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EXECUTIVE SUMMARY

Since 2001, the Air Resources Board’s (ARB or Board) Lower-Emission School Bus
Program has been a mainstay of the Board’s incentive programs to protect vulnerable
populations, particularly California’s school children, from the harmful effects of air
pollution. With its first funding appropriation of $50 million, the Board set forth a
program to reduce school children’s exposure to smog-forming and cancer-causing
pollution by providing grants to upgrade our State’s aging school bus fleet. Over the
past seven years, State funds totaling just over $100 million have replaced 600 of the
oldest, most polluting public school buses, and equipped about 3,800 other diesel buses
with ARB-verified pollution control equipment that significantly reduces toxic particulate
matter emissions.

A further measure of the program’s success lies in our partnerships formed with local air
districts and school districts, and the working relationships developed with school bus
distributors. At the program’s inception, staff estimated about 6,600 pre-1987 model
year buses remained operating in California’s public schools. Of those, nearly 1,900
predated minimum federal motor vehicle safety standards effective in early 1977.
Today, staff estimates less than 2,800 pre-1987 model year buses remain in use and
fewer than 100 are of the oldest vintages — the pre-1977 model years. Such significant
progress is only achieved through the cooperative and dedicated funding efforts at both
the State and local levels, and through combined outreach support.

This progress also serves to highlight that our work is not yet finished and demonstrates
the need for continued funding to build on the program’s past successes. Additional
program funding is now available through Proposition 1B, the Highway Safety, Traffic
Reduction, Air Quality, and Port Security Bond Act of 2006. Approved by California
voters in November 2006, this bond act designates $200 million to replace old,
high-polluting public school buses and to retrofit middle-aged diesel buses--those that
still have a substantial service life--with ARB-verified pollution control equipment.

Enabling legislation, Senate Bill 88 (Stats 2007 Ch 181), prescribes the funding criteria
and other requirements for the expenditure of the Proposition IB funds, while Governor
Schwarzenegger’s Executive Order S-02-07 (EO S-02-07) contains further directives to
ensure robust fund accountability and program oversight. Incorporating these
requirements, this report presents the staff's funding allocations from Proposition 1B
and revisions to the existing Lower-Emission School Bus Program Guidelines
(Guidelines) for the use of these funds. These Guidelines provide the protocols for use
by the ARB staff and local air districts in implementing the program. With the
Proposition 1B funds, we estimate the program will replace over 1,100 high-polluting
buses, including the last of the pre-1977 buses, with new, clean models, and retrofit up
to 3,500 existing diesel buses with ARB-verified pollution control equipment. Some of
these low-emitting new buses may be on the road by the end of the year, while every
one of the new and retrofitted buses will be in service transporting California’s school
children no later than June 30, 2011.

1 EXECUTIVE SUMMARY



Significant program changes for this funding cycle include:

» Air district funding allocations as prescribed by Senate Bill 88. This legislation
directs the ARB to allocate funds to account for air districts’ populations of
pre-1977 model year buses and their percentage shares of the statewide
1977-1986 model year bus population.

» Air district discretion to determine how to apportion funds between new bus
purchases and retrofits. While Senate Bill 88 provides air districts with funding
flexibility (after dedicating sufficient funds to replace all pre-1977 buses), these
Guidelines require air districts to propose and commit to a retrofit funding target.
The ARB recommends a goal of designating 25% of program funds for the retrofit
of in-use diesel school buses.

* A choice of either direct local air district implementation, regional implementation
by a neighboring air district, or State level implementation. Proposition 1B funds
spent within each air district will be the same regardless of the implementation
option chosen by the air district.

* Increased program oversight and accountability, including expansive
performance milestones and more comprehensive reporting and documentation
retention requirements, designed to improve program efficiency and maximize
the use of State grant funds, as directed by Executive Order S-02-07 and Senate
Bill 88.

» Utilization of a new Lower-Emission School Bus Program database to provide
transparency and accountability to the public on the use of the Proposition 1B
funds. We expect this user-friendly database to be operational in spring 2008.

* Modified requirements for both the new bus purchase and retrofit program
components that incorporate the latest technology developments.

These changes are necessary to effectively and efficiently manage the large infusion of
program funding available from Proposition 1B. Through the revised program structure,
the ARB will strengthen existing partnerships with local air districts and school districts,
and forge new ones, to provide California’s school children with safe, low-polluting
school transportation.
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l. PROGRAM OVERVIEW

The Lower-Emission School Bus Program is a grant program that provides funds to
purchase new buses to replace old, high-emitting public school buses, and to equip in-
use diesel school buses with retrofit devices that significantly reduce toxic particulate
matter (PM) emissions. It is administered by the ARB and implemented by local air
guality management and air pollution control districts (air districts). The primary goal of
the Lower-Emission School Bus Program is to reduce school children’s exposure to
both cancer-causing and smog-forming pollution. The program does not impose any
regulatory requirements on school districts and their participation in the program is
voluntary.

This document describes revisions to the Lower-Emission School Bus Program
Guidelines (Guidelines) to comply with requirements of Proposition 1B, the Highway
Safety, Traffic Reduction, Air Quality, and Port Security Bond Act of 2006, and its
enabling legislation, Senate Bill 88 (SB 88; Stats 2007 Ch 181) and the accountability
requirements of Governor Schwarzenegger’'s EO S-02-07, as well as to make
necessary administrative and technical updates.

A. Background

Since 2000, the Lower-Emission School Bus Program has provided over $100 million in
State funding for new alternative fuel and diesel school buses for California’s public
school districts, and retrofit devices for existing in-use diesel buses.

In its first seven years, the Lower-Emission School Bus Program replaced about 600
pre-1987 model year public school buses with new, lower-emitting models and
equipped about 3,800 in-use buses with ARB-verified diesel retrofit devices.
Historically, the program has funded about of 75 percent to 95 percent of the cost of the
new bus. The exception was during the 2005-2006 fiscal year funding cycle when
program funds were used to pay the full purchase cost for pre-1977 model year bus
replacements. These Guidelines will continue the policy to provide full funding for pre-
1977 model year replacements, but will require match funding for 1977-1986 model
year bus replacements.

B. Need for the Program

The Lower-Emission School Bus Program has made significant strides in reducing
school children’s exposure to diesel-related pollution through a combination of State
and local funding. The primary focus has been on replacing buses manufactured prior
to 1977. These buses do not meet federal motor vehicle safety standards and were not
subject to oxides of nitrogen (NO,) and PM emission control. ARB staff estimates that
fewer than 100 pre-1977 school buses remain in service in California’s public schools.
It is a priority to replace these old buses because they lack minimum federal motor
vehicle safety equipment and are high-polluting. An average 2007 model year bus
emits about 95 percent less toxic PM and over 85 percent less NOy than a pre-1977
model year bus.
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The Lower-Emission School Bus Program has sought to reduce emissions from the
remaining public school bus fleet by replacing 1977-1986 model year school buses
(which had minimal NOx control and no PM controls), and by retrofitting middle-aged
diesel school buses that are not eligible for replacement with program funds. Funding
from Proposition 1B can replace approximately 1,000 of the 1977-1986 buses and
retrofit up to 3,500 in-use diesel buses.

The Lower-Emission School Bus Program provides a needed source of funds to
accelerate the replacement and retrofit of California school buses, thus reducing school
children’s exposure to toxic PM emissions. Even after expending the Proposition 1B
funds however, ARB staff estimates about 1,700 1977-1986 model year public school
buses will remain in service, as well as over 15,000 1987 model year and newer diesel
buses that are eligible for retrofits.

C. Program Funding

In November 2006, California voters approved Proposition 1B, the Highway Safety,
Traffic Reduction, Air Quality, and Port Security Bond Act of 2006. Proposition 1B
provides $200 million for school bus retrofit and replacement to reduce air pollution and
to reduce children’s exposure to diesel exhaust. From these funds, about $7 million
were set aside for bond financing costs. The State Legislature appropriated $193
million in the 2007-2008 fiscal year budget to the ARB for the Lower-Emission School
Bus Program. SB 88 allows up to five percent of the funds to be used for program
administration; however, the ARB will use less than one percent for program
administration. This leaves approximately $191 million available for expenditure in local
air districts, including allowable administrative expenses (see Table I-1 of this chapter).

