











projected standards set in the 2012 CAFE and GHG rulemaking and will be required to make
significant improvements regardless of the standards ultimately finalized in this rulemaking.

Though manufacturers have made substantial investments in research and development and are
aggressively deploying a range of technologies, the average annual increase in CAFE performance
has not kept pace with the increased stringency requirements. While technologies are on sale that
could raise fuel economy improvement rates more rapidly, consumers are not buying them in large
volumes. Therefore, continuing the recent rate of fuel economy increase seen from 2012 to 2018
presents a challenge. As shown in Figure 1.2, the recent rate of fuel economy improvements, when
projected beyond MY 2018, shows a significant gap to most of the alternatives in the proposal.
Even higher average annual rates of improvement than suggested by the standards themselves
would be required to catch up, in order to avoid and/or repay debits associated with under-
compliance after credits expire or run out. Furthermore, the Alliance finds that even greater rates
of improvement are required for the GHG standards, as explained further in the attached detailed
technical comments.

In addition to the possible complete industry depletion of early credits by MY 2021 in both the
GHG and CAFE programs, future compliance with the proposed alternatives is challenged by
several factors. These factors include, but are not limited to: consumer preference of attributes
other than fuel economy; consumer willingness to pay for fuel-saving technology; rising interest
rates; the effects of lower gas prices on consumer decisions; the loss of federal tax incentives for
plug-in electric and fuel cell electric vehicles as manufacturers reach sales limits; the diminishing
returns of fuel economy-improving technology (the less fuel that is used, the less there is left to
save); the need to account for the significant decrease of the flex-fuel incentives; and the failure of
the Agencies to recognize the increase of renewable fuel in gasoline. All of the above challenges
are in addition to the issues addressed in these and prior Alliance comments.
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e Substantive adjustments to footprint-based standards for MYs 2021 to 2025 to support
continued improvements from actual performance levels while eliminating the increasing
compliance gap and its credit deficit implications;

e Revisions to the standards for passenger cars and light-duty trucks that do not create
disparate impacts between the fleets—the truck increase rate should be no greater than the
car rate of increase and should be the “equivalent task” per fleet;

e Extension and significant expansion of plug-in hybrid electric and battery electric vehicle
multipliers in both the CAFE and GHG programs to encourage a transition to these
technologies while cost, range, and infrastructure challenges are addressed,;

e Support for One National Program; this could mean increasing the EPA GHG-to-NHTSA
MPG footprint curve offset to account for all differences that cannot be harmonized
between the two programs;

e Expanded flexibilities to counteract the uncertain uptake of the more advanced electrified
technologies;

e Continued recognition of the benefits from reduced refrigerant leakage and low global
warming potential refrigerant in the GHG program; and

e Permanent removal of the requirement for auto manufacturers to account for upstream
electric utility emissions.

A final rule containing all the elements above will better meet all parties’ needs than would a final
rule supported by only the federal government, which could result in a bifurcated system and/or
years of uncertainty from litigation. This new set of standards would preferably build upon
historical performance gains and continue stringency increases at an achievable rate supported by
updated market and industry data. We envision that a workable set of standards could incorporate
continued increases in stringency, falling somewhere between the overall improvement rates of
Alternative 8 and Alternative 1, along with the inclusion of appropriate flexibilities.

The final rule should ensure that auto manufacturers do not have to account for upstream emissions
produced during electricity generation for electric vehicles. Upstream utility emissions come from
power plants, not vehicle tailpipes. Manufacturers have no control over the feedstock used by
those power plants and should not be held responsible for their upstream electricity emissions.

Another element that should be addressed in this rule is the revision of the domestic minimum
backstop standard using new data. The EPA GHG program is not burdened by this CAFE program
statutory constraint, so updating this standard with recent data would improve the harmonization
between the two programs. Congress intended for this backstop standard to be set at 92% of the
passenger car CAFE standard level, but shifting markets have invalidated previous assumptions.

The Agencies should also modify their approach to vehicle classification or otherwise address the
shift in consumer demand to utility vehicles classified as passenger cars. This shift to vehicles
with greater road loads, while maintaining the same footprint, creates compliance challenges that
were not accounted for when the current footprint-based curves were developed.

