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PROCEEDI NGS

CHAI RPERSON LLOYD: CGood nor ni

ng. The March

27th, 2003 public neeting of the Air Resources Board will

now cone to order.

M. Cal houn, woul d pl ease | ead the Board in the

Pl edge of All egi ance.

(Thereupon the Pledge of Allegi ance was

Recited in unison.)
CHAlI RPERSON LLOYD:  Thank you.

WI1l the clerk of the Board pl

ease call the roll.

BOARD CLERK DCRAI'S: Dr. Burke?

BOARD MEMBER BURKE: Present.

BOARD CLERK DCRAI'S: M. Cal houn?

BOARD MEMBER CALHOUN: Here.

BOARD CLERK DCRAI'S: M. D Adanp?

BOARD MEMBER D ADAMO.  Here.

BOARD CLERK DORAI'S:  Supervi sor DeSaul nier?

BOARD MEMBER DeSAULNI ER:  Here.

BOARD CLERK DORAI'S:  Prof essor

Fri edman?

BOARD MEMBER HUGH FRI EDVAN.  Her e.

BOARD CLERK DCRAI'S: Dr. Friedman?

BOARD MEMBER W LLI AM FRI EDVAN:

Her e.

BOARD CLERK DCORAI'S: M. MKinnon?

BOARD MEMBER McKI NNON:  Here.

BOARD CLERK DORAI'S:  Supervisor Patrick?
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Ms. R ordan?

BOARD MEMBER RI ORDAN:  Here.

BOARD CLERK DORAI'S: Supervi sor Roberts?

BOARD MEMBER RCBERTS: Here.

BOARD CLERK DORAI'S: Chai rman LI oyd?

CHAI RPERSON LLOYD: Here

Thank you.

Good nor ni ng agai n.

First of all | would Iike to wel come our new
Executive O ficer, Catherine Wtherspoon. |It's her first
Board neeti ng.

So we're delighted to have you here, Catherine,
and we're delighted to be working with you. It's a tough
start to a career in this job, but I know you can handl e
it.

EXECUTI VE OFFI CER W THERSPOON:  Thank you

CHAlI RPERSON LLOYD: Before we get started, just
not e about today's proceedings.

We are postponing Agenda Item 03-2-2 until next
nont h regardi ng appoi ntnents to the Research Screening
Conmittee, to give staff a little nore tine to talk to
potential candi dates.

So after our regular health update we'll go
directly to Agenda |Item Nunber 3, the Carl Myer, schoo

bus Item W' re expecting that discussion to take about
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3
an hour, as we're hoping. So if you're here for the Zero
Em ssi on Vehi cl e Regul ation, which obviously is the
hi ghli ght of the day for many of us, you have a bit of
time to get sone coffee, work on testinony, talk to staff,
et cetera.

Then once we get started with ZEV, we proceed
straight through the rest of the day, only taking short
breaks for the court reporter every two hours.

That's to acconmobdate the large list of wtnesses
we' re expecting today. W don't have an idea of the

nunber of witnesses at this time, but obviously in the

next few hours we'll have a pretty good idea.
If need be we'll extend the hearing to tonorrow.
But ny coll eagues now wi Il have to gauge that to see how

I ong and how fast we can get along. And clearly, in that
context, |I'm already under significant pressure by ny
col l eagues here to limt the testinony, given that we nay
have a | arge nunber of people. And so, as you can see the
pi ncer novenent here, it's likely that | will have to
exert three nmnutes or so if we have a | arge nunber of

wi tnesses. But we won't know that, and |'ve give the

wi tnesses plenty of time. Cearly, the testinony up front
fromthe najor stakeholders, that will not be inpacted by
the three mnutes because these are sone critical issues,

and we'll need adequate response to the staff presentation
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as wel | .

I'd also like to ask anyone in the audi ence who
wi shes to testify today, as | indicated, keep coments as
brief as possible. The other part of it I think, and
consistent with this, you know, we've had hundreds of
letters, many of which repeat the sane nessage. So people
who are testifying who all have the sane nmessage, it would
be hel pful, in fact, if you just highlight any
differences. Believe ne, as |'ve indicated when | was
flooded the last time with E-nails, it's like a dessert.
You know, the first few teaspoons or tabl espoons are
excellent. But after, you know, a truckload of that, it
doesn't have the sane inpact.

So | think it's inportant that we focus sone of
those so we add on. And the Board again has read a | ot of
the material here, and | think we're snart enough to be
able to digest the key parts.

But as | indicated, until we know the nunber of
peopl e signed, we will not have a good idea of where we
are.

So with that | guess we will proceed to the first
agenda itemtoday. Rem nding anybody who w shes to sign
up, please see the attendant outside. And if you have
copies of the witten statenments, provide 30 copies if you

can.
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The itemhere is the recent health research
conducted in the Netherlands regarding the association
between traffic-related air pollution and nortality in an
el derly popul ati on.

At this point 1'd like to turn it M. Wtherspoon
to introduce the itemand begin staff's presentation

EXECUTI VE OFFI CER W THERSPOON:  You're going to
have to get used to saying that. It's a |onger nane.

CGood norning, Dr. Lloyd and nenbers of the Board

This a particularly interesting health study
because it adds to our understanding of particulate natter
and its effect on the elderly. Over the past few years we
have tal ked to you many tines about children's unique
vul nerability to air pollution. This study rem nds us
that there are other sensitive popul ations at risk.

This study al so has an environnental justice
angl e because it involves near-roadway and near-hi ghway
exposures, sonething that many California communities are
concerned about .

W tal ked about sone of these issues at the
January neeting, and we will be addressing the subject of
envi ronnental justice research and data needs again in
April.

Dr. Norman Kado will nmake the staff presentation

t hi s norni ng.
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Dr. Kado?

DR. KADO Thank you very nuch, Ms. Wtherspoon

CGood norning, Chairman Ll oyd and nenbers of the
Boar d.

(Thereupon an overhead presentation was

Presented as follows.)

DR. KADO I nvestigators have previously reported
associ ati ons between | ong-term exposure to particul ate
matter, air pollution and nortality. The Air Resources
Board has recently adopted new annual PMLO and PM2.5
standards and continues to review the latest infornmation
to protect the nost sensitive nenbers of the public from
chronic and cute health effects related to particulate air
pol | uti on.

The presentation this norning is a discussion of
a study eval uating the association between |ong-term
exposure to traffic-related pollutants and cardi opul nonary
nortality in a cohort of individuals, age 55 to 69.

--00o0- -

DR. KADO Results of three previous studies
presented in an earlier health update have suggested that
| ong-term exposure to particulate matter air pollution is
associated with increased nortality fromrespiratory and
cardi ovascul ar di sease and from | ung cancer

For estimating exposure to air pollutants in
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t hese studies, investigators conpared several | arge,
usual ly nmetropolitan regions with different anbient air
pol l uti on concentrations, with the assunption that
exposure is uniformw thin each region. This assunption
however, may not accurately reflect exposure, especially
for pollutants with inportant |ocal sources.

I nvestigators in Europe reported that
concentrations of nitrogen dioxide, an inportant
traffic-related pollutant, for exanple, varied between
small regions within cities. They indicated that traffic
intensity and distance to najor roadways are inportant in
assessing |l ong-term exposure to this pollutant.

I nvestigators have further reported that chronic
respiratory disease in children is associated with |iving
near naj or roadways.

--000- -

DR. KADO. The focus of today's health update is
a study recently published by Hoek and Col | eagues in the
nmedi cal journal Lancet. |In the article they reported an
associ ati on between nortality and indicators of
traffic-related air pollution in the Netherl ands.

The subject for the study -- the subjects for the
study consisted of 4500 residents randomy selected as a
subset fromthe Netherlands cohort study on diet and

cancer, which is an ongoing study started in 1986 on over
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120, 000 resi dents.

The investigators specifically eval uated
cardi opul nonary nortality and its association with
traffic-related air pollution

The pollutants of interest in this study were
bl ack snoke and nitrogen dioxide. These pollutants were
used as indicators of exposure to traffic pollutants.

The investigators determ ned background | evels
for the entire region and for their urban environnent.
Further, the investigators used |living near najor roadways
as an index for exposure to local traffic-generated
pol lutants. This was defined as living within 100 neters
of a freeway or within 50 neters of a major street in
their eval uati on.

--00o0- -

DR. KADO. Over the course of this study there
were 185 cardiopul monary deaths. After adjusting for
confoundi ng factors, such as snoking and background
exposure to bl ack snmoke and nitrogen dioxide, those living
near a major roadway or a freeway had higher relative risk
for cardiopulnonary nortality. This corresponded to
approxi mnately twenty cardi opul nonary deaths for
i ndi vidual s living near nmgjor roadways in this study.

Interestingly, when the population was linmted to

those who lived in the sanme | ocation for ten years or

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345
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nore, the risk for cardiopul nonary nortality increased for
those living near a nmajor roadway. This inplies that
| onger periods of exposure to traffic-related pollutants
may increase the risk to cardi opul nonary deat hs.

--000- -

DR. KADO  This study agrees with findings from
three previous cohort studies conducted in the United
States, denpbnstrating an associ ati on between exposure to
air pollution and cardi opul nonary nortality. The
consi stency of the association across different countries
gives credence to the idea that air pollution is
associated with nortality in both the United States and
Eur ope.

The results fromthis study indicate that there
is a consistent associ ation between cardi opul nonary
nortality and living near a najor roadway, and further
i ndi cates the inportance of assessing exposure at a finer
scal e especially with regards to a | ocal source pollution
such as vehicular traffic.

The finding of increased risk for those living
near roadways is inportant to the State of California
where many of our citizens live in close proximty to
maj or roads and freeways. Motorized traffic em ssions
result in small scale spatial variations with high

concentrations at short distances frommajor roads. This
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exposure could result in adverse health effects.

Al t hough bl ack snoke and nitrogen di oxi de were
used as indicators for traffic-related air pollution
t hese conponents may not be directly responsible for the
observed nortality. It is possible that sone other
traffic-related pollutants such as ultrafine particles or
di esel particulate matter, for exanple, is responsible for
the health effect -- of the effect observed in this study.

Thi s concludes the health update. And we woul d
be happy to answer any questi ons.

Thank you very much.

CHAlI RPERSON LLOYD: Thank you

| think that's an excellent background setting
and rationale for the subsequent itens today.

Questions fromthe Board?

Dr. Friedman

BOARD MEMBER W LLI AM FRI EDMAN: Wl |, just a
conmmrent .

This is one of a growi ng nunber of reports on the
same subject that -- in which this association exists.

And it places a premumon two things: First, the efforts
that we're trying to make with respect to environmenta
justice. And, second, on trying to identify or getting
the research done to identify the constituent parts of

particles that may be responsible in an ultinmate sense for
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the causation. W're still pretty far fromthat, but
there clearly is a direction that we nust traverse to get
the answer to that. There's no question that there is a
rel ati onship between nortality and what it is we're
breathing. W need to find out exactly what conponent
part is the culprit.

CHAlI RPERSON LLOYD: Dr. Burke.

BOARD MEMBER BURKE: | agree with Dr. Friednman in
part of his statement and di sagree with himin another
part.

At Sout h Coast we're obviously concerned about
the causal relationship to illness. And, therefore, we
are undertaking sonme studies in groundbreaki ng areas,

i ncl udi ng the cause of brain cancer fromair pollution, as
wel | as sonme of our asthna problens.

But, you know, environnmental justice is a very
precious termto nme. And you know, having a study like
this and saying it has inpact on environmental justice
doesn't -- isn't relevant to nme, because saying the
freeway runs by it, | nean a freeway runs by -- through
west L. A, and we know they're not environmental |y
chal | enged. Runs through Enci no, and we know t hey're not
environnental |y chall enged. So having a freeway run
t hr ough your nei ghborhood does not necessarily nmean you're

economically or environnentally | ooking for environnenta
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justice.

And to slap that label on a study like that to
people of color | think is offensive. Just one persona
opi ni on.

EXECUTI VE OFFI CER W THERSPOON: I f | mi ght
respond since |'mthe one who brought the issue up

The exposures that we're tal ki ng about are very
proximate to the freeway, in very close distance. And so
even when the freeways are runni ng through nore wealthy
conmunities, the |and uses inmedi ately adjacent to the
freeway tend to be industrial, mxed use, |ower incone.
And so | don't think we've violated the principle of
environnental justice, because | ower incone people do tend
to end up in housing that mght be i mediately adjacent to
freeways and roadways.

BOARD MEMBER BURKE: Well, you know Sunset
Boul evard? Are you familiar with Sunset Boul evard in
Beverly Hill1s? Do you think they're economically
chal | enged?

BOARD MEMBER W LLI AM FRI EDMAN: | haven't seen a
di esel truck on Sunset Boul evard since I've lived there.
And | lived on Sunset Boul evard --

BOARD MEMBER BURKE: Have you seen any on the
405?

CHAI RPERSON LLOYD: Pl ease. | think that --

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345
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BOARD MEMBER W LLI AM FRI EDMAN:  Yeah. But --

BOARD MEMBER BURKE: Well, we're tal king about
freeways here. W're not tal king about surface streets.
Sunset Boul evard and the 405 is the nost highly congested
freeway in the State of California with 435,000 cars and
trucks a day. So | nean --

BOARD MEMBER W LLIAM FRIEDVAN:  Billy, | live 400
yards fromthere, not 200 feet fromdiesel, which is what
t hese studies are tal ki ng about.

And, believe ne, there's no -- ny coments had no
intent to offend any specific group of individuals.
think -- what | said was there's an inplication. And
there is an inplication, and it needs to be studied
further. That's what these studies nmean to nme, that there
is -- there's a fruitful area for further inquiry.

BOARD MEMBER BURKE: Well, | happen to live |ess
than -- have for the past twenty years, probably eight
bl ocks fromthere. And if -- you know where Arrow Street
is?

BOARD MEMBER W LLI AM FRI EDMAN:  Yes, | do.

BOARD MEMBER BURKE: That's the street after the
405 on the east side?

The houses in that area have been dimnished in
val ue because of the proximty to the 405. Now only

because of sound pollution. Because of the pollution from
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the trucks and the cars going by.

I just -- you know, environnmental justice to ne
neans people who don't have a voice. Just because a
freeway runs by your place | don't think nmeans that you
don't have a voice

That's, you know -- | didn't nmean your coment
was of fensive, Doc, you know. But | just -- all ny life
peopl e have been sl apping | abels on things for people who
are environnentally or economically chall enged and calling
them you know, things that we need study for those
peopl e.

Well, this is not a key elenent. Mybe an
el ement, but not a key elenment in what you need to study
for poor and environmentally chal |l enged people as far as
I"mconcerned. And maybe it's just a difference of
opi ni on.

EXECUTI VE OFFI CER W THERSPOON:  Staff woul d agree
with that assessnent. |It's just one elenment. And
didn't nean to inply that this was the entire
environnental justice story. |It's just one piece.

CHAlI RPERSON LLOYD: M. MKi nnon

BOARD MEMBER McKI NNON:  Yeah, | think there's
probably | ess contradi ctions between what folks said to
each other. | think both are sort of inportant

per spectives, as kind of working through what we're seeing
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in and discussing in the environnental justice area.

It is true that it's nore than freeways and
trucks, because there's lots of stationary source
problens. There are retail comercial problens |ike gas
stations and | aundries and | aundromats. There are sone
small things |like Barrio Logan situation where we're
| ooki ng at plating.

And in some EJ communities there is heavy truck
traffic, not only on freeways, but also on surface
streets. | think of the Alameda corridor. On freeways |
t hi nk of Boyle Heights where there's a bunch of freeways
that sort of come together in interchanges sort of with a
nei ghbor hood.

And | guess it seens to ne that if we're going to
do what's right for Californians in all comunities, one
of the things we're going to have to do is get better at
nmeasuring how all those inpacts cone together. And
think that what we're going to find, and I think there's
sufficient evidence actually at this point, that a | ot of
the stationary source, conmmercial source, and even freeway
| ocation inpacts nei ghborhoods of col or.

And | think we have to get better at neasuring
t hose inpacts so that we can have a di scussi on about what
we're going to do about it and what nmeasures will begin to

correct the problem If we don't neasure it, we won't be
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able to correct the problem W nay do a |lot of things
that work and we nay do things that don't work.

Finally, I'mreal concerned -- and one of the
thi ngs that seens to happen is school districts tend to
buy land where it is cheapest. And one of the places
where land is the cheapest is next to freeways. And that
seens to be a reoccurring pattern. |'mnot sure how we're
going to get at that, but we certainly need to figure out
a way, because it isn't a good way of siting a school

And | think that is beyond EJ. | think that
happens in all communities. | think it's just really a
conmon occurrence because that's where the land is | east
val uabl e.

Thanks.

CHAlI RPERSON LLOYD: Thank you

Supervi sor Roberts.

BOARD MEMBER RCOBERTS: | don't want to interrupt
any of this, but 1'd like to ask a question about the
presentation.

CHAlI RPERSON LLOYD: Pl ease do

BOARD MEMBER ROBERTS: You nmde reference to
maj or roads and freeways without giving us any definition
as to what that nmeans in levels of traffic. What's a
maj or road, to begin with, as per this study? 1'd like to

get some perspective in this. Because, believe it or not,
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we' re buil ding some of nobst expensive housing in our
conmunity right next to major roads and freeways. 1'd
just like to have sone understanding of this because
think it's bigger than any one community. |t transcends
all of that.

And | thought this Board was about cleaning up
the air, period. GCkay?

Could you help ne? What's a major road?
Everybody up here knows except for ne, so please help ne.

DR KADO It was defined in a nunber of -- there
are conpani on papers in this -- related to this study.
And freeways, they had specific nunber in the thousands.
| don't renenber the exact nunber. Mjor roads were a
little bit less than that. | can't give you the exact
numnber .

BOARD MEMBER ROBERTS: Wbuld you for ne
personal Iy get that information, because |1'd |ike sone
perspective. Because a nmgjor road get involved a little
bit with transportation planning, and that has no neani ng
what soever. And we've got a lot of things | would

describe as najor roads. And I'mnot going to tell you

how close | live to one, but it's very close -- or how
close | live to a freeway.
But | think beyond that -- | think the

implications here is that, you know, there's sonething to
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be concerned with and there's sone additional studies that
probably we're going to have to do. And | don't think it
does any -- if it cones as a surprise to anybody, I'Il be
surprised over that.

But I'd Iike to have sone perspective in terns of
what they found, what this environment really | ooked Iike
that they were studying.

CHAlI RPERSON LLOYD: You might have to pay a site
visit to answer that question conprehensively.

BOARD MEMBER ROBERTS: |'Il be available in June,
if that's an option.

CHAlI RPERSON LLOYD: Thank you very nuch. Thank
you.

Seeing no further conments or questions, we'll
bring that itemto a close and thank the staff. Thank you
very nuch.

And | guess we | ook forward next nmonth to the
di scussions on the new RSE nenbers.

Thank you.

CHAI RPERSON LLOYD: So with that we'll nove on to
the next agenda item |'Il just speak as staff turns
over. And this one is Agenda Item 03-2-3, public neeting
to consider Prop 40 and rel ated anmendnents to the Carl
Moyer Program and t he School Bus Program gui del i nes.

Agai n, thanks for everybody passing off on -- the
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public passing off on Prop 40. W have sone funds
actually for this very inportant program

| had the pleasure of knowing Dr. Carl Moyer
personally. And he truly was a visionary ahead of his
time, who recogni zed the prolonged Iife of diesel engine
nmeant that ol d high-polluting vehicles and equi prent were
going to be around for a very long tinme and woul d present
an air quality challenge. This foresight in fact was the
genesi s of the Moyer Program which is passed by the
Legi sl ature.

Carl believed that a collaborative effort between
private entities and government could pronote cl eaner
engi nes and have a significant positive inpact on air
quality. And clearly that vision has proven to be true.
The continui ng success of his program denonstrates again
how right he was. And now we have a parallel programfor
| ower - em ssi on school buses that applies the sane
phi | osophy to those vehicles.

Sonet hing that Dr. Moyer nay not have anti ci pated
i s how environnment justice would conme to be part of his
effort. W now have |laws that direct 50 percent of al
Carl Moyer and school bus nonies to the areas that are
heavily inmpacted by air pollution.

The other thing that's changed is our options for

cl eani ng up di esel engines. Wen the Carl Myer Program
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began, replacenent, rebuilds, and alternative fue
subsi dies were the only options. Now we have
after-treatnent possibilities as well, and have learned a
ot nore about the relative benefits of all the different
strat egi es.

Ms. W therspoon, are you ready to begin staff's
presentation?

EXECUTI VE OFFI CER W THERSPOON:  Yes. Thank you
Dr. Lloyd

Last year California voters approved Proposition
40, the California Cean Water, Clean Air, Safe
Nei ghbor hood Par ks and Coastal Protection Act, thus
providing the funds for the Carl Myer and Lower-Em ssion
School Bus Prograns to continue for two nore years.

Under the Carl Myer Program truck drivers,
forklift operators, farmers, comercial fishernen, and
many ot her hard working Californians have gotten the
financial assistance to replace ol der, higher-emtting
di esel equi pnent with newer and cl eaner technol ogies.

Al'l Californians have benefited fromthe
cunul ative air quality inmprovenents of these projects.
During the first three years of the Carl Myer Program
snog-form ng NOx em ssions have been reduced statew de by
over 11 tons per day.

The Lower-Em ssion School Bus Program provi des

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

21
simlar benefits. Through this program California schoo
districts are providing direct public health benefits to
their students by reducing NOx and di esel PMfromthe
vehicles that bring the children to school. In addition
t housands of school children are now being transported in
new buses neeting the nost current safety standards.

Over the past two years nore than 500 ol d,
hi gh-enmitting school buses have been renoved from service
and replaced with new, cleaner nodels. |n addition, about
1500 buses have been equipped with retrofit devices to
date and nore than 3,000 will have such aftertreatnent
when the retrofit conponent of the existing programis
conpleted this fall.

The guideline revisions staff are proposing today
wi || update these prograns and allow us to continue
achi eving real and quantifiable reductions of NOx PM

Wth that, 1'll now ask Dr. Al berto Ayala and Ms.
Krista Fregoso to proceed with the staff presentation

(Thereupon an overhead presentation was

Presented as follows.)

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:

Thank you, Ms. W't herspoon

And thank you, Dr. Lloyd and nenbers of the
Boar d.

Staff are here today to propose to you revisions
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to the existing guidelines for two clean-air incentive
prograns in California, the Carl Myer Program and the
Lower - Em ssi on School Bus Program

These revisions we believe inprove on the past
success of these prograns and allow us to nove forward
wi th the funding nmade avail abl e by proposition 40.

--00o0- -

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA: |
will briefly discuss Proposition 40 and the fundi ng made
available to the Carl Myer and the School Bus prograns.
Then | will present an overview of the changes nmade to the
exi sting guidelines for the Carl Myer Program which you
approved on Novenber 16th, 2000.

I will then turn it over to Ms. Krista Fregoso
who will discuss for you the proposed revisions to the
Lower - Em ssi ons School Bus Program

These are separate incentive prograns with their
own di stinct guidelines, but they cone together under the
fundi ng unbrella of the voter-approved Proposition 40.

Finally, since release of the docunents for
public coment, the staff have identified sone corrections
and clarifying changes to both sets of guidelines. W
wi || describe these further changes and ask for your
consi deration and approval .

--00o0- -
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ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:

Proposition 40 is a California dean Water, Cean
Air, Safe Nei ghborhood Parks and Coastal Protection Act
approved by California voters in March 2002. It provides
the only current source of funding for the Carl Myer and
School Bus Prograns.

Thi s proposition provides funding for eligible
projects that affect air quality in the state and | oca
parks and recreation areas.

ARB has been allocated $25 mllion for the
current fiscal year, and a sinmilar amunt of funding is
expected for Fiscal Year 2003-2004.

O this, Assenbly Bill 425 directs that 20
percent be allocated for the purchase of new, clean, safe
school buses. Funding nmust be allocated to eligible
projects that neet the approved program guidelines,

i ncludi ng environnmental justice requirenents.
--00o0- -

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA: In
the four years that the Carl Myer Program has been in
exi stence, approxi mately $114 nmillion have been allocated
for projects. W are currently nearing the end of the
reporting cycle for year four, and districts tell us that
all funds have been allocated to eligible projects.

The Carl Myer Program has been wi dely successfu
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inits goal to deploy cleaner than required engine
technol ogy and has resulted in significant near-term
reductions of em ssions of nitrogen oxides and particul ate
matter.

The program has been over-subscribed with
significantly nore eligible projects than there is funding
for. The success of the Moyer Programis illustrated by
the statistics for the first three years. Results for the
fourth are still coming in fromthe districts, and the
Board will hear a status report on these results in the
fall

The program has resulted in average reductions of
11 tons of NOx emi ssions per day, at an average cost
ef fecti veness of $4,000 per ton of NOx reduced. This
conpares very favorably to the current cost effectiveness
l[imt of $13,000 per ton

The program has funded nore than 4300 engi nes,
with a fairly even split between diesel and alternative
fuel

--00o0- -

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:

The new findi ng made avail abl e by Proposition 40
and a nunber of recent devel opnents pronpted staff to
revise the existing guidelines. The revisions to the

Moyer gui delines include the follow ng:
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First, we're proposing new district requirenments
for matching funding allocations. The staff is also
proposi ng a new provision which allows districts to fund
projects that reduce PMem ssions only as long as it is
with district match funds.

These first two revisions will be discussed in
nore detail with the next few slides

O her changes to the Myer guidelines include an
i ncrease in the naxi num cost effectiveness from 13,000 to
13,600 per ton of NOx reduced. This is done to account
for cost-of-living increases relative to the |ast update
of the guidelines in Novenber of 2000.

Al t hough environnental justice requirements with
part of the funds allocated | ast year, they were not
formally spelled out in the current guidelines, which were
approved in 2000. W have added this | anguage to the
proposed revisions. W have formalized the reporting
requi renents for the districts. This is inmportant since
we have al ready been informed that the Departnent of
Finance will formally audit both the ARB and the districts
in the inplenentation of these Proposition 40 funds.

And, finally, the majority of the changes to the
gui delines are technical updates related to new em ssion
factors and inventories as well as new emi ssion standards

that recently cane into effect. ARB and district staff
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have al so worked closely and consi der the | essons | earned
in the four years of the Carl Moyer Program
i mpl enent ati on.

This experience is reflected in a nunber of
clarifying statements throughout the docunment. One of the
proposed techni cal updates relates to a specific guidance
for projects that involve engine repowers. |n The public
docunent staff proposes that only rebuilt engines and
parts of fered by the original equiprment manufacturer shal
be eligible for Myer funding.

W will present to you a proposal to include nore
flexibility and allow for a wider variety of rebuilt
engines to qualify for participation so long as they
result in real, quantifiable and enforceable rem ssion
reducti ons

--00o0- -

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:

Per Proposition 40 | anguage, each district is
eligible to receive no less than $100,000 a year. The
staff proposes that smaller districts which based on
popul ation only qualify for this mninmmdi sbursement may
request a wai ver of the matching requirenment so |l ong as
sufficient district resources are conmtted to
admini stration of the program

In addition, new participating districts rmnust
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receive appropriate training fromARB for program
i mpl ement ati on before receiving their allocation

For the larger districts the matching requirenent
is the sane as in the past. For every $2 from proposition
40, they must conmmt $1 from funds under their authority.
Up to 15 percent of this match requirenment can be nmade by
a district's in-kind adm nistrative costs.

--00o0- -

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA: In
the current fiscal year Proposition 40 has nade avail abl e
a total of $19.5 mllion for projects. Each California
air district is eligible for a mninum allocation of
$100,000. Districts with either popul ati ons of
approxi nately 330,000 or nore or a nonattai nnent of
federal lows in the standards are eligible for additiona
fundi ng determ ned based on equal weight for each of these
factors.

--00o0- -

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:

The programwi Il continue the goals and
requi renents for reduction of PM emnissions reconmended by
the Carl Myer Advisory Board. Areas in nonattainnent of
the federal PM standards must fund projects that result in
a mninmum overall PM em ssion reduction of 25 percent.

Currently the San Joaquin Valley and South Coast
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Districts have this requirenment. The rest of the
districts nust attenpt to neet this goal

The staff proposed additional flexibility be
added to the program Districts nay use natching funds
for projects that result in PMemn ssion reductions only.
This could be projects like diesel particulate filters or
oxi dation catal ysts. Al though these projects do not offer
NOx reductions consistent with the original focus of the
Carl Moyer program reductions of toxic PMenissions are
critical and the staff believe offering this flexibility
to districts to fund these projects is inportant.

--000- -

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:

The final slide in the staff presentation of the
Moyer Program provisions is a sunmary of further proposed
nodi fications. Since the release of the guideline
docunent for public coment on the 27th of last nonth, a
nunber of minor points requiring further clarification and
correction have been identified. The staff will submt an
amended document to the executive officer for fina
resol uti on and approval .

Lastly, in an effort to ensure real emnission
reductions over the useful life of an engine, the staff's
original proposal codify an existing policy requiring the

use of OEM engines and parts. W are now proposing to
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all ow the use of non-CEMrebuilt engines and parts as |ong
as they can be denonstrated to ARB to be functionally
equi val ent froman enissions and durability standpoint to
t he OEM engi nes and conponents bei ng repl aced

Staff has worked with the independent rebuil der
st akehol ders who concur with the proposed | anguage and
approach. The staff will also continue to work with al
ot her stakehol ders to determ ne the specific aspects of
this denonstrati on.

I will nowturn it over to Ms. Fregoso, who will
present the revisions for the Lower-Eni ssion School Bus
Program and conclude the staff presentation

PLANNI NG AND REGULATORY DEVELOPMENT SECTI ON AP
SPECI ALI ST FREGOSO.  Thank you, Dr. Ayal a.

I will now present the staff's proposal for
revisions to the Lower-En ssion School Bus Program

--000- -

PLANNI NG AND REGULATORY DEVELOPMENT SECTI ON AP
SPECI ALI ST FREGOSO.  The purpose of this incentive program
is to reduce school children's exposure to toxic PM
em ssi ons and snog-form ng NOx em ssions.

--000- -

PLANNI NG AND REGULATORY DEVELOPMENT SECTI ON AP

SPECI ALI ST FREGOSO  First, let nme begin with a brief

status sunmary of the existing Lower-En ssion School Bus
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Pr ogram

I n Decenber 2000, the Board adopted the origina
gui dance docunent for use by the California Energy
Conmi ssion and the local air districts in inplenent the
program The program has been a success since its
inception two years ago. A total of $49.5 million has
been used to purchase new | ower-em tting school buses
neeting the latest federal notor vehicle safety standards.

An additional $16.5 mllion in funding is being
used to equip in-use diesel buses with retrofit devices
t hat reduce cancer-causing PMem ssions. Wth this
fundi ng over 500 old, high-polluting buses have been
renoved from service and replaced with new, safe,
lower-enmitting nodels. The retrofit conponent is ongoing
and is scheduled for conpletion in the fall of 2003. At
that tinme we expect that about 3,000 in-use diesel schoo
buses will be equipped with ARB-verified retrofit devises
that significantly reduces PM emni ssions.

--000- -

PLANNI NG AND REGULATORY DEVELOPMENT SECTI ON AP
SPECI ALI ST FREGOSG:  Dr. Ayal a has al ready di scussed that
Proposition 40 is the only current funding source for the
Carl Moyer Program and the Lower-Eni ssion School Bus
Pr ogram

Assenbly Bill 425 directs that 20 percent of the
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Proposition 40 funds available to the ARB be used to
pur chase new school buses. For this fiscal year a funding
al l ocation of $4,920,000 is available to continue the
Lower - Em ssi on School Bus Program This neans we will be
able to replace at least 45 old school buses throughout
California with new [ ower emtting nodels.

In the next fiscal year a simlar anmount is
expected to be available. Neither Proposition 40 nor
Assenbly Bill 425 provided funding to continue the
retrofit component of the program

--000- -

PLANNI NG AND REGULATORY DEVELOPMENT SECTI ON AP
SPECI ALI ST FREGOSO.  Now | will discuss the staff's
proposed revisions to the program nost of which are
admi ni strative revisions.

First, we are updating the funding all ocations
for regions throughout California. Seven of the |argest
air districts will receive distinct funding allocations.
The remaining funds will be pooled for distribution to
school districts in the rest of the State.

As done in the previous two years of the program
the funding allocations are based on popul ation

Next we are updating the programtinetabl e, which
with include an enforceable delivery deadline with a

penalty provision for the late delivery of school buses.

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

32

"Il discuss this penalty provision in just a few ninutes.

We are al so proposing that fewer air districts
sel f-admi nister the programthis year. |Instead we are
focusing nore program adm nistration at the California
Ener gy Commi ssion, which has extensive experience in
i mpl ementing the program The three air districts that
have requested to continue to self-adm nister the program
may do so under our proposal

The staff believes this proposed revision is
appropriate due to the smaller pot of funding avail able
and the increased auditing requirenments associated with
Proposi ti on 40.

And, finally, our proposal reduces the natch
fundi ng contribution for school districts severely
i mpacted by transportation service costs. |In the previous
two years of the program school districts with bus fleets
conprised with at | east 20 percent pre-1977 nodel year
i n-use buses could qualify for a reduced nmatch fundi ng
amount capped as $15,000. Qur proposal now caps this
reduced match fundi ng anount at $10,000 and is applicable
to any qualified new bus purchase that replaces an in-use
pre-1977 nodel year bus.

--00o0- -
PLANNI NG AND REGULATORY DEVELOPMENT SECTI ON AP

SPECI ALI ST FREGOSO, | n addition to the adm nistrative
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revisions | just discussed, we are proposing two
signi ficant changes to the current program gui deli nes.

First, our proposal includes updated eligibility
criteria for funding new school buses with 2003 nodel year
engi nes.

Next, our proposal includes a mechanism for
assessing a nonetary penalty on the business entity
responsi ble for a delay that results in school buses being
delivered late to school districts.

"Il now di scuss each of these revisions in nore
detail.

--000- -

PLANNI NG AND REGULATORY DEVELOPMENT SECTI ON AP
SPECI ALI ST FREGOSO. W are updating the eligibility
criteria for funding new school buses to account for nore
stringent NOx emi ssions requirements that took effect on
Cct ober 1st, 2002. Because of these nore stringent
requi renents, the Lower-Emni ssion School Bus Programis in
a transitional period for 2003 nodel year

Qur proposed eligibility criteria reflect this
transitional period for NOX requirenents and al so require
that engines in funded school buses provide reductions in
toxi ¢ PM eni ssi ons.

There is one thing we want to clarify for the

Board based on recent information. There are two engine
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manuf acturers that supply engines for natural gas schoo
buses. Cummins currently has an oxidation catalyst. And
John Deere will be certifying with an oxidation catal yst
by this July.

Qur proposal will not provide any funding for
school buses equi pped with engines that are subject to the
Cct ober 2002 requirenents and that require the paynent of
a nonconf ormance penal ty.

Qur proposal maintains the progranis funding
split of two-thirds of the funding for new alternative
fuel purchases and one-third of the funding for new diese
purchases as a statew de goal

And, finally, this proposal is only applicable to
2003 nodel year engines. W w Il again consider guideline
revi si ons when the 2004 standards becone effective for al
engi ne manufacturers. At that time, we will be looking to
reinstate the programis requirenment for NOx reductions.

--00o0- -

PLANNI NG AND REGULATORY DEVELOPMENT SECTI ON AP
SPECI ALI ST FREGOSG:  The final significant revision to the
Lower - Em ssi ons School Bus Programis the staff's proposa
to add a nechani smfor assessing a nonetary penalty on the
busi ness entity responsible for the failure to deliver
school buses to school districts by the Septenber 1st,

2004 deadline. This nmechanismw |l |evel the playing
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field for business entities such as school bus
distributors that stand to profit fromthe Lower-Emi ssion
School Bus Program The previous program gui delines did
not include any nmechanismto mtigate situations in which
school buses were delivered to school districts after the
program s delivery deadli ne.

In the staff's proposal released for public
conment on February 27th, we originally proposed that
either the California Energy Comm ssion or the air
districts that self-adm nister the program be the agencies
to enforce the penalty provision. These are the agencies
signing the funding contracts with school districts.
However, based on public conment we are now nodifying the
proposal to place the responsibility for enforcing this
provi sion on the ARB rather than on the Energy Conm ssion
or the air districts. The staff will submt this nodified
revision to the executive officer for final approval once
the public record for this itemis closed.

This slide concludes the staff presentation. W
have provided for you an overview of staff's proposed
revisions to the guidelines of two inportant incentive
progranms. The fundi ng nade avail able by Proposition 40
precipitated these changes which have built on these
prograns' previous successes. The proposed revisions

of fer the necessary tools for deploynent of projects at
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the local district |evel based on the latest infornmation

Staff believes the revisions and further
nodi fications will result in significant inprovenents to
t he gui delines governing the Carl Myer and the
Lower - Em ssi on School Bus Progranms. Thus, we reconmend
approval .

Thank you. And the concl udes our presentation

CHAI RPERSON LLOYD: Thank you very nuch

Conment s, questions for the staff?

M. Cal houn.

BOARD MEMBER CALHOUN:. | have two questions, one
of which I will hold off on until we get sone testinony.

But have we ever denied funding to a | oca
district because of its inability to match the required
funds?

Don't all of you speak at once now.

PLANNI NG AND REGULATORY DEVELOPMENT MANAGER
KEMENA:  This is Renee Kenena with the Mbile Source
Control Division

Are you speaking in relation to the Myer Program
or the School Bus Progranf

BOARD MEMBER CALHOUN:  Bot h.

CHAlI RPERSON LLOYD: Sinple question. |Is there
any where we deni ed any application because the district

had not | ocal matching funds, that we know of ?
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PLANNI NG AND REGULATORY DEVELOPMENT MANAGER
KEMENA: The match fund on the School Bus Program was a
requi renent of the program and they were all able to cone
in with match fundi ng.

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:

That is the experience that we've had with the
Moyer Program as wel | .

CHAI RPERSON LLOYD: So the answer is no?

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:

Correct.

BOARD MEMBER CALHOUN: The second question, 1'l
wait until we hear sone testinony.

CHAI RPERSON LLOYD: Are you sure?

Then Prof essor Friedman

BOARD MEMBER HUGH FRI EDVAN:. | have a coupl e of
qui ck questions too.

CAPCQA' s concerned -- wote about their concern
for the matching fund requirenent for the smaller
districts receiving the mni mum 100,000. And the proposa
woul d revise the guidelines for a one-year waiver. But
what happens after that one year?

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA: |
think initially the staff reconmends that we | ook at
i mpl enentati on of the programover the first year and

consi der either extending or nodifying the proposal based
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on the one-year experience.

BOARD MEMBER HUGH FRI EDMAN:  There's al so, |
guess -- what, a 15 percent credit for adninistrative --
absorption of administrative --

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:
That's correct. Wich is currently in the existing
gui del i nes, and we're not changing that requirenent,
that's correct.

BOARD MEMBER HUGH FRI EDMAN: Ckay. And as |
heard the revisions, the Errata, those appear to ne --
al though I'mnot technically adroit -- but it seens to ne
that that pretty nmuch responds and takes care of the
concern expressed by the autonotive engi neer rebuil ders,
by recogni zing and allowing in the standards non- OEM t hat
are equivalent. |Is that what the intent is?

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA:

That's correct. As we stated in the staff

presentation, we are at a point where we are ready to nove

forward and work with all of the stakeholders to determn ne

how we're going to proceed. But essentially allows both
the CEM and the non- CEM nmanufacturers to potentially
participate in the program yes.

BOARD MEMBER HUGH FRI EDVAN:  Thank you.

CHAlI RPERSON LLOYD:  Supervi sor DeSaul ni er

BOARD MEMBER DeSAULNI ER:  Thank you, M.
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Chai r man.

I don't like to sound parochial, and |'ve always
tried to be collegial particularly in regards to our
downwi nd nei ghbors fromthe Bay Area, but I'd |like to hear
staff's rationale in terns of the Myer Program and the
shift fromnore of a population-driven fornula; and in
relation to the letter fromARAPCO 1'd |Iike sone
conmment s.

Don't all junp in at once.

EXECUTI VE OFFI CER W THERSPOON:  The ori gi ha
al l ocation was defined by statute that both popul ati on and
the need for the district to receive enission reductions
under the M4 neasure of the 1994 SIP, which is really a
code for being a | ong-term ozone nonattai nment area. And
so we have an nonattai nment status plus population in the
formula that we have been inplenenting for several years
now.

There is a lot of discussion going on about
whet her that should be revisited. And there are bills in
the Legislature this year, | think nore than one, that my
address future Carl Myer criteria, because a lot of this
is driven by statute, be it the cost-effective threshold
or funding allocations.

And, al so, the program has al ways been about NOx.

And many peopl e believe now that it should enbrace
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particulate matter as well. And when you start | ooking at
particul ate matter and ozone, your view about
nonattai nment areas shifts; where for particulate matter,
urban density, roadways, that sort of thing, cones back
i nto higher pronmi nence than regional w de-scale ozone
types of considerations.

So | think that the Legislature will be taking
that up. And we're certainly open to a change in the
criteria. |It's necessary to look at it. But for the tine
being for prop 40, we continued with the status quo unti
there is a change in statute.

BOARD MEMBER DeSAULNI ER:  Catherine, | don't mnean
to be a pest, but | will be for this instance.

When we went through snog check, | was rem nded
by the Chairman several tines to be agnostic when it cones
to which kind of public health issue we were dealing with.
And this is a problemfor us obviously in the Bay Area.

So the question is: How nuch flexibility do we have as a
Board regarding the statute? And what can we do to
rectify what at |least | perceive to be an inequity and
creates problens as |'ve nentioned to you in other

relati onshi ps that we have with our downw nd nei ghbors?

EXECUTI VE OFFI CER W THERSPOON: \Wel |, the Bay
Area believes that we do have discretion to interpret how

Ml is read and to put nore or |less enphasis on it.
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But, again, we're operating fromthe precedent
that's been in place for several years now, mindful that
bi g changes could be coming in how Carl Myer is
adnm nistered in the future. But not wanting to step out
ahead of the entire debate in the Legislature because
there are settled expectations now over years of tine that
this is howthe fornula will play out. And any tine
dollars cone in, they flow back out in this way.

BOARD MEMBER DeSAULNI ER: Wl |, does that formula
contradict in the statute the drive toward consi deration
of EJ and in ternms of the total cost effectiveness in the
25 percent goal? There seens to be sone contradictions.
And whether that was in the statute that needs to be fixed
or whether administratively or by |legislative action of
this Board, we can at |east nove -- is nmy question then
secondarily: How does this Board engage with the
Legi slature, if necessary, to correct the problenf

EXECUTI VE OFFI CER W THERSPOON: W' re
recomendi ng as a staff that you don't nove today. But
we' ve al ready begun those discussions with nunbers of
st akehol ders to find out where they all are on the issue
of NOx versus particulate matter, on cost effectiveness
ceilings. And we'll engage themas well on allocation
criteria for the future. And so we're very happy to do

t hat .
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And |1'd be happy to keep you apprised of every
di scussion that's going on in that regard and the status
of the bills.

BOARD MEMBER DeSAULNIER: So is that a, yes,
there are contradictions between the goals stated in the
statute?

EXECUTI VE OFFI CER W THERSPOON: | don't think
there are contradictions in the statute. | think the
statute's out of step with where we are now, shifting from
a pure ozone enphasis to nore enphasis on particul ates.
So it's out of step with reality and real life of both
pollutants matter a great deal and the noney matters for
cleaning up particulates as well as NOx. But the statute
was about ozone and it was about NOX.

CHAlI RPERSON LLOYD: Can | ask, now that we only
have one | awer on the front row, can we have our |ega
counsel . Because the way | heard the question was that
there was the Bay Area's interpretation, presunmably based
on their |egal counsel

Ms. Wal sh, how do you -- | presume you concur
with the EO?

GENERAL COUNSEL WALSH: Right. This Board has
the authority to bal ance the various factors that the
statute directs you to consider in determining how the

noney will be passed out.
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And there are some, not inconsistencies, but sone
of those factors are | ooking at the issues fromdifferent
points of view. And so this Board has the responsibility,
and staff has presented you with a proposal that exercises
that responsibility to bal ance those factors.

BOARD MEMBER DeSAULNIER:  |'m done for now, M.
Chairman. | appreciate the staff's response, although
don't necessarily agree.

CHAlI RPERSON LLOYD: Ckay. So do you need a | ater
response fromthe staff following up the neeting or are
you satisfied --

BOARD MEMBER DeSAULNIER:  No, | was going to
wait -- we do have sone public coment, | take it, and
we' ve got discussion on other issues fromwhat |
understand. So --

CHAlI RPERSON LLOYD: Okay. Thank you

Any ot her questions?

Wth that, thank you.

I"d like to nowcall up the first three wtnesses
who are signed up to speak on this item And they're
M chael Conlon, Steve HCEK, and Bill Mrth.

MR CONLON:  Good norning. You all hear ne?

CHAI RPERSON LLOYD:  Yes.

MR CONLON:. My nane is Mchael Conlon. | amthe

| egal counsel for the Autonotive Engi ne Rebuil ders
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Association. |'mhere representing themand al so six
ot her associations in the heavy duty engine field,
i ncl udi ng the National Engine Parts Manufacturers
Associ ation and the Association of Diesel Specialists.

We're here on one issue only this norning rel ated
to the Carl Moyer guidelines, and that's the addition of
restrictions on what parts in engi nes can be used under
the Carl Myer Program W are here to offer our support
for the revised | anguage regardi ng the repowering that
staff presented this norning.

Oiginally we filed extensive comrents with
respect to the original |anguage, which would have granted
a nonopoly on repowering projects to engines and parts
produced by the original equiprment manufacturers. That
original proposal had no technical, environnental, or
financial justification.

As a fact, emissions problens are not caused by
rebuil ding, and there's a 1987 ARB study that indicates
t hat .

It says that heavy-duty engine rebuilding
practices do not significantly inmpact engi ne em ssions.
And it al so says that there is no evidence that the use of
aftermarket parts increases em ssions.

CHAI RPERSON LLOYD: | think you' ve been heard

your support, and the staff has agreed with you. The only
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thing you can do now is alienate the Board.

So | think, you know, you've nmade your point.

MR CONLON: Al right. The only thing that --
well, first of all | would like to praise the staff, if |
coul d, because this issue cane up very quickly. They net
with us. W went very quickly and resolved this probl em

And there is one concern that we had, and that is
testing. As independent rebuilders, we do not build and
rebuil d the nunber of engines that the OE's do. W do
rebuild themto the exact sane specifications and we do
use direct replacenent parts. In those circunstances we
don't think that testing should be required. And if it
was required, it would anount to a prohibition on our
being able to do it.

In discussions with the staff, we understand that
this Board has a right to require testing at any time in
order to ensure clean air, and we don't fight that. But
we have asked, and it is our understanding that staff is
not going to be | ooking towards testing as the primary or
maybe even the secondary way for us to denonstrate
conpliance, but will only use testing if and when we can't
show in any other way that this is em ssions equivalent.
And | was just wondering if the staff would conmrent on
t hat .

BOARD MEMBER CALHOUN: Before the staff conmment
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et me ask you a question, M. Conlon.

MR, CONLON:  Yes, sir.

BOARD MEMBER CALHOUN:. How woul d you propose to
convince the staff that it is functionally equivalent to
an CEM part ?

MR, CONLON:. There are -- all of the replacenent
parts that are used are designed to the exact

specifications of the OE parts. And those are the parts

that are used. Also the rebuilding will be done to exact
CE specifications. |If those two things are conplied with,
then we believe that the emissions will be exactly the
sane.

BOARD MEMBER CALHOUN: Is that true for all of
the parts that you're tal king about?

MR, CONLON: We believe so, yes, sir. And | have
peopl e here fromthe parts conpani es who can speak to that
nore directly.

BOARD MEMBER CALHOUN:  Bob.

MOBI LE SOURCE CONTROL DI VI SI ON CHI EF CROSS:  Bob
Cross with the staff.

I think that the problem which has kind of
stirred this up in the first place and caused the
negotiations to be so extended is that the parts industry
typically does what's called consolidating parts. And so

that they'Il in many cases have, you know, one part which
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woul d fit where naybe three or four different ones from
the original engine manufacturer would. And there's
probably been a 30-year argunent about whether or not
those parts are in fact equivalent. And the staff has
al ways sort of felt, "Well, gosh, if the engine

manuf acturer chose to make three different ones, they nust

have had a reason for it." And then the consolidation
fol ks have usually said, Wll, yeah. But maybe we know
how to nmake the parts functionally identical. And,

therefore, we can save the owner or rebuil der sone noney
by doing a parts consolidation."

And | think that both sides have nerit. | think
our concern as the staff is that the practice of parts
consolidation can get carried away to the point where it
does start to have a very significant inpact.

For exanple, if you had turbochargers that were
consolidated -- or maybe injectors that were consolidated
you woul d be emi ssions concerned. And | think that what
the staff wants to do with the | anguage here is ensure
that if we have that concern of a specific rebuilder's
application, we'd like to be able to have the rebuil der
have to prove basically that the engine' s em ssions
equi val ent .

And clearly if the engine is rebuilt with OE

parts, there isn't going to be a problem [|f they can
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denonstrate clearly that the parts consolidations that
they' ve done are functionally identical, | think we don't
have a problem But we don't want to have a situation
where our hands are tied if we have the engineering
concern | just nentioned.

MR CONLON:  And | think we would agree with
t hat .

I think consolidating can describe two different
situations. One is where you do take parts that are
different and they -- and there is a part that's conbined
to function the same as both of them But sonetinmes a
manufacturer will give the same part two or three
different part nunbers for use in different applications.
And one part is put out by the aftermarket to cover what
is exactly the same part, but just different part nunbers.

So in a latter case we couldn't think there's any
difference. But in the former case | would agree with M.
Cross, that there does have to be sone proof that that
consol i dati on has not done anything to change the
em ssions effect of that part.

BOARD MEMBER CALHOUN: | don't think the reg
requires that the part be identical. | think it states
that it nmust be equivalent froman en ssions and
durability standpoint. And | certainly see the staff

maybe in some cases may want to ask the manufacturer of
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that part to denonstrate that that is in fact the case.

CHAlI RPERSON LLOYD: M. MKi nnon

BOARD MEMBER McKI NNON:  Yeah, we're tal ki ng about
usi ng taxpayer noney to subsidize cleaning up engines
here. And | think it is inportant that we have sone
bottom|ine way of neasuring whether or not the rebuilds
wor K.

But the thing I'mnot very clear on is, what does
that mean? Does that nean that we certify each rebuil der
on each kind of engine they rebuild, or does that nmean we
do sone sanpling nethod?

Can you map out for ne what it |ooks like and
what it costs?

MOBI LE SOURCE CONTROL DI VI SI ON CHI EF CROSS:

Wel |, basically we already have an existing
process that we use to | ook at afternarket parts. And
typically the process | ooks at speed equi prent or
non- CEMtype parts. But it's a process that can al so be
applied to this use.

And in the light -- well, let's see. | won't go
t here.

The concern that | guess we would have is that --
or the way we would do this is that the rebuilder, if they
use the exact part that the engi ne manufacturer specifies,

we woul d presune that they're doing it correctly.
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If they have a an engineering basis for what the
gentl eman here has explained, that there is -- you know,
that they've got a Cunmins drawi ng, for exanple of a
piston that's got five part nunbers on it that apply to
that piston. Then clearly you would be able to say by
| ooki ng at the Cummins drawi ng, "Yeah. That's okay."

I think when we get into the injectors and
turbos, we're going to | ook nore closely.

So | et me backup.

So for the short block stuff | think we would
work with themto try and buy off on an engi neering basis

that they're using the right parts. And we'd probably do

it through spot checking, if you will. | don't think
that -- the staff doesn't have the wherewithal to try and
tear -- you know, nmentally tear apart every engi ne that
they rebuild. | think we just need to look at their

practices and say, okay, do they typically use the right
parts?

| think when we get into em ssions parts and
parts that are not exact replacenent for the CEM then we
start having to |l ook nore closely. And as the engine gets
further and further froman exact CEMrebuilt engine, our
concern gets greater. At some point we're going to say,
"You know, that doesn't really | ook Iike an OEM engi ne,

and we want you to test it and so we really -- and that
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discretion is already exercised for speed equi pment now.
| mean basically -- an intake manifold that basically
works the sane as a factory nanifold, they say, "Fine,
it's a replacenent part." You know, if it's a whole new
fuel -injection system they say, "Yeah, better test that."
So | think we would just use that sane process for this
application.

BOARD MEMBER McKI NNON:  Thank you.

CHAI RPERSON LLOYD: Thank you very nuch indeed

Thank you.

MR CONLON: We did have originally six people
who were going to testify this norning. But in keeping,
M. Chairman, with your renmarks, |'ve asked two of them
not to. But | would Iike to just at |least identify them
M. Mke Jeffries of Lane Parts, who is a rebuilder, who
would like to participate in the Carl Myer Program and
also M. Bob Rasmussen, who is the Chairman and Founder of
| PD Parts of Torrance, California, who is one of the three
maj or parts suppliers in the heavy-duty aftermarket.

And the other three |I've asked to be very, very

brief.
Thank you very much for your tinme.
CHAlI RPERSON LLOYD: Thank you very much indeed
I would ask if you could keep your conments to
three mnutes. And | guess | will enforce that. If we
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have questions, obviously that's added on. But,
particul arly, when again you're speaking in favor of the
staff proposal

Thank you.

MR, HOEK: CGood norning. M nane's Steve Hoek
I"'mthe Vice President of North State Truck Equi prent up
in Redding, California. W' ve been in business since
1978. And we're a rebuil der engi nes, transm ssions, and
rear-ends for the heavy-duty truck market.

Bei ng an i ndependent rebuilder, we build al
different makes and all different brands. W've supplied
about 20 engines to the Carl Myer Program since the year
2000. | just wanted to give you sone background on how we
bui | d engi nes.

We build engines back to the OE specs. W
actually have a dyno facility and a test cell where we
check all the paranmeters. Qur engines carry the sane, if
not better, warranties as the CEM s.

But the cost savings on engines that cone from us
versus the OE dealers up in our area is quite a bit
difference in price. The average price on a Cunmm ns
repower fromour conpany is approximtely $19, 000 versus
24,000 by the CEM truck dealers. And on a Cat engi ne
repower our company's price is approxi mately $21, 000

conpared to $28,000 by the sane CE truck dealer. And
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these prices were verified by the Shasta County Air
District. So our nunbers are correct.

I'd also like to let you know what our conpany is
doi ng even though we are an independent rebuilder. W're
in the process of right now of upgradi ng our dyno to
sanpl e oxi des of nitrogen, hydrocarbons, carbon di oxide.
W' ve been doing PMfor a long tine.

CHAI RPERSON LLOYD: This is really an
adverti senent for your conpany, and | appreciate that.

But | think again keeping what we're trying to address
here, if you could just be specific in terns of addressing
the staff proposal.

MR, HOEK: As a non-CE we have supplied quite a
few engi nes for you. And what brought us to here is
hearing the wording that we were going to get cut out of
t he | oop.

CHAlI RPERSON LLOYD: Staff was heard you, and
we're very pleased that they did.

Thank you.

M. MKi nnon.

BOARD MEMBER McKINNON: Do you use the OEM s
parts when you do your rebuilds or do you manufacture and
machi ne --

MR HOEK: | don't nanufacture. | ama

rebui | der.
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| have been -- we have been a Cunmins deal er
since 1979, until January. W were let go as a Cunmins
deal er because we deal in the aftermarket parts industry.

We have been with Federal - Mogul since 1989. W
have approximately -- | would say we've sold over 4,000
engine kits with their product. Very good product.

BOARD MEMBER McKI NNON:  So you use an aftermarket
supplier that supplies to lots of folks. So --

MR HOEK: Absolutely.

BOARD MEMBER McKI NNON: Okay. You don't
manuf act ure your own parts?

MR HCEK: No. No, we assenble, we assenble.

BOARD MEMBER McKI NNON:  Great. Thanks.

CHAlI RPERSON LLOYD: Thank you very nuch

So we've got Bill Mrth, Jay WAgner, Steve Hurd.

MR M RTH  Thank you.

My names is Bill Mrth. |'mthe National Sales
Manager for the FP Diesel brand of parts offered by
Feder al - Mogul

Federal - Mogul is a global supplier of engine
conponents and subsystens. W serve the world' s CE and
aftermar ket narkets. W enploy 49, 000 peopl e worl dwi de.
And we're close to a $6 billion corporation.

We have a unique mix of 53 percent of our

products go to our CE custoners, while 47 percent go to
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our aftermarket customers.

And we al so have over 200 manufacturing
facilities worldwi de. W do produce the liners and the
pi stons and the valves and gaskets and so forth.

And FP Diesel is our brand offering, and our
headquarters is in Westninster, California, where we
enpl oy close to 100 peopl e.

We support and we thank the Board for considering
our proposal of changing the wording, because we provide
equal specifications in qualities for our CE and
aftermarket custoners alike. And since aftermarket
conponents are | ess expensive than CE, the Carl Moyer
Program can go farther in supplying product for engines.

CHAlI RPERSON LLOYD: Thank you very nuch. | thank
you for keeping the tine.

Jay Wagner, Steve Hurd, Cayton MIler

MR WAGNER: Good nor ni ng.

I'"'mJay Wagner, and |'m here representing Dana
Cor por at i on.

Dana Corporation is based in Tol edo, Ohio. And
we' re operating and reproduci ng autonotive parts for both
the original equi pnent manufacturers and the aftermarket
for nearly 100 years.

In 2002 Dana reported sales of $10 billion in

sal es and enpl oys over 60, 000 peopl e throughout the world.
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Qur goal is to generate sales for about 50
percent of the afternmarket and 50 percent of the CE.

Currently we produce axles, brake systens,
chassis, bearings, liners, filtration systens, canshafts,
for both the aftermarket and the CE

The list of people that we are currently
producing -- and I'Il try to keep this very short -- are
John Deere, Ford Motor Conpany, Caterpillar, Cumm ns,

Dai m er-Chysler, Detroit Diesel, Fiat, General Mtors,
Honda, Mack, Navistar, N ssan, Toyota, Waki shaw. The sane
technol ogy that we place into the CE product is placed
into our aftermarket product.

Dana becane invol ved when we had heard that there
was a change in the way the wording was on the Carl Moyer
Program And we feel though we've been working very
closely with the staff to change that wording so that we
will have a level playing field.

We support the new wording. And we want to thank
you for the time. Thank you.

CHAlI RPERSON LLOYD: Thank you very nuch indeed.

Next, Steve Hurd.

MR, HURD: Cood norning. |'m Steve Hurd from
Caterpillar in Peoria, Illinois.

Caterpillar has been actively participating in

the Carl Myer Programnow for a few years and we are
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conmitted to this success of this program And really |I'm
here to support these changes. Most of themare going to
i mprove the program | just realized this norning though
about this CEMonly wording. And | guess -- | don't want
to bel abor the point or argue here in front of the Board.
| think -- we have not yet nmet with the staff. | don't
represent our reman program But we will nmeet with the
staff in the near future on this issue of CEMonly
remanuf act ured engi nes.

| guess | could nake a few conments.

The way it was witten where the parts nust be
procured fromthe OEM you know, this will help assure
that the expected em ssions reductions do occur, wthout a
| ot of excess effort. Basically, only Caterpillar knows
Caterpillar specifications. Al the recent engineering
upgrades are going to be included in our remanufactured
engi nes as wel | .

We're prepared to run a conpl ete ei ght-node
emi ssions test in an EPA certified lab for our Cat reman
em ssi ons repower engi ne arrangenents. And | guess
basically -- we're prepared next nonth to neet and discuss
this issue with the ARB staff.

Thank you.

CHAlI RPERSON LLOYD: Thank you. And | encourage

you to do so there.
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Thank you.

Next we have Clayton MIller, R ck MCourt,

G et chen Knudsen.

MR M LLER  Good norning, Chairman Lloyd and
nmenbers of the Board. M nane is Cayton MIler. And
amrepresenting the Construction Industry Air Quality
Coal i tion.

CIAQC is conprised of the four mgjor construction
and home-buil ding industries in southern California, which
i ncl ude the Associ ated General Contractors of California,
Bui | di ng I ndustry Association of Southern California,

Engi neering Contractors Associ ation of Southern
California, Contractors Association, representing
approxi nately 3300 nenber conpani es.

I amhere this morning to express Cl AQC s support
for the proposed revisions to the Carl Myer Program
guidelines. CIAQC believes that this is a very inportant
programthat provides neani ngful incentives for projects
that result in real quantifiable and cost-effective
emni ssi on reductions.

Many Cl AQC nmenber conpani es recogni ze the val ue
of this program and other incentive-based prograns
operating in the South Coast AQVWD. To date grants to
Cl AQC nenber conpani es have resulted in repowering of over

270 off-road di esel powered engi nes since mid-2001, with
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resulting NOx emi ssion reductions of about 1.9 tons per
day.

Wth ne this norning is Rick McCourt with Sukut
Construction, a conpany that has shown trenmendous
initiative and has repowered 57 heavy-duty off-road
engi nes.

Cl AQC supports staff's recomendations for
techni cal revisions, including cal culation nmethod
revi sions, emssion factor adjustnents for ol der engines,
and allowing local air districts to consider the
cost-ef fectiveness of reduci ng PM when sel ecting
proposal s.

Cl AQC al so supports what we believe to be as
staff's recomendati on that engi ne repowers do not
necessarily need to be perfornmed only by an OEM deal ership
or distributor.

Several Cl AQC nenber conpani es have repowered
their equi prent in-house or in the field, such as Sukut
Construction. W do not believe enission reductions wll
only be achieved if OEM deal erships or distributors
performthe project installations.

VWhat |'mhere this norning to ask for is we are
asking for further clarification of the guidelines that
expressly nmake this point.

Wt hout the opportunity for conpanies to sel ect
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bet ween OEM deal erships or distributors or utilizing their
own i n-house capacities to repower approved projects, nany
conpanies sinply will not be able to participate in the
pr ogr am

We believe Carl Myer is a very cost-effective
program and the recomrended revisions to the guidelines

wi Il further enhance this inportant incentive-based

pr ogr am
Thank you.
CHAI RPERSON LLOYD: Thank you very nuch
Rick McCourt, G etchen Knudsen, and Sandra
Spel i scy.

MR McCOURT: CGood norning, |adies and gentlemen

My nane is Rick McCourt with Sukut Construction
Qur conpany is a general engineering contractor with
operations in southern California. Qur core business is
earth noving. So we use a fleet of heavy off-road
construction pieces of equi pnent nunbering over 130.

Qur conpany's been proud to participate in engine
repl acenent prograns with not only Carl Myer, ARB, and
MSRC. And our acconplishnments, Cayton nmentioned we've
repowered 57 units right now Forty of those have been
done by our staff in the field.