D. Bond Accountability

EO S-02-07 requires significant and robust accounting procedures for Proposition 1B
bond funds following a three-part accountability structure that addresses Front-End, In-
Progress, and Follow-Up Accountability. The ARB’s plan, as approved by the
Department of Finance (DoF), includes Front-End Accountability, following the open
public process in developing and proposing these Guidelines. The Guidelines set the
requirements by which each local air district shall implement its local school bus
program, as well as the criteria for selecting and paying for eligible school bus projects.
ARB’s In-Progress Accountability, for ease of tracking and transparency, will require air
districts to report semi-annually using the ARB’s web-based Bond Accountability
Database. Finally, ARB’s Follow-Up Accountability will be accomplished by conducting
audits of district programs, including grant recipients. Follow-up audits will be used as
an enforcement mechanism to ensure Proposition 1B funds are spent appropriately and
emission reductions are achieved as intended through this program.

E. Emission Reductions

After expenditure of all the Proposition 1B funds to replace old, high-emitting buses and
to retrofit in-use diesel buses, ARB staff estimates that the program will provide
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emission reductions of approximately 3,000 tons of NOy, 200 tons of PM, and 22,000
tons of CO, through 2020.

F. Impact of Upcoming Regulations

The Board is scheduled to consider the Proposed Regulation to Reduce Emissions from
Diesel Particulate Matter, and Other Pollutants from In-Use Heavy-Duty Diesel-Fueled
Vehicles (In-Use On-Road Heavy-Duty Diesel Vehicles Regulation) in the fall of 2008.
This proposed regulation would require that school buses be retrofitted with ARB-
verified diesel emission control strategies (retrofits) that reduce the emissions of diesel
PM. ARB strongly encourages air districts to implement local robust school bus retrofit
programs to assist school districts prior to implementation of the proposed regulation.

G. Summary of Guideline Revisions

The new guidelines are the result of a significant allocation of funding from Proposition
1B. Since this funding is from bond proceeds, it is subject to EO S-02-07, which
requires significant and robust accountability procedures to be in place to ensure that
State funds are spent properly and that California’s citizens can measure the progress
of school bus replacements and retrofits in their local areas.

1. Implementing Agency

The ARB is responsible for overall administration of the Lower-Emission School Bus
Program. Historically, the ARB has worked closely with the California Energy
Commission (CEC) and local air districts to implement the program statewide in
previous years. Due to resource priority issues within the CEC, the ARB has developed
several implementation options for districts, including those in which CEC previously
implemented the program, to have the opportunity to self-implement the program via
grants from the ARB. However, air districts will also have the option of allowing a larger
air district, or the ARB to implement the program on their behalf. The ARB is working
with the California Air Pollution Control Officers Association (CAPCOA) to assist those
districts that request the ARB to implement the program in their area. Funding will be
the same within an air district regardless of the implementation option it selects.

2. Funding Allocations

Funding will be allocated following the criteria set forth in SB 88. SB 88 directs the ARB
to allocate Proposition 1B funds by first setting aside funds to replace the remaining
1976 and older model year school buses in California. Remaining funds are to be
allocated to air districts based on each district’s share of the 1977 through 1986 model
year school bus population. After ensuring funding for replacing all pre-1977 model
year buses, SB 88 provides flexibility by allowing air districts the discretion to determine
how to split their remaining allocation between replacing and retrofitting buses. A
complete list of pre-1977 model public school buses that are eligible for replacement is
provided in Appendix F. Table I-1 includes bus populations and allocations broken
down by seven of the larger air districts and the remaining group of 28 air districts.
Appendix B provides a complete breakdown of each air district’s funding allocation.
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Table I-1

Lower -Emission School Bus Program Funding Allocations

Pre-1977 MY 1977 — 1986 MY Total Allocation

Bus Population Bus Population (including admin)
Larger Air Districts
Bay Area 4 118 $8,400,000
Monterey 8 90 $7,100,000
Sacramento 1 134 $9,100,000
San Diego 2 80 $5,600,000
San Joaquin Valley 10 567 $39,150,000
South Coast 9 1,034 $70,100,000
Ventura 4 66 $5,000,000
Subtotal 38 2,089 $144,450,000
Remaining 28 Air Districts
Subtotal 36 630 $46,930,000
TOTAL STATEWIDE | 74 2,719 $191,380,000

3. Eligible Applicants and Project Types

Eligible applicants for school bus replacements include public school districts and Joint
Powers Authorities (JPA). For school bus retrofit projects, applicant eligibility has been
extended to include private transportation contractors that provide transportation for
public schools.

Eligible project types will continue to include replacements of pre-1987 school buses
and retrofits for the middle-aged in-use diesel school bus fleet (1987 model year and
newer buses). Funding caps have been established for both replacement and retrofit
projects. For school bus replacements, not more than $140,000 will be provided by
State Program funds, with additional funding not to exceed 10 percent of the new bus
purchase grant award for alternative fuel infrastructure, if required. Diesel-fueled school
bus replacement costs should be significantly less than the cost cap. Depending on the
technology chosen for the replacement bus, the cost cap may not cover the entire cost
for an alternative-fueled or electric-hybrid school bus. For school bus retrofits, the
funding cap is $20,000 per retrofit; this cap includes allowable funding for lifetime
cleaning costs of the device and the purchase of back-up filters, to allow retrofitted
school buses to stay in operation when the buses primary filter is undergoing routine
cleaning and maintenance. Because State funds are limited, funding caps are
necessary to maximize funding to pay for a greater number of projects statewide.

4. Applying for Funds

School districts will be contacted by their local air districts or ARB/CAPCOA about
funding opportunities. However, it would be in the best interest of the school district to
ensure their contact information is up-to-date and understand the timelines of their local
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implementing agency’. In general, those school districts with pre-1977 model year
buses identified in Appendix F will be contacted shortly after Board approval of the
guidelines. School districts that wish to replace pre-1987 model year buses or wish to
retrofit buses should look for proposal requests from their implementing agency later
this year.

Applications must be obtained from, and submitted to, the implementing agency.
Successful applicants must enter into a contract with the implementing agency and
adhere to all contract requirements, which include meeting project milestones and
incorporating minimum contract requirements, as set forth by the implementing agency,
in purchase order agreements with vendors. Successful applicants must also ensure
that school buses and retrofit devices are operated and maintained according to the
manufacturer’s warranty specifications and to the applicable ARB retrofit device
verification Executive Orders. Chapters Il and IV provide specific project requirements
for both school bus replacements and retrofits.

Successful applicants will be subject to audit by the DoF, ARB, or the local air district.
Hence, successful applicants must retain the records and documents listed in
Appendix E.

5. School Bus Replacements

All school buses eligible for replacement must be replaced with 2007 model year or
newer buses equipped with engines certified to 1.4 grams per brake horsepower-hour
(g/bhp-hr) NOy or cleaner and 0.01 g/bhp-hr PM. Because pre-1977 model year public
school buses predate federal safety standards, they are a priority to replace. Consistent
with previous guidelines, public school districts will not be required to provide match
funds when replacing these buses. Applicants must enter into contracts with the
implementing agency and have new buses ordered for pre-1977 model year
replacements by February 1, 2009.

To maximize the use of State funds, school districts will be required to provide $25,000
in match funding when replacing eligible 1977-1986 model year school buses.
However, air districts may use their local funds (e.g., AB 923 funds, AB 2766 funds) to
assist school districts with the match funding requirement. While Proposition 1B funds
provide the opportunity for a large-scale State program, these funds alone are not
sufficient to upgrade every bus eligible for replacement. At the local level, air districts
have a greater ability to analyze the specific needs of the school districts in their regions
and to determine how to best assist eligible school districts with the match funding
requirements. Every air district that generates funds through AB 923 (the $2.00 portion
of motor vehicle registration surcharge fees) can reasonably provide the match funding
for buses eligible for replacement in their respective regions. Historically, the new bus
purchase funds have been oversubscribed throughout the State, and we expect this to
continue as we move forward in the program.

