new hire. Jacqui Gaskill has taken over for Dong

Young Shin, she is out sick today, though. So we are
finally getting sone nore staff assistance on this.

So sone of our key assunptions. Sustainability
means | ow i npact, there is no such thing as a zero inpact
energy resource, as you well know. And because of the size
of California's market, the volune of fuels that cone
t hrough here, our international transactions, we really have
to think about this globally and not with kind of a
parochial state perspective. A key thing that we realize is
that sustainability does nmean trying to identify practices
and production nmethods that exceed the existing
envi ronmental m nimumregul atory standards, and that is a
big deal. Infrastructure and fuel pathways have kind of an
i ntegral connection and, as we reviewed the proposals this
sunmer, | think we reviewed about 130 of them we saw some
really great concepts for howto link infrastructure
devel opnment with lower carbon intensity fuels, and | really
appreci ated seeing that.

Again, this question conmes up a lot, we heard in
this norning's panels how difficult it is to secure permts
fromthe major environmental permtting entities here for
air quality, water quality, waste water disposal, waste
resources, etc. They are tough standards, but in ny view
sustainability, the legislative intent, was that we need
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sonet hi ng that goes beyond this, it cannot just stop at

the current regul atory practices.

So what is it that we nmean exactly as we do this?
This is about as exact as | would Iike to be pinned down at
this monment in tine, but to nme, these alternative fuel
producti on nmet hods and products are ones that are
environnmental |y superior than the baseline production
nmet hods that are based on conpliance with existing
regul atory m ni mum standards. There are those practices
that maxi m ze i nputs of renewabl e feedstocks and ot her
resources, and mnimze the inputs of non-renewabl e
resources. They maxim ze the efficiency and the use of
t hose resource inputs and they mnimze waste streans. So a
bi g enphasis on renewability and efficient use, really
maxi m zing efficient use of waste streans or of resources.

We have devel oped a set of sustainabl e eval uation
criteria that you are probably famliar with and so we
measure sustainability using those criteria, and we | earned
a lot of good |essons this year. And kind of at the grander
scal e, the ecosystem scale, air basin and water basin, we
want to see after five years, 10 years, or after this
program sunsets, that we really have nmade a difference, a
nmeasur abl e difference, in sonme of these kind of |arger
system scales. And, again, we want to try to identify and
encour age those practices that can really serve as nodel s
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for sustainabl e production.

| think nost of you are famliar with this, so |
amreally not going to spend any tine on this, but we have
our three goals, GHG reductions, environnmental protection,
and then market enhancenent and devel opnent of third party
sustainability certification systens. So, again, | am going
to highlight a few things here. So maxim zing the use of
waste streans and feedstocks, this is a Comm ssion priority
and, again, we saw sone great exanples this year in the
proposals. BM's, purpose grown energy crops really was not
triggered this year, although we have done a | ot of work on
that with Steve and others at Davis and Berkel ey, and the
envi ronmental community. Again, water use and waste water
di scharge reduction are inportant. Renewabl e energy
resources, forest biomass co-benefits, and in the
international arena, these third-party certification
progranms usually are the ones that we think have a | ot of
nmerit and we are working to |l earn nore about them So |
alluded -- | made this point earlier today, but I will say
it again, so the biofuels industry got $28 out of $176
mllion, not a lot of noney. All of the enphasis was on
wast e stream f eedst ocks, so bi onet hane, bi odi esel, and
ethanol. So we have our regulatory goals and our eval uation
criteria, but sustainability at the Comm ssion is al so
shaped by the way the investnent categories are funded and
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how they are defined. So last tinme around, there was a

| ot of concern about environnmental damage fromthe biofuels
sector, and | think that is one reason you saw such | ow
nunbers here.

So here is a little status report, and ny thanks
to Mles Roberts for getting this data together for us
today. So we | ooked at 136 total proposals across six ARRA
categories. Sonme of these were kind of a good fit with our
categories, others were not, at all. So the sustainability
criteria were triggered when a bionmass rel ated proposal, or
feedst ock, or fuel type cane before us, so that happened
with the Cean Cities category, and of the 42 Clean Cities
proposal s, eight had biomass elenments. So this chart here
on the right side shows the nunber of tinmes that these
particular criteria were highlighted. So something |I felt
was gratifying, criteria 7, the feedstock waste streans,
ei ght of eight here had sone el enent of waste streanms in
their proposed feedstocks, and that was good. W saw sone
interesting stuff on water efficiency, renewabl e energy,
nothing related to Best Managenent Practices for dedicated
energy crops, that is what that reference is, nor for forest
bi omass managenent. And, again, sonme very creative and kind
of innovative proposals to link kind of this grow ng market
or producers market for |ower carbon intensity fuels with
kind of the new infrastructure that we are trying to see.
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And we will get kind of nore status data for you as we go

t hrough this.