Finally, in order to accommodate California’s and the Section 177 States’ concerns, and to capture
all the GHG emissions related to vehicles, it may be necessary to have EPA and NHTSA programs
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that are closely aligned but not identical. These differences could include accounting for air
conditioning leakage, the treatment of advanced technology vehicles, the ability to compensate for
excess CHs and N2O emissions with CO», and credit trading inconsistencies. The tailpipe
stringency, modeling, model inputs, and maximum feasibility of the GHG and CAFE programs
would only differ in the above dimensions if necessary. This is to say that the GHG program
elements such as air conditioning leakage, CH4 and N2O emissions, and credit trading provisions
could be “layered” on top of the CAFE standards, modeled as scenarios in the CAFE modeling, or
post-processed using the CAFE model outputs.

V. Supporting Analyses for the Proposed Rule and Alternatives

A. Use of the Volpe and Autonomie Models

The Alliance applauds the Agencies’ use of the Volpe model (also known as the CAFE model)
and the Autonomie model to develop revised standards. The Alliance has long stressed the
importance of close coordination between NHTSA and EPA and their regulatory programs. The
use of a single set of models and inputs is a critical, common-sense step in the effort to reduce
duplicative work, which is supported by both the Paperwork Reduction Act and Executive Order
13781. The Volpe and Autonomie models are more transparent and better account for real-world
factors than do the available alternatives. Important features of the NHTSA modeling process
include:

e The addition of consumer willingness to pay for fuel economy technologies;

e The addition of price effects on sales and fleet turnover;

e Year-by-year analysis and output of compliance pathways for the fleet and for individual
manufacturers;

e The acknowledgement and application of real-world limitations on technology application
including a limit on the number of engine displacements available to any one manufacturer,
application of shared platforms, engines, and transmissions, and the reality that
improvements and redesigns of components are not only extended across vehicles but
sometimes constrained in implementation opportunity to common vehicle redesign cycles;

e Recognition of the need for manufacturers to follow “technology” pathways that retain
capital and implementation expertise, such as specializing in one type of engine or
transmission instead of following an unconstrained optimization that would cause
manufacturers to leap to unrelated technologies and show overly optimistic costs and
benefits;

e The application of specific instead of generic technology descriptions that allow for the
above-mentioned real-world constraints;

e The need to accommodate for intellectual property rights in that not all technologies will
be available to all manufacturers;

e The ability to run the Volpe and Autonomie models using the supplied documentation
without direct agency help or the operation of extra undocumented processes;

e The ability to operate and modify the VVolpe model in order to verify NHTSA results and
test new ideas;

e The inherent robustness of Autonomie given its over-20-year history of commercial and
government use and development;
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definitions used in the regulations and to not require additional qualification. Finally, the Alliance
is appreciative of EPA’s correction of the “5 minus 2” credit pathway and the current advanced
technology multiplier equations.

VI. Programmatic Changes

A. Methane and Nitrous Oxide

The Alliance supports EPA’s proposal to discontinue accounting for methane and nitrous oxide
emissions as part of the carbon dioxide emissions standards because this would provide better
harmony between the two compliance programs. Not only is emission of these two substances
from vehicles a relatively minor contribution to GHG emissions, the Alliance has continuing
concern regarding measurement and testing technologies for nitrous oxide.

If the EPA decides instead to continue to regulate methane and nitrous oxide, the Alliance
recommends that EPA re-assess whether the levels of the standards remain appropriate and to
retain the current compliance flexibilities. Furthermore, in this scenario, the Alliance also
recommends that methane and nitrous oxide standards be assessed as a fleet average and as the
average of FTP and HFET test cycles.

