m‘ DEPARTMENT OF
AGRICULTURE

Minnesota Bioincentive Program

Annual Report (as required by MINN. STAT. 41A.19)

01/15/2025




Minnesota Department of Agriculture
Agricultural Marketing and Development Division
Energy and Environment Section

625 Robert Street North

Saint Paul, MN 55155

Phone: 651-201-6163

Paul.Beamer@state.mn.us

www.mda.state.mn.us

As requested by MINN. STAT. 3.197: This report cost approximately $1,250 to prepare, including staff time,
printing, and mailing expenses.

Upon request, this material will be made available in an alternative format such as large print, Braille, or audio
recording. Printed on recycled paper.

In accordance with the Americans with Disabilities Act, this information is available in alternative forms of
communication upon request by calling 651-201-6000. TTY users can call the Minnesota Relay Service at 711.
The MDA is an equal opportunity employer and provider.


mailto:Paul.Beamer@state.mn.us
http://www.mda.state.mn.us/

Contents

EXECULIVE SUMIMIAIY i e e e e e e e e e e e e e e e s e e e e e e e e e e e e eaeeeseeeeaseseseaaaasesasesaeasanasans 1
T e o [V Tt i o] o HA PP P PSSP PPTRROTRT 2
2 1ol 4= o U 1o o FO PRSP 2
HOW The Program WOTKS .....ocieiiieeceiee ettt ettt e e et e e e et e e e e e abae e s ensaaeeeensbaeeeentaeesenssaeeeanseeeeennsenns 3
AAVANCE DIOTURIS ...ttt sttt st st e b e bt e be e s beesae e eat e et e e nbeenbeesaeesanenas 3
RENEWADIE ChEMICAIS ...ttt st et e st e et e e s bt e sabe e e sabeesabeesneeesareeanns 4
21Te o s TR o Tl =T =T o oY USRI 5
YT [ Ta = o] e o U1 d o T o I PP 5
(01| [¥] Fo T ol o1 oY 00 = T Yo 1V T ol o= USSR 5
MaXiMUM FEIMBDUISEIMENTS ....eiuiiiuiiiiiet ettt ettt ettt b e s bt e st e et e b e e bt e sbeesaeesatesabeeabeenbee bt esbeesneesneeennean 6
0TV [T =P RSPR 7
Production and INCeNtIVE EXPENILUIES .....eiiiiiiiiiiiiiiee ettt sree e e see e e s e e e s bee e e sabee e s ssbaeessssbeeessnnsenas 7
Production Projections for Fiscal Years 2025 and 2026 ........ccueeeeeiiieeieiiieeeeiiee e eeiiee e ssreee e sseveee s ssveee e ssaveeessnases 10

Minnesota Bioincentive Program Annual Report, 1/15/2025 1



Executive Summary

Production incentive programs to encourage commercial-scale production of advanced biofuels, renewable
chemicals, and biomass thermal energy were established by the Minnesota Legislature during the 2015 session
(MINN. STAT. 41A.16-41A.19).

During the 2016 session, the Legislature expanded eligible incentive payments to encourage the commercial-
scale production of building siding (MINN. STAT. 41A.20).

During the 2021 First Special Session, the Legislature encouraged the commercial-scale production of oriented
strand board (OSB) through production incentive payments (MINN. STAT. 41A.21). In 2023, the Legislature
repealed the OSB incentive under MINN. STAT. 41A.21.

Incentive payments are currently available for four types of production: advanced biofuels, renewable
chemicals, biomass thermal energy, and building siding. The Legislature established the payment rates, criteria
for minimum production levels, and standards for the sourcing of the biomass feedstock. A minimum of 80% of
the biomass must be obtained (“sourced”) from Minnesota, with statutory exceptions, and there are standards
for harvest of forestry and agricultural cellulosic biomass (i.e., fibrous material, such as wood or plant stalks)
intended to protect natural resources and the environment. As of Quarter 1, Fiscal Year (FY) 2025, claims for
incentive payments have been made and paid for advanced biofuels, renewable chemicals, and biomass thermal
energy. At this time, no claims for incentive payments have been made for siding.