These are our current kind of efforts now on the
sustainability front at the Comm ssion for AB 118. W are
learning a lot, Steve Kaffka kind of gave us perm ssion to
| earn, make m stakes, learn sone nore, well, we are doing
that, so we are kind of nodifying our scoring criteria
really to make sure that they do what they are intended to
do, which is identify those kind of superior sustainability
attributes of the different proposals. Again, | introduced
M. Kinney, so he is working nearly full time to help
devel op forest biomass sustainability criteria and we are
wor ki ng through state and Federal |nteragency Wrking G oup,
we refer to as IFWG So there should be nore work com ng up
there in the fall and through the winter. And there are
just tremendous vol unes of forest biomass waste stream
materials potentially available as the state and federal
forestry agencies work to thin the forests and reduce fire
risks, so that could create a quite |large volunme of materi al
t hat woul d be appropriate for cellulosic ethanol production.
We want to continue eval uati ng bi oenergy crops and, again,
Bill is going to work with us on that. W are starting to
get some very interesting results through our contract with
Li fecycl e Associates. W have got a couple of contracts
wth themnow One is to try to develop kind of
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sustainability paraneters that are suitable for a GREET-

type nodel. Water seens to be one that is well suited for
this and they have got sonme prelimnary results for us. And
we are starting a new contract with TIAX to investigate
addi tional sustainability issues. W also have another big
contract wwth ICF and LCA to kind of further nove the bal
in sustainability. W are overdue for getting our proposal
process up for the Sustainability Research Fund, which is
about $4 nmillion. W had sone very good kind of statenents
of interest fromthe UC s and sone of the other academ c
institutions, and we just do not have the staff resources to
work on that right now W want to further investigate both
t he Roundtabl e on Sustai nabl e Bi ofuels, their program and
t he Roundtabl e on Sustainable Palm G 1, those are the two,
kind of in nmy view, the international |eaders in this front.
RSPO is currently the only one | think is actually issuing
certificates, and RSB is still devel oping their program
And | already nentioned bi oenergy crops and forest bionass.
Looki ng ahead, algae is getting a |lot of airplay
t hese days and we wll learn sonme good stuff tomorrow. W
real ly have not thought through how to devel op ki nd of
sustainability nmetrics for algae-type projects, so tonorrow
will help with that. Tropical forestry, you know, again
tremendous opportunity for feedstock production in the
tropical zones, and that really is where a lot of the risk
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is, as well. So that is sonething we are taking a hard

| ook at. And then, |ooking ahead |onger term
sustainability criteria for electricity and hydrogen, and
then eventually we could get into vehicles and conmponent
manufacturing. So that is pretty nuch what | had to share
with you today, and if there are no questions, | wll just
turn this over right to Steve.

DR. KAFFKA: Thank you. Jim asked |ast week if |
woul d be willing to give a couple of tal ks today, and | knew
| was going to want to be at this neeting because it has
been a very interesting neeting. So | said yes, in part, to
get out of those chairs and get up to the nore confortable
ones in front, because it is a |long day, | know.

| have several things | would like to cover with
you today, so | will just nove right along. | amgoing to
organize nmy talk this way, with tal ki ng about where things
stand, where we mght get alternative fuels fromat least in
the md to md-termin California, short to mdterm Just
some comments about whether | think biofuels can be produced
sustainably in California, with particular enphasis on the
agricultural sources, and then | want to propose sonething
that I think will help us with this determ nation of
sonething that is very elusive, which is what the neani ng of
sustainability is, in practice. This is fromthe RFS2
docunent that USEPA just put out and what it points out is
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that there were basically already at the ethanol, or very

near to the ethanol blend wall. And that is going to -- the
needed supply for ethanol in the United States, California
included, if California were to use these sources, is going
to be relatively easily -- will be satisfied pretty nuch on
the basis of corn ethanol production, nore or less from
existing facilities and the ones that are com ng online,

i ncluding inprovenent in efficiencies there, so that
addi ti onal use of ethanol fromalternative sources probably
is going to have to be on a price conpetitive basis.

If that blend limt were raised, that would create
regul atory demand for alternative cellul osic type sources of
ethanol, but really the capacity is there pretty nuch in the
exi sting infrastructure and fromcurrent processes to neet
t hose standards.

Now, California has a nore stringent and is
farther along and has the nore stringent program This is
t he Governor ending gl obal warmi ng just |ast year, or two,
when he signed AB 32 program It was so easy, wasn't it?
And basically this -- California set itself very
extraordi nary standards. |In 1990, we were about 14.3 tons
per capita CO. By 2050, we have to be down by order of
magni tude. Now, | amgoing to retire right about here,

t hi nk, unless the stock market goes conpletely to heck, so
peopl e com ng after nme, and perhaps many of us, have quite a
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chal | enge ahead of how they are going to actually neet

these standards. It is really a very significant attenpt,
and sone people have said this anbunt is quite a bit | ower
t han people admtted during the Colonial era, you know, when
t hey were burning wood and using nuscle power. So it has
never been done.