B. Credit Trading and Accounting

The Alliance recommends that NHTSA should not further restrict the ability to trade CAFE credits,
as credits are a critical part of manufacturers’ compliance strategies. The trading structure should
be retained, but the Alliance strongly suggests that NHTSA should not adopt the proposed credit
transaction information reporting requirements, particularly because it would potentially reveal
confidential business information and confuse more than inform. These issues are further
explained the following appendices. When one asks to improve the transparency of an issue, it is
often so that transactions can be compared. CAFE credit trading is complicated, and trying to
make comparisons—especially when the compensation is not financial in nature, as NHTSA
notes—would be fraught with problems. When credits are traded between fleets, the magnitude
of actual credit is dependent upon the performance and credit amount of the fleet from which it
originated, and that amount is ultimately converted to a different credit amount that is dependent
upon the performance and gap of the fleet into which it is traded. Further complicating this is the
time aspect, where credits can be carried forward five years and back three years—a total time
window of eight years. Documenting the financial aspect of these transactions, knowing the credit
value translation issue and the time difference, would not usefully inform interested parties.

The Alliance does not discuss credit compensation, as credit transactions are private negotiations
between manufacturers or any other party that choses to buy and sell credits. Our members have
acknowledged that these transactions are privately negotiated and that manufacturers may choose
to integrate transacted credits into highly confidential compliance plans. Additionally,
compensation in transactions can potentially include technology information, which is considered
confidential business information and cannot be publicly released. Just like any other business
decision, protecting the sensitive information of each party is necessary to ensure the
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competitiveness of manufacturers and fair treatment for all parties. The Alliance supports
protecting the privacy of our members’ competitive business practices.

Separately, EPA should allow unlimited carry-over of GHG credits without restriction as to how
and when GHG credits are used. Automakers have earned these credits and should have the ability
to use them in the way that best fits their compliance strategies.

VII. Relevance of International Fuel Economy and GHG Standards

The Alliance recognizes efforts by nations all over the world to establish regulations to control
GHG and reduce fuel consumption in their fleets. These efforts are important to deliver on
environmental and energy security goals established by those nations. Each of these regulations
reflect conditions unique to those markets, such as available taxes and subsidies; technology
incentives and mandates; availability, quality, affordability, and price of fuel choices; health of the
economy; driving conditions and utilities needed; and consumer preferences, among many others.
For example, because fuel prices in Europe are nearly triple those of the United States, examining
consumer choices between these two markets may not be helpful. There are many regulatory
differences as well, including the prioritization of fuel economy reductions and GHG emissions
over criteria emissions; drive cycles and testing procedures; and even varied definitions of “light-
duty vehicles.” It may be helpful to examine these programs for lessons learned, but the Alliance
finds that encouraging the U.S. standards to remain consistent with other countries’ standards for
the sake of competitiveness is irrational and fails to account for the particularities of the U.S. auto
market and, most importantly, the consumer.

VIIl. Conclusion

In conclusion, the Alliance believes that revisions to the MY 2021-2025 standards are necessary
and warranted, and we support a final rule that enables the One National Program approach to
continue. Maintaining, extending, and expanding flexibilities is likely to be an important
component to meeting these goals. We offer the following appendices in support and in addition
to the comments provided above.

e Appendix | - ADDITIONAL MODELING OF NET BENEFITS OF THE PROPOSED
RULE AND OTHER ALTERNATIVES

e Appendix Il - CONSIDERATIONS FOR SETTING LIGHT-DUTY VEHICLE CAFE

AND GHG STANDARDS

Appendix Il - PREFERRED STRUCTURE OF STANDARDS

Appendix IV - CONSUMER ACCEPTANCE

Appendix V - FLEXIBILITIES AND TECHNOLOGY INCENTIVES

Appendix VI - VEHICLE CLASSIFICATION

Appendix VIl - CAFE REPORTING ISSUES

Appendix VIII - MODELING SYSTEM USED IN THE PROPOSED RULE

Appendix IX - HIGH - OCTANE FUEL BLENDS

Appendix X - REGARDING INTERNATIONAL STANDARDS

Appendix XI - LEGAL ISSUES

Appendix XII - MISCELLANEOUS REGULATORY DRAFTING ISSUES
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Thank you for your time and consideration. The Alliance remains committed to working with all
stakeholders, and would be happy to discuss these issues with you and answer any questions you
may have. | may be contacted at 248-281-0070 or cnevers@autoalliance.org.

