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December 19, 2008

Ms. Christina Zhang-Tillman  

California Air Resources Board

10001 I Street 

Sacramento, CA 95814
Re:
CARB - December 2008 Draft Version of the Low Carbon Fuel Standard Regulation

I. Introduction

NGVAmerica appreciates the opportunity to provide the following comments to the California Air Resources Board (CARB) with respect to its December 2008 draft version of the Low Carbon Fuel Standard Regulation.  NGVAmerica recently submitted comments to staff with respect to the ARB’s Draft Comparison of Greenhouse Gas Emissions from Natural Gas and Diesel Vehicles.  In those comments we addressed the different pathways presented for natural gas and other assumptions concerning the production of natural gas from renewable sources.  We have not restated those comments here but have attached a copy of our comments to ensure they are considered. NGVAmerica is a national organization dedicated to the development of a growing and sustainable market for vehicles powered by natural gas, biomethane and natural gas-derived hydrogen. NGVAmerica represents more than 100 member companies, including: vehicle manufacturers; natural gas vehicle (NGV) component manufacturers; natural gas distribution, transmission, and production companies; natural gas development organizations; environmental and non-profit advocacy organizations; state and local government agencies; and fleet operators.

II. Comments

NGVAmerica supports CARB’s efforts to advance the market for low-carbon fuels.  The adoption of the low-carbon fuel standard in California will accelerate the use of alternative transportation fuels like natural gas. These efforts will result in greater fuel diversity, improved energy security, reduced greenhouse gas emissions, and reduced criteria pollutants.  We believe ARB’s analysis demonstrates the important reasons for encouraging the use of natural gas as a transportation fuel.  As noted above, we have provided more detailed comments on ARB’s analysis and the different pathways presented for natural gas.  The comments submitted here address the draft regulation’s implementation schedule, coverage and other technical issues related to implementation.

Section 95422 – Compliance Schedule
The draft regulations include an implementation schedule for the year’s 2010 – 2020.  In the initial year, compliance is defined simply by reporting obligations as the performance requirements for low-carbon fuels do not require reductions in average carbon content until 2011.  Beginning in 2011, the performance requirements or reductions are phased-in very slowly and really do not require substantial reductions in carbon content until 2017 when the regulation requires a 5.5 percent reduction in the average carbon content of gasoline and diesel fuel.  Rather than implement a linear compliance path, staff has proposed a back-loaded approach that provides regulated entities quite a bit of lead time to produce real reductions in carbon content.  
We have several concerns with the approach proposed by staff.  The most significant concern is that this program, while it is likely to promote the use of very low-carbon fuels, initially will have very little impact on the introduction of such fuels because the performance criteria in the initial years is so weak.  In fact, we think the phase-in schedule will discourage the production of very low-carbon fuels and result in a very small or no market for carbon credits.  And the proposed schedule also means that the program will provide very little in the way of overall carbon reductions in the early years.  
We urge CARB to adopt a more aggressive implementation approach, requiring larger reductions in the earlier years in order to encourage and incentives very low-carbon fuels.  We also would urge CARB to work with industry to develop low-carbon fuels and promote their use as transportation fuels in California.  As we previously have noted, natural gas can be produced from a number of renewable sources and the development of renewable natural gas should be encouraged.  CARB can assist this effort by ensuring that renewable natural gas producers receive credit for producing such fuels and allowing flexibility in how such fuels are nominated for downstream use.  Adopting an aggressive implementation path will accelerate the development of conventional natural gas, renewable natural gas and other very low-carbon fuels.
Section 95422 - Inclusion of Gasoline and Diesel Motor Fuel 
NGVAmerica supports the required performance standards for gasoline and diesel and does not believe exclusion of diesel fuel is warranted.  Diesel fuel makes up an important part of the motor fuels market and as such leaving it out of this regulation would provide an advantage to diesel fuel that is unwarranted and result in less carbon reductions.  This would be especially harmful to the alternative fuel industries that are slated to be regulated parties under this proposed regulation.  Excluding diesel fuel also could encourage fuel switching to diesel fuel which would not be in the interest of California or the nation given the concerns regarding petroleum reliance and emissions from diesel fueled vehicles.  There is no reason to exempt diesel fuel from this regulation as biofuels can be blended with diesel fuel as with gasoline.  Moreover, we believe that given the abundance of domestic natural gas supply, liquefied natural gas can supply a major portion of the fuel supply needed to support the diesel compliance pathway under the LCFS comments.  We find it curious that some point to the existence of low-carbon diesel fuel as a reason that natural gas is not needed as a heavy duty transportation fuel but at the same time they oppose regulations that require low-carbon diesel fuel.  

