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M. Jonathan D Nadler

South Coast Afr Quality Management Distriet
21865 E. Copley Dnive

Diamend Bar, CA 91765-4182

Re:  Comments on Preaft Environmental Assessment
Propesed New and Amended Rulss
Regulation XX - Regional Clean Air Incentives Market (RECLATM)

Dear My, Wadler:

Our firm represents Bl Segundo Power, LLC and Long Beach Generatlon
LLC. We are writing to provide cur comments on the draft Environmental Assesament
{EA) for the new and proposed amended rulss fo the District™s RECLAIM prograrm.
We believe the draft BA presents an incomplete and petentially nuislcading
analysis of the proposed amendments. By focusing on the issue of RTC demand and a
comparison of the emissions reductions assoclated with the existing RECLAIM program
and the proposed changed progearn, it fgnotes the goal of the RECLAIM program, which
1-1 is to achieve propress toward attainment of the state and federal ozone and NO; air
quality standards. The drafi EA should include an analysiz of the impact on air quality of
the exceedances of the power prodicers’ Allocations, and fiture predicted exeeedances,
in order to provide an acourate picmee of the baseline situation and the future impacts of
_the proposed project. Specifically, the following areas should have been inchaded:
1, The draft EA Fails to discuss the impact oo air gueality in 2001 and
2002 firom the excess emissions (i.c. emissions over Allocations} from power producing
facilities required to un by state order or coutt decision. Power plants tend to run at full
1-2 capacity in the sunmmer, but & largs percentage of the excess NOy emissions causing (he
Allocations to be exceeded #re oecurring duting the non-pzone season. The drafl BA
should discuss whether higher NOy, emissions during these periods, when high levels of
ozone formation are unlikely duc 1o favorable meteorological conditions, are likely 1o
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merease the aumber of exceedances of the curtent ozone standards. (The draft BA admirs
that exceedances of the N0, standard are wnlikely. See page 4-18) Also, the draft BA
fails to compare past and projected power plant emissions during the peak ozone seasons
1-2 of 2000 and 2001. Given the historic operational levels during the sunmmer, and the
cont. controls that will be in place at power plants by this summes, emissions from power planis
| during the 2001 ozone season may be lovwer than during the 2000 czone season,

[ 2. The draft EA also fiils to discuss or comparc projected actmal
cmiszions in 2003 to_the levels of 20063 BTCs cumently held by power prodncing
facilities, Due to the larpe number of pollution contrel projects undenway or currently
being permitted, pewer producing fasiliies may well be able to meet their Allocations for
2003 and beyond after the temporary effects of the energy crisis arc over.  However,
despite the installation of BARCT controls they will not be able to meet their revised
Allovations if exceedances from 2001 have been deducted from the 2003 Ailocations.
1-3 The cascading effect of futare year dednctions is alluded to but newer quantiratively
analyzed. Thus, fhe proposed amendments may be setting the RECLAIM progratn up for
a feilure “on paper®, even if it is achieving the program’s geals of improving aic quality
and creating real emission reductions from RECLAIM facilities. The implications of this
cascading deduction on power plant oporations and air quality need to by fully evaluated
in the BEA. [neluded in this evaluation should be a discussion of the potential that the
caseading deduction will result in the deferral or cancellation of propesed new generating
projecis at existing power plant sitcs, since the ¢ascading deduction will jeopardize the
ability of those wnits to operate in 2003 and later years.

[ 3. The draft EA fails to discuss the impact on coergy supplies in 2003
and later vears if local power producers are unable to apergte their fheilitics because of

deductions due to excesdances in 2001 and 2002, when fhey were preeluded from
1-4 purchasing RTCs. The plants in the SCAB will be same of the cleanest power plants in

the world but may not be able to operate if they have no Allpeations for 2003 and beyond.

The EA should address the environmental impacts of relying on older, higher polluting

fasilities outside of the air basin in the likely event that in-hasin generation is cortailed
after 2003 as a result of the cascading dednetion,

4. The draft EA states at severa] locations that emission reductions due
1-5 to the Mitigation Fee Program are unlikely to fully offset the excess emissions eovered by
the fecs, bul doss not atternpt to quantify the shortfall or discuss fhe impact on the
facilities affested if the shortfall can not be made up, The EA should provide the best
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1-5 available cstimate, or a range of estimates, of the extent of this shortfall, and the air
cont. quality implications of that shortfall.