Yours truly,
]
C et Adpiin—
Chris Nevers
Vice President, Energy & Environment
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LIST OF ACRONYMS

ALA American Lung Association

BEV Battery Electric Vehicle

CAFE Corporate Average Fuel Economy

CH4 Methane

CS Crankcase Suction

CY Calendar Year

DMS Domestic Minimum Standard

EPA Environmental Protection Agency

FCIV Fuel Consumption Improvement Value

GHG Greenhouse Gas

GVWR Gross Vehicle Weight Rating

HEV Hybrid Electric Vehicle

ICCT International Council on Clean Transportation
MAC Mobile Air Conditioning

MPG Miles Per Gallon

MTE Mid-Term Evaluation

MY Model Year

N2O Nitrous Oxide

NHTSA National Highway Traffic Safety Administration
NRDC Natural Resources Defense Council

NVES New Vehicle Experience Study (Strategic Vision)
NVMM New Vehicle Market Model

PHEV Plug-In Hybrid Electric Vehicle

SCC Social Cost of Carbon

SUV Sport Utility Vehicle

VMT Vehicle Miles Traveled

ZEV Zero Emission Vehicle



ADDITIONAL MODELING OF NET BENEFITS OF THE
PROPOSED RULE AND OTHER ALTERNATIVES

1.1. Evaluation of Alternative Passenger Car and Light-Duty Truck Corporate Average Fuel
Economy (CAFE) Standards for Model Years 2021-2026

Prior to the Proposed Rule, the Agencies’ did not explicitly model new vehicle sales and fleet
scrappage effects associated with CAFE and GHG standards. Therefore, in advance of the release
of the Proposed Rule, the Alliance requested that NERA Economic Consulting (“NERA”) and
Trinity Consultants (“Trinity”’) prepare such models and perform an analysis of the net benefits of
various regulatory alternatives.! The resulting NERA-Trinity Assessment estimates the market
impacts and resulting social costs and benefits of three of the CAFE standard alternatives presented
in the Proposed Rule (Alternatives 1, 5, and 8).>

While the NERA-Trinity Assessment’s models differ in structure from those presented by the
Agencies in the Proposed Rule, they reach similar conclusions. For each of the alternatives studied
in the NERA-Trinity Assessment, positive net benefits were calculated relative to the no-action
(i.e. current GHG and augural CAFE) standards alternative. Thus, the NERA-Trinity Assessment
serves as an independent verification of this aspect of the Agencies’ assessment.

The Alliance commends the Agencies for incorporating an assessment of new vehicle sales and
fleet turnover impacts of changing vehicle attributes in its modeling of the effects of potential
CAFE and GHG standards. Such modeling reveals insights into the potential impacts of various
regulatory alternatives, better informing the Agencies’ decision-making process.

We encourage the Agencies’ to review the results of the NERA-Trinity Assessment and its
underlying models’ structure and data sources.

1.1.1. Modeling Approach

The complete modeling framework structure is shown in Figure 1.1 below. Trinity used the
Department of Transportation’s CAFE Compliance and Effects Model (a.k.a. “Volpe Model” or
“CAFE Model”) to estimate changes in fuel economy and vehicle price. The outputs from this
model inform NERA’s New Vehicle Market Model (“NVMM?”) and scrappage models that in turn
inform NERA'’s Fleet Population and VMT Models. These resulting fleet and fuel economy
information is then applied to the MOVES and GREET models to derive emission impacts. NERA
then calculates net benefits from the various inputs and outputs in the modeling.

I'NERA ECONOMIC CONSULTING AND TRINITY CONSULTANTS, EVALUATION OF ALTERNATIVE PASSENGER CAR AND
LIGHT-DUTY TRUCK CORPORATE AVERAGE FUEL ECONOMY (CAFE) STANDARDS FOR MODEL YEARS 2021-2026
(Oct. 2018) (hereinafter “NERA-TRINITY ASSESSMENT”). Available as Attachment 1 to these comments.

2 The choice of scenarios for the NERA-Trinity Assessment should not be construed as support for any particular
alternative or range of alternatives.



