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| place in recent weeks; two at the federal level and one at the state level in California. This document was

( Three significant, separate but at least partially related, regulatory actions regarding ethanol have taken

v designed to provide a brief review of these actions, where the National Corn Growers Association (NCGA)

stands, and what needs to be done to support the corn and ethanol industries.

NCGA sees the ethanol industry as a critical part of our nation’s domestic energy security. Moving to higher blends

of ethanol is critical to the sustained health and expansion of corn and cellulosic ethanol production in the United

States. An incremental move to higher blends of ethanol would send a strong signal that the ethanol industry

remains a major component of the nation’s energy policy, at a time when the United States is working to replace

foreign oil with domestically produced renewable energy.

I. Higher Blends Waiver Request

On March 6, Growth Energy and 54 ethanol manufacturers submitted a waiver
application to the U.S. Environmental Protection Agency (EPA) requesting
approval to increase the amount of ethanol blended with gasoline up to 15
percent. EPA opened the comment period on April 22, and all comments must
be received on or before July 20. Current statute calls for EPA to make a decision
within 270 days of receipt, which is December 1.

This waiver application is a separate mechanism from the parallel activity of
asking for EPA to approve E12/E13 blending rates justified upon the fact that the
resulting fuel would be substantially similar (‘sub-sim’) to current reformulated
fuels that satisfy the 1990 Clean Air Act.

With the expansion of the ethanol industry, we are quickly approaching the
maximum volume of ethanol that can be blended into gasoline for use in
conventional vehicles. The United States currently consumes approximately 138
billion gallons of gasoline each year. This means that it will take about 13.8 billion
gallons of ethanol to saturate the existing E10 market to hit the “blend wall.”

Hitting the Blend Wall

Action Alert

Friends of NCGA are urged to

contact the U.S. Environmental
Protection Agency by
Thursday, July 20, to show
their support for increasing
the maximum allowable blend
of ethanol into gasoline. This
is crucial for the corn ethanol
industry and to support
energy security and a vibrant
rural economy. For details, see
the “Action Alert” at NCGA’s

Web site, www.ncga.com.

To date, the U.S. ethanol industry has more than 12 billion gallons of ethanol production capacity, with an

additional 2 billion gallons under construction, so production capacity is quickly reaching the blend wall. Based

on scientific research conducted by both the public and private sector, NCGA believes increasing ethanol blends

greater than 10 percent is achievable and safe based on sound science. Additionally, the waiver application does

not seek to mandate use of E15, but rather seeks to remove a barrier to its use. EO and E10 will continue to be

available for use in small engines or other applications.




Allowing for an increase in the blend rate will help the existing grain-based ethanol industry continue to grow
and prosper, will induce rural development throughout the United States and also serve as the bridge for next
generation of biofuels. Unless there is an increase in the amount of ethanol blended into gasoline, the blend
wall will strongly discourage continued investment in advanced biofuels, limit our ability to meet the long-term
biofuel requirements set forth in the Renewable Fuel Standard (RFS) and hinder ongoing federal efforts and
investment to promote next generation biofuels.

Il. Renewable Fuel $tandard Regulations

The Energy Independence and Security Act of 2007 (EISA) establishes a 36 billion gallon revised Renewable
Fuel Standard (RFS2), headlining several important provisions for biofuels. The RFS2 contains different
provisions for assorted types of biofuels, including conventional biofuels, advanced biofuels, cellulosic biofuels,
and biomass-based diesel. The new law set the following volume targets for each of these biofuel types, from
2008 to 2022.

Advanced Biofuels
Biomass-based

Conventional

Year Biofuel Cellulosic Diesel Undifferentiated Total RFS
2008 9 - - - 9
2009 10.5 - 0.5 0.1 11.1
2010 12 0.1 0.65 0.2 12.95
2011 12.6 0.25 0.8 0.3 13.95
2012 13.2 0.5 1 0.5 15.2
2013 13.8 1 1 0.75 16.55
2014 144 1.75 1 1 18.15
2015 15 3 1 1.5 20.5
2016 15 4,25 1 2 22.25
2017 15 5.5 1 2.5 24
2018 15 7 1 3 26
2019 15 8.5 1 3.5 28
2020 15 10.5 1 3.5 30
2021 15 13.5 1 3.5 33
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Notice of Proposed Rulemaking

On May 5, the EPA released the much-anticipated Notice of Proposed Rulemaking (NOPR) amending the
RFS2. According to the EPA, “(for the first time in a regulatory program, an assessment of greenhouse gas
emission (GHG) performance is being utilized to establish those fuels that qualify for the above four different
renewable fuel standards. As mandated by the revised statutory requirements, the greenhouse gas emission
assessments must evaluate the full lifecycle emission impacts of fuel production including both direct and
indirect emissions, including significant emissions from land use changes.” As proposed, the NOPR concludes
that corn-based ethanol reduces direct GHG emissions by more than 60 percent compared to gasoline.
(Calculations based on data found on page 591 of the proposed rule.)