Funding for the four current incentive programs (MINN. STAT. 41A.16, 41A.17, 41A.18, and 41A.20) is from the
Minnesota Department of Agriculture’s (MDA) Agricultural Growth, Research, and Innovation (AGRI) program
appropriation. Funding was $4.5 million for FY22 and $5.75 million each year for FY23, FY24, and FY25. Ongoing
funding is $3 million each fiscal year beginning in FY26.

FY19 was the first year that claims were higher than funding, where total claims exceeded the $1.5 million
funding by $26,890, and the last applicant to enter the program was not reimbursed their full claim.

FY20 and FY21 claims also exceeded the $2.5 million in funding. Total claims for FY20 amounted to $5,069,164,
exceeding the total funding available by $2,569,164. The total claims for FY21 amounted to $6,302,927,
exceeding the total funding available program by $3,802,927.

Similar trends were observed for FY22, FY23, and FY24, where claim totals exceeded funding, resulting in pro-
rata payments, and with unpaid claims. During FY22, FY23, and FY24, total claims were $7,833,543 (53,002,484
of unpaid claims), $8,815,827 (with $2,711,973 of unpaid claims), and $7,337,902 (with $1,617,372 of unpaid
claims) respectively.
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Introduction

This report is required by the Minnesota Legislature (MINN. STAT. 41A.19):

By January 15 each year, the commissioner shall report on the incentive programs under

sections 41A.16, 41A.17, 41A.18, 41A.20, and 41A.21 to the legislative committees with

jurisdiction over environment and agriculture policy and finance. The report shall include
information on production and incentive expenditures under the programs.

Background

During the 2015 legislative session, the Legislature adopted statutory language (MINN. STAT. 41A.16-41A.19)
and appropriated funds for incentive payments for production of advanced biofuels, renewable chemicals, and
biomass thermal energy.

During the 2016 legislative session, the Legislature adopted statutory language (MINN. STAT. 41A.20) and
appropriated funds for incentive payments for production of siding. During the 2017 legislative session, the
Legislature rescinded the appropriation for this program. During the 2021 1st Special Session, the Legislature
included the siding production incentive (MINN. STAT. 41A.20) in the Minnesota Department of Agriculture’s
(MDA) Agricultural Growth, Research, and Innovation (AGRI) program appropriation that funds incentives for
advanced biofuels, renewable chemicals, and biomass thermal energy (MINN. STAT 41A.16-41A.18).

During the 2021 1st Special Session, the Legislature added a new production incentive program to encourage
the commercial-scale production of oriented strand board (OSB) through production incentive payments (MINN.
STAT. 41A.21). In 2023, the Legislature repealed MINN. STAT. 41A.21 and eliminated the OSB incentive.

During the 2022 legislative session, the Legislature increased FY23 funding by $1.25M and increased the annual
base appropriation to $5.75M starting in FY24. During the 2023 legislative session, the Legislature reduced the
base appropriation to $3M in FY26 and thereafter.

An eligible producer may receive payment per unit of production under the program. There are minimum
production levels required for eligibility. A maximum amount is set that can be claimed in any one year. A
producer may collect payments through the program for ten years. The deadline to enter the program is June
30, 2025, and programs for advanced biofuels, renewable chemicals, biomass thermal, and siding are scheduled
to end in 2035.
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How the Program Works

The four production incentive programs were established to encourage commercial-scale production of
advanced biofuels, renewable chemicals, biomass thermal energy, and siding.

Production facilities must:

e Be located in Minnesota and begin producing biofuels, renewable chemicals, biomass thermal energy, or
siding before June 30, 2025.

e Meet quarterly minimum production levels.

e Use renewable biomass from agricultural or forestry sources, or the organic portion of solid waste (only
for advanced biofuels and renewable chemicals).

e Source 80% of renewable biomass from Minnesota, with statutory exceptions.

e Harvest agricultural and forestry cellulosic biomass (i.e., fibrous material, such as wood or plant stalks) in
ways that do not harm natural resources or the environment.

e Eligible facilities include existing companies and facilities that are adding siding production capacity, or
retrofitting existing capacity, as well as new companies and facilities.