! School districts can identify who their implementing agency is after June 30, 2008, by checking the ARB
website: http://www.arb.ca.gov/bonds/schoolbus/schoolbus.htm
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All school buses replaced under the program must be dismantled within 60 days of
receipt of the new, replacement bus. For new buses, proof of new vehicle delivery and
dismantling of the replaced vehicle must be provided before payment is made by the
implementing agency.

6. Retrofits

Retrofits continue to be a vital component in the ARB’s regulatory and incentive
programs. Because retrofits are the most cost effective method of reducing emissions
from school buses, providing the greatest health benefit per dollar spent by reducing
toxic PM emissions, the Board designated 25 percent of the total program funds to
school bus retrofits in previous funding cycles. However, SB 88 precludes the ARB
from designating a specific retrofit allocation and instead provides air districts the
discretion to apportion funds between new bus purchases and retrofits. As such, these
Guideline revisions require air districts to propose and commit to a retrofit funding
target; the ARB recommends that air districts dedicate 25 percent of their allowable
allocations to school bus retrofits. For air districts where ARB implements the local
program, ARB will set a goal of 25 percent of the funds to pay for retrofits. Public
school districts and private transportation providers that contract with public school
districts are eligible to receive program funds to retrofit their 1987 and newer model year
buses with ARB-verified Level 3 devices.

7. Air District Program Administration

To address the requirements of EO S-02-07, greater specificity has been added to the
new administrative requirements that are included in these Guidelines. These are
detailed in Chapter V, Program Administration. In summary, these new requirements
include:

» Air districts must submit policies and procedures for local implementation of the
Lower-Emission School Bus Program.

» Specific contractual terms between air districts and successful applicants.

» Provisions for ARB program oversight and audit responsibility.

* Program accountability: Air districts must report to the ARB semiannually.

In recognition of the fact that increased accountability will require additional air district
resources, air districts may use up to two percent of their total allocations of State
program funds for implementation and outreach costs. Additionally, an air district may
use up to five percent of the funding that it designates to retrofits (in addition to the
aforementioned two percent of its total allocation) for implementation and outreach
costs for the retrofit component of its program.

Air districts must account for administrative and project funds separately. Expenditures

of Lower-Emission School Bus Program State program funding, including funds used to
cover administrative costs, are subject to audit.
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8. Timetable

ARB will mail grant agreements to individual air districts in late spring 2008. Hence,
Proposition 1B funds would be available at that time. Districts will have until

June 30, 2008, to sign the grant agreements and accept funds. Air districts will receive
their initial funding disbursements for the replacement of pre-1977 model year public
school buses upon ARB'’s approval of the local air districts’ Policies and Procedures for
program implementation. To receive subsequent fund disbursements, air districts must
meet specific milestones to ensure program and fund accountability. These milestones
are discussed in detail in Chapter V, Section G. The ARB has designed a timeline that
allows an air district to receive up to 65 percent of its total allocation through

June 30, 2009. The ARB anticipates some school bus projects will begin as early as fall
2008; however, all State program funding must be paid out by June 30, 2011.
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Il. ISSUES

This chapter addresses several significant issues affecting the development of the
revised Lower-Emission School Bus Program Guidelines. Specifically, it contains brief
overviews on oldest bus replacement, alternative fuel engine availability, funding for
CNG fuel tank replacement, and matching fund requirements for 1977 — 1986 model
year bus replacements.

A. Oldest Bus Replacements

Senate Bill 88 requires air districts to use their funds dedicated to new school bus
purchases (after replacing eligible pre-1977 model year buses) to “replace the oldest
school buses of model years 1977 to 1986, inclusive, within the district. In previous
years when the program was not bound by Legislative requirements for 1977-1986 bus
replacements, the Guidelines provided school districts and air districts the flexibility to
choose which buses to replace within this model year group. Because these buses
have the same basic emission characteristics, there is no significant emission benefit
associated with retiring an older bus versus a newer bus in this model year range.

School transportation fleet managers have advised ARB (and continue to do so) that
they prefer the discretion to determine which of these buses to retire in order to keep
their best performing buses in service. They report that, in some cases, their older
buses in the 1977-1986 model year range have been repowered with newer engines or
rebuilt and restored; these are the buses they would like to keep on the road in the
absence of sufficient funds to replace all the 1977-1986 model year buses.
Nonetheless, SB 88 prescribes the directive that the oldest buses shall be replaced. To
implement this directive in a practical manner for a large-scale State program, the ARB
staff is proposing that air districts shall award funds to replace the eligible oldest buses
within their respective regions based on the applications received from school districts
and that meet the requirements of these Guidelines. Additional information regarding
this replacement mechanism is contained in Chapter Ill.

B. Alternative Fuel Engine Availability

The purchase of alternative fuel school buses, primarily CNG buses, has been an
integral strategy in advancing the program’s goal to reduce school children’s exposure
to cancer-causing and smog-forming pollution. School buses powered by CNG engines
are inherently low in NO, and PM. However, as heavy-duty diesel engines have
achieved significantly lower emission levels once only attained by alternative fuel
engines, the number of available alternative fuel engines certified each year has
decreased.

John Deere, the leading manufacturer of CNG school bus engines discontinued new
production of their CNG engines in 2007. John Deere’s departure from the CNG engine
market leaves a significant void in the alternative fuel school bus sector and creates
uncertainty regarding the availability of future CNG engines for use in school buses.
Under these Guidelines, an alternative fuel (propane) engine is eligible for program
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funding (as identified in Table G-1). An additional alternative fuel engine (CNG) suitable
for school bus applications is anticipated to be available later this year

C. Alternative Fuel/Diesel Funding Split for New Bu  ses

With the adoption of the first Lower-Emission School Bus Program Guidelines in
December 2000, the Board designated two-thirds of the new bus purchase funds to
lower-emitting alternative fuel school buses (primarily CNG) and one-third of the new
bus purchase funds to lower-emitting diesel school buses. While the Board’s original
intent was for this policy to be implemented on a regional basis, reduced funding levels
during subsequent years of the program required ARB to implement this policy as a
statewide goal, not a regional mandate.

For the 2005-2006 FY funds, the Board suspended the fuel funding split in order to
facilitate the legislatively-directed replacement of California’s oldest pre-1977 public
school buses, in order of oldest bus first, but directed staff to reinstitute the funding split
as a goal in subsequent funding years. When the Board issued this directive in
February 2006, the primary school bus CNG engine manufacturer, John Deere had not
announced its exit from the CNG engine market and, therefore, staff could not anticipate
the disruption in CNG school bus engine availability that began in late 2007. Though a
small number of John Deere engines are currently available and it is anticipated that
Cummins will be moving into the school bus CNG engine market, staff does not
recommend a specific funding goal for alternative-fueled engines, but acknowledges
that certain air districts may want to encourage these engines.

D. CNG Fuel Tank Replacement

The Department of Transportation requires on-board CNG fuel tanks to be visually
inspected every three years or 36,000 miles and replaced at the end of the
manufacturer’'s recommended service life, which is typically 15 years. At the end of
their service life, the fuel tanks on a CNG school bus must be replaced in order for the
bus to remain in service. Since a typical school bus in California operates for 25 years
or more, CNG school buses purchased in the early to mid- 1990s will require fuel tank
replacements to remain on the road serving California’s school children.

While developing the current Guidelines, ARB staff evaluated the feasibility of using a
portion of the Proposition 1B funds available for bus replacements and retrofits to pay
for fuel tank replacements on in-use CNG buses with expiring or expired tanks. Based
on the legislative intent of Proposition 1B and constraints in the text of SB 88, ARB’s
legal staff has concluded that the funds cannot be used to pay for fuel tank
replacements on older CNG buses.