And | am not sure the public yet fully appreciates
t he consequences of those kinds of changes that people are
facing, the kinds of choices they are going to actually have
to make. Now, prior to the recent AB 32, the California
Bi omass Col | aborati ve devel oped a roadmap for leading to a
alternative fuel future, and in one of the scenarios, one of
t hose scenarios featured had a projection of -- actually,
t hat shoul d have been noved over, it slipped -- but anyway,
of quite an increase in purpose-grown crops to help the
state neet its biofuel mandates. That was back in 2006 or
so, that that estimate was made. This is from Ken Koyans,
this slide. Basically, these are all the various -- many of
the laws that are governing our future carbon econony, but
there are all these, if you will, aspirations, which is
that, by 2010, there was a public aspiration that we should
produce 20 percent of our biofuels in California, and by
2020, 40 percent. It is not clear to me that we are going
to be able to do that, in particular because of the way the
Low Carbon Fuels Standard is structured. You had a
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presentation earlier about the Low Carbon Fuel Standard

and its schedul e and objectives. The Low Carbon Fuel
Standard basically uses -- | amgoing to talk really
particul arly about the use of the GIAP nodel for a mnute or
two -- to estimate indirect land effects which come with a
carbon cost for the crop-based biofuel production. They use
this nodel called GTAP, which is just an extraordinary
intell ectual achievenent that is a world scale, multi-
sectoral, economic nodel. It is supported by people al

over the world. O its kind, it is probably the nost
interesting and val uabl e conput ati onal general equilibrium
nodel around. It basically nodels reactions of the econony
at one point intime. |Its results are interpreted as
showi ng the reaction to the econony in sone future period to
one, or a few, external shocks or policy changes |ike crop
use for fuels. And it makes a bunch of assunptions |like the
future is going to be the sane as the past, the adjustnent
is instantaneous, there is very little technol ogi cal change
occurring in response. And they show the difference between
two alternatives. But one of the critical things about this
nodel is that, causalities aside -- and what that nmeans in
this case is that the nodel just does not solve unless |and
use change occurs; so, in other words, the choice of the
nmodel is a choice to assune that |and use change occurs as a
function of these activities. It is built in. And
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basically it is the result of a choice of the nodel, as

much as the running of the nodel, itself.

So consequently, this is the idea that essentially
is enbodied in GTAP, that you get a displacenent of corn for
ethanol, it may nean nore corn acres, |ess soybean acres,
the price rises, soybean gets planted on newy cleared
forest land, and that rel eases |arge anounts of terrestrial
carbon, and these anmobunts are estimted using GIAP. But the
reality is far far nore conplex. | amnot an econoni st and
yet | do this, and I think it is nmuch nore realistic, even
than that cartoon was. There are lots of factors that
result in removal, or set aside of land, or increase of
acreage. There are factors that are independent factors,
there are direct effects, and there are indirect effects.
And, in fact, if you try to | ook for, nmeasure these direct
effects that are predicted by the nodel, and in fact they
are quite faint inreality, if they are there at all.

This is an exanple of a |land use change nodel that
tries to enbody a nunber of factors on what is causing
shifting cultivation and popul ation stability or decline, in
this case, in Northeast Thailand, this was created by ny
col | eague, Ted Foin, on sabbatical with Thai scientists, and
you do not need to understand this, but you have market
i ssues, you have sw dden production | evels, you have forest
dynam cs, psychol ogi cal dynam cs, you have popul ation
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dynam cs, you have fall ow decision nmakers, and there are

extraordinary conplexity here that is conpletely ignored, it
does not exist; in fact, in these global scale equilibrium
nodel s that are being used to try to essentially nodel just
this. W also know that there are |arge anmounts of | and
resources that are not included in those nodels, |arge areas
of land and processes like forest re-growh that are not
accounted for.

So how do these nodels do when it cones to | oca
circunstances? Well, a corn ethanol plant was built here in
this section of lowa, and this is the radius at which corn
is drawn to that corn ethanol plant, and this anal ysis was
done by Mueller et al., just last year. And basically, they
could find essentially zero | and use change occurring in the
corn draw area of that ethanol plant, and predictably you
woul d see some change in the corn and soybean acres, or even
an increase in the anount of cropland that would be created
fromforestlands or fallow |lands, they just sinply did not
see it. The production was taken care of by increased
yi el ds.