W' ve sourced 17 of those conversions through the

deal er network primarily based on the time and production
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W' ve sent 23 of our in-house nmechanics through

deal er technical courses to understand the conplexity of

the el ectronic-controlled engi ne systens. Wth that we've

purchased and installed | aptop conputer systenms with the
di agnostic software in the field to ensure we got the

proper emnissions in optimnmm perfornance paraneters.

W have found OEM warranti es have been valid with

our field installations. There's no cut in the warranty
program whet her our people do it or whether the dealers
do it.

We strongly support the staff to allow the
contractor to do the conversions, engine replacenments in
the field, as we've shown significant success in doing
t oday.

And ny final comment would be, we're proud to
partner in these prograns with ARB, South Coast, and the
other air districts that we work in, and hope to do nore
in the future.

Thank you.

CHAlI RPERSON LLOYD: Thank you very nuch

Yes, M. MKinnon has got a question for you, M.
MeCourt .

BOARD MEMBER McKI NNON:  Are your in-house

nmechani cs apprenticed or otherw se trai ned?
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No, all of our nechanics are nmenbers of the
Operating Engi neers Local 12 Union. Mbst are journeyman
nmechani cs. W have sonme apprentice nechanics that are
supervi sed by journeynen.

BOARD MEMBER McKI NNON:  But the journeynen have
been t hrough an apprenticeship, is that -- somewhere al ong
the line?

MR McCOURT: Yes. That's the normal progression
t hrough t he union ranks.

BOARD MEMBER McKI NNON:  Great. Thanks.

CHAlI RPERSON LLOYD: Thank you

Gretchen Knudsen, Sandra Spelliscy, Bonnie
Hol nmes- Gen.

MS. KNUDSEN: Good norning. M nanes is G etchen
Knudsen. |'m here today representing International Truck
and Engi ne corporation

We stand in support of the guidelines. 1'mnot
going to conment specifically on the repower issue at this
time. But | did want to speak directly on the
Lower - Em ssi on School Bus Program W really appreciate
the work that staff has taken in their carefu
consi deration of the program of the inplenmentation
gui delines. And we wanted to voi ce our support.

| also wanted to just thank and rem nd the Board

again that California is the first state in the country
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that has lowenitting diesel technol ogy school buses in
use throughout the state. And you're really setting an
exanple for a lot of the other states as far as
i mpl enenting this technol ogy. W were pleased that there
was the ability of the state to continue this program

Thank you.

CHAlI RPERSON LLOYD: Agai n, Thank your conpany for
this leadership on this issue, conmbined with getting the
| ow sul phur diesel to do that. Thank you.

Next we Sandra Spelliscy, Bonnie Hol nes-CGen, and
Mar k Nor dhei m

MS. SPELLI SCY: Sandra Spelliscy with the
Pl anni ng and Conservati on League.

I just want to say briefly we're also in support
of the changes recommended by the staff today.
Particularly like the fact that we continue to drive
i mprovenents and technol ogy by supporting equi pnent that
neets | ower standards. So we're happy to see that
reconmendat i on today.

And | just want to add that the single greatest
chal | enge that we face in both of these prograns is that
we sinply don't have enough noney to do what we need to
do. And we are |looking forward to working with all of
you, and urge you to bring any influence you have to bear

on the adm nistration, on the Legislature to work to get
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some permanent funding for these progranms, because they're
vital and we just don't have the noney today to do what we
need.

Thank you.

CHAlI RPERSON LLOYD: Thank you, Sandy. | agree
with you conpletely.

Bonni e Hol nes-CGen, Mark Nordheim Dean Tayl or

MS. HOLMES-GEN: |'m Bonni e Hol nes-CGen with the
Anmeri can Lung Associ ation of California.

| just wanted to join the coments of ny
col | eague, Sandra Spelliscy, that we too are strong
supporters of these prograns. W definitely need to get a
stable, long-termsource of funding for these prograns.
And that's really the next big task that we all need to
work on together and that we are working on in the
Legi sl ature.

W bel i eve these proposed program changes are
enhancenents to the program They're positive and we
support them especially adding flexibility with regard to
PMonly projects. That's a big concern of ours, because
we do need to do as rmuch as possible to reduce diese
particul ates. So we ask your support for these changes.

CHAlI RPERSON LLOYD: Thank you

BOARD MEMBER BURKE: M. Chair.

CHAI RPERSON LLOYD: Yes, Dr. Burke.
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BOARD MEMBER BURKE: W at this end of the podium
were particularly waiting for her testinony, because on
our sheet here it says that she's with the American Lunch
Associ ati on

And so | told the fellow nmenbers | was really
goi ng to support whatever she wanted.

(Laughter.)

CHAI RPERSON LLOYD: | think that must be a
subsidiary to the California Restaurant Association.

Thank you.

Mar k Nordhei m Dean Tayl or, Tom Addi son

MR NORDHEIM M. Chairman and Board nenbers, ny
name is Mark Nordheim I'mw th the Chevron-Texaco
Corporation. But |I'mhere today representing the Western
St ates Petrol eum Associ ati on

And | want to start mnmy presentation with a wee
apology to the staff and the Board for our sort of late
reentry into this issue. But there are a nunber of
current events that have significantly renewed our
interest in these prograns, the first of which is sort of
the massive state budget crisis that we're facing and the
general Iy poor economic situation that exists in the
state. In our view, that drives us to search as hard as
we possibly can in search of the nost cost-effective

utilization of the noney that's currently available to us
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in the system

W're facing -- this programwas designed -- and
I"mtal ki ng about both the Moyer Program and the Schoo
Bus Program-- to try and get at those source categories
that were either hard to regulate or there are economc
har dshi ps associated with those regul ations. That
i ncludes things as far and wi de as was tal ked about in the
staff report earlier. But that's the ports of L.A -- los
Angel es, the ports of Cakland, all the federal sources --
pl anes, boats, and trains that we've all been chasing the
feds to try and get a handle on. It includes agricultura
engines in the Sacranento and San Joaquin Valleys. It
certainly includes the school buses and many, nany ot her
types of programs. So we think it's absolutely inperative
that we do everything we can to focus the maxi mum val ue of
the limted resources.

CHAlI RPERSON LLOYD:  You' ve got about a minute
Mar K.

MR, NORDHEIM  You nean all 42 of those got three
and there's one guy on this side gets -- 1'll be --

CHAI RPERSON LLOYD:  No, no, no, no, unless we
bank sone of the credits froma couple of the previous
speakers, which I'lIl do. But I'll give you two at nost.

MR NORDHEIM Ckay. A) W want to -- we're

very much supportive of the staff recomrendation and
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create -- what we think is a very creative way to bring
some PM control into the program Renenber that because
I"mgoing to loop back to it in the School Bus Program

W really want to encourage the staff and the
Board to scrub the guidelines on both ends to make sure
that we're really focusing nonies on non-nandat ed
progr ans.

The school -- let nme junp to the School Bus
Program W really have two serious recomendati ons. And
we're concerned by the fact that the retrofit noney for
di esel technol ogy has dropped out, and that the funding
for future new vehicle purchases is biased two-thirds to
alternative fuels and one-third to diesel. |If you |ook at
the cost benefit nunbers that were tal ked about by the
staff today, 75 percent of the em ssion reductions that
wi || have occurred by the end of 2003 will cone fromthe
retrofit program If you |look at the cost of these new
buses using the math in this staff's report, the new
vehi cl es come out at $307,000 a ton for conmbi ned NOx and
PM

That enphasi zes the inmportance fromtrying to do
what ever we can to trying and keep as much of the retrofit
prograns on the diesel side in play.

The | anguage -- the controlling | anguage in AB

425 tal ks about the acquisition or the -- it doesn't talk
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about the purchase. It doesn't talk about new. And so we
think there's flexibility in there to deal with the issue.
We think it gives you the flexibility to stick to your
original policy decisions and invest half the noney on
di esel, half of the noney on alternative fuels, and then
split the diesel 50/50 between new and ol d.

As a m ni mumwe woul d strongly encourage you to
| ook at what you're doing with the PM programin the Myer
Program There's a trenendous opportunity to use nmatching
noney to get into the retrofit arena. W can't let the
retrofit programgo or you lose 75 percent of the benefit
of the investnent.

Junping quickly to the distribution between
alternative fuels and diesel. |If you |ook at the origina
reconmendation fromthe Board to the staff, it talked
about distributing the noney 50 percent to alternative
fuel s and 50 percent to diesel technology. It didn't say
50 percent for new CNG 50 percent for new diesel. W
think that if you can't find a way to keep the retrofit
programs in, you ought to be at |east keeping the
technol ogy on an even playing field, particularly since
the diesel technology increnentally is cheaper than the
alternative fuel technol ogy.

I heard reference to sone of the new CNG buses

coming on line with particulate traps. W were a little
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bit puzzled that this proposal doesn't require the use of
oxi dation catal ysts on CNG purchased buses by virtual of
the data that's come to |ight through your research

We think that the funding mechanismin this is
bias towards alternative fuels to the
count er producti veness of achieving the greatest emni ssion
reductions for the greatest investnment in the taxpayer's
nmoney.

We think there's sone critical things. W think
that there's ways to inprove this. W'd |like to suggest
that the Board direct the staff to seriously consider
those kinds of things. |If you'd like to nake those
reconmendati ons today, fine. But we think they're
i mportant enough that they need to be vetted. And if
you' re not ready and prepared to act today, then we'd like
to see this proposal back in front of the Board before you
take final action.

Thank you.

CHAlI RPERSON LLOYD: Thank you, Mark.

Any questions?

Thank you.

| guess we'll cone back and -- I'd |ike sone
staff comments on those issues raised by Mark there.

W' Il cone back on that, Mark

MR NORDHEIM ['Il be here if you'd like to
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chat.

CHAlI RPERSON LLOYD: Thank you

Dean Tayl or, Tom Addi son, Henry Hogo.

MR, TAYLOR: Good norning. M nane is Dean
Taylor. | work for an electric utility. But I'mhere

representing the California Electric Transportation
Coalition, which is the four large electric utilities in
the State of California as well as a nunmber of conponent
suppliers for electric-drive vehicles.

And we want to apol ogi ze for being nmaybe |ate
comenters on this. But we have a long history with the
Moyer Program In fact Dave Modisette and nyself and
others worked with Carl Moyer getting this through the
Legi sl ature and have been long-tinme supporter of this, for
a very long tine. But you might say our industry's been a
bit distracted recently, so we haven't paid very close
attention.

But | think we have enornous enthusiasmfor the
non-road side. W worked hard on the original programto
have non-road vehicles, you know, be eligible. And would
suggest that we would Iike to work, you know, in the next
round with the Board and staff for inprovenments in this
program They're particularly cost-effective prograns,
the non-road. 1In fact the forklifts in the current

regul ations are | think the only one that has to neet a
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$3000 per ton cap. Everything else is much higher, as
hi gh as 13,000 per ton

We have three specific maybe suggestions just to
call out some interesting possibilities for the future.

One is truck refrigeration units have huge NOx
reduction potential. | nean it's just amnazing. W're
doing a project out in the Riverside area, it's probably
in the $1,000 to $2,000 per ton range. There may need to
be sone clarification or, nmaybe even better, specific set
of rules just for that technology as the emni ssion
reduction potential is so |arge.

Three is the issue -- | nean second is the issue
on forklifts. There is a proposed upcomi ng regul ation
that would do a command control regulation for forklifts.
And that probably isn't a wonderful thing. But prior to
that we woul d suggest that those forklifts that are
converted under the Moyer Programto electric very
cost-effectively get emission credit for their full life.

Right now, if I'mcorrect, the staff is saying
that they would just get two years of em ssion reduction
Say you buy it in 2003; this new tail pi pe em ssion
standard cones in 2005; you would just get two years of
em ssion reductions. W think that shoul d be the ful
life of that electric forklift. So let's say it's,

what ever, ten years. That woul d nake it very cost
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effective.

And that's ny understanding is the traditiona
way its been done, you know, w th other business
organi zations in the state. |If you beat -- you know, if
you're earlier than the adoption of a new proposed SIP
neasure, then you get full credit.

And then, lastly, maybe other areas of the state
need to have a higher cap than this $3,000 per ton. Wuld
suggest maybe the Board woul d consider or the staff would
consider having it up at a higher nunber, let's say,
12,000, so that that would all ow areas such as Sacranento
or the Central Valley that have early attai nment dates to
t ake advantage of this, rather than, you know, having to
neet this very tough requirenent of 3,000. Sone electric
forklifts obviously can, but I'msaying not all of them
can.

And, lastly, just to end, let's work together to
find ways to capture the electric utilities' enthusiasm
We obviously get a lot of requests fromour custoners al
over the state, in interest, be it a bag tug or a forklift
or a truck refrigeration unit to electrify.

CHAlI RPERSON LLOYD: Thank you

Tom Addi son and Henry Hogo.

MR, ADDI SON: CGood norning, Dr. Lloyd, Board

nmenbers. M nane's Tom Addison. |I'mwth the Bay Area
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Air District. [|I'mnot here today to tal k about OEM or
aftermarket parts. 1'Il also try to be brief.

I"mactually here today to speak agai nst the
proposed staff distribution of the Prop 40 Moyer funding.
But before |I do that, I'd like to say a couple of things
about, from our perspective for the Bay Area Air District,
what a well-run and wel | -managed programwe think this is.
We actually think this is an exanple of how | oca
districts and ARB are working successfully together in a
way that really is exenplary to cut diesel exhaust and to
reduce public exposure to it. And that's very nuch a good
t hi ng.

I'"d also like to let you know that while we've
been naki ng the conments that |'mgoing to make today for
roughly the last four years, we've had -- and we
appreci ate the opportunity to talk with your staff about
it. And we very much appreciate their receptiveness to
hearing us out on it. And so | wanted to nmake sure that
the Board did as well.

So essentially what we're proposing is that the
staff distribution is flawed because it doesn't nmke sense
for a variety of reasons. Most significantly for public
health reasons. W think the distribution should be based
sol ely on popul ation

Ri ght now the distribution includes a 1994 SIP
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control mneasure, Control Measure M4. And that contro
neasure has officially expired. It expired |ast year
And we don't think that using that distribution today in
2003 nakes nuch sense

The reason that we don't think it nmakes sense is
that we think the biggest public health benefits to the
Carl Moyer Program cone from reduci ng public exposure to
di esel particulate. That's where the real public health
benefits of the programare. And the way that you
maxi m ze reduction of exposure to diesel particulate is
you gi ve out the funding based on popul ation density.

Wy is that?

Because unfortunately diesel exhaust is
everywhere. |It's ubiquitous in our society.

So to maxim ze the public health benefit, to
m nimze the exposure to diesel particulate, we think the
right strategy is to give out the noney based on
popul ati on density.

Now, popul ation density is hard to figure out.
Popul ation is a good surrogate for popul ation density. W
t hi nk population is the right thing to use froma
practical point of view because popul ation density is hard
to get a handle on

So we woul d say that public health, population is

the right way to go
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VWhat about equity?

CHAI RPERSON LLOYD: Can you --

MR ADDISON. [|'Il be brief. [I'malnost done.

From an equity perspective, this a bond neasure.
Everybody contributes in the State of California equally
to bond funding. Currently we would argue the benefits --
the public health benefits are not being distributed
equi tably.

We think there are sone political argunments as
wel | for | ooking at the distribution.

Fundanental ly | think Ms. Wtherspoon got it
right. M. Wtherspoon said to you the statute is out of
step with where we are now. And that's | think a
reflection of the shift in our understanding of the
epi demi ol ogy and the relative inportance of PMreductions
versus ozone reductions.

Qur | egal counsel feels that you certainly have
the ability as an agency adninistratively under the
current statute to change the distribution to one based on
popul ati on.

Sorry to be a little |onger.

CHAlI RPERSON LLOYD: So your |egal counsel's
agreeing with the letter we got fromthe Legislature that
we have the administrative authority?

MR, ADDI SON: | ndeed. W& woul d argue that you' ve
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got the authority today to change it to population. W
also think that it nakes sense as well, aside fromthe
| egal issue of whether or not it's feasible.

CHAlI RPERSON LLOYD: Thank you

Any questions?

Dr. Burke.

BOARD MEMBER BURKE: |'m confused on how nuch
noney we're tal king about here. Can you give ne a
bal | park nunber?

MR, ADDI SON:  Sure. Roughly -- | nean staff is
probably better at doing this. But 1'd say -- we're
tal king about $19 nmillion here at Prop 40 funding. You
know, if we throw sone nunbers for different districts
the Bay Area's got roughly 20 percent of the state's
popul ation. The Bay Area is currently getting about nine
percent of the funding.

Contrast that with another district, Sac Metro
has got --

BOARD MEMBER BURKE: | was just |ooking for the
di fference between what you're getting and what you woul d
get.

MR ADDI SON:  Oh, sure. That's about 1.8
mllion, roughly.

CHAlI RPERSON LLOYD: And where woul d that cone

fron? Maybe staff can answer --
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MR ADDI SON: There are two --

CHAlI RPERSON LLOYD: No -- obviously it's a fixed
sum So if you gain, sonebody el se |oses.

BOARD MEMBER DeSAULNI ER:  That's a question for
the CARB staff, Tom not for --

MR, ADDI SON:  Yes. Although | would be happy to
answer, if you'd |ike.

EXECUTI VE OFFI CER W THERSPOON: The districts
whi ch receive a higher proportion of funds based on having
the MA nmeasure in their state inplenmentation plans are
Sacranmento Metropolitan, San Joaquin Valley, Southeast
Desert Air Basin, South Coast Air District, and Ventura.
So if we noved to a popul ation-only driven fornula, noney
woul d shift fromthese areas toward the Bay Area and San
Diego. It would shift to, nore or less -- the degree --
Sout h Coast woul d probably | ose | ess because their
popul ation base is still high. The Valley perhaps stands
to lose the nost -- San Joaquin valley, because of their
| ower popul ation threshol d.

And so it is an issue of wi nners and |osers, but
al so one of policy on how you think the actual allocation
shoul d be perforned.

And | do want to clarify, that the Board has the
aut hority today, should you choose, to amend the way we've

been doing it for the last ten years. But just to make a
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correction -- the letter fromthe Legislature tal ks about
the Md neasure being expired. It is not. It is part of
our legally approved State Inplenmentation Plan. And we
are under active court orders for failure to inplenent
ot her aspects of that plan. And so -- M4 was a measure
that said we would devel op an incentive program for
cleaning up diesels. It was sort of an early-day,
bl ack-box kind of a neasure, but it's in there and not
gone away.

CHAlI RPERSON LLOYD: Thank you

Super vi sor DeSaul ni er.

BOARD MEMBER DeSAULNI ER:  Catherine, is there an
ability for staff to split the baby? Do we have to go al
popul ati on based or is -- because as | read it, we have
sonme di scretion

EXECUTI VE OFFI CER W THERSPOON: W do have
di scretion. And we could try and figure out various

versions of that. W'd need a little tine to work on

t hat .

BOARD MEMBER DeSAULNIER:  Well, it's just -- and
I'"mnot speaking -- Tom this is just frommy perspective,
representing the Bay Area. |It's just the anount of
difference. It's double the anpunt of noney that woul d be

used by popul ation, which seens fairly extrene. And it's

very hard for me to look at this programin isolation
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because we've got all these other noving parts with -- our
relationship with our downw nd nei ghbors. And I don't
want to keep bringing up snbg check, but | was rem nded
constantly by certain people that | should ook at it as a
public health issue and not specific to the em ssions that
we were directed at. So that's the problem |'m having
with this.

CHAlI RPERSON LLOYD: So one of the downwi nd areas.
Ms. D Adano.

BOARD MEMBER D ADAMO  Wel I, |'m obviously
unconfortable with what we have right now, but -- |
appreci ate what Supervi sor DeSaul ni er has done in the past
to open up the dialogue with the Bay Area so that we can
talk in a nore neani ngful way about transport issues.

If we | ook at other surrogates though, there are
a fewissues -- well, first of all, | think that what we
have right nowis fine. But if we have to nake sone
changes, it's crucial that we consider other issues and
not just population. For exanple, transport issues. That
plays in quite a bit to the equity issue. And public
heal t h.

We have, as staff has repeatedly reported, sone
of the highest asthnma rates in the valley in the nation
And that's due in no snmall part to the emi ssions that are

generated in the valley. But in addition, we have a
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transported air pollution problem And we've got the |I-5
and 1-99 corridor running right snmack dab through the
val l ey, with transportation going fromnorthern to
sout hern Cal i forni a.

So there's a nunber -- it seens to nme that it
woul d be pretty complex. |I'mwlling to engage in the
di scussion. But | would be very unconfortable with it
j ust being based upon popul ation

CHAlI RPERSON LLOYD:  Supervi sor Roberts.

BOARD MEMBER ROBERTS: Yeah, M. Chairman. Last
time | | ooked we weren't transporting anywhere. And the
only thing we're transporting is dollars el sewhere. And
we shouldn't be part of this. And we should be treated in
a nore equitable way in San Diego. And | think we've got
to change this fornula. And whatever agreenment there is,
you know, between those two areas is interesting, but we
shoul dn't be contributing to that.

You know, if anything, maybe sonme of those South
Coast managenent dollars shoul d be coming because that's
where the air's ending up. So -- if you're tal king about
transport. But there isn't any justification for us being
at the level that we are in this, and these nunbers ought
to be changed.

CHAlI RPERSON LLOYD: Dr. Burke.

BOARD MEMBER BURKE: | am not opposed to noney
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going to any district which needs it, you know W at
Sout h Coast, you know, like to feel that we are all in
this together. And this is a statew de issue and --

CHAlI RPERSON LLOYD: Bill, can you speak into the
nm cr ophone?

Thanks.

BOARD MEMBER BURKE: What | was sayi hg was t hat
South Coast, we believe this is a statewi de issue and is
transportation. And | don't claimto know about the
issues in northern California as well as southern
California. But |I would not be opposed to nodifying this
formula even if it costs South Coast some nmoney. |'m not
opposed to that, if it was fair and equitable.

CHAl RPERSON LLOYD: M's. Riordan

BOARD MEMBER RI ORDAN. Just a thought. Today
don't know that we want to make this division in terns of
noney. And | would caution the Board nmenbers to perhaps,
if it's possible and if staff would agree, to nove forward
with the other parts of it. And always the division of
noney is a difficult one and one that | don't think we
want to do wi thout sone thought process.

And is that possible, staff? | really have some
troubl e maki ng any deci sion on noney today.

EXECUTI VE OFFI CER W THERSPOON: Wl |, there are

two options here. One is to delay and eval uate different
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allocation criteria. W can't nove any noney w thout
knowi ng the prinmary allocation criteria.

The second option would be, since this is a
two-year program to apply the allocation criteria we have
today to the first year and bring you a recomendati on for
the second year that has a different fornula with [ots of
time to think about it in the neanwhile. And that's how
we propose to handle this nmatch question for rural areas.

| don't know if Board menbers are confortable
havi ng any noney get out the door wi thout | ooking at the
criteria.

So those are the two --

CHAlI RPERSON LLOYD: Well, one suggestion night be
that you | ook at again the Delta and some of these areas,
and then sort of put that part aside. And then distribute
those dollars out the door, that people will -- nake sure
t hat everybody gets the floor

Is that possible, so that -- because | am
sensitive to the point that staff made that with these
funds here people want to be able to get the dollars out
t he door so we can begin cleaning up the air as soon as
possi bl e.

EXECUTI VE OFFI CER W THERSPOON: We're westling
wi th whether that's possible or not. W certainly could

do the floor of 100,000. But that's trivial
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CHAI RPERSON LLOYD:  No, no. | know --

EXECUTI VE OFFI CER W THERSPOON: And we do have a
time constraint here to get it to the districts in tine
for themto run their own contracti ng processes and nove
it --

CHAlI RPERSON LLOYD: But there nust be -- the
point is -- take South Coast for an exanple. The weight
is now-- or if you went into popul ati on wei ghted, and
sone of the other districts, and then presumably you coul d
ook at what it would be for sone of those districts that
may be affected, and get those dollars out for door. And
if they get additional dollars or if they're taken away,
we' d pick a nunber there, which we can then use that sl ot
if you like, and hold on to those dollars and allocate
t hem dependi ng on what we decide in the end.

Yes, Dr. Friednman or Ms. D Adanov.

BOARD MEMBER W LLI AM FRI EDVAN: Wl 1, | was just
going to suggest that clearly there are likely to be a
nunber of options here that require some nore
t hought ful ness and study and to be brought back to us so
we can nmake a determination, rather than at this
particular nmeeting -- | agree with Barbara. |'m not
prepared to make a specific decision vis-a-vis dollar
distribution at this nonent.

CHAlI RPERSON LLOYD: M only question there -- 1'd
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like to hear fromstaff. You know, if we |lose a nonth
here, is that critical to getting these dollars out the
door? That was my only conment.

EXECUTI VE OFFI CER W THERSPOON: | think we can
nmanage one nonth.

ALTERNATI VE STRATEGQ ES SECTI ON MANAGER AYALA: W
believe that it is critical fromthe standpoint that these
are current fiscal-year funds and the districts are
essentially on a standby to deploy the projects. And we
basically comitted to bringing guidelines before you at
this time, which is essentially the |last opportunity --

CHAlI RPERSON LLOYD: Well, let nme nake a
suggestion. Maybe ny col |l eagues as well -- well, M.

D Adano.

BOARD MEMBER D ADAMO Wl I, what | was going to
say is | knowthat there is a backlog of projects that are
needed throughout the state. | know in particular in the
valley -- and we have this Title 5 issue with EPA and a
tremendous need and desire on the part of many to convert
their engines over. This is a programthat's worked just
fine in the past. And | would just suggest that perhaps
we consider adopting it as is and com ng back as soon as
possi bl e, whether that's a nmonth or two or six, with
reconmendati ons, rather than hol ding up the whol e program

CHAI RPERSON LLOYD: Yeah, but | can understand
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fromyour viewpoint that that would be the case.

Let me nake a -- just let ne nmake one suggestion
maybe, that we take the | ast witness and then -- we're due
for a break for the court reporter. Gve staff a chance,
maybe ten mnutes to think about this. W can cone back
and discuss the issue and see if staff has sone additiona
i nsights of how this may be handl ed.

BOARD MEMBER McKINNON: | have question before
staff breaks.

CHAlI RPERSON LLOYD: M. MKi nnon, yes.

BOARD MEMBER McKI NNON:  And ny question can be
answered after the staff's break. But here's ny question

Is it possible to segnent sonme of the noney for
popul ati on based and sone of the noney for air districts
that need it the worst?

EXECUTI VE OFFI CER W THERSPOON:  Yes, | think it

And in response to the Chairman's prior
suggestion, | think that's possible too. W're just --
you know, we're sitting here trying to figure out quickly
whet her we could do it today or not.

Al 't hough M. Ayal a tal ked about the desire to --
what ?

CHAlI RPERSON LLOYD: Thank goodness Ms.

Wt herspoon is starting off with an easy one.
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(Laughter.)

BOARD MEMBER DeSAULNIER: M. Chairman. O
should | call you referee in Wrld Westling Federation?

(Laughter.)

EXECUTI VE OFFI CER W THERSPOON: No, we have a
little nore detail about the tim ng considerations here.

The state only needs to comit dollars by the end
of this fiscal year. However, there is a -- we have to
actually allocate them which takes -- there's a
nmechani cal process inside that takes sone tine. And then
districts have to hold hearings in order to receive them
and conmit their share of natching funds.

And so | believe one nonth woul d not be an
unr easonabl e del ay, but we can't go any later than that.
So if we are to delay, we'd have to be back here in Apri
wi th recommendati ons for you.

I s there another question or --

BOARD MEMBER RI ORDAN: | think one nonth sounds
reasonabl e, M. Chairman.

CHAlI RPERSON LLOYD: Okay. Supervisor DeSaul nier
and then Professor Friedman.

BOARD MEMBER DeSAULNI ER: Do you want to continue
with WAF? | just --

BOARD MEMBER HUGH FRI EDMAN: Coul d you tal k just

alittle louder, Mark? |'m having trouble hearing you.
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BOARD MEMBER DeSAULNI ER:  Yeah. | would just --
hopefully we can go with the one nmonth. | think it would
do a disservice to the people who've signed this fromthe
Bay Area |legislative delegation. | assunme Ron woul d have
sort of the sinilar problemdown there. And at least in
regards to our relationship between the valley, a nonth
woul d be well served to try to iron something out.

Representing the Bay Area, we're not |ooking for
the full two mllion and switch it to population. There's
good argunents for what staff's doing in terns of
direction, but it's just too much. So if we can get that
at a nonth, it would be worth it.

CHAI RPERSON LLOYD: So what |'m hearing from
staff is that a nmonth is okay?

EXECUTI VE OFFI CER W THERSPOON: It's maki ng

everyone unconfortable, but | believe yes. You know,

we'll just have to work very hard after that to get the
noney out.

EXECUTI VE OFFI CER W THERSPOON: | would like to
go back -- take the last witness. | would like then to

take a break. And then | would like a definitive answer
to staff whether in fact we can accept that month. ['m
sensing ny col | eagues here, that they' re unconfortable
conng to a vote today w thout sone additional input.

So M. Hogo.
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MR, HOGO. Good norning, Chairman Ll oyd, nenbers
of the Board. For the record, ny name is Henry Hogo. I'm
the Assistant Deputy Executive Officer at the South Coast
Air Quality Managenent District.

| would like to take this opportunity to say a
few words about both the Carl Moyer Program and the Schoo
Bus Program

The AQWD staff is in support of the staff
proposal in the guidelines in general. W do have three
m nor concerns relative to the Carl Myer Program

The first is -- and | actually didn't want to
tal k about allocation in the sense that the Bay Area did.
But the allocation of the funds to the districts -- in the
past we have received our funds up front, the ful
allocation. And the staff is proposing at this tinme to
allocate only ten percent of the funds up front and then
do the additional allocations on an as-needed basis.

I think relative to the discussion that you have
been goi ng through on overall allocation, we need to | ook
at the timng on doing this ten-percent allocation versus
an up-front allocation, because our process would be to do
a solicitation and then work on contracts. That usually
takes maybe three to four nonths. And then to get the
contracts negotiated, maybe another 30 or 60 days. So

we're looking at a fairly lengthy period of time to do
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this. And we would like to see at |east the allocation of
funds be up front.

We're in a unique position because we're not only
i mpacted by air pollution ourselves; we are a transporter
and we have 40 percent of the state population. So
think we're in a unique position that perhaps the funding
shoul d stay where it is relative to the South Coast.

As Dr. Burke has indicated, we're |ooking at
reduci ng air pollution everywhere throughout California.

The second concern that we have is relative to
the alternative diesel fuel proposal. CARB staff
i ndi cated that the decision on projects would be done on a
case-by-case basis by the ARB. W would prefer to do that
at the local level. |If we can't do that on a |local |evel,
at a mininmnumwe would prefer to work with CARB staff in
consultation to identify those projects specific to our
ar ea.

The third point | wanted to nmake is relative to
the marine vessels. CARB staff is proposing to put a 20
gram per brake-horsepower linmt on the maxi num eni ssions.
W believe that for those engines that do have valid
em ssion source test data, that we should be able to use
that data in lieu of the 20 gramlimt. And we recognize
that that valid emi ssion source test data needs to be for

engi nes that are working properly.
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I just want to make one commrent relative to the
School Bus Program And, that is, we support the staff
proposal relative to the guidelines and also with the
all ocation of the two-thirds/one-third fornula.

We know t hat when we conpare the enissions of a
natural gas school bus relative to a diesel school bus, on
a bus-by-bus basis, it's actually alnost at 2-to-1 benefit
relative to NOx. So we see that as a big point to make.

And when you think about the technologies -- in
the South Coast there's need for additional NOx reduction
as early as possible. Wen you go towards what may be a
cl eaner di esel engine today, that engine a few years from
now wi Il actually be considered a dirtier engine. And so
we want to get the cleanest technologies in place as early
as possi bl e.

Wth that, we will continue to work with your
staff on the guidelines.

And |1'Il be happy to answer any questions you may
have.

CHAlI RPERSON LLOYD: M. MKi nnon

BOARD MEMBER McKINNON: | think you just pushed
your luck. But let me go about this carefully here.

South Coast has a rule that tends to favor CNG
and you just laid out the basis for that.

I am concerned that recently we becane aware that
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there are sonme toxics problenms with CNG that sort of
mtigate your argunent sonewhat.

Now, | think an earlier speaker raised that
guestion and raised sort of the fuel diversity question
And | amsort of going along with the assunption that we
do lots of things to give diesel tine to clean up, and we
probably need to act the same way with respect to CNG
And in the Iimted period of time of two years, |I'mnot so
inclined to take CNG out of consideration, because what
that essentially will do is take school buses away from
kids in the South Coast. That's how that wll work.

But | am concerned that we sort of are continuing
on with a set of assunptions about CNG that don't include
the toxics question. And | guess what I'minterested in
is if South Coast has plans or is under way or is in the
near future, in that you' re out sort of ahead or on your
own on the CNG question, do you have plans to do particle
trapping and deal with the toxics question with CNG?

MR, HOGO. The answer is yes. W would support
havi ng | anguage that says that for CNG bus awards, that if
oxi dation catal ysts were deployed with those buses, that
is where you'll get the reduction in the toxics fromthe
natural gas engi ne.

We are in discussions with John Deere about

retrofiting existing natural gas school buses that do not
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have oxi dati on catal yst technol ogy. And they indicated
that that can be done fairly easily. They have certified
their engines with oxidation catalysts -- or they're
pl anning to do that.

It turns out that if -- in a specification on the
bus, if there's no specification for an oxidation
catal yst, the CEM actually would not necessarily go
t hrough the process of putting it on. But if we specify
that as a condition of the award, then that oxidation
catalyst will be placed on that natural gas bus.

Now, relative to particulate traps, we are in
di scussion with the particulate trap manufacturers as to
whet her a particulate trap can be devel oped that can be
applied to a natural gas engine. So we're |ooking at both
technol ogies at this tine.

BOARD MEMBER McKI NNON: What does your tinetable
ook Iike? W're talking about two years here. Are we
going to be there in tw years?

MR HOGO  Yes, | believe we will. The oxidation
catalyst is actually available today. And it's a matter
of determ ning whether -- how nany of the ol der buses can
be retrofitted. It turns out that nost of the buses nost
likely will be readily retrofitted with oxidation
catalysts. And we need to | ook at how best to do that

over this time period.
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But the requirenents for new buses, we will have
oxi dation catal ysts already avail abl e.

BOARD MEMBER McKI NNON:  Thank you for your
answer. And | just -- | sort of want to reinforce -- |
don't knowif I'Il be on this Board two years from now.

But | know that if we go through this again and we don't
have at |east sone discussion of toxics in CNG and

consi derati on of what's being done about that -- | have a
hard tine having such a |large allocation go to CNG when we
know t here's at | east sonme problens that need to be

di scussed there. And certainly I'mnot willing to sort of
backl ash on that now over this next two years. | think it
woul d take away school buses fromkids in the South Coast.

And | also just think it's patently unfair. W
give diesel tinme to clean up. W do step by step over

years and years and years. W now realize there's

something we need to do with CNG | don't think we do
that in one ruling here. | think it's sonething we do
over tine.

CHAI RPERSON LLOYD:  Thank you.

Dr. Burke.

BOARD MEMBER BURKE: M. MKinnon and | have
di scussed this matter at length, and we're both on the
same page at the sane tine with this issue.

But, M. Hogo, | wanted to know if we continued
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this itemfor a nonth, would that affect our ability to
perform at South Coast?

MR HOGO It would just delay the -- if the
fiscal restraints are not there, then it would just delay
the process by a nonth. But if the fiscal restraints are
there, we would have to nove a | ot faster

BOARD MEMBER BURKE: What if we did a 50 percent
of all the noney to all the districts and then used the
next nonth for the anelioration of the other 50 percent?
Wuld that provide you with the ability to operate?

MR HOGO  Yes, it would.

BOARD MEMBER BURKE: Okay.

CHAlI RPERSON LLOYD: Yes. Professor Friedman

BOARD MEMBER HUGH FRIEDVMAN: | don't think this
is any way -- you know, in all due respect, any way for us
to be adopting inportant policy. This was just handed to
us. This has been on our agenda for a long, long tine.

Al'l due respect, Mark -- and | understand your
point. And ny colleague from San Diego, we are sort of in
the sane boat as the Bay Area. But unless the staff can
readily cone up with sone approach or fornula during our
brief break, that we can really rally around and devel op a
consensus, it seens to ne that if we can defer a nonth or
what ever w t hout any undue inmpact or harmto any of the

districts, that's one thing. And | don't know the answer
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to that apparently. | don't know the effect of a delay of
30 days at this point, but -- or one nonth to our next
neeting.

But | don't think we're in a position to adopt
anything today that's a major change in allocation of
fundi ng when its just been raised, unless the staff has
some magi ¢ sol ution

BOARD MEMBER DeSAULNIER: M. Chairnman. | know
you want to go to break --

BOARD MEMBER HUGH FRI EDMAN:  So take a break, see
if people --

CHAlI RPERSON LLOYD:  Supervi sor DeSaul ni er

BOARD MEMBER DeSAULNIER: | just want to clarify.
For ny position |I'mnot asking for support to change the
whol e allocation. 1'd like to have a nmonth to see if we
can work on coming up with a couple of options, and then
we come back and tal k about what's fair and we see where
the votes are.

CHAlI RPERSON LLOYD: What | woul d suggest is
foll owi ng what Professor Friednman nentioned earlier. |If
we could take a 15-minute break -- not for staff -- so
that you could take a | ook at what's going on here. And
see if you can cone back to reflect -- you can see the
Board's concerns -- | think to address the issue of how

can we get sone of these funds out, can we get sone
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partially out? Maybe as Dr. Burke suggested, what do we
gather then? O should we in fact hold a nonth without
penal i zi ng and j eopardi zi ng some of the funds? W clearly
know at this tine in Sacranento that we need to get funds
so that we can be cleaning up the air as soon as possible.

So with that we'll take a 15-minute break. The
clock at the back -- so we'll take till 11:20.

For those of you who are also interested, there
is an overflowin the Coastal hearing roomright next door
where there's audio and vi sual

So t hank you.

(Thereupon a recess was taken.)

CHAlI RPERSON LLOYD: We will continue with this
item

I think before we hear fromstaff, M. MKinnon
had a -- well, | guess wanted to put staff on alert to an
i ssue he wants to see covered.

M. MKi nnon.

BOARD MEMBER McKI NNON:  Yeah, |'m going back to
our original debate on the school bus issue back a few
years ago where we ended up having quite a conplete
di scussi on about the value of retrofits in cleaning up
nore buses that affected nore kids.

And | understand that there may be sone

| egi slative sort of restrictions on how we deal with it.
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But there was a speaker earlier that tal ked about using
the adnministrative -- or the matching amount and al | owi ng
the matching funds to be retrofit.

And | guess if we end up taking nore tine to
figure this out, what | would Iike -- and | don't know i f
there are other Board nenbers that agree with this -- is
I'd |like sone approach at us figuring out how to get
retrofit back into this equation. | think we get nore
done per dollar with retrofit. And I'"'mworried that we're
doing this without any retrofit in the picture.

Thanks.

CHAlI RPERSON LLOYD:  Thank you

Ms. D Adano.

BOARD MEMBER D ADAMO. Do we have the discretion
to do that?

EXECUTI VE OFFI CER W THERSPOON: The Legi sl ature
was very clear that they expected us to purchase new buses
with the 20 percent of Prop 40 funds and not to engage in
retrofits. W do have the discretion on the matching
amount, | believe. However, we've cut the match to al nost
nil wherever we coul d because of the financial constraints
of school districts.

So where there is some residual match
requirenent, we can look at it. But that's probably not

going to result in a whole lot of retrofit activity.

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

98

And | would say that staff agrees with M.

McKi nnon, that retrofits are an extraordinarily cost
effective way to proceed. |It's just that we're follow ng
the direction fromthe Legislature on how they would w sh
t hese funds be appropri at ed.

CHAI RPERSON LLOYD: So now we're com ng back with
pearls of wisdomfromthe staff on how we address the
i ssue.

EXECUTI VE OFFI CER W THERSPOON:  What we woul d
like to propose to you is that you approve the school bus
portion of the itemtoday, because the school bus
al l ocations are already based on popul ation only. They do
not have an M4 nultiplier.

And then we would return to you in April with
Carl Moyer alone and with various options for the funding
criteria, including what you have today, popul ation only,
and versions in between.

During the break we consulted with our own
admini strative services staff with nany of the districts
who receive these funds to find out if we were creating an
unnmanageabl e problem at the receiving end. And we were
assured that a one-nonth delay will not damage the program
in any way, that they can deal with that change in
schedul e.

CHAlI RPERSON LLOYD: Yes. Supervisor DeSaul nier.
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BOARD MEMBER DeSAULNIER: | think that's fine,
M. Chairman. | would nove the staff recomendati ons,
i ncluding the anendnents that Catherine Wtherspoon just
nmentioned. But | would ask that -- obviously we'll get
engaged by the folks fromthe Bay Area |egislative
del egation and the issues that have been brought up by ny
col | eagues up here.

CHAI RPERSON LLOYD: | would also like -- could |
just add one point?

BOARD MEMBER RI ORDAN:  You need a second for the
nmotion, M. Chair. | was just --

CHAlI RPERSON LLOYD: | guess we do.

Well, | got two seconds here.

BOARD MEMBER RI ORDAN: Ckay. That's fine.

CHAlI RPERSON LLOYD: | had just one coment to
staff, | think, that | would like to take advantage of M.
Hogo' s suggestion that we nake sure that we actually get
t he cl eanest CNG buses possible and put the oxi-cat on
t here woul d be good.

BOARD MEMBER D ADAMO. M. Chairman?

CHAlI RPERSON LLOYD: Yes, Ms. D Adano.

BOARD MEMBER D ADAMO  Yeah, and if | could just
add to the suggestion by Supervisor DeSaulnier. | know we
were all kind of surprised by receiving this letter. And

as | understand it -- fromthe Bay Area delegation. As |
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understand it, this just nmoved within the [ ast couple of
days. | suspect that there are a nunber of individuals,
key legislators in the valley, that may al so have
concerns. So | would just suggest to staff that they
contact sone of those individuals, such as Senator Flores.

And al so would |ike to suggest that staff contact
Supervi sor Patrick since she didn't have the opportunity
to be here today.

BOARD MEMBER DeSAULNI ER: That's fine with ne.
We al ways want to get along with our nei ghbors.

CHAlI RPERSON LLOYD:  Supervi sor Roberts and al so
M. MKi nnon.

BOARD MEMBER RCBERTS: No, we al ways want to get
al ong with our neighbors too, so | agree with that.

CHAlI RPERSON LLOYD: M. MKi nnon.

BOARD MEMBER McKI NNON:  Yeah, |'m sure
uni ntentionally, by noving it, we haven't dealt with the
retrofit issue. And what | would like is to have it
considered a friendly anendment that we include retrofit
as one of the things that qualifies as matchi ng funds.

BOARD MEMBER DeSAULNI ER:  That's fine.

CHAlI RPERSON LLOYD:  Ckay.

BOARD MEMBER ROBERTS: |'d like to see that, |
think -- you know, |I've got a strong interest in the

retrofit, and | think his comments are well nade.
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CHAl RPERSON LLOYD: And | think that woul d al so
help to address one of the comrents nade earlier

Well, we've got a notion, we've got a seconder

Al in favor say aye.

(Ayes.)

CHAlI RPERSON LLOYD: Anybody agai nst?

Seei ng none, unani nously passed.

And thank you, staff. And we |ook forward to you
com ng back next nonth.

Wth that we'll take just a short break before we
nove into the major feature of the day.

(Thereupon a short break was taken.)

CHAlI RPERSON LLOYD: Ckay. |If ny coll eagues could
take their seats. And I'd Iike to begin this item

Agenda item 03-2-4. Public hearing to consider
amendnents to the California Zero Em ssion Vehicle
Regul ation. | recognize this is the one you' ve been --
nost of you have been waiting for.

I'"d just like to say at the beginning also, we're
expecting a |l arge nunber of witnesses. |If in fact we can
keep those coments as short as possible for the bul k of
wi tnesses. They're going to try to hold nost people to
three mnutes.

But we have a lot of witnesses to get through

It sounds like close to 100 witness. So we have a really
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| ong day ahead of us.

W also will find that we don't intend to take a
break for lunch. And so you will see Board nenbers
di sappearing at various tines. |f you happen to be
testifying, there's no slight neant to you. It's a matter
of the Board nmenbers getting hungry. But we can see and
hear in the back. So we will be rotating on that.

Again, | think right at the outset | want to
di spel any concern here that the Board i s backing down.

W are committed to the goal of zero-enission vehicles.

(Appl ause.)

CHAlI RPERSON LLOYD: And it's very clear that, as
we understand the issues, for exanple, of estimating
on-road vehicle enm ssions, particularly in the South Coast
and other areas, it's very inportant to get to zero as
fast as possible.

O course we al so recogni ze that substantia

progress has been made in bringing these vehicles to as

close to zero as possible. And I'll say a little bit nore
about that.
Again, | think the -- 1'd also like to thank

staff for their outstanding efforts they' ve nade to craft
a nore flexible practical path ahead.
And | think that -- also it's not true, that we

read in the L.A Tines editorial, the staff in fact is not
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worn down by the auto industry. How could they? In fact,
we brought up reinforcenents. W brought a new
battl e- har dened executive officer. She cannot be worn out
after two nonths.

(Laughter.)

CHAlI RPERSON LLOYD: So, in fact, | say we're
really trying to do our best. And I know, |'ve sat for
hours with them and they've sat for nany nore hours, that
they've really tried to work diligently.

And I'd also Iike to thank all the other
st akehol ders, particularly also the auto industry who is
going to also have a mmjor inpact here. They have al so
tried to work with us in a constructive way, clearly
| ooking at their interests as well. But we've come a |long
way | think in a nutual understanding.

And | hope that we can nove ahead in a manner in
whi ch we can actually work together, practically, and in
fact continue our dialogue and continue the progress to
neeting our air quality goals. The health data, sone of
whi ch you heard today, indicates that we have an
obligation to protect public health.

I am encouraged by the way we have worked
together. You'll hear today sonme nore about the fue
cell. 1 can attest firsthand, what |'ve |earned working

with a fuel cell partnership over the |ast nunber of
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years, both technically and al so working together as
col eagues. And | can't overstress that piece because
that's going to come up here.

Wil e we recognize that this technol ogy is not

t here today, we also recognize -- there's a ngjor
conmtment fromall the stakeholders -- this is a
technol ogy which also will bring us to zero em ssion

t echnol ogy.

This is a technol ogy which Governor Davis
nmentioned when the California Fuel Cell Partnership was
initiated. And | think this had -- also rose to the
gl obal stage when President Bush nentioned the pronise and
reality of hydrogen fuel cells not too | ong ago.

And so | amreally excited about that aspect.
And | say, |I'mreally encouraged about the way in which
we're working with the auto conpani es.

However, we al so recognize that we have a ngjor
obligation to the Board, that we cannot wait for the
promise, which I think will be real; that we have to do
what ever we can now to continue that effort. |'m
delighted to see the progress that we've nade through al
the electric-drive technol ogi es, and encouragi ng those
technol ogi es, and in some cases requiring those
t echnol ogi es.

| think it's very inportant that we continue
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that. And | think it's -- no doubt in nmy mnd that since
the inception of the program that we've had a major
i mpact .

One of the things that we've found -- and we've
been asked, "What has changed in the |last tw years? Wy
are we doing certain things?" And that will be addressed
by the staff. And |'msure ny colleagues will address it
as we go through.

VWhat | would say there, that our commitnent to
clean air and to zero is steadfast. However, based on
data, | do not feel that | will be serving nyself, ny
col  eagues, or the State of California if |I do not take
that into account as we nove ahead. And to ne that's a
very inportant issue.

So while air quality and public health are our
maj or goals, we al so have to recogni ze the best way of
getting there.

I think the last 13 years we have seen a rea
focused effort with the industry and with all stakehol ders
totry to get us to our goals as identified in 1990. That
is, where in fact gasoline vehicles now we've seen that
progress, now only just in zero, but the near zero. So we
have through the PZEVs virtually lifetine warranties, and
we have both fromthe tail pipe and also from evaporative

em ssi on.
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And then we've got the advanced technol ogy
through the partial zero-em ssion hybrid vehicles and
nat ural gas vehicles.

Again, | would say obviously this program has
created nore debate and di scussion than probably any
regul ation that they ARB has put forward. And it's
comonly known as the ZEV Program But | think, as we
will hear fromthe staff, has acconplished many things
apart fromthe true zero-enission vehicle. So now the
delta between the cars on the road and al so the true zero
is very small, but it is significant. Qur ability to
characterize on-road vehicle emssions -- if you' ve got
aftertreatnment on there, you're still worried about that
potential decay. And as | indicated earlier, and |I think
we'll here frompeople testifying, in the South Coast AQVD
our ability to characterize on-road vehicle enmissions is
l[limted. And of course if we start off with sonething at
zero at zero nmiles, zero to a hundred thousand nil es,
we're far better off.

Agai n when we | ooked in 2001, | was hopeful that
woul d be the last time where we would actual |y address
this issue. Unfortunately that didn't happen. There are
many reasons why it didn't happen. | won't go into that.
But on the other hand, since we are back here today, then

we are tal king about sone significant changes.
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| think -- it would be tenpting I think to not
ask sonme of the tough questions, to just nove ahead and
try to just address sone of the |egal issues. But as |
i ndi cated before, that flies in the face of all the things
we've known. So | think that we will hear | think today
fromstaff a programthat's conmitted to the ultinate
goal, a real and robust Zero Enission Vehicle Program

I think It's inportant we have the debate. |
will be looking particularly today, and |I'm sure ny
coll eagues will also, particularly fromthe industry, sone
of the flexibility that we've given this program and
whet her they intend to take care of sonme of that -- take
advant age of sone of that flexibility, and al so whether
they're conmitted to working with us in this continued
goal

I was reminded just this week, as | was | ooking
at this program there's sonmewhat jeopardy in going back
inthis time of battle, et cetera, to John Lennon's
conment, G ve peace a chance." | would hope in this case
as we nove ahead, give the engineers a chance. W need to
work together. W owe this to the people of California.
W owe it to ourselves.

So | hope that we can change the dial ogue here.
And | certainly want to state that on behalf of nyself and

nmy col |l eagues and for Secretary H ckox and the Governor
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we really want to work together to continue the progress
t hat has being nmade to date.

I"'msure we'll have a wi de range of comments
today regarding staff's proposal. W don't have all the
answers. Staff doesn't have all the answers. But what
you cannot criticize is their effort, their desire to put
together to craft a program to be the very strongest
possi bl e, recogni zi ng our | essons to date.

Wth that, | would like to turn it over to M.
Wt herspoon to begin the staff's presentation

EXECUTI VE OFFI CER W THERSPOON:  Thank you
Chai rman LI oyd.

The ZEV Programis an integral part of ARB' s
efforts to reduce em ssions from passenger cars and
[ight-duty trucks. As part of our |ow enission vehicle
program the ZEV conponent seeks to comercialize new
vehi cl e technol ogies that elinnate not only tail pipe
em ssi ons, but also emi ssions from evaporation and from
the in-use deterioration of vehicle em ssion-contro
syst ens.

The current regul atory process before us today
was initiated in response to litigation and a court order
enj oi ning ARB from enforcing the 2001 ZEV anmendnent s.
However, opening the regulation to cure its |ega

deficiencies led to a broader staff eval uation of where
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t hi ngs stand and what el se needs the Board's input and
potential correction. As such, this rul emaki ng became an
opportunity to address the current state of technol ogy
devel opnent and ZEV percentage requirenents in the near,
m d, and longer term

The proposal before you today would elimnate al
references to efficiency and fuel econony in the ZEV rul e,
substituting alternate credit nechani sns for ZEV-enabling
conponentry.

The proposal would also create an alternative
conpliance path to give auto manufacturers greater
flexibility; would establish a new i ndependent review
panel, like our prior battery panel, to advise the Board
on the status of devel opment of all ZEV technol ogy types
as we nove ahead; and would fix the nunber of snaller
i mpl erent ati on i ssues that have been brought to staff's
attention since the 2001 heari ng.

| f approved by the Board, the proposed anmendnents
woul d resolve the current |egal issues in the federa
court case and woul d enable us to resune ZEV
i mpl ement ati on by 2005. The proposal al so reduces ozone
precursor emissions to a greater degree than the 2001
amendnents at a reduced cost.

Based on the outcones | just described, staff

believes it has brought the Board a solid, bal anced
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proposal for proceeding with the ZEV regulation. In our
vi ew t he proposed changes are rational, reasonable and
def ensi bl e froma technol ogical feasibility standpoint.

However, staff readily admits there is still a
great deal of controversy over what we have proposed from
both sides. The nost prom nent issue is whether the Board
shoul d mandate a grow ng vol une of pure ZEV technol ogi es
in 2009 and beyond. There is also the perennial issue of
whet her California should have a ZEV nandate at all

The proposed changes to the ZEV regul ation
reflect a series of very difficult discussions, both
internally and with interested stakehol ders. Throughout,
staff's objective was to defi ne changes that woul d
mai ntain pressure on the industry to pursue true ZEVs,
whi | e acknow edgi ng the chal |l enges associated with the
current state of technology and its cost.

Staff believes the proposed nodifications wll
continue to advance pure ZEV technol ogy research and
devel opnent, support the comercialization of ZEV-enabling
advanced technol ogy vehi cles, and achi eve significant
criteria pollutant emi ssion reductions.

Chuck Shul ock of the Mbile Source Contro
Division will now begin the staff's presentation

VEHI CLE PROGRAM SPECI ALI ST SHULCCK:  Good

norni ng, M. Chairman and nenbers.
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I will begin our staff presentation with sone
background on the zero-enission vehicle program and why
we' re here today reconmendi ng changes.

Anal i sa Bevan and Craig Childers of our staff
wi || then describe the various proposed changes.

Followi ng their summary 1'1l conclude our presentation
with a discussion of the major open issues and our staff
reconmendat i on.

To set the stage for your consideration of
program changes | will first give you a brief recap of the
structure of the regulation and its goals. Next | wll
sunmari ze sone of the achievenents of the programto date
I then will discuss why we believe that changes are needed
and the objectives that we had in nmind when we prepared
our suggested nodifications.

--00o0- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: As you may
recall, the basic requirenent is that 10 percent of the
vehi cl es sold by manufacturers nust be ZEVs. Over the
course of its history this requirenment has been nodified
several tinmes to provide additional flexibility and to
t ake advantage of energing technol ogies. There are now
three categories of vehicles in the program

At | east 20 percent of the requirement, or 2

percent of sales, nust be pure ZEVs, vehicles with no
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tail pipe emssions. This is commonly referred to as the
gold category, and it's the circle on the left on the
slide before you

Anot her 6 percent may be nmet by vehicl es known as
partial zero-emnission vehicles, or PZEVs. These are
extrenmely cl ean conventional gasoline vehicles. W refer
to this as the bronze category, in the upper right.

The third category, which rmay account for another
2 percent, consists of vehicles known as advanced
technol ogy PZEVs, or AT PZEVs. These are vehicles that
neet the stringent criteria for PZEV status and al so uses
ZEV-1i ke technol ogy such as electric drive or gaseous fue
storage. This is known as the silver category.

--00o0- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK:  Thi s next
slide lists sone of the vehicle types comonly found in
each category. The gold or pure ZEV category contains
vehicles with no em ssions, such as battery EVs or
hydr ogen-fuel -cel | vehicles.

The silver category is hone to advanced
technol ogy PZEVs. Exanples of such vehicle types include
CNG hybrid electric, hydrogen internal conbustion
grid-connect hybrid, and met hanol -fuel -cell vehicles.

The bronze category consists of basic PZEVs.

These are extrenely cl ean gasoline vehicles and are al so
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qui te advanced.
--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: As a
starting point for our substantive discussion it's helpfu
to take a step back and review the overall goals of the
ZEV Program

First and forenost the programis designed to
achieve significant air quality benefits through
depl oyment of zero and near-zero emi ssion vehicles. This
i s achi eved through the production and pl acenent of a
variety of extrenely clean vehicles in all three of the
program categories that | nentioned.

Second, the program pushes the research
devel opnent and depl oynent of zero-enission vehicles.
This is the focus of the pure ZEV, or gold portion of the
pr ogr am

Finally, the program seeks to encourage ZEV
commer ci al i zati on through the introduction of ZEV-enabling
t echnol ogi es such as hybrid electric and alternative fue
vehicles. Such vehicles will develop a manufacturing and
supplier base for technologies that ultimately will be
used by pure ZEVs. This is the purpose of the silver
cat egory.

--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULCOCK:  Progress has
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been nade on each of these goals. Since its enactnent in
1990 the ZEV Program has resulted in a nunmber of benefits,
including significant efforts to advance battery
technology -- nore than 2,500 full-sized Battery Electric
Vehicles leased or sold in California, plus many thousands
of Nei ghborhood El ectric Vehicles -- ten near-zero
emi ssion PZEV nodels currently certified; three hybrid
electric vehicles on sale and ot hers announced; and air
quality benefits fromthe depl oyment of all of these
extrenely cl ean vehicl es.

--000- -
VEHI CLE PROGRAM SPECI ALI ST SHULOCK: Meanwhi | e
t here have been ot her devel opnents that are not directly
related to this regulation, but are working towards the
sane end. The nost noteworthy exanple is the California
Fuel Cell Partnership, which is a path-breaking
col I aborati on of auto conpanies, fuel providers, fuel cel
t echnol ogy conpani es, and governnent agencies, that is
pl acing fuel cell electric vehicles on the road in
California. The partners include 20 conpani es and
organi zations fromaround the worl d.
--000- -
VEH CLE PROGRAM SPECI ALI ST SHULOCK:  Anot her
recent event that is worthy of note is the announcenent of

the Freedom Car and Fuel Initiative by the federa
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governnent, as the Chairman nmentioned.

This programwi |l invest federal funds over the
next five years to devel op hydrogen-powered fuel cells,
hydrogen infrastructure, and advanced autonotive
t echnol ogi es.

There have al so been ot her national and
i nternational commitnents to ZEV technology. So in
general there is now considerabl e nomentum behi nd the push
towar ds zero-enission vehicles.

So if all is proceeding so well, why are we here
bef ore you reconmendi ng changes?

--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: W have two
fundanmental reasons. W would like to address |ega
chal | enges that have been rai sed and we seek to better
align the regulatory requirenents with technol ogy and
mar ket st at us.

--00o0- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK:  First of
all, staff believes that it would be prudent to address
| egal chall enges that have been raised regarding the 2001
anmendnents. The first case is a federal preenption
lawsuit filed in January of 2002. On June 11, 2002, a
federal strict judge issued a prelinmnary injunction that

prohibits the ARB' s executive officer fromenforcing the
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2001 ZEV amendnents with respect to the sale of new notor
vehicles in the 2003 or 2004 nodel years. This is pending
final resolution of the case.

Two other lawsuits have been filed in state
court, one addressing broader aspects of the regul ation
and one chal l engi ng the date by which vehicles nust be
placed in service in order to qualify for early
i ntroduction multipliers.

Staff also believes that there is a need to
better align the regulatory requirenments with technol ogy
and market status. The next few slides go through this
issue in nore detail.

Wth respect to Battery Electric Vehicles, during
the 2001 rul enaki ng staff estinmated an increnmental cost of
$7,000 to $9,000 in volunme production for battery packs
sufficient in size to power full function vehicles. Since
that time there have been advances in cycle life which
woul d increase the Iife of the battery pack and thereby
reduce or elimnate the need to purchase a repl acenent
pack. Even so, however, cost challenges renain

In addition, based on recent experience the
sust ai nabl e denand for Battery Electric Vehicles in the
near term appears to be small

As a result of these issues and their own

judgment as to the long-term conmercialization prospects,
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nmaj or manuf acturers have now ceased production of Battery
El ectric Vehicles.

Later on today you will hear testinmony by Dr.
Menahem Ander man, one of the experts who served on our
2001 Battery Technical Advisory Panel. Staff contracted
with Dr. Anderman to assess whether in his viewthe
concl usi ons reached by the battery panel in 2001 stil
hold. And he'll provide his testinony |ater

--00o0- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK: On the fue
cell side there is considerably nore optin sm and
activity. The technol ogy shows great pronise and
manuf acturers appear to see a business case that they will
eventual |y be able build the vehicles at a cost the market
will bear.

Cearly, however, there are significant costs,
manuf acturing, and performance chall enges that stand in
the way. The bottomline is that fuel cell ZEVs are not
yet ready for vol une production

In sunmary then it is staff's view that
addi ti onal devel opnment is needed before any ZEV technol ogy
will be ready for nass deploynent. As a result, the 2001
requi renents are too anbitious. This has severa
inmplications. First of all, because it is not feasible to

produce fuel cell vehicles at the nunbers needed to fully

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

118
satisfy the 2001 requirenent, sonme manufacturers would in
effect be forced to restart battery EV production
regardl ess of their views as to the |ong-term prospects
for conmercial success. This is difficult to sustain and
could al so have the undesirable effect of diverting
engi neering resources away from neeting fuel cel
chal | enges.

There's one other point that | would like to
enphasi ze here, one that is central to the staff's view of
how to proceed. The pace of future technical devel oprent
is very difficult to predict, particularly for the
signi ficant devel opnent steps that are rel evant here.

M nor near-termvehicle inprovenents, such as those needed
to neet increnmentally nore stringent tail pi pe standards,
follow a well understood path and, in general, have been
achi eved nore quickly and at |ess cost than the origina
staff estimates.

Going to zero is different. Bringing a
fundanmental ly different technol ogy such as battery
electric or fuel cell vehicles to market requires
advancenents on a nunber of fronts. And experience to
date has shown that these devel opnments do not necessarily
proceed at the peace predicted by staff.

--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: I n contrast,
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progress in the silver category has been dramatic. There
are CNG vehicles in conmercial production. Three hybrid
electric vehicles are on the market today and others have
been announced. These vehicles are not all PZEVs, but in
nost cases there are no significant technical barriers to
achi eving PZEV status and we expect that future versions
woul d qualify.

O her AT PZEV technol ogi es are not yet
commerci alized but are receiving attention. Hydrogen
i nternal conbustion vehicl es have been denonstrated by
several automakers. And plug-in hybrid vehicles are being
actively studied in a variety of settings.

--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: PZEVs are
al so achi evi ng consi derabl e success. Ten nodel s have been
certified. And our best information is that sone 140, 000
PZEVs are expected to be sold in nodel year 2003.