The EPA has attempted to calculate domestic and international indirect emissions resulting from the
undeveloped science of land use change, which are thought to greatly reduce ethanol’s GHG benefit. Indirect
land use has become a highly controversial issue since the publication of the Searchinger, 2008 paper in Science
magazine. Many groups are involved in developing mathematical models that are beyond the scope of this
summary, but demonstrate the difficulty with validating mathematical models on the effects hypothetical
changes of indirect land effects from international agriculture on domestic production in the United States.

The EPA will subject land use change and these calculations to further peer review and public comment.
NCGA will also work with the industry to provide EPA the most up-to-date scientific information available on
corn yields, crop inputs, and distiller’s grains, and other needed information.

The NOPR also contains a proposal regarding the requirement that biofuel feedstocks only be grown or
harvested from existing agricultural land. This requirement applies to both domestic and imported fuel.

The comment period will be open for 60 days and all comments must be received on or before July 27. In
addition to seeking comments on the information in this document and its supporting materials, the Agency is
conducting peer reviews of critical aspects of the lifecycle methodology.

Biofuels Interagency Working Group

On May 5, in addition to the announcement of the publication regarding the NOPR, President Obama
announced the formation of the Biofuels Interagency Working Group. The working group will be co-chaired
by U.S. Agriculture Secretary Vilsack, Energy Secretary Chu and EPA Administrator Jackson. NCGA looks
forward to working with the USDA, DOE and EPA to continue to provide the most environmentally friendly
fuel available today to consumers in the United States.



Iil, California’s Low Carbon Fuel $tandard (LCF$)

Executive Order S-01-07 directed California’s Air Resource Board (CARB) to develop a Low Carbon Fuel
Standard (LCFS) to reduce the carbon intensity of California transportation fuels by at least 10 percent by
2020. An Initial Statement of Reasons (ISOR) was published on March 5 and a public hearing was held on
April 23. At this hearing, CARB’s Board voted to accept the LCFS, as drafted, by a vote of 9-1. The Standard
takes effect in 2011,

The LCFS includes an assessment of greenhouse gas emission (GHG) performance for fuels including significant
emissions from land use changes (LUC). Life Cycle Analysis (LCA) includes direct emissions associated with
producing, transporting, and using the fuel, including:

e Emissions from planting, harvest (fuel, fertilizer)
e Emissions from feedstock transportation
e Emissions from conversion of crop to biofuels

e Emissions from transporting biofuels to end user

Unfortunately, LUC penalties are enforced against biofuels only, which increases the carbon score of these fuels
by 40 percent or more. The problem with the proposal as approved is two-fold:

e the science of predicting indirect, economically-derived carbon
effects is extremely new and uncertain; and,

¢ no level of certainty justifies enforcing economically-derived carbon
effects against only one type of fuel.

Corn-based ethanol from natural gas-fired Midwestern ethanol plants can only meet the levels of compliance
in 2011-2012, and are currently mandated out of a 1 billion gallon per year market after that date. This new
standard will hurt the domestic biofuels and related industries and increase our nation’s reliance on foreign oil.
Board members ignored important estimates of corn yield growth trends as they only updated yield from 2001
through a 2006-2008 average yield. This is highly inconsistent with the years of their analysis, which range
from 2001 to 2015.

This decision will also be harmful to our national economy. We may lose a tremendous opportunity to spur
economic growth in agricultural communities. Furthermore, this decision will cost us the opportunity to
continue reducing greenhouse gas emissions by expanding American-grown biofuels and decreasing our

reliance on fossil fuels.

The board has also decided to set up an expert workgroup to look into the issue of indirect land use, and we
are looking forward to collaborating with this group in the future so that CARB can help California succeed
in its mission to reduce environmental impact without negative economic implications that will reverberate

throughout our nation.
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