Recent work by the econom sts and | and use change
experts at the Cak Ridge National Laboratory that is
reported on their website essentially reports that, of the
export and production data, the current data shows little or
no indirect inmpact fromcorn grain use for ethanol for U S
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statistics. Trade and export fluctuations that have

occurred during the last few years are simlar to previous
peri ods of demand for ethanol prior to ethanol devel opnent.
We are right at about two-thirds or nore now of the Energy

| ndependence and Security Act requirenents, so there has
been substantial diversion of corn for ethanol, but w thout
any effects in these factors. 1In fact, there is less total
cropland being planted in the United States than ei ght years
ago, so there is no signal that is effectively causing

i ncreased cropland use in the United States, at least. All
of this nmeans there is little evidence to suggest that the
et hanol has forced crops out of production in ways needed to
drive these indirect effects that are nodel ed.

And this is just a history of the estimtes of
indirect |and use val ues that have been out there. The
first was Tim Searchinger et al.'s estinmate of over 100
grans CO, per negajoule. The first one that CARB did, and |
did not put it on here, was in this area, it was |ower than
Searchinger's initial estimate. This is the current CARB
estimate, this is Hertel's -- the GIAP | ead author's -- nore
recent estimate, this is Tyner from Purdue using GIAP in his
estimates. This is the Cak Ridge estinmates using GIAP, and
this is Darlington's National Corn G owers Association
estimate. This is CARB s recent estinmate for sugarcane
ethanol, and this is Unica, which is the |argest trade
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associ ation for sugarcane ethanol. They think that their

net carbon gain is actually negative. And this estimte was
not created by them it was created by MBRAPA, which is the
equi val ent of the USDA. So the fact is that -- pick a
nunber. None of these nunbers are terribly robust, but they
are being used as if they were solid nunbers to have gui ded
i nvestment decisions. | do not think this is in the public
i nterest.

So where are alternative fuels going to cone from
in California? | want to divert alittle bit and not talk
about Ag because part of the California Bi omass
Col | aborative includes people who are interested in the
forestry issues, and we just had this huge fire in Los
Angel es, this is fromother fires in California, but we are
seeing a greater increase in the anount of burning and the
intensity of forest fires, and the reason is because we are
accunmul ating fuel in California, particularly in sone of the
forest areas that rates nmuch larger than renoval. And so we
have really quite fuel-rich situations. Now, there are a
nunber of assunptions behind the bi omass estimates | am
going to show you. W have 40 mllion acres of forestlands
in California; alot of it is national federal land. A lot
of California is actually owned by the federal governnent --
12 percent is public forest, and then the rest of it is
private. Now, we are |ooking at |ogging, slash, tops and
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branches, forest thinnings, and so on, mll residue,

shrubs and chaparral. Now these are potential sources of
bi omass that are non-Act sources, that m ght substitute for
Act sources, right? So fromthe Bi omass Col | aborative, and
fromRob WIlians' work, you can see basically that this was
the estinmate of the potential 2007 pre-AB 32 and pre-LCFS
estimates of a certain anmount of gasoline equival ents,
mllion gallons of gasoline equival ent per year from
fielding, seed crops, orchard and vine prunings, landfills,
and so on, but a substantial anmount estimated at com ng from
forestl ands. And here again, you have the breakdown of the
sources by percent. Now, in the EISA there is a
prohi biti on agai nst the renoval of biomass from federa
| ands for energy. Now, the RFS2 has it back in, but it is
not clear what the final outconme of that analysis wll be,
so this is at least -- this is in question whether this is
even going to be a source in California, even if it were
economi c.

But basically, we have not just specific
regul ations relative to biofuels, but a whole | ot of other
regul ations that Jimand others have tal ked about that, in
net effect, drastically reduce the access to these kinds of
resources. Just recently, there was, well, Plumas sawm |
cl osed down, there was the |last sawm || between H ghway 50
and Bakersfield in the Sierras closed dowmn. There is no way
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to get wood out in those areas, or to process material.

So those effects, those downward effects and downsi zi ng
effects, and here you see sone protests about the |ack of
water in the San Joaquin Valley, which of course would be a
Ag biofuel source if there were water. So these net effects
make it questionable that sonme of the things that we have
counted on, in fact, are going to be achievable in the short
run, and certainly md-term

So who is happy about that? Well, where is our
bi of uel going to cone fron? | think these guys are going to
be having a great party because, if that ethanol estinate
fromthe Unica and from MBRAPA i s reasonabl e correct, that
is going to be a |l ow carbon fuel available in | arge anounts,
and we are going to be in the sane situation as we are --
just like we are with oil, inmporting it, and letting other
peopl e get weal thy based on our environnmental mandates.

So, can we produce biofuels sustainably in
California? Al right, this is not California, this site is
Germany, and this is a great brand new et hanol plant, and
what the Germans are doing is they are taking surplus sugar
beets and small grains and buying sone naize grain, but
basi cal | y managi ng anounts of production that are over their
Eur opean quotas, and taking sonme of that surplus at this
facility and converting it into ethanol. They are using
sone biomass to inprove the quality of the power source,
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which in this case is lignite, which is a | ow val ue coal

And they are maki ng et hanol biogas and electricity in aninal
feeds and collecting sone nutrients at the end. They are
going to be creating -- this is an integrated bio refinery
-- but they are going to be making it nore conplex, and they
have in mnd to creating sone chem cal feedstocks, as well.