Section 95424(5) – Coverage of Natural Gas Providers – Exemption of Low-Carbon Fuel Providers
The proposed regulation potentially includes coverage of fuels that already meet the carbon intensity levels specified in the statute.  We would urge CARB to consider exempting such fuels from regulation as compliance with these regulations could unnecessarily increase the cost of such fuels.  As noted above, the current phase-in requirements essentially mean that most of the fuels will not be able to earn credits that can be sold because the need for credits appears unlikely at least initially.  Therefore, we would argue that alternative fuel providers should not be subject to mandatory compliance with the regulations but should have the option of opting into the program in order to earn credits if such credits turn out to be valuable.  Parties that would otherwise be regulated should have the option of requesting an exemption upon showing that the fuel they sell already meets the fully phased-in 2020 performance requirements.  
Section 95424(5) – Coverage of Natural Gas Providers – Determining Which Natural Gas Provider is the Regulated Party  
NGVAmerica urges CARB to move the point of regulation with respect to compressed natural gas to the party that compresses the natural gas. As currently proposed, the regulation extends coverage to the person that holds title to the fuel immediately prior to deliver of the fuel to the vehicle fueling facility.  This could extend coverage to natural gas producers, marketers, pipelines and local distribution companies.  The problem with pushing coverage back to these entities is that, in most cases, they have no way of knowing how much of the fuel they sell to a certain entity is used as motor fuel vehicle as opposed to for other purposes, and it is even less likely they will know in what type of vehicles the fuel is used.  Therefore, in the case of compressed natural gas, the regulated party should be the party that is responsible for compressing the natural gas. 

Section 95425(c) - Low Carbon Credits – Limitation on Use of Oder Credits
The development of a flexible credit market is important to encouraging the development on low-carbon alternative fuels.  Alternative fuel producers will benefit from the ability to generate and sell credits to other regulated parties, particularly regulated parties that produce gasoline and diesel fuel.  As such, we do not support the inclusion of the 20 percent cap on the use of banked credits or credits generated in previous years because it will discourage early production of low-carbon fuels.  The cap on prior year credits and the proposed back-loaded implementation schedule when combined will have a chilling effect on early introduction of low-carbon fuels and thus we do not support these provisions.  

Section 95425 – Credits – Ability of Non-Regulated Entities to Generate Credits

NGVAmerica urges CARB to allow non-regulated parties the ability to earn credits that can be transferred to regulated entities as long as there is a reasonable nexus to the transportation fuels market.  In particular, we believe CARB should allow non-regulated landfill gas producers, and other non-regulated renewable natural gas producers, that sell fuel to pipelines the ability to generate carbon credits that can be sold to regulated entities. Based on our review of the regulation, it appears that landfill gas producers that sell their gas to pipelines and do not retain title to the gas during transport do not have the ability to participate in the LCFS credit market through the retention, transfer, sale or retirement of LCFS credits.  We believe the landfill gas operator should be able to retain the benefit and the credit associated with this fuel and sell it to regulated entities by nominating the quantity of gas sold to pipelines to downstream sellers of natural gas for vehicle use.  Thus, the nexus is retained because the credits can only be marketed and sold to natural gas providers who sell natural gas for vehicle use.  This is important to retaining flexibility and encouraging the beneficial allocation of renewable natural gas without requiring the landfill gas operators to become regulated parties simply to benefit from this program.  

NGVAmerica opposes providing credits to activities that are unrelated to increasing the supply of low-carbon fuels.  As noted above, we do support credits for certain unregulated activities.  But these activities must be related to increasing the supplies of low-carbon transportation fuels and be able to be tied back to the production of such fuels.
Section 95429 - Inclusion of Review Periods
NGVAmerica agrees that this regulatory program should include periodic reviews.  However, we do not believe that such review periods should be tied to continued implementation of the regulations performance standards.  Conditioning future performance levels to set review periods raises the possibility that the regulations will be unnecessarily delayed in the future.  Such delays will discourage production of low-carbon fuels and harm industries that have ramped up their production of such fuels to meet expected demand.   