In our neetings with autonmakers we're sonetines
told that PZEV technol ogy does not get the respect it
deserves. So |let nme enphasize for the record here that
t he em ssion perfornance of these vehicles is renarkable
and represents a significant achi evenent on the part of
t he aut omakers. Such vehicles likely would not exist if
we had not had the technol ogy forcing function of the ZEV

mandate. So the wi despread depl oynent of these vehicles
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is one of the program s early achi evenents.
--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: Wth all of
that as a back drop | would now like to share with you the
objectives that we as staff are hoping to achieve with
t hese nodifications.

First of all, we want to restart the program
Restarting the program has obviously benefits. It wll
all ow us to take naxi mum advant age of the technol ogies
that are in showoons today and, thereby, capture the
greatest possible air quality benefit. It will also help
buil d the manufacturing and supplier base for future pure
ZEV technol ogi es.

--00o0- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK:  Qur next
nmaj or obj ective has already been nentioned. W want to
avoid a msmatch both now and in the long term between the
program requi renents and the technol ogy status.

--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK:  Next we want
to ensure that the program recogni zes successfu
conpli ance under the 2001 rules. Those nanufacturers that
nove forward under the 2001 rules should not be forced to
revise their plans.

Finally, we want to provide a pathway that
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recogni zes the aggressive pursuit of fuel cel
commerci alization as a viable conpliance options. In
other words if a nmanufacturer wants to pursue fuel cel
devel opnent and not sinultaneously pursue battery EVs, in
the staff view that shoul d be adequate.

That concludes nmy introduction. | wll now turn
it over to Analisa Bevan, who will begin our sunmary of
t he proposed anendnents.

ZEV | MPLEMENTATI ON MANAGER BEVAN.  Thank you,
Chuck.

I'"d like to begin by review ng the process hy
whi ch staff has devel oped the proposal before you today.
As M. Shul ock described, a set of events and issues
conbi ned to cause the staff to reconmend regul atory
anmendnents to the ZEV Program

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN. Starting in
the fall of 2002 the staff issued a straw man proposa
outlining possible changes to the regulation for
st akehol ders' consideration prior to a Decenber workshop
The wel | -attended workshop provi ded val uabl e feedback to
staff going into the devel opnment of an initial statenent
of reasons and proposed regul atory anmendnents which were
i ssued on January 10t h, 2003, for a 45-day comment peri od.

In the initial statement of reasons staff

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

122
identified a nunber of open issues for which conments and
i deas were solicited. During the 45-day coment period
sufficient constructive conments were received, and staff
research and thinking evolved to a point that suggested
nodi fications to the initial January proposal were
warranted. To provide anple tine to devel op the suggested
nodi fications and to provide our stakeholders with tinme to
consi der these changes, the public hearing to consider
anmendnents to the ZEV regul ati on was postponed one nonth
to today's hearing.

The description of the proposed nodifications and
staff's rationale for changes to the proposal were
publ i shed on March 5th, 2003.

I will nowturn to a description of staff's
proposal. M description will be a conposite of the
initial January proposal and the March nodifications to
staff's proposal

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN.  Broadly, the
proposed anendnents to the ZEV regul ati on cover the start
date of the regulation, the category percentages, and the
net hods for calculating credits for different vehicle
types.

Additionally, the staff is proposing a nunber of

amendnents that clarify the intent of the regulation and
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anendnments that, when |ooking at the regulation as a
whol e, bal ance the program

The ZEV regul ation requirenments were set to begin
in 2003. Subject to federal and state prelimnary
i njunctions, the Board is prevented frominpl enenting or
enforcing the regulation for the 2003 and 2004 node
years. Although staff's intent in proposing amendnents to
the regulation is to address the | egal issues that brought
about these injunctions, it is believed that the earliest
practical start date for the programis now 2005. A 2005
program start allows adequate |lead tine.

When considering a nodification in the program
start, staff had two choices: To shift the program out
two years, including application of phase-in nultipliers
and early introduction credits; or to start in 2005 as if
resum ng the 2001 anmendnents. The staff proposes the
| ater approach, as it resunes the pace of the program
rat her than delaying conpletely the benefits and progress
of the program

Linked to both the restart date of the regulation
and to the current status of manufacturer actions to
conply with the regulation is the expectati on of how many
of what kind of vehicles California can expect to see in
the com ng years.

One of the issues identified through staff's
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devel opnent process was the existence of substantia
banked ZEV credits resulting fromproduction in the years
prior to the regulation start up. These banked credits
provi de manufacturers with the ability to conply solely
with banked credits rather than with new vehicle
production for some years into the program

It was suggested that the Board consider a
requi renent for new vehicle production beginning in 2005
to ensure continued product availability. The
counter-opinion to that suggestion was that for those
manuf act urers who have expended consi derable effort to
build up credit balances to ensure conpliance strategy for
their conpany, changing the rules in such a fundanmenta
way was not fair. The Board had, after all, heavily
i ncentivized early production in the hopes that
manuf acturers woul d provide -- would begin to build market
for ZEVs prior to the inplenmentation date.

In response to these comments, staff devised a
two-path systemreferred to as the base path and the
alternative conpliance path.

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN. The base path
preserves the category structure of the 2001 anmendnents.
Shown in this slide is a sunmary of the nmake up of the

credit category structure for the ZEV Regulation. O the
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10- percent conpliance obligation manufacturers nust neet
at least 2 percent with gold credit vehicles.
Manuf acturers may neet up to 2 percent of their obligation
with silver vehicles. And up to 6 percent of a
manuf acturer's obligation naybe net with bronze vehicl es.

The structure described in the previous slide
applies to nodel years 2005 through 2008.

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN.  As anended in
the 2001 Board hearing, the overall percentage
requi renents increase over time, eventually reaching 16
percent in 2018.

The bronze category percentage stays constant at
6 percent, and the renainder of the obligation is split
bet ween gold and silver categories.

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN: As |
nmentioned, the 2001 anmendnent category structure is
preserved for those nmanufacturers choosing to take the
base path. The base path al so preserves a manufacturer's
ability to use banked credits to neet all or part of their
ZEV conpl i ance obligation

At this time staff are aware of some
manuf acturers who are able to conply with the base path

wi th banked credits through 2008. Under these
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circunstances it nmay be attractive for these manufacturers
to use the base path.

The other option offered to manufacturers under
staff's proposal is called the alternative conpliance
path. The alternative conpliance path was concei ved as an
i mproved approach to achieving the goals of the ZEV
Program as outlined earlier by M. Shul ock

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN: A nmanuf act urer
choosing the alternative conpliance path nust produce
their nmarket share of 250 Type 3 ZEVs or fuel cel
vehi cl es between 2001 and 2008. In exchange for this
fl oor production of new vehicles, manufacturers may neet
their remaining gold requirement with silver vehicles. |If
a manufacturer chooses to change paths fromthe base to
the alternative at any tinme during the 2005 through 2008
phase, they nust produce the entire narket share
obligation of Type 3 ZEVs by 2008.

The alternative conpliance path supports the ZEV
Program goal s through chal | engi ng manufacturers to commit
significant quantities of pure ZEVs to support emnerging
ZEV technol ogy through this devel opnental phase, pressing
i ncreased silver category production to support ZEV
t echnol ogy devel opnent and increasing the air quality

benefits of the program
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Staff's proposal does not |ay out a requirenent
for ZEVs after the 2008 denonstration stage. |nstead
staff recommends a process through which the Board woul d
determ ne the appropriate next step in ZEV
commer ci al i zati on.

--000- -

ZEV | MPLEMENTATI ON MANAGER BEVAN.  In this slide
I"ve illustrated the narket share obligation of 250
vehi cl es by manufacturer. Under the alternative
conpliance path these are the total volunes each
manuf acturer woul d be responsible for in the 2001 through
2008 ti neframe

--000- -

ZEV | MPLEMENTATI ON MANAGER BEVAN: As |
nmenti oned, the proposed requirenent for pure ZEVs in the
post-2008 tineframe is yet to be determ ned. The key
pur pose of nost technol ogy devel opnent and denonstration
stages is to learn fromthem before noving on to the next
stage of devel opnent or commercialization

Staff is recommendi ng that the Board take this
approach with the ZEVs. To acconplish this staff
reconmends that the Board establish an independent expert
revi ew panel conprised of independent autonotive experts
who do not have industry ties to assess ZEV technol ogi es

and report back to the Board prior to the establishnent of
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t he next phase of ZEV requirenents.
--000- -
ZEV | MPLEMENTATI ON MANAGER BEVAN. St aff proposes
that the independent expert review panel review all ZEV
t echnol ogi es and enabling technol ogies to assess their
t echnol ogi cal readi ness and their comercialization
readi ness. Cearly in the case of fuel cell technol ogy,
the California Fuel Cell Partnership will be a key
resource of learning and information for the Board and for
t he i ndependent expert revi ew panel
--000- -
ZEV | MPLEMENTATI ON MANAGER BEVAN.  The
i ndependent expert review panel would report to the Board
sufficiently before the Board would need to take action to
set requirements for the post-2008 tinefrane. | would
like to point out that it is not expected that the
i ndependent expert review panel woul d make reconmendati ons
to the Board regarding the next phase of requirenents, but
rather the panel would provide the Board with information
and tools necessary for the Board to determine the
appropriate course of action.
--000- -
ZEV | MPLEMENTATI ON MANAGER BEVAN. | will turn
now to a discussion of the nmethods proposed to cal cul ate

credit for various types of vehicles under the proposal
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Staff are proposing changes to both the gold and the
silver credit calculations to renove efficiency
nmultipliers and generally inprove conpari son of technol ogy
types.
--000- -

ZEV | MPLEMENTATI ON MANAGER BEVAN. I n the 2001
amendnents the credit received by a gold category vehicle
was cal cul ated based on its range and its efficiency. In
early inplenentation, the nore range a vehicles had, the
hi gher the credit. As the program matured, the grange
nmul tiplier was phased out and replaced by an efficiency
mul tiplier.

In renoving the efficiency nultiplier staff has
sinmplified the calculation of gold vehicle credit by
establ i shing ZEV types, described in detail on the next
slide. Each ZEV type earns a specified credit, and
credits for all ZEV types are phased down over tine.

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN. Five new ZEV
types are proposed. Their definitions are based on range
and on fast refueling capability.

NEVs remain a part of the gold category. NEVs
are classified as | ow speed vehicles with a top speed of
25 miles per hour. They are restricted to use on roadways

with speed Iimts of 35 niles per hour or |ess.
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Staff is not proposing to change the credit
structure established in the 2001 anmendnments. To date a
nunber of NEV nodel s have been narket ed.

Type Zero NEVs are described as utility ZEVs. A
Type Zero ZEV is a ZEV with a range of |ess than 50 niles.
At this tine there are no exanpl es of Type Zero ZEVs and,
frankly, staff doesn't expect such vehicles to be
devel oped or marketed. The definition is created for
conpl et eness.

--00o0- -

Type 1 ZEVs are ZEVs with range between 50 and
100 miles. They are not capable of fast refueling.
Typically we think of city electric vehicles as fitting
into this category. Limted denonstrations of this type
of EV have been conducted to date, and we are not aware of
any active production for the California nmarket.

Type 2 ZEVs are defined as having driving range
greater than 100 mles and are not fast refueling capable.
Exanpl e Type 2 ZEVs are what we call full function
electric vehicles. Significant denonstration and
mar ket i ng has been conducted with these vehicles in
California to date, thanks to the nmenorandum of agreemnent
with the six |argest nmanufacturers and to pre-regul ation
ZEV production. At this time there is no current

mar keting of Type 2 ZEVs in California.
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Type 3 ZEVs are defined as having greater than
100 miles driving range and are fast refueling capable.
Exanpl es of such vehicles woul d be hydrogen fuel cel
vehicl es. Denonstration of prototype and pre-commercia
nodel s has been conducted to date, with significant
devel opnent work underway to ultinmately reach production
vol unes.

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN. This table
| ays out the credits proposed per vehicle for each ZEV
type. The credits earned by each ZEV type phase down over
time. And as can be seen in the 2012 tinefrane, Type 3
fuel cell vehicles are earning the sane credit as Type 2
Battery Electric Vehicles.

I will nowturn the presentation to Craig
Childers for a description of the proposed amendnents to
the calculation of credits for silver vehicles.

MR, CHI LDERS: Thank you, Anali sa.

The next set of slides deals with proposed
changes to the AT PZEV portion of the regul ation.

I will close with several specific exanples to
illustrate the effect of the changes we are proposing.

AT PZEV credit is intended to encourage the
devel opnent, depl oynment, and increased production

ef ficiencies of technol ogies that contribute to the
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commerci al i zati on of pure ZEV vehicles.

AT PZEVs earn a PZEV base credit of .2, but they
al so earn an additional credit in three attribute
categories. These are zero em ssion range credit,
advanced ZEV conponentry credit, and |low fuel cycle
em ssions credit.

The nost desirable AT PZEV attribute is for
vehi cl es that denonstrate zero emi ssion range. Vehicles
capabl e of traveling 10 or nore miles with zero enissions
or those with zero em ssions of 1 regulated pollutant are
eligible for this credit.

The next AT PZEV attribute, advanced ZEV
conponentry, rewards vehicles with conmponents that are
either shared with ZEVs or |lead to the devel opnent of
conponents that are needed for ZEVs. These include hybrid
electric drive systens and gaseous or hydrogen fue
storage systens.

--000- -

MR, CH LDERS: Wth hybrids the electric drive
systens are snaller versions of the same systenms that will
be used in ZEVs. In several soon-to-be-introduced hybrid
electric vehicles the drive conponents will be |arge
enough for direct application in city EVs.

The final AT PZEV attribute, |ow fuel cycle

em ssions, assigns credit to vehicles which nmake use of
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fuels with | ow production and fueling infrastructure
em ssions. These include hydrogen, nethanol, and natura
gas.
--000- -

MR, CHI LDERS: Staff proposes nodifications to
all three of these AT PZEV credit conponents.

Staff proposes to change the nethod for
det erm ni ng advanced conponentry credit for hybrid
electric vehicles. In the 2001 anendnents hybrid electric
vehicl es earned credit according to CO2 reduction, percent
peak power, or efficiency.

In the proposed anmendnents credit is based only
on the attributes of the electric drive system including
system vol tage, peak power rating, and other ZEV-1ike
attri butes.

Staff believes hybrid vehicles exhibiting these
attributes are ZEV enabling because they lead directly to
performance i nprovenents and nore cost-effective electric
drive systenms for ZEVs.

Qualifying hybrid drive systens mnust al so
denonstrate the ability to provide traction drive boost,
regenerative braking, an idle stop-start capability.

These are all ZEV features which staff would like to
encourage in hybrids.

--000- -
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MR, CHI LDERS: Staff proposes to assign
hybrids -- qualifying hybrids to three categories. These
are: Low voltage / |ow power, high voltage, and high
vol tage / high power.

The top two rows of this table describe the
system vol tages and peak power |evels for each hybrid
type. Al three types of hybrids nmust exhibit the ZEV
attributes shown in the next three rows of the table.

Low vol tage systens operate at 60 volts or |ess
and feature an electric drive systemwith at |east four
kil owatt maxi num output. Forty-two volt starter generator
systens are expected to become commonpl ace in the next ten
years. And many of these hybrids would qualify in this
first category.

Low vol tage hybrids will not earn advanced
conponentry credit, but they will count towards AT PZEV
obligations through nodel year 2008.

The second hybrid category, or high voltage
hybrid, nust have drive systenms with at [east 10 kil owatt
rated output. An exanple of this class of hybrid is the
Honda G vic HEV.

The third category, high voltage / high power,
are those with high voltage drive systens and at |east 50
kil owatt rated power output. An exanple of this hybrid is

t he upcomi ng Lexus RX330 HEV. Note, that these high power
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drive systenms woul d be appropriate for use as stand-al one
drive systens in small full-function ZEVs and woul d be
nore than adequate in city-class ZEVs.

The total AT PZEV credit shown on the bottom row
of this table also includes the base credit of .2 that is
earned by all PZEVs.

The HEV advanced conponentry credit val ues shown
are for nodel year 2005 through 2007. These val ues
decrease in two steps and end up at .25 and .35 in node
year 2012.

--000- -

MR, CHI LDERS: Staff al so proposes several other
nodi fications to AT PZEV credit determ nation.

For zero emi ssion range credit the formula for
credit determ nation has changed, and the maxi num credit
has been capped at |.5.

Advanced conponentry credit may now be conbi ned
with the zero em ssion range credit, where formerly these
were alternate options.

Hydr ogen storage technol ogy credit has increased
from.2 to .3. And buy-fuel storage systens that store
hydrogen now also earn .3 credit.

The battery warranty requirements for hybrids has
been reduced from 15 year / 150,000 mles to 10 year /

150, 000 mil es.
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--000- -

MR, CHI LDERS: Finally, staff proposes that the
maxi mum | ow fuel cycle enissions credit be increased from
.2 to .3.

The next several slides illustrate the conbined
ef fect of these proposed changes for sone selected AT
PZEVs.

--00o0- -

MR, CHI LDERS: This table shows how the proposed
nodi ficati ons woul d affect credit determination for
conpressed natural gas vehicles. Again, all AT PZEVs earn
the sane .2 base credit as PZEVs, but with additiona
credit for zero em ssion range, advanced conponentry, and
| ow fuel cycle emni ssions.

CNG AT PZEVs woul d benefit fromincreases in both
t he advanced conponentry and | ow fuel cycle em ssions
credits, resulting in an overall credit increase from.5
to .7. An exanple of a dedicated CNG production vehicle
eligible for this credit is the Honda G vic GX shown on
this slide.

--00o0- -

MR, CHI LDERS: This table shows how the proposed
nodi ficati ons woul d affect credit determination for
hydrogen internal conbustion engi ne vehicles. Hydrogen

| CEs benefit fromincreases in each of the AT PZEV
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attribute credits. And fromthe proposed change that
would allow themto earn credit for both zero em ssion
range and advanced conponentry.

The bottomrow of this table also shows credit
that would be earned by hybrid electric hydrogen interna
conbustion vehicle. Because of an additional .5 credit
for advanced conponentry for its electric drive system
total credit would increase from2.3 to 2.7, which is nore
than 4 1/2 tines the credit for a gasoline hybrid.

An exanpl e of a hydrogen ICE hybrid electric
vehicle that could be eligible for this credit would be
t he prototype Ford Model U shown on the slide.

--000- -

MR CH LDERS: Plug-in hybrid electric vehicles
al so benefit from proposed nodifications in each AT PZEV
category. But their largest increase comes fromthe
opportunity to earn both zero emi ssion range and advance
conponentry credit.

Credit values shown in this table are for a P20,
or plug-in hybrid, capable of 20 niles of all-electric
range. This hybrid would earn 3 1/2 tines nore credit
than a conventional hybrid. An exanple of a plug-in HEV
is this UC Davis prototype built on a Ford Expl orer
pl at f or m

--00o0- -
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MR, CHI LDERS: The | ast proposed change to AT
PZEV credit is to extend the early introduction
mul tipliers for emerging technol ogy vehicles. Al of the
previous slides have di scussed raw AT PZEV credit w thout
the application of early intro multipliers.

This chart shows the overall AT PZEV credits
earned after the application of early intro multipliers
for a variety of AT PZEV types.

The emergi ng technol ogy vehicles shown in the
upper group on this chart all earn zero em ssion range
credit. And they include the hydrogen ICE, plug-in
hybrids, and indirect nethanol fuel cell vehicles. The
| ower set of lines represents CNG and non-pl ug hybrids,
whi ch have al ready been commercialized by sone automakers.

Staff proposes to extend the early introduction
nmultiplier for the energi ng technol ogy AT PZEVs so that a
multiplier of 6 is now applied through 2008. This results
in approxinmately 20 times nore credit for a P20 plug-in
hybrid than that for a non-plug hybrid.

--00o0- -

MR CHI LDERS: The early introduction rmultiplier
of 3 is now extended through 2011 for the energing
technol ogy group, which neans that a P20 plug-in hybrid
woul d earn about 10 tinmes nore credit than a non-plug

hybri d.
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And, finally, eventually all AT PZEVs earn |ess
than 3 credits, with the hydrogen ICE and grid hybrids
earni ng sonewhere between 2 and 3 credits.

Now, Analisa Bevan will continue and discuss the
remai ni ng proposed anendnents.

ZEV | MPLEMENTATI ON MANAGER BEVAN.  Thank you
Crai g.

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN.  Anot her issue
resulting fromthe delay in programstart-up was the
potential |oss of emnission benefits that could be gai ned
fromearly production of bronze vehicles. Wth the
regul ation so close to inplenentati on before the
prelimnary junctions, nmany manufacturers had already
denonstrated and began nmarketing of PZEVs. Wth the
program start delayed until 2005 staff was interested in
finding a way to incentivize nmanufacturers to nmaxinize
production of PZEVs prior to the regul ati ons start date.

I f a manufacturer produces 2003 and/or 2004 PZEV
credits in excess of 6 percent of their sal es vol une,
staff proposes that those excess credits be allowed to be
used as silver credits for the 2005 and 2006 nodel years.
It is hoped that this incentive will encourage
manufacturers to maximze their PZEV marketing efforts in

these early years.
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--000- -

ZEV | MPLEMENTATI ON MANAGER BEVAN.  As descri bed
in my overview, staff also proposed a nunber of clarifying
and bal anci ng anendnments. Several anendnments are proposed
to clarify the Board's intent with regard to specific
el ements of the regulation as denonstrated by issues that
have arisen since the adoption of the 2001 anendrments. A
nunber of additional amendnents are proposed that bal ance
out the regulation, given the nore najor amendnents
al ready descri bed.

I will now briefly cover the nore significant
proposal s.

--000- -

ZEV | MPLEMENTATI ON MANAGER BEVAN.  Under Secti on
177 of the Cean Air Act other states may adopt
California's notor vehicle standards. Several states,

i ncl udi ng New York and Massachusetts, have chosen to adopt
the | ow enission vehicle NCEV regul ations. This has the
ef fect of increasing a manufacturer's conpliance
obligation with respect to ZEV production. The

manuf acturers have referred to this issue as travel.

When t he Board considers vehicle regul ations,
consi deration of technological feasibility is often a key
conponent in judging a proposal's appropriateness. Wen

consi dering the goals of the ZEV Program staff have
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identified a target vehicle volunme for Type 3 ZEVs under
the alternative conpliance path that is considered
f easi bl e.

However, if that volume requirenent is applied to
all states with a ZEV Program the total nunber of Type 3
ZEVs increases by 1.7 times, to 425 fuel cell vehicles.

Under a denonstration and devel opnent phase such
as the alternative conpliance path, staff questions the
i ncrenental benefit of the increased volune required in
this scenario. Therefore, staff is proposing to address
the issue of travel by allow ng Type 3 ZEVs pl aced in any
state that has adopted the ZEV regul ation to count towards
conpliance with California's obligation. In this proposa
a fuel cell vehicle placed in New York would count towards
a manufacturer's requirement to place their market share
of 250 fuel cell vehicles under the alternative conpliance
pat h.

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN. I n 2001 the
Board directed staff to include the Light-Duty Truck 2
category in manufacturers' sales base for calcul ation of
ZEV obligations. Since that time issues have been raised
regarding the Board's intent with regard to that directive
and with noticing requirenents for that rul emaking.

Therefore, staff is asking the Board to reaffirminclusion
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of the Light-Duty Truck 2 category in the sales base in
t hi s rul enaki ng.
--000- -

ZEV | MPLEMENTATI ON MANAGER BEVAN. I n the 2001
amendnents the Board recognized significant value in
establ i shnent of intelligent transportati on systens
utilizing ZEV Program vehi cl es by awardi ng additional ZEV
credit for such prograns. The availability of such
credits was to sunset in 2008. Staff continues to support
devel opnent of transportati on systens using ZEV Program
vehi cl es an proposes to extend the availability of extra
credits for transportation systenms until 2011

--000- -

ZEV | MPLEMENTATI ON MANAGER BEVAN. The ZEV
regul ati on provides an incentive to manufacturers to
produce and place ZEVs early through application of early
introduction nultipliers. These nultipliers are applied
only when a vehicle is placed in service.

In the past year there have been di scussions
regardi ng the date by which a vehicle nust be placed in
service in order to earn the early introduction
nmul tipliers.

In order to address these issues, on Novenber
21st, 2002, the executive officer issued a letter to

affected vehicle manufacturers, infornmng themthat early
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i ntroduction credits would be avail abl e through March
31st, 2003, with a similar sell-through period for the
remai nder of the early introduction credits.

On Decenber 24th, 2002, a lawsuit was filed by
Dai m er-Chrysler and General Mdtors, and a Fresno court
judge issued a tenporary restraining order enjoining ARB
frominplenenting the provisions of the Novenber advisory.

To provide regulatory certainty and clarification
on this issue the staff proposes a nodification providing
that a 2001-2002 nodel year ZEV qualifies for early
introduction nultipliers if placed in service by Septenber
30t h, 2003.

Staff proposes that for 2003 subsequent node
year ZEVs a vehicle be considered placed in service for
pur poses of application of nmultipliers if placed in
service in California by June 30th follow ng the
appli cabl e nodel year. Staff believes this is appropriate
in light of the challenges faced in placing ZEVs and the
expectati ons of manufacturers regarding the application of
t he regul ati on.

--00o0- -

ZEV | MPLEMENTATI ON MANAGER BEVAN. The 2001
anendnents established a cap on the use of NEV credits
banked from nodel years 2001 through 2005.

Begi nning i n nodel year 2006 manufacturers could
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sati sfy no nore than 75 percent of any program category,
gold, silver, or bronze, using banked NEV credits. The
maxi mum al | owabl e use of banked NEV credits decreased to
50 percent in any program category for the 2007 and | ater
nodel vyears.

Staff proposes amendnents renoving the caps from
the bronze category and del aying the inposition of the cap
until 2009 silver category. Thus under the nodifications
manuf acturers could satisfy no nore than 75 percent of the
AT PZEV category using banked NEV credits in the 2009
nodel year, with the percentage decreasing to 50 percent
in 2010 and subsequent years.

Staff proposes this change in order to ensure
some mni num | evel of AT PZEV production in 2009 and | ater
years without regard to the availability of NEV credits,
while providing lead tinme and flexibility in the years
prior to 2009 for manufacturers that may not have
sufficient AT PZEV products available in that tinmefrane.

The 2001 anmendnents did not include severability
clauses. A severability clause expresses the intent that
if one elenent of a regulation is invalidated, the
remai nder can still be enforced. The key question before
a court considering the severability of a portion of a
regul ation is what woul d the agency have done if precluded

fromadopting the invalid provision
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--000- -

ZEV | MPLEMENTATI ON MANAGER BEVAN:. The federa
court trial held that the AT PZEV provisions for hybrid
electric vehicles were not severable. It was not clear to
the Court whether the Board woul d have proceeded with the
regulation if the regulation did not result in inproved
fuel econony.

Additionally, it appeared that the AT PZEV
provisions were critical to intended reductions in the
nunmber of pure ZEVs.

--000- -

ZEV | MPLEMENTATI ON MANAGER BEVAN.  The proposed
regul ati on amendnents contain both a general severability
cl ause and an additional clause specifically addressing AT
PZEV provisions on hybrids. The proposed resol ution
contains a finding that if AT PZEV provisions are found
preenpted, the Board chooses to enforce the renainder of
t he 2003 anendnents rather than falling back on the
current ZEV regul ation if enforcenment and inplenmentation
have been enj oi ned.

Thi s concludes our sumary of proposed changes.

I will now turn the presentation back to M. Shulock to
sumari ze the inmpacts and issues surroundi ng the proposed
amendnent s.

VEH CLE PROGRAM SPECI ALI ST SHULOCK:  Thank you,
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Anal i sa and Craig.

There' |l be a pop quiz on all of this in
m d- af ternoon, so study up.

The final section of our presentation begins with
a sunmary of the effects of the proposed changes in terns
of the nunmber of vehicles and air quality. W wll then
devote a fair ampunt of attention to the major issues that
are facing you today. We will conclude with our staff
reconmendat i on.

Regar di ng the nunber of vehicles, the nost
i mportant point to bear in mnd is that it is not possible
to provide firmestimates. The program provi des great
flexibility, and thus the outconme will vary according to
di fferent strategies that manufacturers m ght pursue.

In addition, in our staff proposal the post-2008
ZEV requirenent under the alternative conpliance option is
yet to be determ ned.

In broad terns, however, the overall effect of
the staff proposal is to reduce the nunber of ZEVs and
i ncrease the nunber of AT PZEVs. The nunber of PZEVs is
not significantly affected by our proposal

--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: Bearing in

mnd that any estinates are uncertain, we have put

t oget her scenarios that allow us to nmake an
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appl es-to- appl es conpari son of the effect of different
regul atory approaches. This slide presents an overview of
the total nunber of extrenely clean vehicles -- ZEVs, plus
AT PZEVs, plus PZEVs -- using one such set of assunptions.
The slide conpares production under the 2001 regul ation
and the 2003 revised staff proposal

As you can see, the total nunber of clean
vehi cl es increases under the 2003 staff proposal. This is
due to the fact that silver category vehicles can be used
in place of gold. And this is not a one-for-one
substitution. Rather, several AT PZEVS are needed to
repl ace one ZEV.

"Il speak to sone of the underlying assunptions
in nore detail in a mnute

--00o0- -

VEH CLE PROGRAM SPECI ALI ST SHULCOCK:  Looki ng
specifically at ZEVs, on the base path the requirenent is
2 percent in the gold category, increasing over tinme.
Banked credits may be used to fulfill that obligation
This is the sane approach as was used in the 2001
regul ati on.

On the alternative conpliance path the tota
across all large nmanufacturers would be 250 fuel cel
vehi cl es 2001 and 2008 if all manufacturers choose this

option.
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The production |evel for 2009 and beyond woul d be
determi ned by the Board follow ng input fromthe
i ndependent expert review panel

--00o0- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK:  For AT PZEVs
in the near termthe nunber that will be produced wil|
depend on the manufacturer's capability to produce such
vehicles and their strategy regarding the use of banked
credits.

In the long termthe AT PZEV total will change in
response to the gold requirenent or ZEV requirenment that
isin effect at that tine.

This slide shows nore specifically the nunber of
AT- PZEVs that woul d be produced using our base case
assunptions under the staff proposal versus under the 2001
regul ation. Again, the increase under the 2003 proposal
the upper line, is due to AT PZEVs being substituted for
ZEVs. In this illustration there is conplete
substitution. There is no ZEV requirenent in the
out-years. This assunes that the Board never takes an
action to inmpose a ZEV requirenent under the alternative
conpliance strategy for 2009 and beyond. W recognize
that this is not likely to occur, but would show the case
as a boundi ng exerci se.

--00o0- -
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VEHI CLE PROGRAM SPECI ALI ST SHULCCK: This slide
looks in nore detail at the interaction between the ZEV
requi renents and the nunber of AT PZEVs. The top line,
called -- and it mght not be visible -- but called "ful
use of silver and gold," corresponds to the no-ZEV
requi renent case that you were just shown. This assumnes
full substitution of silver for gold throughout the life
of the program

The bottomline, entitled "no use of silver and
gol d based program" shows the AT PZEV totals if one
assunes that ZEV technol ogy conti nues to advance, and as a
result there's a 2 percent gold requirenent in effect in
all years. As you can see, having a larger gold
requi renent dranmatically reduces the nunber of silver
vehi cl es.

In summary, under the staff proposal the AT PZEV
nunbers woul d be at |east as high as under the 2001
regul ati on and even higher to the extent that silver
vehicl es continue to be allowed to substitute for gold.

--00o0- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: From an air
qual ity standpoint the 2003 proposal results in additiona
emi ssion reductions as conpared to the 2001 regul ation
This difference is driven by the assuned i ncrease in AT

PZEV production that | just discussed.
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For ROG the proposal results in an additional .03
tons per day in 2010 and .04 tons per day in 2020. For
NOx the results are .06 and .17 tons per day,
respectively.

--000- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK: A
different -- the gold and silver procedures -- would |ead
to sonewhat different results.

The final portion of our staff presentation we'l|
wal k t hrough sonme of the major issues related to the staff
proposal. M. Wtherspoon nentioned sone of these at the
beginning. | will focus on four:

The size of the ZEV requirenent under the
alternative conpliance option in nodel years 2009 and
beyond, the role of battery electric vehicles, the
| ong-term production |evels for silver vehicles, and the
possibility of granting ZEV credit for infrastructure.

In each case | will describe the issue, summarize
st akehol der views, outline the options available, and
provi de our staff response.

In the staff proposal the ZEV requirenent for the
alternative conpliance option for nodel years 2009 and
beyond is to be determ ned. The requirenment woul d be set
by the Board at a future nmeeting, follow ng input fromthe

i ndependent expert review panel. Staff recommends this
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approach because the tinmng for a ranp up of vehicle
production is difficult to predict. W can say with
confidence that production will need to go through severa
stages of increasing volune on the way to
commercialization. Wat is less clear is when those
stages will occur.

For each of the issues that we will be describing
we've attenpted to sunmarize into a few key points the
comments we have received fromvarious stakeholders. |If
we fail to accurately characterize anyone's position, |et
nme apol ogi ze in advance. 1In any event, the stakehol ders
wi Il have a chance later on to speak for thensel ves, and
you'll hear their views very clearly. Qur intent here is
to give you a preview of the main points.

Turning to the ZEV requirenment for 2009 and
beyond. This appears to be the nost controversial of al
t he i ssues before you today.

From the environnental side we've been told it is
i mportant to keep the pressure on, that a long-term
technol ogy-forcing goal is needed to pronote conpetition
to achieve the next generation of ZEV technol ogi es.
They' ve al so noted that manufacturer public statenments
have predicted rapid fuel cell devel oprent.

--000- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK:  The
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aut onakers, in contrast, have stated that the appropriate
goal for 2009 will vary, depending on future devel opnents,
and cannot be predicted at this tinme. |In their view an
overly anbitious goal is not credible. They would expect
it to be relaxed in the future.

If such a goal is maintained and ultinmately is
enforced, the manufacturers argue that it would waste
resources by requiring vehicle totals beyond what is
needed for technol ogy devel opnent purposes.

--000- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK:  The options
before you are controversial, no doubt, but relatively
straightforward. You could retain the staff proposa
under which the 2009 total is to be determined at a later
dat e.

You could require that a denonstration |eve
quantity, for exanple, another 250 vehicles, be continued
in the next phase. This would seemto be the m nimm
nunber that woul d be necessary on any path towards
commer ci al i zati on.

O you coul d establish sone higher target |evel,
for example, a 10-fold increase fromthe first stage

--000- -
VEH CLE PROGRAM SPECI ALI ST SHULCCK:  Qur staff

observations on this point are as foll ows:
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It is clear and not disputed that in order to
achi eve comrercialization a ranp up in production mnust
occur. It also seenms to be generally accepted that it
nmakes sense to think of the ranp stages in multiples of
ten, noving fromtens of vehicles, to hundreds, to
t housands.

VWhat is less clear is when such increases wll
occur. You will hear considerable testinmony, no doubt, on
this point.

Staff has explained the rationale for our
approach, under which the requirenent for 2009 and beyond
woul d be determined at a future Board neeting. W
recogni ze, however, that the Board may wi sh for a variety
of reasons to establish a firmtarget at this tine.

The next issue involves how battery electric
vehicles fit into our alternative conpliance option and
into the staff proposal generally.

--00o0- -

VEHI CLE PROGRAM SPECI ALI ST SHULCCK:  Under the
staff proposal manufacturers nust build Type 3 ZEVs, which
today neans fuel cells, in order to qualify for the
alternative conpliance option. The question that has been
rai sed i s whet her other types of ZEVs shoul d al so count
towards that requirenent.

--00o0- -
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VEH CLE PROGRAM SPECI ALI ST SHULCCK:  The
st akehol ders that have weighed in on this issue feel that
t he proposed requirenment does not provide an incentive for
ongoi ng devel opnent of battery EV technol ogy.

| should note that staff actually raised this
i ssue ourselves in our March staff docunment. At that tine
we were aware of the issue and were generally supportive
of the point being made. But we wanted to get stakehol der
i nput before working through all of the inplications.

--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK:  From an
option standpoint one way to address this issue is to
require battery EV production in addition to fuel cells.
Thi s has been suggested by the EV Drivers G oup.

Alternatively you could allow Battery Electric
Vehicles to neet some portion of the required m ni num
production requirenment under the alternative conpliance
option.

--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK:  Fromt he
staff's standpoint this issue should be addressed. W
woul d recomend that battery EV's other than NEVs be
allowed to satisfy a portion of the m ni num production
requirenent. This provides additional flexibility and

al so provides an incentive to pursue a broader range of
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t echnol ogi es.

We recommend, however, that BEV substitution be
treated as an option rather than as a requirenent, for al
of the reasons that we discussed earlier, we do not
believe it is appropriate to require that manufacturers
si mul taneously pursue battery EV and fuel cell production
If they wish to do so, that's fine. But we would not
propose that it be a requirenent.

We woul d further reconmend that the proposa
requi re some mni mum nunber of fuel cells, for exanple,
one half of the original obligation

Finally, it will be necessary to set an
appropriate credit ratio between battery EVs and fue
cells to ensure that this approach if pursued by
manuf acturers woul d result in a neaningful nunber of BEVS.

For exanple, the credit levels could be set such
that if followed by all manufacturers, this option would
result in production of several thousand battery EVs in
t he 2005 t hrough 2008 tine period.

--00o0- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK:  The next
i ssue involves future production levels for silver
category vehicles. As you may recall fromthe di scussion
of vehicle volunes, long-termsilver production |evels

will vary with the ZEV requirement. |If the future gold
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requi renent is large, the need to use silver vehicles to
backfill would be small. On the other hand, if the future
gold requirement remains small, it would result in
significant quantities of silver vehicles in 2012 and
beyond.

I n thinking about this issue, it is inportant to
keep in mnd that the purpose of the silver category is to
push design i nprovenent and cost reduction for
ZEV- enabl i ng technol ogi es such as batteries, notors, and
el ectronic controls. That is what should ultinately guide
t he appropriate silver vol une.

--000- -

VEHI CLE PROGRAM SPECI ALI ST SHULOCK:  On this
i ssue aut omakers have conmented that the |long-termsilver
production levels referenced in the staff report exceed
what is needed to achi eve design inprovenents and
econom es of scale. They also nmake the point that the
mar ket may not readily absorb the required nunmber of
vehi cl es.

--00o0- -

VEH CLE PROGRAM SPECI ALI ST SHULCCK: Environnent a
representatives have stated that a high volune of silver
production will be needed until ZEV costs have been
brought down to affordable |levels. They also have argued

that the requirenments should be nore stringent in sone
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respects, not |ess.
--000- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK: One possi bl e
approach that could be adopted here is to use the
i ndependent expert review panel to assess the status of
silver technol ogy developnent. O you could take action
today to directly anendnent the future silver requirenent.

--000- -

VEH CLE PROGRAM SPECI ALI ST SHULCCK: Before goi ng
to our recommendation | would first like to point out that
the silver production levels shown in the staff report
assune no future ZEV production. Thus those |evels would
decline as ZEV producti on expands. 1In addition any
requi renent woul d be spread across a nunber of
manuf acturers and platforns such that the actual nunber of
any particular vehicle would be snmaller than the totals
shown in the graphs that | showed previously.

Nevert hel ess we recognize that this issue nerits
attention. W, therefore, reconmend that the |ong-term
status of silver category vehicles be included in the
revi ew conducted by the independent expert review panel
This is consistent with our approach towards the ZEV
cat egory.

Let's take another | ook in the future when nore

information is available. The panel could address
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guestions such as: Have full econom cs of scal e been
achieved? |s the technology optim zed froma design
standpoi nt? And nost fundanmentally, given all of the
above, woul d additional silver production continue to
contribute to the goal of ZEV comercialization?

--000- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK: The fina
i ssue that we would like to bring to your attention
i nvol ves infrastructure and, nore broadly speaking, the
relati onship between the ZEV Program and efforts to
pronote smart nobility concepts. There's considerable
enmerging interest in what have been terned smart nobility
built corridors. Board Menber DeSaul mier has been playing
a leadership role in this area. In brief, the notion is
to define specific corridors to serve as denonstrations
and test beds for what could be achieved with innovative
approaches to transportation, smart growh, clean fuels in
vehi cl es, and system nanagenent and integration tools.

For exanple, a corridor could include provisions
for transit, smart parking signage, car sharing, and cl ean
vehicles. The specific features enpl oyed woul d depend on
the needs at that |ocation

The existing ZEV regul ation al ready supports sone
aspects of this approach. For exanple, the regul ation

provides additional ZEV credit for vehicles enployed in
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car sharing or station car applications. And clearly the
regul ati on supports the devel opnent of clean vehicl es.
The question here is are there opportunities for further
synergy between the ZEV regulation and the smart nobility
corridor concepts. One possible area of such overlap is
t he provision of hydrogen infrastructure.

--000- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK: W
originally posed the issue of hydrogen infrastructure in
our Novenber 2002 strawman docunent. W have received
very little comment on the issue. One thing we were told
by several autonakers is that the regulatory structure
should not inply that infrastructure is a manufacturer
responsibility. They say that they have their hands ful
buil di ng the vehicles and that fuel providers should be
active on the infrastructure front.

We have, however, received sone inform
i ndi cations of interest -- potential interest if the
program were properly defined and structured.

--00o0- -

VEH CLE PROGRAM SPECI ALI ST SHULCCK: W have
i kewi se gotten just Iimted conment from environnenta
supporters along the lines that providing such an option
woul d i ncrease manufacturer flexibility and hel p enable

ZEV commerci al i zati on
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--000- -

VEH CLE PROGRAM SPECI ALI ST SHULCCK: I f you
choose to address this issue, the primary option that
we're aware of today would be to allow ZEV credit for
pl acenent of hydrogen infrastructure, perhaps in
conjunction with the smart corridor concepts nentioned
above. In addition, it would be possible to explore other
i ncentives and non-regul atory approaches.

--00o0- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK: St af f
believes that this is a fruitful area to investigate.
There are, however, many conpl ex issues involves. W
propose that staff be directed to investigate all of these
i ssues and report back to the Board in three-nonths' tine
as to possibilities for further action

--00o0- -

VEH CLE PROGRAM SPECI ALI ST SHULOCK: I n
concl usion, staff recomends approval of the proposed
anendnments. They provide an increased air quality
benefit, they address the pending litigation issues, and
they mai ntain progress towards transforming California's
vehicle fleet to zero eni ssions.

Thank you. We're available to respond to any
guestions that you may have.

CHAI RPERSON LLOYD: Thank you very nuch for that
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ext ensi ve, thorough, and very explicit staff presentation

VWhat | would Iike to do -- | was being rather
sel fish by saying we wouldn't take a break, not realizing
our court reporter has to take a break, because he has to
be fed.

So what | will do, I'Il ask my colleagues if we
can hold on to questions. But before the break, | would
like to invite the head of the California Power Authority,
Davi d Freenman, who's, as you know, long comrmitted to this
subj ect .

David, | know you have to | eave for another
engagenment. But we appreciate you coming and we'd like to
afford you the opportunity to kick off the testinony.

MR FREEMAN. Thank you, M. Chairman.
especi al |y appreciate your courtesy in light of the fact
that you know that everything | say will not be nusic to
your ears. It shows your inpartiality and your fairness,
and | really appreciate that.

| appear today not on behal f of an agency of the
state governnment, not on behal f of the environnmentalists,
not on behal f of the autonobile conpanies, but as a
concerned citizen of 77 years old that has spent the |ast
25 years being actively involved in this subject. And
per haps ny views might have sonme added wei ght because

don't represent anyone else. | hope so.
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| was present at the creation when this Board
stood tall in the saddl e and enbarked on this great
adventure, of which of you should be very, very proud.
Per haps you don't realize fully what you've acconplished.
| was into the electric car ganme in a sense way before
1990. In fact when | was the Chairman of the Board of the
Tennessee Valley Authority under President Carter, | had a
letter fromthe president of General Mdtors in 1979
promising me an electric car in every GV show oom by 1984.

(Laughter.)

MR, FREEMAN: W | abored in these vineyards
virtually all alone until California took the stand that
you did with the ZEV nandate and with the Board's deci sion
in 1990. And | might say that you had very little other
than the analysis of the staff, who -- there were no cars,
there was no technology. There was a need in the public
interests for the health of the children and grownups of
California to have a bunch of the cars having zero
em ssion with them And you nade that stand and you stood
by your stand through all these years, through all sorts
of administrations. And you alone are responsible for the
fact that we have these hybrid cars with the electric
drive, that wouldn't have been there but for this Board,
and that we are now on the nove toward cl eaner cars.

Now is the time to catch the falling flag. |
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don't think your staff is tired. | think your staff is
very bright and very caring. But the history of
agencies -- and |'ve watched all of themover the years --
is that the people that you regulate tend to nmake their
case over and over again, you get so sick and tired of
having to listen to themthat you finally pay a little bit
of attention to them It's just human nature.

And, you know, the irony of it all is that you've
got electric cars that are out there on the road that
wor k. The technol ogy -- you know, you're right at the
doorsteps of success. And your staff rightfully brags
about all this and then reaches the wong concl usions.

(Appl ause.)

MR, FREEMAN: It kind of breaks your heart to see
peopl e that have been so successful and -- and every one
of the little points in this -- thank God we don't have to
take a pop quiz -- of your programare |ogical, rational
but they add up to punting when we're on the one-yard
line. There is no reason in the world why the nmandate
that you started with, now, can't just be inplenented.

Now, frankly, I'mgoing to surprise you because
think that you have a situation where the perfect is the
eneny of the good. A ZEV needs to be further defined as a
car that is run by fuel that is carbon free and has maybe

only a tiny bit of oxides of nitrogen. O course you get
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that when it rains too. Mybe we abolish rain in this

state. | don't know.
But a car that runs on hydrogen is -- 90-some-odd
percent is clean as an electric -- it's cleaner than an

electric car. And | hate to say this, but an electric car
that gets its electricity fromcoal is rmuch nore poll utant
than a hydrogen vehicl e based upon renewabl e energy. So |
think it's time to stick by your guns, but recognize that
electric cars will be and can be a major part of the
famly

But we need to have the hydrogen econony now, not
20 years fromnow. | hate to put it this way, but | wll.
| first started the research on fuel cells when I was in
t he Wite House under Lyndon Johnson back in '68. And
had the old Ofice of Coal Research start putting sone
noney into fuel cells. | have a lifetine achi evenent
award fromthe fuel cell people. But, quite frankly, we
are now worshiping at the alter of a graven called the
fuel cell. W don't need to wait for the fuel cell to get
cars that are virtually clean

The internal conbustion engine runs very well on
hydrogen. It's not a military secret. You're entitled to
know that. The whole world is entitled to know that. And
a hydrogen hybrid car that's a plug-in would be a car that

could be devel oped in this decade. And perhaps we need to
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go back to the Legislature and redefine a ZEV as being a
car that is virtually, virtually free of pollution in the
whol e fuel cycle, except for naybe a tiny bit of oxides of
nitrogen. W have to take a |look at how -- the entire
fuel cycle, because if we're going to really have cl ean
air in California, we've got to get off of fossil fuels
and recogni ze that renewabl e energy can now be put in the
gas tank in the formof solar and wi nd being converted to
hydrogen and runni ng our notor vehicles.

This Board has al ways had nore vision than
everybody el se put together. This is nowa tine to exert
t hat vi sion.

And let ne just say one nore thing. Sonething
happened since the last time we net. W had sone stupid
arguments before you last tinme. Renenber, it was the
nm ddl e of the energy crisis and sone of these autonobile
conpani es were trying to tell you we shouldn't have
electric cars or else there won't be enough electricity?
Well, it's two years later, and we are in no danger of
bei ng bl acked out by electric cars.

Al so they raise this aggravating issue about
environnental justice. And of course it's -- it was just
maddeni ng that they would raise a serious issue |ike that
with respect to sonething that was going to clean up the

air for everyone.
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But | think it's very, very inportant to
recogni ze that since 9/11 what you're tal king about is not
just cleaner air, but you're tal king about the security of
this country. QI is very nuch a part of our problens
today as we wage war in the nmddle east. And this country
needs to peak out on how rmuch oil we use. And, therefore,
cars without oil are consistent with your mandate.

And when you get down and you give 40 credits for
the car of the future 20 years fromnow, the fuel cel
car, and give a maxi mumof 16 credits for a car that would
run on hydrogen, you're going down the right path but you
all haven't gotten there yet. | nmean it is tine to
recogni ze that there is new technol ogy that could be put
into the family. You don't need to abandon your vision
You need to enlarge your vision. And if you think -- your
lawyers think that it takes a slight amendnent to the ZEV
statute in order to include a car that's run on renewabl e
hydrogen, | think you ought to seriously consider doing
t hat .

And then all these nunbers -- and it's
interesting to ne how a group of people who say they don't
know enough to know what the standards ought to be can
give us all these charts to tell us what's going to
happen. It's just pretty hard for ne to reconcile that.

You all are snmarter and better than you think you are.
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You' ve just had too nmuch tine with the autonobile
industry. It's just plain and sinple.

(Appl ause.)

MR, FREEMAN. Thank you very nuch.

CHAI RPERSON LLOYD: Thank you, David. And I'm
sure on sone of those points you'll get agreenent with the
auto industry.

Wth that, any comments or questions from ny
col | eagues? QO herwise we're going to take a 15-m nute
break for the court reporter. So cone back at 1:20. And
then we will take any coments fromthe Board at this tine
or questions of staff. And then we will begin testinony.

And the first will be Dr. Anderman, Dr. Frank,
and Aranda M| er

(Thereupon a lunch break was taken.)
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AFTERNOON SESSI ON

CHAlI RPERSON LLOYD: Wbul d staff and col | eagues on
the Board please take their seats so we can resune.

First off I would like to ask the onbudsnan
woul d you pl ease describe the public participation process
that occurred while this itemwas bei ng devel oped, and
share any concerns or coments with the Board at this
tine.

OVBUDSMAN TSCHOGA.: Thank you, Chairman Ll oyd and
nmenbers of the Board.

The proposed anendnents to the zero em ssion
vehi cl e regul ati ons were devel oped through interactions of
ARB staff with representatives of the autonotive industry,
envi ronnental organi zations, utilities, air pollution
control agencies within California as well as from ot her
states, electric vehicle advocates and drivers, and ot her
i nterested parties.

Over the course of devel oping this proposal staff
hel d nore than 70 neetings and conference calls with
various stakehol ders, along with literally hundreds of
i nformal tel ephone conversations and E-nail exchanges.

In preparation for this Board hearing, originally
pl anned for February, staff developed an initial proposa
that was presented and di scussed at a workshop on Decenber

5th, 2002. This proposal addressed issues raised as a
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result of industry, litigation, and also attenpted to
address fundanmental concerns regarding the state of pure
ZEV technol ogi es.

Subsequent to the workshop staff conducted
nunerous neetings with affected stakehol ders and
interested parties, and received considerable witten
conment, all of which was used in devel oping the staff
report. The notice for today's neeting and the staff
report were mailed and posted ARB s website January 10t h,
2003.

As noted in the January 10 staff report, there
were several additional issues that needed further
consideration. Wile working to resolve these issues it
becanme apparent to staff the Board nmeeting shoul d be
post poned by one nmonth to ensure stakehol ders had adequate
tinme for review and conment. Staff used this additiona
tinme to continue discussions with stakehol ders to resolve
key issues.

Staff released a set of additional proposed
nodi fications as part of a new docunent rel eased on March
5t h, 2003.

In sunmary, staff has worked with stakehol ders
t hr ough wor kshops, conference calls, focused neetings, and
one-on-one communi cations to devel op the anmendnents you

are consi dering today.
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Thank you.

CHAlI RPERSON LLOYD: Thank you very much

Do any of ny coll eagues have any coments at this
time of staff or the staff presentation?

M . Cal houn.

BOARD MEMBER CALHOUN:. One of the statenents you
made, Chuck, during your presentation was that it mnade
sense for ranp up to be in nultiples of 10 or sonething
like this. It's logical. |I'mtrying to understand and
have an appreciation for the | ogic.

So can you explain it to ne?

VEHI CLE PROGRAM SPECI ALI ST SHULOCK:  The t hi nki ng
there is that, in that first generation, you re testing
t he concept and, you know, a lot of things in play. Those
vehicles are hand built, extrenmely expensive, and you're
learning a I ot as you go along. Then once you figured
that out and get to the next generation, things begin to
get nore optimn zed, the cost cones down. Then you're
starting to ask different questions, maybe durability,
performance-type questions. And so a larger fleet is
needed to really deal with those issues. And then as you
get beyond that and you're really starting to talk about
real -world drivability and the cost has cone down further
it's appropriate to have a | arger nunber

Now, is it nultiples of 10 versus multiples of 9
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versus nmultiples of 11. There's -- | don't think there's
any magic to that. But in our dealings with manufacturers
and the fuel cell suppliers in conversations that we've
had, in general terns this notion of 10, 100, 1,000 seened
to be sonething that people thought nade sense.

Wth one other -- let nme throw one other caveat.
It's conceivable that you mght build 10, and based upon
that you need to start over again and build 10 nore. You
know, the stages don't necessarily nove inexorably, but
that there are different stages at which you' re |earning
di fferent things and you have different cost targets.

BOARD MEMBER CALHOUN:. | won't argue with you
about it. It's just anusing to -- and | guess it makes as
much sense as going up in 10 or 15 or 20. So | won't
guestion that.

CHAlI RPERSON LLOYD:  Supervi sor Roberts.

BOARD MEMBER ROBERTS: Yeah. M. Chairman,
yesterday when we were tal king, we were tal king about a
Departnent of energy tineline. And if that was shared
with us, | didn't see it. But | was wondering, maybe if
that's available --

CHAlI RPERSON LLOYD: | think staff has that.

EXECUTI VE OFFI CER W THERSPOON:  You al so have it
in packets at your desk, or you should. It |ooks Iike

this. And it's in a yellow folder along with --
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VEHI CLE PROGRAM SPECI ALI ST SHULCCK:  Cat heri ne,
we're told that they do not have it.

Excuse ne.

EXECUTI VE OFFI CER W THERSPOON: kay. W'l nake
sure that you get it.

But briefly to sumarize, the DOE has al so
characterized different denonstrations at 5500, 5,000,
with various performance paraneters to have been net, sort
of gateways before you nove to the next phase. And in our
conversations with automakers, they have not objected to
that scaling logic. Really the conversations have been
about when. And not a lot of certainty today, but
logically it doesn't seemto offend them that assunption

BOARD MEMBER CALHOUN: | was just trying to
understand his rationale for it. It just didn't nake
sense. And so | suppose it does nmake sense, or it doesn't
nmake sense

EXECUTI VE OFFI CER W THERSPOON: It seens to nake
sense. They're far nore focused on whether or not we're
ready at a particular nonment in tine to nove to the next
phase. And then we can di scuss what the actual nunbers
are. But, you know, just nmoving fromtens of vehicles, to
hundreds, to thousands, you know -- that things have to
have changed before you nove to the next step in their

Vi ew.
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BOARD MEMBER CALHOUN: Al right. Thanks.

CHAlI RPERSON LLOYD: Think I can get a copy of
t hat proposal ?

Prof essor Friedman.

BOARD MEMBER HUGH FRI EDVAN: | just have a couple
guestions for clarification

In the staff presentation, you |l eft open a nunber
of areas for further consideration or at |east for options
for us working with you to determine. And on slide,
guess it's 68, the role of Battery Electric Vehicles, the
options set out are to consider requiring BEV production
in addition to fuel cells, or to allow battery electrics
to neet sone portion of the required m ni mum fuel cel
requi renent, which | understand to be 250 for these
interimyears, a short termin years.

VEH CLE PROGRAM SPECI ALI ST SHULOCK: That is

correct.
BOARD MEMBER HUGH FRI EDVAN: Total, 250 aggregate.
| assume if the staff is -- and then the next
slide, the staff's response was to suggest -- recomend

that battery electrics be allowed to satisfy a portion of
that 250 fuel cell requirenment, or each nanufacturer's
al l ocated portion of that could be satisfied, to sone
extent to be deternmined, by alternative battery electric.

VEH CLE PROGRAM SPECI ALI ST SHULOCK: That is
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correct.

BOARD MEMBER HUGH FRI EDMAN:. As an option, not a
requi renment. But they could choose to do that.

But there ought to at least be half their quota
be satisfied with fuel cell to keep sone m ni mum fuel cel
t echnol ogy devel oprent .

VEH CLE PROGRAM SPECI ALI ST SHULCOCK:  Exactly.

BOARD MEMBER HUGH FRI EDVMAN:. So | guess subsuned
in that thinking must be the idea that if all the
manuf acturers el ected that option, to only do half of
their fuel cell quota, and the rest with battery electric,
that 125 fuel cells anong all nanufacturers over the
four-year period, five-year period, or whatever it is,
woul d be adequate to serve as a denonstration and to
advance the technology to test it out.

VWhat woul d that do if, for exanple, we wanted to

i npose a fixed nunber in 2009 for zero emtting vehicles?

And assunming they would all -- presunably the choice would
be fuel cell. Not necessarily, but presunably.
VEH CLE PROGRAM SPECI ALI ST SHULOCK: |'m not sure

| understand the question

BOARD MEMBER HUGH FRI EDVAN: Wl |, do you think
125 fuel cells over these years until 2009 woul d be
adequate as a predicate, let's say, a scientific predicate

to support some order of magnitude of requirenent inposed
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in 2009 and ot her out-years increasingly of zero em ssion
vehi cl es production?

VEHI CLE PROGRAM SPECI ALI ST SHULCCK:  Cat heri ne,
were you going to --

EXECUTI VE OFFI CER W THERSPOON:  Yeah, Professor
Friednman, let nme try --

BOARD MEMBER HUGH FRI EDMAN:  Am | maki ng any
sense?

EXECUTI VE OFFI CER W THERSPOON:  No, | under st and
your -- you are naking sense

Staff believes that each manufacturer is going to
make a certain nunber of fuel cell vehicles anyway for
conpetitive reasons, you know, on the order of 10 to 20.
And the effect of the alternative conpliance pathway is to
push themall the way to the stretch goal, a higher
conpl enent at the nmarket share. And were you to establish
a target in the next interval of tinme, '09 through '11, we
woul d conti nue what ever decision you nade | believe for
this first set, and you could do BEV substitution in the
next set as well. Then we'd need to think about the
rati os because we're rationing in large part based on the
cost of building one versus the other. And so we would
want to keep those cost conpari sons accurate and current
as we noved forward in tinme.

Did | answer your question?
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BOARD MEMBER HUGH FRI EDVAN:  Yeah, | think so
sort of.

But you -- another reconmendation at the |ast one
was set an appropriate credit ratio, and you' re addressing
t hat .

Do you have any feel -- are you thinking that
shoul d be based on conparative costs?

EXECUTI VE OFFI CER W THERSPOON: W' re thi nki ng
about conparative costs in 2008 when the majority of the
fuel cell vehicles would actually be built. And we've
been tal king about 20 to 1. We're still refining -- 20 to
1 with acity car, substituting for a single fuel cel
vehicle. But we haven't settled on exactly what the right
nunber is. And we would ratio fuel -- full function EVs a
little less than that because they cost nore. That kind
of thought.

BOARD MEMBER HUGH FRI EDVAN:.  Well, if we wanted
to pursue that, and I'monly speaking for nyself, how
woul d we go about that? | mean we haven't gotten anything
definitive to adopt now.

EXECUTI VE OFFI CER W THERSPOON: | f you deci ded
you wanted us to pursue this option, we would develop a
proposal as part of the 15-day changes and send it out for
coment, and then nove forward on a final regulation

W' ve given you in rough terns what we think it ought to

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

177
ook like, that there should be a ratio, that there should
be a m ni mum nunber of fuel cells. And we proposed hal f.
And any advice you had to give us about those genera
paraneters or nore specific ones, we would --

BOARD MEMBER HUGH FRIEDMAN:  Two to one -- it was
2to1lor --

EXECUTI VE OFFI CER W THERSPOON: Wl I, for -- no,
for BEVs, 20 to 1

BOARD MEMBER HUGH FRI EDVAN: Twenty to one. |'m
sorry. Yeah, 20 to 1

Well, | just raised it because | hope |I'Il hear
from anyone who's interested on that.

And the other question | had was on credits for
infrastructure. Maybe that's not where it belongs, but it
seens to sort of fit. |If we wanted to tal k about and have
the staff anal yze and nake a recommendation on credit for
a stationary fuel cell distributed generation systens,
even though they're not nobile, but if they're the
equi val ent -- functional equivalent of the nobile fue
cell stack and sonme basis for some kinds of relative
credits, but not only for a portion of anyone's quota or
mandate, and with sone kind of a sunset, we could ask -- |
guess the way to do it would we to ask the staff to
consider that if that were the desire.

EXECUTI VE OFFI CER W THERSPOON: W coul d
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definitely ook into that. You know, one possibility is
as an analog to BEV substitution. Though we're stil
pondering what the ratios would be, and if there's any
uni nt ended consequences we haven't imagined. The one
possibility or one reason to conbine it with the
infrastructure analysis is that people have tal ked about
co-location of hydrogen power generation wth hydrogen
fueling. And so that would give us a chance to | ook at
the full picture here and make sure we captured every
concei vabl e credit scenario before we reported back to you
on specific nunbers. So we'd be happy to do that.

BOARD MEMBER HUGH FRI EDVAN:  Thank you.

CHAlI RPERSON LLOYD: Ms. D Adanp and then
Super vi sor DeSaul ni er.

BOARD MEMBER D ADAMO. | know we'l |l be tal king
about this as we go forward today, and just have -- |

would like to follow up on Professor Friedman's questions

regarding BEVs. | for one amnot ready to close the door
on that technology. | think that we've --
(Appl ause.)

BOARD MEMBER D ADAMO. | think that we've cone a
long way. And | think obviously we've got a |lot further
to go. But |I'mreal nervous about abandoni ng a technol ogy
that has continued to progress. Maybe |'d fee

differently if it just stood still in time. But every
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hearing that |1've attended since being involved with this
| continue to see inprovenents. And | |look forward to --
| guess there's going to be a presentation by a conmittee
that did some work on batteries. So |ook forward to
heari ng about that.

But ny question to staff and of any wi tnesses
that are going to be addressing the point on BEVs is this:
How do we incentivize a BEV conponent enough so that when
t he i ndependent review board or -- | don't recall if
that's the nane or not -- but when the Board or the
conmmittee reviews the technology, that it is conparing
technol ogy of fuel cells and other technol ogies that are
out there and on batteries, that it's conmparing a
technol ogy that is not frozen in tine as of this date, but
a technology that is really given the chance to continue
to progress, whatever that progression nmay be, that we
sonehow i ncentivize it so that it is a true conparison?
And | guess that's like looking into a crystal ball to try
and figure out where that technol ogy would be. But |
think we need to incentivize it enough, what that ratio
is, so that we continue to see progress.

| see here on slide 69 that there's a suggestion
that we keep a m ni mum nunber of fuel cells. 1'd just
l[ike to throwit out there, can we do the sane for BEVs,

so that it's a fair conparison?
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(Appl ause.)