This is just fromone of the -- this is just a
hypot hetical corn bio refinery concept. Basically, it al
starts with the grain, which is our current process, and
they can do fractionation. Soneone tal ked about de-germ ng,
or getting bran out, or getting oil out. Anyway, you go
t hrough that, you get your ethanol, you get sonme distiller's
grains as feed, but other things can happen, there are other
products. You can do specialty chem cal fernmentation from
sonme of these byproducts. Once you have got this process
runni ng, you can add a cellulosic process to it, you can use
that for both direct heat, you can use it for anaerobic
di gestion for biogas, you can do sone cellulosic
fermentation for ethanol, and then there is a whol e bunch of
specialty chem cal products that m ght be nmade, and these
are -- this is in the planning. This is in the channel
right now, not all of it in detail, but parts of this are
al ready being built out in the M dwest.

| put this up to switch gears a bit. | think
may have shown this before, | do not know, but this gives
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you an idea of how soils, if you will, agri-ecol ogi cal

condi tions change with | andscaped aspect. This is the Delta
and you are just |looking across it. And these are the

ol dest soils down to the youngest soils, alluvial soils, and
each area has its own character and suitability for certain
kinds of crops. The point that | want to nake with this
slide is that all biomass is local, that is, what is
sust ai nabl e and optimal, and a set of Best Managenent
Practices varies with the | andscape.

So we are doing -- the Biomass Collaborative, with
funding again fromthe Energy Conmi ssion -- is doing sone
econonmi ¢ optim zation of individual farms and farns with
i ndi vidual regions, to better estinate the price points of
the actual production potential, taking into account that
ki nd of |andscape diversity. W can evaluate at what point
a new bi ofuel crop mght cone in and what it displaces. W
al so can get things |like very robust estimates in the anount
of water that is being used, what the net effects on water
are, and a whol e bunch of other things interesting to public
policy.

These LP, partial mathematical progranmm ng nodel s,
predict the nost profitable conbination of crops for farm
they use constraints |ike water supply |ands, soil, and so
on, and they generate optimumsolutions. | will talk nore
about this tonorrow, but I will show you a few slides today.
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So this is a sanple LP matrix to maxim ze profit subject

to these kinds of resource availabilities and costs, and
subject to anounts of constraints |ike the anount of | and,
t he ambunt of water, and so on that is there. There are a
whol e bunch of these that put in their variable by farner,
by region.

And these are just sone estimtes. W are not
finished with this work, this is all work in progress. So
we have been evaluating Canola, which is a winter oil seed,
it is not much grown in California, and sweet sorghum and
these are the price per ton that sonme of these farnmers woul d
need, or price per 100 weight, to have that crop becone part
of their crop rotation. This is a work in progress, a | ot
nore can be done here, and we hope to be able to expand it
in the future.

Let nme give you an exanple of an econom c process
that mght lead to biofuel in California. | have tal ked
about this before, so |l will not gointo it for the future,
but we do have a salinity problemin the Western San Joaquin
Val | ey, and maybe sone other areas, as well. And one of the
ways to extend the sustainability of crop production in the
worl d's nost productive agricultural region, which is the
Western San Joaquin Valley, is to re-use drai nage water for
the irrigation of salt on crops, it hel ps reduce the anount
of salts that are | eaching the deep aquifers.
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So we have a lot of land out there that is

retired. This is the fornmer Broadview irrigation district.
We have this year a lot of land that is idle because there
is sinply no water, probably 300,000 acres, naybe anot her
40-50 that has been deliberately retired. This land stil
has to be managed. It still costs noney to do sonething
with. You cannot just |let weeds grow, dust blows, there are
sonme things that have to be done to it, so there is a cost.

This is too detailed to go into, but the point is
-- this is tinmes a thousand -- in-valley land retirenent and
dr ai nage water treatnment according to U S. Bureau of
Recl amati on estimtes is going to cost a huge anount of
nmoney pushing on a billion dollars. The high cost of doing
this should, | think, notivate consideration of nore on-farm
dr ai nage managenent systens, especially given the fact that
you can have cost overruns and environnental excesses and
| ocal operators, we think, will be better at this, at |east
nmy col |l eagues do, and | do, too.