III. Conclusion

NGVAmerica appreciates the opportunity to provide these comments.  
Sincerely, 
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Please contact the persons listed below for more information:

Richard Kolodziej






President







NGVAmerica


400 N. Capitol Street, NW

Washington, DC 2001




   

(202) 824-7366

Jeffrey Clarke

General Counsel & Regulatory Director

NGVAmerica

400 N. Capitol Street, NW

Washington, DC 2001




   

(202) 824-7364
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October 24, 2008

Mr. Floyd Vergara, Esq., P.E. 

Manager, Industrial Section 

California Air Resources Board

10001 I Street 

Sacramento, CA 95814

RE:
California Air Resources Board, Draft Comparison of Greenhouse Gas Emissions from Natural Gas and Diesel Vehicles (08/10/2008)

III. Introduction

NGVAmerica appreciates the opportunity to provide the following comments to the California Air Resources Board (CARB) with respect to the August 10, 2008 draft report entitled “Comparison of Greenhouse Gas Emissions from Natural Gas and Diesel Vehicles.”  NGVAmerica is a national organization dedicated to the development of a growing and sustainable market for vehicles powered by natural gas, biomethane and natural gas-derived hydrogen. NGVAmerica represents more than 100 member companies, including: vehicle manufacturers; natural gas vehicle (NGV) component manufacturers; natural gas distribution, transmission, and production companies; natural gas development organizations; environmental and non-profit advocacy organizations; state and local government agencies; and fleet operators.

IV. Comments

NGVAmerica supports CARB’s efforts to develop a market-based low-carbon fuel standard (LCFS) for fuels sold in California.  This program when fully developed and implemented should accelerate the use of alternative transportation fuels like natural gas. These efforts will result in greater fuel diversity, improved energy security, reduced greenhouse gas emissions, and reduced criteria pollutants.  We believe that the current analysis largely demonstrates the important reasons for encouraging the use of natural gas as a transportation fuel.  However, we believe this analysis nevertheless understates the true contribution that natural gas can make toward lowering overall greenhouse gas emissions because it includes a number of errors with respect to emissions from the natural gas production, processing and use.  Moreover, the current pathways under consideration ignore the current and likely market realities experienced in the U.S. and California and also fail to take into account the production of natural gas from renewable sources.  The comments submitted here also support previous comments made by Sempra Energy and Clean Energy.

LNG Supply Pathways 

The draft analysis assumes that all LNG used to power vehicles in California will be derived from imported sources of natural gas.  This includes natural gas imported as LNG and gasified so that it can be shipped by pipeline to a liquefaction facility, LNG imports that are gasified and shipped via pipeline to a CNG facilities, and LNG imports that are shipped by tanker truck as LNG to customers.  This is simply wrong.  All the LNG currently produced and used as motor fuel in California is produced from natural gas from North American sources, and there is not a realistic scenario where this would change.  


LNG imports to the U.S. currently are declining not increasing.  The reason is expanding U.S. natural gas resources and world LNG economics.  As to natural gas resources, in 1990, the Potential Gas Agency, the recognized experts on U.S. natural gas resources, estimated that, in the US, we had 1,100 trillion cubic feet (Tcf) of gas resources (i.e., gas that could be produced economically at that time).  From 1990 to 2006, we produced and consumed about 300 Tcf of that 1,100 Tcf.  In a 2007 study, the Potential Gas Agency estimated that we had 1,500 Tcf in gas resources!  Technology and economics had changed and what was once considered uneconomic became economic.  In July of this year, a study by Navigant Consulting concluded the real number today is closer to 2,200 Tcf.  Again, economics and technology had changed – primarily with respect to gas from America’s vast shale formations.  The 2,200 Tcf represents 118 years of supply at current US production levels.  

Longer term, it is probable that America will be able to produce methane (which comprises 90 percent of natural gas) from domestic methane hydrate formations.  Methane hydrates consist of methane trapped in ice structures found off of every continent and at the Earth’s poles.  The United State Geological Service (USGS) estimates that twice as much energy is trapped in methane hydrates than in all the oil, coal and natural gas combined.  Currently, methane hydrate production is uneconomic.  However, much research is underway world-wide, and the government of Japan has announced that they will be producing commercial quantities of methane from hydrates within 10 years.  

