Proposed Draft Regulatory Language

Revised October 30, 2008

Assembly Bill 118 (Nufiez, Chapter 750, Statutes of 2007) created the Alternative and
Renewable Fuel and Vehicle Technology Program. The legislation authorizes the
Energy Commission to spend approximately $120 million per year for over seven years
to develop and deploy innovative technologies that will transform California’s fuel and
vehicle types to help attain the state’s climate change policies.

The draft regulatory language presented at the Committee Workshop on

September 9, 2008 has been revised as a result of comments received from public
workshops or through the docket during the informal process comment period. Changes
to the regulatory language are indicated in red font.

Written Comments

Written comments on the revised language must be submitted by 5 p.m. on
November 10, 2008. Please include the docket number 08-OIR-1 and indicate
Comments on Revised Regulatory Language in the subject line or first paragraph of
your comments. Please hand deliver or mail an original to:

California Energy Commission
Dockets Office, MS-4
Re: Docket No. 08-OIR-1
1516 Ninth Street
Sacramento, CA 95814-5512

The Energy Commission encourages comments by electronic mail (e-mail). Please
include your name or organization’s in the name of the file. Those submitting comments
by e-mail should provide them in either Microsoft Word format or as a Portable
Document (PDF) to [docket@energy.state.ca.us]. One paper copy must also be sent to
the Energy Commission’s Docket Unit.



CHAPTER »X0004—12 _ Alternative and Renewable Fuel and Vehicle Technology
Program Regulations

Article 1. General Provisions Regarding Project Funding

Section X066¢—3100 Advanced Vehicle Technology.

Projects that produce or manufacture vehicles and components as described in
Health and Safety Code Section 44272 (c) shall be eligible for funding.

NOTE: Authority cited: Sections 25211, 25213, Public Resources Code. Section
44272 (a), Health and Safety Code. Reference: Public Resources Code; Section 44272
(@), (b), (c), Health and Safety Code.

Section X004X—3101 Sustainability Goals.
€) The sustalnablllty goals descrlbed in thls sectlon shall gwde thls—pregmm—te

petenﬂal%—aeMe\e—ene—epnwre—ef—the—sus%amamMy—geaI& the commission in ensurlnq

that funded projects promote sustainable alternative fuels and vehicles and do not
adversely affect natural resources.

(b) To achieve these sustainability goals, the commission shall establish, through
a public process, and prior to issuing project solicitations:

(1) Environmental performance measures that will serve as screening thresholds
for project eligibility; and

(2) Project evaluation criteria, in addition to those set forth in Health and Safety
Code Section 44272(b), that will be used to rank each project’s furtherance of the
program'’s sustainability goals and will incentivize the most innovative and sustainable
alternative fuel production practices and vehicle technologies.

(c) These measures and criteria shall be reviewed once a year, and updated as
necessary, to take into account best available science, existing certification programs,
consistency with other regulatory programs, including the Low Carbon Fuel Standard,
and other relevant information.

3(d) The first sustainability goal shall be the substantial reduction of
greenhouse gas emissions associated with California’s transportation system to help
meet California’s 2020 and 2050 targets as defined in Section-38550-6f the-Health and
Safety Code Section 38550 and the Governor’s Executive Order S-03-05. Towards that
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end, the Erergy-Scommission or its assigned policy committee shall identify, -and
support and give preference to those fuel and technology options with the best potential
for substantial meaningful-reductions in transportation-related greenhouse gas
emissions.

2)(e) The second sustainability goal shall be to protect the environment,
including all natural resources, from the envirenmental-effects of alternative and
renewable fuel development and promote the superior environmental performance of
alternative and renewable fuels, infrastructure and vehicle technologies. Towards that
end, the Erergy-Scommission or its assigned policy committee shall do the following:

{&)(1)Recognize, support, and encourage production of alternative and
renewable fuels and vehicle technologies that are more environmentally efficient and
less environmentally damaging than current standard practices for the production of
petroleum fuels, production of basic agricultural commodities, and extraction of natural
resources when measured on a life-cycle basis.

b}(2) Recognize and support production practices for alternative and renewable
fuels that preserve ecosystem integrity, protect and enhance the resiliency of natural
ecosystems, and that respect the physical carrying capacity limits of natural systems at
the local, regional and global scale.

3)(f) The third sustainability goal shall be to support certified-verifiable
sustainable production of alternative and renewable fuels. Towards that end, the Energy
Scommission or its assigned policy committee shall do the following:

fa)(1) Identify, -anre-promote, and collaborate in the development of practices and
programs that support certified;-sustainable domestic and international production of
alternative and renewable fuels te-previde-for the California markets with-low
greenhouse-gas-emission-fuels-while providing economic benefits to the areas in which

production occurs.

b}(2) Consult with the Air Resources Board and stakeholders through the
Advisory Committee to identify internationally recognized sustainability-certification
programs_that can confirm sustainable production of alternative and renewable fuels in
accordance with leading national and international standards.

