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Argus Q&A: John Savage

John Savage is managing director of the Verdeo Group, which he
co-founded in 2007. He leads Verdeo's initiatives in the oil and gas
sector, which aim at turning companies’ emissions liabilities into
assets. He has over 10 years experience in the renewable energy
and carbon finance markets, and has advised organizations seek-
ing to develop carbon-driven business strategies. He was previ-
ously an executive with leading renewable energy retail supplier,
Green Mountain Energy, working in most regional power markets
in the US. He helped develop wind and solar projects and led the
expansion of three of the Environmental Protection Agency’s top
five nationally-rated utility green power programs. In this interview,
edited for length and clarity, Savage discussed offset opportunities
for oil and gas companies.

Argus: What are the biggest concerns for oil and gas companies
under the Kerry-Boxer climate bill in the Senate?

Savage: The largest concerns are around the point of regulation
and allowance allocation. But our company’s focus is primarily

on offset opportunities for oil and gas companies. In this context
there have been some positive developments as the legislation
progressed through Congress over the past few months. It has
become much clearer that the intent of the legislation is to enable
oil and gas companies to generate offset credits from certain
emission-reduction projects. That is a little silver lining in the face
of some very significant changes the legislation will bring about for
the industry.

Argus: How big of a role will the reduction of fugitive gas emissions
play in future climate policy and what kind of projects are involved?

Savage: Offset projects will play a critical role in cost containment
for any cap-and-trade legislation. Companies have a limited set of
options to meet compliance obligations. One is direct emissions
reductions from a capped source. Second is trading and purchas-
ing allowances from other sources. Thirdly, buying offset credits
that will be fungible with allowances. The concept is to mitigate
economy-wide costs of compliance by allowing the cheapest
reductions available to make their way into the system. Offsets play
a critical role in cost containment and EPA modeling of bills has
shown that. One of the best sources in the oil and gas industry is
to reduce fugitive methane emissions. This is particularly attractive
because there is potential for a double benefit — you keep natural
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gas from escaping out of the system, and that has a BTU value,
and there is an emissions-reduction value. Our modeling sug-
gests that for every thousand feet® (mcf) of gas you keep out of the
atmosphere, you can generate $10/mcf from those projects from
both gas value and carbon value. At higher carbon prices of say
$15-$20/ton, the carbon value begins to exceed the gas value. So
these projects could be quite economic to implement. There are a
wide variety of project types companies can implement through-
out the production, transmission and distribution sectors. Much

of the equipment is powered by natural gas-powered devices,

like pneumatic controllers and pneumatic pumps. These all bleed
methane in pretty significant volumes once added up across the
company. Compressor stations are sources of emissions and in
all cases there is readily available technology to reduce emissions.
But project barriers have ranged from no requirement to reduce
emissions, to the fact that such action may not be meaningful from
a gas savings or capital investment standpoint. These are essen-
tially efficiency projects that seldom meet the threshold required
for investment. But the potential of the cap-and-trade program
and economic opportunity associated with carbon is beginning to
change incentives for companies.

Argus: Can you confirm that gas production facilities and fugitive
gas emissions are not capped under the proposed climate legisla-
tion? Do the House and Senate proposals differ on how offsets,
such as for fugitive gas, are treated?

Savage: Our interpretation of the language in Kerry-Boxer suggests
that gas production facilities may not be capped. All industrial
sources emitting over 25,000 mt/yr CO,e are capped, but the
definition of industrial sources does not include the gas production
sector. Fugitive methane emissions are not part of the calculation
for GHG emissions for which companies must surrender allowanc-
es, so they are also outside the cap. In addition, under Kerry-Boxer,
fugitive methane emissions from oil and gas facilities are specifi-
cally identified as eligible sources of offset projects.

Argus: Sen. Debbie Stabenow (D-Mich.) has introduced amend-
ments to the offsets section of Kerry-Boxer. How does this differ
from offsets provisions in the House-passed Waxman-Markey bill
and Kerry-Boxer?
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Savage: There are three key differences going from Waxman-
Markey to Kerry-Boxer and the Stabenow amendment. Wax-
man-Markey requires EPA to promulgate regulations for methane
emissions from oil and gas facilities. That section was changed