As to LNG economics, the demand for LNG worldwide exceeds supply, and demand is expected to continue to grow faster than supply.   Therefore, world LNG prices are forecasted to remain quite high.  However, unlike with petroleum, the U.S. is not tied to world natural gas prices.  About 98 percent of the natural gas used in the U.S. is produced in North America. Moreover, except for one small exception in Alaska, there are no LNG export terminals in North America.  So U.S. producers cannot participate in the world market.  As a result, North America supply and demand determines U.S. natural gas prices, and, because of our huge natural gas resource base, the U.S price for natural gas is significantly lower than the world price.  In its 2008 Annual Energy Outlook, the U.S. Energy Information Administration forecasts that U.S. natural gas prices will be $7.35 per million Btu (in 2006 dollars) or less through 2030 – significantly below world LNG prices!  It is unrealistic to assume that the volume of imported LNG will grow.  As a result of all the above, CARB should not assume any LNG for California’s vehicles will be produced from imported LNG.

Transition to Biomethane Use in NGVs

While the CARB analyses includes ethanol produced from a variety of sources, it significantly undervalues the role that biomethane produced from these same sources and used in natural gas vehicles can play in reducing greenhouse gases.  Methane is produced when organic matter decomposes without oxygen.  DOE estimates that the U.S. could easily produce 1.25 Tcf per year from just landfill gas, sewage and animal waste alone.  This is enough to fuel 20 million average cars.  Importantly, in Europe, they have concluded that producing biomethane from cellulosic matter (crop waste and energy crops like switchgrass) is far more productive and less expensive than producing cellulosic ethanol.  Cellulosic biomethane could provide a virtually inexhaustible supply of renewable methane.  We are aware that CARB has finally released an analysis titled “Detailed California-Modified GREET Pathway for Compressed Natural Gas (CNG) from Landfills.”  We hope that future CARB pathway comparisons will prominently include a pathway that reflects this data.  However, CARB has not published any analysis (or included any pathway) for biomethane produced from sewage or animal waste – nor for cellulosic biomethane.  Neither has CARB included a pathway that reflects LNG from biomethane. These are not future technologies.  California and other parts of the U.S. have a growing number of biomethane-from-waste projects, and Europe is demonstrating biomethane from cellulosic feedstocks. As the volume of biomethane on the U.S. market expands, an increasing amount will be blended with natural gas for natural gas vehicles.  The recent purchase of a landfill-to-biomethane facility in Texas by Clean Energy is just one example.  That biomethane will be moved by displacement to fuel natural gas vehicles in California. As the CARB biomethane-from-landfill-gas analysis clearly shows, biomethane can be among the most effective greenhouse gas reduction pathways. We urge CARB to ensure that the potential of all biomethane technologies is reflected in its analyses before policy decisions are made.   

Transition to Hydrogen Vehicles

While natural gas vehicles can’t take direct credit for the greenhouse gas reductions of hydrogen powered vehicles, a growing natural gas vehicle market is removing obstacles today for the rapid introduction of hydrogen vehicles once they become commercially available.  Examples include:

· Hydrogen fuel storage, fuel handling, dispensing and metering systems – as well as the associated safety codes and standards – are all simply extensions of existing natural gas systems.  As natural gas systems improve, that knowledge is being directly applied to benefit hydrogen systems.  

· Commercial garage, maintenance and other indoor facilities in which hydrogen vehicles will be housed will require substantial modification to permit hydrogen vehicles to use the facilities safely (e.g., increased building ventilation; installation of explosion-proof fixtures and switches; elimination of ceiling-mounted open-flame heaters; installation of gas detectors and fire suppression systems.)  These are the same modifications that are being made today to permit the safe use of natural gas vehicles.  
· Every natural gas station also is a potential hydrogen fueling site.  Co-locating hydrogen refueling stations with existing natural gas refueling stations has the potential to enhance the logistics and economics of hydrogen fueling in the early years of deployment.  It is even possible that existing natural gas station hardware, with certain upgrades and modifications, can be used to fuel hydrogen vehicles. 