EXECUTI VE OFFI CER W THERSPOON:  The i ssue of
keeping a minimumrequirenment for BEVs, you have that on
your base regulation, that it is a BEV requirenment on the
base. If you have a mninmmrequirenent in the
alternative conpliance path, you' ve turned it into a
mandat e rat her than an option, | think. And you have to
ask whether that's appropriate for an auto conpany that
wi shes to concentrate on fuel cells alone, whether they
shoul d be obligated to have both BEVs and fuel cells
rather than the choice to do a mxture if that works with
their own conpliance plan

BOARD MEMBER D ADAMO. | don't want to intrude
upon the efforts by many. And | know the Chairnan really
deserves to be conplinmented for his push on fuel cells.
But if there would be a requirenent for a minimum
nunber -- I'mnot even saying a 50/50 split -- but just a
m nimum [ evel to keep BEVs in the mix. Unless that
incentive on the ratio can be enough that we can trust
that we are going to continue to see progress on BEVs.

EXECUTI VE OFFI CER W THERSPOON: It is staff's
intent to have the ratio be favorable to BEVs and have the
costs work out such that it's slightly cheaper to go the
BEV route, and hope that that's incentive enough that

someone m ght choose it.

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

181

BOARD MEMBER D ADAMO  Ckay. And then just one
other question -- clarification. Wat happens to the
el ectric vehicles that were placed into | ease and now at
this time or at some point in the future the | ease has run
out? |Is there anything that we can do to incentivize the
rei ssuance of those vehicles, either by future | eases or
better yet, sonmehow incentivize that they be sold or they
be placed in long-termleases in California?

(Appl ause.)

VEH CLE PROGRAM SPECI ALI ST SHULCCK:  Under the
2001 regul ation and continued on in our staff proposa
vehicles that are placed on the road and have been there
for three years earn additional credit if they're kept on
the road in year four, year five, year six. So there's
already a nechanismthere to encourage those vehicles to
be kept on the road. That is available for vehicles
pl aced through 2005. So there's already sonething there
that provides that credit. The credit that they earn is
one-tenth per year of what it would earn new So if the
vehicle's kept on the road for three nore years, it would
earn three-tenths -- it would be worth three-tenths of a
new vehi cl e.

BOARD MEMBER D ADAMO.  Then | guess ny question
woul d be, should we explore extending that out further?

Wuld there be any value? O are those -- extending it
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out to 2005, is that going to be enough encouragenent to
keep those vehicles on the road in California?

VEH CLE PROGRAM SPECI ALI ST SHULOCK: Wl l, the --

BOARD MEMBER D ADAMO.  Worried about a car crush
pr ogr am

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: Let ne
clarify how we're doing -- if the vehicle is originally
pl aced prior to '05, that vehicle can earn credit however
long. If it's kept on the road for 20 years, it would
earn credit for all 20 of those years. So once the
vehicle -- if the vehicle is placed, it can continue to
earn that credit. Wat we cut off is we're saying if the
vehicle was placed in 2006, it's not eligible to earn that
extra credit in the fourth year of its useful life. And
reason we did that -- actually in 2001 we didn't have this
cutoff. The reason we did it is when we | ooked at what it
neans to keep track of this and, you know, how nmany
vehicles are still on the road and how do you know, et
cetera, it looked like it was an adnministrative headache;
and so once -- it seened like it made sense to do that in
these initial years, but at sone future date that it would
no | onger be necessary. So that's what drove us to cut it
of f in 2005.

CHAlI RPERSON LLOYD: Can | just add to that,

Chuck? Since we don't have a 2001 regul ation that we can
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enforce, | would like to follow up on DeDe's point a
little bit nore specifically; and, that is, is there any
way in which we can conpel those vehicles to be continued
in operation wthout crushing then? | nean naybe we
can't.

VEH CLE PROGRAM SPECI ALI ST SHULOCK: Is that a
question for our attorneys?

You know, programmatically, you could structure
very generous incentives that would certainly make it
worth their while to keep themon the road. Rather than
one-tenth per year --

CHAlI RPERSON LLOYD: So nmaybe the question is,
rather than trying to get you to answer it, for the OEMs.
When then OCEM s cone up, what incentive would be necessary
for themto keep themon the road? And I'mgiving fair
warning to maybe Dave and ot hers back there to be able to
address that question. Because, again, | realize that we
real ly should be asking them

Super vi sor DeSaul ni er.

BOARD MEMBER DeSAULNI ER:  Just briefly, M.
Chairman. | realize we have a | ot of public speakers.

But | have one question and then a comment in relation to
Hugh' s questi ons.
As soneone who likes to worship to graven inmages,

could you respond to M. Freeman's coment about why are
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16 credits for a hydrogen internal conbustion engine
appropriate versus 40 for a fuel cell? Were did we cone
up with those nunbers?

VEHI CLE PROGRAM SPECI ALI ST SHULCCK: The | ogi c
that we followed really started in, let's say, 2012,
saying that any of those non-ZEVs should not be worth nore
than a ZEV. So we kind of started by saying here's what a
ZEV is worth in 2012, and then these other alternatives
need to be beneath that. And then we tried to cone up
with some sort of ratio anongst the different options.
Hybrid I CE versus a regular hybrid versus a grid connect.
VWhat sort of ratios seenmed to nmake sense given their
relative state of devel opnment and the cost that seened to
be i nvol ved.

And then we went backwards from there saying
well, earlier intime it's going to be harder to do those
sorts of things, so the nunber needed to be inflated. As
far as how we ended up at exactly 16 again versus 14 or
18, | don't think there's any powerful math invol ved
there. It seened like that a large incentive was needed.
And in the context of everything else that's happening --
if you recall the graph that had one group way up high and
then the other things way down |low, there's a very
significant incentive provided in those early years. And

that's what we were -- we were trying to nmake sure that
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the margi n between the two was very large. And so just
| ooki ng at the nunbers, that seened to be a reasonable
| evel .

BOARD MEMBER DeSAULNIER:  Well, we'll have this
di scussion later. I'ma little concerned about the ratio
because of the infrastructure question and trying to get
hydr ogen novi ng al ong and not waiting for what nay or may
not be a graven image in regards to the devel opnent of
fuel cells.

And regards, Hugh, to your question. The snart
nobility project cane out -- and I'll do this in a cliff
not es versi on because we've had nultiple dozen neeting on
this. But it came out of the ZEV hearing in 2001 where
Al'l en gave ne sone instruction to go spend sone tine. And
it resulted in an indoor agency agreenent between us, the
Energy Commission, and Cal Trans. And it's resulted in a
partnershi p between those three agencies plus the four UC
transportation schools.

And the interesting thing about what you brought
up -- would be interesting in terns of the commentary from
the different car operators is in the staff report we talk
about the reluctance of the auto manufacturers being
interested in credits for infrastructure, yet we have GM
interested in this particular. And in conversation with

air products, for instance, and projects they' ve had in
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Las Vegas and Chi cago where they've done big denonstration
projects that allow for the kind of nultiple uses that M.
Wt her spoon was tal king about. Those are the things, at
least for nme, that we have an interest in pursuing.

And there's sonmething -- ZEV Net is interesting.
If any of you've seen the New York Tines nagazi ne the | ast
nonth, the last -- tw weeks ago Toyota had a wonderfu
two- page -- which we all should get copies of, by the
way -- advertisenent extolling the virtues of their
i nvol venent in ZEV Net. And it was a series of pictures
fromoverhead with a Prius hybrid parked, a RAV4 parked --
an EV RAV4, and then an ECOM And | can't tell whether
the ECOM's conming into the parking space or |leaving. W
want it to be coming in rather than |eaving, but there's
some question there. But it's a great commercial talking
about these kind of denobnstration projects, with a
potential for using these sort of nultinedia approaches.
So | just wanted to bring that up

Thank you, M. Chairman.

CHAlI RPERSON LLOYD: M. Cal houn

BOARD MEMBER CALHOUN:. Yes, two questions. One
goes back to Professor Friednan's statenment earlier when
he asked the staff about taking a |ook at stationary fue
cells. And | believe, Catherine, you said we could cone

back sone tine with the report on that.
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And how soon woul d you expect to do that?

EXECUTI VE OFFI CER W THERSPOON: I n three nonths.

BOARD MEMBER CALHOUN: Three nonths. Ckay.

Then ny next question pertains to batteries. |
nmet with one of the local representatives, and he inforned
nme that we had not gotten all of the facts on the status
of battery technology. And | notice that we do have a
recent report by EPRI. And if battery technology is
wort hwhil e, then obviously no one would want to see it go
away. But | think the option of choosing batteries or
fuel cells to neet sonme of our regulatory requirenments
ought to be left up to the manufacturer as opposed to us
dictating to himwhat he has to use.

EXECUTI VE OFFI CER W THERSPOON: W th respect to
the battery report, you will be hearing testinony on the
results, both fromour own contractor, Menahem Ander nan
and fromEPRI, which is here to testify. And we've
grouped themw th other w tnesses who will speak to those
technol ogi es specifically. And that's early on the
witness list.

And | guess we agree with you on the optiona
versus mandat e approach on conbi ni ng BEVs and fuel cells.

BOARD MEMBER HUGH FRI EDMAN:  Just quickly one
nore question.

I just sort of intuitively thought in my own
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thinking that the plug-in electric hybrid that you could
just plug into your garage outlet made a | ot of sense.
get the inpression that the auto manufacturers are not
terribly interested in that for various reasons.

And |I' mwondering how you arrived -- what the
rationale is for the credit systemthat you' re proposing
for the plug-in HEVs. It's on slide 40. | just wanted to
know how you arrived at that.

VEH CLE PROGRAM SPECI ALI ST SHULOCK: Similar to
the answer on the previous question.

BOARD MEMBER HUGH FRI EDMAN:  Apparently it's not
enough.

VEHI CLE PROGRAM SPECI ALI ST SHULOCK: Wl I, you
gave us direction in 2001. There was a question, should
they be counted in the gold category or not? And the
direction fromthe Board was, no, they should not be
i nvol ved, but they should receive a very health incentive
in that silver category. W did that --

BOARD MEMBER HUGH FRIEDMAN: So this is a
carry-over?

VEH CLE PROGRAM SPECI ALI ST SHULOCK: Well, we did
that in 2001. And we've even increased it further this
time around, trying to nmake it attractive to the
manuf acturers vis-a-vis their other options. And when

we -- you know, when you |l ook at the cost side of it, it
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looks like it could be attractive vis-a-vis the other
options given the credits that are provided. Now, is that
enough to nmake soneone want to go down that road, again
maybe that's a question for the autonakers.

BOARD MEMBER HUGH FRI EDMAN: Ckay. | just
wonder ed what the thinking was.

Thank you.

CHAl RPERSON LLOYD: Dr. Burke, M. MKinnon.

BOARD MEMBER BURKE: Two qui ck questions. One
is, for those of us who are facing constituency on the
ground, how do we explain giving credit for a vehicle
delivered in New York for credit in California?

(Appl ause.)

BOARD MEMBER BURKE: And | appreciate the
support. But, you know, | don't think we need to -- we
all know where we're going here. So thanks, but no thanks
on the appl ause.

CHI EF DEPUTY EXECUTI VE OFFI CER CACKETTE: The
issue -- to frane the issue, the law -- the federal |aw
wor ks such that other states can adopt California's
progranms. And they do --

BOARD MEMBER BURKE: We all understand that.

CH EF DEPUTY EXECUTI VE OFFI CER CACKETTE: It's
got to be ldentical

BOARD MEMBER BURKE: We're talking to soneone in
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East Los Angel es about delivering a car in New York and
giving himcredit in California. They don't want to hear
fromfederal law. Howdo | explain it to then?

CHI EF DEPUTY EXECUTI VE OFFI CER CACKETTE: The
prograns have to be identical in the two states. That has
to be known before |I can answer the question

BOARD MEMBER BURKE: Has any of the other states
given credit for any vehicles delivered in California?

CHI EF DEPUTY EXECUTI VE OFFI CER CACKETTE: Under
this provision, that woul d happen al so.

BOARD MEMBER BURKE: Have they done it already?

CHI EF DEPUTY EXECUTI VE OFFI CER CACKETTE: Under
this proposal? Not under this -- not yet, no, they have
not, because it doesn't work that way.

BOARD MEMBER BURKE: Yeah, | understand that.

Second question is: W took a couple nonths to
work this out, and I know it has been extrenely difficult.
But of the five hours of testinony which we're about to be
bl essed with --

(Laughter.)

BOARD MEMBER BURKE: -- we have four people out
of 78 who are supporting this proposal. W have 22 people
or organi zations, including the car manufacturers, who are
neutral on this proposal. W have 52 people testifying

who are against it.
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How did we end up with this?

EXECUTI VE OFFI CER W THERSPOON: | think you'l
find when we get through the witness list that a majority
of the opponents to the staff proposal are the early
adopters of battery electric technology and are deeply
di sappointed that it has not conme to fruition as quickly
as we are ourselves had hoped it woul d.

And so we don't have fuel cell advocates in the
roomin as |arge of nunbers as we have battery electric
advocates. And that's probably what explains the
percentage you just descri bed.

BOARD MEMBER BURKE: You know, I'mwlling to
take that. | don't want to belabor this point. But if
there's only four people out of alnmpst 100, you know, the
fuel cell people are -- you know, | would think they would
be here. You know, it should give the Board sone concern

CHAlI RPERSON LLOYD: Yeah, | don't think --
think it's nmore constructive at this tinme to hear what the
people say on that. | think that's an interesting
observation. W'Il|l here the conments. It's not
surprising to ne with sonething as conplex as this, when
you're only given a limted nunber of choices, you've got
to check one box or another. But | think the Board --
we' Il understand which parts they agree with, which parts

they don't, et cetera.
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M. MKi nnon.

BOARD MEMBER McKINNON: | have a short question
and then a corment. And the short question goes back to
t he question DeDe asked a few nminutes ago about giving
credits for keeping existing BEV vehicles in the state,
hopefully long -- you know, fairly lengthy | eases or
allowing -- setting up a situation where people can
pur chase the vehicles.

And sort of my understandi ng of the dynam c of
that problemis that those cars get cleaned up and taken
to another state and given credit in another state.

Is that a fair analysis of why what we have in
terms of credits doesn't work?

EXECUTI VE OFFI CER W THERSPOON: That's part of
the answer why it doesn't work. The other part of the
answer is that sone nanufacturers are taking the cars back
and not releasing themat all, not reconditioning, not
putting new batteries in, and want to be out of the BEV
busi ness.

VEH CLE PROGRAM SPECI ALI ST SHULOCK:  Just one
clarification. |If a car is placed newin California and
then cl eaned up and noved to another state, it would not
receive the full new vehicle credit in that other state

BOARD MEMBER McKI NNON:  Okay. Well, that is ny

guestion. And what kind of credit does it get in another
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st at e?
VEHI CLE PROGRAM SPECI ALI ST SHULCCK: It woul d be
simlar to what's happening here. 1In year four one-tenth

of the credit it would earn as a new vehi cl e.

Now, there could be -- if they put in a new
battery pack or -- you know, it depends on what you nean
by clean up. If it's rebuilt in sonme fashion, there may

be other issues involved. But if the vehicle is just
renoved from California and then put in another state, it
is not treated as a new vehicle.

BOARD MEMBER McKI NNON:  Okay. But it can be
treated as a new vehicle if a new battery's put in and
it's upgraded and -- okay. That answers ny question

Here's ny conment. And the coment is, being
fair -- I want to be fair to all parties involved, staff,

t he aut omakers, the engi neers, the people that bought the
cars -- everybody, we have cone a long, long way. A |ot
happened over this |ast decade or so. And | think
everybody invol ved can be proud of that.

Wth that said, | amvery, very interested in the
nunbers, in the end-ganme here. The idea of it's so
flexible that we don't have nunbers in the out-years is
just really unappealing to nme. | think we're setting up a
dynamic that is far worse than the one we have now where

we have a chal |l enge every couple of years and we have to
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have hearings. Then we're going to have hearings to be
able to up the nunbers. It will be portrayed as unfair to
t he aut omakers not getting a tineline that tells them
what's expected. It will cause nore delays. And
really, really have a problemw th no nunbers in the
out-years. | think we're asking for worse than sort of
the trouble we've had al ong the way here.

And worse is not placing blame on anybody.
Technol ogy changed. Nobody thought about hybrids back in
1990. You know, in listening to Dr. Freeman -- | was
around in 1990. | was around watching Cal Start be forned,
and followed this very, very closely in 1990.

And so while I'mproud of the acconplishnent,
too worry that we're giving up BEV too early. And | guess
my only sort of difference is that | don't have a problem
| eaving the m x between BEVs and fuel cells on the
alternative path to a mx that's deternmined by the
manuf acturers, so long as we do a credit schene that is a
fair credit schene.

And so with that, what |'mreally saying -- and
said it to the auto nmanufacturers |ast week -- what | want
to hear about is nunmbers. Because if anybody thinks I'm
going to vote for it w thout nunmbers, |I'mnot voting for
this without nunbers. As far as |I'm concerned, we need to

have solid nunbers at the end of these hearings that we're
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voting on. And naybe there's sone anendnent in the 45-day
period. But to walk away from here w thout sone
expectations for everybody involved, the little fol ks that
produce parts to the cars, the people that are devel opi ng
technology, it is just plain unfair and unmanageable to
cone out without having sonme nunbers that set a course of
where we're goi ng.

CHAlI RPERSON LLOYD:  Yeah, | don't think you're
alone in that, M. MKinnon. | think you'll find all your
col | eagues feel the sane way.

Seeing no other questions, we'll continue with
Dr. Anderman, wherever he is. Ch, there he is, back
t here.

Dr. Anderman, Dr. Frank, Louis Browning.

| understand Dr. Anderman has got a Power Poi nt
presentation.

Do you have any approxi nmate timefrane?

DR ANDERMAN: Fifteen minutes, | was told.

CHAlI RPERSON LLOYD: Well, I'mnot going to
di sagree with staff if they told you 15 m nutes.

(Thereupon an overhead presentation was

Presented as follows.)

DR ANDERVAN: Good Afternoon.

| was asked by -- | ama nmenber of the --

BOARD MEMBER HUGH FRI EDVAN:  Pul |l it closer.
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DR ANDERMAN: | was a nenber of the BTAP 2000
panel. And | was asked in the beginning of the year to
provide a very brief review of the progress in EV battery
technol ogy since June 2000 publication of that panel
It's a report of that panel

The views here are ny own. Even though it's a
followup work, it's a work |'ve done on ny own and it
does not represent a followup of the whole group

--00o0- -

CHAlI RPERSON LLOYD: Done on your own, but
supported by ARB?

DR. ANDERVAN.  Supported by ARB, yes, for sure.
Contracted and supported by ARB.

Thank you.

Source of information. The main source of
information is a study |I've done between April 2001 and
really April 2002, and then foll ow up neetings during 2002
and early this year. But the status of the advanced
vehicle and the parcels that are going to power those
advanced vehicle, an advanced vehicle being a nostly
hybrid and nuch lower to a snaller degree as far as the
study, a battery EV and fuel cell EV.

That study was a nulti-plan study with, by now 60
subscribers. But nore inportantly | interviewed 30

conpanies in 50 sonme visits around the world. And when I
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far as batter technol ogy and advanced vehi cl es.
O course it's full participation in conference

with the active industry an have conference nysel f about

the subject. And the work this year was really limted to

a couple of weeks of -- the type sent to the major battery

devel opnent, battery devel opnent for EVs and got answers
fromsix of those major devel opers.
--000- -

DR ANDERMAN:  The hi ghlight of the finding.

One, direct effort to devel op EV batteries have
general Iy declined over the |last three years.

Two, battery devel opnent for hydro electric
vehi cl e application continues to gain nmomentum

Three, steady and predictable progress, but no
breakt hrough in battery technol ogy.

And four, and probably very inportant for this
hearing, inprovenent made through the hydro electric
vehicle battery effort will have a significant positive
effect on the cost to inplenment of electric vehicle
batteries.

--00o0- -
DR ANDERVAN: Add I will go and |l ook at the two

mai n concl usi ons of the BTAP June 2000 report, and give
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you a conment about where we are today around two and a
hal f or three years |ater

The first conclusion was That N ckel Meta
Hydri de batteries show good characteristics and
reliability in EV application with a |life expectancy
exceedi ng six years.

The second one the, specific energy approaching
70 watt hours per kilogram That translated to real life
branch of practical nidsize car, |like the RAV4 or EV Plus
of 70 to 100 nmiles.

Price for a typical 30 kilowatt-hour pack was
projected at the tinme to drop to about $15, 000 per pack
That's a production of volune of 7,000 per year. From
that nunber to as |ow as potential $9,000 at vol unes of
hundred of thousands per year. And the third nunber
shoul d not be there.

--000- -

DR. ANDERVAN. Coments where we are today, 2003
Ni ckel netal hydride batteries continue to show good
performance and good life. Inprovenent in specific energy
are only increnental in the few percent -- probably bel ow
10 percent, which nmeans no significant change in range
capability.

VWhile Iife nmay be | onger than six years there is

still no data to support a battery life that will last for

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

199
the life of the car, which nmean 10 or 15 years. Though
there is hope.

For low pricing and was the pricing that was
suggested in the BTAP report, one of both of those two
very significant events have to happen. One is
significant reduction in the price of nickel netal, which
is a key raw material into several of the material that is
going into nickel netal hydride battery. However, that
price is independent of the narket, so we cannot predi ct
it or focus based on changes there. The price today is
relatively lowin conparison to the last 10 or 15 years.

And the second one is relocation of production to
Chi na or equival ent | ow cost |abor area that may change
some of the rules of the econonic. And still probably
have limtation because in our BTAP estinate we assume
mat eri al cost responsible for 70 percent of product cost.
And so it material cost don't change, you have relatively
limted amount of additional reduction possible by
reduci ng | abor and over head.

--00o0- -

DR. ANDERVAN.  Conclusion 2 of the BTAP report:
Current lithiumion electric vehicle battery do not have
adequate durability. Safety under severe abuse is not yet
fully proven. Early cost of this battery is expected to

be consi derably higher than that of nickel metal hydride
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EV battery. And Even in true mass production the cost of
l[ithiumion batteries is unlikely to drop bel ow those of
ni ckel netal hydride w thout major advances in nateria
and manuf act uri ng technol ogy.
--000- -

DR. ANDERVAN. \Were we are today 2 1/2 years
later: Inmprovenent in life of lithiumion are occurring,
but a bit too early to quantify if we want to project 8,
10, or 12 years life. There are two chemistry involved in
l[ithiumion battery -- two conmon chemi stry:

One, based on nickel -- lithiumnickel cathode.
And this one increase your potential for significant
i mprovenent of |ife over what we have seen three or three
or four years ago. And over five and up to six, eight, or
possibly ten years |life may be possible, though definitely
is far from being proven today.

The ot her cathode that's been used by many of the

manuf acturers is based on nmanganese chemistry. And this

one still suffer fromshort Iife at noderately el evated
tenperature; probably less than five years still today.
--00o0- -

DR. ANDERVAN.  Abuse tol erance work nostly for
hybrid electric vehicle inplication is show ng steady
progress. And | would dare to say that we are fairly

confortable that with a |ithi um manganese based chem stry
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the safety of the battery will be manageable. However,
unfortunately this is the sane cat hode where we did not
get the life. So the chemistry is not helping us in this
case.

For the nickel-based lithiumbatteries, there is
no satisfactory safety or abuse tol erance data as of yet.
And there is a lot of progress, but we are still far from
being there, with being able to manage a battery under
abuse conditions, and fires is a main concern

Cost is dropping, though no najor breakthrough in
material selection or processing. |n other words are we
are seeing fairly rapid reduction in cost both in the
consuner market and the hybrid electric vehicle market for
the batteries, but the basic material that have been used
five years ago are still being used now with no
br eakt hrough, which nean it's unlikely that we will see --
with existing design that we will see pricing | ower than
ni ckel netal hydride. Probably relatively simlar. But
lower is unlikely.

--00o0- -

DR. ANDERVAN. So here is a summary of the key
characteristics for EV battery. And | only include here
three chem stry.

The lead acid: Ws linted specific energy.

Probably two to five year life. And cost today in the
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$4,000 to $6,000, and projected to be closer to $3,000 if
the vol unme goes to hundreds of thousands per year

Ni ckel netal hydride: Specific energy al npst
doubl e, about 65 watt hours per kilogram Operating life
for only five to ten years. Cost today, $15,000 to
$25,000. And you're shown here nunber -- it is actually a
little higher than what we saw in 2001. The reason is
that there hasn't been any scale-up in the mgjor
manuf acturing to higher volune. And basically the RAV4
battery will produce on the same line it produces the MOA
battery of '98. They have not scaled up to thousands per
year. This line can nake naybe 1,000 per year. At
hundred t housands the price estinmate is the sane that we
had three years ago. Safety is not a problem Technol ogy
is maturing.

For Iithiumion it was with two different
cat hode:

Wth manganese about 90 watt-hour per kil ogram
Two to five years life. And cost, very high today, but
could go down to about the sanme range as nickel neta
hydri de.

Wth the nickel chemistry specific energy's
hi gher, 130 watt-hour per kilogram (Qperating life, |'m
saying four to ten years. And there is hope that ten

years may be possible. Mich higher cost today. And cost
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in the future, probably slightly higher than a nanganese
chem stry. However, safety is still a concern, and the
status i s devel opnent.

--00o0- -

DR ANDERMAN: | would like to nove now and talk
about what the inplication of the battery -- of the hybrid
electric battery devel opnment to EV batteries. And that's
an area that we just touch upon in the report in 2000.

And we basically say that there is no doubt that the
devel opnent of EV battery supported the devel opment of AGV
battery. And we expect that the opposite will be true as
wel | .

--000- -

DR. ANDERVAN. And |'m basically saying that it
is clear that continued research and devel opnent work on
hybrid electric vehicle battery by auto nmaker, battery
producer, naterial devel opers, and research organization
around the world, along with the increasing hybrid
Electric vehicle filled application experience will
i mprove the key characteristics of this battery, which in
turn will inprove the future viability for EV application

--00o0- -

DR. ANDERVAN. And | will try to be specific.

There is nore technical detail here that nost of you are

probably interested to know. But | wll just give the
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hi ghlight to you. |I'mconparing an AGY ni ckel neta
hydride battery to EV nickel netal hydride battery as far
as key devel oprment area

Start is material cost driver. |In this case the
top six material cost driver for EV battery are identica
and of the sanme order as the top six material cost driver
for hybrid electric vehicle battery. So any work on the
right side of this table will directly benefit the |eft
side of this table.

2) Life driver. N ckel nmetal hydride corrosion
bei ng the nmain fadi ng mechani smfor both EV and AGY
application. Venting of hydrogen being the second fading
nmechani sm for both EV and AGV application. Any work to
extend the life of hybrid electric vehicle battery would
directly inpact the life of EV battery.

3) Performance driver. Here we are show ng
i mproved efficiency is inportant for both. For EV battery
specific energy is the second inportant. For AGV battery,
| ow t enper ature power

So basically out of ten criteria, the areas that
battery devel opers are working -- battery devel oper
mat eri al devel oper are working on, nine of the ten are
identical for EV battery an AGV battery.

--000- -

DR. ANDERVAN. Here is a same conparison for
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[ithiumion. | will not go through the detail. The cel
design are basically the sane, except of course for high
power we are using rmuch thinner electrodes. The sane
chem stry's invol ved

Material cost driver, basically the sane, maybe
slightly different order. Life driver, sinilar, naybe
different order. And, again, safety being a significant
i ssue for both EV battery and AGY battery. And the anount
of work that going today to inprove the safety of
ni ckel -based lithiumion battery for hybrid electric
vehicle is nost significant at any work |'ve seen in
battery devel opnent in the past. And | have severa
client working on different aspect of inproving the safety
of this chem stry.

--00o0- -

DR. ANDERVAN. |'d last like to point here that
there are several approaches to vehicle liberalization
And today we are even seeing sone attenpt in 12 volt that
will be very [ow power, going to 42 volt with different
design, high voltage power assist, and plug-in hybrid.

And the point | would like to nmake that stil
today U.S. and European car conpany are struggling wth
establ i shing business cases for all or any of the above
hybrid vehicl es.

And | would like to nake the point that when |
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asked devel opers, car -- automakers, what are the main
chal | enges for hybrid electric vehicle, regardless any of
those six or seven groups that | put there, battery life
and battery cost always cone at the top -- top three or
top four. Systemcost is often the third one.

So this is not an easy area. And even a $500 or
a $1,000 battery, if it's only going to last 5 or 6 year
rather than 10 or 15 years is a significant business risk
for the auto maker, because none of us who like to replace
a $600 conponent that may cost three or four tines that in
the afternmarket and when we have a four or five year old
car.

--000- -

DR ANDERMAN:  Environnmental value of vehicle
retrofit, and that follow sone of the conments were nade
by Chuck and other people in the room before today,
including Dr. Lloyd -- electrical power and drive train
el ectrical assist turbocharger and electrical valve
actuation, electrical power steering, air condition, ABS,
four-wheel drive, fans and punps. Al above auxiliaries
contribute to reduci ng em ssion. And the nass
introduction in hybrid electric vehicle will increase a
val uabl e position of battery or fuel cell EV.

--000- -

DR. ANDERMAN: There was a di scussion here in
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Decenmber where several people have trivialized the fact
that hybrid electric vehicles are here, and so we need to
focus on full electric vehicle. And O course we need to
focus on full electric vehicle for the future. But | nade
the point that hybrid electric vehicles are really not
quite here as far as the U.S. and European narket.

And here are the six -- seven progranms that were
active programin January 2001. Several of them have
actual ly been announced in the January Los Angel es auto
show as a way that automaker and Detroit will inprove the
fuel efficiency of SWW. W have here Dainler-Chrysler
fromEurope. But then Daimer-Chrysler didn't want to go
forward. Volvo -- General Mdtors Silverado, and PSA, that
was a | eading conpany at the tinme. January 2001 we have
here six cars that were supposed to be on the market by
the end of this year basically. And here we are where we
were 18 nonths or 2 years later, four of those six program
have been cancell ed by auto nmaker because they coul d not
provi de enough busi ness case to go to production

So what's Toyota and Honda doi ng has not been
totally caught up in the eyes of the auto maker. And even
t hough we have new announcenment now for cars for 2006 or
7, those are still -- nost of themare still 3, 4, 5 years
out. And based on history, | would not count on those

progranms to go into volune production. And incentive of
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any kind fromthis Board could hel p nake t hat happen. And
| believe we all want to nmake that happen

--000- -

DR ANDERMAN: Just to summarize. Those are the
conpanies | visited over the last tw years, several of
themtwo, three, or four times, particularly the car
conpany and the najor battery devel oper

The list of other 30 conpanies are all involved
i n advanced vehicle, the vehicles thenselves, the

el ectrical system or the power source, mainly the

battery.

And those are the six conpany who provides
specific information for this update. | think the
majority of the car -- of the MRA cars in California use

battery nmade by one of those conpanies. And they
represent |ead acid, nickel nmetal hybrid, and lithiumion
EV battery producer.

Thank you.

CHAI RPERSON LLOYD: Cdarify -- 1 wasn't quite
sure what you were saying. Did you say that no incentive
fromthis Board could help or that incentive can hel p?

DR. ANDERVAN:. Incentive will help. Wichever
way, regulation, incentive, taxation. That's your field,
not mine. But this is right on the edge where $500,

$1, 000, $1500 for nmki ng busi ness case for sone of those
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vehicle. And this is a case where government -- could
work to nmake it a reality and have California | ead again
by becom ng the major market for hybrid electric vehicles.

CHAlI RPERSON LLOYD: So credits can help, you're
sayi ng?

DR ANDERVAN:  Yes.

CHAlI RPERSON LLOYD: The ot her one you nake the --
two other comments. You nake the observation on the
i mplication of the devel opment of HEVs for EV batteries
contrasting the 2001 statenent with the 2003. And the way
you' ve posed the conclusion there, you know, is a very
good research thing. But I'd be very surprised if the
answer to that wasn't -- it has to be yes. If it
doesn't -- in other words the way you phrase it, you
assume that continued research and devel opnent work on HEV
batteri es by automakers, battery producers, nateria
devel opnent, research organi zati on around the world, along
with the increasing HEV application experience will
i mprove the key characteristics of these batteries, which
inturn will inprove their future viability for EV
applications.

Seens to ne that that -- you know, | can't see
any circunstance it would not help.

DR. ANDERVAN. It definitely will. And | nade

those two tables to show you how cl ose devel opnent work is
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rel evant. Even though the optim zation of the battery for
hybrid has to do with power and for electric vehicle with
range, which neans specific energy, the actual conponent
that need to be worked on and are being worked on
including material cost, life, and safety, are the sane.
And it's not on -- of course it's not the car conpany.
It's the battery devel oper. And even nore inmportant, the
materi al devel oper, because this is where you have the
real capital. |It's a major chenical conpany and nateria
conpany, that see a market, that are willing to put their
own conpany earn the noney to advance technol ogy because
they see conpetitive market that they can in the future
participate or that already participate, they want to
i mprove their position and nake noney. It is the chemca
conpani es, the material conpany, of course the battery
conpani es as wel|.

CHAlI RPERSON LLOYD: And your slide 8 where you
ook at the lifetine -- typical lifetime of the batteries.
VWhat 1'd Iike to relate that to is an initial staff
proposal that on hybrid electric batteries the battery
also have | think a 15 year warranty.

DR, ANDERVAN:  Yes.

CHAI RPERSON LLOYD: W have now reduced that
think to 10 years.

DR. ANDERMAN:  Yes.
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CHAlI RPERSON LLOYD: But given the way you pose
that, that's also a significant challenge for the auto
conpani es.

DR ANDERMAN: Yes, | believe that at least in
one of the cases the refusal of the battery conpany to
give 8 to 10 years warranty for the battery was a
significant factor in canceling one of the prograns that
you have seen out there on the slide before. The battery
conpany could not afford to take the risk and give an 8 or
10 year warranty. The car conpany did not feel that they
can fill the vehicle with a $2,000 battery with the risk
of having to replace that 7 or 8 years later. Wen they
use a multiplication factor for an aftermarket part is 3
to 1, which nean if they pay $2,000, they assune the
custonmer will have to pay 6. And so this is a very
significant business risk for the car conpany. And the
battery conpany cannot afford to and they're refusing to
put to show them and put a fuel into a product that
they' ve only been under devel opment for three or four and
five years.

And to give a full warranty on sonething |ike
this, they will have to assune that 99 percent of the
product will neet that warranty. And there is no data
what soever to suggest that today. There is progress, and

we hope that we can get to 10 years. But it's -- we're
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very far fromit, fromproving that at |east today.

CHAlI RPERSON LLOYD: Thank you

Questions fromny col |l eagues?

Thank you very much indeed. Thank you.

And | appreciate the way you presented your
concl usions conpared to 2001. It was very hel pful.

Now we have Council man Henry Perea, Gty of
Fr esno.

COUNCI LMAN PEREA: Hi. Good -- is it still
norni ng, or what tine do we have here?

CHAlI RPERSON LLOYD: It's norning for us.

COUNCI LMAN PEREA:  Good norning, M. Chairman
nmenbers of the Board. M nanme is Henry T. Perea, and |'m
a city councilman fromthe Gty of Fresno.

| stand before you today on behalf of the sixth
largest city in the State of California, with a popul ation
of half a mllion people, in urging you to oppose any
changes or nodifications in the ZEV programthat woul d
weaken the program And I'mnot here alone. Qur city
council passed a resolution two weeks ago urging your
opposition to this. | have given that to you. | did FAX
it to you yesterday, as well as had copies made for you
t oday.

For the Central Valley we see this issue as a

very inmportant issue, and that's why the Central Valley
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sent me here today. W see this issue in severa
di fferent ways.

First and forenost is air quality. It's no
secret in this nation and I'"'msure in this roomthat the
Central Valley is fast becoming onits way to one of the
worst air basins in the nation. Qur air board -- our
local air board is currently |ooking at changi ng our
designation to becoming the worst air in the nation. O
course the only other city that has this dubious honor is
the Gty of Los Angeles. So from our perspective, passing
any changes that woul d weaken a programthat has been so
beneficial and it has the potential of becom ng so nmuch
nore beneficial is ludicrous. W can't -- we as a city
and as a region will not stand for any board or any
el ected official to weaken such a good program

From anot her standpoint we see this issue as
t hrough economi ¢ devel opnent. As you may know, the
Central Valley struggles every year to attract new jobs.
Now we're struggling to even retain the industries that we
do have.

And air pollution has become such a serious
problem that we have been featured in nagazines and in
newspapers throughout the country. So, please, | urge you
to cast a "no" vote and oppose any changes that woul d

affect the lives and the people in the Central Valley.
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The vote you cast either today or tonorrow will have a
huge i nmpact on all the children and all those senior
citizens that have asthma and that have respiratory
problenms in our comunity.

So |I'd just keep ny comments brief. Thank you.
| appreciate your tinme. And thank you for having ne here
t oday.

CHAlI RPERSON LLOYD: Thank you for coming

Dr. Frank, Louis Browning, Amanda M| er

DR. FRANK: Hello, everybody. You've seen ne
here before. W know each other well.

| have just a couple of objectives in this talk
Fundanmentally 1'd like to see the Board nove towards --

CHAlI RPERSON LLOYD: Can you speak a little bit
cl oser?

Thanks, thanks.

DR, FRANK: Fundarentally 1'd like to see the
Board nove towards a ZEV in a progressive way. And I'l
outline sone suggestions.

Most inportant thing is we have cone a | ong ways.
And everybody has said this. | just want to be sure that
we continue. So where the original nmandate has
succeeded -- we devel oped advanced batteries. W just
heard that. W devel oped the concept of hybrid electric

vehicles. That didn't conme fromnowhere either. That's
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in part due to what we've done here. W' ve introduced the
pl ug-in concept, at least | have. And --

(Laughter.)

DR FRANK: -- we've introduced the world to do
propul sion concepts. And this couldn't have happened
wi thout the Board initiation way back in 1990.

--00o0- -

DR. FRANK: Now, where is the mandate goi ng and
where will it lead us next? Let's create the mandate --
by the way, | said | supported the Board and the staff,
and | really do. | just want to be sure that whatever
evol ves out of staff and the Board is going to continue
this | eadership to industry to continue the advancenment of
aut onotive technology into the next decade. But please
focus on the near termand not the long term

We just heard from Fresno. | think that
Fresno -- the valley is getting polluted nmuch qui cker than
our nmandate is providing zero em ssion and cl ean vehi cl es.
And | think this is a key. W need to focus on the near
termnore inportantly than the distant future.

The mandat e shoul d provide a schedul e to approach
pure ZEV in the future with an annual overall em ssions
decrease including the full fuel cycle. | think we need
to analyze that carefully, and |I'm suggesting the staff do

t hat .
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Lets do it right this tine. But the key is let's
take our time. Let's not rush into this, an consider al
options.

--00o0- -

DR FRANK: Just to -- | just want to reiterate
sone of the things that we have done in the passed. The
Hybrid El ectric Vehicle Wrking Goup, which EPRI and
CARB -- yourselves -- South Coast Air Quality, USDCE, GM
Ford, research groups fromthe National Labs, ARGON,
Handrail, Southern California Edison, SMJD, New York --
this was a conprehensive study that we did. And | just
want to reiterate sonme of the results and naybe give you a
slight different slant on the results.

Here's the greenhouse gas eni ssions, one of
CARB s new charges. W' re conparing here both the
conventional gasoline and renewabl e gasoline or renewabl e
fuels; we're conparing the conventional vehicle; the zero
range to 20-mle-range plug-in hybrid; 60-mle-range
plug-in hybrid; and a hybrid electric vehicle special
which is a 60-nile range but w th new advanced
t echnol ogi es and body and so on; and the battery electric.

VWhat we can do in this horizontal axis, we could
sinmply substitute tinme for that horizontal axis. HEV Zero
is today, HEV -- that's current hybrids of the

conventional kind; 20-mle-range hybrid is nmaybe two
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years, five years from now when production can cone up
60-mil e range another two or three years out; and the
speci al hybrid by 2010, sonething |like that.

So what we see here is a gradual reduction of CO2
em ssi ons.

VWhen we | ook at the criteria em ssions, NOx and
ROG sane sort of thing. So, once again, we can
substitute on the horizontal axis time. And this is
somet hing that staff can work with.

--000- -

DR. FRANK: Societal benefits for just a snal
battery, 20-mle-range plug-in hybrid, for 150,000 tota
vehicle mles you will have achieved 33 to 66,000 zero
emission mles. Now, isn't that better than a pure ZEV?
This is halfway to a pure ZEV. And 100,000 or nore AT
PZEVs. So this technology is here al nost today.

Thirty to forty percent less NOx and ROG this is
better than the HEV Zero. Twenty to thirty percent CX2;
| ess than HEV Zero to current hybrids that don't use a
plug. Forty-two percent |ess petroleum And, don't
forget, 42 percent |ess petroleumneans fewer trips to the
gas station. Simlar nmarket potential as a zero-range
Hybrid. And retail prices, $1600 nore than a zero-range
hybrid. And that's 6 percent nore. That's a mistake on

the slide. I'msorry. Six percent nore than a
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conventional hybrid. That neans instead of buying the sun
roof, you could have a 20-nile-range plug-in hybrid.

--000- -

DR FRANK: Now, here are sone of the cars that
we constructed. | had themdownstairs. But due to the
speed of this hearing, | asked nmy -- ny students had to go
back. They have to take classes unfortunately.

--00o0- -

DR FRANK: Sone other additional --

CHAI RPERSON LLOYD: Can you --

Dr. FRANK: Yeah, | can wind it up. And
actually -- in fact I can wind it up right here.

In the printout you've got sone additiona
slides. But here are sone vehicles that we have
constructed at the UC Davis. And our objective at UC
Davis is to denonstrate to both the Board, staff, and the
public that these kinds of cars can be built by lowy
graduate students and even undergraduate students and
university. |If we can do it, the car conpanies can do it,
and at a reasonabl e cost.

Thank you.

CHAlI RPERSON LLOYD: Thank you

M. MKi nnon.
BOARD MEMBER McKI NNON:  Yeah, | just want to
thank you for your presentation. |In the |ast two hearings
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on this subject |I've tried to nove amendnents to nmake a
plug-in hybrid get nere credit.

| just really believe that a plug-in hybrid is
equivalent to a BEV. And the reason is that | amcertain
that people that drive BEVS in many cases change cars and
get into a gasoline autonobile to do other things, |ike go
on longer trips or go to the nountains. And in this case
you're flipping a switch. And | think for nmiddle income
famlies it's a lot nore realistic that you' re going to
have a car that you flip a switch instead of two cars.

And In terns of acceptability, | think they just
really have a lot of nmerit. And | thank you for your
presentation.

DR FRANK: My | make a quick comment ?

The way we've designed these cars there's no
switch. And ours switches automatically. So you just
drive it like a regular car. And the only thing that's
required is to plug it in every day. And if you do that,
it's Iike being able to buy gasoline at 50 cents a gallon

(Appl ause.)

CHAl RPERSON LLOYD: Dr. Browning. Then Amanda
M1l er, Dave Hermance.

(Thereupon an overhead presentation was

Presented as follows.)

CHAlI RPERSON LLOYD: Dr. Browning, again, |'ve
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read your conclusions. | would appreciate if you could
sunmarize this in three mnutes.

DR. BROANING In three? OCh, okay.

CHAlI RPERSON LLOYD: Well, because the way | read
the conclusion is very simlar to Dr. Frank's.

DR BROMING | thought | had 10

But basically what |'mhere to talk about is the
EPRI study on breakthroughs on battery technol ogy and a
life cycle cost analysis.

--000- -

DR BROMING How do | do this?

CHAlI RPERSON LLOYD: Because we al so have a copy
of your slides.

DR BROAMNING There we go.

Okay. There are two things that | think are new
here is there's exciting new news on increased nicke
netal hydride battery life that's emerged in the | ast
three years. In addition, production plans for engine
hybrid electric vehicles by major vehicle nanufacturers
will quickly bring down costs of power batteries, electric
notors, and electric controllers.

These two factors have big inplications,
especially by the end of the decade.

DR BROANING Well, I'lIl go by that one

Basically on battery life -- there's -- three Toyota RAV4
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EVs have accumnul ated over 100,000 niles on the origina
ni ckel netal hydride pack. Two nore have reached 85, 000
nmles. These five vehicles are projected to go from 130
to 150,000 nmiles on the original battery pack

New i nmproved positive el ectrode technol ogy will
i ncrease battery life and will reduce the need for costly
battery cooling. New control strategy will increase
battery life. And basically this neans that the cycle
lives that were originally predicted by the 2000 battery
panel of experts, 6,000 to 12,000, are greatly
under est i mat ed.

--000- -

DR BROMING This is one of the EV RAV4A's --
this shows a | ab test done by Ford on three battery types.
And | think the inportant thing here is that nickel neta
hydride batteries, as you |ower the depth of discharge, in
ot her words the anpbunt you discharge themon a cycle, the
cycle life increases significantly. And one of the things
we found is these Ford tests shows as nmuch as 8,000 cycles
to failure when discharged from 80 percent to 20 percent,
or a 60 percent depth of discharge.

W' ve seen data from Saft and Anderman that have
said 3,000 to 4,000 cycles in an 80 to 20 percent state of
charge. Cal Hanmer and SAE high nileage tests have shown

2,000 plus on an 80 percent depth of discharge.
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CHAlI RPERSON LLOYD:  You' ve got 30 seconds.

DR BROMI NG Ch, okay. Well, then I'll nove on
here quickly.

CHAlI RPERSON LLOYD: Because Dr. Anderman covered
a lot of the material you were tal king about.

THE AUDI ENCE: He's still got a presentation

CHAlI RPERSON LLOYD: Please, I'mlistening to the
Wi t ness.

DR. BROANI NG Ckay. | wanted to go over the
life cycle cost, because | think that's pretty inmportant.

Could I have a minute to do that?

CHAlI RPERSON LLOYD: We've got the copies here, if
you'd read it quickly.

DR. BROMNING Ckay. Basically the life cycle
cost analysis using basically a nodified CARB net hodol ogy
shows that at 100,000 units per year the life cycle costs
for an engi ne-dom nant hybrid is about $500 less than a
CV. The plug-in hybrid is about $1200 I ess.

--000- -

DR. BROMNING And basically if you |l ook at cost
parity, we reach cost parity at about 50,000 units per
year with a battery electric vehicle, and at battery
nodul e costs of about 450, 470 a kilowatt hour, which is
consi derably higher than was originally deterni ned.

--00o0- -
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CHAlI RPERSON LLOYD: Can concl ude pl ease?

DR BROANING |'Il nove on to the concl usions.

Basi cally HEV Zero's engi ne-doni nant
plug-in hybrids, and battery electric vehicles
cost parity with conventional vehicles at mnuch
battery prices.

Pl ug-in hybrids can reduce greenhouse
criteria em ssions. Because life cycle parity
reached with PHEVs, the emi ssion benefits cone
to the consuners.

--000- -

DR. BROANI NG Production plans for

hybri ds,

can reach

hi gher

gas and
can be

at no cost

engi ne- domi nant hybrids by maj or vehicle manufacturers

will quickly bring down the cost of power batteries,

electric motors, and electric controllers.

Battery technol ogy has advanced so costly battery

repl acenents are mnimzed or avoi ded. And battery

| easing can turn up-front battery costs into operating

expenses, making PHEVs nore attractive to consuners. And

I think there is a business case for hybrids and plug-in

hybri ds.

Thank you.

CHAI RPERSON LLOYD: | think staff recognizes

that, at |east they've given the opportunity.

And we'l |
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be happy to ask each auto nmanufacturer their plans for
pl ug-in hybrids.

Next, Dr. Amanda M|l er.

Then | think we have Toyota -- we have Dave
Her mance, Mary Nickerson, and Joe Tomita. | understand
you' re going to cone together

(Thereupon an overhead presentation was

Presented as follows.)

CHAlI RPERSON LLOYD: And |'d appreciate if you'd
respect us with tine.

DR MLLER Yes, quite.

I"mrepresenting the same EPRI HEV wor ki ng group
whi ch was the consensus study on the adoption of both
pl ug-i n and non-plug-in hybrids. And | was responsible
for the market research on the custoner acceptance of
t hese vehicl es.

--000- -

DR MLLER And the focus was to understand if
there woul d be nai nstream potential for these vehicles,
that -- you know, woul d people who aren't early adopters
actually be willing to plug their vehicles in, would they
be willing to use thenf?

--00o0- -
DR MLLER What we found is that, yes, in fact

custonmers were interested in plug-in hybrids, that they
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appreci ated nany of the benefits, in particular avoiding
going to gas stations.

And the participants were asked whet her they
preferred plugging in over going to a gas station, on a
1-to0-9 scale, given these two statenents right here: "I
woul d prefer to fuel ny vehicle with gas at this gas
station" versus "I would prefer to fuel ny vehicle by
plugging it in at hone." And what we found is that
respondents showed a strong preference for plugging in
with as nany as 56percent and 63 percent anong m dsi ze
CONSUITer s.

--000- -

DR MLLER The other thing that we did was we
built a very sophisticated market nodel that predicted the
relative market shares of the HEV Zero, which is the
non-plug-in hybrid, and the 20-nile-electric-range hybrid
and the 60-mile-electric-range hybrid versus the
conventional vehicle. Under the scenario that you could
go out and if what you were looking for was a Civic, you
could get any of the four types. So you got the sane
vehicl e, sane behavior. |It's just that engine differed.

Respondents were told that in order to get the
benefits for the HEV 20 and 60 they had to plug in. And
in fact we saw that the market preference for plug-in HEVs

was around 40 percent.

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

226

If gas prices go up, of course that's higher

--000- -

DR MLLER So that is my presentation. |
appreci ate your tinme.

Thank you.

CHAI RPERSON LLOYD: Thank you very nuch
Appreci ate your keeping to the tine.

Any questions?

O course gas is -- have you actually nonitored
any behavior -- |'ve seen in the papers increased behavi or
for just hybrids given the increased price of gas.

DR MLLER Yeah, | think we'd find if we did
the research over that some of the benefits about
i ndependence fromforeign oil would come out stronger than
we saw in the research we did

CHAlI RPERSON LLOYD: Thank you

We have Toyot a.

MR TOM TA: Good afternoon, Chairman LI oyd and
| adi es and gentlenmen of the Board. M nane is Joe Tonita.
I"ma group vice president for the technical and
regul atory at Toyota North Anerica.

(Thereupon an overhead presentation was

Presented as follows.)

MR TOM TA: 1've had the pleasure of neeting

many of you in ny role as head of Toyota's conmunication
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teamto the ARB, along with nmy coll eague Dave Hermance,
and | thank you for this opportunity to speak to today.

--000- -

MR TOM TA: As you know, Toyota has responded to
your call to do what it can to reduce vehicle enissions by
provi di ng many of the technol ogi es contenpl ated under the
ZEV Program W worked for five years to | ease the RAV4
EV electric vehicle to -- and sold and | eased this vehicle
at retail |ast year.

--00o0- -

MR TOMTA: W are also the first in the world
to mass produce a gas-electric hybrid vehicle, the Toyota
Prius. And we will have an announcenent concerning the
next generation of the Prius, which will be an AT PZEV, at
the New York auto show next nonth.

--00o0- -

MR TOMTA: We will also have 20,000 PZEV
Cantry's on California's roads in the '03 nodel year and
40,000 in '04 nodel year.

--00o0- -

MR TOMTA: Finally, you al so nay have heard
that we have and will continue to place fuel cell hybrid
vehicles in denonstration prograns in California.

--000- -

MR TOM TA: Beyond vehicles there is also an
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active nenber of the California -- partnership and a
foundi ng partner of ZEV Net, the innovative station car
program underway in Irvine. Through these projects we
have worked closely with your staff. And in the case of
station cars, also worked directly with Board nenber
DeSaul ni er, who has been a trenendous catal yst for sharing
these transportation initiatives in California.
--000- -

MR TOM TA: W have three nain issues to share
with you today. First, our experience with retail sales
and marketing of the RAV EV. Second, our thoughts on fue
cells and their challenges. And, third, the val ue of
hybrids, both as a bridge to and essential conponent of
the zero-em ssion future.

A representative from Toyota Motor Sales, Mary
Ni ckerson, will cover the first topic with you, and Dave
Her mance fromthe Toyota Technical Center will cover fue
cel s and hybri ds.

--000- -

MR TOM TA: Before | turn to Mary, however, |
woul d I'i ke to acknow edge the efforts of your staff in
working to inject nore technical and commercia
feasibility into the regulation

As you will hear fromus, sone issues renain

But overall, since no one has a clear crystal ball on the
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autonmobi l e future, we think to continue to focus on the
quality of vehicles and vehicle interactions rather than
shear quantities of cars in any particular category is a
nove in the right direction.

Mary N ckerson from our sales departnent will now
speak to you about our retail programfor the RAV4 EV.

Thank you agai n.

CHAlI RPERSON LLOYD: Thank you for the positive
conments, Joe. Appreciate it.

MS. NI CKERSON. Good afternoon. M nane is Mary
Ni ckerson, and |I'mthe National Marketing Manager for
Advanced Technol ogy Vehicles at Toyota Mdtor Sales U S. A

I've had the opportunity to nmeet and speak with
many of you in the past year. And thank you for the
opportunity to speak today.

In August 2001, Toyota decided to fully engage in
a proactive sales effort for full-function electric
vehicles. The purpose of ny presentation is to present
the programis elenents and results.

First, I"d like to take a few nonents to review
t hese program el enents, including the vehicle, our
di stribution nodel, pricing and warranty, and specifics
about the marketing efforts.

--000- -

M5. NI CKERSON: Toyota offered the RAVA EV based
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on its popular RAV4 | C platform known in the marketplace
for its utility.

We utilized a proven internet-based business
nodel for the Prius that acconplished two key objectives.

First, the systemstream ined the distribution
process; and, second, the on-line nature allowed these
custoners to have easy access to all information on the
web.

This systemproved its nmettle with Prius by
successful 'y introduci ng new technol ogy and attai ni ng our
sal es goals for the launch and the 18 nonths that
followed. U S. sales for Prius are now greater than
45,000, with about 15,000 in California.

Toyota al so established a statew de sal es network
of 25 self-selected deal ers who were al ready successful at
selling Prius and a conprehensive EV sal es and service
training for the dealers and their associates, with
participation of an ARB representative. Toyota provided a
denonstration unit to each dealer to allow custoners to
test drive the vehicle.

--00o0- -

MS. NI CKERSON. Toyota established a third-party
busi ness partnership with Cean Fuel Connection to
streamine the distribution and installation of chargers.

Toyota al so created an attractive pricing offer
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that included the charger. This price was well bel ow the
cost per unit, but provided the deal er substantial nargins
to provide notivation. W offered custonmers the option to
purchase or |ease. And our |ease options were equival ent
to the Prius, $329 a nonth price after the | oan fal
i ncentives were included.

Toyota al so included a 3-year, 36,000 nile
warranty, prepaid naintenance, and a conplinmentary
roadsi de assi stance program |In addition, a 5-year
60,000 nile nain battery and powertrain warranty was
provided to each custoner.

Finally, Toyota focused on building high
awareness with a targeted nul tinmedia marketing canpai gn
based on the successful Prius, which I'll now describe in
nore detail.

--000- -

MS. NI CKERSON: Fifty thousand pronotiona
brochures were distributed with a two-percent response
rate. A TV spot was devel oped which aired on sel ect cable
channel s. Magazi ne nedia included California Editions and
11 national magazines. |In addition, full-page newspaper
ads were placed in major netropolitan areas. Qutdoor
nmedi a was al so used in San Francisco, L.A , and Berkeley.

Interactive nmedia was wi despread with a click

through to the RAV4A EV site. RAV EV advertising canpaign
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generated alnost 800 nmillion inpressions in California,
whi ch was doubl e the Prius inpressions nationally.
--000- -

MS. NI CKERSON:. Qur marketing activities paid off
in generating a very high awareness level. Al nost 800, 000
visits to TOYOTA. COM were directed at the RAV4A EV web
page, as conpared to about 500,000 visits for Prius.

--00o0- -

MS. NI CKERSON:. Despite the hi gh awareness of the
RAV EV, the sal es pace was disappointingly low. These
results shared with ARB in md-Cctober reflect the sales
pace over tine. You can see that after the initia
pent-up dermand of 47 units in the first two weeks, the
average demand was about six units per week. The demand
for RAV4A EV remai ned small and did not increase.

--00o0- -

M5. NI CKERSON: Let's now | ook at another netric
the rati o of consumer purchase interest to actua
purchases. This chart shows the nunber of individuals in
California who registered their interest on our website.
You can see that the nunber of interested custonmers was
over 2 1/2 tinmes that of the RAV4 EV custoners. But a far
snal | er percentage actually went through with the purchase
of the RAV4 EV than the Prius. The fallout rate was 87

percent for RAV4 EV and only 27 percent for Prius. This
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i s perhaps nore dramatic when conparing sal es vol une of
i ndi vi dual deal ers.

This chart shows RAV4 EV and Prius sal es by
dealer. As you can see, despite the availability of a
two-tines greater financial incentive for dealers to sel
RAV4 EV's, every dealer in the programsold nore Prius
than it did RAV4 EV.

Toyota of Berkel ey, one of our top Prius dealers
in the nation, sold 108 Prius and 6 RAV4 EVs during that
peri od.

In summary, Toyota's retail market program was
based on a proven internet business nodel, a notivated
deal er network, an attractive pricing and warranty
program and an extensive multinedia marketing plan. On a
per-vehicl e basis nedia spending during the program was
nore than 15 tines that of Prius, and intelligently
targeted at custoners nost likely to be interested in an
electric vehicle. These narketing efforts were successfu
in generating high awareness, as shown in our website
traffic data, but sales remained | ow and did not increase
over tine.

To conclude, with the only full-function electric
vehicle available to the market, Toyota only sold at an
annual i zed pace of 300 vehicles per year

Thank you for the opportunity to share our
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perspective. And now if you have any questions related to
the EV sales effort, |'d be happy to answer themat this
tine.

BOARD MEMBER HUGH FRI EDVAN. Are there any
guesti ons?

BOARD MEMBER McKINNON: My first question is:

Was this presentati on made at the workshops or other
pl aces for the public for the public to kind of view and
get a grip on?

MS. NI CKERSON. The presentation that we
presented to ARB was presented to the ARB nenbers.

BOARD MEMBER McKINNON: | understand. | was in
one of the nmeetings where it was presented. Wat |'m
wondering i s whether or not the public has seen it before
t oday?

M5. NICKERSON. | think only a |imted nunber may
have seen it.

BOARD MEMBER McKI NNON: Okay. The other question
| have -- and I'mwlling to -- you know, if it's nore
appropriate to ask the next speaker, let nme know that.
The issue that was tal ked about a little while ago about
some of the used vehicles being sold or |eased or
re-1 eased, where is Toyota on that issue?

MS. NICKERSON. Currently our fleet of vehicles

that are comi ng off |ease, nany of those are being
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re-leased by those fleet custonmers, of which the majority
of those are in California. And for |eased vehicles in
the retail program custoners have the option to purchase
t hose vehicles at the end of the |ease.

BOARD MEMBER McKI NNON:  Thank you.
CHAlI RPERSON LLOYD:  Any ot her questions?

Thank you very nuch.

MR, HERMANCE: Good afternoon. |'m Dave
Her mance. Afternoon to the Board. | suspect many of you
know me. |I'mwth Toyota's Technical Center. And ny

purpose in this threesone is to review Toyota's take on
t he regul atory proposal
We're al nbst about to get a slide.
--000- -

MR, HERMANCE: Toyota supports nany of staff's
observations, particularly anong those -- and reinforced
by Dr. Andernan's observations -- battery cost and
per f ormance have not evolved as hoped. There have been
snmal | increnental inprovenents, but there have been no
br eakt hroughs in the battery technol ogy as we had al
hoped in the early stages of this process.

Further, there is no significant elenent on the
el ement on the horizon that suggests that this situation
wi | I soon change.

Further, as reviewed by Mary N ckerson, the EV
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market as tested is small; and at the price point -- or
the cost of manufacture of the vehicle is not a
sust ai nabl e mar ket .

Finally, we agree that the fuel cell vehicle is
not yet ready for comercialization. And | have a little
nore information with regard to fuel cell

--00o0- -

MR, HERMANCE: As an independent devel oper of
fuel cell technol ogy, Toyota supports the vision of a
future in fuel cell transportation. Toyota began fue
cell devel opnent in 1992, evaluating not only the basic
system conponents but fuels and fuel storage options over
a series of vehicles that were both for denonstration
purposes and for internal use.

We have announced a program of approximtely 20
vehicles to be located in California and in Japan as the
first phase of a test outside of the parent organization
Sonetimes it's necessary to have custoners other than the
engi neers devel opi ng the product, give us sone feedback
with regard to the acceptability of the product to the
future mass market. W just began this phase in Decenber
of last year, and the rest of the vehicles will be placed
t hrough the bal ance of this year

These vehicles are being placed on a 30-nonth

| ease. At the end of that period of tine, or earlier if
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we get additional information, we'll begin to feed that
i nformati on back into the ongoi ng devel opnent process and
nmake deci sions then about what is the next appropriate
st ep.

The bottom|line though is that additional vehicle
pl acenents will be driven by the needs of the devel oprent
process rather than by the need to satisfy a set nunber of
vehicles. The devel opnment process has its own timng and

pace, which may not always agree with the regul atory

desire.
--000- -
MR, HERMANCE: Let ne talk briefly about fuel
cell -- this slide actually says challenges. Engineers

prefer to refer to these as opportunities. There are
literally thousands of opportunities associated with the
ongoi ng devel opnent of fuel cells.

The first grouping of these opportunities are
those within the control and purview of the manufacturers
and their supplier community. They deal with the basic
el ements of the system The fuel cell stack, which is the
core of the technol ogy; the hydrogen storage, which is a
maj or chal | enge because hydrogen is significantly |ess
dense an energy carrier than are liquid fuels; and then
what are universally referred to as bal ance of plant,

those auxiliary systems necessary to nake the whol e system
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work as a fuel cell engine. They include principally air
managenent systens, fuel managenent systens, and water
managenent systens.

As you have heard, the only byproduct of
operation of a fuel cell vehicle is water. The downside
of having water as the only byproduct is in | ow
tenperature environnents, sonme of which are in California
and nore of which are in other parts of this country.
There is a significant engineering challenge to nanage
that water vapor to keep it fromfreezing in a point in
the systemthat you don't want it frozen in

The next group of challenges are those in which
the auto nmanufacturers have a role, but al so they need
support from ot her organi zati ons outside the industry.
These are in regard to codes and standards. For exanpl e,
there are codes and standards necessary for the
devel opnent of the core technol ogy, the vehicle and the
conponents of the vehicle. And those will largely be
wor ked t hrough the Society of Autonotive Engi neers and
other international standards organi zations. But to the
br oader issues of the interface of the vehicle to the
refueling infrastructure and of the building safety --
bui | di ng codes and standards, there are an alnost infinite
nunber of standard-setting organizations in the world.

