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The California Independent Petroleum Association respectfully submits the following comments on the Draft AB 32 Scoping Plan.

The mission of the California Independent Petroleum Association (CIPA) is to promote greater understanding and awareness of the unique nature of California's independent oil and natural gas producers and the market place in which they operate; highlight the economic contributions made by California independents to local, state and national economies; foster the efficient utilization of California's petroleum resources; promote a balanced approach to resource development and environmental protection and improve business conditions for members of our industry.
CIPA appreciates the opportunity to submit the following comments to the California Air Resources Board (CARB) for its consideration.  The members of CIPA believe that domestic petroleum production already plays a meaningful role in helping the state meet its policy goals for reducing green house gas emissions in California.  Moreover, CIPA and its members stand ready to do their part, to the extent practicable, to reach further reductions.  But it is important to keep in mind that California oil and gas production already represents the most environmentally sensitive method of extraction in the industry, both nationally and internationally.  Every barrel produced in California is a barrel that does not have to be tankered into our crowded ports from countries with less stringent environmental laws.
California Crude Oil Production

California has a long history of oil production dating back to the discovery of oil in Kern County in the late 19th century.  At the turn of the 20th century, crude oil was valued primarily for the heavier products and refining was oriented towards the production of heating oil and lubricants.  In the early 1900s and for the rest of the century, gasoline became the dominant commodity.

California is currently ranked third in the nation among oil producing states, behind Texas and Alaska and ranks fourth when counting oil AND gas.  California’s overall oil production rate decreased slightly in 2007, averaging about 669 thousand barrels per day, a decrease of 2.2 percent from the 2006 average of about 684 thousand barrels per day. The slight decrease in oil production was due mainly to the continued normal production decline statewide
.
The total oil production from California facilities represents nearly 40% of the state’s total annual crude oil demand.  One hundred percent of the crude oil produced in California is currently retained and refined in our state.  No crude oil is currently exported from California.  
California does not currently receive crude oil deliveries through interstate pipelines

because none exist.  This fact severely limits California’s flexibility in how it supplies its

refineries. Roughly 60 percent of California’s current crude oil needs are supplied through tankered imports.  No new interstate crude oil delivery pipelines are being planned for California, so our state will continue to be dependent for the foreseeable future strictly upon getting its crude oil resources from either in-state production or tankered imports.  Given that Alaskan, Canadian, and Mexican production is also in decline, marginal barrels are typically provided by countries in the Middle East.
It is extremely critical that as CARB lays out the AB 32 implementation process, regulators recognize California oil and gas production as the cleanest and most efficient in the world and take steps to avoid actions that would curtail domestic production.
Scoping Plan General Comments

We were very pleased to see that the Scoping Plan included a section on Cap and Trade and believe that a regional approach is appropriate for the success of the program.  But as we read deeper into the Plan, we were terribly disappointed that CARB and the Administration decided to emphasize higher cost command and control regulations, instead of proven market mechanisms for reducing emissions, such as cap and trade and offsets.  
In fact, to our dismay, the AB 32 scoping plan allocates just 20% of the emission reductions in the plan to cap and trade.  This is a recipe for failure.  Why?  Because we believe that the whole process for establishing the statewide inventory has been highly politicized and emissions levels have been overstated across the board.  When draconian command and control measures fail to deliver on meeting our emission reduction targets, our only saving grace will be a robust market based emissions trading regime.  However, CARB has foreclosed on the opportunity for “robustness” and artificially and subjectively limited that market to an arbitrary 20% and in so doing, doomed the market from achieving significant reductions- leaving some to wonder aloud if this is not the real agenda.
Hopefully, planned failure is not the agenda because, while the costs of meeting AB 32 plan goals will be significant no matter what strategy is pursued, markets have proven to be effective in reducing emissions, stimulating technology and innovation and we believe most importantly reducing costs.  Many reasonable and respected economic experts including the Market Advisory Committee, as well as the drafters of the Kyoto Protocol, have endorsed market mechanisms.  Our friends in Europe, who are way ahead of us in the climate change politics department, are using them to reduce GHG emissions at significantly lower costs. But the most compelling evidence by far comes from our colleagues at the AB 32 Implementation Group who tell us that a Congressional Research Office report concluded that market mechanisms generate GHG emission reductions at five times less cost.

In addition to restricting the use of cap and trade, the scoping plan limits the use of offsets to 10% of a company’s emission reduction responsibilities.  This is counterproductive for many reasons, chief among these reasons is that many (if not most) stationary sources will not have cost-effective on-site reduction opportunities, or they may have already undertaken measures and will now be heavily dependent on obtaining allowances from other sectors or offsets.  The proposed restrictions on offsets (e.g., limiting offset generation to California and limiting their compliance use to 10% of a facility's emissions) are completely unreasonable.  All verified offsets should be eligible for compliance use.

Offsets are an important cost-containment strategy.  A strategy that it must be pointed out is endorsed by the Kyoto Protocol and the European Union.  Why would we forsake the experience of others who have gone before us?  Much of our understanding from research and experience leads us to the conclusion that offsets provide a means of reliably reducing greenhouse gas emissions.  They will be a valuable tool to avoid leakage of emissions to other states and countries, and could prevent the loss of thousands of jobs.  Offsets will reduce  AB 32 compliance costs and will save California’s economy billions of dollars- please do not limit them to a marginal fraction of your plan rendering them less than meaningful.   
In fact, our colleagues at the AB 32 Implementation Group tell us that a recent study by Charles Rivers Associates demonstrated that if California limited the availability of offsets, the state could lose more than 300,000 jobs and decrease the state’s GSP by billions of dollars.

