AN ASSESSMENT OF THE LOW CARBON STANDARD ON THE CALIFORNIA PROPANE MARKET

The Western Propane Gas Association (WPGA) appreciates the opportunity to respond to the Proposed Concept Outline for the California Low Carbon Fuel Standard of March, 2008. This document plus those of the experts, “A Low Carbon Fuel Standard for California, Part2: Policy Analysis-Final Report”, and “A Low Carbon Standard for California, Part 1: Technical Analysis-Final Report” provides the basis for our comments while ignoring for the moment the Western Climate Initiative so as to minimize confusion. 
It is WPGA’s judgment that it serves no useful purpose to include propane in the initial implementation stages of the LCFS for reasons detailed below.  It is not our intent to skirt the regulations or avoid participation in LCFS , in fact we believe the low carbon content of propane may offer advantages in the cap-and- trade mechanism of the program.  At the outset, however, propane is a very small player in the overall transportation sector of California’s energy use, the proposed rules are not particularly relevant to propane, the formulas are complex and ultimately will cause confusion to the extent at least one criteria of the program—cost effective—will be violated.  
Page 1, Section 1a. Applicability of LCFS---Feedback Requested
WPGA suggests that hydrogen should not be included immediately at the onset of the standard; rather there should be either a quantity or threshold to trigger inclusion.  We suggest the same threshold or similar mechanism for propane for the following reasons.
In “A Low Carbon Standard for California, Part 1: Technical Analysis-Final Report” Table 1-1: California transportation fuel GHG emissions in the baseline year, 2004 we see the following data: 

 1. LPG emissions in (MMTCO2E) is shown at 0.10% of the state’s total
GHG for the baseline year. While acknowledging every ton or even a  part of a ton of GHG is important, the miniscule amount of emissions attributed to propane at this point simply does not justify the reporting, sampling and scorekeeping effort. 
 2. The propane industry is mounting a major effort to get more propane 

powered vehicles, both on-road and off-road . If that effort is successful    in, say 5 years, it may well be appropriate to revisit the exclusion of propane and perhaps other fuels as well.  But first there should an impact level that justifies the compliance effort.  We suggest that any fuel that produces at least 5% of the total GHG be included in the reporting requirement.
.
3.  If hydrogen is not included immediately but is allowed to opt-in later to
the LCFS, it will not be subject to reporting but will still be able to      generate credits should it qualify.  The same option should be available for propane since any displacement of gasoline or diesel by propane will in itself contribute to a lower carbon footprint. See Table 3-23 Energy and GHG Impacts of LPG Vehicles, Consultant’s Report, “Full Fuel Cycle Assessment: Well-to-Wheels Energy Inputs, Emissions, and Water Impacts”, CEC, revised 8/1/2007.
4.  Should propane be subject to reporting with or without a threshold level, it should be contingent on the retailer receiving from the producer or wholesaler a specification breakout as to the components of the fuel being sold to the retailer.  As is the case currently with the mandated use of propane meeting the special “Specifications for Liquefied Petroleum Gas” Title 13, California Code of Regulations, section 2292.6 commonly referred to as “HD-10”, the burden of compliance for providing this special fuel for engine fuel purposes rests with the retailer. Yet, the retailer has no way of knowing whether the fuel purchased meets those specifications unless informed by some third party.  A similar dilemma will happen with the LCFS reporting if required.
Page 1. 1b. Question: Transportation fuels 
The definition includes fuels used in California for transportation on-road and off-road, off-road equipment, and locomotive applications.  Does this provision also apply to off-road farm equipment? Does it also include fuel for agricultural irrigation pump engines?
Page 5, Volume Obligation for Ultra Low Carbon Fuel
WPGA has no recommendation as to the suggested threshold for ultra low carbon fuel but uses this opportunity to point out that if the “obligated party” is the fuel provider supplying fuel to a vehicle, in the case of propane that party does not “produce” the LPG being provided.  The LPG retailer has no direct control over the quality of fuel provided.  It may be possible to specify by contract “x” percentage of ultra low carbon fuel be supplied to a given retailer, but such a specification may result in limiting supplies.  Most retailers have no current way of segregating ultra low carbon fuel from supplies for other conventional non-transportation markets. Further, unless producers or wholesalers provide the information as to the hydrocarbon makeup of the fuel supplied, the retailer has no way of knowing ultra low carbon fuel from conventional supplies.  