Largely this work is being pushed forward through the
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California Fuel Cell Partnership, which has been very
val uable in pulling together the diverse interests. But
this is work that's done not only by the industry, but by
many others as well.

The other itemwithin the -- not wholly within
the control of the auto industry is public awareness and
acceptance. There was an unfortunate incident many years
ago that unfortunately is brought to mind by many people
when you tal k about hydrogen -- that, by the way, was
directly related to a static discharge igniting the paint
on the big bag that held all that hydrogen. It was not a
hydrogen incident. But that is the hurdle that has to be
junped with the public for the perception of safety for
t he vehi cl es.

Then the one other issue that's wholly outside
the purview of the manufacturers, other than we have to
buy sonme of it in order to run our limted nunber of
vehicles, is infrastructure. This area of opportunity
falls to governnment and the energy industry to provide the
ubi qui tous refueling structure custoners have cone to
expect in their inpersonal nobility.

--000- -

MR HERMANCE: Let's talk for a second about fuel

cells as an enabler of this -- or hybrids as an enabl er of

the fuel cell future. W agree with staff's position that
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hybrids are a significant enabler of the fuel cell future.
Several key systens devel oped for hybrid vehicles will be
directly applicable to the future fuel cell vehicles.
These include power electronics, secondary batteries, nore
efficient drive notors, and overall control

--000- -

MR, HERMANCE: That's perhaps easier seen in this
diagram which -- if | can get the LASER pointer to work.
No, it will not work. Never nmind.

Okay. The systemin -- power control electronics
use sophi sticated power devices called insulated gate
bi pol ar transistors. They are conmon between hybrid
vehicles and fuel cell vehicles. The battery in a
hybrid -- or in a fuel cell vehicle, at least in the case
of our fuel cell vehicle, is exactly the sane battery
taken froma Prius. The drive notors, although they are
larger in the fuel cell, are of the same design character
with the objectives of high efficiency and mi ni nrum wei ght
and space. So -- and the overall control system
i ncluding regenerative braking, is directly conparable
fromvehicle to vehicle.

--000- -

MR, HERMANCE: One snall quibble with the staff's

eval uation, not based on Toyota's data but based on

third-party data. A contractor to the California Energy
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Conmi ssion, K G Duleep of EEE A, did a cost analysis for
t he petrol eum dependent study ordered by CEC. This is
data extracted fromhis report from March of 2002

It suggests the cost at today's prices and the
cost at 100,000 units per year volunes of the various
technol ogi es. These are the tiers of advanced technol ogy
conponents arrayed in the staff report for credit as
advanced conponents in the AT PZEV category.

If you look at the Tier 2 category, the mature
cost at 100,000 units is $1600, and the Tier 3 is $2400.
That suggests to ne that the staff's evaluation of the AT
PZEV credit for Tier 3 needs to be incremented by a tenth
to get cost equity anmpong the two technol ogies.

--00o0- -

MR, HERMANCE: Toyota is committed to hybrid
vehicles, both as a great technol ogy today and as a bridge
to the fuel cell future

A note of caution, however. This technology is
not free. Today it is not even cheap. Even in the future
in high volunes it will not be free. The cost, translated
to the price of the vehicle, and the vol une, nandated
by -- or required by the regul ati on as proposed, will pose
a significant challenge for manufacturer and marketing of
t hat nunber of premiumcost vehicles. Sone manufacturers

will be better positioned to respond to that challenge
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than others. But state or federal incentives would
significantly reduce the hurdle to be junped to get to
t hat point.

--000- -

MR HERMANCE: And then the conclusion slide.

At the highest levels of the corporation, Toyota
is conmitted to reducing the footprint of our products on
the environnent. W |look forward to working with staff,

t he Board, and other stakeholders in the ongoing
regul atory process to clean California's air.

I'd be glad to take questions if you have them

CHAlI RPERSON LLOYD: M. MKi nnon.

BOARD MEMBER McKI NNON:  What ever di sagreenent |
m ght have with the staff proposal and whatever
di sagreenment we rmay have in how this gets resolved, |
think it's really necessary to say to you and Joe and
Mary, it's very clear to ne as a Board nenber that Toyota
has done the very best job of any of the conpanies worKking
on this zero em ssion problem

MR, HERMANCE: Thanks.

CHAlI RPERSON LLOYD: Can | ask you, Dave, two
guestions which are relevant to previous testinony. And,
again, 1'd like to ask all the manufacturers -- although I
won't get a chance to talk to General Mdtors and

Dai m er- Chrysler.
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But do you think the credits for plug-in hybrids
are adequate? Under what circunstances would you see a
benefit in plug-in -- would convince you to get into
pl ug-in hybrids?

MR, HERMANCE: The credit structure appears to be
significantly generous and shoul d inspire sonmeone to
participate in that arena.

The reality, however, is that the devel opnent job
is sonewhat nore difficult than characterized by studies
of those who don't have to develop vehicles. There are
significant test procedure issues that have to be resol ved
that are inpossible to resolve until you have a vehicle to
reviewwith regulatory staff to get concurrence that the
systens aren't defeat devices, that they are getting
appropriate test nethods that correctly credit their
em ssi ons performance.

So | believe that it will come. It will not cone
soon. The near-termmarket is for the grid-independent
vehicle. Longer term wth that credit structure, | would
be surprised if a manufacturer didn't go there.

CHAlI RPERSON LLOYD: Second question

VWhat about hydrogen | C engine that M. Freeman
spoke so el oquently about?

MR, HERMANCE: | don't know about those graven

i mages.

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

244

In any event, hydrogen | CE engines coul d indeed
provide a bridge if the infrastructure were to devel op
ahead of the fuel cell. | think the task to devel op
hydrogen vehicles -- hydrogen |ICE vehicles -- it's
conpl i cated when you add hybridi zation to it. But pure
hydrogen | CE vehicles is sonewhat |ess daunting than the
chal l enge to deploy the infrastructure. |If there's
infrastructure in need of use and fuel cells aren't ready,
then I think hybrid | CE could be a viabl e candi date.

CHAlI RPERSON LLOYD:  Supervi sor DeSaul ni er

BOARD MEMBER DeSAULNIER.  Well, first off 1'd

like to echo what Matt had to say. And | appreciate the

nice coments by Joe. |It's been a pleasure working with
Toyota for these nmany years. And, Dave, | enjoyed our
train trip in Japan. It was a good phil osophica

di scussi on.

But followup to the Chairnan's conment, it does
get into a chicken-egg problemthat we've tal ked about in
terms of infrastructure. But the opportunity for interna
conbusti on engi ne, hydrogen, would beg to at |east
intuitively encourage infrastructure in hydrogen
refuel i ng.

MR HERMANCE: You're right. It is chicken and
egg. It's which do you want first. Who nakes --

BOARD MEMBER DeSAULNI ER: W want both
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MR, HERMANCE: Then if the infrastructure appears
to be devel oping a pace and fuel cells are not, |I'msure
that industry will be inspired to provide hydrogen |ICE
vehicles. There are nanufacturers who are already
pursui ng hydrogen | CE as an independent technol ogy. More
of them woul d becone interested were there an
infrastructure in place.

BOARD MEMBER DeSAULNI ER:  And what about hydrogen
hybri ds?

MR, HERMANCE: The chal |l enge there is you have
now two technol ogi es that add prem um costs to the system
You have a hydrogen storage chall enge that you have to
address. And you have to nmake space for the hybrid
conponents, the batteries and whatnot. You're now addi ng
conplications. But certainly it's a nore efficient
vehicle. You' d have to do the trade-offs of the specific
design to deterni ne whether you wanted to hybridize or
not .

BOARD MEMBER DeSAULNI ER:  How long would it take
to take sonething like a Prius, if you made that decision
and actual |y make hydrogen hybri ds?

MR HERMANCE: | understand one of our
conpetitors took one of our vehicles and did that.

BOARD MEMBER DeSAULNIER: How long did it take

t hent?
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MR, HERMANCE: | don't know what the devel opnent
time -- | haven't even seen the vehicle. | just heard
about it.

BOARD MEMBER DeSAULNI ER:  Ckay. Thanks, Davi d.

Thank you, M. Chairman.

CHAlI RPERSON LLOYD:  Supervi sor Roberts.

BOARD MEMBER ROBERTS: Yeah, the conment and the
suggestion the Tiered 3 credit, | wondered, is the staff

going to respond to that, the difference in the .5 and .6?

CH EF DEPUTY EXECUTI VE COFFI CER CACKETTE: Yes, we
created the three different categories with different
credits. It was not precisely derived fromthe kind of
cost analysis that Dave Hermance presented. W were
looking at -- nore at what is the relative difference in
technology and its ability to force or nove ZEV-1i ke
technol ogy to the future.

And the two vehicles that we were kind of
conparing between the Tier 3 that nme nmentioned and the
Tier 2 was the Honda Givic and the Prius. And while some
of their characteristics are different, notor power,
things like that, we didn't think they were that different
that it required a -- that it would justify two-tenths
difference in credit. So we picked one-tenth difference
in credit.

BOARD MEMBER ROBERTS: The phil osophy is | guess
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different fromwhat we discussed earlier in the signing of
the credits. W were |ooking at the cost, and that's what
was driving the Toyota one or whatever it was.

CHI EF DEPUTY EXECUTI VE OFFI CER CACKETTE: Yeah,
that was on the battery vehicles versus the hybrid
vehicles -- or the fuel cell vehicles. And, yeah, there
was a different phil osophy at stake there. There it was
trying to see that -- | guess it's our view that none of
the manufacturers are going to build battery electric
vehicles in these early years. They're going to go with
fuel cells. But there are secondary nanufacturers out
there who are anxious to build battery electric vehicles.
And so to get theminto the marketplace by nmaking their
credits worthwhile, we had to create a price structure
that would say if you didn't want to make one extra fue
cell vehicle and you chose to nake 20 -- buy 20 credits
froma secondary battery electric vehicle manufacturer
that would -- there'd be an econonic case to do that.

So in that case it was an econom c conparison
much i ke Dave also tried to apply to the hybrids. But in
the hybrid case that's not what we're looking at. W're
trying to figure out how to nove those hybrid conponents
into the marketplace into volumes such that they will
support at a later year battery electric vehicles or fue

cell vehicle production
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And so it was a different, nore of a
t echnol ogi cal - based rational e than an econoni ¢ based
rational e.

CHAlI RPERSON LLOYD: Bob, 1'd like to ask you a

guestion -- Bob Cross.
If ny menory serves nme correctly, | saw an E-nail
fromyou yesterday which had some first -- sone em ssions

data on hydrogen I C engines. And | don't know agai n what
the aftertreatnent now what it was. But the nunbers --
despite what David Freeman said, the nunbers were
non-trivial.

MOBI LE SOURCE CONTRCOL DI VI SI ON CH EF CRCSS: The
staff actually had a very hard tine getting hydrogen data.
We pursued it with both BMVand Ford, which are the ones
whi ch are doi ng devel oprent .

CHAI RPERSON LLOYD: Is your mike on?

MOBI LE SOURCE CONTROL DI VI SION CH EF CROSS: It
shoul d be.

| have the winpy mic of the day, | guess.

W contacted both BMVN and Ford, which have
devel opnent prograns goi ng on hydrogen vehicles. And BMV
refused to provide us the data, saying that it wasn't
representati ve of what could be done w th hydrogen.

And Ford provided us with the data, and it was

not i npressive when you ook at the LEV brothers em ssion
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standards. And | think that one can argue that they can
do better, as you probably hear. But | think the issue
wi t h hydrogen becones that what they do is they get the
engines -- to get the NOx down they get themextrenely
lean. And then they run into drivability problens.

And so their -- they have a different conbustion
regi me than what people are used to runni ng our
conventional vehicles in, and there's nore devel oprent
work that may need to be done there. So it's not a slam
dunk to do hydrogen, because if you want -- if you want
good fuel econony and good eni ssions, you have to be in
this lean regine. And you have fuel storage problens
because hydrogen's so hard to store. |If you bring it down
to the technol ogi cal approach we all know, which is
t hree-way catal ysts, then you consune the hydrogen too
fast. So that it's not going to be just ask-for-it kind
of technol ogy, we don't think

And there's a one-pager in your fol der discussing
t he nunbers.

CHAlI RPERSON LLOYD: Do you agree with that, Dave?

MR, HERMANCE: |'d have to suggest that |'d have
to find sonmebody else in the conpany to respond.
haven't done any hydrogen devel opnent. Sorry.

CHAlI RPERSON LLOYD: Well, Kelly's conming up. So

I"msure Kelly will have the answer to --
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BOARD MEMBER DeSAULNI ER: What's he driving?

CHAlI RPERSON LLOYD: Ben Kni ght, Honda; and then
Kel Iy Brown, Ford.

And then we're going to take a ten-mnute break
for the court report before we get into additiona
Wi t nesses.

Wth this batch we will finish the testinony from
the auto manufacturers.

(Thereupon an overhead presentation was

Presented as follows.)

MR KNIGHT: |'m Ben Knight with Honda R&D
Anericas. On behalf of Honda, | appreciate this
opportunity to give you comments. And we've al so
subnmitted witten comments.

Honda has denonstrated a | ongstandi ng conm t nent
to the advancenent of cleaner technology in the |ight-duty
fleet. This includes our efforts to advance battery EV
t echnol ogy, near-zero em ssion natural gas vehicles,
hybrid electric vehicles, as well as near-zero em ssion
gasol i ne vehicles like the Accord PZEV.

In addition, we've recently certified and
i ntroduced the Honda FCX fuel cell vehicle that's now
seeing daily use with the City of Los Angeles. So when we
tal k about what is working and what has not worked and

what pat hways can be effective to technol ogy advancenent
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goals and air quality, we speak fromreal experience with
t hese technol ogi es.

W're also fanmiliar with sonme of the I|atest
ongoi ng research on real-world eni ssion performance of
near-zero eni ssion gasoline vehicles. Now, these vehicles
are now denonstrating real -world em ssion reductions far
bel ow what was consi dered possible just a few years ago.
They have air quality inpacts that are sinmlar to battery
el ectric vehicles when you take into account upstream

This really is startling news and very positive
news. And clearly this is the fastest and nost effective
path to inprove air quality.

W al so actively participate in the California
Fuel Cell Partnership. This unique partnership pronotes
t echnol ogy advancenent, cooperation on broad issues to
prepare the infrastructure and narket, and facilitates
fleet trials of vehicles and infrastructure as the next
i mportant step. Key international players, OEMs,
conponent suppliers, and energy conpanies, including
hydrogen providers, are actively participating in this
partnershi p and devel opi ng the pat hway t owards conmercia
success. It's an organization that is one of chanpions.

It has been working. And the progress is worthy of your
respect. In my career |I'mseeing better results fromthis

partnership in success than nost any ot her
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There's not been a | ack of progress on technol ogy
addressing clean-air goals. On the contrary, the options
in past cleaner air are broader and nore successful than
anticipated in the original ZEV regulation. This has been
reflected in changes in the ZEV Program

Staff's direction as developed in the March 5th
regul atory proposal is a positive direction. Mre
ef fective and realistic technol ogi es and pat hways are
pronoted. Yet further ZEV progress through the
denonstration of a linmited nunber of zero em ssion fue
cell vehicles and advance in air quality goals and
t echnol ogy pat hways through the pronotion of near-zero
em ssion hybrid EV's, natural gas vehicles, and
cl ean- burni ng gasol i ne PZEVs. These are technol ogi es and
di rections whi ch Honda believes are worth pursuing.

We do have sone specific conmments to inprove the
regul ation. W note that the volume of AT PZEVs required
in the out-years grows perhaps unrealistically |arge.
These are very anbitious nunbers for products whose nass
mar ket consunmer acceptance is still unclear. Note that
the four-percent requirenent grows rapidly to ten percent,
and the credits for hybrids decrease over tine.

W& suggest the Board ask staff to reconsider the
limted and declining credit values or add a review

perhaps within this decade.
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Second, regardi ng hydrogen fuel cell vehicles.
There's good reason why staff's plan could not find
vol unmes for industry for 2009. It's sinply premature to
realistically nmeaningfully determ ne these volunes. W
strongly support staff's direction to leave it to be
determined. That's not zero. It's to be determined. And
it's not clear at the nonment exactly how fuel cells and
hydrogen infrastructure will devel op. An independent
panel of scientists and experts can help determ ne a
status and fairly advise the Board on the progress and
effort that has been going on

A third positive comment. PZEVs offer truly
out st andi ng emi ssion reductions. Their near-zero em ssion
performance real -world use is being confirnmed by research
at the universities. Wen this science-based assessnent
is taken into account, PZEV credit values nmay be at | east
0.5 credits. This may be justified in light of the air
quality inpact of these vehicles. Board should encourage
staff to reconsider these credit values as credible data
as provided for justification. There's a full spectrum of
ZEV technol ogi es now that can be studied. W're in a very
different era from 1990, and it's very exciting.

I do have a couple slides to show on the interna
comnbust i on.

--000- -
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MR KNI GHT: But first the slide shows some of
the key clean air technol ogies Honda's doing. It is a
wi de spectrum Al of these vehicles are near-zero
emi ssion. They're PZEVs or SULEVs pure ZEVs. And there
has been a synergy, and it's hel ped us identify pathways
t hat wor k.

--000- -

In the next couple decades if we want to make
rapi d i nprovenents in air quality and, frankly, have a
good chance to be further validated but a good chance of
neeting air quality goals, |ight-duty conmponent interna
conbustion engine vehicles need to play a role.

--000- -

MR KNI GHT: We've continued our investnents here
and address cold start em ssions, which have al ways been
thought to be the nost difficult of the problem But now
there's sone real solutions that are very effective.
Cat al yst deficiencies are approaching 100 percent. And
this is over the useful life, of the full life of the
vehi cl e.

Robust real-world control. What's the real-world
emi ssions |like? What if the air conditioning's on or you
go on an upgrade, you go uphill, you accelerate rapidly?
These are real issues, but again we're seeing dramatic

excellent results and very durable systens that are
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warranteed for 150, 000 miles.
--000- -

MR KNI GHT: One of the ways we're confirmng
this is through on-board instrumentation. W' ve done this
both at Honda, and the universities our in a third
generation of this, where they're using equi pment that can
neasure less than a part per million at a part per billion
level. They can nmeasure at anbient levels even if you
drive along the seashore with an ocean breeze passing, you
know, fromthe ocean into the city. And they can neasure
that anbient |evel.

--000- -

MR, KNI GHT: There's a slide showing an Accord
with -- driven for one hour on-road, real-world, air
conditioning on, hills, on-ranps, freeway on-ranps,
hi gh-speed cruising, whatever the traffic demanded. And
what's startling is the anbient |evel of hydrocarbons is
inred and the car is shown in green. And this is one
hour of driving and neasurenent.

CHAlI RPERSON LLOYD: Does this have the Premnier
catal yst?

MR KNIGHT: This is the exhaust. And Premier is
anot her way to even further enhance the performance of
these vehicles toward air quality.

--00o0- -
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MR, KNI GHT: Let me expand a portion of this in
the next slide just to show you how the car is performng
right at zero even on transients.
--00o0- -
MR KNIGHT: Dr. Lloyd, | thought | would stop
the slides there. But actually I'd love to give equa

time to ZEVs and fuel cell vehicles, if you indul ge ne.

CHAI RPERSON LLOYD: | will.
MR KNIGHT: So I'Il skip rapidly through
hybrids. 1'd like to give all these equal time because we

have equal enthusiasm wi thin Honda.

Hybrid vehicles really are advancing the electric
technol ogi es, notor, transm ssion, power electronics, and
el ectrical energy storage on a right battery unit in order
control. Very high tech cars that we try to make
transparent to the user

--000- -

MR KNI GHT: Honda has two of these now in
service. And if the Insight showed the public that these
can be exciting vehicles with tremendous performance and
air quality value, the civic five-passenger car broadens
t hat narket.

--00o0- -
MR, KNIGHT: Mdtor -- is the highest density

notor in the world, very high torque, very effective for
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regen and propul sion.
--000- -

MR KNIGHT: And different -- on the second point
here | do want to say that different than generally
anticipated, the enission performance is largely
i ndependent of the hybridization. And I think you can see
that fromthe earlier slide on an Accord.

--00o0- -

MR, KNI GHT: Key issue with the hybrids right now
is seeing larger market penetration of value, of cost
pricing to the custoner. That'll be the key to advanci ng
the market. And right nowit is -- they are expensive.
They carry a prem umprice

--00o0- -

MR KNI GHT: This is Honda's fuel cell vehicle
that is nowwth the Gty of Los Angeles. It's the first
car in the world that's been certified and put into
conmercial use. W've had to go through all the hoops at
EPA and Departnent of Energy, and were tested there in
M chi gan by EPA where they gave it fuel efficient -- well,
it has a wi ndow | abel just |like a conventional car because
it went through the full process.

--000- -
MR, KNI GHT: W had a great event launching it

with L.LA Cty on Decenber 2nd. It was well attended.
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--000- -

MR, KNI GHT: Just to go back to that. The mayor
and his staff is driving the car on a daily basis, as well
as ot her people who have access. W'Il|l have five cars
there by the end of June. Just part of their fleet.

--000- -

MR KNIGHT: And this is the |layout of the car.
It's an electric vehicle. The notor about the size of a
basketbal | now. And everything's under the floor. And
t he hydrogen tanks are well packaged. And we're getting
good mi | eage, serviceable range. This is double the range
we ever had with the electric vehicle. W can recharge in
four or five minutes. So it's very exciting to keep
pushing this technol ogy forward and nake it practical and
af fordabl e, which is going to take a lot nore tine.

--00o0- -

MR KNIGHT: We're also using an ultracapacitor
on board to extend the range, increase the performance.
And this substitute for a battery. It has higher
ef ficiency and hi gher output than the battery, so it's
perfect for this application. | just want to point out
that there's several pathways to our objectives. And we
think this technology's a very interesting one, so we'll
keep working with it.

--00o0- -
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MR KNIGHT: And, finally, the approach is so
important. And the fuel cell partnership has been good
for us and been very notivating to Honda. And it's great
to have top chanpions of the world at one place and have
t hor ough di scussions for noving on to real-world
applications. Infrastructure should be matched to these
fuel cell vehicles carefully as we progress and evol ve on
t he technol ogy and i ssues.

--00o0- -

MR KNIGHT: | also want to add that natural gas
vehi cl es are even cl eaner than the internal conbustion
gasoline car upstream It's not exotic. It doesn't have
a great inmage to people. But froman air quality
viewpoint, it's tremendous. The market's very linited.

It relates to infrastructure. Difficult issues even for
natural gas, which is economically well priced. Honda is
working on that with other parties in North Anerica. In
fact, sone ways, depending on the boundaries of the
analysis, if you do a well-to-wheel analysis, the natura
gas vehicle exceeds or maybe farther exceeds the battery
electric unit's air quality value. So ultinately

per f or mance- based evol ution of ZEV policy nore fairly
recogni ze the real contributions of these vehicles.

In sunmary, staff's ZEV Program direction

enphasi zi ng or creating optional pathways based on fue

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

260
cell vehicle technol ogy advancenent and denonstration and
near-zero emission hybrid EV's, natural gas vehicles, and
near-zero emni ssion gasoline PZEVs nore closely matches the
cl ean technol ogi es and pat hways that are nore effective
and realistic than achieving ZEV Program goal s.

Staff's left a placehol der for fuel cell vol unes
in 2009 and beyond, and that's appropriate. Insertion of
an arbitrary vehicle nunber at this tine can be very
count er producti ve to the advancenent of the technol ogy.

So leave this to be determ ned.

Honda has concern for the post-2010 ranp-ups.

And we want to nurture these narkets carefully, and so
reviews | think nake a | ot sense and we forward to that in
the future.

Based on this, we expect CARB's ZEV Programto
nove toward performance matrix for credits as data becones
avai |l abl e. And Market incentives encourage the advanced
technol ogy vehicles. They can be very effective. W al
want to see those succeed in the narketpl ace.

Thank you.

CHAlI RPERSON LLOYD: Thank you, Ben, for you and
your teaml s |leadership in nany of these areas in the ful
spect rum of advanced technology. Again, | think you do a
great job there.

And with that, M. MKi nnon
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And then | have a coupl e of questions too.

BOARD MEMBER McKINNON:  1'mgoing to ask you a
guestion that's redundant to each auto conpany. That is,
what are your plans with respect to the vehicles when you
bring them back fromlease? Are you willing to re-I|ease
or sell themto the | essees?

MR, KNI GHT: We certainly went beyond the MOA
program W intended a real-world test, went all out on
that program And when it was concluded we continued --
we set up a re-lease program even before there were
credits. So we've been extending the | ease termfor one
or two years -- actually nore than two years. And so we
still have over 100 vehicles on the road. There are
technical issues that Iinmt the life of those vehicles,
mainly related to battery performance. But we're so far
keeping themon the road. And of course there are sone
credits for doing that now.

BOARD MEMBER McKI NNON:  Thanks.

CHAl RPERSON LLOYD: Could | al so ask, Ben, two of
t he questions | asked Dave.

How do you see plug-in hybrids and al so how do
you see hydrogen | C engi nes?

MR, KNI GHT:  You know, plug-in hybrids has been
an exciting concept. But |I think we've learned a | ot by

devel opi ng both battery EV and Hybrids in many
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configurations. And the plug-in hybrid actually if you
wanted to run all-electric range you need about a ful
electric notor, a full size battery like a battery EV.
Even on our EV we had a 25-percent power-down switch
Even our custoners nostly did not want to use that. It
didn't have enough acceleration in so nany nornal traffic
situations getting on freeways. And so that plug-in
hybrid even with a large electric notor is going to kick
on the engine, you' re going to have a cold-start em ssion

So, first, | don't think the em ssion performance
is necessarily better or different because that's going to
ki ck on on every on-ranp, you know, every tine you get
into the USO6 kind of nmodes. A little bit higher speeds
on the freeway, very normal speeds or accel erations.

Secondly, to get battery life -- we can do it on
a hybrid when we just tap the sweet spot of the battery.
And that's what we're doing on our hybrids, and Toyota's
doing. Then you can get a very long battery life. It
works well. But you get high chemcal stress when you
bring it up to full charge or deeply discharge it. And
that you need to do everyday. So it's really an issue of
battery technol ogy not being there for that type of
configurati on.

CHAI RPERSON LLOYD:  Hydrogen | C?

MR KNI GHT: Hydrogen ICE. You know, if we had a
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perfect renewable grid it woul d be very exciting to work
on that. Right now, the environmental performance of
t hose vehicles | think does not conpare to our natural gas
vehicle. So we're using natural gas directly in the
vehicle. And near-zero enissions, zero toxics, zero
particulate matter. Just absolutely starting emni ssions
per f or mance, upstream and downstream

And with a hydrogen vehicle range gets much
shorter because the density is a third. And that's why
hydrogen is a great pick for the fuel cell. They really
go together. W've got in our car today 2 1/2 tines the
efficiency of a conventional vehicle. So we're getting up
to a serviceable range, at least for the Cty of L. A
Maybe not for consuners yet.

And so | think that you -- one concept is to
pronote the hydrogen internal conmbustion vehicles as if
they' Il pull through the infrastructure. But | think from
what we know today, it makes nuch nore sense to work on
the infrastructure technol ogi es options. They're so
exciting. Wrk on that in tandemw th the fuel cel
vehicles, match themup, and step by step deci de what
hal fway really nakes sense.

So | would just urge a little caution there.

CHAlI RPERSON LLOYD: What's your annual sal es of

natural gas vehicles in California?
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MR KNIGHT: In California, well, we work hard --
it's a couple hundred vehicles per year. And we're going
totry to increase that with the home refueling option in
the future. W think that could bring alternative fue
like natural gas to a consumer narket, have a new
conveni ence.

CHAlI RPERSON LLOYD: And your sal es of EVs when
you had themthere?

MR KNI GHT: The sales of EV'S, to the consuner's
side we're less than 100 a year. And we had a
full-fledged programfor two full years w th newspaper ads
inall the major California cities, magazines for two,
three full years com ng out every week. Direct nai
canpai gns. And we saw so few custoners

CHAlI RPERSON LLOYD: Dr. Burke.

BOARD MEMBER BURKE: Everybody knows David
Freeman's a real close personal friend of mine. But I

have to take unabridged with his statement "not in ny
lifetime." Well, when you're 77, that's a pretty safe
statenent to nmake about anyt hi ng.

(Laughter.)

BOARD MEMBER BURKE: | had the good fortune
wearing ny South Coast Air Quality Managenent hat to go to
the presentation at the city hall for the FCX. It

obviously created a lot of interest and curiosity of the
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first coomercially used fuel cell car in California.

But nmy concern was durability. And ny concern
was, you know, did it really have a place in real life
mar ket today.

So what | did was -- |ast Wdnesday | had one of
nmy staff -- because | didn't think that if | called, 1'd
get the real answer. | had one of ny staff call the
mai nt enance departnent of the Gty of Los Angel es and ask
t he mai ntenance director what he thought of the FCX  And

he said, "There's only one problem" And the guy said,

"Well, what was that?" He says, "I don't have a hundred
of them" He said, "This thing" -- he said, "This is it."
He said, "If | had a hundred of these" -- he said, "MWy

problemis keeping the councilmen off me because they want

them" Well, it wasn't five minutes |ater that ny phone
didn't ring. It was one of the city councilnmen calling,
he says, "Look, man, | want to get one of those fuel cel
cars. | want you to call Ben Knight out at Honda." So

t hank God, Ben wasn't at his desk.

(Laughter.)

BOARD MEMBER BURKE: So | left the councilmn's
nanme and phone nunber in his voice nail and told himto
contact him

But | just think that Honda's work on this fue

cell thing has been phenonenal. And anybody who says that
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fuel cells can't work in cars needs to go see this vehicle
and ride in it.

CHAI RPERSON LLOYD:  All right. | think also |ast
ni ght a couple of the Board nenbers had a chance to go out
to the partnership. And we'll probably get into that.
After you drive some of those vehicles -- and they're al
excel l ent vehicles.

So we appreciate it. And thank you very nuch.

Any ot her questions fromthe Board?

Thanks, Ben.

Kelly, before the break. And, by the way, you
really didn't need the armed guard to come today.

MR BROMN: It nmay be too early to tell, M.
Chai r man.

(Laughter.)

BOARD MEMBER DeSAULNIER: Wit until we nake our
deci si on.

MR BROMN: | asked themwho called themin
actual ly.

BOARD MEMBER McKI NNON: He works for the great
State of California, so we're clear that he's one of us.

| play ball at his acadeny every Wednesday ni ght.
So we wel cone himhere. And |'msure after he's heard us
all get mserable about, you know, what little quantities

when he's out doing patrol and he sees a car snoking and
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spewi ng, renenber us.

MR BROMN: For the record, ny nanme's Kelly
Brown. I'mDirector of Vehicle Environnental Engineering
for Ford Mdtor Conpany.

I left the products lights at hone this tinmne.
The last tine | renmenber, Dr. Lloyd, you told ne not to
turn it into a sales pitch.

CHAl RPERSON LLOYD: Well, if you're still selling
the city car and whatnot, we're okay.

(Laughter.)

MR, BROMN: Just as a little background. | have
a coupl e of background slides. And then I'lIl get into the
meat .

There have been a lot of air quality
i mprovenents. We all know this but tend to forget it.
The South Coast, for exanple, has cleaned up dranmatically
in the last 20 years or so. Still isn't down to where it
needs to be, but it's a dramatic inprovenent. And the
reason | bring that up is we also sonetinmes forget that
our industry played a part in that.

--000- -

MR, BROMN: Cccasionally, we hear how nuch the
stationary source has done. And I don't think people
really realize how nmuch our product as an industry, not

just ny conpany but ny conpetitor's too, have done. I|f
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you |l ook at the chart on the left to see where we've cone
fromuncontrol | ed just on hydrocarbons, for exanple, and
then nmoving to the right. | stopped it at 1993, because
if you try and put it in there, you can't find it. So we
blew that up on the right as to what happened from'93 on

And as you nove out to the right -- and | think
was probably the guy that Chuck Shul ock was tal ki ng about,
the PZEV guy. |In fact, | thought at the beginning, M.
Chai rman, you said give PZEVs a chance. Was that what you
sai d?

(Laughter.)

CHAlI RPERSON LLOYD: That's good

MR BROMW: |I'mthe type of guy that thinks that
PZEVs are kind of the Rodney Dangerfield of our
pr of essi on.

If you |l ook there just on hydrocarbons -- and
this isn't the best exanple for a PZEV, if you look at the
hydr ocar bons on the PZEV versus a ZEV with the powerpl ant
em ssions, You can see it's pretty darn close. So PZEVs
aren't sonething to wap the fish in. They're good
product s.

--000- -

MR BROM: Ms. Ford was insistent on getting an

el ectric vehicle, even though it was conpetitive because

she didn't like internal conbustion engines. But she
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bought froma famly friend, Thomas Edison. And this is
her car up here. And this is a truly ZEV, because they
lived on the Rouge River and he put his own powerplant in
He dammred the river, and you didn't need pernmits then

And so this is truly a zero enission vehicle.
And | put in the charging station on the right just to
show that it doesn't conformto the CARB standards.

(Laughter.)

MR BROMN: But the bottomline of the
presentation | really think the staff as much as | like to
get ny licks in, just |like everybody el se who piles on
with them did a good job of trying to not please
everybody, and sonetinmes you don't please anybody.

But in the near termthe requirenments are
achi evabl e, at least out through 2008. W have plans in
pl ace and we can deliver that.

The | onger term 2009 and beyond there's sone
pi eces of that that aren't sustainable. And the m nimm
ZEV requi renent needs sone evaluation. |'mgoing to go
into each of these in a little nore detail

--000- -

MR BROMN: The longer termrequirenment | thin a
| ot of you have heard nme say this before, if you | ook at
the curve on the right, a ot of this happened after the

| ast board neeting, in the 11th hour. There was confusion
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over addi ng nore trucks.

This is a nmanufacturer that |ooks an awful | ot
like ny conpany, and that's just the AT PZEV and PZEV
requi renment ranp up on the right. And the reasons for the
ranp up are shown on the left. First, the nandating
i ncreases from 10 percent to 16 percent, inclusion of
light trucks which, in ny conpany's case, about doubl es
the volunme. Collection of nanufacturers. W just
happened to have the fortune to buy up a bunch conpanies
recently.

And while all this is happening, it's al nost
like the perfect storm the vehicle credits per unit are
droppi ng down. They phase out. So as the dermand for
credits goes up, the vehicle credits decrease.

And the last point as sone in, | think, the
public sector once we referred to as the credit glut. By
2008, nost of the credit glut, if there is one, should be
done.

--000- -

MR, BROMN: First the AT PZEV volunes. The |ong
term AT PZEV vol unes don't reflect a market demand. And
think I can sea how this happened. |f you keep 10 percent
mandat e you cap PZEVs at 6 percent, and you drop the pure
ZEV to zero or near zero, that only |l eaves the silver to

grow. | nean It's a zero sum gane.
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And in retrospect, we were a little surprised as
we ran the out years and saw how big that got. So | don't
think that was done with any great nalice in mnd. |
think it was just an artifact of changing ga | ot of
nunbers.

But one way we can handle that is PZEVs could
handl e greater than 6 percent. |It's sonething that we
haven't solved in all our products, but it's sonething,
again, that's very close to ZEV, it's darn near a ZEV.

It is froman em ssions standpoint, it's dead on
equal to an AT PZEV. So there's no -- if you let nore
PZEVs satisfy the AT PZEV category, you don't |ose
anything froman environnmental basis. They're dead on
even. They're both PZEVs.

The PZEV standards, again, were set to
approxi nate the powerplant enissions to recharge a ZEV.
And |'m not saying here to give up on the -- you have to
give up on the zero program All, I'msaying is in the 3
bi nni ng you' ve got you can do sone reshuffling and nake
t he program nore sustainable, and you don't have to give
up on your principles.

The long-termrequirenment, this is where it gets
alittle tougher. W think it nakes sense to all ow
greater flexibility to use nmixes of ZEVs, AT PZEVs' and

PZEVs. Part of the reason the staff had such a hard tinme
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trying to figure out what to do, we in industry tried to
see if we could cone to one mind to make it sinpler to
tell you what we want.

And the conpani es' positions are so different
that there's no one schene that fits all conmpanies. And
guess that's good news that we are conpeting. And when
you're in small niche markets, when everybody piles into
one area, we've seen what that does, it destroys the
product. Because we all end up with fire sales, giving
them away and it danages the credibility of the product.

--000- -

MR BROMN:  The mini num ZEV requirenent. Here's
where we get to the controversial piece and you're al
starting to smle or frown. W think the staff has taken
a correct approach. And | tried putting your hat on to
think of how I'd deal with this too.

It's too difficult to deterni ne how many ZEVs
nmake sense, especially they're bound to be fuel cells |
think, in the 2009 and beyond period. W support the
expert review panel. W also think that that panel and
the staff and the Board can nmake use of the fuel cel
partnership as input to | earn, because we're going to be
maki ng this up as we go along. And this would avoid
havi ng you pull a nunber out of the air and running the

risk that in all Iikelihood unless you were very | ucky,
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it's going to be wong and we're going to have to do
somet hing again in a few nonths.

The requirenments in 2009 ought to be based on the
concl usi ons of that panel, but |I'm not suggesting you
abdi cate your authority either to the panel, the process.
And | think this is what staff envisioned, is to include a
to-be-determ ned in the ZEV revisions.

| think a lot of people read the 2009 and beyond
as zero, but | don't think that's what the staff
envisioned. | read it as to-be-deternined, it's a nunber
to be set later. The expert staff would do the study.

And | think the battery panel was probably one of the
better exanples of a credible, independent review The
battery panel, | think, was very thoughtful and pretty
honest on bot h sides.

The staff would then consider the input fromthe
review. They'd obviously put their own input to it, take
the -- but not necessarily be bound to take their
concl usi ons and reconmendati ons. And then again the staff
woul d make recommendati ons to the Board, and you've never
been shy if you disagree to say so.

I think that's a good process and it sends the
right nmessage to all the parties. |f you pick a nunber
out of the air, as a conpany, the senior nanagenent of a

conpany is it's not their noney, it's stockhol der's noney.
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And if they know it's just a nunber that's picked out of
the air, and it |ooks unreasonable and it's probably going
to be changed, they shouldn't waste a | ot of stockholder's
noney shooting for that nunber, they' ve got to wait and
see what the real number is going to be

Not because they're evil pull, but because they
have no other choice. |If there's a reasoned nunber that
cones out of a good process, and it's a fair nunber
they're going to shoot for it and they're going to conpete
hard agai nst the conpetitors.

It also sends the right nessage, | think, to the
suppliers. |If you tell sonmebody in this business that

even if you don't inprove your product and the

i mprovenents we need in fuel cells are to get -- mainly to
get the cost down. It's manufacturing inprovenents and
some design inmprovenents to get the cost down. If you

send a signal to the supplier community that no natter
what do over the next few years, these guys are going to
have buy them and they're going to have to buy them on
your price and terns, it doesn't give theman incentive to
be hungry. And right now, we want themto be hungry and
wor ki ng hard and to see their future is linked with ours
intrying to solve the open issues.

So sonetines the nessage you send isn't the

nessage that's received.
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Wth that 1'll take some questions, including
hydr ogen questi ons.

CHAlI RPERSON LLOYD: Thanks very much, Kelly.
Those are very constructive conments there.

Questions fromny col |l eagues?

M. Cal houn.

BOARD MEMBER CALHOUN: If | were to sumuarize
your testinony, Kelly, | would, in effect, say that the
alternative conpliance step that's currently allowed is
the best of the two options that are available to you; is
that correct?

MR BROMN: "Il nmake that decision when we're
done, and to see what all the requirenments are including
the out years. And then we'll make a decision as to which
path we can go down.

Actually, if it went as currently witten, we
could go either way.

BOARD MEMBER CALHOUN:. Thank you

CHAlI RPERSON LLOYD: M. MKi nnon

BOARD MEMBER McKI NNON:  Yeah. | have a little
bit of trouble understanding the logic that a
stockhol der's investnent, that officers of a conmpany won't
i nvest stockhol der's noney in developnent if we put a
nunber. That sonehow to-be-determnm ned would work better

Because frankly to-be-determined neans | don't
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invest until it's determined. You understand what |'m
sayi ng.

MR, BROMN:  Yeah, |I'mnot tal king about the
investrment. The investnent if going to go on no natter
what you do here. Even if you wiped it out, our
i nvestnment is going to go on.

BOARD MEMBER McKI NNON:  For conpetitive.

MR BROMN:  Yeah. |'mtalking about putting
progranms in place to try and neet a nunmber. |If you just
pi ck a nunmber out of the air, and people know that it's a
nunber that's picked out of the air, you have to spend a
ot of noney to hit that nunber. And if you think, after
you spend the noney, there's good reason to believe that
you probably did the wong program because that numnber
isn'"t real you wouldn't do that.

BOARD MEMBER McKI NNON:  Okay, well, | guess, you
know, sonmething | tossed out to the industry the other
day, and we've seen the Departnent of Energy steps, the
sort of steps, is that sonewhere along the line here we
need to cone up with a rational nunber for those steps,
and a date that has sone reasonable rational place, and
then thi nk about soneway, if it doesn't work, that -- if
there's sone failure in the devel opnment of technol ogy,
then, of course, we have a di scussion

So I"'mreally clear about what sort of ny
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fundanental disagreenent is, is | think if we say
to-be-determ ned, we may get sort of the U S. fuel cel
devel opnent stuff going on and the partnership and we nay
have really small quantities. And | that's a rea
different thing than getting to commercialize, you know,
peopl e buy them product.

And | think until we push nunmbers, we don't head
there. And so we disagree on that.

But All I'"masking is help us with rationa
nunbers. If we're out of line, and if we're way out of
line, then talk to us about that. And I think there's
goi ng to be nunbers com ng up as the day goes on, and you
know we do respect your opinion about it.

MR, BROMN: And not to be repetitive, but the
reason we suggested the i ndependent panel approach is,
one, right now, | don't know enough to give you nunbers.
We coul d, you know, pick a nunber out of the air. | don't
t hi nk anybody does, to be honest with you. W have our
first vehicles that are just now being used.

The way you normally do a devel opnment program and
| think if you heard a little bit of this in the Toyota
testinmony too, you put the first sets of vehicles out and
you | earn what you've got to learn. And then you figure
out what do we do for the next generation. And then how

many of those do we need in order to evaluate that group
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That hasn't been done yet. That, if we go
t hrough the process of getting the feedback back fromthe
early vehicles, go through the independent panels so that
people don't see that it's just the auto industry putting
the input in and come back with the nunbers, | agree with
you. | think the only place we really disagree is should
we try and do it today on a know edge basis zero or should
we do it in, like, maybe 2 years from now when we actually
have sone reasonable to believe that what we're doing
nmakes sense

CHAlI RPERSON LLOYD: Kelly, you just to foll ow up
on that, you say we don't know what's going to be post
2009. And yet you say you know that the nunbers for AT
PZEVs post-2009 is too high. How do you know t hat?

(Laughter.)

MR BROMN: How do | know -- oh, that's rea
sinple. And if it's not clear, I'Il be glad to clear it
up. The uncertainty | nentioned in answering M.

Cal houn's question, largely had to do with the nunber
That will have a great bearing as to which path we take

The HEV piece or AT PZEV which is really HEV,
that's too big regardl ess of what nunber you put in there.
There's nore -- as you get in the out years of the HEV,
there's nore nunbers in there than think any of us ever

concei ved of doing. |If you lIook at the nunbers for Ford
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Mot or Conpany, it's about five tinmes our wildest dreans.

And so we know that's too big. And the other two
qual i fying pieces are CNG which we have and we sell on
the hundreds of units per year. Every year it's a few
hundred units a year, so that's not going to help

And hydrogen, which without a refueling
infrastructure, we're not going to sell many of those. So
it's really an HEV requirenent.

CHAlI RPERSON LLOYD: So are you going to get to
the other two questions | had --

MR, BROMN: But | have a fix though. | didn't
just raise a problem | have a fix too. The fix is we can
nmake nore than 6 percent of PZEVs. ANd that was ny whol e
reason for going through the background saying that
they're not as bad as one of the Board nmenbers, the one
who' s grinni ng thinks.

CHAI RPERSON LLOYD: Well, would it also be
hel pful if staff proposed the review panel would al so
assess the appropri at eness.

MR, BROMN: Ch, absolutely. Thank you. | neant
to bring that up because | |istened very carefully to the
staff proposal and then forgot to nmention it. Thank you.

Yes, it does sound |like the right thing, because
it's not sonething we have to know tonmorrow. It's not the

snake that's closest to our door right now. W've got a
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ot of other things to worry about and there is tinme to do
t hat .

CHAlI RPERSON LLOYD: So you come and are you goi ng
to build hydrogen |IC engi ne?

MR BROMN: If we have infrastructure and if we
can get the NOx down.

CHAI RPERSON LLOYD: So you a NOx is an issue.

MR BROMN: Yeah. But | wouldn't say stop based
on that. Because in 1990 if you asked nme the sane thing
about CNG | would have said | don't know how we're going
to get the NOx down and we did. And the issue is very
simlar, you're running so | ean that typical catalysis
doesn't hel p you.

The nunbers that we sent to Bob, there is no
add-on emi ssion controls to that engi ne. Because when
you're running that lean, a three-way catalyst, it's very
simlar to the problemthat diesel guys have. When you're
runni ng that | ean, a conventional three-way catal yst
doesn't work.

CHAlI RPERSON LLOYD: Then what about plug-in
hybri ds?

MR BROMN: We've westled with that so often
And t he biggest reason why we never went down that path is
we | ooked -- when we started to go to a hybrid, we wanted

to get ride of all the things that custoners didn't like.
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And the things that custoners didn't like is when they
have to do sonething that they don't normally do.

If they to stop at a refueling station nore often
just for regular gasoline, they don't like. |If they have
to hunt around to find Iike CNG or methanol or sonething
like that, they don't like that. |[If they have to run
around and find a plug to plug in, they don't |ike that.

The benefit of the type of hybrid that we're
going to do is the custonmer doesn't have to do anything
ot her than buy one and drive it and like it and stop for
gas |l ess than they normally do.

CHAlI RPERSON LLOYD:  Supervi sor Roberts,

Super vi sor DeSaul ni er.

MR BROMN: It's not a technical issue.

BOARD MEMBER ROBERTS: Just a quick question.
I"'mtrying to figure out what the difference night be in
setting a nunber and reviewing it in a couple years or not
setting a nunber and reviewit in a couple years. And
what |'mhearing fromyou in a couple years we're going to
have sone perspective that's going to affect, even if we
were to put sonmething in today, that it seens that is
probably going to force us to revi ew anyway.

And I'mwondering if there's a down side to
setting a nunber and then review ng that every two years

as opposed to not setting any number and reviewi ng -- and
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trying to set it in two years.

MR BROMN: The only thing from our standpoint
there's a nunber out there, and then we have to decide is
that a real nunber or not. Depending on the size of the
nunber, it will probably make a difference as to how you
execute the programor prograns. And if the nunber is too
big, then we just throw our arms up and say okay now what
do we do. Do we hope that that the next time they're in a
better nood or do we wait a little while and there's
anot her administration, and the next board, |'ve done that
before, and it didn't work.

BOARD MEMBER DeSAULNIER: It didn't work.

(Laughter.)

BOARD MEMBER DeSAULNIER: A [ ot of us have been
t hrough t hat.

(Laughter.)

MR BROM: In fact | just saw your predecessor
in the back of the rooma little while Alan, | thanked him
for being here again.

CHAlI RPERSON LLOYD: | saw hi mtoo

BOARD MEMBER DeSAULNIER:  We're fuel neutral

BOARD MEMBER ROBERTS: You know, | know there are
peopl e that would disagree with nme, but | think if there's
anything that we learned, if just setting a nunber was

going to give us a solution, we'd be all driving electric
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cars today. Setting the nunber didn't all of sudden set
asi de the | aws of physics and everything so all this stuff
i s wor ki ng.

But I'mjust wondering in ternms of a strategy,
and part of the reason why | asked for the Departnent of
Energy time line, I'mtrying to figure our where our we
bet ween now and then. And do we known and what do we know
it. And, you know, how clear is this in two years, how
clear is it in four years. It's very easy to set a
numnber .

And, in fact, if the research is done and we're
very successful and it happens very quickly, any nunber we
set is probably -- naybe we've blow right through that and
we sort of [augh, because we set a nunber so low. On the
other hand, if it doesn't come out, if not this Board,
sone future Board is going to be having this same hearing,
same neeting, saying well these were all -- this was the
promise. This is where we had hoped to be. These are al
the things that we had hoped woul d happen that didn't
happen.

I've been through that once. And I'mtrying to
figure out what |'ve learned fromthat, and nmaybe what
we've learned fromthat as a board. But |'m al nost not
seeing the difference between saying you have a nunber

You're going to review it in a couple of years or you
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don't set a nunber and you're going to set in a couple of
years.

CHAI RPERSON LLOYD: Well, | think we're going to
hear a nunber of w tnesses who would provide an
expl anation for why we should set sonething.

BOARD MEMBER ROBERTS: That's what I'mtrying to
bring into this discussion and get a response back. |
nean, we haven't tal ked about a nunber. And we're going
to get to the end of a very long hearing and we're going
to have heard fromthe industry. And then all of a sudden
somebody is going to put a nunmber out and put it on the
table. And, you know what, what he's saying is right,
it's going to be arbitrary.

CHAlI RPERSON LLOYD:  Well, | don't think, again
we haven't got a nunber yet, so | don't think it's
arbitrary. Aso, | do think --

BOARD MEMBER ROBERTS: It will be when it cones
| ater today, watch.

CHAlI RPERSON LLOYD:  Professor Friedman. M.

McKi nnon

BOARD MEMBER HUGH FRIEDVAN: | was going to wait
alittle longer on this, but since we're on the point. |
wasn't around. Were you, Ron, when this mandate was first
adopt ed.

BOARD MEMBER ROBERTS: Not in 1990.
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BOARD MEMBER HUGH FRIEDVAN: It seens to ne that
not hi ng coul d have been nore arbitrary than to say that in
12 years, nore specul ative, nore aspirational, but without
any real fundanental scientific basis than to say that ten
percent or what sone percent of all sales in California of
not or vehicles were going to be zero.

And so fromthe get-go this was aspirational
It's like in 10 years, we're going to have a nan on the
noon or by the end of the decade. That's identifying a
specific thing in space, and it's a specific tineline.

And it seens to me that the tradition and what
we're continuing is an aspiration. And we have a lot nore
data and information now. W read that CECs of mmjor auto
conpani es are tal ki ng about specific nunbers. They're not
conmitting, obviously, but they're stating this is their
goal. By the year 2010 we're going to have 10,000 fue
cell vehicles. Now, nobody is going to say that that's a
contrary, that's legally enforceable, but it's
aspirati onal

So what's wong with an aspiration, setting a
goal, whatever it is, 250 is what the staff's proposing
starting in 2009. That's the way | read it anyway.

Am | wong?

And whatever the nunmber is, as a signal that this

is what California wants, and expects at a mni nrum and
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t hen have an expert panel advise us or our successors and
have a review and listen to the industry as we've
listened. |'ve been through two of these now. And we've
paid attention.

W' ve questioned whether you nade every possible
college effort try to sell, to market what you did
devel op. And we've heard Toyota's case on the RAV4. And
we appreci ate what is being done, and the way you're
devel opi ng things. But what's wong with taking a nunber?

BOARD MEMBER ROBERTS: That's what | was asking.

CHAlI RPERSON LLOYD: | think. Well, | think --

MR BROMN: It's A good question and it deserves
an honest answer. And | hope it doesn't offend anybody.
It's not intended to be offensive. It's's the answer. It
has to do with credibility. This isn't the first tine
we' ve gone back to the well. And our managenent is
skeptical. M managenent is. And | suppose the
managenent of the other conpani es are.

If we cone back and they say |'ve got sone good
news and sonme bad news. And, you know, tonight |'ve got
to -- or tonorrow you know whenever this ends, |'ve got to
wite sonething up and try and expl ai n what happened,
other than just saying it was 3 to 97 and we got kill ed.

If I say, that it's 2,500 or 6,000 or 9,000 or

sone of the other nunbers |'ve heard, they'd say where did

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

287
that conme fron? And I'd say well, it just cane out of the
air. And they put it in there.

And they' d say based on what? And |I'd based on
nothing. Didn't you tell then? Yeah, |I told them
suggested we go through this panel. They didn't listen?
No, they didn't listen.

And they'll say, so what do we do? And |'ve got
to tell you what I'd tell themand that is we've got to
wait and find out what the real nunber is.

CHAI RPERSON LLOYD: Not so many years ago your
CEO was al so claimng |arge nunbers in rmuch sooner than
2010. How did you address that point?

MR BROMN: | had the distinct privilege of going
in and telling the guy who's nane is bolded to the
buil ding that that wasn't a good nunmber. | don't want to
do that again, either.

(Laughter.)

MR BROMN: | think you get to do it once.

CHAlI RPERSON LLOYD:  Supervi sor DeSaul ni er

BOARD MEMBER DeSAULNI ER:  Actual ly thanks for
asking that question, because Kelly you remenber in 2001 |
went outside during a break and nentioned to you that your
now Chai rman had made a public pronouncenent that by 2020
Ford woul dn't be making internal conbustion engi nes any

| onger.
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So when he asks where they conme up with the
nunber, we followed his | ead was part of the answer.

(Laughter.)

(Appl ause.)

MR BROM: ['Il quote you on that. | won't say
| inmediate that up nyself.

BOARD MEMBER DeSAULNI ER: Wl |, you probably
won't be able to spell ny name, so that's fine.

(Laughter.)

BOARD MEMBER DeSAULNI ER:  Are you the one who has
got Dave's car? Are you the one who's interested in
produci ng a hydrogen Prius or is that another auto
manuf acturer, Kelly?

MR BROMN: | don't know who it was. "1l find

CHAlI RPERSON LLOYD: The Ucar. Ucar

MR BROMN: No, we've got our own.

BOARD MEMBER DeSAULNIER:  So in regards to what
Al an was asking about in terns of infrastructure and the
chi cken and egg, are you interested in the idea of
pursuing credit for infrastructure, hydrogen
i nfrastructure?

MR BROMN: No, and for two reasons. The first of
which is I've learned that all the alternative fue

prograns that we've been through, we're not fue
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providers. And if we start getting into that business,
Al we have is public relations sessions. W don't
actual ly acconplish sonet hi ng.

The fuel providers in this country are pretty big
organi zations. And if they're not involved and they're
not doing it, it's not going to work.

BOARD MEMBER DeSAULNI ER:  But the probl em dealing
with fuel providers and the refinery industry that | dea
with because four of the 13 refineries in the State of
California are in Contra Costa County, is they tell ne
they don't think there's a future in this.

So we get in this position where the fue
providers aren't interested. And at |east what we're
tal king about is trying to do sone clearly defined
denonstration projects, where you would get credit for
that. 1Is it just sonmething that is culturally
unacceptable to Ford?

MR BROMN: |If we can get the NOx down, that's
probably sonet hing we might be interested. On that kind
of basis, but it would have be to small. It's not going
to be sonmething big that's going to, you know, nove the
needle a | ot.

BOARD MEMBER DeSAULNIER: | just want say to say
that it's hard to go through a ZEV hearing w thout you and

Sam Leonard here together so we miss Sam
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MR BROMN: | heard fromhimlast night by Emai
and 1'll send himand Email back.

CHAlI RPERSON LLOYD: Ms. D Adano

BOARD MEMBER D ADAMO  Yeah, just a quick
guestion. What are you doing with the your EVs once the
| eases are up.

MR BROWN. To go through the range, the Ranger
EVs with |lead acid batteries, nost, if not all -- |'mnot
positive of all them there nay have been sone that we
took out of service. W upgraded a |lot of those to Nicke
Met al Hydride batteries and put them back out.

Now, sone of these are just starting to come up
In fact, two days ago, | got asked one of the Parks wants
us to donate the vehicle to them because their |ease is
up, and they don't want to give it up. W're trying to
decide what to do with that. W may just end up giving it
to them

On the Thi nk nei ghborhood vehicles, those were
all sold units. So those people own themfor -- and
they' Il probably be out there for a long tine. The think
cities we're brought into this country under bond with
NHTSA, because they neet European safety requirenments and
not U S. And we have to get themout of the country after
three years or they cone |ooking for me. They take the

bond and they take nme if they find me. So we have to get
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those out. W have no choice.

ANd they won't extend them because, you know,
you're a very positive agency, you wouldn't believe how
many ot her government agencies are anti-ZEV. W ran into
it inour ZEV programin the State of California, in New
York, in Massachusetts. And they head of NHTSA, when we
had hi mout wouldn't even sit in any of our ZEVs. He
didn't Iike them So for every proponent we have in
government, we've got a couple of very well placed
ant agoni st s.

BOARD MEMBER RI ORDAN: That's sonething, M.

Chai rman we night --

CHAI RPERSON LLOYD: M's. Riordan

BOARD MEMBER RIORDAN: Wl let's follow along on
that. That's sonething we might need to help you with.

MR BROMN:  Yeah, the staff in California, by the
way, we probably wouldn't have gotten through the
bureaucracy at DW, if it wasn't for your staff. And also
in Massachusetts, there were very helpful. W had |ess
than stellar success in New York, ny old hone State of New
Yor k.

BOARD MEMBER RIORDAN: | nean, | don't know if
there's a, you know, what the attitude is and why. But if
there is sonething that neets our needs, and | say that

because it's -- we'd have to evaluate it. But if there is
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somet hing that's not working anpbngst other government al
agenci es for what we want to support, | think we ought to
be very hel pful

MR BROMN: Well, based on ZEVs and al so natura
gas experience, | would suspect that we could use a | ot of
help fromthis Board when we start placing hydrogen. |
suspect there's going to be no shortage of government
agenci es that are going to try and put up road bl ocks.

We had a horrible tine with CNG And we even had
a horrible time with electric vehicles. |If there's
anything different, there's bureaucracies that are against
them W had the highest levels in sone of the other
states, even governors involved, trying to help us.

CHAI RPERSON LLOYD: Well | know on that issue
both at the California Fuel Cell Partnership |level and at
the South Coast Air Quality managenent |evel, | think
we're trying to do everything we can to facilitate that,
because we recognize, Kelly, this is basically going to be
a. -- teamwork is required, because if we're pushing you
to produce the vehicles, in turn we've got to help you
with the infrastructure

So we really do take that seriously and we're
actively involved. And, of course, | say the partnership
is a great vehicle for doing that as well as the group

we' re tal ki ng about st atewi de.
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Thank you.

Wth that, we're going to take a, this time, a 15
mnute break till 20 of 5, for the court reporter, who's
dyi ng.

Thank you.

(Thereupon a recess was taken.)

CHAl RPERSON LLOYD: 1'd like to start. And we're
going to start with M. Reagan W1 son from St ani sl aus
County. He has a neeting |ater.

The plan here is to go till 7:00 o'clock. And
then we'll have to take another break for the court
reporter, and probably the Board will take a break for
some refreshnments, naybe for a half an hour, and then
reassenble after that time period.

Clearly, we've got still a lot of wtnesses.

W' ve got approximately over 70 witnesses to go. So we
woul d really appreciate if you can keep to three m nutes.
And for those of you who are, again, najority may be
opposing, if you can be as specific as possible in terns
of to what you object in the staff proposal, so we can
focus the comments. And as | said earlier, if there's a
duplication, if you can basically cone up and just stress
that that's what you object to or you support, et cetera,
so that we can really nove this along, but also capture

very explicitly, and provide us sonme advice of how we
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nm ght nove ahead.

So | say we'll take, M. Reagan WIson. Then we
wi Il have Scott Briasco, Bill Warf, John Boesel

MR WLSON. Thank you, M. Chairman and nenbers
of the Board. | appreciate your indulgence. M nane is
Reagan Wlson. |'mthe Chief Executive Oficer of
Stani sl aus County in the central valley of California.

(Thereupon an overhead presentati on was

Presented as follows.)

MR WLSON:. Modesto is the County seat. |'m
here today because the central valley has as a serious air
pol lution control problem And for those of you fromthe
bay area, you know how serious we are about it, when we
pushed the issue of Smog Il not too |ong ago.

BOARD MEMBER DeSAULNIER:  Yes, I'mfanmliar.

MR WLSON. But that's just one tool that we
need in the valley to help deal with a problemthat's very
serious un federal law right now And today the centra
val l ey, the San Joaquin Valley Air Pollution Contro
District considered issues that relate to the farning
i ndustry around di esel use and those kinds of things.

So the air pollution issues in the central valley
are affecting all of us and they're starting to affect us
in very serious ways.

This programthat you're tal king about today is
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important to us. And this is certainly inportant to ny
county, because we think it is an inportant tool, both as
a matter of public policy and as natter of real reductions
in air pollution emissions in an area that needs it
desperately.

In 1990, the California Air Resources Board did
adopt an anbitious programto dranatically reduce the
envi ronnental inpact of light-duty vehicles through the
gradual introduction of zero emnission vehicles into the
California fleet.

Your staff report says today the challenge facing
the Board is to deternmine how to achi eve a sustai nable
conmer ci al market given the uncertainties in costs and the
pace of technol ogical developnent. |'mnot a scientist,
but as I've listened to the debate go on back and forth
today, it struck ne the conplexity of the issue is
probably perhaps nore conplex than a |l and use issue at a
| ocal governnent |evel.

Nevert hel ess, | put on chart on the Board behind
you. And it's the only chart | have available. But |
think it illustrates a very inportant point, the green
chart, the bars at the back, was where your standards were
for zero enission vehicles in 1990.

The next chart, the blue one, is where you

revi sed those standards in 1996. The orange chart is
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where you revised themagain in 1998. The yellow bars is
where you went in 2001. And the orange and white bars,
whi ch don't make any three-di nensional inpact on the
chart, is where the staff proposal has taken you, if you
shoul d adopt it today.

I think the nessage is real clear that perhaps
this Board isn't as conmitted to zero emi ssion vehicle
progranms as they started out to be in 1990.

We know in the central valley, and in Stani sl aus
County, | actually have a program prepared to go, which
woul d purchase 200 zero em ssion vehicles over the next
three years and anot her 100 hybrid vehicles. W already
have in our fleet about 100 CNG gasoline duel use
vehicles. Qur board' s going there for several reasons.
One, it nmakes a broad public policy statenent.