· Hydrogen vehicles will require a new structure of human support services -- such as mechanics, inspectors, and fire marshals -- who are familiar with gaseous fuel vehicles.  A growing natural gas vehicle industry is already creating such a support structure.  
· Significant behavioral and institutional changes will be needed for the public to understand and accept a gaseous fuel like hydrogen as a mainstream transportation fuel.  A growing natural gas vehicle industry is working today to overcome perception issues associated with gaseous fuels.  Thus, laying the groundwork for easier public acceptance of hydrogen vehicles.
· Hydrogen can be blended with natural gas to produce an exceptionally clean transportation fuel (HCNG). With relatively minor vehicle modifications, this blend can be used in today’s heavy-duty NGVs.  This technology exists today, and can be used now to help grow demand for hydrogen prior to full hydrogen vehicles entering the market – thereby, helping to economically justify the construction of hydrogen fueling stations.

While the value of this “laying the groundwork” benefit is difficult to quantify in greenhouse gas terms, if CARB believes that hydrogen vehicles will play a significant role is reducing greenhouse gases in the future, then CARB should take all of the above into consideration in ranking the greenhouse gas benefits of natural gas vehicles. 

LNG Greenhouse Gas Emissions

Within the assumed pathways, the emission results presented by CARB do not appear consistent with emission results reported elsewhere.  We point to Sempra Energy’s comments in particular as highlighting a number of discrepancies with respect to LNG emissions. Rather than restate the points raised by Sempra we would simply like to comment that we are in support of their comment dated Sept. 30, 2008.  

Generalized Natural Gas Pathways

The report includes a generalized diesel pathway but does not appear to include a generalized pathway for CNG or LNG.  As noted above, we have serious concerns about the assumptions made concerning the various pathways presented in the report and we also question here the fact that these pathways are viewed as discrete pathways that are not combined in any way to reflect the fact that natural gas from a variety of sources will end up being brought into the state, comingled and then used in end-use applications.  This appears to be a major short-coming to the data presented by CARB.  Before any policy is made, we hope that future reports include a more representative picture of the natural gas used in California including the fact that increasingly supplies of renewable natural gas also will be available.  

Comparisons to LCFS Diesel

The presentation of emission results compared to LCFS diesel gives the impression that this fuel actually exists or will exist in the future when in fact the reality is that this fuel might never exist because fuel retailers will buy credits from other low-carbon fuels to offset their diesel emissions.  Comparing natural gas and other fuels to the target, however, is useful for determining which fuels potentially will earn credits.  And in this respect the target it should be noted is one that starts out high and slowly declines over time so that the potential credits earned by different fuels potentially could be significant in early years even if not so great in later years.  This point is not borne out by the way the data currently is presented.


Questions on Many Assumptions 

NGVAmerica is puzzled by many numbers in the August 8 report.  If there were a published document that explains these assumptions, NGVAmerica could comment on them.  However, we are unaware of any published document that explains these assumptions.  Such a document must exist internally. We urge CARB to make that document public, and then accept comments on it. 

Natural Gas Vehicle is a Here-and-Now Technology

Finally, there is an issue broader than that addressed in the CARB’s draft report “Comparison of Greenhouse Gas Emissions from Natural Gas and Diesel Vehicles.”  That concerns the question of which technologies will actually be commercially available in the future.  CARB has been a leader in championing new transportation technologies, and it has many successes.  But it has had failures too, e.g., methanol vehicles.  A number of the technologies that the CARB’s analyses consider (e.g., hydrogen fuel cells, cellulosic ethanol) are not now commercially economic.  And it is unclear when -- or even if -- they will ever be commercially economic or how much of a market penetration they will have.  However, natural gas vehicles and their greenhouse reduction benefits are available now.  It would be good public policy for CARB to maximize the greenhouse gas reductions available now with the technologies available now – like natural gas and biomethane vehicles.  Then, when better technologies enter the market, CARB should help accelerate their market penetration. 

III. Conclusion

NGVAmerica appreciates the opportunity to provide these comments.  As we have indicated above, we support the development of the LCFS.  Moreover, we believe that a properly structured program and one that properly portrays the emission benefits of different fuels will produce significant overall societal benefits to California and the country.  The current analysis, however, contains significant short-comings with respect to how it portrays natural gas/methane, and it must be modified to more correctly represent the benefits of natural gas.  We fully expect that this analysis when completed will present a more robust and accurate picture of the contribution that natural gas can make to lower greenhouse gas emissions. 

Sincerely, 
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