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Manisha Singh
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Headquarters Building
1001 "I" Street
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Re:  Comments For Draft LCFS Regulations
Dear Ms. Singh:

Shell Oil Company appreciates the opportunity to comment on CARB’s December 2, 2008 version of the draft low carbon fuel regulations.  Shell would be a regulated party under these regulations and, therefore, has a direct and significant interest in this rulemaking.

Shell submitted comments on earlier versions of the regulations on November 14 and May 5, 2008.  We appreciate that some of our comments have been incorporated into the newest version of the draft regulations.  We note that some of our comments have not yet been addressed by CARB but we recognize that CARB has not yet updated the draft regulations to fully incorporate the comments that the Agency has received from the public.  We urge CARB to continue to consider our previously submitted comments as the Agency updates the draft regulations.  Rather than repeat our earlier comments here, we will focus on a few points that are in addition to our earlier comments, or new issues arising in the most recent draft.  We ask that you incorporate our earlier comments by reference herein.

I. CARB Should Simplify Its Approach Toward “Non-conventional” Crudes 

CARB is proposing to distinguish “conventional” and “non-conventional” crudes and is proposing a complicated process for obligated parties to petition for unique carbon intensities for transportation fuels made from “non-conventional” crude.  We believe that CARB should take a simpler approach that will nevertheless achieve CARB’s goal of reducing the overall carbon intensity of transportation fuels.   

Rather than distinguish “conventional” and “non-conventional” crudes, as CARB now proposes, we suggest that CARB instead determine the average carbon intensity of petroleum fuels in California regardless of crude type.  From there, we suggest that CARB review the average carbon intensity of petroleum fuels periodically, and make adjustments in the level of their default values if necessary to compensate for changes in the average crude carbon intensity.

In the event that CARB continues to pursue distinguishing “conventional” and “non-conventional” crudes, we continue to believe that CARB should establish different pathways and default values for different “non-conventional” crude pathways.  In addition, CARB should clarify how fuels produced from a combination of “non-conventional” and “conventional” crudes will be treated under the regulations.  CARB should also work further on the definitions of “non-conventional” and “conventional crudes” as the proposed definitions based on the extraction methodology (i.e, primary, secondary, or tertiary) do not provide sufficient clarity. 

II. CARB Should Establish A Workable Process for Establishing Unique Carbon Intensities for Conventional Fuels Made From “Conventional” Crude

Section 95425 sets forth a process to establish unique carbon intensity values for fuels produced from “non-conventional” crude, and for alternative fuels.  This process would not apply to conventional fuels made from “conventional” crudes.  It is inequitable for CARB not to treat conventional fuels produced from “conventional” crudes the same as the other fuels.

CARB should recognize a process by which individual companies can petition to establish more accurate carbon intensity values compared to the default values for fuels derived from “conventional” crudes, “non-conventional” crudes, and for alternative fuels.  CARB should not limit the use of such a process to instances where there is a 10 percent difference between the default carbon intensity and the carbon intensity that would be established through such a process, since any reduction is an improvement that is in line with CARB’s goals of reducing emissions.  If CARB intends the 10 percent threshold to apply to the well-to-wheel carbon intensity of the fuel, then CARB appears to be establishing a threshold that is so high that this process is unlikely to ever be used.  For example, if the well-to-wheel carbon intensity of CARBOB is 96.2 gCO2e/MJ, and of that 96.2 gCO2e/MJ, 20 percent  (i.e., 19.2 gCO2e/MJ) is from the well-to-tank component (which the regulated parties have some ability to affect) and 80 percent (i.e., 77 gCO2e/MJ) is from the tank-to-wheel component (which is outside the ability of the regulated parties to affect), in order to meet the 10 percent threshold on a well-to-wheel basis, the party petitioning for a unique value would have to demonstrate that they have reduced the carbon intensity of the well-to-tank component from 19.2 gCO2e/MJ to 9.6 gCO2e/MJ.  Thus to meet the 10 percent well-to-wheel threshold, a regulated party would have to reduce the greenhouse gas emissions of the processes that they can influence by at least 50 percent. This is an extraordinary high threshold, which will create disincentives for firms to take action to reduce emissions.  At a minimum, if CARB is going to impose a 10 percent threshold, it should be 10 percent of the portion of the fuel life cycle that the regulated party has the ability to affect.  In addition, if a threshold is established, it should not be percentage based, as a percentage basis would arbitrarily establish a lower threshold for fuels that have lower carbon intensities and a higher threshold for fuels that have higher carbon intensities.   

The LCFS regulations should encourage innovation and investment in technology that will reduce the carbon intensity of fuels.   CARB should encourage investment in carbon capture and storage (CCS) technology.  If CCS is undertaken at a refinery, for example, the carbon intensity of the fuels produced from the refinery will be reduced.  However, as currently proposed, CARB’s regulations would not allow a refiner to apply for a unique carbon intensity value for conventional fuels produced from “conventional” crudes and thus, the LCFS regulations do not encourage refiners to install innovative technology such as CCS.   We believe that this outcome is contrary to the overall objectives of the LCFS regulations and we urge CARB to revise the regulations to allow refiners to petition for unique carbon intensities for the fuels that they produce.   We recognize that CARB has concerns about the possible double counting of emission reductions between the AB 32 program and the low carbon fuels regulation.  While we believe that innovative technology such as CCS at a refinery should count towards both programs because it would in fact reduce emissions at the refinery and reduce the carbon intensity of fuels produced at the refinery, to address CARB’s concern about double counting we suggest that rather than CARB deciding that CCS will only apply to the AB 32 program, CARB should provide the regulated parties the option of applying the carbon reductions resulting from CCS to either the AB 32 or low carbon fuels programs.

III. CARB Should Not Impose Limits On The Banking Or Use of Credits 

The draft regulations raise the prospect of CARB imposing a 20% limit on the ability to use credits generated in prior years.  CARB should not impose such a restriction.  The ability to bank and use credits will stimulate action to reduce carbon emissions ahead of schedule, and the banked credits will provide important flexibility to obligated parties as they attempt to comply with this regulatory program.  CARB should encourage early action to reduce emissions, and therefore should not impose any such restrictions on the banking or use of credits.

* * *

Shell appreciates this opportunity to comment on CARB’s December 2, 2008 draft low carbon fuel regulations.  We would appreciate the opportunity to meet with you to discuss these comments.  In the meantime, should you have any questions concerning these comments please call me, or Clay Calkin at 925-313-3321.

Sincerely yours,
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Randy Armstrong

Environmental Issues Director
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