And for 10 years, at |east, we have been grow ng
Bernuda grass on really terribly salt affected land, and it
turns out to be quite productive. It is a very salt
tolerant grass. You might, as you know, in your yard, this
stuff is just tough to get rid of, and that is exactly what
we want here. W have been doing nodeling of this process,
data col |l ecti on and weat her nmanagenent, and so on, and well,
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just to give you sone idea of how this stuff |ooks, even

on saline land, and we created a sinulation nodel that
estimates crop growmh as a function of water and salinity.
We can predict plant growth, trace m neral content, plant
yield, and in this case we al so have a grazing nodel, but
this could be a biomass energy yield nodel, as well. And
you can feed biomass into lingo-cellulosic bio refineries,
so that you could create ethanol, you m ght be able to
create -- you might gasify sonme of the lignin, you m ght
make a bit higher order of alcohols, you m ght do Pyrol osis,
you m ght make other chem cal feedstocks. 1In any case,

Li ngo-cel l ul osi ¢ bi omass com ng from an environnent a

remedi ation activity like re-using drainage water, in this
case, the piece that mght be mssing, in fact, is the
energy market that allows this to actually all work. This
is just some rough estimtes. And, again, | have actually
shown sone of these before at Energy Conm ssion neetings, of
t he amount of land retirement alternatives and the anmount of
et hanol that m ght be produced instead. These are very
rough. We need to do nuch nore detail ed engi neering
calculations and, in fact, are starting to do that.

So lastly, how are we going to deal with the
demand on one end for biofuels, the need to be m ndful of
sustainability considerations, as Jimdescribed, and the
regul atory dilemma that we have with having so many, and
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often contradictory and, in fact, sone unhel pful

regul ations? | wanted to just tal k broadly about
sustainability. Sustainability neans a ot of different
things. It is a big circle. You could put your own ideas,
make your own circles and put themin there. Wat we have
done with the greenhouse gas regulations is we have said
that this is what counts nost, and all the rest of this is
subordi nated to greenhouse gas reductions. Now, when the
bi of uel s programwas first getting underway early in this
century, in a serious way, there were a | ot of public
objectives that were identified as being served by the use
of biomass. One was the diversification of transportation
fuels, having nore donestic sources, and inproving national
security. If this conflicts with greenhouse gas reduction,
it does not matter. It will increase rural enploynent and
wealth. Again, this does not matter if it conflicts with
gr eenhouse gas reduction. Reduce expensive crop surpluses
-- we have done that with the corn program Distribute fuel
refining, benefit the environnent by reducing petrol eum use
for transportati on and greenhouse gas issues -- that is the
critical one, but by our policy and any other benefits,
agai n, are subordi nate.

So how can we take better account of both
preserving environnental quality and al so neeting and
considering a range of public goods that also qualify as
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sustainability issues? This is a very very difficult

regul atory problem W really never really tried to do it
before that | can think of, in any particular area. So |

t hi nk that we need innovative tools that allow us to
guantify those things that can be quantified, and then to
assess them agai nst each other, and to then choose the best
bal ance of goods and costs. And so integrative assessnent
is a nore formal activity that needs to be focused on the
needs of policy nmakers who have to nmake these very conpl ex
eval uations of sustainability. It has to be nulti-scale and
predictive, it should include field, farm and | andscaped
scal e bi ophysi cal nodeling, integrated with each other. It
should include farm regional, and sector scale economc
anal ysis and other social criteria, to the degree that they
can be included. It may include sone neasurenent of soci al
preference and it has to be, as | said, integrated, where
information fromone level infornms the next. The
information has to be portable across all these scal es.
There are sone exanpl es. Europeans have noved along this
line. They have the SEAMLESS Program and, so, basically as
you have increases in scale, and increases of nodel
conplexity fromthe crop to the field scale, to the whole
farm nodel to the | andscape nodel, to the market sector
nodel , and there are feedbacks of these sectors on these
other nodels. It is creating this kind of seanl ess, or
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integrated, holistic assessnent systemthat | think wll

hel p us better, and inpersonally and nore objectively,
eval uate the trade-offs and benefits that we hope to gain
t hrough our alternative fuel program

This is fromthe SEAMLESS Program and you can see
a range of nodels that speak and can transport to each
ot her, they have adopted recently GIAP, it is the best one
out there for the purpose that they have it in here, which
is not to predict indirect |and use change, incidentally.
So you see an increase in scale here, and bi ophysical, bio-
econonm ¢ and social and institutional components. And so |
think that we need to recreate this in California. To sone
degree, we are underway at the Bionmass Col | aborative with
that, we have crop sinulation nodeling, we have this whole
farm econonm ¢ anal ysis, we have the capacity to predict
regi onal ecosystemeffects of crop production. W are not
wor ki ng yet at a larger econom c scale, but our friends at
the TS are doing that. So I think that would be useful for
policymakers in the state to support the further
intensification of our effort because we have sone funds for
doing it, but really not at the |level that the state needs,
inny mnd, to do the job that needs to help it overcone
sonme of these regul atory conundruns.