Unless that data gap can be bridged, WPGA suggests an ultra low carbon requirement not be included in the LCFS.

Page 6, 3.1.b Compliance and Enforcement  
This provision requires the submission of periodic compliance reports during the phase in period of the regulation.  As mentioned in other areas of this response, the retailer supplying fuel to the transportation sector has no way of knowing if a given supply meets “California only” criteria, or whether a mix of higher and lower carbon California fuels on average meets the respective standard unless that information is made available to the retailer by some entity further upstream. 
It does seem, however, advantageous to the overall purpose of the LCFS initiative to allow and even promote the use of propane since the “Full Fuel Cycle Assessment: Well-to-Wheels Energy Inputs, Emissions, and Water Impacts”, CEC report, revised 8/1/2007 clearly points out the GHG benefits of propane over conventional gasoline and diesel. The trick may well be finding the mechanism for reporting.
Page 7, 3.2.f  Propane  (fuel provider)

Staff seeks input on what entity should be treated as the « provider » for propane.  Since the obligated party is the fuel provider it is important to get that definition correct. 
In the case of the actual provider of the propane fuel to the vehicle or engine, that entity likely has no way of knowing (1) whether the propane is California or non-California based nor exactly what is the make up of the fuel being provided.  The reason is that the actual producer or wholesaler who provides the propane to the retailer provides very minimal data on the invoice or bill of lading. Not generally provided (and there is no mandate to provide otherwise) is the volume or percentage of the propane that is actually propane, ethane, propylene, butane or any other hydrocarbon.  Further, there is no way for that fuel provider to know if the crude oil from which the propane was made originated in California, off shore, Alaska, Canada, Over thrust area, New Mexico or any other source.  If one does not know the source and the gravity, it is impossible to calculate a “blend stock” value for formula 5.2.1 because the pathways to finished fuel are not known. If those “blend stock” values are required to be known it will necessitate access to a gas chromatography set up, an economically impossible compliance requirement for locations other than large terminals or production facilities.
Further, at the retail level where the fuel is dispensed into a vehicle, the “blend stock” can easily change from one hour to the next depending on the source of the propane.  ARB is suggesting a quarterly reporting period. A quarterly reporting period appears reasonable but it is important to recognize that in the case of propane, that is a mere snapshot of what has happened previously.

As suggested in the case of 3.2.n, page 8 for those acquiring diesel and neat biodiesel/biomass based diesel for purposes of producing an alternative fuel the obligated parties are the refiners and blenders.  Perhaps in the case of propane the obligated parties should be the producers, the refiners, the importers and wholesalers, in essence one step further upstream. The basis for determining the obligated may simply be that entity that first introduces the propane into commerce for sale as a transportation fuel in California. That entity will know the composition of the fuel as well as its origin.  What it will not know if where the fuel is ultimately used, e.g. in MD or HD engines.
Page 8, 3.3.1 Tracking and Reporting

It is not clear how ARB plans to gather the information for propane much less construct a formula for determining how much came from what source, and the BAFC values that went in to each type of vehicle, e.g. LD and HD?

Comment:  There are about 75 different supply points of propane used in CA.  These may be refineries and gas plants within the state as well as out of state including Canada.  In addition to these refinery and gas plant supply points where the propane is actually produced, there are large storage depots where propane supply is co-mingled as the product moves down the supply chain to the fuel user.  This supply can be co-mingled from any one or more supply points throughout the west, all delivered to and from by truck and trailer, and rail car.  There is only one way to know what hydrocarbon mixture exists at any point in the supply chain, and that is through gas chromatography.  A GC set up costs about thousands of dollars to purchase, and a trained technician needs about 2 hours to run the test.  At whatever point in the distribution chain this set up is mandated it had better be as close to the customer as possible, otherwise the makeup of the blended fuel is exposed to possible inadvertent dilution from non-transportation supplies.  

