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May 01, 2019 
 
Via Electronic Submittal to: LCFSworkshop@arb.ca.gov  
 
Jim Duffy 
Chief, Transportation Fuel Branch 
California Air Resources Board 
1001 I Street 
Sacramento, CA 95814 
 
RE: RPMG Comments on April 5, 2018 Cost Containment staff presentation 
 
Dear Jim and LCFS Staff, 
 
RPMG Inc. (RPMG) is a biofuel marketing company representing our owner and marketing partner ethanol facilities located 
throughout the Midwest. We appreciate the opportunity to comment on these early-stage concepts envisioned by CARB 
staff for LCFS Cost Containment.  
 
The combined operations of our member facilities provide both ethanol and distiller’s corn oil (DCO) as essential renewable 
and low-CI inputs to the California fuels market. Our plants have continually focused on innovation and real-world GHG 
reductions. Over the last decade corn-based biofuels (ethanol and DCO biodiesel and renewable diesel) have been directly 
responsible for more than 50% of the program’s carbon reductions as measured by carbon credit generation. RPMG and 
our affiliated producers are committed to the continuation of innovation at ever increasing rates for the products we supply 
to California. It is with this spirit of innovation that we submit the following comments. 
 
RPMG would like to state our fundamental support for the Low Carbon Fuel Standard, and CARB’s efforts to responsibly 
improve the program while maintaining market stability.  
 
The comments provided here focus on staff’s contemplated plan for Cost Containment and the potential impact on the 
LCFS. RPMG will refer to the two concepts as 1) Hard Price Cap and 2) Advanced Crediting (borrowing from future periods). 
RPMG is in favor of open markets and rewarding timely investment and reduction of GHGs. Therefore, we respectfully 
oppose the two concepts presented by staff, and further we do not believe additional cost containment mechanisms have 
been demonstrated as necessary at this time.  
 
Currently No Need for Additional Cost Containment  

The existing LCFS program already has a significant cost containment provision--the Credit Clearance Market, or CCM, 
inclusive of an inflation adjusted price cap. In the development of the LCFS the issue of cost containment was specifically 
brought up a number of times. CARB’s thoughtful and robust consideration of this issue ended with the creation of the 
CCM.1  To date, it has only been used once.   
 
It is not clear what has changed in the few years since the CCM was created that suggests major changes are needed now. 
The staff presentation and subsequent discussions with CARB have only highlighted potential concerns with the current 
system. RPMG would recommend discussion and analysis on ways to address some of the perceived issues with the 
current CCM before taking the significant step of distorting the market with the introduction of a Hard Price Cap. 
 
As stated in the workshop on multiple occasions, there is significant incentive at the current CCM price ceiling level to bring 
lower-CI fuels and technologies to the California market. Such technologies and innovation are occurring in and out of the 
liquid biofuels industry. 
 
RPMG believes a transparent and liquid marketplace can serve as a significant cost containment moderator. Slide 9 of the 
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LCFS Dashboard highlights that liquidity of LCFS credits may be an area of potential concern2. The “net position histogram” 
shows that seven (7) entitles control over 70% of the available LCFS credits, but it is unclear whether these entities have a 
compliance obligation or are other market participants. Such a distinction can make a significant impact on potential market 
liquidity, and thus credit price. We respectfully recommend CARB disclose the percentage of credits held by compliance 
entities and those held by credit-generating only entities.  This change can be implemented immediately to provide further 
insight to this area of understanding for all market participants, and without implementation of material market rules and 
dynamics. 
 
The timing of any potential amendments was left open. Cost Containment is not a concept that should be rushed, and in 
fact, could greatly benefit from additional time. RPMG supports this opportunity to see how the market reacts to the recent 
2018 revisions to the regulation, as well as, to see how reported additional credit generating projects materialize over the 
next year.  
 
Impact of Proposal on Innovation 

CARB has repeatedly stated over the years that the goal of the LCFS is innovation. The program is set up as a driver of 
lower Carbon Intensity technologies. These technologies and innovation come in two types—incremental and 
transformative—that can be viewed in terms of investment capital, short-term and long-term respectively. Because 
innovation takes risk capital, and that capital needs to have a shot at a return on investment, the timeframes associated 
with these two types of innovation are different. 
 
Today’s modern ethanol facilities are looking to invest in innovation. RPMG member plants are actively pursuing a range of 
CI-lowering technologies, including Carbon Capture and Storage, CHP co-gen, new bio-technologies (enzymes), and 
traditional process and energy efficiencies. Some of these technologies have a short internal payback, but the really 
transformative ones take years of investment and a long-term commitment to see a payback.  
 
