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December 15, 2011

California Air Resources Board

1001 I Street, 23rd Floor

Sacramento, CA 95814

Re: Comments on Low Carbon Fuel Standard Program, December 16, 2011 Agenda Item 

11-10-1

Dear Honorable Board Members:

Thank you for your leadership in tackling the challenge of greenhouse gas reductions while maintaining a vigorous and leading manufacturing economic base in California. 

R Power Biofuels is a new biodiesel producer in Northern California that has invented advanced biofuels production processes now in use at our production facility in Northern California.   As a regulated party and stakeholder in the transportation fuels industry, we have several comments and suggestions that we believe would improve the implementation of LCFS, and lead to greater and more immediate reductions in greenhouse gas (GHG) emissions while reducing regulatory burden on industry. We also have some suggestions as to how to accelerate the deployment of a workable carbon credit tracking and trading system, and a response to WSPA’s recent study done on the feasibility of LCFS. 
Compliance Schedule and expanding LCFS Credits

The current compliance schedule — which requires the use of low-carbon fuels in California to achieve a 10% reduction in GHG emissions – is very gradually phased in over the next ten years.  We certainly understand the rationale behind the gradual phase-in embodied in the schedule. However, with the recent development of new biodiesel production technologies, and the availability of biodiesel (with carbon intensities of less than 35) at petroleum diesel prices, there is a current opportunity to encourage much more biodiesel use in California and gain the immediate advantage of reduced GHG emissions. In fact, companies that can now switch to a B20 blend of R Power biodiesel can, with no performance or cost impacts, achieve in excess of a 12% reduction in GHG emissions almost immediately. As you know, properly made biodiesel blends can be used in standard diesel engines with no engine modifications.
While the LCFS system does allow “banking” of carbon credits from current biodiesel sales, those credits can only be later used to offset future LCFS obligations, and cannot fulfill GHG reduction targets from stationary and other significant sources. Since the LCFS reduction obligations are so gradual, banking and subsequent credit sale opportunities are limited over the first few years as they do not take full advantage of the GHG reduction needs of the greater industrial community of California. We therefore strongly recommend that any credits banked under the LCFS program be allowed to offset the carbon footprint of any GHG source in California, regardless of whether that source falls under the LCFS program or another program. Broadening the pending “Cap and Trade” system to allow LCFS credits to be used in any GHG reduction program would encourage greater reductions in GHG at lower costs, and more immediately. 

Additionally, harmonizing the “Cap and Trade” system in this way would reduce overlapping regulatory reporting and would strengthen these credit markets with more sales and a longer track record by the time the largest reductions in industry are phased in. If this general idea makes sense to the Board, we would be happy to work with your staff to help implement this idea.

Initiating a Workable System for Credit Banking and Regulatory Reporting: 

Our second comment is an observation and recommendation on how to accelerate the deployment of a workable system for credit banking, tracking and regulatory reporting. 

The US Environmental Protection Agency has done a very good job at constructing and managing the RIN (Renewable Identification Number) software system now fully in place to track, report and trade the federal credits associated with renewable fuels. There have been problems with the RIN system, but those have been a result of fraudulent entries on behalf of companies, rather than with the tracking system itself.

Through EPA’s online portal (EMTS), renewable fuel producers can very simply generate, report, track, manage and transfer their RIN’s to qualified buyers.  As a result, there is now a robust market for buying and selling RIN’s and obligated parties can efficiently meet their renewable fuel obligations.  

We know LCFS program staff are familiar with the EMTS system, but may not have the experience of a user like us. Based on that experience, and the similarities between the federal and state programs, we believe that LCFS should be able to build off of this existing EMTS infrastructures that a California tracking and transfer system can be implemented within a few months. In the future, it may be possible to link the programs (if built off similar platforms) so producers can track federal and state credits with one entry.

We know the LCFS program staff have identified some differences between the federal and state programs, and have implied that those differences are too big to use a similar tracking platform. We disagree. The similarities greatly outweigh the differences, and we might suggest reaching out to the EMTS software developers and/or California’s robust software community for ideas on how to accomplish this.

Response to WSPA on the feasibility of LCFS

Our team reviewed the WSPA-Commissioned study prepared by Sierra Research, Inc. The study essentially reached a conclusion that achieving LCFS goals for gasoline would not be feasible by 2015 due to limited supply of ethanol and flex fuel vehicles in California that could use higher blends of ethanol. The study also concluded that even if supply was available, it would increase the cost of fuel by $54 billion.  
Currently, R Power is able to provide B20 from waste oils directly to end-users at similar prices to petroleum, allowing over a 12% reduction in Carbon Intensity per gallon of B20 used.  This is happening right now in 2011.  It is apparent that greater use of biodiesel could help generate enough credits to offset any short-comings of the ethanol industry.  Even if by 2020 the ethanol market is below the targets, with your encouragement, the biodiesel market could well exceed the 10% reduction required for diesel emissions, generating enough credits to make up for shortfalls in ethanol use.   

Experience working with LCFS Program Staff

Finally, let me just say that we have had an extremely positive experience working with CARB LCFS program staff during the past year, particularly with John Courtis, Wes Ingram, Chan Pham, and Ronald Oineza..Their knowledge, professionalism and responsiveness are a breath of fresh air in the general world of regulatory government, and people like that will prove to be essential if the State is to even come close to meeting its ambitious GHG reduction goals.
To summarize, we believe California can greatly accelerate the planned reductions in GHG emissions from diesel vehicles by allowing LCFS credits from biodiesel use to be banked and used to fulfill obligations for GHG reductions from ethanol shortfalls, and stationary and other non-LCFS program sources. Application to the larger Cap and Trade carbon system under development in California would provide great environmental benefits at no additional cost to California businesses.

Thank you for the opportunity to submit these comments.  Please feel free to contact me or our staff for further discussion of these issues.

Sincerely,

James D. Levine, P.E.

CEO, R Power Biofuels LLC
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