Just to end, you always have trade-offs.
Agricultural sustainability is not a yes or no, it is a nore

CALIFORNIA REPORTING, LLC
52 Longwood Drive, San Rafael, California 94901 (415) 457-4417



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

190
or less. And there are always bal ances associated with

it, and | think this would be true for sustainable forestry
managenent, as well. So it is really a question of
guanti fying what you can, and | aying sone of the goods and
sonme of the debits al ongside each other, and naking nore
informed choices. And | think that would be a better way to
informpolicy, including sustainability standards. Thanks.

MR. McKINNEY: Great, Steve. Thanks very nuch. |
al ways | ove hearing your presentations. | did have one
question for you, going back to sone of the indirect |and
use issues you raised. And that is, so this norning we
heard a | ot of discussion about cane ethanol in Inperial
Val | ey and sweet sorghum ki nd of distributed throughout the
state. Theoretically, how would indirect |and use charges
for those crops be cal cul at ed?

DR. KAFFKA: That is a really good question. The
first thing | would take into account is that | think we
al ready have sonme wiggle room even if we were to accept the
notion that a change in cropping patterns in Inperial Valley
sonehow or other affects farm ng systens el sewhere. And
that is that we have had several hundred thousand acres that
are idle now. 1dling those acres should have had the sane
effect as a diversion for biofuel. So, you know, we have
that much wiggle room ny opinion is just sinply bringing
t hose acres back into production; bringing those acres back
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into production would spare the production of |and for

sugarcane in Brazil. It cuts both ways. So the GTAP nodel,
at least in the versions that have existed so far, have not
even accounted for land use in California, it is not in the
system it is not in the database. 1In California, largely
specialty crop markets are not considered to have any
significant inpact in that global scale, worldw de. And
even so, you can see that GIAP is very weak at actually
predi cting | and change. There has been negative -- there
have been | oss of cropland over a period of time when they
predi cted expansion. So | amnot sure it is a significant
issue. | think it is a marginal issue and, in fact, | think
that these nunbers, as you can see, there is a tendency for
t hese nunbers to be going down to a fairly lowlevel. 1In
ot her words, | amnot sure, in fact, that those nunbers are
going to get |large enough to be of nmuch concern

MR. McKI NNEY: Okay, yeah, because that is kind of
nmy general understanding. So let's say, for exanple, with
sugarcane in Inperial Valley, you would | ook at the
di spl aced crops, which would be alfalfa and sone of the
ot her grasses, SO --

DR. KAFFKA: Probably sweet -- not sweet sorghum -
- but Sudan grass and maybe regul ar grass hay.

MR. McKINNEY: Yeah. And to think that that would
have any -- that |evel of acreage would be changed, if that
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woul d have any effect at the gl obal scale for those

commodity markets, to nme, that just does not seemlike
sonet hi ng you can neasure.

DR. KAFFKA: Well, how you can even neasure it.
You have to renmenber, sone of those grass hays are going to
feed pleasure horses. So are you going to privilege
pl easure horses over a transforned energy fuel econony?

MR. McKINNEY: | will |let you answer that
guesti on.

DR. KAFFKA: Well, you are the regul ator making
t he deci si ons.

MR. McKINNEY: Uh, we are not a regulatory body,
Sir.

DR. KAFFKA: Well, you are going to try to have
sonme t hought about that.

MR. McKINNEY:  Right, right.

DR. KAFFKA: | do not want to answer that one. So
horses are |l ovely animals, people enjoy them but the fact
is that it is not just, you know, food versus fuel, it is
food versus hay, or house fodder, or whatever, feed.

MR. McKINNEY: Ckay, thanks. Were there any
guestions fromthe audi ence or WebEx?

MR. WARD: | have one question.

MR. McKINNEY: M. Ward.

MR. WARD: Dr. Kaffka, the upper green dianond
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there, that is for sugarcane --

DR. KAFFKA: That is CARB' s estimate -- 42 grans,
| think it was --

MR WARD: In California?

DR KAFFKA: No, that was for Brazil.

MR WARD: For Brazil. And there was no estinmate
for California sugarcane at this point?

DR. KAFFKA: | do not believe they have one
because you do not really have good quantitative data.
Thanks to joint programs from CEC and CDFA, we hope to do
some measurenments ourselves starting as soon as the grant
actually gets finalized.

MR. WARD: Thank you.

MR. McKINNEY: Anything on the WebEx, Pilar?

DR. KAFFKA: | have not been controversial enough.

MR. McKINNEY:  You have got to kind of clean up
your act there, Steve. Geat, thank you very nuch, Steve.

M5. MAGANA: Bill has sonething to say.

MR. McKINNEY: Can you introduce yourself?