Production facilities may receive payments for up to 10 years. If funding for the program should be depleted in
any quarter, the eligible claims are made on a pro-rata basis to those applicants.

The following sections describe the incentive payment programs for the four types of production: advanced
biofuels, renewable chemicals, biomass thermal energy, and siding.

Advanced biofuels

Generally, advanced biofuel must demonstrate that its lifecycle greenhouse gas emissions are at least 50% less
than baseline lifecycle greenhouse gas emissions of the fuel the advanced biofuel replaces. Biobutanol from
cornstarch may be reimbursed through the incentive program without demonstrating the 50% greenhouse gas
emission reduction.

Current eligibility

Production must begin at a specific location after April 1, 2023, and before June 30, 2025, and must not begin
operating above 23,750 Metric Million British Thermal Units (MMBtu) of quarterly biofuel production before
July 1, 2015. Production of conventional corn ethanol and conventional biodiesel is not eligible and eligible
advanced biofuel facilities must produce at least 23,750 MMBtu of biofuel quarterly.

Payment amounts and limits
Producers of advanced biofuels are reimbursed at a rate of:

e 5$2.1053 per the equivalent of MMBtu for production from cellulosic biomass.
e $1.053 per the equivalent of MMBtu for production from sugar, starch, oil, or animal fat.
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There is a maximum program reimbursement per year for each eligible producer of 2.85 million MMBtu, and a
total maximum program reimbursement per year for all eligible facilities of 17.1 million MMBtu. See the tables
in the maximum reimbursements section for the corresponding dollar amounts.

Table 1 shows BTUs converted to gallons for several examples of advanced biofuels.

Table 1. Payments per gallon for several examples of advanced biofuels

Fuel Feedstock BTU/gallon Payment/gallon
Butanol Corn starch 99,837 $0.11
Ethanol Sugar beets 76,330 $0.08
Ethanol Corn kernel fiber 76,330 $0.16

Renewable chemicals

Renewable chemicals produced from agricultural biomass, forestry materials, or the organic portion of solid
waste qualify for incentive payments.

Current eligibility

Production must begin at a specific location after April 1, 2023, and before June 30, 2025, and must not begin
production of 750,000 pounds or more of chemicals quarterly before January 1, 2015. Eligible renewable
chemical facilities must produce at least 750,000 pounds of renewable chemicals quarterly. Renewable
chemicals produced through processes that are fully commercial before January 1, 2000, are not eligible.

Payment amounts and limits
Producers of renewable chemicals are reimbursed at a rate of:

e $0.06 per pound made from cellulosic biomass.
e 50.03 per pound made from cellulosic sugar, oil, animal fat, or starch.

Production using agricultural cellulosic feedstock of perennial or cover crop biomass is eligible for a 20% bonus
payment for each pound of chemicals produced.

There is a maximum program reimbursement per year for each eligible producer of 99,999,999 pounds, and a
total maximum program reimbursement per year for all eligible facilities of 599,999,999 pounds. See the tables
in the maximum reimbursements section for the corresponding dollar amounts.
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Biomass thermal energy

Thermal energy produced from biomass combustion, gasification, or aerobic digestion qualifies for incentive
payments.

Current eligibility

Production must begin at a specific location after April 1, 2023, and before June 30, 2025. Eligible biomass
thermal production facilities must produce at least 250 MMBtu of biomass thermal quarterly.

Payment amount and limits

Producers of biomass thermal energy are reimbursed at a rate of $5.00 per MMBtu of production. Facilities may
blend cellulosic feedstock with other fuel, but only the percentage attributable to cellulosic material is eligible to
receive payments. Production using agricultural cellulosic feedstock of perennial or cover crop biomass is eligible
for a 20% bonus payment for each MMBtu of biomass thermal energy produced.

There is a maximum program reimbursement per year for each eligible producer of 30,000 MMBtu, and a total
maximum program reimbursement per year for all eligible facilities of 150,000 MMBtu. See the tables in the
maximum reimbursements section for the corresponding dollar amounts.