Two, as we go to mandatory car pooling, if valley
goes to extrene designation, we will use those vehicles to
have enpl oyees carpool back and forth to home, which neans
you get two benefits out of that.

Three, we've | ooked zero enission vehicles, and
found out that nost of our transportation in and around
our valley, which covers 1,500 square nmles by an enpl oyee
is less than 50 nmles a day. And so when you start
| ooki ng at the operational aspects of zero em ssion

vehicles, in fact, they fit very nicely into that kind of
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envi ronnent .

The next thing is --

CHAlI RPERSON LLOYD: Can you bring close here

MR WLSON: |I'mworking on that sir. The next
thing is that with things Iike OnStar, nobile sources can
now be tracked, nobile source data can now be accurately
identified. And when you can do that, you can start
really crunching down the anmount of air pollution from
nobi | e sources, certainly in the central valley.

In the valley 65 percent of our pollution comes
fromnobil e sources, stationary sources are 35 percent.
This programis inportant. This programis one of many
tools we're going to need to becone in conpliance.

You have in front of you letters signed by nore
than 60 city officials fromall over the state of
California.

In addition to that, you have people like the
Bui | di ng I ndustry Association of Central California, the
Anerican Lung Association, the California League of
Conservation Voters, the Farm Bureau, Natural Resources
Def ense Council, and others who are nornally at odds on
public policy issues like this, who are all very nuch in
favor of preserving this ZEV Programthat you adopted in
2001.

We woul d ask that you sustain the ZEV Program
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that this Board set in 2001, it was not going to back off
of. If you can't go there, then what we woul d ask is that
you seriously consider sonme conproni se proposals that have
been floated around that are in front of your staff, that
have been shared with people, because we truly believe
that the elimination of this programsends the wong
nessage to everybody when it cones to fighting air
pol | uti on.

Thank you.

CHAlI RPERSON LLOYD: Thank you. One conment
woul d make on the chart behind, you talk about a linited
nunber of vehicles. O course, what we're trying to do is
elimnate pollution. And | don't think that's a
reflection of elimnation of pollution. | think the staff
showed you in fact with one of the alternatives there was
actually greater air quality benefits than was proposed
t he 1990.

MR WLSON:  Well, I've read the charts and
read the nunbers and | don't reach the same concl usion
So I'll respectfully disagree.

CHAlI RPERSON LLOYD: Well, | understand that.
I'"ve been at this a long tine so | know what | believe in

Ms. D Adano.

BOARD MEMBER D ADAMO.  Yes. A question and then

a conment. Reagan, it's been awhile since we've talked,
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but | understand your enthusiasm and your conmitment to
this programand that the vision is that it be nuch
greater than what you just described, and that perhaps it
woul d nmove on to other areas of the valley.

Where have you left off with those di scussions,
for exanple, going to Fresno Bakersfield, et cetera?

MR WLSON. Well, Fresno is seriously
considering the programas a city. 1In discussions in
| ocal governnents, just in Stanislaus county, we have nine
cities and 22 school districts. Al of themrecognize
that this is a good cost effective way to go.

The other thing we figured out in running the
nunbers is that electric vehicles are just a heck of a | ot
cheaper to operate as a fleet. Some of us recognize
there's a budget crisis in the State of California, so
this is a way to hel p address sone of that issue as well.

The last thing is it really does hel p us nmanage
our fleets better, which just neans noving people to where
they need to go and a nore cost effective way works as
well. So there are huge benefits fromthis program beyond
just the reductions in air pollution

BOARD MEMBER D ADAMO  Ckay. And then just for
the benefit of my colleagues. | can't inpress upon you
all enough this is the third hearing that |'ve been at and

this is the closest that | have ever felt that this
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program has a direct inmpact in ny neighborhood.

And it's just really exciting to see soneone's
conmtment in the valley. W're just now starting to talk
much nore seriously than we ever have in the past about
the inmpact of air quality. And to see someone as well
respected as this individual cone up to the plate and say
he's going to put the county's noney there because it's
important to make a statement for other residents of the
val l ey and for other comunities.

And | would just like to inpress upon you all and
to staff that we've got to find a good ratio so that
there's enough of an incentive for these battery electric
vehicles, so that we can actually get themin the valley
and hopefully other areas of the state as well.

MR WLSON: 1'd like to | eave the Board with one
t hought and it goes back to the health issues. W did a
qui ck survey of the school districts in Stanislaus County.
And there are nore than 2,800 children K through 12 that
suffer fromasthma, in Stanislaus County al one.

And that is in part because we have the H ghway
99 and I1-5 1 corridors. And so there's intense
concentrations of pollution on the cities around those.
Agai n, these prograns hel p, and zero emi ssion, not parti al
em ssions has got to be a part of that solution

Thank you.
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CHAlI RPERSON LLOYD: And, as you know, we funded
the Fresno asthma study, so we're fully aware of that and
very supportive by the way of the comunity for hel ping us
on.

So thank you very nuch.

MR WLSON.  Thank you for your indul gence

CHAlI RPERSON LLOYD: Scott Briasco, Bill Warf,
John Boesel

MR, BRI ASCO  Good evening. M/ nane is Scott
Briasco. |'mmanage the Electric Transportati on Program
at the Los Angel es Departnent of Water and Power. And
appreci ate the opportunity to address the Board at this
very inportant hearing.

The City of Los Angel es through the Gty Counci
opposes the | atest proposed revisions to the zero em ssion
vehi cl e program and reconmends that the Air Resources
Board take appropriate action to resolve serious problens
with the staff's proposal related to battery electric
vehi cl es.

In 1990, the Board took a |look at California's
air quality future and took a dramatic step towards
cleaning air by establishing the ZEV requirenents.
Trenendous progress has been made in EV technol ogy as a
result of that action. The Board production requirenents

have accel erat ed devel opnent of ZEV technologies. Quality
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vehi cl es have been produced and denonstrated. EV
conponents have inproved. Battery costs have been reduced
and will continue to drop

The ZEV program has revol utioni zed the car market
by encouragi ng autormakers and others to invest in the
research and devel opnent of zero enission technol ogi es.
The electric and hybrid electric vehicles on the road
today owe their existence to the air Resources Board' s ZEV
pr ogr am

Does anyone really believe progress will continue
at the sane pace if the BEV requirenents are essentially
el i mi nated, as proposed today?

Electric vehicles are essential to Los Angel es
and California because of the severe air quality problem
that we have here. The State has the resources and the
ability to lead the rest of the country and world in
transportation technol ogy, which neans not only cl eaner
air but also a stronger econonmy with nore and better jobs
for Californians.

A trenendous amount of planning and
i mpl emrent ati on has been done since the inception of the
ZEV programto prepare the State of California for the
[ aunch of the electric vehicle. This work is the
foundati on which supports the conmercialization of a

sustai nabl e electric vehicle market.
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Governnent agencies, utilities and private
busi nesses have contributed substantial financia
resources to this effort, and have becone partners with
the California Air Resources Board.

LADWP was the first utility in the nation to
of fer an EV charging rate.

CHAlI RPERSON LLOYD: But Scott how woul d you
specifically change the staff proposal? G ve us sone
hel p.

MR BRIASCO Ckay. | guess what |'m proposing
is not a whole-sale gutting of the battery electric
vehicle requirenments. And | woul d encourage sone kind of
a conmpromise to achieve that result. W have over 300
electric vehicles in our fleet of different types. The
vehicles work extrenmely well. It's been a positive
experience. It's not a test. W' ve logged over 2 mllion
mles on those vehicles.

The bi ggest problem we have is product
availability. W can't get the vehicles. And we have a
requi renent under the Energy Policy Act, that 90 percent
of our vehicle purchases have to be alternatively fuel ed.
And we'd like to buy electric vehicles. [It's our fuel
And they're just not avail abl e.

There's been a substantial effort to put public

chargi ng throughout California. Seven hundred and fifty
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public charging stations have been installed at 450
different |ocations.

CHAlI RPERSON LLOYD: So | think your part of the
conprom se proposal put forward that we net with you the
ot her day, so you would support that?

MR BRIASCO | would definitely support that.

CHAlI RPERSON LLOYD:  Thank you.

MR BRIASCO Just |'Il conclude. And the Gty
of Los Angel es appreciates the vision and record of
support for the ZEV technol ogi es that have been
denonstrated by the Board over the past decade. W
understand that additional work needs to be done and sone
adj ustnments nay need to be made to the current regul ation

Unfortunately, the current proposed anmendnents
bef ore you today do not sustain a ZEV programfor the
future. So we would encourage sonme kind of a conprom se
that would prevent a ZEV bl ack out and to strengthen or
mai ntain the State's ZEV production requiremnents.

CHAlI RPERSON LLOYD: Thank you very nuch

Questions?

Yes, Dr. Burke.

BOARD MEMBER BURKE: Yeah, | really appreciate
you comi ng today. But what | would appreciate is as a
conmuni ty menber in Los Angeles is you not disnmantling

DWP' s green power program which seens |ike what you're
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dealing. And as a citizen who'd involved in the
environnent, | would al so suggest that the Gty Counci
take a | ook at buying power for you froma coal-fired
pl ant outside the State

MR, BRI ASCO  Ckay.

CHAlI RPERSON LLOYD: No conprom se

(Laughter.)

CHAlI RPERSON LLOYD:  Thank you.

Any ot her questions?

Thanks.

Bill Warf, John Boesel, and |I'm not sure whether
Ed is going to give his tinme to soneone el se?

Ed Kjaer and Dave Modi sette

(Thereupon an overhead presentation was

Presented as follows.)

MR WARF: M. Chairman and nenbers of the Board
I"'mBill Warf. | work at SMUD. |'m a systens engi neer
and a project manager for SMJD

--000- -

MR, WARF:. The red button. Snmud supports a
strong ZEV nandat e.

BOARD MEMBER HUGH FRI EDMAN:  Coul d you pl ease
speak nore closely to the mcrophone. So some of us who
have a little hearing inpairnent can hear you.

MR WARF:. | was still dancing and getting used
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to the spot.

SMUD founded its electric transportation group in
1990. I'mgoing do this very quickly in light of time. |
have eight slides in three mnutes.

--000- -

MR WARF: We've invested nore than $21 nillion
to date related to EVs and EV research. And we've nanaged
an additional $20 million in research related to power
el ectronics batteries in vehicles to support electric
vehi cl e devel oprment and depl oynent.

We've installed over 1,000 EV chargers statew de
and invested about $10 mllion.

--000- -

MR WARF: CQur research has included a nunber of
different battery types including advanced | ead acid
ni ckl e netal hydride, sodiumnickel chloride. W've also
done a nunber of fuel cell projects. The integrated fluid
managemnent technol ogy fuel cell project was the forerunner
of the H Power stack. W worked and funded the fast-track
fuel cell bus with Sunline and | FC Research and DOT. That
bus is in service now at Sunline.

W' ve done a fuel cell APU project in a
heavy-duty truck where we showed perfornance of a CEM fue
cell at minus 39 C on the truck

Qur experience shows that battery electrics along
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with infrastructure are available now Fuel cells are
prom si ng but devel opnent and cost reduction are stil
needed. They're still very expensive.

--00o0- -

MR, WARF:. N ckel Metal hydride -- now |l want to
talk a little bit about batteries. Battery advances since
2000 inproved the battery electric vehicle business case.

Ni ckel Metal Hydride advances are still being
made. Previous speakers have tal ked about that, and
won't go into it.

Lithiumlon batteries are now reachi ng narket
viability. Staff in the last reported a 25 percent
i mprovenent in energy capacity. They al so now have
batteries with 150 watts per kilogram That's double the
energy density of nickel netal hydride.

H gh energy versions appear very cost conpetitive
in lap tops. Enough work hasn't been done yet to nake
cells for cars out in the narketplace, but they're very
close. A couple years behind nickel netal hydride.

Sodi um Ni ckel chloride batteries are produced by
a conpany by the name of Mesdaya in Switzerland. They're
cost -- we bought those batters for $655 a kil owatt hour
in 2002. They're available today for $400 a kil owatt hour
i n hundred nodul e quantities, that' hundred pack

guantities.
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And they're available for $220 a kilowatt hour in
30,000 unit per year quantities.

The energy storage capacity of those batteries
has i nmproved 18 percent in the last three years to 118
watt hours per kil ogram

--000- -

MR, WARF. Battery technol ogy continues to
improve. Whsat | did to nake this chart was | took the
mass of an EV1 pack, about 400 kil ograms, and | cal cul at ed

the range if you were to use the other technol ogies.

CHAlI RPERSON LLOYD: Bill, can you sunmarize
qui ckly.

MR WARF: [I'mgoing as fast as | can. Let's
see. | think the point of this is that you can put an

awful lot of range in an EV if you use the advanced
t echnol ogi es.

That has some benefits. One of the benefits of
that is you have I ess nil eage between charges of the
vehicle or at |east you coul d.

VWhat | hear the battery experts telling you is
the lithiumion batteries have say 1,200, 1,500 cycle life
if you cycle themto 80 percent depth of discharge. But
people don't really drive that way. The way people really
drive, and what |'ve learned in the last 10 years, is they

drive 40 or 50 niles a day, and they might drive 20 niles
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bet ween char gi ng.

If they do that, the data on this battery from
DOD tests an OEMinformation given to me showed that those
batteries could last, if you charged three tinmes a day,
whi ch woul d be 1,000 cycles a year, they'd like 20 years.

--000- -

MR WARF:. Battery costs are reduced with vol une,
process inprovenent and capital investnent. It takes al
of those things to reduce the cost of batteries. |
reported on an earlier slide that the zebra battery had
seen a dramatic reduction in price in the last two years.
Vel l, Mesdaya invested $66 million in a new plant.
They' ve diversified in to other nmarkets and are achi eving
sone vol une.

CHAlI RPERSON LLOYD: Bill, 1've given you over a
m nut e.

MR, WARF:. Concl usi ons, SMJD supports a strong
ZEV mandate with significant battery EVs and grid
connected hybrids, beneficial to near-termair quality.
Battery technology is inproving sonewhat nore than
reported in the staff report. The staff report is a
little narrow. It only talks about nickel netal hydride
i n any depth.

The cost effectiveness of battery EVs inproves as

technol ogy gains are made, fuel cell vehicles show prom se
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for the long-term

I'd be happy to entertain questions.

CHAI RPERSON LLOYD: Thank you. Questions from
board nenbers?

Agai n, thank you very much, Bill. But | stress
for witnesses again, I'mnot -- fromthe faced expression
I"mgetting fromsone of you, it's not a desire here. W
are under tine constraints. W have a |long way to go.
W're trying to absorb all this infornmation

So if you flood us with a lot of stuff we have to
sort out, it makes it very difficult for us. So that's
where I'mconming from | say we have 70 witnesses to go
and if it's repetitive, it gets very difficult.

MR WARF: It would be easier to absorb if |
could speak a little nore slowy and explain it. | think
that we've been a contributor to this marketplace too
and --

CHAlI RPERSON LLOYD: | agree. But renenber there
are many of you we just we're giving nore tinme to the auto

manuf acturers. There are just a few of themtalking

t oday.

The other part, Bill, | do appreciate you
providing this witten stuff as well, so we do have this.
So, again let's get it clear. I1'mnot trying to show any
bi as or anything here. 1It's a matter of ny coll eagues and
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we're trying to go through -- and it's very difficult. As
| said at the beginning, we don't have all the answers.

We need your help to craft this through

Staff has spent hours and hours and hours on this
stuff. So please understand it doesn't -- if | had al
day or we had two or three days, that would be optinmum
We done have it unfortunately.

Thanks, John.

MR, BOESEL: M. Chairman and nenbers, nmy nane is
John Boesel, the president of Calstart. W are 10 year
old nonprofit organization that works with conpani es and
governments to try to help devel op an advanced
transportation technol ogy industry, and in the process
trying to clean up the air, reduce our dependence on
foreign oil and slow gl obal warmn ng.

| want to just say -- and all my comrents will be
directly related to the staff proposal, is that going
through this review again is very difficult for a nunber
of our nenber conpani es who have invested in the
regul ations, in the 2001 regul ati ons, hope that they woul d
be coning to bear. And now to have this review come up
again is really very difficult for them It creates a
very uncertain marketplace. And one in which it's very
difficult to attract investnent.

W see the staff reconmendation as effectively
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elimnating the gold standard. Two hundred and fifty fue
cell vehicles will not drive fuel cell vehicle technol ogy.
Don't get ne wong, we are very supportive of fuel cel
technol ogy. We're very supportive of hybrid technol ogy.
W believe there are nany paths to the future.

But 250 fuel cell vehicles are not going to drive
that industry forward. There are billions of dollars
bei ng i nvested annually in fuel cell technology. The
Japanese plan to have five nillion fuel cell vehicles on
the road by the year 2020. There are sinilar large scale
progranms planned for Hong Kong and Singapore.

So if we think about the CARB ZEV Program

driving change, this -- that's to that -- if all that's
left is 250 fuel cell vehicles, it will not be driving
change.

Hybrid technology is very inpressive. And
think I really want too applaud Toyota and Honda's
| eadership in this area. And | think they have shown the
rest of the market that there is a demand for those types
of vehicles. And | think we will see |arge nunbers of
hybrid electric vehicles sold, whether there is a mandate
or not.

And | question whether or not the staff proposal
sinply supports what will be occurring in the narketpl ace.

In ternms of battery electric technology. Have we
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really seen the end of battery technol ogy devel opnent ?
Are we at the pinnacle? Can anybody say that with
certainty?

W' ve actually seen a Ilot of progress in the |ast
2 to 3 years. Dr. Anderman had has view. | think we
could consult other people, experts who have opposing
Vi ews.

So | think that technology is evolving. And |
think what we need is a zero enission vehicle standard.

We do need to be driving toward that gold standard, but
why pick a winner. Wy do we say fuel cells over ZEVs. |
don't know that it's critical that we make that
distinction at this point.

Now, | would also say | support Board Menber
McKi nnon in that | think there's a very inportant role for
plug-in hybrids. And perhaps plug-in hybrids could also
be part of that gold standard goi ng forward.

I think the original 2001 proposal is a decent
proposal as it stands. It could be refined. There could
be some additional flexibility in there. | think it could
be a lot less conplex. And | think creating the
conplexity that it did all these different credits all owed
for a gam ng of the system giving away of advanced gol f
cars. And | think we need to nake things sinpler and | ess

conpl ex.
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That's the end of ny testinony.

CHAlI RPERSON LLOYD: Thank you

(Appl ause.)

CHAlI RPERSON LLOYD: Any comments from the Board?

kay.

Ed Kj aer.

MR, KJAER  Thank you, Chairman LI oyd,

di stingui shed nenbers of the Board. SCE for obvious
reasons, |'msure you can appreciate, with all due
respect, oppose the current staff proposal. W' ve been a
long-tinme supporter of this regulation

For over 10 years our sharehol ders have nade a
significant investnent in the regulations -- because of
the regul ations. W created a retail conpany called
Edison EV. At the tine that the regul ati ons were
retrenched in 1998, that conpany folded. That investnent
was | ost.

Unli ke the CEMs, there was no |l earning or patents
or technology related to EVs that we could then pass on to
ot her Edi son conpanies. It was |ost.

In '95 we committed to nmeeting our energy policy
act E-Pact requirenments with electric drive vehicles. For
al nost ten years we're been acquiring EVs exclusively to
neet the E-Pact requirenent. W're were one of the first

to buy EV prototypes, which | night add, were extrenely
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expensi ve.

Today SCE operates the |argest and nost
successful fleet of EVs. Wrking with the State we
devel oped fire and safety progranms, electric vehicle,

i mpl enented of f-peak rates and other efforts designed to
hel p CARB and the State achieve the goal of zero em ssion
vehi cl es.

We are in discussions with Toyota at the nonent,
the only CEM prepared to provide rel eased used vehicles to
you us in the next 2 or 3 years. W are hoping that we'll
be able to rel ease these vehicles in enough quantity to
neet our E-Pact requirenents, at |east bridging through
the ZEV bl ackout period, which we see 2003 to sonewhere
bet ween 2007 and 2009.

We ask you to encourage the CEMs to make these
used vehicles available to the users in the State and
certainly to help utilities neet their E-Pact requirenent.

As good as the hybrids are and |"'mreferring to
t he engi ne hybrids we see today, they are not the best
they could be. They have no true ZEV nile capability and
they still rely on one fuel and that's petrol eum

Wth the EPRI battery report that we wanted to
present this nmorning, | believe that it clearly shows that
the next logical step with hybrids is adding a plug.

These are rmuch better than the silver category
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hybrids but aren't truly gold category |like the battery EV
or the fuel cell EV. From SCE s perspective, plug-in
products such as Gty EVs, full-size EVs, plug-in hybrids
and fuel cells all would be E-Pact conpliant, because they
rely on an alternative fuel

W al so see these plug-ins as a bridging
technol ogy. They're going to hel p nake a busi ness case
for battery EVs stronger and they're going to have a
positive inpact to helping to | ower technol ogy costs for
fuel cells in the future

Fromthe air quality perspective, plug-ins emt
50 percent [ess NOx and ROG than an engine hybrid. Up to
50 percent less CO2, and nid-size SU plug-in hybrid with
60 mile ZEV range coul d save over 350 gall ons of gasoline
annual | y when conpared to engine hybrid. Al this is in
the battery report and | do encourage the Board, if they
haven't had a chance to read the executive sunmary.

You are going to see a presentation follow ng ne
that is a conprom se proposal. And | think that is the
spirit in what I amup here in front of the Board today.
We are trying to work with staff and with the Board to
reach the goals of clean air in California.

CHAI RPERSON LLOYD: Is it chose to the end?

MR KIJAER Yes, it is.

| do encourage the Board and frankly all the
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st akehol ders to continue the narch toward ZEVs. W ask
CARB to address the ZEV bl ackout 2003/2010. W ask you to
consi der how to incent and encourage CEMs to continue to
rel ease existing ZEVs, even ZEVs that were originally
regi stered out of state, encourage themto come back into
the State

Hel p us bridge this '03 to '07 blackout period,
and frankly reaffirmthis regulation and help the
st akehol ders such as the utilities to be reassured that
their past investnents are secure and in our E-Pact
conpliance is viable with electric drive.

Thank you.

CHAlI RPERSON LLOYD: Thanks, Ed

Any questions?

Thank you.

Dave Modi sette, Bonnie Hol mes- Gen, Rol and Hwang.

(Thereupon an overhead presentation was

Presented as follows.)

MR MODI SETTE: Thank you, M. Chairnan and
Menbers of the Board. |'m Dave Mddisette. |1'mthe
Director of the California Electric Transportation
Coalition. And there's actually quite a fewthings I'd
like to say to the Board today, but because of the tine
constraints, I'mjust going to junp right into a

conprom se proposal
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We did get the nmessage | ast week |oud and cl ear
that we needed to cone forward with a very specific
proposal and one that tried to build off of the staff
pr oposal

--000- -

MR, MODI SETTE: And so what we are going to
explain to you today is a conprom se proposal. W fee
like it's a mddle-of-the-road proposal. It's not
everything that we want. It's not everything that other
st akehol ders want. But we do think it's a proposal that
many of the stakehol der groups we believe would be able to
rally around and support. It has five parts.

The first part is to have nodest but known ZEV
requi renents in each and every year from 2005 through
2014. Wthin those requirenents, we think that there
shoul d be technol ogy diversity and options, flexibility
for automakers to make choices within those options. W
think the near-term ZEV nunbers need to be increased. And
I"mgoing to show you the nunbers in just a mnute.

In 2015, we believe we should actually return to
the so-called red line, that's the nunber of vehicles that
was defined in the 2001 regul ation. This proposal also
allows flexibility, so that if you did want to establish a
m ni mum requi renent for fuel cell vehicles, you know, that

is a part -- or could be a part of this proposal
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--000- -

MR MODI SETTE: M. MKi nnon asked for the
nunbers. These are our nunbers. You can see we actually
start with pretty nodest nunbers from 2005 t hrough 2008.
There are vehicles there expressed. And it says instead
requi renent or fuel cell vehicle equivalent there on the
[ eft-hand colum. So that if an auto manufacturer
actually wanted to make all of their vehicles in fue
cells, those woul d be the nunbers that they would produce.

From 2005 t hrough 2008, there are 500 fuel cel
equi val ent vehicles there. So we have doubl ed the nunber
of fuel cell vehicles in the staff proposal

However, what we woul d propose to do is to allow
ot her types of technologies to qualify. And so on the
ri ght-hand side there you see we have a scenari o where an
auto manufacturer decides that they want to do 50 percent
of their requirenment in fuel sell vehicles.

So you can see, let's just take the first year
2005 as an exanple. Al of the automakers. This is for
all six automakers would do 25 fuel cell vehicles. Then
t hey woul d have a choice of either doing 500 Type 2 EVs.
Now, these are the full function EVs or they could do
1,000 Type 1 EVs, which are the City Cars.

O in our proposal, we believe that plug-in

hybrids should be another option avail able to automnakers

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

320
under this pathway. And in this exanple, they could do
750 HEV 20s, that's a plug-in hybrid with a 20-nile range.

After 2008 we do have ranp up. W believe it's a
very nodest ranp up. It's, you know, ruch fewer nunber of
vehi cl es, you know, than others are asking for, but it
does ranp up to quite significant nunmbers by 2014. And
then, as | said, by 2015 we're actually back on the red
[ine requirenents in the 2001 regul ati ons.

--00o0- -

MR, MODI SETTE: The second part of the conpromni se
is that what's referred to in the staff report as the 2001
base requirenents pathway, should reflect the actua
provi sions of the 2001 adopted ZEV regul ati ons, after
correcting for legal issues. | think one of the things
that's difficult to understand in the staff proposal is
that the staff proposal does not do this. They nake it
sound like it does this. But there are 5 or 6
concessions, if you will, weakenings of the 2001
regulation in what's referred to as the base requirenents.

And we believe that's a mistake. | nean, one of
the things, we're tying to do here is to give autonakers a
choi ce where they can choose the base pathway or they can
go to the alternative conpliance path.

And we want themto go to the alternative

conpli ance path, because that's the way we get rid of this
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ZEV bl ackout problem So the thing to do is to allow
aut omakers to pursue the 2001 base requirenent pathway,
but don't nmake it so attractive to them don't put so many
concessions in that that they will decide to do that
i nstead of doing the alternative conpliance pathway.
--000- -

MR, MODI SETTE: Nunber three. Eventually we want
to get back to a full 2 percent pure ZEV requirenent, a
gold requirement. Under the staff proposal there's
eligibility of so-called silver vehicles into the gold
systemfor ever. So we believe that the staff proposa
does not get back to or provides no pathway to a full 2
percent gold requirenent.

So the third part of our conpronmise is that there
shoul d be sonme phase out of eligibility of silver vehicles
in the alternative conpliance pathway to neet a
manuf acturer's gold obligation.

And the way we woul d actually propose to do it is
to phase out by vehicle types so that you start in the
early years through 2008 with all the silver vehicles
eligible, even nmld hybrid vehicles, which would normally
be PZEVs would be eligible in that category. That's fine.
We can accept that.

But then in the next category, we think, you

know, you should make that nore strict and drop out sone
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of the weaker silver vehicles, all the way until the |ast
section, which would be 2012 through 2014. W believe
only the best of the best silver vehicles, which would
i ncl ude plug-in hybrid vehicles and sonme of the other
t echnol ogi es, you know, the nore exotic technol ogies. The
technol ogi es that are actually giving you nuch better air
quality than just a standard AT PZEV. Those should be in

And then eventually in 2015 all the silver
vehi cl es woul d be phased out, as | said, and we'd be back
to ared line requirenent.

CHAlI RPERSON LLOYD: Dave, are you conming to a
cl ose?

--000- -

MR MODI SETTE: Yes. Just two nore points

Fourth is to close the so-called
pl aced-i n-servi ce | oophol e, which contains no m ni nmum
requi renent for a vehicle to be in California. W think
that that can be done with a relatively easy incentive
multiplier. And it goes directly to this issue that
you' re tal king about to provide incentives for
manuf acturers to re-lease vehicles or even to sell the
vehi cl es to people.

Those automekers that do that should get nore
credit. And we have a specific proposal to give them nore

credit if they do that.
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--000- -

MR MODI SETTE: Last point. Technol ogy Revi ew
Panel . Under the staff proposal, it's proposed for 2005
or 6. W just don't think that that nmakes very much sense
with a programthat's only going to begin in 2005. How
much data are you going to have to be able to evaluate the
technology. So we think it would be make sense to have
several years worth of experience with this program these
are requirenments in place, before you do that eval uation
So it's our recomendation that you postpone that to 2009
or later.

As | said, this builds off the staff proposal. |
think it corrects its ngjor flaws. It's a
m ddl e- of -t he-road conproni se and | believe that many of
t he stakehol ders coul d support this.

Thank you.

CHAlI RPERSON LLOYD: Thank you very nuch, David

A very constructive situation.

(Appl ause.)

CHAlI RPERSON LLOYD:  Prof essor Friednan

BOARD MEMBER HUGH FRI EDVAN.  kay. | had a
coupl e quick questions. First of all, you nentioned the

2001 base requirenents pathway, and that the staff report
and recommendation is weakening in 4 or 5 or 6 respects.

Coul d you identify that for nme?
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MR, MODI SETTE: Yeah. And they're actually -- if
you | ook at the hard copy that | passed out, there's a
nore detailed explanation of the proposal and that's
actually --

BOARD MEMBER HUGH FRI EDVAN:.  Well, |'ve got a
whol e book here. And I'msorry | just --

MR MODI SETTE: It's not in the book. The book
is unrelated to that.

BOARD MEMBER HUGH FRI EDVAN:.  Ckay.

MR, MODI SETTE: This is what | tried to identify.
You know, | think that this is accurate. | hope this is
accurate. But one of the problens is that the regul ations
are so conplex that it's difficult even for a person

that's been working in this field for nany many years as |

have.
Here's what they are.
BOARD MEMBER HUGH FRI EDMAN: | have it here now.
Thank you.
| can look at it quickly. | would like to ask, |
think, Dr. Bill as well, if the staff would respond, if

t hey have any comments on these proposals.

EXECUTI VE OFFI CER W THERSPOON: |'m going to give
a general response and ask to help ne with the rationale
for each individual change.

In general, as we picked up the regulation from
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2003 and noved it to 2005, we had to address what happened
in 3 and 4. And so sonme of the changes we're trying to
keep monentum goi ng and reflect that when the reg took
effect again in 'O05.

And other things we did, for exanple, we had a
40-vehicle fuel cell -- 40 credits for fuel cell vehicles
that was to have expired this year

And when we picked that up and noved it into '05,
we had to ratio all the other ZEV type credits to be, you
know, a fair ratio. So we had cascadi ng effects.

Dave's proposal also tal ks about having change
t he m ni mum performance requirenments for hybrid electrics.
Well, in point of fact, we threw out the entire nechani sm
we had before and created a new one. This was part of the
| egal chal |l enge.

And as we did that a three-tier concept energed,
whi ch includes mld hybrids, stronger hybrids, the high
vol tage, high powered, those different characteristics
staff talked to you about before. And so it wasn't so
much a weakening as a diversification of hybrid categories
as we | earned nore about themfromthe different
aut omakers.

Sone of the other things that have been brought
to our attention is when you used a nei ghborhood el ectric

vehicle to neet a gold requirenent, it counted as a rea
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vehicle in the baseline of what you sold, but it only
counted as 1.5 for credit. And so you were digging
yoursel f a hol e because the next year you had to nmake nore
el ectric vehicles and you had a greater obligation

So we asked by auto manufacturers can they
subtract the pure electrics, or pure ZEVs they built in
any given year before we calculated their obligation for
the next year, so they weren't hurting thensel ves by
maki ng ZEVs.

And then we al so changed the battery warranty
requi renents for hybrid vehicles that had been 15 years.
W Went to 10. W kept the sanme mleage of 150,000 mles.
And this was necessary given the technical data you saw
about battery life and the financial liability for having
to stand behind them and being told that hybrids sinply
woul d not cone to market with a 15-year warranty, and we
wer e wor ki ng agai nst ourselves in wanting to see nore
silver vehicles on the road.

In none of those instances were we trying to
weaken the 2001 anmendnents, but just to nmake t hem coherent
and carry them forward and have every technol ogy wei gh
appropriately agai nst the next.

MR, MODI SETTE: And maybe just to clarify, I'm
not objecting to those changes in the alternative

conpliance pathway. | think that those changes are
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additional positive things that are going to draw
aut onakers to that pathway, which is what you want.

But if you nake all those sanme changes in the
alternative conpliance pathway in the base path, then
you' re just encouragi ng automakers to go to the base path
and then we're going to have trenmendous ZEV bl ackout.

CHAlI RPERSON LLOYD: Dr. Friedman and M.

McKi nnon

BOARD MEMBER W LLI AM FRI EDVAN: | just wonder if
staff could al so coment about the suggestion about the
tech revi ew panel being put off.

EXECUTI VE OFFI CER W THERSPOON: I n our staff
report we had suggested a date by which the independent
revi ew panel woul d convene based on the customary three
nodel year's lead tine that are given to autonmakers before
we i nmpose any regul atory requirenents.

It has been brought to our attention that they
m ght not need that nuch lead tinme dependi ng on what the
target is. |If, for exanple, in the next period of tine
each manufacturer needed to build, let's say, 500 fue
cell vehicles a piece, they could potentially do that in a
single year toward the end of the three-year w ndow, and
not have to go into production and not have to know three
years before 2009 what the requirenent is going to be,

because they could build themall in 2011
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But as you choose and whatever nunber you al
cone up with, if, you in fact, put a nunber in today, the
higher it is, the sooner the panel would have to convene
and gi ve them sone gui dance, because it works backwards in
terns of production |ine changes, versus hand built,
supply conmitnments, et cetera in order to know who they're
goi ng to acconplish that goal

CHAl RPERSON LLOYD: Yes, M. MKinnon.

BOARD MEMBER McKINNON: |, for one, am pleased to
see nunbers. And | think there's a lot of logic to this.
Sone of the reluctance to nove very far is that there's
one in particular and nmargi nally sone other auto conpanies
that really went and did what -- there's actually a
couple -- that really kind O went and did the job

And so there's sort of, should we be penali zing
them or should we be naking them do sonething early if
they did what they were supposed to do.

And | guess what | think the beauty of this
proposal is is that it's saying we had a 2001 rule. W
were serious as a heartache about the 2001 rule.

And so if folks were going down the |ine of
following that rule, understanding there was a | awsuit and
there are sonme things we had to correct and maybe doubl e
counting of cars is sonething we shouldn't be doing in

terns of the requirenment nunbers.
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But essentially, you know, there's the 2001 rule.
Sonebody is going down that path. Geat. Perfect.

That's what we said we waned. Sonebody did it. W should
be happy. You know, we shoul d be happy about that.

To the extent a lawsuit caused there to be this
break that isn't a one-year break, it really works out to
be nore than that, because of how -- you've |aid out sone
nunbers that give an alternative way to get there.

And, you know, everybody | nmet with in the |ast
week, 1've said put sonme nunbers on the table. And you
did. Thank you. And I think they're worthy of serious
consi derati on.

CHAlI RPERSON LLOYD: Thank you

Ms. D Adano.
BOARD MEMBER D ADAMO. Ditto. | appreciate you
doing this. | know | asked you the sane question, and

am hopi ng that, depending on if it looks |like we may end
up going two days, would like to really encourage staff to
take a close look at this. Any future witnesses, it would
be hel pful for us to hear what you have to say about this
proposal. | don't know if the future w tnesses have had a
chance to digest it or not. And | would encourage the
automakers that are here to sit and chew on these nunbers
as wel |l .

Thank you.
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CHAI RPERSON LLOYD:  Yes.

BOARD MEMBER HUGH FRI EDVAN:. | just want to
clarify. You are both referring to this proposal as a
nodi fication of the alternate pathway, correct?

BOARD MEMBER McKINNON:  No, it's --

BOARD MEMBER HUGH FRI EDMAN:  You tal ked about
2001 --

BOARD MEMBER McKINNON:  It's saying the 2001 rule
essentially -- if you chose to go down that pathway, you
real |y ought to go down that pathway w thout us naking a
bunch of changes.

BOARD MEMBER HUGH FRI EDMAN: | understand. But
that wasn't this.

BOARD MEMBER McKI NNON:  Yeah. No, it says that.
It says go down the 2001 pat hway, the real one. The one
that we originally set out to do, or do this alternative.

BOARD MEMBER HUGH FRI EDVAN. This is the
alternative.

BOARD MEMBER McKI NNON:  Yes.

BOARD MEMBER HUGH FRI EDVAN. So we're saying the
sane thing. | wanted to understand that. | was confused.

CHAI RPERSON LLOYD: This is a variation of the
staff today.

EXECUTI VE OFFI CER W THERSPOON:  Just a

clarification to M. MKinnon. No one can do the 2001 reg
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exactly the way it was done, so there do have to be sone
changes as we reinitialize in 2005.

MR, MODI SETTE: Just to explain, the binder you
received is a conpilation of letters of resolutions from
| ocal governnents of letters fromlabor and business and
envi ronnent al organi zations. You know, these are the ones
that we are aware of. And these are all letters of
opposition to the existing staff report.

Qovi ously, we have not, you know, been able to
get back to all these people and show them the conprom se.
But | believe that many of these organi zati ons woul d
support the conproni se proposal

CHAI RPERSON LLOYD: We have received those
letters too. W're aware of them not in such a neat
form but we're thank you.

MR MODI SETTE: Thank you.

CHAlI RPERSON LLOYD: Thank you very nuch

Bonni e Hol nes-CGen, Rol and Hwang, Jason Mark

M5. HOLMES-GEN. M. Chairman and board nenbers,
Bonni e Hol nes-CGen with the Anerican Lung Associ ation of
California. GCet that name correct this tine.

I"mhere al so on behalf of the California
Thoracic Society. | first of course want to thank you for
your strong record of support for the ZEV Program It's

gratifying to hear that you're serious as a heartache.
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"Il tell you, it's very gratifying.

(Laughter.)

BOARD MEMBER HUGH FRI EDVAN.  Well, as a past
president of the American Heart Association, you could
have thought of a better anal og.

(Laughter.)

MS. HOLMES-GEN. | amhere to oppose the staff
proposal. As | believe you' re aware fromour letter from
the Lung Association and our allied groups that we have
very serious concerns about the staff report. W feel it
falls very short of achieving the objectives that we woul d
like to see it achieve

Specifically, we're nost concerned that it does
not continue to push zero em ssion vehicle advancenent
with clear, enforceable and increasing regulatory goals
over the next decade and beyond. W believe this is
critical. And that basically neans you need to set a
nunber, | guess, in the parlance you' ve been using today.

W bel i eve that by proposing no zero emi ssion
vehicle requirenent in 2009 and after, the staff report
sends a very bad signal. It sends a signal that the car
conpanies may be let off the hook. | think that it
fosters a wait-and-see-what-happens node rather than
pur poseful forward novenent on the part of the car

conpanies. And that's our great concern, and why we
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beli eve you do need to set a nunber for 2009 and after

CHAlI RPERSON LLOYD: Bonni e, you've got sone very
ni ce recomendati ons. Could you get to them

MS. HOLMES-GEN: But | do want to just rem nd you
t hat establishing technol ogy forcing goals, | nean, that's
been the key aspect of the Board's |egacy, and you need to
continue that legacy in air pollution control. And please
don't be afraid of setting goals in the future, even if
you have to come back and revisit themagain, that's part
of being a visionary body, and we expect that of you.

So together with ny coll eagues fromthe Union of
Concerned Scientists, and the Natural Sources Defense
Council, we have forwarded sonme specific recomendati ons
to you.

The concepts are simlar in many ways to what
you' ve heard fromny col | eague Dave Modi sette. And the
specific action itens that we are asking you to take are
nunber one to redesign the alternative conpliance pathway
and the staff proposal to allow other ZEV technol ogies to
conpete, but we want to neek sure that there is a fue
cell floor in that nunber.

So you have a proposal in the staff report of 250
fuel cell vehicles by 2008. W think that's a very
extremely reasonabl e goal for fuel cell vehicles, but if

we're going to open up this pathway to diversity, we want
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to see you add sone additional vehicles to that nunber
We're recommendi ng a fuel cell vehicle equival ent nunber
of 500 for that first phase.

W believe that that nunber is very reasonable.
And ny col | eague Jason Mark will by explaining in nore
detail why that nunmber is very reasonable for that
timeframe. And it would also allow you to open the door
to battery technol ogi es right away.

Second of all, we're asking you to establish a
m ni mum requi renent for car conpanies to produce at | east
5,000 new zero emnission vehicles or fresh ZEvs, fuel cel
equivalent, that is cunulatively in the 2009 to 2011
peri od, and then restore the ranp to the 2001 program

Again, we believe these are reasonabl e but
chal | engi ng nunbers for the car conpanies. They're very
much in line with other projections that have been made
specifically by those in the fuel cell industry. And the
Board woul d not be picking a nunber out of the air if you
established this nunber. This is not about picking
nunbers out of the air and just going on no rationale.

We're tal ki ng about going on solid rationale.
Car conpani es, as you know, have said they can nake
comercially marketable fuel cell vehicles by the end of
this decade. And we know we al ready have the viable

alternative of batteries of various kinds also to fill in
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on sonme of those nunbers.

Definitely if you set a goal of 5,000 over that
peopl e or higher, you would be setting a very reasonabl e
goal, but a technology forcing goal. W're asking you to
do that. Third, we ask you to nove the expert review
panel to a post-2006 tineframe. | think nmy coll eague
suggested 2009, but just any time in that latter half of
the decade is nuch nore reasonable than the earlier tine
period that's projected in the staff report.

We believe it's critical to ensure tine for new
steps in technol ogy advancenent to occur to allow the
panel to get a better picture of the pace of technol ogy
advancenent. And we al so want to nmake sure that when you
adopt your resolution that you clarify that the panel's
scope should be narrowy defined to focus on technol ogy
revi ew.

We don't want their to be any confusion that this
is a policy making body of sonme type that's going to
actual ly establish specific nunbers of vehicles that the
Board shoul d consi der.

And fourth, we do strongly support the staff
proposed increased requirenents for silver category AT
PZEVs. And ny col | eague Rol and Hwang is going to go into
nore detail about the inportance of that piece of the

staff recommendation. And again we believe that it is
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especially inportant to have these hi gh nunbers in the
silver category especially when the Board is providing
nore flexibility, and really, you know, giving sone
additional flexibility and assistance to the car conpanies
in nmeeting the gold category requirenents.

And you know we believe that the silver category
AT PZEVs you know, are proven technol ogy. Hybrid
passenger vehicles are here. There's a conmercial case to
be nmade for them Car conpanies are signing up to put new
nodel s of hybrid electric vehicles out. So we think it's
very reasonable to stand by those increasi ng nunbers over
t he next decade that are in the staff report. W
appreci ate your strong record of support.

And finally, | just want to rem nd you that this
decision is a historic decisions. And we'll establish a
| egacy for the future. And we believe that it's inportant
for you to continue your historic role of |eading the
country and the world in pushing vehicle technol ogi es and
maki ng the car conpani es neet new chal | enges, setting rea
and continuing challenges before the car conpanies,
i gnoring the nay sayers that say we can't do it, enbracing
di verse zero em ssion technol ogi es and staying at the
forefront of public health protection

So we want to encourage you and chal |l enge you to

nove forward and set a strong nunber
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Thank you.

CHAlI RPERSON LLOYD: Thank you, Bonnie

Jason and Rol and swi tched. So Jason Mark, Rol and
Hwang, Tom Gage.

(Thereupon an overhead presentation was

Presented as follows.)

MR MARK: Thank you. |If you're anenable to
switch, it will make things a little bit nore efficient.

CHAI RPERSON LLOYD: By all neans.

MR MARK: | first want to thank you for your
endurance, not just for today, and I think this evening
and perhaps tonorrow, but also for your endurance in
nmai ntai ning the path to zero.

I want to talk about the needs to really maintain
that path to zero as we nove forward. M/ nanme is Jason
Mark and |1'm an engineer. So thank you for the earlier
conment s about giving engineers a chance, and director of
the cl ean vehicles programat the Union of Concerned
Scientists, which is a nonprofit partnership between
citizens and scientists.

We've, | think, had over 2000 of our nenbers
t hroughout California wite to you directly in support of
strengthening this regulation in the proposal. 1In
particular UCS is concerned about the staff's proposa

that it could stall progress in the technol ogy fuel cells
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that the industry itself clains is the next generation of
vehi cl e technol ogy.

And we believe that there is anple evidence to
justify much nore concrete determinati on about fuel cel
vehicles in the future, and far nore aggressive than even
the optional nunbers that staff has discussed this
nor ni ng.

--00o0- -

MR MARK: So towards that end, let ne just touch
first on automakers statenments regardi ng fuel cells.
Nearly everyone in the autonobile industry has dubbed fue
cells as the technology of the future. And they have
actual ly been quite aggressive about how quickly they
thi nk that technol ogy can nove to market.

I"mparticularly taken by CGeneral Mbdtors
assertion that they think they'Il have a conpelling and
af f ordabl e car by 2010, which is in stark contrast to the
$100, 000 vehicle premumincrenmental price that the staff
suggests in the initial statenment of reasons.

So again, | think we have to at sone point take
the autonmakers at their word and the trenendous anmount of
press that they've been bringing to the issue of fuel cel
technol ogy and really suggest that they can deliver on the
promi se that they're articulating to us.

Second of all, let nme talk very briefly about
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targets that the fuel cell industry itself has
articulated. This is -- you can see all of the groups
t hat have signed onto this docunment that tal k about very
realistic targets for getting to zero. The path forward
is the name of this docunent. And this is both fuel cel
industry as well as potential fuel suppliers to the fue
cel | industry.

--00o0- -

MR, MARK: They tal k about 500 passenger vehicles
fromthe period 2004 through 2007 and 5, 000 passenger
vehicles annually from'08 to '11. So in other words
there will be 20,000 vehicles over that four-year period,
from?2008 to 2011. That's a real concrete target that the
fuel cell industry itself has set out.

--00o0- -

MR MARK: And finally this is the chart that
many of fol ks have already tal ked about fromthe
Depart ment of Energy, which was actually created in
col l aboration with several automakers over a year ago.

The Departnent of Energy's vision is to start building on
the 50 fuel cell vehicles that will be denonstrated in
California through the fuel cell partnership over the next
year or two, go to that next stage of a ten fold increase
to 500 and then finally 5,000 by a 2012.

My sincere hope is that the State of California
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will be at |east as aggressive in pronoting fuel cel
vehi cl es as the Bush administration. And | note for
reference that in fact our coll eagues across the seas have
already articulated far nore aggressive goal s.

The Japanese M nistry of Econony, Trade and
I ndustry has, for exanple, recently articulated a goal of
50, 000 fuel cell vehicles by 2010, perhaps a bit nore in
line with the sorts of public statenments that we're
hearing from General Motors.

--000- -

MR MARK: To help put the staff's perspective in
perspective, | wanted to just share with you sone of the
nunbers that the bar on the left for each of the tines
peri od either by 2008 or from 2009 through 2011 woul d be
the 2001 rule. So you could see that if autonakers were
to neet those requirenents through the fuel cel
technol ogy, it would have required 6,500 by 2008 and
nearly 30,000 by over the tine period 2009 through 2011
cunul atively.

Next, just two nonths ago staff was proposing
nunbers nore on the order of 1,000 by 2008 and 11, 000 over
the next three year tine period. The latest proposal in
front of you today is 250 by '08 and zero thereafter.

Then | put on the chart, the tw sets of, sort of,

benchmarks that | just described, the Departnent of Energy
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goal s 500 by 2008 and 5,000, in this case their goal is by
2012, and | want to be clear about that. |[|'ve shown here
by 2011.

And second of all, the fuel cell industry which
was 500 by 2007 but an additional 5,000 per year
thereafter. So that's how those nunbers work out.

And what really what | think we're asking you to
do today is not pick a number out of thin air, but in fact
pick a nunmber in a range that is well established by both
the fuel sell industry the Departnent of Energy and their
research targets as well as sonme of the statenments that
we' ve been hearing fromthe autonmakers thensel ves.

And we think that quite clearly, and I want to
crystal clear on this point, we believe that the nunbers
in the 2009 tinme period are absolutely vital for three
reasons.

Nurmber one, to maintain the flow of investment to
fuel cell technology. Nunmber 2, to focus and foster
conpl ementary policies that speed the fuel cel
transition.

And nunber three to ensure ultinmately steady

progress to zero.

--00o0- -
MR MARK: And so here's ny final -- sorry,
nearly final slide. This is the proposal. This is the
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path to zero proposal that we're reconmending to the Board
t oday, which would require by 2008 500 fuel cell vehicles.
Over the next three years, 5,000. Over the next three
years 30, 000.

And the concept there is to build on going from
the 50 vehicles that we'll see by year's end in the fue
cell partnership to 500, then to 5,000 and then ultimately
build a smooth ranmp getting back to what was originally
called the red Iine or the original programby 2015, and
that's how we derived that 30,000 vehicle estimate.

OJ vision is to build on the same nmechani sm
proposed by staff in the alternative conpliance path. So
t hese woul d be new vehicles. And noreover, though we
think that diversity is absolutely critical, and that this
shouldn't just be fuel sell vehicle nunbers, but in fact
ZEV technol ogy. W' ve expressed the nunbers in ternms of
fuel cell vehicle equivalents, if you will.

But we think that all technol ogi es ought to play.
ANd we, in fact, support the option that staff has
proposed to also create hydrogen infrastructure credits
over the next three perhaps six nonths to develop a
concept for crediting hydrogen infrastructure.

--00o0- -
MR MARK: The last slide. To put this all in

perspective, one is to just sort of give you a sense for
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where we've been and how this path to zero might map out.
The red line on the top is our estinate of the fuel cel
requi renents associated with the January 2001 rule. And
the green dash line is the nunber that we propose.

To be clear, we're not proposing annua
requirenents. W're proposing the flexibility that you
gain by offering three year averages, essentially, or
cunul ative requirenents, to allow some of the industry
| aggards to catch up and the accelerated fol ks to continue
to nmove forward.

We al so think that the technology is, even though
we' ve shown just fuel cell vehicles should be ZEVs.

--000- -

MR MARK: So in sum our proposal is 500
vehi cl es over the tinme period by 2008, 5,000 fuel cel
vehi cl es over the next three years, 30,000 and then return
to the rule by 2015. W urge you to send the strong
signal the automekers need to devel op fuel cel
technol ogies on a tinmefranme that we believe is reasonable.

CHAlI RPERSON LLOYD: Thank you Jason. One
qguestion of clarification. | know the answer, but the
5,000 vehicles that DOE, of course that's a nationa
nunber that's not a California nunber.

MR MARK: It is a national number. M viewis

that we're not going to be seeing a lot fuel cell vehicles
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in Louisiana, nunber 1. And nunber 2, nore inportantly,
your staff had proposed allowi ng these vehicles to qualify
for another LEV/ZEV states. And under that schematic, of
course, | think you get the extrenes of let's say whether
and tenperature environnents that you really want to test
the fuel cell technol ogy.

So | think you'd capture I think a reasonable
timeframe. And renenbering also the fuel cell industry is
tal ki ng about 15,000 vehicles in that sane tine frane.

CHAl RPERSON LLOYD: It's the fuel cell industry,
not the auto industry.

MR MARK: Right.

CHAlI RPERSON LLOYD:  Prof essor Friednan

BOARD MEMBER HUGH FRI EDMAN:  Your nunbers, have
you had a chance to conpare your nunbers with M.

Modi sette's.

MR MARK: | think the principle is very nuch the
right.

BOARD MEMBER HUGH FRI EDMAN:  But the nunbers are
quite different. And when you speak of equival ent BEV
requi renent would be hire, what kind of ratio were you
t hi nki ng of.

MR MARK: W have not, in fact, thought through
the types of credit schene that woul d be needed, but |

think it stands to reason that battery electric vehicles
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woul d garner fewer credits than fuel cells given where the
technol ogy is.

CHAlI RPERSON LLOYD: M. MKi nnon

BOARD MEMBER McKINNON: | just want to kind of
conpare the two proposals as best as | get it here. In
the Modi sette proposal, it's initially about 300, but it's
segnented annually. You know, there's like a 50 and 100
and 150.

Yours, you have three years that you're saying
five years, 500. So if you |l ooked at three years in his,
it's 3000 That's in ternms of -- so there's three years
sliding sort of gives conpanies sort of a running start.

kay. And then the next period it's 5,000 versus
3,000. And then the next period it's the sane, | believe,

30,000, 30,000. And the other differences is three year

sl i di ng.

G eat. Thank you for doing nunbers and a basis
for them

This is good stuff.

MR MARK: Thank you.

CHAlI RPERSON LLOYD: Rol and Hwang, Tom Gage, Dana
Muscat o

MR, HWANG Thank you, M. Chairman, Menbers of
t he Board.

(Thereupon an overhead presentation was
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Presented as follows.)

MR HWANG | appreciate the opportunity to
present our perspective on this very inportant program
My name is Roland Hwang. |'ma senior policy analyst with
the Natural Resources Defense Council

And what | want to speak to you this evening
about is the role of the advanced technol ogy partial ZEV
pat hway, particularly the hyper electric vehicles in
getting us to zero. W viewthis as a critical pathway.

--000- -

MR HWANG  The role of the AT PZEV pat hway, |
think, there's a broad consensus and you heard that today.
Dr. Anderman, | think you heard from Toyota. But there is
broad consensus. There should be no debate that hyper
el ectric vehicles are a stepping zone to fuel cel
vehi cl es and other pure zero emi ssion vehicle
t echnol ogi es.

That issue, | believe there is very little or
absol utely no debate about.

Second of all, which thereis a little bit nore
di scussion here today, is the issue of volunes. | think
W' ve seen past history volumes do matter. Higher vol unes
will bring down the cost of the electric drive conponents,
as well as AT PZEVs, al so natural gas vehicles, for

exanpl e, the gaseous storage technol ogies, that will
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enabl e fuel cell vehicles also. So volunes do through
matter.

--000- -

MR HWANG Finally the degree of hybridization
A hybrid with a bigger electric notor with nore batteries
is going to have a |large conponentry link to a pure zero
em ssi on vehicle.

--00o0- -

MR, HWANG When we're |ooking at getting to say
fuel cell vehicle comrercialization or any kind of pure
ZEV conmercialization, essentially we need -- in this
case, ny exanple will be on fuel cells, but the sane
principles apply for battery electrics. W need to have
t hree pat hways converge, three technol ogy pat hways
conver ge

First, in ternms of fuel cells, we need the fue
cell's stacks performance and cost to cone down to a point
where we can have a conpetitive product.

Second, of course, we need hydrogen
infrastructure to be in place. And third, we need
electric drive conponents to conme down in cost and
increase in perfornmance to the | evel where, as a package,
the fuel cell infrastructure electric drive conponentry
all can conme together to deliver a comercializable

product, again where it's fuel cells or battery electric.

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

348
In this case, the exanple is on fuel cells.

The zero emi ssion program can address all three
critical paths. And | think it's very inportant to
understand that the zero enission vehicle program has
evolved quite a bit over tine, and, in nmy mnd, has
successfully evolved to neet sonme of the new chal |l enges
that we have faced an what we have | earned over tine. On
the first pathway fuel cell stack and auxiliaries, clearly
pure gold requirement, we're asking the Board to restore
some | evel of pure gold requirenent.

That will help us with the fuel cell stacks and
the auxiliaries that going along with the fuel cells.

Hydrogen infrastructure, we've heard di scussions
today about infrastructure credits. W need those
infrastructure credits and nore in order To get that
critical component in place.

And of course the electric drive conmponents, what
I"mfocusing on ny presentation is incentivized through
the you AT PZEV pat hway. Again, these are the three
critical pathways the program addressed in a coherent
manner .

--000- -

MR HWANG Vol unes, of course, do matter. And

this is the cost curve fromone of ny coll eagues for BPM

Brushes Permanent Matter electric notors, electric notors

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

349
for hybrid electric vehicles the same as for fuel cell or
battery electric.

As you can see in this cost curve, the nunbers
for the cost keep coming down. This is obviously per
manuf act urer keep coming down to the tune of 1,000 vol une
| evel .

--00o0- -

MR HWANG  The AT PZEV volune | think we've
heard sone di scussi on about whether those are achievable
or not. Just some quick nunbers. And what |'mgoing to
conpare them are to announced goal s for production gl oba
producti on nunbers, | believe, they are. So you have to
di vide your gl obal production nunmbers by what's required
in California and the northeast. But you can see that
Toyota in 2005 would be required to build 17,000 vehicl es,
if they did not use any of their gold credits. And that
woul d include California and the northeast.

And Ceneral Mtors in 2007, would be 32,000. The
reason | show these years is that Toyota has announced a
gl obal production goal of 300, 000.

--00o0- -

(Thereupon the power for the overhead

presentati on went out.)

MR HWANG  And General Mdtors has announced a

gl obal --
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CHAlI RPERSON LLOYD: That's the new mechani sm for
cutting you off.

(Laughter.)

MR HWANG Yes. That's a very effective way.
The technol ogy definitely works there.

I'"mal nost done. If | had maybe 30 nore seconds
and indul gence | can conplete it. | don't knowif we can
get the over heads back up.

CHAlI RPERSON LLOYD: We've got the copies here

MR HWANG | guess, I'mflying a little blind
here. Let ne see what do | have here.

The ot her point, of course, on the volunes that
bei ng achi evable, |I've listed out a nunber of reasons why,
by the volunes, fromthe staff, a March proposal, are
likely on the high side.

But primarily | want to one focus the fact that
we are all absolutely hoping that you will restore the
zero em ssion vehicle pure gold requirenents, and that
will also drive down the volunes of AT PZEVs. W do not
think the volunes of AT PZEVs are a problemin terns of
mar ket achi evability.

We think that there are clearly volune benefits
to the technol ogy perfornmance cost at the |levels even in
the staff report. But | wanted to reinforce the concept

that the nunbers are likely to be | ower.
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Level of hybridization matters. Let me point out
that staff is proposing to allow sone all owances for
what's called 42 volt stop start systens.

--00o0- -

MR HWANG Cearly, there is a difference in
technol ogy between a vehicle with a five kilowatt notor
it runs on 42 volts, versus a fuel cell vehicle that would
run, say, on a nuch higher voltage say 600 volts and
electric notor size 80 kil owatts.

--000- -

MR HWANG So in sum the reconmendations that
we have, of course, is to restore the gold ranp, as ny
col I eague Jason Mark spoke of.

Second of all, is to, as staff proposed, require
AT PZEVs to backfill any differences between the 2001
anendnents and whatever transpires at the end of this
board neeti ng.

Finally, we recomrend you adopt credit |evels
future AT PZEV vehicl es, because we do think the vol unes
are achi evabl e and we think that there are significant
econom es of scale and innovation benefits going out to
t hose hi gher nunbers.

And finally, we do oppose, froma technica
per spective, oppose the inclusion of the 42 volt, so

called, Level 1 vehicles. But at very mninum we would
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ask the Board to nake sure they enforce the phase out of
that to be used on silver conpliance by 2008.

Thank you for your attention.

CHAlI RPERSON LLOYD: Thank you very much

Any questions, comments?

Thank you very much Rol and.

Tom Gage, Dana Muscato, Daniel Rivers.

MR, GACGE: Cood evening, Chairman and Menbers of
the Board. |'mTom Gage. |'mw th AC Propul sion, a come
in Los Angel es that builds EVs one at a tinme. W would

like to build them by the hundreds or the thousands, and

for that reason, | oppose the production nmandate.
I"d like to run through ny presentation. | wll
edit for brevity as | go. | hope | renain coherent.

Let ne start. California needs electric vehicles
now nmore than ever. W need their environnental benefits,
and nore inportant we need their fundanental energy
benefit. The efficient use not inported, not petrol eum
secure and renewabl e energy resources.

EV should be a najor elenment of California
envi ronnental policy. Do not shirk away fromthese
br oader objectives using the excuse that it's not an air
quality issue. Energy consunption affects air quality.

As nmany of you know, energy consunption, green

house gas emissions and air quality are closely rel ated.
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They cannot al ways be neatly partitioned according to
organi zati onal boundaries of the State bureaucracy. You
the Air Resources Board, have the EV bit. | urge you to
run with it.

The United States uses too nuch petroleum W
use 45 percent of the worlds gasoline for five percent of
the world's people. Qur per capita energy consunption of
petrol eum for transportation is double or triple of
devel oped econonies. It's order of magnitude is higher
than countries like China, Brazil and India, all of whom
are pursuing their legitinate aspirations to high levels
of autonobility.

We need to reduce gasoline consunption by using
it nmore efficiently and substituting other energy sources
for it. Starting now, we need to substitute new sources
of energy from secure non-petrol eum and renewabl e
resources for gasoline. And we need to use that energy
efficiently.

EVs do this better than ULEVs, SULEV, PZEVs, AT
PZEVs, hybrids, fuel cell vehicles or any other type of
aut onobi | e.

This is why now, especially we rmust not turn away
fromEV commercialization. The original ZEV mandate was a
bol d and commendabl e to achi eve EV commerci al i zati on

Thirteen years later, it's obvious to ne that the
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producti on nandates have not worked. | don't think they
ever will.

Under the staff proposal of March 5th, the
expect ed nunmber of commercial zero enission vehicles is
zero. You can and shoul d avoid this outcone.

At the end of nmy remarks, | will briefly describe
how you can shift the nmomentum you have created in a new
direction. You can work around the adversarial stale mate
t hat has devel oped between staff and automekers, and you
can foster continuing progress toward EV
commer ci al i zati on.

The aut omakers say EV conmercialization is dooned
to failure. | disagree, for at |least five reasons. EV s
do have enough range for typical driving, because nost
trips are short. Batteries are getting better, a | ot
better, as we have heard. People |like EVs. EVs have
virtues that offset their linmtations.

A small electric car drives |like a bigger nore
luxurious car. Listen to EV driver testinonials. They
have a product they really like. They' re not odd balls.

Do not underestimate or overl ook your ability to
af fect change in the market. And be certain that where
the market goes the automakers will follow Ckay could
you go to slide seven please

--00o0- -
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MR GACE: Fuel cell vehicles use nore energy
than EVs. A hydrogen cycle has too many steps with | osses
at each step. So even at high cell efficiency, the
overall efficiency O the fuel cell vehicle is low This
chart conpares a RAV4 electric to a Honda FCX. And you
can see that well to wheels in terns is nmile per gallon
EV, is better oh even a lot better than a fuel cell car

This is an exanple of how air quality goals
cannot be separated entirely from energy considerations.

Next slide, please.

--000- -

MR GACE: Fuel cell stocks are down, nuch nore
than the Market as a whole. This may just nean that the
mar ket view fuel cell commercialization as beyond its
i nvestment horizon. But nore inportant it reduces the
aut o maker executives appetite for R& and fuel cel
rel ated acquisitions because it will no |onger boost their
stock price.