Economic Analysis
While the conclusions of the studies vary significantly in many respects, nearly all are consistent in regard to one key finding – any costs associated with the introduction of greenhouse gas reduction policies will have relatively little impact on continued economic growth.

The statement above is non-credible at best.  We believe unequivocally that the scoping plan is not supported by an economic analysis that justifies its recommendations.  To the extent that CARB finds no economic impact resulting from an unprecedented collection of regulations, fees, etc., leads to an utter loss of credibility.

We read the long list of proposed regulations and we inherently understand the high costs of many of the approaches and measures suggested in the plan.  We fear the state is at risk of serious economic damage if we accept the plan as presented and will not rest until objective analysis is undertaken. To maintain credibility as well as a leadership position on climate change policies we must demonstrate an economically successful approach to reducing emissions.  Instead, what we see is a smoke and mirrors economic review from the same state government that annually runs operating deficits in the BILLIONS of dollars. 

The truth is that the costs of AB 32 implementation will impact all aspects of our economy and the lives of all Californians.  We look at the Scoping Plan and we see a blank check that will increase costs for housing, transportation, electricity, natural gas, water and consumer products.  If CARB is to maintain its credibility and for the long term success of AB 32, it is crucial that Californians have an accurate assessment of the real costs and benefits of the strategies outlined in the Plan. 

AB 32 Plan Ignores Carbon Capture and Storage (CCS)
The component technologies of CCS exist today at an industrial scale. Carbon injection has been practiced for many years in the United States and although AB 32 specifically directs the Scoping Plan to include carbon capture and storage as a key element to meet our greenhouse gas reduction goals, the scoping plan attributes no emissions reductions to carbon capture and storage.  We believe that this is a missed opportunity given that CCS technology is further developed than some strategies such as low carbon fuels, for which technologies are still in the experimental stages and not yet commercially viable. 

Carbon capture and storage will be critical to California meeting its emissions reduction goals and is a technology that should be taken advantage of.  The process is being considered as a key element in federal and international strategies to reduce carbon in the atmosphere and international agencies have documented the value of this process. The Intergovernmental Panel on Climate Change (IPCC) estimates that CCS has the potential to abate 15-55% of CO2 emissions by 2100. 

CCS will be an important element in meeting longer-term GHG emission reduction goals and we believe the plan should incentivize the use of CCS where it makes sense to do so and remove barriers that may stand in the way of its use. 
Carbon Fees
We see any potential “carbon fee” as a tax, and therefore under Article XIII A of the California Constitution can only be levied by a 2/3 vote of the legislature, a hurdle that eluded the authorizing legislation, AB 32, and therefore outside the reach of the AB 32 implementation process. 
Oil and Gas Sector Comments

The Oil and Gas Production measure would address emissions from the extraction process of California’s oil and gas industry, including on and off-shore sources. According to the Draft Scoping Plan sector analysis, extraction-related GHG emissions come primarily from combustion (95 percent) and secondarily, from fugitive sources. Emissions include primarily CO2, with modest additional GHG emissions coming from methane (CH4) and nitrous oxide (N2O). According to the CARB document, these emissions are produced mainly from the combustion of natural gas in generators, boilers, pumps and other related equipment. The measure under consideration would include: repowering, retrofitting, replacing or repairing existing equipment; installing new Combined Heat and Power CHP; electrifying equipment; using monitoring equipment to detect leaks; and possibly employing CO2 injection to enhance oil recovery.

According to the Appendices document at page C-112, total emissions from oil and gas extraction are estimated to be 14.3 MMTCO2E in 2004 and 13.6 MMTCO2E in 2020. This relatively constant level of emissions, the report continues, follows the historical trend of statewide extraction rates.  
We believe these numbers may be high because CARB got their numbers from the Climate Action Team, who in turn got their numbers from federal estimates, which do not reflect efficiencies and other efforts such as oil field electrification that California production facilities and operators have already put into place making California production the cleanest and most efficient in the world.  
We have worked with CARB staff on these issues conducting site visits and putting experts in contact with them to answer detailed questions.  To CARB’s credit, understanding that the initial numbers might be out of context, we are working together to go into the field with a survey to quantify actual emissions.  While we think this is a cart before the horse approach, we cannot express enough how grateful we are that an actual survey will be done instead of relying upon skewed numbers with no geographical or statistical relevance.  

We will continue to work with CARB staff toward a better understanding of the emissions, and we will work on reduction strategies, but we think it is important to understand a number of the strategies already deployed in California oil and gas production. 
For example, already done at California facilities- deployment of advanced pneumatic devices, vapor recovery systems and enhanced Inspection and Maintenance programs far beyond what are conducted elsewhere in the U.S.

Moreover, with respect to leak reduction from oil and gas transmission systems, scheduled field inspections with certified leak detection equipment is already undertaken extensively throughout California.  The industry has established leak detection thresholds and established leak repair time limits.  The industry uses sophisticated emission estimating techniques and requires Best Available Control Technology (BACT).  And let us not forget that we are subject to local air agency compliance inspections.  

Best available control technologies are already deployed for valves, flanges, and components as controls for all emissions.  Bellow valves, welded seals, pump seals fitted with fluid barrier as well as closed systems (vapor recovery system) are deployed throughout our operations.  
Much has already been done by our industry, as you must acknowledge from the details above.  We have established a solid working relationship with our Sector staff and will continue to work proactively with them in this process, but cannot stress enough how important it is that CARB avoid actions that might lead to a curtailment of domestic production which is a significant hedge against foreign imports that have far higher GHG impacts.
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