Siding production

Siding production from forest resources (raw wood logs and material primarily made up of cellulose,
hemicellulose, or lignin, or a combination of these ingredients) qualifies for incentive program payments.

Eligibility
Production must begin at a specific location by June 30, 2025, and must not begin operating before July 1, 2019.

Facilities must produce at least 200,000,000 siding square feet on a 3/8-inch nominal basis of siding per year to
enter the program and for each year for which a reimbursement claim is made.

Payment amount and limits

Producers of siding are reimbursed at a rate of $7.50 per 1,000 siding square feet on a 3/8-inch nominal basis of
siding production at a specific location.

There is a maximum program reimbursement per year for each eligible producer of 400,000,000 siding square
feet on a 3/8-inch nominal basis, and a total maximum program reimbursement per year for all eligible facilities
of 400,000,000 siding square feet on a 3/8-inch nominal basis. See the tables in the maximum reimbursements
section for the corresponding dollar amounts.

Cellulosic biomass sourcing

The incentive program specifies standards for the sourcing of the cellulosic biomass feedstock, meant to ensure
that the harvest of cellulosic biomass for advanced biofuel, renewable chemical, or biomass thermal production
does not harm natural resources or the environment. Separate standards exist for cellulosic biomass from
forestry sources and from agricultural sources.
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The standards for sourcing cellulosic biomass from forestry rely on certifications from several forestry-certifying
organizations, or state biomass harvesting guidelines.

To receive incentive payments for production that uses agricultural cellulosic biomass as feedstock, an
“agricultural cellulosic biomass sourcing plan” is required to be submitted to the MDA. The plan contains a
detailed explanation of how the agricultural cellulosic biomass is to be produced in a way that will be protective
of natural resources and the environment (soils, water quality, wildlife, etc.). A more stringent plan is required
for advanced biofuels cellulosic biomass harvest than for renewable chemicals or biomass thermal.

Maximum reimbursements

Maximum reimbursements that could be received through the program are listed in Table 2 (all collective
producers per year) and Table 3 (individual producer per year). It should be noted that a 20% bonus payment is
also available for renewable chemicals and biomass thermal energy producers utilizing agricultural perennials
and/or cover crops as feedstock.

Table 2. Maximum program reimbursements per year, for each production type (MINN. STAT. 41A.16-41A.20)

. Maximum per . Low High Compensation | Compensation
Production type . Unit .
production type rate rate at low rate at high rate
Advanced biofuel 17,100,000 MMBtu $1.053 | $2.1053 $18,006,300 $36,000,630
Renewable chemical 599,999,999 pounds $0.03 $0.06 $18,000,000 $36,000,000
Biomass thermal 150,000 MMBtu $5.00 $5.00 $750,000 $750,000
Siding production 400,000,000 | square feet $7.50 $7.50 $3,000,000 $3,000,000

Table 3. Maximum reimbursements per producer per year (MINN. STAT. 41A.16-41A.20)

. Maximum per . Low High Compensation | Compensation
Production type . Unit .
facility rate rate at low rate at high rate

Advanced biofuel 2,850,000 MMBtu $1.053 | $2.1053 $3,001,050 $6,000,105
Renewable chemical 99,999,999 pounds $0.03 $0.06 $3,000,000 $6,000,000
Biomass thermal 30,000 MMBtu $5.00 $5.00 $150,000 $150,000
Siding production 400,000,000 | square feet $7.50 $7.50 $3,000,000 $3,000,000
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Funding

Funding for incentive payments (MINN. STAT 41A.16, 41A.17, 41A.18, and 41A.20) is from the MDA’s AGRI
program appropriation. Annual appropriation amounts are shown in Table 4.