The ARB staff encourages school districts to consult their local air districts regarding the
availability of eligible funding sources, such as AB 2766 motor vehicle surcharge fees,
to pay for or offset a portion of the cost to replace expiring or expired CNG fuel tanks.
Some local air districts, notably the San Joaquin Valley Air Pollution Control District,
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have already assisted school districts with the purchase of replacement fuel tanks for
older CNG buses.

E. Matching Funds for 1977 — 1986 Model Year School Bus Replacements

These Guidelines continue the policy in previous guidelines of requiring a match
contribution for new bus replacements. The policy ensures a cooperative relationship
between the State, local air districts, and the school district further extending funds to
maximize the number of eligible school buses that can be replaced. Therefore, school
districts are required to contribute $25,000 in matching funds when replacing an eligible
1977 — 1986 model year bus through the Lower-Emission School Bus Program. The
ARB'’s Executive Officer has the authority to adjust the district match requirement as
necessary. Consistent with the match funding policy in previous Guidelines, air districts
may also choose to provide the matching funds from an eligible funding source (e.g.,
motor vehicle surcharge fees) to assist school districts in need.

During the development of this Guideline revision, staff evaluated mechanisms to foster
participation in the program’s retrofit component that would have limited air districts’
abilities to provide matching funds for new bus purchases. Specifically, air districts
would have had the ability to provide a school district’s matching fund contribution only if
a school district obtained a matching fund waiver by agreeing to install ARB-verified
retrofits on eligible buses, or by demonstrating that its fleet was already retrofitted or
ineligible for retrofits. This mechanism was intended to encourage and incentivize
retrofits in school bus fleets and to provide the means by which air districts could
financially assist school districts.

Staff, however, is not including this mechanism in the revised Guidelines due to recent
modifications to the ARB’s proposed regulation for in-use on-road heavy-duty diesel-
fueled vehicles. If approved by our Board, this proposed regulation could require school
bus fleets to equip eligible buses with verified diesel emission control systems (i.e.,
ARB-verified retrofit devices) as soon as December 31, 2010. The ARB requires that
air districts include a retrofit funding goal in their required Policies and Procedures
Manuals to provide funds for school bus retrofits prior to implementation of the proposed
regulation. Furthermore, it will behoove both school districts and air districts to
familiarize themselves with this regulatory proposal, and we encourage school bus
fleets to participate in the public rulemaking process for this proposed regulation, which
is planned for presentation to the Board in mid-2008. More information regarding this
regulatory effort, including appropriate ARB staff contacts and draft regulatory language,
can be accessed from the ARB’s web site at:
http://www.arb.ca.gov/msprog/onrdiesel/onrdiesel.htm .
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1. LOWER-EMISSION SCHOOL BUS REPLACEMENT PROGRAM
REQUIREMENTS

The school bus replacement program funds the purchase of new lower-emission school
buses and infrastructure. With about $191 million available for grants, ARB staff
estimates that all the remaining eligible pre-1977 model year school buses and about
1,000 additional 1977 to 1986 model year public school buses will be replaced with new
clean school buses that also comply with the most recent motor vehicle federal safety
standards

The following sections describe the protocols and criteria for the expenditure of program
funds, as well as for new bus purchase funds from other sources of State funding which
have specifically required that the Lower-Emission School Bus Program Guidelines be
followed. It is important to understand that State program funds may only be used on
school bus replacement projects that meet the criteria outlined in this chapter.

A. Eligible Buses and Infrastructure

This section provides a description of eligible program applicants and equipment.

1. Eligible Applicants

Public school districts in California that own their own buses are eligible to receive
funding for the replacement of older school buses. Where a Joint Power Authorities
(JPA) has been formed by several public school districts, and the JPA holds ownership
of the school buses, then the JPA is also eligible to participate. School transportation
contractors are not eligible to apply for school bus replacement funds. Also, school bus
purchases by non-profit agencies, private schools, and other private companies are not
eligible for State program funding.

2. Buses Eligible for Replacement

Older in-use diesel or gasoline school buses with a manufacturer's gross vehicle weight
rating (GVWR) greater than 14,000 pounds may be eligible for replacement. Buses of
this weight rating must be equipped with heavy-duty engines. To be eligible for
replacement, buses must have a current CHP safety certification (CHP form 292) as of
December 31, 2005, and have continuous safety certification from that point forward.
This requirement will ensure unused buses are not revived in order to get funding. The
period of certification must include the time a school district is awarded funding to
replace the bus. The bus must also be currently registered with the Department of
Motor Vehicles. While diesel-fueled buses are primarily targeted for replacement,
gasoline-fueled buses that do not include an original-equipment catalytic converter are
also eligible per the replacement priority given below.

SB 88 which provides legislative direction for the expenditure of Lower-Emission School
Bus Program funds requires that all pre-1977 model year buses be replaced first.
Hence the replacement of buses manufactured prior to April 1, 1977, when federal
motor vehicle safety standards applicable to school buses went into effect, is a priority
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for the school bus replacement program. Local air districts must commit by fully
executed contract, all of their State program funds designated for pre-1977 model year
school bus replacements by February 1, 2009. In addition, all replacement buses for
pre-1977 model year buses must be paid for and in operation no later than

February 1, 2010.

After ensuring funding for replacing pre-1977 buses, air districts will have the discretion
to determine how to split their funding allocations between new school bus purchases
(to replace 1977-1986 model year buses) and in-use bus retrofits (i.e., retrofitting in-use
diesel buses with ARB-verified Level 3 devices). ARB staff estimates about 75 percent
of the remaining funds will be used to pay for the replacement of up to 40 percent of all
remaining eligible 1977-1986 buses (~2700 remaining). SB 88 states that an air district
will replace the oldest school buses of model year 1977 to 1986. Therefore, air districts
must preferentially choose for replacement the oldest school buses within their district
that have applied for replacement and that meet the terms and conditions of these
guidelines.

Eligibility for replacement will be based on the model year of the bus chassis for
pre-1977 model year school buses. Replacing pre-1977 model year school buses is a
priority since these model year buses predate any federal safety standards.
Replacement eligibility of model year 1977 to 1986 school buses will be based on the
model year of the school bus engine. Since, it is common practice to repower
middle-aged buses with newer engines, determining emission benefits greatly depends
on the model year of the engine.

All school buses replaced under the program must be dismantled in accordance with
the definition of “dismantle” set forth in these Guidelines in Appendix A: Glossary of
Administrative Terminology. School districts must ensure that the old school bus is
dismantled within 60 days of the receipt of the new, replacement bus. For new buses,
proof of new vehicle delivery and dismantling of the replaced vehicle must be provided
before payment is made by the implementing agency.

3. Replacement Bus Requirements

Only replacement buses may be funded by this program, fleet expansion buses are not
eligible for funding. New heavy-duty buses with engines that run on either diesel or an
alternative fuel are eligible for funding, if the engine’s emissions are less than or meet
the criteria shown in Table IlI-1. Program funds can only be used to purchase a new
school bus that is equipped with essential or standard equipment. The recipient school
district must make an enforceable commitment to own and operate the new bus for at
least five years.

Alternative-fueled buses may be powered by natural gas, liquefied petroleum gas (LPG
or propane), electricity, methanol, or ethanol fuels, provided that the other program
requirements are met. Commercially available hybrid school buses may be partially
eligible for funding. If a public school district elects to purchase a hybrid-electric school
bus as their replacement bus, the program will cover the cost of the hybrid school bus
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up to the cost cap for replacement buses described in Section D of this chapter,
provided that the other program requirements are met.

B. Emission Standards and Certification Levels for School Buses

The ARB adopted more stringent emission standards for 2007 and subsequent model
year new heavy-duty diesel engines, and the regulation became effective in November
2002 (see Title 13, California Code of Regulations, section 1956.8). More stringent
emission standards were adopted for NO, non-methane hydrocarbons (NMHC), and
PM.

Table I1I-1 below, shows the emission criteria that replacement school buses need to
meet in order to qualify for program funding. Starting in 2007, the average heavy-duty
NOy emission standard is 1.2 g/bhp-hr. For this program, ARB will allow new buses
that meet up to 1.44 g/bhp-hr NO4 emission standards, as there are a couple of
common school bus engines that come in at this level. The 2007 model year Cummins
ISB 6.8 liter diesel-fueled engine is currently certified to a significantly higher level, 2.2
g/bhp-hr NO+NMHC FEL. As such, its NOx + NMHC emission level does not qualify it
for funding under the Lower-Emission School Bus Program.