Trying to track the source of and quality of propane throughout a vast distribution system throughout the western US is unworkable, impractical, and expensive all for a resolution of fuel makeup that will be, regardless of the diligence, suspect in its accuracy.

Page 10, 3.4.3 Software Compliance Tool
From the above discussion it is clear that there are some unique requirements for tracking and reporting propane.  WPGA will be pleased to share in greater detail with the contractor how the propane systems works in hopes that a software tool will eliminate much of the hand work we foresee.

Page 11, 3.5 Violations and Penalty
WPGA urges great caution on the definitions of what constitutes a violation, and how enforcement is to occur.  As mentioned earlier, there currently is a conundrum with implementation of the HD-10 California special specification for LPG because the entity responsible for delivering only the special fuel for engine fuel use has no way of knowing if the fuel meets California criteria.  Due process cases have generally upheld defendants who are burdened with the responsibility but have no data to make a judgment.

Page 11, Credit Calculations

WPGA admits that it has no clear way of implementing a credit calculation based on LD, MD and HD vehicles mainly because a retailer delivering fuel to a customer location’s sole storage tank does not know how ultimately the fuel will be used.  Only the customer will know.  A mechanism for acquiring such data needs to be developed.

Page 12, 4.3 Credit Acquisition and Trading
In the initial years of the program at least, WPGA believes that credit trading should be limited to obligated parties only.  While 3rd party participation may result in a more dynamic and efficient market, there also could be distortions caused by those not directly involved.  Let’s see how the market works first, 3rd parties can always be added.

Page 13, 5.2 Calculation of Average Fuel Carbon Intensity

This section seems overly complicated, if not irrelevant concerning propane. In the case of propane, the BAFCI system and  BAFCI (blend stock) is one and the same.  If the producer/refiner changes the ratio of propane/butane/propylene in the mixture while still meeting the requirements of California’s propane fuel specification, that generally is not known to the fuel provider/obligated party.  That calculation will have to be done by some entity upstream.
Also, the complexity is further aggravated by propane supplies to California coming from any number of sources, some by truck, some by rail, some from refineries, some from gas plants, some from underground storages, and some from aboveground terminals located both within and outside California. Some supplies meet commercial grade specification, some the so-called California HD-10 spec some HD-5 spec.  Segregating different specification product for transportation and non-transportation markets at the wholesale and retail level may be a very expensive proposition. The ultimate result may be that some propane fuel providers simply elect not to participate in the transportation market.  And some producers/refiners/importers and wholesalers elect not to supply product for the transportation market, either burning it or exporting it out of the state for indigenous produced supply. That would be unfortunate because of the inherently low carbon footprint of propane as well as the potential for reducing the overall supply volumes to the California market.

WPGA will request examples of staff on just how a carbon intensity calculation for propane will work before proposing final comments. 
Appendix A. Sample Calculations
It is not clear who has the responsibility of performing and reporting these calculations. Only the fleet user will have the data for the type of vehicle/engine, but the fleet is not the obligated party?  The fuel provider/obligated party will not have access to the fleet data unless shared by the fleet user.  

The whole process appears to be extraordinarily complex and time consuming with uncertain value. Clearly, there has to be a better way using macro data, some estimates and modeling to achieve much the same result.
Page 24, Appendix B. Example Fuel Pathways

The chart for natural gas shows processing “outside California” leading to LPG, but not shown is processing of natural gas within California. Processing of natural gas within California is a major source of LPG, and should be included.
Page 26. Appendix C.  Example GREET Input Values
The only parametric value shown for LPG is for fertilizer production. WPGA assumes this is an example of an ethanol pathway, and not inclusive of other pathways.
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