Table 4. Incentive programs appropriations

Biennium Year 1 Year 2

2016-2017 $500,000 $1,500,000
2018-2019 $1,500,000 $1,500,000
2020-2021 $2,500,000 $2,500,000
2022-2023 $4,500,000 $5,750,000
2024-2025 $5,750,000 $5,750,000
2026-2027 $3,000,000 $3,000,000

For all biennia, the appropriation language provides that unspent funds are available for an additional year (for
example, the FY21 appropriation is available until June 30, 2022), and that the balance remaining after the end
of the fiscal year (e.g., June 30, 2021, in the case of FY21) is available to the entire AGRI program in the following
fiscal year (e.g., July 1, 2021, to June 30, 2022, in the case of the FY21 appropriation). However, in FY17, the
remaining balance of $1.47 million was cancelled.

For all biennia, the appropriation language provides that the balance of unspent funds at the end of a fiscal year
(e.g., June 30, 2023, in the case of FY23) is available to the entire AGRI program in the following fiscal year (e.g.,
July 1, 2023, to June 30, 2024, in the case of the FY23 appropriation). However, in FY17, the remaining balance
of $1.47 million was cancelled.

In FY16, $3 million was separately appropriated for the siding production incentive (MINN. STAT. 41A.20). In
FY17, the appropriation was rescinded. In FY21, the Legislature combined the siding production incentive with
the AGRI incentive programs appropriation (MINN. STAT. 41A 16-20).

Production and Incentive Expenditures

FY19 was the first year that claims were higher than funding, where total claims exceeded the $1.5 million
funding by $26,890, and the last applicant to enter the program was not reimbursed their full claim.

FY20 and 21 also witnessed claims which exceeded the $2.5 million in funding. Total claims for FY20 amounted
to $5,069,164, exceeding the total funding available by $2,569,164 and the total claims for FY21 amounted to
$6,302,927, exceeding the total funding available program by $3,802,927.
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Similar trends were observed for FY22, FY23, and FY24, where claim totals exceeded funding, resulting in pro-
rata payments, and with unpaid claims. During FY22, FY23, and FY24, total claims were $7,833,543 ($3,002,484
of unpaid claims), $8,815,827 (with $2,711,973 of unpaid claims), and $7,337,902 (with $1,617,372 of unpaid
claims) respectively.

During the first quarter of FY25, $1,543,737 in claims were reimbursed of the available $5,750,000 (27% of total
annual funding). In FY25, should the funding be depleted, the remaining funds will be distributed on a pro-rata
basis in accordance with the statutory language. There have now been claims in nine fiscal years of the incentive
programs. Details of reimbursements made to date are summarized in Table 5 by fiscal year and production

type.

Throughout FY24, The Office of the Legislative Auditor (OLA) reviewed the Agricultural Growth, Research, and
Innovation (AGRI) Bioincentive Program to examine the policies and procedures of the MDA to ensure public

resources were safeguarded through evaluating the internal controls of the program. Upon reviewing all 55
payments for accuracy, eligibility, timeliness, and compliance with statutory requirements, no significant issues
were found. Despite this program complexity, the MDA is especially proud of the fact that we processed more
than $12.1 million in Bioincentive Program payments during the period covered by the audit without a single
finding. We will strive to maintain this level of excellence as the program continues to move forward.
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Table 5. Program reimbursement by production type for FY2017 through Quarter 1 of FY2025.

Fiscal Year el e Amount Amount Amount Paid Amount Not
(FY) ol Claimed (unlt) Claimed (S) Paid (S)