Auto nakers are reevaluating their fuel cel
prograns. Many do not want even to conmit to building a
few dozen fuel cell vehicles over the next five years.

Next slide.

--00o0- -

MR GAGE: Wy not EVs?

The need is real and increasing. The technol ogy
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is ready and getting better. Conpared to 1990 or even
1996, a narket has been established. There are no
near-termalternatives to the EV for the ZEV vehicle.

| decided to take a step back and get
perspective, and this is what | saw. In the big picture
see a State and a nation that need the benefit EVs. | see
aut onakers so desperate to avoid any producti on nandate
that they spend millions of dollars on ZEV R&D but they
refuse to produce any.

| see dozens of fleets and thousands of
i ndividuals who will buy EVs if they can. | see at |east
five and naybe 10 snall conpanies like mne here in
California, and many others throughout the world that want
to build and sell EVs and EV conponents, but who cannot
attract sufficient investnment due to market uncertainty.

And finally, | see and agency of the state that
has regul atory authority over automakers and established
outreach prograns to the EV nmarket, and know edge staffers
sone whom are enthusiastic about EVs.

Al'l these elenents are in a log jamright now
No one can nove. | do not see why you, the Board, cannot
break up the log jamw th revised regulations that incite
| ess aut omaker opposition to provide nore certainty for
pl anni ng and foster a market environnent where

entrepreneurs will have their best opportunity to sell
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and consuners their best opportunity to buy electric
vehi cl es.

Here is what | propose.

Next slide.

--000- -

CHAlI RPERSON LLOYD: Can you bring it to a close
Tom

MR, GACE: Yes, these are ny five
reconmendati ons.

Do not abandon EV conmerci alization. Do not
approve the March 5th proposed nodifications. It is not
in California's best interests to abandon EV
commer ci al i zati on.

Second, accept the fact that you cannot force the
can conpanies to build EVs. It seens that you have | ost
that battle. But do not conceive the war because of it.
Work wi thout the OEMs, but keep pushing for EVs.

Third, you have a mandate. Keep it, strengthen
it and enforce it. It is a credit mandate. Car conpani es
do not have to produce EVs. They just have to buy credits
from those who do

Fourth, join forces with other State bodies
including the California Energy Conmi ssion, the PUC and
the Legislature. This is about energy and air quality.

Restore, strengthen and unify California's commitnment to
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pi oneer the transformation to electric transportation
And fifth, renenber the car buyers are the rea
agents for change in vehicle technol ogy. Wat people buy
det er mi nes what aut omakers build.
Last slide, please.
--000- -
MR, GACGE: Regul ations and policies that provide
i ncentives and encouragenent to both supply side and the
demand side, and that avoid confrontation with the
aut onakers will give EV commercialization the best chance
for success. If it fails, it will have failed in the

mar ket pl ace not in back roonms and court roons.

Next slide.
--000- -

CHAlI RPERSON LLOYD: Tom cone on

MR GAGE: If it succeeds, you can be sure that
auto conpanies will be paying attention and they will be

only too glad to join. As this slide shows, they can do
this so well, design, invest, nanufacture and sell, if
they have reason to. And that's really what you' ve wanted
all al ong.

Thank you.

CHAlI RPERSON LLOYD: Thank you

Dana Muscato, Daniel Rivers, Dan Sturges.

MR, MJUSCATG  Good evening, Dr. Lloyd, and
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nmenbers of the Board. |'m Dana Miscato, chief Executive
Oficer of Phoenix Mditorcars, Gai, California.

We build full-function freeway speed, batter
el ectric vehicles for purchase. W appear today in
opposition, not so rmuch to the 2003 proposed changes to
the rule, but to the suppl enental changes proposed by the
staff early this nonth.

We believe that for the Board to take any action
at this time that reduces the requirenents for
manuf acturers to put zero em ssion vehicles on the road,
is tantanount to snatching defeat fromthe jaws of
victory.

It's essential to maintain a pure ZEV gold
standard. This, after all, is what has driven the
devel opnent of the various power, drive train and battery
t echnol ogi es and has devel oped the infrastructure.
Phoeni x motorcars currently has a fleet order for dozens
of vehicles and request for quotes on fleets equaling
hundreds of additional vehicles. You all know how nuch
demand governnment agenci es al one have put out there.

We have participated in vari ous CARB wor kshops,
manuf acturers public conment forms, advisory conmittee
neetings on the matter. And to paraphrase the
overwhel mi ng sentinment of all the participants that cane

to those neetings, ZEVs on the road in California now.
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What ever action this Board takes today, that's
shoul d be the objective. The current staff proposa
evi scerates the zero emnission vehicle program and
guarantees that there will be no ZEVs placed in service in
California in this decade.

|'ve been hearing nunbers today, dates 200 what,
2009, 2012, 2013. | think sonmeone needs to say this is
2003. What are we doi ng today?

The technology is here now The public
acceptance and interest are here now. Put ZEVs on
California' s roads now.

Thank you.

CHAlI RPERSON LLOYD: Thank you very nuch. Thank
you for keeping it concise. Daniel Rivers, Dan Sturges
M chael Coat es.

DR RIVERS: M. Chairman and Menbers of the
Board, thank you for giving ne the opportunity to speak
here today. |1'mDr. Dan Rivers, president of Conpact
Power, a snall conpany naking battery packs for hybrid
direct electric vehicles and related application

I'"ve labored in this inpossible EV supplier
i ndustry for about 13 years now, starting out with the
managenent of the EV1 GMs EV1 program And now goi ng on
to battery packs.

And no doubt your esteenmed Board has been very
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i mportant inspiring technol ogi cal inprovement, but I'ma
little afraid that maybe you are not taking due cogni zance
of how far you have spurred the industry and how far the
battery industry in particular has cone.

I'"'mhere to speak specifically about Lithiumlon
batteries and the promise they hold for the hybrids, for
the fuel cells for the pure electronics. --

My conpany took the hard way, doing it right. W
make manganese based lithiumion. W can nmake cobalt
[ithiumion you go down a blind path -- a blind alley
because you can't, in the end, nass produce it.

By taking specific energy we get the safety and
the cost and environnmental qualities that we want in a
battery. Belcorps pioneered this kind of technology in
1994 at the one hundred watt hours per Kil ogram

And Dr. Lloyd, four years ago, | briefed you on
the programthat | had. And | proudly told you that | had
achieved 123 watt hours per kilogram Well, | guess, I'm
about the only one holding up hardware here, but here's a
cell we nmade nore recently up, 164 watt hours per
ki | ogram

Manganese. And we expect to optimze it 175. |If
you put this in a EV1, battery pack for an EV 1, you could
drive it 300 nmiles and cut the weight by 450 pounds. And,

yes, | do have test data on this cell
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We have nade similar cells fromhybrid electric
vehicl e application, just the sane size, just a little bit
t hi nner achi eving 2000 watts per kil ogram and yet getting
nore energy per kilogramthan nickel metal hydride
t echnol ogy.

The cost is conming down. |In 1994, [ithiumion
technol ogy sold for $3,000 per kilowatt hour. Today it's
$275 per kilowatt hour and that is for small individually
wr apped cells using |lap tops.

R&D is continuing to inprove. As we all know,
necessity is the mother of invention. And it's not just
the auto industry that's pushing this technol ogy, but also
the mlitary, and the space industries. W have contracts
both with the Air Force and with NASA. And so all of
t hose are conbining to drive the technol ogy forward.

My nmessage today is very sinple, | urge the Board
not just to |l ook at where the technol ogy has been or where
we think it may have been one or two years ago or is
today, but to try to project a little bit.

The fact is that this is not yet mature
technol ogy, that lithiumion is advancing rapidly, and the
few problens that you nay see with it today, will no doubt
be done away with in future years, just as happened with
ni ckel netal hydride.

So ny point is sinply | ook ahead and | ook ahead
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to what lithiumion will be and not only what it is today,
which is quite remarkabl e conpared to just a few years
ago.

Thank you.

CHAI RPERSON LLOYD: Thank you very nuch.

Just a question. Did you speak to Dr. Andernman
and the people who are surveying the batteries.

DR RIVERS: Pardon ne?

Yes, |'ve spoken to Dr. Anderman. And | respect
himhighly. | just think that nmaybe there's a difference
bet ween H m and your board and ne, in that |'mnot an
analyst I'man evaluator. | have to actually produce the
hardware. And | think I kind of know where it is today
and what we're achieving today. And | think it's quite a
bit ahead of where it was two or three years ago.

And so | think that's the difference, but | do
have very high regard for Dr. Anderman. And by the way,
the cost nunmbers | cited, canme out of his report in 2001.
And | agree with those nunbers. And | believe they're
going to be even better with this technol ogy here because
the materials are | ower cost.

CHAI RPERSON LLOYD: Thank you very nuch.

Dan Sturges, M chael Coates, Tom Ful ks.

MR STURGES: H . M nanme is Dan Sturges. I|I'm

Executive Director of Mbility Lab, a nonprofit design

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

364
conpany working with conmunities and cities on sustainable
transportation systens.

I quit my job at General Modtors designing cars
two years before you did your first regulation in 1990 to
pur sue designing snall vehicles and that work led to the
first NEV. And now in 1997 | started working with ITS
Davis on transportation systens that included snal
vehicles with car sharing and with transit.

And nost recently, |I'ma subcontractor to
CALTrans ne on the new car sharing statewide initiative

Essentially I'mhear to tal k about the NEV
essentially the way it's using losing credits into the
future here and that all neans in terns of solving
conprehensive problens. 1've been here all day. |[|'ve
heard all kinds of passionate argunents to create zero
em ssion transportation and to i magi ne the day that we all
have our fuel cell cars.

And so sonetines as a designer, | inmagine that.
So if it's 2020, which it is like with us all having our
fuel cell cars. And if we're going to work in the norning
in San Francisco or down in Los Angeles on the 405, we'll
probably be stuck in traffic, in our $40,000 fuel cel
cars.

And so I'mnot trying to solve air problens. |'m

really | ooking at air problens, but al so congestion
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probl ens, and al so how to nake transpiration | ess costly
for people. So there's a lot of opportunities nowto | ook
at systens and what Mark tal ked about with the Snart
Mobility systens is really something that needs to take
pl ace and needs to devel op

| see areal interest in acity electric vehicle
Board here today. And what a city electric vehicle is is
a great vehicle that's not commercially here yet, but I'm
sure not too far down the street. And that's a nice
vehicle to coul d be used to drive down the train station
or to the bus station as sort of a nulti-nodal solution

But that vehicle is a linmted range vehicle with
alimted top speed. |It's probably not for the freeway
like the Think Gty or the Ecomor the Hyper Mni.
They're really not freeway vehicles. They're |oca
vehicles. And that's essentially what a NEVis. A NEVis
al so a local vehicle that just doesn't go as fast and it
doesn't go as far.

But essentially there's a price point to this.
If 1'"'mgoing to go from San Franci sco one day on BART down
to Frenont or out to Pleasant Hill, and | want to go just
two mles fromthe BART station, if there's a $20,000 City
Car there to be rented or a $5,000 NEV, which is going to
cost nore for that hour?

And right now your proposed regulation is
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essentially taking NEV off the table. And as the NEV goes
off the table, for exanple, the credit goes down to .625,
then it goes down to .15 in 2006. A Gty vehicle gets
like seven credits and the NEV gets .15 and if you put the
City Vehicle into the transportation system like we're
tal ki ng about with SanDEG ri ght now of NEVs driving down
to Vanpool

Because | et ne backup for one second. If you're
in New York City and you take transit, you can get off the
train and get to where you need to go. But in lowdensity
American, you can't and you need a vehicle that can go
either the last two miles, the last one nmile or the |ast
five mles. And we need a tool box of vehicles, a choice
of vehicles.

And right now as you take the NEV off the |ine,
basi cally what you get is, | mean, seven or eight credits
for the Gty Vehicle, .15 for the NEV. And then it says
in ternms of the shared use intelligence, the ZEV, that
vehicl e gets another six credits, and so the City Vehicle
i s going through the roof, but the NEV, you say, oh the
NEV is not eligible to earn credit for a transportation
system

So | have a real problemwth that. So if I'm
down in San Diego trying to get sonebody to get a NEV and

get down to Vanpooling, which takes a car off the road and
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whi ch cuts done congestion and Does exactly what you want
to do with reducing VMI, that's not getting anything --
that's actually getting less credit than a PZEV that m ght
be a new General Mdtors Milibu with a gasoline car that
woul d go right onto freeway.

So | guess | think that's really your policy
starts conflicting with what we're trying to do in the
State on congestion

Thank you for that tine.

CHAlI RPERSON LLOYD: Thank you very nuch. [I'd
i ke on that particular one since Supervisor DeSaul nier
has been intinmately involved with that, how do you
respond? | think you make a good point, but on the other
hand, | know that NEVs have al so got a bad nanme. But
you' re | ooking at --

MR, STURGES: Wl people attack them for not
bei ng hi gh technol ogy, but neither is bicycles and neither
is walking. And we need to start finding solutions that
conpr ehensi ve and neani ngful and nake living in California
better and get past these terns that are bei ng noved back
and forth.

CHAlI RPERSON LLOYD: The point you nmake about the
PZEV getting nore than the NEV, in that particul ar case
you raise and issue | think

Maybe you're not ready?
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BOARD MEMBER DeSAULNIER:  No, |'mready. |'m
wi de awake down here. |'mready to go. Are you going to
cut me off though, if I go on to |ong.

(Laughter.)

BOARD MEMBER DeSAULNI ER: Pl ease do. | think the
point is well taken, Dan. | think what Susan has | earned
and Dan Spurling and you and your work together is a too
box approach is a right approach to take. And | think
that's what we're going to try to do with |ooking at the
credits and the three nonths after we pass this.

MR, STURGES: Well to keep it at .625, even
t hough that's so nmuch less than a Gty Vehicle, but just
to keep that, that would be enough to, you know, mnake
ot her manufacturers want to cone into the area, just keep
the incentive alive for this vehicle, rather than pushing
it off the table when it really has a central role to
t hese new systens.

BOARD MEMBER DeSAULNIER: | think the question is
a tool box to be honest, and Al an nmay be picking on ne,
sone of the discussions |'ve had with himand with Susan
has been nore focused on the City Car in terns of
somet hing viable that we can get, the auto nanufacturers
maybe interested in placing. And since you nentioned somne
pl aces in ny county where suburban uses, were there aren't

any other options once you get off the BART station, that
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peopl e would be nore likely to use the NEVSs.

MR STURGES: The parking is beconming a big
problem And if I'min Pleasant Hll and I'mtwo mles
fromthe station. |If the $20,000 car is, you know, Iike
for Flex Car who's doing rental system it's like $6 an
hour. So if | was going to | eave BART for two niles and
pay $6 an hour. That's $20 for that trip versus a NEV
m ght be $2 an hour.

BOARD MEMBER DeSAULNIER:  Well, | think the point
that | would say, and | appreciate Alan asking nme this, is
| don't think | disagree with you. The question is can we
create a venue within the credit system and we're really
going to look at that hard, in the next 3 nonths that we
can include those kind of incentives. So we're flexible
enough, but we can also bring the auto manufacturers to
the table to use in Station Car projects that are
different.

MR STURGES: Well, sure and with NEVs we can get
started now showi ng how this nulti-nodalismworks and then
you can start building on it with Gty Vehicles as they
arrive.

BOARD MEMBER DeSAULNIER:  Well, | think we | ook
forward to working with you particularly in the next three
nont hs.

MR STURGES: Thank you.
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CHAlI RPERSON LLOYD:  Supervi sor Roberts, and M.
McKi nnon

Hol d on.

BOARD MEMBER ROBERTS: M. Chairnan, well, |
don't have a question, but | want to coment, is we went
t hrough this discussion in San Diego just a couple weeks
ago and we decided to initiate a program But unless |I'm
wrong, it's based on City Vehicles not on NEVSs.

And there was --

MR, STURGES: Well, the SanDAG peopl e we' ve been
wor ki ng with have known about the idea of NEVs being
feeder vehicles to transit --

BOARD MEMBER ROBERTS: |'mpart of that. | was
part of that vote, part O SanDAG |'mnot tal king about
who | talked to | was there. And the concern was to have
vehicles that are going to give you a little greater
range, and are going to allow you to get out on the road
systens in a way that a NEVis. | don't think that we
are --

MR, STURGES: No, it just depends on the
envi ronnent. Some conmmunities and sone --

BOARD MEMBER ROBERTS: Ckay. Since you mentioned
San Diego, | want to say that it doesn't nake any
di fference what credit you give in terns of what's driving

our program and our concern is congestion although not
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with this hat on here, it says a nmenber of the
Transportati on Board, SanDAG

MR, STURGES: It's just if you have one solution
that's a getting a car off the road and you're not giving
it anynore incentive than a gasoline, you know, efficient
gasoline car that's going to go on the freeway, that's ny
i ssue, | guess.

CHAlI RPERSON LLOYD: M. MKi nnon.

BOARD MEMBER McKI NNON:  Yeah. | want to coment
that that consideration is how NEVs got put into the rule
[ ast tine.

And we still have this problem And the problem
isis that there were very affordable ways of getting
credits built up. And so at |east one autonaker gave them
a way to nake them And what this ended up doi ng was
forcing out the Gty Car and sonme of the others. So
think we have to be really careful.

It isn't that we don't recognize that they are a
tool that fits in the puzzle. But it is, unfortunately,
the way that their credit schene was abused caused j ust
about, you know, in ny mnd, sort of a collapse of the
whol e BEV piece of this. And so | think we have to be
really careful about how we do it.

MR, STURGES: Yeah. | just don't think whatever

soneone did with putting those vehicles in a dunping
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environnent. | mean there's work to be done in the places
we talk about, in terns of the Pleasant H Il and BART

BART right now, as you probably know, is running
out of parking space. And so they're charging people $63
a nonth to drive down there and park now which is actually
sendi ng people away fromtransit.

And so we need sone solutions. And | think that
you're right, that sonehow there needs to be sone safety
neasures that it's not abused. But to push this thing off
the tabl e and say we want to do transportation systens,
but every car in it has to be over $20,000, that's not
going to happen. | nean, it really needs --

BOARD MEMBER McKI NNON: | guess what |'mtrying
to get to you is therisk is if we don't did it right, you
don't get the $20,000 cars, You don't get the NEVs. They
get given away, and you've got nothing.

And that's sort of the way this has worked out so
far. So we're going to have to craft it a lot nore
carefully than we did last tine.

MR STURGES: But like I said, what would be the
ECom the City Vehicle could get 7 credits, and the NV
gets .625. | nean that's not |ike a huge give away there,
I mean, relative to all things considered.

I"mnot asking for the NEV to be way up the list

or anything like that. |'mjust saying once it gets down
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to .15, it's just off the table.

CHAlI RPERSON LLOYD: Thank you very nuch

M chael Coates and Tom Ful ks. Are you going to
change the way.

MR, FULKS: Yes. Thank you. M. Chairnan, and
Board Menbers, ny nane is Tom Fulks. |'m here
representing an organi zation called Geen Car Institute W
have provided testinony to you in the past on the electric
vehicle nmarket in California. And |I'mhere today to give
you sone data about a study we did at @ai Ranch down in
San Di ego county.

| guess the conclusion of the study is |I'mhere
to argue in favor of the aluminumfoil standard in
electric vehicles. That woul d be the NEV.

It's either that or the clay standard. | can't
figure out exactly which one it would be. But what |
would Iike to do is share with you sone results of a study
that we did with the Mbility Lab, Dan Sturges, and the
aut onaker who didn't dunp the NEV product.

We outfitted 28 famlies in the Gtai Ranch, which
is a naster planned comunity, what's considered by the
Urban Land Institute to be a Smart G owh Conmunity, that
has multi-nodal nodes that has a road system designed
specifically to encourage transit, nulti-nodalism

bi cycling, walking, it's got a trail system designed for
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all sorts of various nobility purposes.

W let the fanmilies use the NEVs for 60 days, and
then we had them keep a | og of the use this vehicle every
day. And so what we found at the end of the study and
once we collected the data, was that nine out of ten trips
that these fanmilies took within the conmunity of O ai
Ranch, was used in the NEV. Wen they had the choice
bet ween using their internal conbustion engine vehicle or
a NEV, they chose the NEV nine out of ten tines.

O those trips that were taken, two-thirds of
them were considered trips of necessity, which would be to
t he supermarket, to the school, to work, to do sonething
that they ordinarily would have had to do in their
i nternal conbustion engine vehicle. So what we ended up
with was a dramatic reduction in cold-start enissions from
i nternal conbustion engi nes when people were given the
choi ce.

And interestingly, at the end of the study when
the vehicles were retrieved, we asked themin a focus
group setting, would you consider buying a NEV now t hat
you have been able to test one? Fifty percent of the
partici pants said yes, they would buy a NEV priced, at
that tinme at the higher price points, which of course have
cone down since then.

| guess ny point is if people are given a choice
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of vehicles and we don't talk about the politica
i mplications and we don't tal k about the nunerica
i mplications, what we tal k about are the ultimate users
who actually use the products, they do use the products.

And so the point of our study was that the zero
em ssi on nandate, even though it nay not have ended up
with a product it wanted, it did create an electric
vehicle nmarket. There are actually nore than 10, 000 of
these vehicles in California that have been purchased, not
necessarily have been received for free. And those 10, 000
el ectric vehicles users actually have found quite a bit of
utility in these vehicles.

And the nost inportant part, as far as you are
concerned, this Board should be concerned, is that the
nunber of cold starts elimnnated have been significant.

And then the |ast point, the concept of VM,
vehicle nmiles travel ed, has never entered the cal cul us of
the decision to use the NEV for nobility purposes. It
wasn't the distance of the trip that mattered, it was the
purpose of the trip. And the NEV was used specifically to
replace trips taken in internal conbustion engines.

Again, it's not the VMI it's the trips repl aced.

So the staff report to elinmnate the multiplier

credits, | agree with Dan Sturges, | think we ought to

stick to .62. It's not that big of a deal and it keeps
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that little niche narket alive in places like Gtai Ranch
and ot her master planned comunities throughout
California.

Last point, we also are now studyi ng nmaster
pl anned conmunities at Gtai at D.C. Ranch in Arizona and
at Celebration in Florida to drill down and find out
specifically why are you so attracted to these vehicles,
people who live in these types of conmunities. And we
will be sharing that data with you when we're conpl et ed

Thank you.

CHAlI RPERSON LLOYD: Thank you. Thanks, Tom

M chael Coates, Diego Mralles, Robert Kittell

Hi, M ke.

MR COATES: Hello Chairnman and board nenbers. |
really don't have a whole lot to add to Dan and Toni s
testi nony, because --

CHAlI RPERSON LLOYD: Renenber fromtwo years ago
that's good. But you nay have under-estinmated your tinmne.

MR, COATES: Well, also they stole a few of ny
lines there. But | have been working with d obal Motor
cars and other NEV nmanufacturers for the last two years in
public relations and marketing work.

There are 10,000 NEVs in use in California right
now. Every day they're being used in reducing enissions.

They're a functional zero emi ssion vehicle and they do
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deserve a place at the table and in the tool box as Dan was

tal ki ng about .

Thank you.
CHAI RPERSON LLOYD: Thank you very nuch. |'m
impressed, | didn't realize there were 10,000 out there.

That's excell ent.

Thank you.

Diego Mralles, Robert Kittell, and Tom Addi son

MR, M RALLES: Good evening. |'ma bit new at
this | apologize. M nane is Diego Mralles. | am head
of a conpany called EV Wrks. And we represent the Arava
el ectric car conpany, and they're currently based in
I ndi a.

| guess I'Il tell you a bit of a success story
about a ZEV. Not very long ago a group of people decided
that the car manufacturers think agai n about the
life-changing effects of what they sell to the public.
And thus inspiring themto think of a few new ways of
getting people fromhere to there. Wile the big guys
were, in a few cases, with good intentions busy thinking
of new ZEV concepts that would satisfy new requirenents, a
few of us were trying it our own way.

Over the last decade, we've sent a |lot of ZEVs
cone and go, sone of which seemto have no practical place

in mass market, be it cost or liability issues.
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Mean while, in southern California, a small ZEV
is created About nine years ago, that would stand the test
of time and is now being produced in India for the | ast
two years now.

| speak of the Arava electric car. For those who
don't know what Arava is, it is a Cty Cass EV, but with
a bit better performance envel ope and will cost about half
as much as its conpetitors, that is if any Gty dass
conpetitors are left in the U S

It has air-conditioning and heating and j ust
about any other feature that an econony car has. They're
currently being sold all over India, as well as being
i ntroduced in Japan, China Norway, and as of the beginning
of this year, it is now being distributed in the UK

One of which is being driven by a nenber of
parliament. It nmeets Enmark and | SO 9000, which
incidentally is a bit of an issue here in the U S. because
we' ve such a chasm between our sl ow speed vehicles and our
hi gh speed vehicles. And it makes it very difficult for
City Cass cars to really exist when we force themto go
so slow to the point where we just, you know, sell them as
golf carts.

EV Works has been getting a fl ood of interest
fromboth the consunmer to the comercial sector

governnent agencies. W've seen interest in station
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conmut er car and car sharing prograns in southern
california far beyond our predictions.

CHAlI RPERSON LLOYD: Diego, can you focus on the
staff proposal and what you'd |ike to see there.

MR M RALLES: Well, | guess, | went away from
that a little bit while | was sitting back there, because
I would have to concur with Dan Sturges' approach to this
bei ng kind of in the sane boat, except the real -- |
guess, what |'msaying here is that we have a product now.
It's been in production. And we're trying to find out
what, you know, in doing market studies and business plans
how are we going to approach this problem if a |lot of bad
press is created, possibly by sort of this, you know,
stepping away fromwhat | saw as a pure goal at |east over
the I ast ten years.

And it's a bit of a problemfor people |like us
who have gone the distance. And | would encourage the
Board, | guess, just to wap it up, just to stay the
course and all ow these vehicles that have proven to be a
very practical node to exist on the streets of the U S
And not just let the rest of the world reap the benefits.

CHAlI RPERSON LLOYD: Thank you very much

Rob Kittell, Tom Addi son, Henry Hogo.

MR KITTELL: Can you hear ne now?

kay. M nane is Robert Kittell. I'ma licensed
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prof essional engineer in the State of California. |'mam
t he Chairman and Chi ef Executive of the Electricab
Cor poration, whom | represent today.

Electricab is an energing | eader in the
devel opnent of zero emnission transportation sol utions,
range extender upgrade products and aggregate range
optim zation for refueling constrained vehicle fleets
including battery electric vehicle and fuel cell vehicles.

I am here today to discuss the comercialization
of advanced battery technol ogy and Battery electric
vehicles. Additionally, | will provide insight on staff's
econoni ¢ anal ysis, comment on devel opnent and depl oynment
of pure ZEV technol ogies, and close with a series of
responses to various constituents of staff's |atest
reconmendati ons.

Inits rationale for further nodification to the
January 2003 regul atory proposal, staff has concl uded that
cost and performance characteristics of advanced batteries
have not meani ngfully changed since their battery
t echnol ogi es advi sory panel's findings delivered in 2000.

They cite severe cost chall enges and base their
econoni ¢ anal ysi s on nickel metal hydride technol ogy. The
i mplied nessage is no inprovenents have been realized in
ni ckel zinc, sodiumnickel chloride or l|ithium based

batteries in recent years.
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The staff's report clearly fails to acknow edge
ni ckel zinc battery technol ogy and the break-through in
price and performance that it offers. UWilizing Evercel's
prior generation of nickel zinc batteries and PFC 50
chargi ng El ectricab has upgraded the perfornmance of a 17
to 20 mle per charge Ford Think NEV to a 300 plus nile
per day conmercially viable service vehicle.

Evercel's current generation, nickel foam product
is delivering, in excess, of 32 usable kilowatt hours in a
single 28 nodule string to power Phoenix Mdtor Car's first
production full function five passenger 100-plus electric
vehi cl e.

Al of this capability is available today at a
price point of $300 per usable kilowatt hour. Again, this
is a product that is conmercially available today. For
about $9, 000, the cost of a nickel zinc battery pack is
far less than that of the AC drive system Evercel's
products are rated at 500 cycles at 100 percent depth of
di scharge, and have denonstrated in excess of 10, 000
cycles at 10 percent discharge |evels.

From both an initial -- excuse ne. | lost ny
page here.

CHAI RPERSON LLOYD: | can tell you you've only
got about half a mnute left.

--00o0- -
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MR, KITTELL: Fromboth an initial and life-cycle
cost perspective, this clearly represents inprovenents in
advanced battery price and perfornance.

Staff also represents these cost chall enges
strictly fromthe manufacturer perspective and fails to
fully acknow edge the reduced cost of ownership fromthe
consumer perspective.

Further nore, staff's proposal is inconsistent
wi th our goal of pure ZEV cost reduction through vol une
manuf acturing. Buy focusing on generic electric drive
conponentry rather than pure ZEV drive chain subsystens,
the business world realities of volunme discounts and
economi es of scale will never apply to their fullest
extent under the current proposal

Wi le staff's January report projects a 99
percent decrease in the cost deltas for fuel cell vehicles
versus ICE' s over the sane tine frame they project zero
cost change in Battery electric vehicles. This is an
unacceptably poor and |lazy assunption and al ready shown to
be in an error.

CHAlI RPERSON LLOYD: Can you pl ease wap up

MR KITTELL: Sir, | will wap up with ny
specific responses to selected staff rationale.

CHAlI RPERSON LLOYD: Do you have a witten

st at enent ?
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MR, KITTELL: | can provide a witten copy upon
conpletion of ny presentation. |In order for credits for
fuel cell vehicles placed in service in other Section 177
ZEV states to be allowed to count toward conpliance in
California, they should be de-rated by a factor inversely
proportional to the square of the distance between any
such State in our children's |ungs.

The point is ZEVs operating outside the state of
California do nothing to inprove air quality here.

CHAI RPERSON LLOYD: | think we've heard enough
| don't know if this is very productive at all

Do you have sone significant addition to the
staff proposal, coments?

MR KITTELL: Yes, sir, | do. Two hundred and
fifty fuel cell vehicles distributed throughout the United
States in the next five years will contribute essentially
zero toward cleaning the air in California, and will do
not hi ng toward reduci ng the costs of pure ZEV electric

drive train subsystens in pure ZEV vehicles.

CHAI RPERSON LLOYD: | think I nust cut you off.
It's not adding. |If you provide a witten statenment, we'd
be happy to take that into account. 1'd like to nbve on

to the next speaker
MR, KITTELL: One final conment, please.

CHAI RPERSON LLOYD: Tom Addi son -- but --
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MR KITTELL: | think in total agreement with Tom
Gage from AC Propul sion. | believe the solution to
delivering near term zero enmission battery electric
vehicles really lies with the small nanufacturers, such as
AC Propul si on and Phoeni x Motor Cars. And | encourage the
Board --

CHAlI RPERSON LLOYD: | think we heard that just
because we don't hear any of the major nanufacturers
coming forward. So | think we've reached that concl usion
We're trying to craft a way in which that mnight happen
and give incentives to the |arge conpanies so that m ght
be supportive.

So | appreciate your sentinent there.

Thank you.

MR KITTELL: And any neans to nake a liquid
tradabl e market for ZEV credits assigned to those
manuf acturers, those small nanufacturers, will go a long

way toward putting zero emni ssion vehicles on the road

t oday.

CHAlI RPERSON LLOYD: Thank you

MR KITTELL: Thank you very nuch.

CHAlI RPERSON LLOYD: Tom Addi son, Henry Hogo, Car
Johnson.

MR, ADDI SON:  CGood evening, Dr. Lloyd and
menbers. First of all, congratul ations, not only making
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it this far into the evening, but also on the |ast 12
years.

CHAlI RPERSON LLOYD: W haven't finished yet.

MR ADDISON. In deed. 1'Il be brief. | wll
hope you in that respect, Dr. Lloyd

But seriously, |I mean the last 12 years really
have been, | woul d argue, a trenendous success. And
that's a result of the | eadership of this board, of a |ot
of hard work, a lot of long hours by staff as well as by
EV drivers, by car conmpani es and ot hers.

Having said that, the Bay Area Air District has
concerns with the staff proposal. Three primary concerns
with the proposal

Here they are. You've heard these from ot her
peopl e. Post 2009, by essentially Fromour perspective
what you're doing is you' re asking the car conpanies to
cone back and give you probl ens then

Plug-in hybrids. Plug-in hybrids, we don't think
in the silver category are going to be produced. W see
plug-in hybrids as the short-term hopefully a short-term
solution for the next decade for the next nmaybe two
decades, cross our fingers, knock on wood, we'll see how
wel | fuel cells do.

But we don't think you' re going to see plug-in

hybri ds being produced with the incentive structure that's
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set out at this point.

Third concern, blackout, short-term bl ackout,
bank credits essentially halting the industry.

You' ve heard a nodest proposal. | think Jonathan
Smith had sonething to say about a nodest proposal. A
nodest proposal from Dave Mdisette, we thought that nade
a lot of sense. There's sone nunbers in there that seem
certainly reasonabl e, achi evabl e nodest. You know, that
seens from our perspective to be at |east sonething that
you coul d nove towards, hopefully beyond.

| would just enphasize plug-in hybrids are
covered in that Cal ETC proposal. W'd urge you to | ook at
that and incorporate that. And we'd see that as being a
key part of that proposal

"' mout of here.

Thanks.

CHAlI RPERSON LLOYD: Thank you, Tom

You did hear the statenents fromthe CEM where he
asked them about the plug-in hybrids?

VMR ADDI SON:  And |'ve had conversations with
your staff about the staff proposal and what effect that
woul d have on plug-in hybrids and some concerns.

CHAlI RPERSON LLOYD: Thank you

Henry Hogo, and then Carl Johnson. And then

we' |l probably be -- well naybe one nore and then we'll
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take a break.

MR, HOGO. CGood evening, Dr. Lloyd and nenbers of
the Board. Again, Henry Hogo fromthe South Coast AQWD.
W have submitted witten conments. What | wanted to do
is talk about the table that we provided in the witten
coments that shows an alternative to the staff proposal

Again, in there, we believe in nunbers also. And
as your board knows, the latest draft air quality
managenent plan for the South Coast indicates that there's
significant shortfalls in needed em ssion reductions in
order to attain the federal air quality standards.

As such the South Coast AQWD staff supports a
strong zero em ssion vehicle regulation that provides the
greatest air quality benefits as well as accelerate the
advancenent of the zero and near zero vehicle
t echnol ogi es.

And what | wanted to do was tal k about the table
that we have provided in the witten comment. And what
the AQWD staff is proposing is that and we urge your board
to retain the 2001 ZEV requi renent of two percent adjusted
for the tinme period begi nning at 2008.

In the interimthe next five years, we're
proposi ng that you keep the 250 fuel cell or Type 3
vehi cl e production requirement. 1In addition, we would

reconmend that you put in a 2000 Type 2 full function
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battery EV over the next five years.

You heard a | ot of testinony today about the
sati sfaction and performance of the current technol ogy.

W believe that technol ogy can nove forward, and we woul d
reconmend that over a substitution of the fuel cel
vehi cl es, because we really need the fuel cell vehicles
out there visible to the public during this tinmefrane.

In addition, we are -- to strengthen this
regul ation, the staff is proposing that the AT PZEV
nunbers becone a requirenent. And what you do here is
t hen you woul d reduce the PZEV portion of the regul ation
as tinme goes on.

So this will pronmote the current technol ogies
that near-termtechnol ogi es such as plugs-ins and hybrids.
And relative to plug-ins, we strongly believe that
pl ug-ins have an inportant role in reaching the ZEV
mandat es.

As such, the AQWD staff is proposing that for
pl ug-i ns and any other technol ogies in the silver standard
that neet the mninumzero enission range credit, for al
pollutants at 1.25 be considered as part of the gold
standard for a short period of tine.

We're tal king maybe out to the year 2010. That
woul d pronote that technol ogy.

I wanted to conclude with just two points, and
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that is that relative to your deliberations today, and
nost |ikely tonorrow, that any consideration of nobile to
stationary crediting, the AQW staff really opposes that
pr oposal

W believe that such an action would only serve
to i npede the devel opment of fuel cell vehicle
technol ogies. And lastly, the South Coast AQWD staff
opposes any provision for ZEV credits of zero em ssion
vehi cles, sold outside of California.

It really sends a wong nessage relative to
California's interest in fuel cell technol ogy
denonstration. And if such a provision is allowed, it
woul d undernmine California's effort to bring federa
incentive funding to California.

And that concludes nmy conments.

Thank you.

CHAlI RPERSON LLOYD: Thank you, Henry.

EXECUTI VE OFFI CER W THERSPOON: May staff direct
a question to South Coast?

CHAI RPERSON LLOYD: Yes.

EXECUTI VE OFFI CER W THERSPOON: We're trying to
cal cul ate the cumnul ative nunbers for the vehicles. And
Henry in the chart in your letter are those credits or
cars, and are they fuel cell car Equivalents or are they

BEVs?
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MR HOGO. We took the table that was in the
staff report, page 25, and equated it across. So you have
the 2000 regulation, this is a scenario that your staff
proposed with the 2001 regul ati ons, and the March 2003
revised staff proposal. And we took those nunbers and put
them across to the South Coast proposal. So really
they're based on vehicles | believe

EXECUTI VE OFFI CER W THERSPOON:  Just hel p the
Board with the math. The two proposal s you hear
previously from Cal ETC and Uni on of Concerned Scientists
sumup to roughly 30,000 by the end of 2014. The South
Coast proposal suns up to 80,518 in the same period.

And the three tiers are 4,583, 21,128, and
54,807. And again the cunul ative total 80, 518.

MR, HOGO. They are definitely nore stringent
than the proposal, but we believe we need this yard stick
in order to get the technol ogy noving.

EXECUTI VE OFFI CER W THERSPOON: Dr. Burke, | was
adding themin the intervals of tinme that the other
proposal s were recomended ' 05 t hrough ' 08, '09 through
2011 and 2012 through 1214. And then | sumed it for the
cunul ative total

BOARD MEMBER BURKE: Got it.

CHAlI RPERSON LLOYD: Thanks, Henry.

Carl o Johnson.
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And then | think we -- Carl and then we --

MR JOHNSON:  Thank you, Dr. Lloyd

CHAlI RPERSON LLOYD: Wl cone.

MR, JOHNSON: CGood to see you once again. W
appreci ate the opportunity.

| am Carl Johnson. |'m Deputy Conmm ssioner for
Air and Waste Managenent with the New York State
Departnent of Environmental Conservation here today again
to build on our very successful relationship over the
years with the Board and the staff. And we wish to
continue that, and we really appreciate this opportunity
t oday.

I will be belief. You have our witten coments.
| really will just speak to two points that we think are
wort hy of highlighting this evening. One is the traveling
provision. And we very nuch support the traveling
provision in the sense that the nunber gives certainty to
everyone as to what we're tal king about in the out years.
If 250 is the nunber, then 250 is the nunber. And we
think that that's a good way to provide that certainty to
the industry.

However, we are concerned that the traveling
provision that credits those vehicles as currently witten
does not sum sunset -- or should subset. As currently

witten this provision carries forward after the end of
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t he optional program

So that in 2009 and the subsequent tinmefranme, a
Type 3 ZEV sold in New York woul d be creditabl e agai nst
the California requirenents. In ternms of the northeastern
states really what that would nmean is that the credit
structure woul d seriously negatively inpact the placenent
of AT PZEVs as required in the north east, that you would
get so nuch credit for the fuel cell vehicles that there
woul d be no need, desire or inclination to place AT PZEVs
and we woul d be out of that market. So we have concerns
with regard to that and think that a sunset or a phase out
of that woul d be appropriate.

We al so share the general sentinent, | think
with regard to the gold standard, that there should be a
standard out there. W don't take issue with the present
expectation that Type 3 ZEVs will not be ready for
conmer ci al i zati on before 2009. W don't object. |In fact,
we woul d support the independent expert panel review
process.

But we are concerned that the absence of
regul atory requirenents for the Type 3 ZEVs coul d have a
negative inpact on the devel opment of the technol ogy. As
t he Board has eval uated ZEV progranms in the past, it has
recogni zed that continued regul atory requirenents were

necessary to pronote the continual investnent.
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The sane is true here. dearly, a second
generation of fuel cell vehicle denonstration will be
needed before the technology is fully commercially viable.
But we are concerned that being silent, at this point,
with regard to the standard after' 09 sends the signal that
t he program ends in '09.

| cannot tell that we know what the nunber is.
And | think it would take nmore work for us to cone to a
consensus as to what that might be. But we do think that
whatever it is, it's better to commit to that nunmber, even
if that nunber is to be deternmined |later as was suggested,
and to develop that nunber with the recognition that other
states are following your lead. That's really the extent
of what | have to tell you now.

CHAlI RPERSON LLOYD: Thank you very nuch. Thank
you for the witten statenent.

Thank you for that. Good to work with you again

Thank you.

Now, we're due to have a break, although | have
t hree people here who said that they have to | eave and if
they take one ninute a piece, I'll take them And that
woul d be Paul Scott, M ke Kane and Zan Dubin Scott.

So if they can do that in one mnute rather than
-- if they have to leave. | knowit's a bit of an

i mposition, but the court reporter is ready to drop
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MR SCOTT: Well, one minute throws. [|'m Pau
Scott. Thank you very nuch

One mnute throws nmy report out, but I'Il take it
anyway.

We bought our RAV4. W showed it to all of our
friends. W had 80 people over to our house. And we
drove them around. W had 15 EVs over there. W had a
big EV test drive party. Everybody |oved this car

So for the industry to tell you there is no
market, just doesn't ring true to us. W talk to people
every day when we drive around in our car. They all |ove
it. They all want one. So | just want to make the point
that, you know, we really don't want you to elimnate BEVs
batter electric vehicles fromthe program

W feel |ike these cars have a huge narket
nati onwi de, certainly up and down the west coast. The
people that |'ve dealt with throughout ny Iife would | ove
to have one of these cars. So just to end it quickly,
pl ease maintain sone sort of mandate that woul d incl ude
battery electric vehicles. That's all

CHAlI RPERSON LLOYD: Thank you very nuch

BOARD MEMBER RI ORDAN: M. Chairnan

CHAlI RPERSON LLOYD: Yes. A Question

BOARD MEMBER RI ORDAN: Not a question. | just

was interested in his nane, |'msorry.
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MR SCOTT: Paul Scott.

MR, KANE: Chairman, Lloyd, | could use a little
bit more than three mnutes. |f you can accommodate ne
right after the break, I'll let Zan go and then speak
right after the break.

CHAlI RPERSON LLOYD:  Yes, okay.

M5. SCOTT: |'m Zan Dubin Scott. |'mfrom LA
I"mmarried to Paul Scott. And we have the EV. And
first, 1'mgoing to be nervous here, but | want to thank
the Board and the staff for helping bring ZEVs to the
road. |'ve rewitten ny statenment today about six tines.

This is much nore conplicated than |I thought. |
wal ked in expecting for nothing | ess than sustained
conpetitive volume production of BEVs through car company
requirenents. Now, |'ve feared that nmy -- that request ny
di smi ssed out of hand as too sinplistic and just too much.

But | do know three things. | have never seen an
add for a RAV4A. | see tons of adds during prine tine TV
for all kinds of cars, and | frankly don't think that the

car conpani es have given it a college try. W tell people

constantly people -- they stop nme on the street. They say
what is that car? Their faces light up. | tell them
about it. | say you can't get them And their faces
fall. 1 can feel it out there that people want these
cars.
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And the desire and the needs, | know, of people
like -- consuners |ike ne nust be given equa
consi deration to the needs and the desires of the car
conpani es. Auto exhaust kills 12,000 people a year. Wo
has nore at stake here? Wo has nore to lose. | wal ked
t hrough bl adder cancer with a fam |y nenber |ast year
And | think people |like ne and ot her consunmers have a | ot
to lose. | urge the Board to listen to us too.

CHAlI RPERSON LLOYD: Thank you very nuch, Zan

W will take a break nowtill -- well for half an
hour .

kay. We're not going to break for half an hour
We're going to break for 15 mnutes.

So we'll go 15 minutes till 7:20, and then we'l]l
reassenbl e.

(Thereupon a di nner break was taken.)

CHAlI RPERSON LLOYD: If we can just get the EO
we're on. | call the Executive Oficer. Onh there she is.
| didn't see you there.

EXECUTI VE OFFI CER W THERSPOON: | was j ust
chatting with a nmenber of the public.

CHAlI RPERSON LLOYD: We'll recommence. And
prom sed we woul d give M ke Kane a chance. | would just
like to lay out the | andscape of where we're likely to go.

W' re expecting to go another one and a half to two hours
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this evening. Then adjourn for the evening. And then
recomence at 8:30 in the norning. So we will not be
taking a vote tonight.

So those of you who what to stay, feel free
Those of you who you who don't, who would like to
coordi nate, but we'll be back at 8:30 in the norning.

Well, that's true.

But an incentive | guess -- instead of your -- |
guess | could if we have anot her 45 people. W understand
there's going to be reinforcenents tonorrow. So we don't
know that this list is going to be linmted, because there
are other people coming into towmn. So clearly the nore we
can get through tonight, the better off we're going to be
t onor r ow.

But clearly that's in your hands. As | said
before, if there's stuff that is repetitive, it would
really help us and hel p everyone, if you just could keep
it short. Wth that let's continue.

(Thereupon an overhead presentation was

Presented as follows.)

MR, KANE: Chairman LI oyd and Board Menbers, ny

nane is Mke Kane. |'ma resident of Newport Beach
California. |I'man electric vehicle driver, and very nuch
a novice, | guess, at public policy and advocacy here, so

bear with ne.
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If you're working off of hardcopies, I'"'mgoing to
ski p over a bunch of the charts in the beginning, so Il
do that right now

--000- -

MR, KANE: | think going straight for the jugul ar
here, what |'m hearing fromthe auto conpani es and what
I've been hearing in the staff report that | read through
here recently is that really we need to effectively
sacrifice investnents in battery electric vehicles so that
we can fund the potential pronise of fuel cells in the
future.

I think you've heard a | ot of reasons today why
that may not be the best course of action. | want to take
aslightly different stab at it. | drive enissions free
today. | do that using a battery electric vehicle. And
["1'l walk you through very briefly how | do that.

This is the chart that's the fist one has a | ot
of pictures on it.

If | had a, you know, theoretical 75-nile daily
round trip conmute. | could do that with a battery
electric vehicle. | would need about 25 kilowatt hours of
energy a day to do that.

Battery electric vehicles are out there they'l
do that today.

--00o0- -
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MR KANE: | picked the Honda EV Plus. | need
the car. | need a charger. | need about 450 square feet
of solar panels on ny home roof and that's roughly the
systemthat | have on ny own homne today.

If | was to do that with a battery electric or
with a hydrogen fuel cell electric vehicle, |I'd need about
one and a half kilograns of hydrogen to do that.

|'ve done the research on how nmuch energy is
required to do that. It |ooks |like you need about 90
kil owatt hours to produce that nuch hydrogen

--000- -

MR KANE: So if | look at that as a system and
say | need a hydrogen fuel cell car, | need a hydrogen
generator. This is the one from Stewart Energy, |'msure
you' ve seen at the fuel cell partnership, and | need about
1,100 square feet of roof space to do that.

Now, assuming | could get 1,100 square feet of
roof space worth of solar panels, that's a dubious
proposition on nost honmes in California. You could take
t he hydrogen fuel cell car out of the equation al
t oget her and the system woul d be nore expensive than the
systemfor a battery electric vehicle

So even if the fuel cell car was free, it would
cost know nme nore to put this systemtogether than it

would with a battery electric vehicle. | think you can
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use that as an exanple of how could scale this up into a
bi gger system Wiere the hydrogen is produced in a big
hydr ogen barn.
--00o0- -

MR KANE: | think you ve all seen this ad, this
was put up by Toyota on a nunber of billboards around the
State and bus kiosks. | want to ask the question | guess
is this a marketing progranf

| can speak with sonme authority here. |'ve been
a marketer in the hitech field for over 20 years. 1've
been personally very involved in bringing a nunber of new
technol ogies fromR& to nulti-billion dollar narkets.

The way you do that isn't by advertising it and expecting
people to come buy them You have to build those narkets.
You don't find them

You go out. You work with the early adopters.
You find out why people are interested. You build case
studies around that. And you sell these things one at a
time. And the market builds on itself. 1'd ask you to
t hi nk about the first tine you bought a hone fax machine
or personal conputer. You didn't do it because you saw an
advertisenent for a technol ogy that you never heard about
before. You bought one because your nei ghbor had one.

You saw t hem usi ng because you had one at work and you

started thinking, you know, gee, | could really nake this
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wor k at honme.

These vehicles have to be out there. People have
to see themon the streets and get confortable with the
fact that they can use themin their day-to-day life and
they're going to provide themutility.

In ny field of work we call this kind of
marketing field-of-dreans-narketing. And if you renmenber
the novie, the terns was, "If you build it, they wll
cone. "

CHAlI RPERSON LLOYD: And we gave you three
mnutes. That's it.

MR, KANE: Quickly what happened, you know, when
respondent's cane in, they ended up at a Toyota deal er and
that Toyota dealer couldn't sell themthe car, so they
sold themwhat they could sell them which was a gas
vehicle. It was very hard to get to soneone in Toyota who
could actually sell you a car and then you had a | ong wait
to get one.

--000- -

MR, KANE: Wiat |'masking the Board to do is to
create strong regulations and stick with them This
mar ket needs consistency. People aren't going to invest
in the technol ogi es necessary. These snall conpanies
aren't going to be there if there's that much regul atory

uncertainty.

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

402

VWhat |'m asking the Board to do specifically is
reject the current staff proposal and reaffirmthe 2001
program amendnents and really do it only with what's
necessary to nake the program enforceabl e.

--000- -

MR KANE: Step two is to ook at the things that
| believe are inportant a look at. That's the credit glut
issue | think you're heard about. Cars going off of |ease
and leaving the state. W need to get cars out there that
stay on the road for the balance of their life.

And we need to look at incentivizing Fuel cells,
but not at the expense of battery electric vehicles that
are here today, and incentivize plug-in HEVs.

And lastly there's a ot of drivers out there
that would | ove to be involved and denand creation
prograns. W'd love to volunteer our tine to the Board,
to the AQWs. We'd be interested in pursuing that if the
cars are still there.

CHAlI RPERSON LLOYD: Thank you

We have Christine Kirby, Amanda Flores and Tim
Hast rup

Wl come from Massachusetts.

M5. KIRBY: Thank you. Good evening, M.

Chai rman and Menbers of the Board. Thank you for the

opportunity to testify this evening.
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My nane is Christine Kirby and | manage the
Low Eni ssi on Vehi cl e Program for the Conmonweal t h of
Massachusetts.

W' ve worked with the Air Resources Board for
many years as well as the staff and we | ook forward to
working with you in the future. | did submit witten
conments so | want to keep ny comments very brief and
focus on the travel issue.

Section 177 of the Clean Air Act allows states
outside of California to adopt the California LEV program
The march 5th proposal includes a provision where if
manuf acturers place Type 3 ZEVs in any LEV State, the
credits could be used to count towards the California ZEV
requi renent.

Massachusetts recogni zes that an i nportant goa
of the programis to focus on fuel cell research and the
need to target this research. However, we believe that if
successful, fuel cells will be deployed not only in
California but in other states as well.

Utimately, the goal of the programis to deliver
long-termair quality benefits. And clearly it's crucia
to expand the market for zero em ssion vehicles beyond
California to nove towards true comercialization

Therefore, we suggest that the regul ations

i nclude a specific provision to sunset the pilot program
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phase of the alternative conpliance strategy and
specifically section 1960(d)(5)(c).

W al so suggest that the ARB include a provision
in the regulations to allow for sonme nunber of fuel cells
to be placed in states outside of California. And we
don't think that the regul ations are clear on that point.

W' ve included some suggested | anguage that
wWill -- well it's inny witten comments for that section

CHAI RPERSON LLOYD: Thank you very nuch

Staff any conment on that?

EXECUTI VE OFFI CER W THERSPOON: Qur attorney, Tom
Jennings, is looking at this travel issue because of the
guestion New York raised and then also howit ny apply to
Massachusetts. And | was just asking Tom-- a piece of
the language | don't understand. So we'll get back to you
t onor r ow.

CHAlI RPERSON LLOYD:  Maybe tonorrow norni ng
That's fine. Yes.

MR, FLORES: Good eveni ng, Chairman and Board
It's ny pleasure to be here and | thank you for the
opportunity to cone and present a diversity of
per specti ve.

My name is Armando Flores and |'m attorney from
Modesto. |'mhere on behalf of the Stanislaus County

H spani ¢ Chanber of Commerce, the Latino Political Action
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Conmittee of the Central valley, and the Latino Comunity
Roundt abl e of Mbdest o.

And I"'mhere to talk a little bit nore about
denogr aphi ¢ nunbers as opposed to hitech nunbers. And
there are several points | want to nake, and I'll be
brief.

Poi nt nunber 1, from a busi ness perspective, |
would like to informyou that whereas California's
busi ness econony is suffering a down turn, the Hispanic
busy econony is the fastest grow ng segnent and nost
viable element of California' s business. And we want to
continue to see that trend increase and grown in
pollution. And the central valley, in particular, wll
di m ni sh that.

Poi nt nunmber 2, froma Latino health perspective
we woul d I'ike this Board and staff to think about the
out door | abor workforce, particularly in the centra
vall ey. Think about agricultural workers, construction
wor kers, outdoor |andscapers, |awn and nai nt enance
wor kers, landfill workers. That workforce is
predom nantly Hi spanic. And what we are concerned about
is that air pollution can and will have a di sproportionate
i mpact on this comunity. And we ask you to think about
that and anal yze that anong the other elenments of your

di scourse and anal ysi s.
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So our conclusion, our position is that we hope
and encourage you to be forceful and be considerate and be
inclusive in your analysis. W urge you to inplenent
stronger not |less stringent air pollution regulations from
the health perspective fromthe Latino perspective.

Thank you.

CHAI RPERSON LLOYD: Thank you very nuch

Robert G bney, Daniel MCarthy, Tim Hastrup

MR HASTRUP: Yes, good evening. |'m Tim
Hastrup. |'mup next | think.

CHAI RPERSON LLOYD: That's fine. W'Ill| take you
next. | had sone others, but that's fine.

No, there was sone confusion. Carry on

(Thereupon an overhead presentation was

Presented as follows.)

MR, HASTRUP: Okay. Well, | wanted to share,
we're still very much happy to be a ZEV fanily. | think
Toyota said it very nicely when they tal ked about a
successful launch. W just started this ZEV program and
we'd like to see it continue on.

--00o0- -

MR HASTRUP: And |'mkind of a sinple guy.
nmanage a bunch of R&D engi neers, and we like to set the
goal for a --

BOARD MEMBER HUGH FRI EDMAN:  Excuse ne, M.
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Hastrup, could you put that mc up higher

MR, HASTRUP: | thought it was pretty high. On,
that's better.

BOARD MEMBER HUGH FRI EDVAN:  That's better.

Thank you.

MR, HASTRUP: -- like to set the goal for them of
what to do. And | have a problemwhen | read the ZEV
regul ations. They were pretty good. | had trouble
sl eeping the other night. | read them | fell asleep
pretty quickly because they were so conplex. And ny
recomendati on woul d be, boy, could we | ook at maybe
making thema little bit sinpler, so nmaybe the ganing
woul dn't be quite as preval ent.

For exanple, at the gold level, pure ZEVs say 50
mle range, greater than 55 top speed, single source
energy. |'d also like to see sonme significant ZEV vehicle
in the gold standard. Perhaps sonme kind of plug-in
hybrid, maybe some dual source. | just wonder if we maybe
shoul d step back. It seens to becone nore and nore
conplicated with each review, and it's becom ng very very
difficult to get a feel for where the regul ati ons are.

I"munfortunately not an expert and don't have
that rmuch expertise here. But it just seems coming in
fromthe outside, wow, this is really conplex. And it's

difficult to get a feeling for what's going on
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A coupl e of other suggestions. The MOA vehicles,
they work. They're great. Please do everything that we
could to deep those on the road. And if it means giving
folks credit for updating them and getting new credits.
Hey, that's okay. It gets ZEVs, keep ZEVs on the roads.
And |1'd also like to recormend that cars when they're
avai | abl e be avail abl e for purchase or |ease no nore of
t hese | eases without the purchase option

Thank you very much. | appreciate the tine.

CHAI RPERSON LLOYD: Thank you very nuch. Robert
G bney, Daniel Mcarthy.

Seenms to ne, Chuck, given our budget shortage
maybe you can put this on tape and use for people who have
i nsommi a, so there would be --

(Laughter.)

CHAlI RPERSON LLOYD: Robert G bney, Danie
McCarthy and M ke Thonpson

MR G BNEY: Good evening, M. Chairnman, Board of
Directors. Thank you for taking the tine to be today.
This is a terrific forum And hopefully you'll hear
somet hing today that shows that there is in fact a battery
technology that is revolutionary and is sonething that's a
br eakt hrough to the industry and it's called Lithium Mta
Pol ymer t echnol ogy.

(Thereupon an overhead presentation was
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Presented as follows.)

MR, G BNEY: M nane is Robert Gbney and I'm
with Avestor, Chief Marketing O ficer.

--00o0- -

MR G BNEY: Today I'd like to tell you a little
bit about the conmpany. |It's basically a joint venture
bet ween Hydro Quebec and Kermigie Corporation in the
United States. Al npbst $50 billion in assets behind these
two conpani es. They've joined together to develop this
new batter technology. And it's here. It's now It is a
reality.

In fact, this battery that's shown on the screen
is now in production out of Quebec starting this nonth.

--00o0- -

MR G BNEY: This is truly a revolutionary
battery design, in that it is athin filmlithium based
pol ymer technology that is absolutely the best battery on
t he mar ket today.

It has the highest energy density of any battery
on the market. It is now comercial. And we're now
taking it out to both the tel ecomunications industries
and ot hers.

--00o0- -
MR, G BNEY: This production facility on the

screen here shows that we are actually in production. So
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i nstead of coning up here and maki ng promni ses that one day
we' Il have a product for you, it is, in fact, here.
--000- -
MR G BNEY: And our plans noving forward are to
produce battery packs for electric utilities, and the
autonotive industry. In 2005, we intend to produce an EV

pack for a French consortiumw th Hydro-Quebec as a

part ner.
--00o0- -
MR G BNEY: |In fact, we announced |ast nonth
that this battery pack will be available, will provide the

first prototype battery back of this SVE project in
Novenber of this year.
--00o0- -

MR G BNEY: W intend to continue to invest in
this part of the business. W think the EV market is
prime. And, in fact, the conpany is prepared to invest
well over $100 mllion in the production of batteries for
the autonotive Industry in the next few years.

--00o0- -

MR G BNEY: |In fact, we already have engi neering
wor k under way to build a production facility in the
sout hwest western United States. As you can see here,
it's not a small facility. W have grand plans to produce

| arge quantities of batteries both EV, HEV as well as the

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

411
t el econmuni cations and utility industries.

This is a reality. Both partners are fully

conmitted to this project.
--00o0- -

MR, @ BNEY: The conclusion of ny presentation
I"'mtrying to keep this as short as possible, basically is
that this is a reality. This technology is here. The
other battery manufacturers as well as Avestor are
contenpl ating investing |arge anounts of dollars to neet
the requirenents set out by CARB

If you continue to weaken the regul ations, we may
be hesitant to invest in advanced battery technologies in
the future. W respectfully request that CARB reject any
maj or nodi fications to its ZEV nandates.

CHAlI RPERSON LLOYD: Thank you very nuch for
comi ng.

Dani el McCarthy. After that, if M. Serge Roy is
he here too. Are you going to -- okay, so after that
maybe you can conmment on the sane thing.

MR McCARTHY: Good evening. |'m Dan MCarthy
I'"'m Chief Operating Oficer of Evercel I|ncorporated from
Bi ngham Mass. And we are manufacturers of advanced ni cke
zinc batteries. So I'Il be following on the sane |ine as
some previous battery nmanufacturers.

But I'mhere to speak on one issue. And that's
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the claimthat ZEV vehicles are hindered by the I ack of
advancenent in battery technol ogi es.

Evercel in the last two years spendi ng $50
mllion on devel opnent of the battery, has cut the cost
per kilowatt hour from $900 down to $300. And these
ni ckel zinc batteries are currently in production and
currently conmercially available for sale at a price of
$300 per kilowatt hour.

VWhen Dr. Anderman gave his eval uation, of nicke
zinc battery technology -- of battery technol ogies, he set
as a goal in the future for nickel netal hydride a goal of
$9,000 for a 30 kilowatt hour battery pack. W currently
sell a 32 kilowatt hour battery pack for $9,000. It is
currently running in electric vehicles. It is currently
bei ng eval uated at your CARB facility in El Mnte,
California. And it is also being eval uated by Southern
Cal i forni a Edison.

This battery has been avail able since |ate 2002.
And previously our conpany has focused on the marine
market. But this battery is available and | found it
surprising that Dr. Anderman and this technol ogy review
did not even address the subject of nickel zinc battery
t echnol ogy.

Those are nmy only conments.

Thank you.
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CHAI RPERSON LLOYD: Thank you very nuch

Serge Roy and then M ke Thonpson, Marilyn Bardet.

(Thereupon an overhead presentation was

Presented as follows.)

MR, ROY: Good evening, M. Chairnman and Board
Menbers. | would like to thank you for your patience and
endurance in allowing ne to share nmy concerns and somne
facts about EVs.

--00o0- -

MR ROY: Hydro-Quebec is one of the |argest
electric utility. But what's nore inportant is we're
suppl yi ng about six percent of the renewable energy in the
world right now, because of our hydro facilities.

But Hydro- Quebec has gone farther than just
energy supply. W' ve been active in helping the
devel opnent of clean energy technologies. And with
Hydr o- Quebec Capitech venture capitals subsidiary of
Hydr o- Quebec, we have invested or are managi ng an
i nvestnment of nore 270 million in clean energy
t echnol ogi es, of which 174 nmillion are enabling
technol ogies for all types of EV, battery, hybrid and fue
cell EV.

O course, the Avestor lithiumnetal polynmer
battery and TM4 electric drive train are the nost

i mportant investnent that we've nade.
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And as Robert G bney just nentioned SVis a
group, a French group of |arge conpanies, who actually
manuf acturer half of the battery EVs on the road today in
the world, 7,000 battery EVs for Citroen have chosen our
conponents Avestor lithiumnetal polynmer battery as well
as CMA electric drive train to power their battery EV in
t he devel opnment stage.

I must nmention that according to the
classification that you have, this is a Type 2 ful
function battery EV, four door, four seats, nore than 100
mles range, with a range extender that can have the car
go for 200 miles.