MR. KINNEY: | amBill Kinney. | amwth the
Energy Comm ssion. | work for Jim anong other things, when
he is not having me do other things. Steve, when you talk
about the circle of the corn, lowa corn --

DR. KAFFKA: Yeah, | nean, that is the Mieller
st udy.
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MR. KINNEY: Just, uh, | want to make sure |

under st and what you were trying to say, and | think what you
are trying to say is that the amobunt of acreage devoted to
corn in that circle is roughly the same when they made this
nmeasurenent in '08 as it was in '02, or sone earlier tinme --

DR. KAFFKA: Not very different, sone.

MR. KINNEY: Ckay, but what | am not sure you are
addressing, | guess | have a question about, is that that
corn is no longer being used for feed, right? It is going
to ethanol, correct?

DR. KAFFKA: Yeah, sone portion of it, right.

MR. KINNEY: Ckay, so what would you define --
what kind of an effect would you call that? |Is that an
i ndirect plan use there? Because sonebody is going to grow
t hat feed sonewhere.

DR KAFFKA: Well, you know, actually when you
have a distiller's grain conponent that conmes back out, you
are still using it for feed. You are renoving the starch,
but you are getting proteins, you know, if you do not de-
germit, if you do not take the oil out, and so you have
that as part of the energy that aninals are fed, and it
actually has in sonme cases substitutes to sonme degree
directly through the land, directly through the corn that is
basically going to the ethanol, or in ternms of the energy
i nvol ved, it substitutes for soybean acres that are avoi ded
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bei ng pl anted because of the energy value, the DGH  So

the fact is that there -- within this just snmall scale
econony, there has not been significant -- we have not seen
a decline in exports in corn. W have not seen a decline in
the rate of yield increase, we have not seen nuch in the way
of trade effects that anybody can neasure as a consequence
of corn diversion. There are all kinds of adjustnents that
peopl e nake. Cotton acreage has gone down, but cotton
acreage i s going down el sewhere anyway in the Southeast, and
soybean acres are not there. So what does that do? There
are people who spend their whole life, believe it or not, |
was at the National Corn G owers Meeting two weeks ago, it
was very interesting, they spend their whole |ife watching
corn prices in the trade nmarkets, and these are the kinds of
things we were hearing, the fact that there has not been too
much novenent.

MR. McKINNEY: Okay, well, it sounds |like there
are no additional questions. So, again, thanks very mnuch,
Steve. | guess | will put ny noderator hat back on if that
is okay with Leslie.

M5. BAROODY: That is fine.

MR. McKINNEY: Okay. The last part of the program
for today's agenda was to open it to public comrent, and
specifically we are soliciting cooment on the AB 118
process, or program or any elenents therein, or anything
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el se that speakers today, or nenbers of the public would

li ke to coment upon. Maybe we can unnmute the WbEX?

M5. MAGANA: Yes, it is unnuted.

MR. McKI NNEY: Goi ng once?

MR. RUBENSTEI N.  Ji n?

MR. McKINNEY: And if you could state your nane
for the record, please?

MR. RUBENSTEI N. Yeah, hi. Dave Rubenstein again
with California Ethanol and Power. The one situation that
we have come across in our process of trying to work within
AB 118 and trying to obtain funds to get our devel opnent
done was, again, as | nentioned, the ARRA hurdle that we
needed to conply with. In our situation, | think that we
nmeet all of the criteria to be able to obtain funds under AB
118, which is going to help us build the facility, except
for that one. And interestingly is we do not qualify for
any grants under ARRA for our project. But, once we start
to build a plant, we will qualify for stinmulus noney through
t he federal governnment and the Departnent of Energy for a
| oan guarantee, actually a very generous |oan guarantee, as
well as the Treasury giving us noney back for the power
pl ant side of our conpany. So we actually get those funds
down the road and we were wondering if we could apply those
opportunities into the AB 118 solicitation now, to be able
to access that. Does that nake sense?
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MR. McKI NNEY: | want to make sure | understand

this correctly. So | think you are saying that, with this
federal | oan guarantee program that if you have a facility
that is up and running, you would qualify for that, but you
need sone interimfunding to get you to that point?

MR. RUBENSTEIN. Right. Which cones first, the
chicken or the egg? That is right.

MR. McKI NNEY:  Okay.

MR. RUBENSTEIN: And actually, the DCE
solicitation just came out, so it is 1703 and 1705 that are
| oan guarantee nunbers, so we will apply for that, we are
just too early in the process to do that. W should be able
to do that probably in the next six nonths or so. Thanks.

MR. McKINNEY: Ckay, thank you. And, again, going
once? Going twice? | think we will adjourn the neeting.
Thank you again, everybody, for your participation. | know,
on behalf of staff, we really learned a ot and really
appreci ate those of you making the trip here to Sacranento
to share your perspectives and information with us, and we
| ook forward to hearing nore tonorrow. So, again, thanks
very much. And we will close the neeting.

(Wher eupon, at 3:55 p.m, the workshop was adjourned.)

o0o- -
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