in Kerry-Boxer so it now states that no such regulations shall be
put in place before 2020. This means fugitive methane emissions
sources could be eligible as offsets. If they were regulated, they
could not be eligible as offsets. Kerry-Boxer also includes a rec-
ommended list of eligible offset projects, and that includes fugitive
methane emissions from natural gas systems. The Stabenow
amendment strengthens that legislation to direct the EPA to in-
clude those project types as eligible for offsets. While Kerry-Boxer
left it to EPA to decide what projects become eligible, Stabenow
provides a mandate to include those project types. The third key
change is in the Stabenow amendment, where the rules for early
action are clarified so that any company that implemented an
eligible project between 2001 and 2009 could earn a full 10-year
crediting period for emissions reductions. So if you implement a
project in 2008 that EPA deemed eligible you could earn credits
through to 2017. Previously in Waxman-Markey that crediting
period was three years. So the Senate legislation, including the
Stabenow amendment, proposes much more favorable rules for
early actors. We are members of the Coalition for Emissions Re-
duction Projects (CERP), which has been promoting to Congress
what it believes would be good rules for an offset program. CERP
includes carbon-offset developers, large utilities and investment
companies.

Argus: The GHG mandatory reporting rule kicks in from 2011 for
facilities with more than 25,000 tons/yr of GHG emissions. Could
there be a temptation later to reverse the uncapped status of fugi-

tive methane emissions, given that they will be monitored under
the reporting rule?

Savage: There is an important distinction between reporting and
regulation. It is normal to assume reporting might lead to regulation.
But an alternative point of view is worth considering. The legislation
working its way through Congress shows an intent to allow emis-
sions-reductions projects to earn offset credits. EPA will be tasked
with defining the rules and methodologies for these projects. So
data coming out of this reporting rule is likely to enable EPA to con-
struct baseline methodologies for the different emissions-reduction
project types. So one silver lining coming out of the reporting rule is
the data that is collected could form the basis for companies to do
these offset projects and benefit from the carbon value they capture.
Our focus is not on helping companies comply with the reporting
rule or implement systems to gather data. But we do use information
gathered in that process to help identify project opportunities.

Argus: How much more complicated would life be for companies
if, in the absence of federal legislation, the EPA steps in to regulate
carbon emissions from large emitters, which the Supreme Court
has indicated it can do under the Clean Air Act?

Savage: Other than refiners, the economics for reducing emis-
sions are much worse for most oil and gas companies under
regulation than under a cap-and-trade system. Under regula-
tion the EPA is going to define BACT [Best Available Control
Technology] to control GHG emissions and companies will
have to spend money to comply with those requirements. In the
cap-and-trade case, most companies will have an economic
incentive to implement the same solutions. In the first scenario
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you have a cost to reduce emissions, in the second scenario
you have an incentive. So under a market-based cap-and-trade
system you are likely to get more emission reductions than under
a regulatory approach.

Argus: Verdeo Group has worked with the Climate Action Reserve
(CAR), created under California legislation, to complete its coal-
mine methane offset protocol. Can you discuss the way it will work
and what has been learned from that?

Savage: One of the key building blocks needed in the market for
companies to earn offset credits is an improved methodology
— how to calculate, quantify and verify emissions reductions
from a project. CAR has been providing a lot of leadership to the
market and developing methodologies for new project types.
Verdeo was on the working group for the mine-methane protocol
which CAR released in October. CAR'’s process is very thorough;
it is a stakeholder process and includes representatives from in-
dustry, regulators and environmental groups in a broad coalition
to estabilish eligibility and other criteria for projects. Our company
has been involved in methodology development internationally,
including with the Clean Development Mechanism. Working

with CAR was the first time | have seen a certification group hit
their deadline for issuing an improved methodology, so they run
a high-quality, efficient process. These credits will be eligible
under a federal program. Our approach is to help implement
projects that will produce eligible credits in a federal compliance
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program as these are likely to have the most market value. So
we are working with certification bodies and developing meth-
odologies with the best chance of being approved by EPA in the
future. CAR and the American Carbon Registry are in the lead
because both were singled out in Kerry-Boxer as approved kinds
of programs.

Argus: Are there jurisdictional issues for carbon offsets from the
gas industry similar to what transpired with renewable energy cer-
tificates in the power industry? If transmission companies do not
own the gas, can they claim ownership of offsets?

Savage: The answer is yes. There are some open questions
about the relationship between the ownership of gas and emis-
sion rights that result from a methane-reduction project. In the
transmission sector this is particularly interesting because the
transmission company typically controls the equipment which

is the source of emissions but it does not own the gas being
emitted. One could argue that if a transmission company installs
some technology to reduce emissions they should have title to
the emission rights because they made the investment. Further-
more they will be responsible for any liability that may exist as a
result of the emissions. So while gas owners may want to claim
the emission right | doubt they would want to claim the emission
liability. Secondly, fugitive capture projects keep more gas in

the pipeline which benefits the gas owner. But this is the kind of
issue that will be worked out early in the market’s development
through precedent, and it is potentially the type of issue EPA may
ultimately have to resolve.
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