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Aswe enter 2016, Americans must now comply with the new Renewable Fuel Standard (RFS) volumes, which
were set |ate last year. The latest iteration of the regulation calls for 18.11 billion gallons of renewable fuel to be
blended with gasoline, an amount over 4 billion gallons short of the EPA’s original target of 22.25 billion
galons. The final regulation shows that the EPA has failed once again to get the RFS on track to comply with
the goals of the Energy Policy Act. Asthe EPA struggles to find enough renewable fuel to meet its goals, it may
be time to consider areset on this costly, uncertain, and challenging regulation.

The Renewable Fuel Standard

The RFS was first introduced in the 2005 Energy Policy Act (EPAct). In 2007, the EPAct was amended and set
renewable fuel targets for 2022. The legidation was initially intended to reduce American reliance on energy
imports, but has since become environmentally focused. The EPA has been regulating the RFS, releasing new
standards each year, but has consistently failed to meet targets and deadlines set by the EPAct.

The 2007 legidlation set atarget of 36 billion gallons renewable fuel use by 2022, and targets were set for each
year. For 2016, the target was 22.25 hillion gallons of renewable fuel, 15 billion of which would come from
ethanol. The latest regulation sets a revised target of 18.1 billion gallons of renewable fuel, with only 14.5
billion coming from ethanol.

Initial RFS Targets

Year 2014 2015 2016

Cellulosic biofuel 175 3 4.25

Biomass-Based diesel * * *

Advanced biofuel 3.75 55 7.25

Total renewable fuels 18.15 20.5 22.25
Source: EPA

Finalized RFS Targets Set in November, 2015
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Year 2014 2015 2016

Cellulosic biofuel 0.33 123 23
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Biomass-Based diesel 1.63 1.73 1.9

Advanced biofuel 2.67 2.88 3.61
Total renewable fuels 16.28 16.93 18.11
Source: EPA

The November 2015 RFS rulemaking also highlighted the failure of the EPA to finalize the RFS regulationsin a
timely manner. The 2015 release not only set the RFS targets for 2016 and 2015, but retroactively for 2014 as
well. The 2014 release came 94 weeks behind schedule, meaning that it is uncertain if obligated parties were
even compliant with this latest ruleset. Inconsistency in reporting has contributed to marketplace uncertainty,
which is expected to have a detrimental effect on the market. Theinitial 2007 targets were also based on an
expectation of cellulosic biofuel growth which was not achieved, and a major producer of cellulosic biofuel

even went bankrupt. The latest rules show that the EPA continues to scramble to find enough renewable fuel to
meet the 2007 targets.

Cost Analysis

The RFS has an impact on fuel prices. Ethanol is more expensive per gallon than gasoline. The current fuel
prices (dated 1/27/16) are $1.05/gallon for RBOB gasoline (Reformulated Gasoline Blendstock for Oxygen
Blending), and $1.40/gallon for ethanol.* Ethanol also has alower energy density than gasoline (reflected in
fuel efficiency), and it takes 1.51 gallons of ethanol to achieve the energy of asingle gallon of gasoline,
meaning at current pricesit costs $1.06 more for the same amount of energy. The latest RFS will require 14.5
billion gallons of ethanol to be blended, which will have the energy equivalent of 9.6 billion gallons of gasoline.
If the cost difference continues to be around $0.35/gallon higher for ethanol, then the RFS could end up costing
consumers around $10 billion in 2016. Even if the gap compresses to around $0.20 (what was originally
projected for 2016), the costs would still be around $9 hillion.

Number of Gallons Price Cost

Ethanol 14,500,000,000 $1.40 $20,300,000,000
Gasoline 9,602,649,007 $1.05 $10,082,781,457
Difference: $10,217,218,543
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