FY17 Advanced Biofuel MMBtu $0.00 $0 00 $0.00
FY17 Renewable Chemical 986,636 | Pounds $29,599.08 $29,599.08 $0.00
FY17 Biomass Thermal 0| MMBtu $0.00 $0.00 $0.00
Total FY17 | All = ||= $29,599.08 $29,599.08 $0.00
FY18 Advanced Biofuel 0| MMBtu $0.00 $0.00 $0.00
FY18 Renewable Chemical 3,234,517 | Pounds $97,035.51 $97,035.51 $0.00
FY18 Biomass Thermal 3,589 | MMBtu $17,944.90 $17,944.90 $0.00
Total FY18 | All === $114,980.41 $114,980.41 $0.00
FY19 Advanced Biofuel 0| MMBtu $0.00 $0.00 $0.00
FY19 Renewable Chemical 23,150,016 | Pounds $1,291,384.92 $1,264,495.15 $26,889.77
FY19 Biomass Thermal 47,101 | MMBtu $235,504.85 $235,504.85 $0.00
Total FY19 | All = ||= $1,526,889.77 $1,500,000.00 $26,889.77
FY20 Advanced Biofuel 595,667 | MMBtu $1,254,057.60 $435,705.77 $818,351.83
FY20 Renewable Chemical 56,963,361 | Pounds $3,417,801.66 $1,739,671.69 $1,678,129.97
FY20 Biomass Thermal 79,461 | MMBtu $397,304.38 $324,622.54 $72,681.84
Total FY20 |All = ||= $5,069,163.64 $2,500,000.00 $2,569,163.64
FY21 Advanced Biofuel 851,192 | MMBtu $1,792,015.14 $761,052.57 $1,030,962.57
FY21 Renewable Chemical 69,424,667 | Pounds $4,165,480.00 $1,438,001.04 $2,727,478.96
FY21 Biomass Thermal 69,086 | MMBtu $345,431.88 $300,946.40 $44,485.48
Total FY21 | All - |- $6,302,927.02 $2,500,000.00 $3,802,927.02
FY22 Advanced Biofuel 1,320,201 | MMBtu $2,779,419.74 $1,458,565.25 $1,320,854.49
FY22 Renewable Chemical 69,684,633 | Pounds $4,181,078.00 $2,550,498.00 $1,630,580.00
FY22 Biomass Thermal 174,609 | MMBtu $873,045.77 $397,185.00 $51,050.00
Total FY22 | All = ||= $7,833,543.51 $4,406,248.25 $3,002,484.49
FY23 Advanced Biofuel 2,002,722 | MMBtu $4,216,330.48 $2,817,487.60 $1,398,842.88
FY23 Renewable Chemical 66,188,635 | Pounds $3,971,318.10 $2,682,978.64 $1,288,339.46
FY23 Biomass Thermal 125,636 | MMBtu $628,178.98 $395,904.03 $24,790.97
Total FY23 | All = ||= $8,815,827.56 $5,896,370.27 $2,711,973.31
FY24 Advanced Biofuel 2,133,207 | MMBtu $4,491,039.90 $3,485,482.13 $1,005,557.77
FY24 Renewable Chemical 40,404,115 | Pounds $2,424,246.88 $1,828,363.87 $595,883.01
FY24 Biomass Thermal 84,523 | MMBtu $422,615.63 $386,153.99 $15,931.01
Total FY24 | All = ||= $7,337,902.41 $5,699,999.99 $1,617,371.79
FY25 Q1 Advanced Biofuel 545,306 | MMBtu $1,148,033.54 $1,148,033.54 $0.00
FY25 Q1 Renewable Chemical 5,545,733 | Pounds $332,744.00 $332,744.00 $0.00
FY25 Q1 Biomass Thermal 12,592 | MMBtu $62,959.15 $62,959.15 $0.00
Total FY25 |All e $1,543,736.69 $1,543,736.69 $0.00
Grand Total |All - | -- $38,574,570.09 | $24,190,934.69| $13,730,810.02
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Production Projections for Fiscal Years 2025 and 2026

The MDA has contacted likely applicants for incentive payment reimbursements expected in the coming fiscal
years. The breakdowns of estimated production volumes and reimbursement amounts are listed in Table 6.

Table 6. Projections for claims in FY25-26

Production type Estimated production amounts Approximate claims

Advanced biofuel 1,818,710 MMBtu $3,828,930.00

25 Renewable chemical 58,759,128 Pounds $3,525,547.00
25 Biomass thermal 128,256 MMBtu $641,280.00
25 Projected total - $7,995,757.00
26 Advanced biofuel 1,818,710 MMBtu $3,828,930.00
26 Renewable chemical 58,759,128 Pounds $3,525,547.00
26 Biomass thermal 128,256 MMBtu $641,280.00
26 Projected total - $7,995,757.00
25 & 26 Projected total - $15,991,514.00

To date, there has been no discussion with producers interested in making claims in the siding production

incentive (MINN. STAT. 41A.20).
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