Table I1I-1
Emission Criteria for Use of Lower-Emission School Bus
Program Funding
2007-2009 Model Year 2010 Model Year
NO, PM NOy PM
(g/bhp-hr)’ (g/bhp-hr) (g/bhp-hr) (g/bhp-hr)
1.44 NO, FEL 0.01 0.2 0.01

FEL: family emission limit

o/bhp-hr: grams per brake horsepower-hour

* Both the NO, FEL and the NO,+NMHC FEL must be at or below
1.44 g/bhp-hr.

Table G-1, lists some ARB-certified heavy-duty school bus engines that are available in
California and are eligible for funds under this program.

C. CNG Fueled School Buses

CNG fueled buses have proven to be very popular with school districts. The South
Coast Air Quality Management District (SCAQMD) has had a fleet rule in effect that has
required the purchase of new alternative-fuel school buses when replacing or adding
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school buses within a fleet. Other air districts have been very proactive in advocating
CNG-fueled school bus purchases. CNG engine availability issues have become a
concern for school districts wishing to purchase additional alternative fueled school
buses.

1. CNG Infrastructure and Fuel Tank Replacement

Ten percent of new bus funding for alternative-fueled buses may be used for refueling
infrastructure when no local CNG refueling site is available or the existing local CNG
refueling site is inadequate. This equates to about $14,000 per bus based on a
$140,000 new CNG bus cost, excluding applicable sales tax. Infrastructure monies
must be fully expended by the same deadline(s) by which the monies to purchase new
buses must be fully expended. Infrastructure funds cannot be automatically set aside.
Infrastructure funds may be utilized only if they can be tied to infrastructure funds spent
for the specific bus purchased.

A typical school buses life of 25 years results in the need to replace the natural gas fuel
tanks at lease once during the life of the bus. Based on the legislative intent of
Proposition 1B and the constraints in the text of SB 88, Proposition 1B funds are not
allowed to be used for the replacement of CNG fuel tanks on school buses. School
districts should consult with their local air districts regarding the application process to
receive AB 2766 funds for fuel tank replacement on in-use CNG-fueled school buses.

2. SCAQMD School Bus Fleet Rule

The SCAQMD adopted fleet rules in April 2001 requiring the purchase of alternative-
fueled vehicles for certain fleets of 15 or more vehicles, when government funding for
the incremental cost is available. SCAQMD Rule 1195, which applies specifically to
school bus fleets, includes exemptions which allow diesel-fueled bus purchases in
certain cases. However, the exemptions dealing with lack of available infrastructure and
the lack of funding for infrastructure have sunset. For the past several years, the
SCAQMD has only funded alternative-fueled school buses. However, some school
districts in the SCAQMD still have an all diesel-fueled school bus fleet. Nothing within
these guidelines is intended to supersede the SCAQMD rule. Therefore, school districts
within SCAQMD may only be able to purchase alternative-fueled replacement school
buses.

D. Cost Cap

Staff is proposing a cost cap per new school bus of $140,000. Combined with the
match contribution (discussed below), diesel-fueled buses are expected to come well
under the cost cap, CNG-fueled buses would be at the cost cap level, and hybrid buses
would still be significantly over the cost cap. The cost cap is applicable to the cost of
the replacement bus only including tax; funding for infrastructure to support alternative-
fueled and hybrid-electric school buses is available in addition to the cost cap.

A typical transit style model year 2008 diesel-fueled school bus is estimated to cost
approximately $140,000, including sales tax. When factoring in the match funding
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requirement of $25,000 for each replacement bus, State program funds would pay
approximately $115,000 of the replacement cost. A 2007 model year CNG-fueled
school bus costs approximately $160,000. Therefore, State program funds would pay
$135,000 towards the replacement cost of this bus. Finally, hybrid-electric school buses
are currently estimated to cost above $200,000, in this case, State program funds would
only provide $140,000 towards the replacement cost of this school bus.

Regardless of the type of fuel, no more than $140,000 may be spent to replace a school
bus with State program funds. The ARB’s Executive Officer has the authority to raise
the cost cap, if needed, to accommodate future price increases.

E. Match Funds

School districts are not required to provide match funds for pre-1977 model year school
buses, replaced with State program funding. This includes those buses manufactured
before April 1, 1977. For the replacement of 1977-1986 model year buses, school
districts must pay a $25,000 match per bus (about 18 percent of $140,000). The ARB’s
Executive Officer has the authority to adjust the district match requirement as
necessary. This match requirement may be paid by the air district from eligible funding
sources such as AB 2766 or AB 923 funds. The match requirement not only fosters a
cooperative relationship between the State, the local air district and the participating
school district, but also extends the program funds, replacing as many public school
buses as possible.

Historically, the Lower-Emission School Bus Program has allowed air districts to provide
match funding for new buses purchased through the program. Other grant funds, such
as air district funds (e.g. motor vehicle registration fee monies) can be used to satisfy
the school districts match fund obligation to the extent the other grant or funding
language allows this. Proposition 1B funds alone are not sufficient to replace every
1977-1986 model year bus eligible for replacement. As partners in the Lower-Emission
School Bus Program, air districts must share in the responsibility to provide low-
polluting school transportation. At the local level, they have a greater ability to analyze
the specific needs of the school districts in their regions and to determine how to best
assist eligible school districts with the match funding requirements (e.g., air district
provides full or partial match funds, based on school districts’ needs). Every air district
that generates funds through AB 923 (the $2.00 portion of motor vehicle registration
surcharge fees) can reasonably provide the match funding for buses eligible for
replacement in their respective regions.

Eligible air district funds can be also used to offset the higher cost of advanced
technologies, such as hybrid-electric and alternative-fueled buses, if the cost for those
buses exceeds the total of the cost cap and matching funds. Carl Moyer Program
funds cannot be used as a source of the school district match funds.
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F. Impact of the Seat Belt Law

Assembly Bill 15 (AB 15: Stats1999 Ch 648) initiated a requirement for lap/shoulder
belts for all new school buses manufactured on or after January 1, 2002, that are
purchased or leased for use in California, unless specifically prohibited by the National
Highway Transportation Safety Administration. Implementation was delayed by Senate
Bill 568 (SB 568: Stats 2001 Ch 581) until July 1, 2004, for new Type 2 small school
buses and until July 1, 2005, for new Type 1 large school buses. The use of
lap/shoulder belts will limit seating capacity on new buses to a maximum of two per
seat.

Currently, school districts within California typically transport two older students per seat
and three younger students per seat to comply with federal motor vehicle safety
standards. Buses that only transport older children, those in seventh through twelfth
grade, are not expected to lose seating capacity. However, school buses that currently
transport primary school-aged children at a capacity of three children per seat will lose
maximum seating capacity. This lower seating capacity of newer buses is further
pressure on school districts to retain their older buses. However, ARB believes that
given the opportunity to replace older in-use buses, school districts will elect to replace
their older buses with new, cleaner and more efficient school buses that better protect
their student’s health.
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V. LOWER-EMISSION SCHOOL BUS RETROFIT PROGRAM REQU IREMENTS

The main goal of the Lower-Emission School Bus Program is to reduce children’s
exposure to diesel emissions from school buses. Retrofits are a vital component of the
statewide program as school buses typically remain in service for extended periods of
time. Retrofitting in-use diesel school buses will result in significant diesel emission
reductions that are immediate, will benefit children’s health and are the most cost
effective use of these funds. Because of the importance of this component of the
program, the ARB has designated a total of $29 million in funds to pay for nearly 4,000
retrofits since the program began in 2000, excluding the current bond funding.

SB 88 which establishes how the Proposition 1B funds for school buses will be
allocated, gives air districts the discretion to determine how to split their funding
allocations between new school bus purchases and in-use bus retrofits.