(3) Undertake, and make available to the public, an annual review of
sustainability principles and programs, including those developed at the state, national,
and international levels.

{43(a) The fourth sustainability goal shall be to minimize or avoid the risk of
alternative and renewable fuel production causing unanticipated environmental,
economic, or social consequences. The Erergy-Ecommission or its assigned policy

commlttee shall do the followmq %&adap%we#n&nagemeal—eenﬂnueus#eseareh—use




(1) Use adaptive management, continuous research, and full fuel cycle modeling
tools developed in collaboration with the Air Resources Board.

(2) Develop reporting requirements for persons or entities receiving program
funding and establish a database for post-project monitoring of projects funded under
this program to improve understanding of full fuel cycle impacts on the environment and
monitor for unanticipated consequences to the environment, food supplies, and social
welfare.

Section X006—-3102 Definitions.

For purposes of section X%xx3101, the following definitions shall apply:

(a) “State’snNatural resources” include forest lands, range lands, waters and
watersheds, biodiversity resources (fish, wildlife, and flora) and their prime habitats,
coastal lands and waters, minerals, and prime agricultural lands.

3)(b) _“Environmental performance” denotes the relative environmental efficiency
and levels of environmental impacts from industrial facilities, agricultural operations
or natural resource extraction activities. Facilities with high levels of environmental
performance use fewer natural resource and energy inputs per unit of fuel output,
and have lower environmental impacts, than low environmentally performing
facilities.

4y(c) “Carrying capacity” is the ability of an air basin, watershed, ecosystem, or

landscape area to withstand resource extraction or absorb pollution loading until its
basic functions are impaired.

NOTE: Authority cited: Sections 25211, 25213, Public Resources Code. Section 44271
(a)(1), (2), Health and Safety Code. Reference: Section 44271 (a)(1), (2), 44272 (a),
(b), (c), Health and Safety Code.

| Section X2046%—3103 _Funding Restrictions.
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(a) A project shall not be eligible for funding if it is mandated by any local,
regional, state, or federal law, rule, or regulation. If a project is one that helps the
proposing entity meet a performance requirement mandated by local, regional, state, or
federal law, rule, or regulation, the project shall not be eligible for funding. To the extent
a project exceeds what is required for compliance with a legally enforceable
requirement, it may receive funding for that part of the project that the applicant
demonstrates is not mandated to meet the requirement,provided-that. Credits
generated by the excess, intheform-ofa-credithowever, is-may not be used or sold by
the proposing entity to offset a legally enforceable requirement, except to the extent
allowed by subsection (b). For purposes of this section, a legally enforceable
requirement refers to any requirement enforceable by a local, regional, state, or federal
agency for the purpose of reducing the emission of one or more criteria pollutants, toxic
air contaminants, or any greenhouse gas.

on the reduction of criteria pollutants, toxic air contaminants, or greenhouse gases may
not be eligible for funding unless all of the following occur:

(1) the commission’s solicitation document for a given solicitation explicitly
allows such projects to seek funding,

(2) the applicant seeks funding for only a portion of the project;

(3) the applicant agrees in the funding agreement to discount emission
credits at least in proportion to the amount of funding received;

(4) the project satisfies the criteria and other applicable requirements as may
be specified in the solicitation document and

(5) the commission selects the project based on selection criteria specified in
the solicitation document.

NOTE: Authority cited: Sections 25211, 25213, Public Resources Code. Reference:
Section 44271 (c), Health and Safety Code.

Section X006%—3104 Advisory Body.

The commission shall assign an appropriate policy committee to establish and
maintain, as needed, an advisory committee for the Alternative and Renewable Fuel
and Vehicle Technology Program. The advisory committee shall function as the



advisory body required under Section-44271-5-of the-Health and Safety Code_Section
44271.5.

NOTE: Authority cited: Sections 25211, 25213 and 25214, Public Resources Code.
Section 44271.5(a), (b), Health and Safety Code. Reference: Section 44271.5(a), (b),
Health and Safety Code.

Section X00%—3105 Designation of Advisory Committee Presiding Member.

The presiding member of the assigned policy committee shall serve as the
presiding member of the advisory committee and shall preside over its public meetings.

NOTE: Authority cited: Sections 25211, 25213 and 25214, Public Resources Code.
Section 44271.5(a), (b), Health and Safety Code. Reference: Section 44271.5(a), (b),
Health and Safety Code

Section X00%—3106 _Selection of Advisory Committee Members.

