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COST EFFECTIVENESS METHODOLOGY 
 

 

Cost effectiveness is measured in terms of control costs (dollars) per air emissions 
reduced (tons). If the cost per ton of emissions reduced is less than the maximum 
required cost effectiveness, then the control method is considered to be cost effective. 
This section also discusses the updated maximum cost effectiveness values, and those 
costs, which can be included in the cost effectiveness evaluation. 

There are two types of cost effectiveness: average and incremental. Average cost 
effectiveness considers the difference in cost and emissions between a proposed 
MSBACT and an uncontrolled case. On the other hand, incremental cost effectiveness 
looks at the difference in cost and emissions between the proposed MSBACT and 
alternative control options. 

Applicants may also conduct a cost effectiveness evaluation to support their case for 
the special permit considerations discussed in Chapter 2. 

Discounted Cash Flow Method 

The discounted cash flow method (DCF) is used in the MSBACT Guidelines. This is 
also the method used in SCAQMD Air Quality Management Plan. The DCF method 
calculates the present value of the control costs over the life of the equipment by adding 
the capital cost to the present value of all annual costs and other periodic costs over 
the life of the equipment. A real interest rate19 of four percent, and a 10-year equipment 
life is used. The cost effectiveness is determined by dividing the total present value of 
the control costs by the total emission reductions in tons over the same 10-year 
equipment life. 

Maximum Cost Effectiveness Values 

The MSBACT maximum cost effectiveness values, shown in Table 5, are based on a 
DCF analysis with a 4% real interest rate. 

Table 5: Maximum Cost Effectiveness Criteria (2nd Quarter 20168) 

Pollutant Average 
(Maximum $ per Ton) 

Incremental 
(Maximum $ per Ton) 

ROG 30,23128,460 90,69485,380 

NOx 28,58526,910 85,60680,590 

SOx 15,11614,230 45,34742,690 

PM10 6,7356,340 20,05518,880 

CO 599560 1,7211,620 

 

The cost criteria are based on those adopted by the SCAQMD Governing Board in the 
1995 BACT Guidelines, adjusted to second quarter 2016 dollars using the Marshall and 
Swift Equipment Cost Index. Cost effectiveness analyses should use these figures 
adjusted to the latest Marshall and Swift Equipment Cost Index. Contact the BACT 
Team for current figures. 

 
 

19 The real interest rate is the difference between market interest rates and inflation, which typically remains 

constant at four percent. 
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that fuel. Some state and local safety requirements limit the types of fuel, which can be 
used for emergency standby purposes. Some fire departments or fire marshals do not 
allow the storage of LPG near occupied buildings. Fire officials have, in some cases, 
vetoed the use of methanol in hospitals. If special handling or safety considerations 
preclude the use of the clean fuel, the SCAQMD has allowed the use of fuel oil as a 
standby fuel in boilers and heaters, fire suppressant pump engines and for emergency 
standby generators. The use of these fuels must meet the requirements of SCAQMD 
rules limiting NOx and sulfur emissions. In addition, the Clean Fuel requirements for 

MSBACT are subject to the provisions of California Health and Safety Code Section 
40440.11. 

 

AIR QUALITY-RELATED ENERGY POLICY 

In September 2011, the SCAQMD Governing Board adopted an air quality-related 
energy policy to help guide a unified approach to reducing air pollution while 
addressing other key environmental concerns including environmental justice, climate 
change and energy independence.  The air quality-related energy policy outlines 10 
policies and 10 action steps to help meet federal health-based standards for air quality 
in the South Coast Air Basin while also promoting the development of zero- and near-
zero emission technologies. 

Policy 7 is to require any new/repowered in-Basin fossil-fueled generation power plant 
to incorporate BACT/LAER as required by District rules, considering energy efficiency 
for the application.  These power plants will need to comply with any requirements 
adopted by the California Air Resources Board, California Energy Commission, Public 
Utilities Commission, California Independent System Operator, or the governing board 
of a publicly-owned electric utility, as well as state law under the California 
Environmental Quality Act.  In recognizing that fossil fuel electric generation will still be 
needed in the Basin to complement projected increased use of renewable energy 
sources, this policy ensures that all fossil-fueled plants will meet existing BACT/LAER 
requirements and SCAQMD’s BACT/LAER determinations will also take into 
consideration generating efficiency in setting the emission limits.  Parts E and F of the 
BACT Guidelines compliment and support this policy. 

 

BACT UPDATE PROCESS 
 

 

As technology advances, the SCAQMD’s MSBACT Part D Guidelines will be updated. 
Updates will include revisions to the guidelines for existing equipment categories, as 
well as new guidelines for new categories. 

 

The MSBACT Guidelines will be revised based on the criteria outlined in the previous 
sections. Once a more stringent emission limit or control technology has been reviewed 
by staff and is determined to meet the criteria for MSBACT, it will be reviewed through a 
public process. The process is shown schematically in Figure 2. The public will be 
notified and the BACT Scientific Review Committee will have an opportunity to 
comment. Following the public process and comment period, the guidelines will be 
presented to the Governing Board for approval at a public hearing, prior to updates of 
the MSBACT Guidelines, Part D. 