This chapter not only presents the criteria for selecting eligible school bus retrofit
projects, but it also describes upcoming retrofit regulations as they pertain to school
buses and potential impacts to future State funds.

A. Upcoming Retrofit Regulation

Since 1998, when diesel PM was identified as a toxic air contaminant, ARB has been
developing and implementing a regulatory program focused on achieving 85 percent
reduction in diesel PM emissions by 2020. To date, ARB has adopted 17 regulations
that reduce both NO, and PM from heavy-duty on- and off-road fleets, as well as,
stationary engines. Following ARB’s plan, the Board is tentatively scheduled to
consider the Proposed Regulation to Reduce Emissions from Diesel Particulate Matter,
and Other Pollutants from In-Use Heavy-Duty Diesel-Fueled Vehicles in the fall of 2008.
This proposed regulation is designed to reduce both NO, and PM emission from heavy-
duty on-road private fleets, including, school buses in public and private fleets. Staff
expects to propose that, the in-use fleet of school buses be required to be retrofitted
with an applicable Level 2 or Level 3 verified diesel emission control strategy beginning
December 31, 2010, and 100 percent of the fleet be retrofitted by the end of 2013.
Below is a link to the ARB website with information on the proposed in-use on-road
heavy-duty regulation http://www.arb.ca.gov/msprog/onrdiesel/onrdiesel.htm .

It is important for the local air districts to have a robust retrofit program in place for local
school districts to retrofit applicable school buses before required by the proposed in-
use heavy-duty diesel vehicle regulation. This will help assure that state funds are
available to help school districts comply with the proposed rule. If these state funds are
not used for retrofits, the cost of compliance with regulatory requirements will fall on
school districts. The School Bus Program funding timeline, Table D-1, should be
reviewed to ensure that retrofit funds are available in a timely manner.
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B. Eligibility Requirements
1. Eligible Applicants

Public school districts that own their own buses are eligible to receive funding for
retrofits; this also includes Joint Power Authorities (JPAs) formed by several public
school districts where the JPA holds ownership of the school buses. Private school
transportation providers that contract with public school districts to provide
transportation services are also eligible to receive retrofit grant funding. Successful
applicants must make an enforceable commitment to own and operate the retrofitted
bus for at least five years.

2. Buses Eligible for Retrofit

All 1987 and eligible newer model year in-use diesel-fueled buses with current CHP
safety certifications qualify for retrofits, provided there is an ARB-verified retrofit device
available for the engine. However, retrofit devices may be more readily obtainable for
model year buses 1994 and newer. The cost for available devices and the longer
remaining project life of the 1994 and newer model year buses are important
considerations when selecting which buses to retrofit. Device installers and vendors
can provide assistance in this regard. Both Type | and Type Il school buses may be
eligible. There is not a GVWR requirement of over 14,000 pounds, however some of the
ARB-verified device Executive Orders may require this in their terms and conditions.
The focus is on retrofitting the highest polluting buses that can be reliably retrofitted with
diesel particulate filters (DPFs)

3. Eligible Diesel Emission Control Devices — Availability, Funding Requirements
& Maintenance

All retrofit devices that are purchased with State program funding must be ARB-verified
Level 3 retrofit technologies. The ARB verifies diesel emission control strategies as
prescribed in Title 13, California Code of Regulations (CCR) sections 2700 through
2710, Verification Procedure, Warranty and In-Use Compliance Requirements for
In-Use Strategies to Control Emissions from Diesel Engines.

Level 3 verification is for those technologies achieving at least an 85 percent or greater
reduction in PM or less than 0.01 g/bhp-hr emission level. A current list of all ARB-
verified devices can be accessed through the ARB web site at:
http://www.arb.ca.gov/diesel/verdev/vt/cvt.ntm . The use of fuel additives is not allowed
by most device Executive Orders and may only be used if expressly stated in the
device’s Executive Order. Retrofit technologies currently verified for school bus engines
are listed in the Appendix H which is current as of January 2008. However, school
districts or other implementing agencies should check this web site prior to ordering any
devices for their program, as there may be changes or additions.

Amendments to the Verification, Warranty, and In-Use Compliance Procedures were
adopted on March 23, 2006. This regulation raised the NO, limit for verified diesel
emission control devices to allow continued use of most currently verified devices
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through 2007, and created the “Plus” designation for verified technology that achieves
more stringent NO; requirements. For a device to meet new compliance standards in
2009, a verified device may not increase baseline NO, emissions of the engine it is
installed on by more than 20 percent beginning January 1, 2009. After the
aforementioned date, strategies that do not meet this new compliance standard will not
be for sale in California, and will not be fundable.

Some of the retrofit devices are verified for use with biodiesel blends subject to certain
conditions. Those conditions are posted on the ARB web site at
http://www.arb.ca.gov/diesel/verdev/reg/biodieselcompliance.pdf and are as listed
below:

* The biodiesel portion of the blend shall be 20 percent or less of the fuel,

* The use of biodiesel applies to devices verified to reduce only diesel PM; and

» Other alternative diesel fuels such as, but not limited to, ethanol diesel blends
and water emulsified diesel fuel are excluded.

Use of biodiesel blends that meet these specifications do not void the warranty for the
retrofit devices verified for use with biodiesel blends. Appendix I, provides a more in
depth discussion on biodiesel use with retrofits and new school bus engines.

Table IV-1 lists the engines commonly applicable to school buses and the model years
that can be retrofit with a diesel particulate filter. Retrofit manufacturers include Cleaire,
Donaldson, International, Johnson Matthey, and Lubrizol. More complete information
on verified Level 3 retrofit devices and the engines and operating requirements for their
application can be found at the ARB web site:
http://www.arb.ca.gov/diesel/verdev/level3/level3.htm .

Table IV-1
Common School Bus Engines Eligible for Retrofit

Applicable Common

Engine Manufacturer | School Bus Engine Engine Model years(b)
Models(a)

International DT 466, DT 466E, Broad applicability for
T444E, 1994 — 2003.
7.3L,6.0L Partial availability for 1993

Caterpillar 3116, 3126, 3176, C-7 and 2004-2006

Cummins B3.9L, B5.9L, C8.3L, Limited availability for
ISB, ISC pre-1993

(a) DPFs are applicable to other engine models
(b) Verification as of January 28, 2008. Further verification is currently in progress to potentially
include older model year engines.
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C. Cost Estimate for Retrofits

ARB will pay up to $20,000 to cover the cost of the retrofit, necessary data logging and
installation, and maintenance for the device. In most cases ARB staff expects the cost
to be significantly less. These funds will cover the full cost of the retrofit since several
passive diesel particulate filter systems are available for about $9,000 and active
systems are available for about $16,000. Staff expects the passive type of system to be
the most common system funded due to its broad applicability for 1994 and newer
model year school buses and its relative low cost. However, active systems (requiring a
plug-in for regeneration) are also available that have even greater applicability,
especially for older buses. After a cost analysis, if the $20,000 cost cap is prohibitive,
districts may contact ARB staff regarding a waiver option. Waivers will be considered
only on a case-by-case basis and only if a cost analysis has been performed.

1. Maintenance Costs

Within the $20,000 retrofit funding cap, as discussed above, ARB will allow
implementing agencies to allocate up to $2,500 to pay for DPF maintenance (baking
and de-ashing). This amount adequately covers anticipated maintenance costs,
however; ARB expects it to be less. Hence, documentation in the form of an invoice or
purchase order that states the date of maintenance, description of service performed,
and cost of service must be submitted to the implementing agency to justify
reimbursement of these costs.

DPF devices require periodic maintenance to remove ash caused by motor oil
combustion residues. As previously mentioned, depending on the condition of the
engine and number of miles driven, periodic maintenance is done every 6 to 24 months.
This can be handled by a maintenance contract at the time of device purchase, periodic
cleaning by an outside contractor, or cleaning by the bus maintenance personnel. If the
bus maintenance personnel perform this function, either a DPF de-asher must be
purchased or the DPF must be taken offsite for cleaning. The cleaning option chosen
may be based on the number of DPFs to be cleaned, whether buses can be out of
service while the DPF is taken off site, and the workload of the maintenance personnel.
For fleets that have at least six retrofits, it is more economical for the State to pay for a
de-ashing system, rather than periodic maintenance and districts are encouraged to
consider this option.