(a) The assigned policy committee shall solicit applications from persons who
wish to serve as a representative from one of the interest groups or agencies identified
in Section-44271-5-of the-Health and Safety Code_Section 44271.5, and may solicit
applications from other persons who wish to represent interest groups beyond those

listed in Health and Safety Code Section 44271.5-efthe-Health-and-Safety Code.

(b) Anyone wishing to serve on the advisory committee by representing an
interest group not identified in Seetion-44271.5-6fthe-Health and Safety Code Section
44271.5 may apply to the assigned policy committee during any solicitation for
applications. The assigned policy committee shall have the discretion to allow for one or
more additional interest groups to be represented on the advisory committee. Such a
determination shall consider whether representation of an additional interest group
serves to diversify input from the advisory committee and whether the applicant has
particular knowledge or expertise that would benefit public discussions and
recommendations.

(c) The assigned policy committee shall notify interested persons at least 14 days
in advance of any opportunity to serve as a representative on the advisory committee.
The notice shall describe the process for selecting representatives, any criteria that will
be used to choose between two or more persons wishing to represent the same interest
group, and the number of representatives to be selected. Those selected to serve on
the advisory committee shall serve at the pleasure of the assigned policy committee,
except that the policy committee shall ensure that each interest group identified in
Section-44271-5-of the-Health and Safety Code Section 44271.5 is represented on the
advisory committee.




NOTE: Authority cited: 25211 and 25213, Public Resources Code. Section 44271.5(a),
(b), Health and Safety Code. Reference: Section 44271.5(a), (b), Health and Safety
Code.

Section X00%—3107 __Advisory Committee Duties.

(a) The advisory committee shall meet at least twice a year to assist in the
development of an investment plan and its updates. The presiding member, in
consultation with advisory committee members, shall decide when to hold advisory
committee meetings and whether additional meetings are needed.

(b) The role of the advisory committee shall be to participate in one or more
public discussions and arrive at public recommendations, whether by consensus or
otherwise, regarding one or more elements of the investment plan. All public
discussions and recommendations shall serve to inform and advise the assigned policy
committee in the drafting of a proposed investment plan. The assigned policy committee
shall annually propose an investment plan, its update, or the lack of need for an update
to the commission for approval.

(c) Each advisory committee meeting shall be open to the public. No less than
10 calendar days prior to each meeting, notice of the meeting shall be posted on the
commission’s website and mailed or otherwise sent to interested persons. The
commission shall establish a list of persons who request notice in writing.

NOTE: Authority cited: Sections 25211, 25213 and 25214, Public Resources Code.
Section 44271.5(a), (b), Health and Safety Code. Reference: Sections 44271.5(a), (b),
Health and Safety Code.

Section X00%X—3108 Purpose of Investment Plan,

(a) The investment plan shall be subject to commission approval and, as
approved, shall determine priorities and opportunities for funding under the program for
the ultimate purpose developing and deploying innovative technologies that willef
transforming the state’s fuels and vehicles to help attain the state’s climate change
policies and achieve the other goals specified in Health and Safety Code; Section
44271 et seq.

(b) The assigned policy committee shall be responsible for the preparation and
publication of a draft investment plan or update, taking into consideration
recommendations and input from public meetings with the advisory committee.

(c) The draft investment plan or update shall be available for public review and
comment no less than 30 days prior to the meeting at which the commission considers
approving the proposed investment plan or update. During the period of public review,
the assigned policy committee shall hold at least one public workshop on the draft
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investment plan or update. The assigned policy committee may revise the draft
investment plan based on comments received during the public review period. At least
14 days prior to the business meeting at which the investment plan will be considered
for approval, the assigned policy committee shall publish a proposed investment plan.

(d) _As part of the investment plan, the commission shall identify where existing
public and private funding dollars are being invested; determine where public funding
can be strateqically used with consideration to potential for commercial viability,
competitiveness and production expansion of alternative fuels; assess the need for
public funding based on where existing public and private funding dollars are already
being invested; and analyze opportunities to leverage additional public or private

funding.

{e)}(e) All funding decisions made by the commission shall be consistent with the
investment plan, which shall be updated as needed annually. The investment plan shall
serve to give public notice as to the types of projects that would be eligible to receive
funding under the program and to specify the categories of funding allocations.

(f) If the commission determines that adjustments are needed in the allocations
made to funding categories, the commission shall submit a report to the advisory
committee documenting the conditions that lead to the adjustments.

NOTE: Authority cited: Sections 25211, 25213, Public Resources Code. Sections
44271.5(a), Health and Safety Code. Reference: Sections 44271.5(a), 44272 (a), (b),
(c) Health and Safety Code.