The plan is for conmercialization of that vehicle
in late 2005, 2006 for Europe and North Anerica.

--00o0- -

MR, ROY: Hydro Quebec with its partner has been
conmmitted for the last 20 years to deliver the key
technol ogi es for battery EV, the battery. As seen on past
event and present events we still are naintaining our --
we are maintaining our course that we set in 1979.

We have to conmit before the end of 2003 |arge
sunms of noney to produce battery EVs and al so to get cars
on the narket.

| must enphasize that a further deterioration of

the ZEV goal standard as proposed in the staff report,
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will send a strong signal to the public to key battery EV
conponent manufacturer |ike Avestor and TM4 as well as key
i nvestors in those conpanies that battery electric
vehi cl es are not viable.

We respectfully disagree and are ready to conmit
the large resources that are needed to bring to market
battery EVs that nmeet customer's expectations. But to
mai ntain our course, we need CARB to maintain the mnimm

course on BEV that it had set in 1999 and naintain in

2001.

Thank you.

CHAlI RPERSON LLOYD: Thank you very nuch

Thanks.

M ke Thonpson, Marilyn Bardet Bev Sanders.

MR, THOWPSON. Ckay. Let ne start with a visua
aid.

This is a solar panel. |'m M ke Thonpson. |
have two Toyota vehicles, since GMyanked nmy EV1 at 42,700
mles. M RAV4 now has 4,000 miles inits first four
nonths. The Prius has 4,000 nmiles in a year. So | rack
up 14,000 niles a year electric, solar powered by the roof
with the panels on ny roof. That's only possible because
CARB nmade battery electric vehicles possible. | can't do
that without the actions of this board. So |I've got

14,000 mles a year on the EV, 4,000 on the Prius.
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Ref erencing Ti m Hastrup's poi nt about the
relative energy efficiency of fuel sells, versus EVs. |
could not afford to do this with a fuel cell. That's why
the battery EV path is so inportant.

Every RAV4 EV of fered was taken. These are going
to come out as bullet itens since we've got a short tine.

Fleets did not significantly participate in 2002
demand. Their buying cycles are along in probably cycles
of a year or nore to get grant noney and |ine up and
approve all the fleet projects. So there is pent up
demand for thousands and fleets. So this five a nonth
figure for denmand, | can't imagine how that can be a
realistic figure.

There's actually a Toyota sal esman who was
unaware that a RAV4A EV even existed at the dealership. So
| question the effectiveness of the general narketing
canpai gn. The Toyota.com RAV4 EV site was, in fact,
msprinted the URL in their publication materials. 1've
caught the site down on numerous occasions and Enail ed
Toyota about it.

| al so found nunerous inaccuracies in charging
| ocations and other itens, which | brought to the
attention of Toyota. They were very slow in correcting
those issues. The site currently has about a 12 question

fact which basically says we're not doing EVs anynore
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because there is no demand. Al the specifications for
the vehicles are gone. Al the relevant information to
support current drivers is gone.

I wouldn't nake a big deal of, but they brought
it up in testinony, |I think we need the full picture on
that. Wuen it was up actually it had sone good stuff on
it, so |l have to commend themfor that.

In terms of public outreach and stinulating
demand anong consuners, battery electric vehicles are in
consuner hands today except for those not allowed to
rel ease by the nmanufacturer. These consuners are
provi di ng sone of the nost wi de spread and effective
publ i c educati on outreach and marketing. EV consuners
driver sales.

Sone of the things, | get -- I'msorry,
par aphrased. These are not exact quotes from people |'ve

taken for test drives or driven ny EV.

| didn't know EVs were available. | didn't know
Toyota made a RAV4 EV version. This is so quiet. | don't
like the snell of naintenance of gas. | want an EV.

So we sell them Some other drives have sold
electric vehicles at lunches. So we drive the demand. W
need the vehicles out with the public so we can create the
market and drive the demand. |If we don't have the

vehicles, we can't do that.
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Uni que advantages of EVs. They're quiet. You
don't mess with gas. Things |like 120 volt power sources
for construction tools and stuff |like that. Those are
uni que advantages that need to be pushed with these
advanced technol ogi es, so that we actually stinulate a
mar ket by the uni que advant ages.

We nust nandate sone BEV production to continue
this public Education. Two hundred and fifty fuel cel
deno vehicles in the later 2005 tineframe, whatever it
wor ks out to, |eaves an educational gap. Mst will be in
fleets oh even in consunmer hands. It's only in 250
peopl e' s hands.

So if they're not tied up in deno fleet sonepl ace
and you put all 250 fuel cell vehicles out there, it's
only 250 in California to reach out to the rest of the
public later. If you want to stinmulate a market, it's not
enough outreach to the public. That plan will not change
the m ndset of the buying public for the ranmp up. So we
need to ranp up the public, too.

CHAlI RPERSON LLOYD: Can you bring this to a cl ose
here.

MR THOWPSON: Current fuel cell electric vehicle
| eases in southern California, there's about 6,000 a
nonth, which is alnost 20 tinmes the | ease rate for an

el ectric vehicle.
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Near term ZEV i s about public education, market
devel opnent, and technol ogy devel opnent. Technol ogy
notes, we've heard about battery inprovenents to nicke
netal hydride. The Type 3 EVs, battery electric vehicles,
I"mnot sure about the total ramifications of Type 3, but
with fast charging electric vehicles can be a Type 3
vehicle fromwhat | understand of it. | need to study up
on that.

But fast charging -- fast refueling does not
necessarily elimnate EVs when we have fast charging,
which is technically possible to devel op and GM has
al ready produced the 50 kil owatt charger

CHAlI RPERSON LLOYD: | nust ask you to finish
pl ease.

MR, THOWPSON. Ckay. |If | had a plug-in Prius,
woul d doubl e ny gas econony. W need diversity in
solutions. W need sone full function BEVs produced. It
has to be mandated, because if it's not nmandated, it's not
going to get produce. Maybe you can arrange credit
swappi ng between the manufacturers so sone can pick one
path or the other, but there have to be full function
battery EVs avail able, or we cannot get to the public.

We cannot have a true zero emnission vehicle path
i ke nmany of us have, probably five percent or nore of the

RAV4 drivers are at true zero enissions, because we are
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usi ng renewabl e energy to power them And that is none
trivial. Don't give it up.

CHAlI RPERSON LLOYD: Thank you

Marylin Bardet, Bev Sanders, Care Bell

MR, THOWPSON:. Dave Mdisette's plan was coo
t 0o.

CHAlI RPERSON LLOYD:  Thank you.

MS. BARDET: Good evening, board. |'mvery glad
to be here. And I feel that it has been an endurance
record to sit through such a long neeting. But thank you
very nmuch for this opportunity.

My name is Marylin Bardet and I'ma resident of
Sol ano county along the Carquinez Straight fromthe Cty
of Benicia, the first Anerican city in California.

Al politics is local the forner Speaker of the
House from Massachusetts Tip O Neal used to say. Wat he
neant was |isten to your voters.

The national energy policy or as | consider it,
the Iack of one, is being played out in our area, and the
debate is heating up about whether our refinery owned by
Val ero Energy Corporation of San Antonio, Texas a huge oi
i ndustry conference was just held this week, will be
allowed to expand its production capacity and thus be
all owed to produce greater percentages of dirtier crude

oil as opposed to the nore expensive sweet crudes from
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Al aska, a source now dw ndli ng.

The debate is whether we can ever achieve a
sust ai nabl e econony as our |ocal general plan calls for.
Five years ago ny good friends Bev and Chris Sanders
became the proud | easees and drivers of an electric car
the sexy little EV1. If it hadn't been for ny friends and
nmy chance to be a driver and passenger of this amazingly
quite, confortable and zi ppy nmachine, |I'd never have known
about the car's existence or its performance.

The EV1 continues to attract attention in our
town and on the road wherever Bev cruises. The site of a
car that doesn't make nore than a high humat rev up and
is virtually silent at cruising speeds, produces a kind of
shock and awe for bystanders we could all happily want to
sponsor.

They proudly tell friends and anyone who cares to
listen, the miniml cost of keeping the EV running. Over
five years no servicing required, averaging $8 per nonth,
whi ch shows up on their P&E bill. No visits to gas
stations.

The EV 1 represents one of the best hopes for our
future to hel p reduce national energy consunption and
reliance on the petroleumindustry. Wy has Detroit or
Washi ngton, the oil industry, decided not to pronote

producti on of the EV1?
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| learned a little bit nore about where the
energy industry is headed. | hel ped successfully defeat
t he proposal by Bechtel Corporation and Shell U.S. A Power
and Gas to build a dangers |iquefied natural gas tanker
term nal and 900 negawatt powerplant at Mare Island
Vallejo at the nmouth of the Carquinez Straight, the porta
to the bay area, along one of the worlds nost powerful
wat er ways.

So many citizens rose up to defeat the Bechte
project that Shell and Bechtel had to withdraw their
proposal before a feasibility study would have | ocked in
their devel opnent rights.

I had to a ask why the project was vaunted as so
necessary to California's energy future. |If the oi
industry intends to control the energy future for all of
us with hybrid fuel cell vehicles favored, then California
will inevitably prove their point building nore
powerplants and LNG termnals to bring the natural gas
that would be the source of hydrogen. But producing
hydrogen will require | oads nore energy, electricity, as
has been poi nted out here.

This means nore gas-fired powerplants. |If
Bechtel had its way and ot her energy czars, we were goi ng
to get a 900 negawatt powerplant at Mare Island and a new

one in Antioch to conplenment the existing new Cal PERS pl an
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at Pittsburgh. Thus in 10 years, just in time for the
begi nni ng hydrogen future. W'd have a tic, tac, toe up
the Carquinez Straight, three powerplants in a row,
bel chi ng em ssions and pol luting our already polluted air

Thi s besides existing contributions from cogen
plants now installed at Valero refinery and C&H Sugar in
Crockett.

Qur Sol ano county will pay dearly for such an
energy future. The fact is without a plan for energy
conservation and alternatives fuel such as solar, we wll
be stuck with an expandi ng energy grid and increased
pol lution from powerplants, cars and refineries.

The EV1 shoul d be produced, inmproved and
pronoted. The EV1 depends on -- I'mgoing to finish
because | feel that there are very few people fromthe
public who are not associated to a conmpany and who are
worren here to tal k about what we do in our towns and the
trenches to protect ourselves and our famlies health.

CHAlI RPERSON LLOYD: | just thought you mi ght want
to come up for air.

That's okay.

(Laughter.)

M5. BARDET: Oh, Thank you very nuch. And | do
have bronchitis.

The EV1 depends on a battery that can be
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recharged. The EV1 can be plugged into sol ar energy
panel s owned by a honeowner. Batteries could be changed
out at solar charging service stations. Nunbers of people
could be off the grid. |Is this what the State of
California and the oil industry is afraid of.

If so, perhaps rather than killing the EV1
program we coul d devise a strategy for deriving revenues
fromdecentralized and denocratic Sol ar energy
di stribution systens.

Hybrid cars, no matter how efficient, will still
depend on oil and natural gas inports. The EV1 could help
of fset increased energy consunption by offering citizens
the opportunity to drive a conpletely sustainable vehicle.

The cost of the EV1 would go down if all of its
benefits were well advertised. The electric car wuld
finally get a charge fromthe public. Denmand woul d grow
But so far, the EV1 has been treated by the industry |ike
a stealth vehicle, a bonber.

The EV1s di sappearance after a few years of
trials is a case of industry overkill, an instantly
manuf act ured obsol escence, as though it were an EV Edsel
If you kill the program that encourages the production of
the EV 1 in California, you will only be handing an
econoni ¢ bonanza to the Chinese, who are already |eading a

[ithiumbattery devel opnent in production program
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Chi na knows, it cannot afford to have one billion
peopl e driving gas guzzlers or even hydrogen hybrids. The
Chinese will be anxious just like the Japanese to take
advant age of your inmagination. They could beat us to a
sust ai nabl e energy future for transfer. | say protect the
pl anet, go solar, go EV1 go gol d.

Thank you.

CHAlI RPERSON LLOYD: Thank you. Bev Sanders, is
Bev your real nane?

M5. SANDERS: Bev Sanders.

CHAlI RPERSON LLOYD: Okay. That's very
appropri ate.

(Laughter.)

CHAI RPERSON LLOYD: C are Bell, Elaine Lissner

M5. SANDERS: Pardon ne?

CHAlI RPERSON LLOYD: | was calling the people
behi nd you, so they get ready.

MS. SANDERS: Yes. M nane is Bev Sanders.
That's B-e-v Sanders.

And anong -- besides being Marylin Bardet's Vanna
VWhite here. 1've driven a GMEV1 for nearly five years.
It's been ny only vehicle. As a matter of fact | drove it
here today fromBenicia, a tiny refinery town on the
Carquinez Straights. |'mhere today, tonight all day,

instead of at work, because | wanted to stress to the
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nmenbers of CARB a sinple, yet very crucial nessage, that
is that California can save the world.

Never underestinmate the power of a single action
no matter how snall it appears. History is |oaded with
tiny actions that triggered ripples around the globe. And
I've seen this firsthand.

Twenty years ago | was part of the early
devel opnent of the snowboard industry which has nany roots
inthe state of California. The sport at once was
outlawed to ski resorts. But vision and innovation have
made it an essential part of winter sports. And now the
US. is proud of their Aynpic Gold Medal snowboarders.

I n another exanple, | continue in the devel opnent
of wonen specific products in California |nage Sports of
snowboar di ng and surfing, both male dom nated narkets that
have been nissing the boat, ignoring the wonmen's needs.

Now, their fenale segnents are the fastest
growi ng portions of their business. |'ve seen a little
spark. |'ve seen how fast things can change and how
qui ckly the changes becone standard.

But these changes didn't happen on their own
Wthout strong resistance. Even the conputer industry has
had resi stance from people holding on to their
typewiters.

When the manufacturers say people don't want
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electric cars, it remnds ne of the sports business saying
ki ds don't want snowboards and wonmen don't want to surf.

The people who don't want electric car nmyth has
been perpetuated by little advertising, boring advertising
agai nst a barrage of prinme tinme SUV adds. Drivers didn't
want electric cars because they never knew they had
el ectric cars.

In fact, when | would tell them they couldn't
get them when they went to find them

So how can California save the world? Over 10
years ago the California Air Resources Board took the
courageous action of demandi ng car nmakers produce cars
that did not continue to pollute California' s air

No other State could nmake such a demand
Actual ly, very few countries could have any bargai ni ng
power agai nst a conpany |ike General Mdtors. Their goa
at the time was driven by their prenonition that if they
woul d continue to depend on internal conbustion engines to
drive their cars, we would all eventually suffocate

California being one of the |argest car markets
inthe world told the largest car nmakers in the world that
if they wanted to sell their cars in this state, they
better get on the trail to zero emissions. California
woul d no longer suffer as the automakers continue grow

vast wealth and t he expense of our health and environnent.
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It's hard to gauge whether the CARB board had a
vision of what the world would |ike today. Could they
known that just 13 years later, we'd be straining the
relationships with our international friends attacking oi
rich nations to keep the punps punping. Could they have
known that the petrol eum age was going to have a prol onged
and bl oody endi ng.

It doesn't matter now. \Wat does matter is that
those rare visionaries at CARB knew that they had to get
off oil, and they knew, w th noderate and reasonabl e
proddi ng of the engineers and suppliers they could neet
t he chal l enge despite the short-sighted goals of auto
executives. And they were right. They were right as
anyone ever has been.

CHAlI RPERSON LLOYD: Can you begin to wap up
pl ease.

M5. SANDERS: Yes. A couple nore lines. Thank
you.

Their were right at the right tinme. If our world
coul d ever use a nmassive shift froma precarious dirty

business to a clean and efficient future, it's now The

electric car was an experinent. |It's not anynore. |It's
proof. It's testinony to our own resolve and innovation
It's hope for our future. It's the little spark. | thank

the previous nenbers of CARB who chanpi oned t he mandate
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that revolutionized the way | travel.

They offered ne freedomfromas far beyond
rhetoric of politicians. They had the dream and the dream
cane true. The snall action truly nade a difference and
changed the world. Today's CARB nenbers need only

mai ntain the nomentum Pl ease the world, maintain the

mandat e.

Thank you.

CHAI RPERSON LLOYD: Thank you very nuch

Clare Bell, Elaine Lissner and Ki nberly Rogers.

V5. BELL: Well, first I'd like to thank the CARB
board for naking nmy profession possible. | ama traveling
electric vehicle repair person. | nostly do Sparrows. |

can do other electric vehicles.

I"d like to urge you to keep the policy -- to
include a requirement for BEVs in the alternative
conpl i ance pl an

BOARD MEMBER HUGH FRI EDVAN:  Excuse ne, can |
interrupt. | wondered what EVET neant, that you're a
nmedic for electric vehicles.

M5. BELL: | am yes. This is a profession |
ki nd of invented nyself with sone help from encouragi ng EV
owners.

I"d like to say |'ve been in the trenches with

the EV people. The people who drive themon a daily
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basis. Mostly it's been Sparrows, but it's also been
ot her conversion vehicles. M experience has been that
the EV owners, despite problens with the EVs despite
limtations with the EV's, even despite bad publicity and
other things, they are very tenacious about wanting to
keep their cars on the road.

Not only that, other people are constantly
i nqui ri ng about various cars, including this -- well the
not orcycl e type Sparrow.

| disagree entirely with the car conpani es when
they say there's no denmand. | see denand every single
day, not only in the people who are interested who are
want -t o- bes, but in the people who have the cars, have
probl ems, overconme them and keep them on the road.

I'"d also like to point out one thing, and that is
your Board is very favorable toward station car prograns
and transit based EV prograns. Mst of the city type cars
that would be in those prograns are at the present battery
EVs made by third parties.

| would like to encourage the Board to keep the
BEV provision in the alternate path because that would
encour age nakers of such EV's as the Think City, for
i nstance, which is now bei ng handl ed by Cam Corp, not
Ford. So it's no |onger an Anerican automaker

And, in fact, that particular manufacturer has no
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incentive to bring the City to California, other than if
the | arger automekers purchase credits fromthat conpany
or give themcredits that allow themto bring the car in,
and make it econonmically viable for themto bring the car
back to California, because the Think Gty is already
here, but it nmay be pulled out as we know. That goes for
sone other small third party nanufacturers.

So | think we have ook to | ook at near term BEVs
especially, the ones we already have. W have the Think
Cty. W have the EVl. W have the RAV4. Wiy shoul d the
EV1l be taken away and crushed? Personally, | think that's
crimnal.

I think the Think Cty, even the European one

woul d be nodified so they can stay here. | think Cam Corp
shoul d be encouraged to bring the new Think Cty's back
into California. W've already proved there's denand.
W' ve proved there's practicality. | wouldn't be doing
what I'mdoing if there wasn't. | wouldn't have a job.
There are EVs out there. They need nore services.

CHAlI RPERSON LLOYD:  Thank you.

El ai ne Lissner, Kinberly Rogers and Patricia

Laki nsm t h.

M5. LISSNER. My nane is Elaine Lissner. |'ve
cone from San Francisco. | drive a Think Gty, very
happily, but I won't go into that. | want to try to focus
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on the nunbers, head your call that you're |ooking for
some gui dance here. | really didn't realize how
conplicated the issue is.

I"mnot sure whether I'mgoing to take three
m nutes or four, but | hope you'll hear nme out if | focus
on the nunbers.

Let's see. | won't go into demand, how |'m not a
Hol | ywood actress, or a -- anyway.

I want to talk about the alternate conpliance

option. | have sone concerns about it. The things I
favor first of all, in the staff proposal, are the
clarification of |anguage to avoid |lawsuits. It seens
pretty logical. | favor the start date delay. It seens

like there's kind of no way around that.

My mai n concerns are the alternative conpliance
path, the |ong-term changes, the credit cal cul ati ons, both
gold and silver. Basically, | want to take off ny
electric driver hat here and just speak as a Californian
' mconcerned these are way too conplicated

And what | heard the Ford spokesnan sayi ng,
basically, is they're going to sue us left, right and
center if it's this conplicated. And | want to make
proposals for sinplifying it.

I"mjust scared that the California Air Resources

Board i s supposed to regulate air and enissions. And
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think as soon as it regul ates technology, that it's liable
to a lawsuit. And all these percentages -- | mean not
percent ages, but nunbers and so forth. Everyone of those
can be picked at. And we, as a State, you know, ny nephew
with asthma can be stalled for everything they can pick
at .

And, although, | have an electric vehicle and
want themto survive, | think if you regulate fuel cell
you know, require 250 fuel cells or require battery
el ectric vehicles, you' re |eaving yourselves, us, the
State, open to lawsuits. And I'mnot, you know, a |awer
here. So maybe |I'm wr ong.

But ny proposal is categories should be based on
em ssions, and credits should be based on function not
technol ogy used to get there.

A gold category should be zero emissions. And it
seens |ike there is no way to attack that in a law suit.
And, you know, |'mpretty negative on fuel cells after
reading the Wall Street Journal article on the 7th. It
was sonet hing |ike hydrogen maybe cl ean but getting it
here | ooks nmessy. Anyway.

| think if we give extra credits to fuel cells,
that's discrimnating on a technol ogy and again open to a
[awsuit. Just as it would with electric cars.

So here's ny proposal. Let's say battery
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technology is still inmproving, but it's about 75 percent
of where we'd like it to be. So I'mjust going to be weak
and say let's go 1.5 percent requirenent. This is an
alternative conpliance path. And if we have to do what
the staff proposed right now, 1'd rather just |eave the
original 2001 stuff. But here's an idea for an
alternative conpliance.

One 1.5 percent gold requirenent starting in
2005. No regulating technol ogy or fuel, only regulating
emi ssions. And credits based on function not cost. And
here's just what | came up with today fromlistening. |
cane up with 1.5 credits for a freeway capable, 55-mle an
hour capable, 100-nile range vehicle that can charge or
fuel in 25 mnutes or |ess.

One credit for a freeway capable car with a 50
mle range. And, okay, again this is just guessing on
what's going to not |et automakers cheat with NEVs
basically, but not kill NEVs, .1 credits for any NEVsS, so
that would be 10 NEVs to one City Car. And that, you
know, that could be nodified. |'mjust guessing what
would be a nediumthere. So that's one 1.5 percent gold
requi renent.

Two, all current EVs -- all EVs that are on the
road, nmade available for sale to drivers who want, |'m

al nost done here. So that's all current EVs nmade
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avail able for sale to drivers who want.

Three, a return to firm 2001 nunbers in the
long-termso that the battery conpani es, you know, don't
stand here and say we're going to stop investing.

And 4, no review or waffling before 2009.

Thank you.

CHAlI RPERSON LLOYD: You cane up with all that
sitting there. | don't know what staff has been doing all
this tinme.

(Laughter.)

BOARD MEMBER DeSAULNI ER:  Yes, but she didn't put
us to sleep.

(Laughter.)

BOARD MEMBER HUGH FRI EDVAN. Don't |et her get
away. Hire her.

EXECUTI VE OFFI CER W THERSPOON: | was thi nki ng we
shoul d hire her.

BOARD MEMBER DeSAULNI ER:  What do you do for a
living? W have a question.

(Thereupon an overhead presentation was

Presented as follows.)

M5. ROGERS: Good norning, afternoon or evening.
| think it's still Thursday. And I'Il try to keep it
short. Thank you for giving ne an opportunity to speak.

My name is Kinberly Rogers. |I'mfrom Santa C ara,
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California. And | had prepared this lovely slide set that
| promsed | won't use. And you can read the 8 by 10
color glossies later tonight. It's good bed tine reading.

Basically, | wanted to echo a few coments from
before that other people, particularly the EV drivers have
said. And one of the things that | |earned today is that
Toyota actually had a stream ined process for obtaining
t he Toyota RAV4.

Thank you.

(Laughter.)

MS. ROCGERS: For me, the streamined process
nmeant a about three nonths fromputting a deposit down to
getting keys to the vehicle. And so thank God it was
streanmined. And | also want to also echo sone of the
comment s about narketing, because | have to apol ogi ze
mssed all the marketing. And | live in silicon valley,

t he hone of disposal incone and techno geeks.

And | heard that there was posters around the
valley. | found two posters advertising the RAV4 in bus
shelters, you know, bus stops for the VIA So clearly,
the target audience for the RAV4A Are peopl e who have 50
cents to ride the bus.

| actually found out about the car just by
searching the Internet and watching you for many, nmany

years beggi ng, pleading and hoping that the car would
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becone avail abl e.

And finally, 12 years after the nandate, the car
becane available. And I do have to thank Toyota for
letting nme buy it. Nobody is going to rip this out of ny
hands.

And | did see one newspaper add on earth day in
San Jose Mercury. And again, | kind of question the
mar ket i ng, because |, like many of ny fellow EV drivers,
go out to many events and evangelize the technol ogy. And
|'ve personal ly spoken to hundreds of people [ast spring
and summer. Not one had ever heard of an electric
vehicle. Not one new that you could actually purchase
t hem

So | urge the Board to do everything in your
power to keep zero em ssion vehicles on the road and
return zero remi ssion vehicles on the road and reject the
current anmendnents.

Thank you.

CHAI RPERSON LLOYD: Thank you for keeping it
short and providing this. Thank you.

BOARD MEMBER HUGH FRI EDMAN:  Excuse ne. |'m
readi ng through this as you spoke and it's well worth al
of our reading. So we'll read this in full

MS. ROCGERS: Test on Monday.

(Laughter.)
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BOARD MEMBER HUGH FRI EDVAN. O you can ask us
guestions tonorrow norning.

CHAlI RPERSON LLOYD: Patricia Lakinsnmith, Edward
Thor pe and we have Steve Heckerot h.

(Thereupon an overhead presentation was

presented as follows.)

MS. LAKINSM TH. Everybody hear ne okay?

CHAI RPERSON LLOYD:  Yes.

M5. LAKINSM TH: M. Chairman, nenbers of the
Board and staff thank you for this opportunity. | don't
envy your jobs one bit. You have a very difficult job to
do.

I"'mhere as a private citizen who has no
financial stake or otherw se other stake in this.
However, thanks to CARB' s good work, | ama participant in
the ZEV incentive program and am happily driving a Toyota
RAV EV every day of the week. |I'ma regular person of
sorts, not an engineer or tinkerer, like many of the EV
drivers, whose fanmliarity with the stuff under ny hood is
limted.

But whose appearance at work each day is
conpl etely dependent on this wonderful technology. In ny
opi nion BEV technol ogy has conme to fruition fully for
everyone who has tried it. However, I'malso a research

scientist who evaluates new technologies in realistic
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simul ati ons, where they conpete with currently technol ogy.

So in that sense, | often have to nake simlar
deci sions that you have to make. M/ comrents will focus
on the types and costs of meking errors in these kind of
deci sion regardi ng future technol ogy devel opnent,
specifically to what degree we can be confortabl e that
battery electric vehicle technol ogy has been given a fair
and accurate test, and to what degree we can be
confortable with an anbitious investnment in i muature
future technol ogi es touch such as fuel cells.

There's two questions |1'd like to focus on today
in ny short time. First, what kinds of errors could be
made i n decidi ng which kinds technol ogi es are depl oyed as
to killed off, and how can one be confident than an
abandoned product in deed was not worthy of further
devel opnent ? How do you really know when a test of a new
product is adequate? What happens if we're w ong?

Second, what do the available data that we have
so far tell us about the chances that battery electric
vehi cl e technol ogy has been adequately tested.

--00o0- -

MS. LAKINSM TH: As a research psychol ogi st, |'m
often faced with difficult decisions in my owmn work to
devel op advanced technol ogi es. Al ways, you have to ask

yoursel f whether the new thing you' ve got is sufficiently
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better than the old thing to cast the old thing aside and
devel op the new thing.

Sorry if I"'msinplifying this. There are two
kinds O errors you can nmake in this work, you can keep
somet hing that doesn't work or you can throw something
away that does work. Do we have so many ZEV technol ogi es
at our fingertips on the bring of nmass depl oyment to our
roads that we can afford to turn our backs on one that has
already in small nunbers proven to be so very highly
effective.

G ven the conparatively greater risk in fuel cel
technology At this date, are we actually endangering
ourselves to nmake both of these kinds of errors at once.
First, by throwing away a technol ogy that has not been
tested adequately, and next by putting to much faith in a
new i nrat ure technol ogy that has not shown it's true
pot enti al

At the present tinme we don't know how fuel cells
will be refueled, who will pay for the infrastructure to
do it, and how nuch fuel will cost conpare to other fuels,
how much the cars thenselves will perform conpared to
gasoline cars or battery electric vehicle cars, and what
they' Il cost to the consuner to buy or |ease.

The cost of rejecting BEVs as a failed technol ogy

that few people want is that we will sacrifice potentia
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air quality benefits afforded by pure ZEVs in the near
termtinmeframe and that people who could benefit fromthis
technology will have to settle for sonething |ess.

This slide here is for the automakers.

CHAlI RPERSON LLOYD: W have had about three
m nutes, if you can --

MS. LAKINSM TH:  Ch, okay. Well, that's in the
record, so |I'll go on

--00o0- -

M5. LAKINSM TH  We know there's market potentia
for this technology. This is the tinme line for ny ZEV
acquisition process. | went through the normal hurdl es.
| inquired at a deal er about the Honda EV Plus. | was
entertained for a half an hour by the entire sales staff
who insisted that | had inmagined this car. They had never
heard of it.

(Laughter.)

M5. LAKINSM TH:  Then | had a big acconplishnent.
I managed to qualify for the car at the Toyota deal er when
| finally figured | wanted the RAV4 EV. Here's a point
for us to ponder. Do SUW owners have to answer a
guesti onnai re about their conpetency using four whee
drive, their bolder hopping experience, their yearly
off-road nmiles? Do Hummer drivers have to swear that they

live in close proxinmty to gas station given the vehicles
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i nherently poor gas m | eage.

Thi s addresses the point of the accessibility.
These cars are not accessible. There are literally
barriers between the consunmers who could drive them and
the cars thensel ves.

How can we say that EVs were avail able and
accessible if even many deal ers | ack awareness of these
cars. Dealers read car magazi nes where this car was
presumably advertised and | never saw any adds anywhere,
and they did not know about the car either. And often
tinmes if they did figure out which of the very few dealers
that had the car, they would go there and be convi nced
that what they really probably wanted was a Pri us.

So the data that Toyota provided before is not
surprising, when all the dealers are in there diverting
traffic to the other cars. Al of this underscores that
it's very difficult to get this kind of car

CHAlI RPERSON LLOYD: What woul d you reconmend?

--000- -

M5. LAKINSM TH.  This is another streaniine
process here. W did not see the ads. | would venture to
say that virtually none of the people in this room saw any
of this advertising.

So we can be confident that we have a good

product here. This is ny final slide and ny
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reconmendati ons.
--000- -

MS. LAKINSM TH: | think we know the product is
good, but it appears that perhaps the nethodol ogy used to
get it into the market was possibly a little flawed. So
nmy reconmmendati ons, keep sone |evel of ZEV requirenent for
the near termin the revised nandate, as a fall back unti
fuel cell technol ogy conmes around.

| really hate telling people that they can't have
a car like mine. Everyone |I. -- you've heard it before,
everyone we talk to wants a car |ike we have because
t hey' re wonderful cars.

So no new technol ogy needs to be devel oped to
solve this problemthis way. The cars are there. Al
that we have to do is rel ook how they're put out into the
mar ket pl ace. The current situation with gas prices
provi des a gol den opportunity to capitalize on public
interests in this kind of thing.

So offer incentives, flashy ads, spend a little
noney on sone TV tine. And the drivers as a group and the
Electric Auto Association are extrenely interested and
al ready out there doing public education for the
aut omakers and we would | ove to do nore because we believe
in this stuff.

Thank you.
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CHAI RPERSON LLOYD: Thank you very nuch

Edward Thorpe, Steve Heckeroth, Raynond Cernota.

MR THORPE: Hello Chairnman and nenbers of the
Board, and staff. M nane is Ed Thorpe. |'ve been here
at these hearings before. |1'man EV owner, EV supporter,
al so of a nenber of the Production EV Drivers Coalition.

| just want to be brief, because one of the
problenms with the proposal also is, | agree with a |ot of
what's been shared today, about things that still need to
be changed in the revised path, the alternative path.

Battery electrics still need to be consi dered.
They are extrenely viable at neeting the requirenents of
the ZEV mandate and they are obtai nabl e and manuf act urabl e
t oday.

Prices have conme down on supplies. They really
do need to be encouraged. One of the difficulties with
the mandate is you' re only focused on the seven najor
aut onakers, both for requiring product and credits, as
well as the ability to trade credits.

There is no visibility on the small vehicle
manuf acturers who have actually been producing and selling
nore battery electrics to the general public than any of
t he manufacturers.

Most of the nmanufacturers have not sold any

battery electrics, except naybe the nei ghborhood vehicl es.

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

445
The nei ghbor hood vehi cl es, though they have their niche,
they do not contribute to significant reduction in
pol I uti on, because nost pollution is caused by people's
daily commutes. And those comutes require greater than
25 mle per hour performnmance.

For four Years | comuted in a Honda EV Plus. I[N
alittle over four years we | ogged al nost 90,000 niles in
the San Franci sco bay area. W no |onger have that,
because that was a | ease program So starting in January,
after some nodifications, I amnow comuting in Corbin
Sparrow, which has absolutely no visibility to CARB group
because it is manufactured by none of the Big 7, and it
also qualifies as -- it's registered as notorcycle, which
has no niche in your category, but it does freeway speed.

I commute at 70/75 nmiles an hour in the dianond
lane. It has a linted range, because of current battery
technol ogy of only 25 niles. But I'mstill able to make
my conmute of 35 miles by stopping off and getting a fast
charge. It takes a fast charge. | can recharge the
conplete pack in 20 nminutes off of Level 2 public
char gi ng.

So all of these things are possible with today's
t echnol ogy, but you need to al so involve these third party
or these small manufacturers. They're able to get credits

because they' re produci ng the product.
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Wiy can't they get credits and then use that as
bar gai ning chips with the age nmaj or nanufacturers who hold
the key to these supplies, supplies for parts. The major
manuf acturers don't want these little players to survive.
And the way they do it is buy restricting the access of
parts at affordable prices.

The little players, if they can accrue credits,
they can swap the credits or trade the credits to the
manuf acturers in exchange for parts, and be able to get
zero em ssion vehicles to the public today.

CHAlI RPERSON LLOYD: Thank you

(Thereupon an overhead presentation was

Presented as follows.)

CHAlI RPERSON LLOYD: Steve Heckeroth, Raynmond
Cernota, and d ynda Lee Hoffnan

MR HECKEROTH: As an EV driver for the last 10
years, | echo all the EV comments that you've heard and
won't repeat them

--000- -

MR, HECKEROTH. | have few differrent nmessages
for you. One, fossil fuel use is a double edged sword.
It has to do with both pollution and depletion. And
think we are ignoring the fact in all this that we are
running out of oil. It's not an unlinmted resource.

And to use reforned fossil fuel to create
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hydrogen for vehicles is not really getting us where we
need to go. So | strongly disagree with the staff's new
proposal favoring hydrogen vehicles. Besides that,
battery electric is 3 -- or 2to 5 nmile tines nore
efficient than hydrogen vehicl es.

--000- -
MR, HECKEROTH:. | purchased this book when |
first sawit. And this gets to ny other point. And
bought copies for each of you and | hope they were
di stributed about a nmonth ago. This book goes overall the
ways the auto industry was able to use the regul ations
that were created to find the | oopholes to pronote
passenger trucks, H gh And Mghty is the book |I'mtalking
about. There are several other that |'d recomend
r eadi ng.
SUWVs are really an unnecessary an obscene option
for transportation.
--00o0- -
MR, HECKEROTH:. They' ve been created by the
| oophol es, one of which was devel oped by this Board
Unfortunately. It was a 3,575 pound weight [imt that was
put into being as the top weight that would be counted on
the zero enission nandate. This is a result, you see here
in front of you. This is a typical parking | ot

unfortunately now.
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--000- -

MR HECKEROTH: And there was a sayi ng goi ng
around on the web what would Jesus drive. And | found
that was easy to answer. O course, he'd wal k. But |
wonder ed what Satan might drive, and | found it and took a
picture of it here.

--00o0- -

MR HECKEROTH: This was another interesting one
| found. This was by, | guess, sonebody who was pronoting
some diet plan. But | thought it way appropriate that
they drove this, and they were going to tell people howto
| ose weight.

--000- -

MR HECKEROTH: 1've been a driver and a
manuf acturer of EVs for 10 years because of this board.
They were very inspirational in 1990 when they created
mandate. |'ve continued to try and pronote EVs, even
after ny conpany went bankrupt. And |'ve now purchased a
RAV4. And |I'Il attest to the testinony you' ve heard about
how difficult it is to actually go through process.

There was a couple other steps to get the charger
in, as well as what they already nentioned.

--000- -
MR, HECKEROTH. My Prius, because | conme from an

EV side, | get over 55 mles per gallon usually, up to 60
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and even 65 miles per gallon in nmy Prius. And it has to
do with your driving habits a |ot, and how good a mil eage
you can get.

| charge ny EV of a solar array. | have 7
kil owatts of photovoltaics that power ny whol e place. And
| actually need the EVs to use the excess power | produce.

--00o0- -

MR HECKEROTH: This is one of first cars |
built. This is at the planning commi ssion hearings where
it was plugged in to give ne a 140 nmile round trip range.

--000- -

MR HECKEROTH: This was another car | built, 120
mle range in 1994 with lead acid batteries. Zero to
sixty in eight seconds with lead acid batteries. |magine
what we could do with nickel netal hydride or sonme of the
other batteries that are com ng on

--000- -

MR, HECKEROTH. This is a solar charging station

for nei ghborhood vehicl es.
--00o0- -

MR, HECKEROTH. This was a car that was really
just incredible to nme. It went 120 mles in one hour in
1993. This is pure battery electric. That neans it's
averagi ng 120 niles an hour for one hour. And that was,

what, 10 years ago now.
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--000- -

MR, HECKEROTH. So there's no |ack of technol ogy

and that got me thinking about other options.
--00o0- -

MR, HECKEROTH. And lately, |I've heard about this
vehicle, which | hope the Board will close the |oopholes
in their mandate that all ows the auto conpanies to produce
t hese obscene SUVs and allow cars like this that nake
sense that are sane transportation alternatives to exi st
on our roads. Right nowit's very dangerous for these
vehi cl es.

Thank you very much four your attention

CHAlI RPERSON LLOYD: Thank you. Raynond Cernota
G ynda Lee Hof f man and Thomas Bradl ey.

Raynmond Cer not a?

d ynda Lee Hof f nan?

Thomas Bradl ey?

Are you Thonas Bradl ey?

MR BRADLEY: Yes.

(Thereupon an overhead presentati on was

Presented as follows.)

MR, BRADLEY: Thank you, Chairman LI oyd and
Menbers of the Board. M nane is TomBradley and |'m here
to represent the Electric Power Research Institute.

Unfortunately, Mark Duval couldn't be here, so |I'm going
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to take his place.

So I'mjust going to keep it real quick, because
a lot of this stuff has been tal ked about before.

In general, the general idea is that there's a
technol ogi cal road map between EVs, hybrids plug-in
hybrids, towards fuel cell and full function battery EVs
in the future.

And we believe that plug-in hybrid electric
vehi cl es can provide the basis for those technol ogi ca
advancenent s.

--000- -

MR, BRADLEY: So all electric drive technol ogi es
share a technological platformthat is made up of the ful
power electric drive train and electric battery systens,
energy battery systems. Hybrid electric technol ogies that
are enphasi zed right now and that the AT PZEVs enphasi ze
power battery hybrid electric vehicles in the order of 4
to 65 kilowatts of battery power or of notor controlled
power .

Plug-in hybrid electric vehicles and fuel cel
vehi cl es, on the other hand, demand energy battery systens
for cold start conditions and also in order to get plug-in
hybrid electric vehicle benefits out of plug-in fuel cel
vehi cl es.

--00o0- -
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MR, BRADLEY: So just touch on sone of this
stuff. Lower cost, flexible perfornance, inproved
reliability, et cetera.

So just kind of keep it quick. Obviously plug-in
hybrid vehicles offer a great advantage for reduction of
criterion enmssions and an increase ZEV niles as well as
this slide shows.

--00o0- -

MR, BRADLEY: On a Full fuel cycle analysis of
California mix a reduction in greenhouse gas enissions.
So what you see here is this is a conventional vehicle,
plug-in hybrid electric vehicles. And as you --
obviously, this is a fuel cell hydrogen powered natura
gas vehicle and electric battery electric vehicles.

So with each technol ogi cal, sort of, advancenent
you get | ower greenhouse gas emnissions full fuel cycle.

--000- -

MR, BRADLEY: Concl usions, are plug-in hybrid
el ectric vehicles provide the nost val uabl e ZEV product
today and for the foreseeable future.

Next best to a battery EV in terns of energy
security and greenhouse gas reductions and criteria
pol | ut ant reducti ons.

And one of the nost inportant -- an inportant

point is that it maintains Bill Warf with SMJD was tal ki ng
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about earlier about the infrastructure costs that they had
put into battery EV infrastructure. And this plug-in
hybrid electric vehicle maintain and award the expansi on
and mai ntenance of that infrastructure, et cetera, et
cetera.

And obviously one of the nost inportant points is
that battery electric vehicle technology is a bridge,
obvi ously, between the EV and hydrogen fuel cel
technology. So that's kind of the idea.

Thank you very rnuch.

CHAlI RPERSON LLOYD: Thank you. At |east EPRI has
got a consistent nessage.

MR BRADLEY: That's exactly right. Obviously
the conclusion is inprovenents and/ or whatever incentives
for battery domi nant and plug-in hybrid electric vehicles,
I think, would encourage autonakers to go al ong that
route. And right now EPRI is working with a couple of
aut omakers on denonstration fleets for both fleet and mass
transportati on and consuner oriented vehicles.

Thank you very much.

CHAlI RPERSON LLOYD: Thank you very nuch. Steven

Casner, Dr. Kerr, David Mierle.

MR CASNER. H . |'mSteve Casner. | drive an
EV 1. | live Sunnyvale. | only have the EV1 for another
month and a half, and then I'lIl be without an electric
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vehicle and I'Il have too nmuch solar power in nmy roof to
use.

The Toyota marketing m ght have been an
interesting program but it just didn't last |ong enough
to reach the set of people who would really like to take
advant age of these vehicles.

The nessage that began this testinony, M.
Freeman, was really inportant not to give up on the
programas we're just about to get intoit. He did say
that -- he did make a sonmewhat unfair conparison for
enmi ssions frombattery vehicles, because he conpared
battery powered by coal to hydrogen generated from
renewabl e sour ces.

The benefit that | see fromny electric vehicle
is | really can use solar power to produce the fuel for ny
vehicle, so that | don't have any dependence and | don't
produce any enissions.

Thank you.

CHAlI RPERSON LLOYD: Thank you. Dr. Kerr, David
Mierl e and Hew Hest er man.

DR KERR: |I'm Dr. Douglas Kerr. Thank you for
the opportunity to talk with you today. You'll be pleased
to know that so many things have been said that pages upon
pages of what | was going to cover are elininated.

CHAI RPERSON LLOYD: Thank you for |istening
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DR KERR Isn't that wonderful. | have three or
four points | would like to nmake, however.

The first is to encourage you to ask, to require
that big car nakers earn fresh credits during the second
hal f of this year and during 2004 by |easing, as used
cars, those battery electric vehicles that have been
repossessed by big car nakers after canceling their |eases
and so on.

As a related matter, |I'm asking that previous
gold credits be rescinded if a big car maker cancels a
| ease and takes the car back froma willing | essee or
woul d- be buyer.

I have in mnd here addressing the near term
Peopl e are going to burdened -- going to burdened by and
some will be killed by pul nonary di sease tonorrow and next
week. | haven't heard today a | ot about what's possible
in the near term Conceivably, because people worry about
asking big car nakers to respond when they haven't had
tinme to gear up.

| think the use of these cars that they' re taking
back and requiring fresh credits is probably a good way to
do sonet hing constructive in the very inmediate term

Secondly, | would Iike to encourage the
devel opnent of plug-in hybrids. And | found it

interesting and exciting today that there seens to be a,
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sort of, emerging consensus, didn't you think, anong a
vari ety of speakers about plug-in hybrids and the role
that they ought to play.

The consensus and excitenment there is exceeded
only by the dull thud I heard from major car
manufacturers. And so if there's sonething to be added
here, it is | think that I would encourage you to send a
very strong signal to themthat you have significant
rewards in disincentives shaping their focus on that
technol ogy. And what would be, in deed, a technol ogy
where the gas engine just rarely conmes on. This car is
really capable of doing nost things it needs to do by
acting like an electric vehicle.

And thirdly, | thought the Modisette proposa
sounded excellent. | liked, even better, the nunbers from
t he Union of Concerned Scientists. But | thought that was
an excellent framework for addressing a variety of things

I think are faulty in the changes that were proposed.

Lastly, two related points. 1'd like to review
briefly -- it took nme six nonths to get delivery of ny
RAV4A EV. 1'd like to review briefly before going to ny

final point four or five things that the major car nakers,
the big car nmakers did to sabotage the market for BEVSs.
They had at | east a couple good reasons to want

BEVs to fail. But be that as it may, they cutoff the
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orderly growth of this narket As fast as they could after
they met your requirenments. They stopped making the cars.
Then they told you the market was too small

And do you believe that?

Wth regard to the advertising for each -- for
each of these three najor BEVs that cane out the
advertising | acked expl anations of this new product's
features and benefits. As for the RAV4 for exanple, are
heavy on | arge doses of blue sky, the car is in the bottom
sonewhere. You may renenber the adds for the EV1, |arge
desert |ike |landscape. EV1 is racing across. The EV1 is
not even in focus.

And the text is just too foo foo. This is a very
new, fundanentally new product that would have required
being sold on the nerits of its features and benefits. |
think it was an disingenuous ad canpaign entirely apart
from how many ads there were for each of these.

Taki ng delivery in each of these cases was
| aborious. It was nade | aborious. Each car is 12 to 18
nonth availability was too short to devel op a narket,
particularly for a fundanmentally new product such as this.

Each manufacturer's terns often, with the
exception of Toyota, violated the custoner's genera
preference to buy instead of |ease.

And | astly, the nmanufacturer's executives made
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repeated public statenents that problens in the product
said to be range and charging tine, would make the product
unsatisfactory. Wien was the last tinme that a big car
nmaker vice-president got up and said this is our new SUV
You're not going to like it. It rolls over a lot, burns a
ton of gas. No one is going to buy this.

So | think they have at |east a couple good
reasons not to want these cars to succeed. | amthinking
vastly forward beyond the pressurized deci sion you now
face on honestly believes that it would be worth your
working with the Public utilities Conm ssion and the
Legislature to find and to pronote, to explore the sale of
battery electric vehicles by electric generating conpanies
and el ectricity transm ssion conpani es. The deregul ated
parts of the electricity who unlike big car nakers may
find it consistent with the self interest to sell and
finance the manufacture of battery electric vehicles.

You have a fierce and sophisticated foe in these
conpanies. |I'mwondering if we couldn't do business with
sonmeone el se

Thank you.

CHAlI RPERSON LLOYD: Thank you. David Mierle, Hew
Hesterman, Dr. Carter.

Davi d Mierl e?

Hew Hest er man?
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Dr. Carter?

And then Mark Geller, Paulette Jaeger

DR CARTER  Thank you, Dr. Lloyd for this later
opportunity to address the Board and staff and renaini ng
nmenbers of the audience. | spent a lot of time thinking
about how | could nmake an inpression on and what | could
say that you would actually listen to and take in that
nm ght have an effect on the future of this mandate.

So | was given two pieces of advice, tell them
how hard it was to obtain your EV and try to offer
sonet hi ng which is unique of your own experience.

I"mtrying to do that.

We first drove an EV, actually two production EVs
in '97 when we relocated to San D ego, Supervisor Roberts
constituency, fromEngland. And | thought we were in on
t he begi nning of a clean transportation revolution, and
was proud to nove to California with that in prospect.

Unfortunately, we've been trying to buy an EV

ever since. First we were told out credit wasn't good

enough. I'd just noved into the country, so | didn't have
good credit. M wife had | lived here over 20, had
excellent credit, but she didn't count. | had the paying

job, so we didn't qualify.
Then we were in relocation housing, because |'ve

been noved as part of the relocation package. W didn't
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own our own house. Again, we didn't qualify for an EV.
W waited ill my credit way established. W bought our
own house. W got on a awaiting list, which seened kind
of strange, because when | went to one of the CARB
hearings in LA W heard the manufacturer of that vehicle
say there was no demand. Strange.

Then we actually got into discussions about being
on the | ease assunption program And | thought naybe this
really will happen. Unfortunately, there was a recal
shortly before anot her CARB hearing and we never heard
fromthe sal esperson ever again

The next thing | hear that the Think Gty is
available. So | call the Ford rep. And | say we're in
San Diego. W're near to the dealer. How can | get one?
You can have it if you're within 35 nmiles O the dealer
kay, that's good but what happens when we relocate to
Santa Rosa in a nonths tinme and we're 60 miles fromthe
nearest deal in San Franci sco?

Sorry, you can have it for a nonth but then we'll
take it back. kay, so we relocate, forget having a car
for a nonth. What's the point.

W relocate to Santa Rosa and | happen to neet
Marc Gel ler outside S&C Ford in San Franci sco and he says
forget the 60 nmile limt. GCkay, they won't lease it to

you. Go around the corner to Hertz and they'll rent you
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one.

Bingo. | go around to Hertz and | rent the sane
car 60 mles fromthe same dealer who won't lease it to ne
and we've had one since Decenber 2001. We've driven this
two seat 50-nile range 56 nmiles an hour City Car over
10,000 nmiles. And I've dealt with all the hassle of
having to go into naintenance dealing with Hertz, swapping
out cars. You nane it I've dealt with it, but we've had
an EV, because that was the only way we coul d get one.

And we still haven't been able to buy an EW

| drove it up here, but they can take it away any
time they choose. So that's the part of mny brief speech
about how difficult it was to get an EV. That's just ny

Joe Public inpression.

The unique part that | wanted to add. | cane up
with a fewthings that | figure are unique about ne. |['ve
never owned a car in ny life period. | still haven't even

with the EV because we can't buy it.

I"mnot American as you can tell. | have a funny
accident, slightly different to yours. ay, |'mnot an
Anerican. | run ny own conpany, so | know sonet hing about

and being an entrepreneur. And also | have a Ph.D, so
figure | have sone |evel of education, which qualifies me
to speak here today.

| left the UK, as | said all prined to be part of
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this clean air revolution. And it's unraveled, frankly.
| left the UK thinking | was |eaving behind a class
system | nove here and | find you have your own version
Al the power is in the hands of the [ awers, the oil men
and the auto | obby. That's what |'ve |earned in being
here for six years.

I've al ways been bugged by one of the

testinonials at a previous CARB heari ng where sonebody
stood up and said, we're all defined by the cars that we

drive. And | wanted to stick ny hand up and say so |'m

undefined, you know. | don't drive a car, so don't exist.
I don't -- you know, | think therefore | am Sonethi ng
l'i ke that.

So where does that lead -- well --

CHAI RPERSON LLOYD: | hope you're w apping up

DR, CARTER: I'Ill just wap up with this |ast
point. | was recently told while |I was on vacation by
wel | educated, well traveled -- | won't say his

nationality, but a foreign engi neer who works in the
autonmoti ve business. He said |ook, frankly, | consider
this as an underdevel oped country, those were his words
and | thought it was interesting that you opened up by
saying there's a snmall delta between current cars and
battery zero emi ssion vehicles.

And | think the problemwith that small delta is
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it involves facts like war. And the only way that goes
away is if you take oil out of the equation. And that's
what we're trying to do, all these guys with solar panels
generating their own power and being true zero emni ssions.

So, you know, in ny field of renewabl e energy, |
| ook at Japanese taking over photovoltaics Danish and
Gernmans take over wind turbines, Germans taking over grid
i nverters and bl owi ng away the established Anerican
product .

There's any nunber of exanples where California
has |l ed the way and then you' ve dropped the ball. And

pray that you're not going to do the sane with this,

because we know t hese things work. 1've |ogged 10, 000
nmles, every single charge and ny nile. | know, you know,
that's a fact. |It's worked for ne.

So there are great people in this roomthat |
want to acknowl ege, EV drivers that's it's been a
privilege for me to get to know And | think they're an
extraordi nary bunch of people. And why you don't listen
to themand you less to people who can lose $5 billion in
one, you mght as well just wite a check for $18 to every
man, woman and child in this country, and they woul d have
the sane effect on their bottomline.

You know, listen to these -- I"'mevery -- | hated

cars before | got involved with this cause. Now, |'m
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president of the North Bay Chapter of the Electric Auto
Associ ation. You know, what's the reason for that.

And "Il shut up

Thank you for I|istening.

CHAlI RPERSON LLOYD: Thank you

CHAlI RPERSON LLOYD: Marc Celler, Paul ette Jaeger
M chael Mora.

MR CGELLER H. [I'mMirc Celler. 1'mnot an
early adopter of BEVs, disappointed by CARB s back
pedaling on BEVs. | got interested in 2000, despite the
i ndustry and CARB staff's fueled inpressions that there is
no denand for battery electric vehicles, repeated ad
nauseamin news reports. Every battery electric car
of fers was successfully | eased or sold. Although, they've
remai ned largely invisible to the general car buying
publi c.

Most automakers net their early ZEV obligations
t hrough fleet |eases, denying consuners even the chance to
test drive an electric car. Paid industry spokesman
filled newscopy with quotes about how few el ectric cars
t hey sol d.

Wel |, dah, with the exception of Toyota which
qui ckly sold out of a few hundred RAV4A EVs that offered
only last year to the public, no electric cars were sold

in California by the automakers to neet the nandate.
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I"msick and tired of hearing how few cars they
sold. They never really offered cars for sale. The
battery electric cars produced however we all know have
performed well. The actual all drivers are enthusiastic
and waiting lists exist. | know, because |I'mon them

In 2000 | test drove an EV 1, but the sal eswonan
made it clear GMhad no intention of making any nore
avai l able. Honda didn't even have an EV Plus avail able
for atest. | emumiled, telephoned and inplored and I'm
still on their waiting lists. |In May of 2001, word
reached nme via the net that the Think Gty, alittle elect
car made in Norway, would be available in a Ilinmited nunber
of Ford deal erships. And Ford nade a big play about how
its new green | eadership had bought Thi nk Nordic and
announced it would cooperate with California neet the
nmandat e and becone the first automaker to actually sell an
electric car.

As soon as the deno arrived, | test drove it, and
ordered one. And it seenmed | ess car thank | wanted, but
I'"d come to realize it was not easy to obtain an electric
car. So | pay $199 a nonth plus tax, plus insurance,
based on the none-the-1less unpurchaseabl e sticker price of
$26,000. | pay nore for ny little car than people who by
a gas car, because of the insurance.

The deal er was not as convinced as | was that
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there was a market for this car. And he placed an order
for six of them What he thought would be two weeks
becane five nonths of waiting. During which time | rented
one fromHertz.

As with other cars, there was virtually no
advertising. People ring nmy door bell after seeing ny car
charging in ny driveway because they've never seen a BEV.
Most people in California still have not idea electric
cars exist and work. In fact by the tine the six Thinks
arrived at the dealer they were long since | eased. And
there were waiting lists. And there's a waiting list for
the new car, that Ford has decided not to bring in

So instead of bringing in these cars, even while
produci ng the electric cars, chanpioned here by their
drivers, if not their makers, the autonakers have fought
the mandate with | obbyists and | awsuits, seeking
post ponenents and revi sions to subvert the intent of the
mandat e.

Auto industry representatives have resorted to
the big lie often repeated. Their mantra has been
i ncessant, no demand and the cars don't work. Last week a
National Public Radio report included a paid industry
spokesper son saying the car conpanies had to resort to
giving away EVs to neet the mandate. As if, in fact, as

we know as M. MKi nnon nentioned, in a classic bate and
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switch maneuver, the industry | obbied aggressively and
successfully for nodifications to the mandate to incl ude
unsafe, |ow speed electric vehicles that resenbl ed gol f
carts.

And then in order to accunulate ZEV credits, so
as not to have to produce the electric cars with waiting
lists, they gave these cars away. The Hutzpah of this
i ndustry never ceases. In pursuit of the profit seem ngly
guar anteed by gas guzzling unsafe oversized SUVs,

i nsisting against all evidence that smaller cars are |ess
safe, they actually put people in these certifiably unsafe
gussied up golf carts with no doors and dunp them on the
same SUWV domi nated city streets.

CARB's nmission is to clean the air. A few dozen
fuel cell vehicles by 2008 of range no greater than
today's battery electrics offers little when conpared to
t he thousands of battery electric vehicles that could be
on the road if the nandate is enforced and strengthened.
The confiscated EVls and EV Pl uses should be put back into
service and | eases extended or cars sold.

The Board shoul d reassert the zero em ssions
mandat e, set ar reasonabl e percentage, fine those
automakers that don't neet it and use that noney to ensure
the availability of battery electrics and cleaner air in

t he years ahead.
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Thank you.

CHAlI RPERSON LLOYD: Paul ette Jaeger, M chae
Mora, Shauna W/ son.

Bill Smth?

St even Di bner ?

MR DIBNER Hello. And thank you very nuch for
the opportunity to speak to you. |'ve actually been to
t hese hearings before. | ama nusician with the San
Franci sco Synphony. And the last tine | appeared here,
was a very proud and excited driver of an EVl. But it has
since been taken away fromne. | promise | will keep ny
comments very short.

I just want to add ny voice of support to sonme of
the ideas that | thought were the nost interesting and
effective in terms of changes to the proposals. | thought
Dave Modisette's ideas were very clearly stated and
represented a really good conprom se.

| do not think the nunbers were pulled out of the
air in any way. They seened really well considered and
shoul d be considered as the real nunbers.

Then, by far, ny nost inportant thing to say is |
want to add nmy voice to those who say that there
definitely should be a nmaintaining of the battery electric
vehicle requirement in the alternative conpliance path. |

think that is the nost inportant thing.
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| thought it was a very good idea to nove the
date for reviewto a later time because it seens to ne
that often the review process leads to stalling and
weakeni ng of the original ideas.

| happen to be a big supporter of the idea of
plug-in hybrids. | think it is very good. | want to say
to CARB, in general, | think that there's been so nuch --
you have put in so much good hard work to inplenent this
very inmportant vision. | do see your role as being a
historic one. And | hope you will not allow a ZEV
bl ackout in any way.

| think it's very, very inportant that these cars
of all kinds be available for sale so that Americans can
have true choi ce.

Thank you.

CHAlI RPERSON LLOYD: Thank you

Kurt Rasmussen?

Oh, yes. Sonebody said Bill Smith was here. |
cal l ed you once. Wre you sl eeping?

MR SMTH No, | wasn't sleeping. You called ne
after sonebody el se, about three people ago. One person
ago and you said three people |ater

CHAlI RPERSON LLOYD: Hold on, he's got to change
hi s paper.

MR SMTH That will give nme a chance to change
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nmy notes.

CHAlI RPERSON LLOYD: And then we have Kurt
Rasmussen. | don't see Kurt around.

And then Bernadette Del Chiaro?

No. Tonorrow.

And then | know Charlie Peters is here.

| thought you -- that's fine. | was told that
you woul d be here tonorrow, but if you're here tonight,
that's great.

Jerry Pohorsky. W haven't got to you yet.

MR SM TH  Ready?

CHAlI RPERSON LLOYD: Ready. Please start.

MR SM TH  Thank you very rmuch. It's always
pl easure to public speak. |'ve publically spoken about
700 times in the last 12 years at the mlitary base
conversi on we have happeni ng down in the bay area.

There's ten bases on the bay front. There's 30
bases in California converting. |I'mtrying to help us
make us snooth transition.

The Cal start had cone to our mlitary base as the
first business. The entire country is watching what's
happeni ng i n Al aneda.

|'ve been able to follow all of this as a result
of my researching and researchi ng and researchi ng, working

18 hour days a lot of the tine and down to two our days,
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because what | do is basically recreational

Now, 1've been able to garner the top
technol ogi sts available. And in the fields of the
materials solutions for their products, you have systens
of design. The big three car conpani es have either |ike
the Hemi Mdtors, or they have the Ford Bodies, or they
have the GMinteriors.

And |'ve had family and extended family in al
the different technol ogies and all the different angles of
di fferent transportation vehicles.

Now, ny objectives are to be able to help
everybody in every way | can. And | haven't been worKking
on the problens. |[|'ve been working with the sol utions.
Now, your people have been working on the solutions, but
they're very limted by their breadth and depth of the
legislation that's allowed you to nake the progress you' ve
made here in the last 12 years.

And it's amazing that people can nmake any kind of
progress at all. |'ve been in touch many, many tinmes with
the staff. And the staff turns over a little bit, but
still you have quality people and this is California, and
I"'mdown in Alameda. You can't find the quality of people
that you can find in our region

Now, what 1'd like to see happen is a Real Ti ne

i ndependent expert review panel. Now, this is apparently
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being instituted here. And in order for us to be able to
nmake the appropriate progress, we're in a position to
capitalize and have the technol ogies that -- of the
technol ogi sts that |'ve been able to neet, |'ve had people
approaching me fromother countries telling me they want
nme to Market these conpanies.

Now, |I'mnot table to give themthese conpanies
to deal with because they don't now how to deal with them
Now, |I'mdealing with the conpani es and they want the
products that | have. And there's a lot of different
t hi ngs you do when you do a new class of vehicle. I'min
a position to do a new class of vehicle. |It's for rescue,
i nstead of doi ng war.

You go up agai nst Mdther Nature and you have a
| ot of solutions you can deal with. Now, if you can do
t he nei ghborhood el ectric vehicle, there's a | ot of people
against it, because it doesn't go 55 miles an hour down
the freeway. Although, the Nei ghborhood El ectric Vehicle
in allowed in not at 25 nmiles an hour, but 21 mles per
hour .

And GM put themout to the dealers for free,
seven per dealer. And now they're taking them back. And
they're sending themoff to the conpany that produced
them they had a very short contract with. The people

have a mllion vehicles out there.
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I"min a position to revanp these vehicl es.
There's a nmillion vehicles. There are a lot of themin
California and Florida, because that's where the senior
facilities are. They control their own roads. The people
are not able to go to the narket.

Now, what's so funny, Dr. Lloyd. The guy is
| eavi ng on ne.

Do we have a quorum

Maybe Ms. Riordan, can informme as to why he
was losing it.

GENERAL COUNSEL WALSH: Since at this point in
time, we do not have a quorum of the Board we should
continue the hearing until tonorrow norning at 8:30.

MR SMTH | inmagine I'Il just pick up ny tinme
t hen.

(Thereupon the California Air Resources Board

recessed at 9:15 p.m)
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