A de-asher to clean retrofit filters on-site may be a cost saving option if several retrofits
are in service in a district. This option should be evaluated in terms of the number of
DPFs on existing buses, including all new replacement buses which come with a filter,
the expected lifetime cleaning costs of the DPFs, and the cost of the de-ashing system
versus the cost per cleaning. The ARB estimates a cost of $2,500 over an expected
11-year remaining bus life based on the assumption that the DPF requires cleaning
once every two years at a cost of up to $400 per cleaning.

Implementing agencies may also use State funds to pay for spare back-up filter(s).
During normal filter maintenance, retrofit devices are removed from the school bus for
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several hours for cleaning and de-ashing. A back-up filter will allow the bus to continue
operating during this time. This is an advantage to school districts as there will be no
disruption in their ability to provide transportation to students. ARB will only allow funds
to pay for one spare filter for up to twenty in-service retrofits. The average cost of a
spare filter is approximately $3,000.

With the implementation of the upcoming proposed In-Use On-Road Heavy-Duty Diesel
Vehicles regulation which will essentially require DPFs be installed on all buses by the
end of 2013, ARB will leave it up to the discretion of the implementing agency whether
or not to pay for the cost of filter maintenance for school districts. If maintenance costs
are not covered, additional DPFs will be able to be purchased and installed on more
buses with available Proposition 1B funds, which will further reduce PM emissions.

2. Data Logging

Not every retrofit technology is appropriate for every school bus and every school bus
route. Matching the appropriate technology to each bus and route can be accomplished
by data logging the bus to determine that the exhaust gas temperatures generated
during normal operation meet the regeneration requirements for the device.

To ensure that an appropriate emission control technology is installed on each bus,
funding of $300 per bus shall be included in the funded amount to cover the cost of data
logging for the candidate bus operating conditions.

D. CHP Inspection Prior to Return to Service

Any school bus that has had an emission control retrofit device installed must receive a
CHP safety inspection [(per Title 13, California Code of Regulations (CCR) section
1272(c)] prior to its return to service. This inspection is to determine if the retrofit device
installation or other modification was performed according to the manufacturer’s
procedures and it is required in order to protect the school district and the children in the
case of improper installation or modification.

To meet the terms of the retrofit contract, a copy of written documentation from CHP
personnel that the retrofitted bus is still structurally acceptable to safely transport
students is required. This should be obtained by the applicant after the CHP has
conducted an inspection. The school district is required to provide documentation to the
air district that consists of:

A copy of a completed CHP form 343 — Safety Compliance Report/Terminal Record

Update, OR a copy of a completed CHP form 343A — Vehicle/Equipment Inspection
Report Motor Carrier Safety Operations.
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V. ADMINISTRATIVE RESPONSIBILITIES OF AIR DISTRICTS AND THE ARB IN
IMPLEMENTING THE LOWER-EMISSION SCHOOL BUS PROGRAM

This chapter formalizes the minimum administrative requirements that the ARB and
local air districts must follow to implement the Lower-Emission School Bus Program.
The chapter outlines the ARB’s responsibility for overall program administration and
oversight, and describes the minimum administrative requirements that air districts must
follow to ensure that program goals are achieved.

Because the funding for the continuation of the Lower-Emission School Bus Program
comes from a voter-approved initiative (i.e., Proposition 1B), expenditures from this
source are subject to both State requirements and recent mandates outlined in SB 88
and the three-part accountability structure set forth in EO S-02-07. Together, both
mandates require an increase in transparency for the bond proceeds expenditure
process. Hence, the chapter includes strengthened expenditure, auditing, reporting,
records retention, and contract language requirements that are necessary for
compliance with State requirements. The unprecedented level of State funding for this
round of the Lower-Emission School Bus Program necessitates a more robust oversight
process, and program improvements are a result of lessons learned through auditing
conducted by the DoF and the ARB.

A. EO S-02-07

Proposition 1B funding must be spent pursuant to the requirements of

EO S-02-07, which sets forth a three-part accountability structure for the expenditure of
bond proceeds. The ARB'’s three-part accountability structure for the Lower-Emission
School Bus Program consists of: 1) Front-End Accountability: Following an open public
process, the Air Resources Board approved the Guidelines that address the criteria that
will govern the expenditure of Proposition 1B funds, and the outcomes that such
expenditures are intended to achieve. The Guidelines include funding allocations for
local air districts (see Appendix B). 2) In-Progress Accountability: The ARB is required
to submit semiannual reports to the DoF to ensure that the projects funded with
Proposition 1B proceeds are being executed in a timely fashion and achieving their
intended purposes. To facilitate data collection for these reports, implementing
agencies are required to input program information into an on-line transportation bond
accountability database that is being developed by the ARB. The database is expected
to be operational in spring 2008. 3) Follow-up Accountability: The administrative and
implementing agencies must adhere to the record keeping and documentation
requirements set forth in the Guidelines, and these agencies are subject to audit.

B. SB 88

SB 88 directs the ARB to allocate Proposition 1B funds by first setting aside funds to
replace the remaining 1976 and older model year school buses in California.
Remaining funds are to be allocated to air districts based on each district’'s share of the
1977-1986 model year school bus population. After ensuring funding for replacing all
pre-1977 model year buses, SB 88 provides flexibility by allowing air districts the
discretion to determine how to split their remaining allocation between replacing
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1977-1986 model year buses and retrofitting buses. SB 88 states that an air district will
replace the oldest school buses of model year 1977 to 1986. Therefore, air districts
must preferentially choose for replacement the oldest school buses within their district
that have applied for replacement and that meet the terms and conditions of these
guidelines. Air district funding allocations are provided in Appendix B.

In addition to setting the key allocation provisions for Proposition 1B funding for the
Lower-Emission School Bus Program, SB 88 also:

* Requires recipient (also known as implementing) agencies to submit semiannual
and final reports to the ARB, and requires the ARB to submit those reports to the
DoF. To reduce the reporting burden on implementing agencies, the bond
accountability database is designed to collect data for both bond accountability
and SB 88 reporting requirements.

* Requires these Guidelines to:

o Provide for the audit of project expenditures and outcomes;

o Require that the useful life of the project be identified as part of the project
nomination process; and

o0 Require that project nominations have project delivery milestones.

C. Matching Funds

There is no match funding requirement for new buses purchased to replace pre-1977
model year school buses. This includes buses manufactured before April 1, 1977. For
the replacement of 1977-1986 model year buses, a match funding requirement of
$25,000 per new bus. The ARB'’s Executive Officer has the authority to adjust the
match requirement as necessary. Matching funds may be provided by the school
district, or any other eligible source, including motor vehicle registration fee monies
(e.g., Assembly Bill 923 and Assembly Bill 2766 funds) provided by the local air district.

D. Administrative Funds

An air district may use up to two percent of its total allocation of State program funding
for implementation and outreach costs. In addition, air districts may use up to five
percent of State program funding designated for retrofits (see Section K of this Chapter)
to implement the program's retrofit component (in addition to the aforementioned two
percent).

Air districts must account for administrative and project funds separately. Expenditures
of Lower-Emission School Bus Program State program funding, including funds used to
cover administrative costs, are subject to audit.

1. Allowable Costs

Administrative funds shall only be used for costs associated with the program
implementation-related tasks outlined in these Guidelines and must be documented by
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the air district. Administrative funds shall be used for Lower-Emission School Bus
Program implementation and outreach, including: district staff time; consultant fees;
printing, mailing, and travel costs; project monitoring and compliance expenses; and
indirect costs, such as general administrative services, office space, and telephone
services.

2. Required Documentation

Air districts must maintain documentation of Lower-Emission School Bus Program funds
used for implementation and outreach. Districts must keep the following
documentation:

* Personnel documentation must make use of timesheets or other labor tracking
software. Duty statements or other documentation must be used to verify actual
hours or percent of staff time devoted to Lower-Emission School Bus Program
implementation and outreach.