The staff proposal will limit investment in the long term, capital intense innovation that the LCFS has been designed to 
produce (CCS, Solar-Steam, dedicated renewable energy projects). Facilities will limit investment to smaller capital projects 
that should have a shorter ROI.  Traditionally these projects yield smaller CI reductions. This is a death spiral for the LCFS 
as the aggressive compliance curve requires big CI-reduction jumps over the next few years. 
 
Implementability of Proposal 

RPMG is unsure how CARB would actually implement the Hard Price Cap. Much more detail is needed to fully comment. 
As an active market participant, RPMG looks forward to more robust details and discussion prior to any agency decision to 
move forward. 

There were few “how” details presented, but there was an important acknowledgement about bundled transactions. These 
transactions, where the fuel and the environmental attribute (CI) are purchased together, are an important aspect of the 
program. If such a price cap occurred on just one half of the bundle, then CARB is encouraging shifting of prices between 
the commodities. This behavior would lead to less price transparency, thus undermining some of the program’s recent 
amendments and goals. 

RPMG does not believe CARB should limit the value of a product between two willing counterparties. Such behavior crosses 
the line from market regulatory oversight. 

Policy Concerns 

One of the fundamental policy tenets of CARB’s GHG market-based programs can be stated as follows: “you can bank, but 
not borrow” GHG reductions. This is true under the Cap and Trade regulation and has been fundamental to the LCFS, with 
good scientific basis. A GHG reduction today, is worth more to the environment than an equivalent reduction years from 
now. Global Climate Change is an accumulation problem, not a transient local air pollution problem. As such, the concerns 
of “borrowing” from future reductions are real and tangible. Additionally, with both the compliance curve and CA-grid CI 
shifting downward, more analysis would need to be done to demonstrate that mathematically a ton generated in the second 
half of the next decade from charging X vehicles is atmospherically equivalent to charging the same number of vehicles in 
the first half of the next decade, from 2021-2025., I.e. it can’t be stated that a “ton is a ton” in these circumstances without 
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additional justification.  

Liquid fuels will continue to play a vital role in California’s economy for the next several decades. Lowering the CI of all fuels 
should be CARB’s focus.  The Advanced Crediting borrowing concept also places more importance on EV credit generation 
over all other fuels and technologies. The LCFS was formed as a technology-neutral platform, but has since abandoned a 
balanced approach to carbon reductions. This proposal ensures that generation of EV credits will continue to be top priority 
of CARB. Such priority comes at the disadvantage of other lower CI fuels and technologies.  

Taken together, this borrowing proposal and the Infrastructure credits, put the LCFS program further away from the original 
mandate of reducing fuel Carbon Intensity on a ton for ton basis. Capacity credits, borrowing, and other mechanisms may 
lead to short-term LCFS credit supply gains, but they ultimately undermine the end goals of the program. 

Existing Cost and Price Structures of the Current LCFS Program 

From a cost perspective, the LCFS is getting more expensive to participate in for a biofuel entity. The last round of 
amendments significantly increased the recordkeeping and reporting burdens for pathway holders. Verification costs to 
participate have not yet been born by the program. The amount of increase is not yet certain. If early warnings concerning 
a lack of LCFS verification firms and price competition is true, then they could be significant.  Setting a Hard Price Cap for 
credits designed to incentivize innovation before marginal costs for program participation is known will undermine current 
and future investment. 

Adding costs while reducing returns will cause facilities to think twice about participation in the California market. This is 
increasingly true as other North American LCFS-type programs are launched. 

Other Opportunities to Balance the Credit Bank 

There are a number of other policy and implementation levers available to CARB that could assist in balancing the 
credit/deficit ratio in the short-term. Increased use of E-85, switching to E-15, and revisiting the Indirect Land Use aspects 
of the program are three straightforward opportunities. RPMG recommends pursuing these, and other options, prior to the 
very significant and permanent decision to limit the open market. 

In Closing 

RPMG would like to reiterate that the LCFS program is intended to place a price signal on lower-carbon fuels. Limiting that 
signal is self-defeating. If there truly are concerns from staff about the cost of the LCFS program, RPMG welcomes a broad 
discussion with CARB, one that includes program participation costs, artificial value limits on products, market liquidity, 
alternative CCM funding options and more.  
 
This consideration of high credit values can’t be addressed with such a narrow proposal. Please contact me with any 
questions or comments at (952) 465-3247 or jwhoffmann@rpmgllc.com. 
 
Sincerely,  
 

 
 
Jessica W. Hoffmann 
Regulatory and Compliance Manager 
RPMG Inc. 

 