» Consultant fees must be documented with copies of the consultant contract and
itemized invoices.

* Printing, mailing, and travel expenses must be documented with receipts and/or
itemized invoices.

» If travel and per diem expenses are used to document program implementation
costs, allowable travel costs and per diem rates must be described in the
district’s Policies and Procedures Manual. District travel cost criteria must be
consistent with the district’s written travel policies for other district programs.
Alternatively, if these definitions are included in local administrative code or other
document, the district may cite the document that governs its practices in the
Policies and Procedures Manual.

* Indirect cost calculation methodologies, if used to determine indirect costs of
program implementation, must be fully described or referenced in the district’s
Policies and Procedures Manual. Districts must maintain documentation for all
costs referenced in the indirect cost calculation formula.

The aforementioned documentation, records, and referenced materials must be made
available for review during ARB or other State agency monitoring visits and audits.
These records must be retained for the contract term plus two years.

Districts shall reconcile program and fiscal records at least twice per year.

Districts that charge unallowable costs for program implementation or outreach shall be

required to substitute eligible implementation and outreach funds equal to the dollar
amount found ineligible, or return the funds for the unallowable cost to the ARB.
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E. Assembly Bill 923 Funds

Funds provided through Assembly Bill 923 (AB 923, Stats 2004 Ch 707) are another
possible source of new school bus purchase funding. This legislation has provided a
mechanism for air districts to increase the motor vehicle registration fee surcharge from
four dollars to six dollars. The additional two dollar surcharge may be used by air
districts for four different clean air categories, including the “new purchase of school
buses gursuant to the Lower-Emission School Bus Program adopted by the state
board.”

AB 923 funds may be used to meet the match funding requirement for replacing
1977-1986 model year buses. If an air district uses AB 923 funds as the primary source
of funding to replace a 1977-1986 model year bus, the air district may also cover the
match funding requirement with AB 923 funds.

AB 923 requires that the purchase of school buses with AB 923 funds be pursuant to
the Lower-Emission School Bus Program Guidelines; however, AB 923 funds are not
subject to all of the restrictions, such as the expenditure deadlines, that apply to Lower-
Emission School Bus Program State program funding. These Guidelines include
provisions to cover requirements specific to 2007 Budget Act funds, as well as
provisions generally applicable to all funds to be spent pursuant to the Guidelines.

AB 923 funds allocated to the purchase of new school buses are subject to these
Guidelines, with the following exceptions:

* The dates in the Lower-Emission School Bus Program Timetable do not apply to
AB 923 funds.

» Air districts should report expenditures of AB 923 funds, including AB 923 funds
spent pursuant to the Lower-Emission School Bus Program Guidelines, through
a process established within the 2008 Carl Moyer Program Guidelines.

* On a case-by-case basis, an air district may use AB 923 funding as the primary
source of funding to replace a school bus that has a CHP safety certification
(CHP form 292) that has lapsed in the past. In this instance, the bus must have
a current CHP safety certification (CHP form 292), and the air district must make
the determination that the school bus is being used regularly by the school
district.

F. Assembly Bill 2766 Funds

Revenues collected from the first four dollars of the motor vehicle registration fee
surcharge, authorized by the passage of Assembly Bill 2766 (AB 2766, Stats 1990
Ch 1705), are to be used for the reduction of air pollution from vehicles. These

2 Assembly Bill 923, Firebaugh, Chapter 707, Statutes of 2004. Available at
http://www.leginfo.ca.qgov/pub/03-04/bill/asm/ab _0901-0950/ab 923 bill 20040923 chaptered.html.
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revenues have been used to replace school buses, but also have greater flexibility.
These funds may be used by air districts to fund the replacement of on-board fuel tanks
on school buses operating on compressed natural gas (CNG), to fund retrofits, or to
fund the match requirement.

G. Milestones and Timetable for State Program Fundi  ng

This section covers key program milestones, an abridged timetable (Table V-1), and
describes remediation plans and reconciliation requirements, for the Lower-Emission
School Bus Program. The dates listed in Table V-1 are the final dates for execution of
the designated activities conducted with State program funding. The expanded
timetable is provided in Appendix D.

1. Milestones

This section further describes some of the major performance milestones set forth in the
expanded program timetable (Appendix D). Air districts must meet these milestones in
order to demonstrate progress in meeting the goals of the Lower-Emission School Bus
Program.

* Beginning on April 30, 2008 , the ARB will make State program funds available to
air districts by mailing Grant Award and Authorization Forms to air districts. An
air district may begin requesting funds after its Policies and Procedures Manual
(see Section K) is approved by the ARB. An air district must provide the
documents listed in Section J.1 to receive its initial disbursement.

* Beginning February 1, 2009 , when the air districts’ first semiannual reports are
due, ARB will perform a needs assessment to check each air district’s progress
and ability to implement a local program.

* By March 1, 2009, based upon air districts’ February 1, 2009 demonstration of
performance, the ARB will determine if direct implementation — that is
implementation of a local program by the ARB, with CAPCOA'’s assistance — of
additional local programs is necessary. The funds spent within each air district
will be the same regardless of what organization implements the program.

* August 1, 2009 . If an air district does not meet the milestone(s) for this date,
then the air district must submit a remediation plan to the ARB.

* February 1, 2010 . If an air district does not meet the milestone(s) for this date,
then the air district must submit a remediation plan to the ARB.

e August 1, 2010 . If an air district does not meet the milestone(s) for this date,
then the air district must submit a remediation plan to the ARB.
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Table V-1
Abridged @ Lower-Emission School Bus Program Timetable

Dates Milestones
March 27-28, 2008 Board approves air district allocations and Guideli nes
April 30, 2008 Funds made available to air districts

Initial disbursements to air districts based on rea diness
« Policies and Procedures approved by ARB; previous years’ funds expended by
appropriate deadlines

Beginning May 2008

4 Additional disbursements to air districts based on demonstrated need (i.e., 50% of
and ongoing

funds from all previous disbursements under contrac t)
* Upto 65% of its total allocation through June 30, 2009

ARB/CAPCOA begin direct implementation of funds, wh ere applicable

June 30, 2008 100% of funds encumbered by ARB through Grant Award and Authorization Forms

First semiannual report due/performance milestone(s ) (i.e., information entered into

database by air district; fiscal/program reconciled; air district prints and signs report and mails

it to ARB — these steps must be taken for all semiannual reports and the final report)

February 1, 2009 » Districts with pre-1977 buses: 100% of pre-1977 replacements under fully executed
contracts and ordered

e Districts without pre-1977 buses: 10% of retrofit funds and 10% of 1977-1986 bus
replacement funds under fully executed contracts

Based upon February 1, 2009 demonstration of perfor  mance, ARB determines if direct

March 1, 2009 implementation (by ARB/CAPCOA) of additional local programs is hecessary

June 30, 2009 Deadline for ARB to encumber all funds

Second semiannual report due/performance milestone(  s)

August 1, 2009 * 50% of an air district’s total allocation under fully executed contracts

Third semiannual report due/performance milestone(s )

e 100% of pre-1977 bus replacements paid for and in operation

February 1, 2010 e 100% of 1977-1986 bus replacement funds under fully executed contracts and buses
ordered

* 50% of an air district’s retrofit commitment under fully executed contracts

« 10% of an air district’s retrofit funds spent and retrofitted buses in operation

Retrofit funding may no longer be available for sch ool buses due to proposed In-Use

June 30, 2010 On-Road Heavy-Duty Diesel Vehicles Regulation

Fourth semiannual report due/performance milestone( S)

August 1, 2010 * 100% of an air district’s total allocation under fully executed contracts

Fifth semiannual report due/performance milestone(s )
February 1, 2011 e 25% of 1977-1986 bus replacement funds paid out
«  50% of retrofit funds spent and projects in operation

April 1, 2011 All new buses delivered and infrastructure complete d

Deadline for full expenditure of Proposition 1B fun ds
June 30, 2011 * 100% of funds paid out; all project