In addition to our general concemms over the arcas not discussed in the diafi
EA, we have the followity comments on the document itgelf:

Introduction:

The first paragraph states that “the proposed project is intended to lower
and stabilize RTC prices by increasing supply, reducing demand, and increasing trading
information and acenracy, while protecting public health.™ Howewer, thers is nmo
1-6 discussion in the BA abowt the effect of the propesed amendments on public health. The
draft EA simply assnmes that if emissions are not reduced, there will be adverse health
imipacts, which is not necessarily the case. Adverse health impacts aceur fzom high levels
of ozone, which eccur under certain insteorological conditions. Higher eonissions of NOx
in the winter monthe may not heve an adverse impact on publie health, This should be
" Ladiscussed beeause it goes to the question of whether exceedances under the RECLAIM
rogram arc truly ereating a significant adverse environmental impact.  Further, o the
1-7 extent that the fuure year deduction is somshow intended to “mitigate” exceedances of
the Allocations, It may not be necessary under CEQA. “Mitigation measures are not
|_required for effects which are aot found te be significant™ CEQA Guidelines section
[15126.4 {a)(3). Also, the draft EA does not adequately explain the conclsion that NOy
emissions will be higher without the proposed program changes, The significant
proposals for BARCT retrofits at power plants that the Dhstriet has already approved or
that are peading arc part of the existing baseling and will oceur regardless of whether the
-pronosed project is approved.  Only these BARCT retrofits that go beyend applications
already filed with, or approved by, the Disfrict can reasonably be eredited to the proposed
|_program changes.

1-8

Project Objectives, page 2-6 o 2-7.

One of the objectives is to respond to the Governor’s Executive Order #D-24-01.

1-9 The draft EA sheuld discuss how the future vear deduction is comsistent with ihe

Execufive Order, pacticularly since the future wear deduetion is hkely o restrict
generating capabilities i 2003 and subsequent vears.
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1-11

1-12

1-13

1-14
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Page 4

Chapter 3 - Existing Sethng,

Page 3-4, bottom paregraph. The last sentence refers to the predicted RTC
shertfall if shortages are deducted from RTC holdings in fubure compliance years “as
opposad to being otherwise reconeiled”. The last phrase should be explained.

Page 3-5, Ambient Air Quality Data. The analysis lacks {he detail needed to
adequately determine the impact of the propesed projest. In addition to deseriptions of
ambient air quality and the number of days a standard is exceeded, the draft EA should
discuss the seasonality of ozone and NO, standard exceedances and the meteorological
factors that must be present for an cxecedance (o ocour.

Page 3-23, Energy Resources. The draft EA states on page 3-23, fhat peak demand
on power plants ogones in August, The draft EA, should provide emissions data for power
phant craissions during the peak demand period in 2000 to serve a5 & basis for comparison
to projected emissions during peak demend pedoeds in 2001 through 2004, when power

|_plent controls will be in place.

Chapter 4 - Potential Enviromnmental Impacts ated b

Alr Quality, As mentioned above, the deaft EA focwses on RTC demand and
emizsion reductions rather than impacts on air quality, except 1o the extent it analyzes
losalized eoffects due o increased use of MEERCs and ASCs, See identification of issues
at page 4-2. As a result, the draft EA sponds more time discussing peripheral issucs such
as temporary constiugtion impacts than the impacts on alr quality from operational
ermissions uinder the proposed project. The impact of increased NOy emissions in the
ozome and the non-ozone seasons should be disenssed.  Alse, Table 4-9 should be stated
in tons per day to facilitate comparisons with Tables 4-G through 4-2.

B Encrgy Rescurces. The significance eriteria (page 4-22) state that a project will
be considered significant if it will result in the need for new or substantially altered power
or matural gas ntility systems. The futwze year deduction requirement could result in the
necd for new out-ofbasin power plants because existing in-basin plants may have ne
rcmaining Allocations by 2003, This should be discussed.
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1-15

1-16

1-17

1-18

1-19

Mr. Jomathan D Madler
Aprl 24, 2601
Pagc 5

Publie Services., On page 4-33, the facilities installing SCRz should inelude Unit 3
at El Sepundo Power,

Chapter 5 - Alternatives.

As o general comment, the selection of altermatives is confusing and ¢ontaing so
many varigbles that a comparison between the altematives iz difficalt. Some of the
alternatives seem to have been packaged to lead to the conclusion that the propossd

project is (he superior aliernative.

The Mo Projest Alwemative is described m such a way that it is difficult o
determine whether the Governor's Executive Order iz part of the alternative or not. Also,
it iz unclear whether the “freeze” on the use of RTCs purchased after January 11, 2001 js
part of the No Project Altesnative. There is no discussion under this altemative of how
exizting coforcernent mechanisms would achieve the project objestives. There are two
SAQs cumently in place that have mandated significant controls and the payment of
mitigation {ees by facilities that allegedly exceeded their Allocations. The draft BA
shoutd dizcuss how enforcement of the existing program for these and aother facilities
could achieve the project objectives. This afternative should explicitly address the
potential that SAOs would not require that all of the exeess cmissions are dedueted in

futurc years.

Alternative C, which purponis to analyze the concept of deleting the future year
deduction, does not mclede any requirement for compliance plans, This allows the drafi
EA to conclude, not surptisingly, that the altemative is not superor to the propesed
project. Since this i the only alternative that does not include compliance plans, it is not
a fair comparison not does it allow a meaningful discussion of (he issne of eliminating the
future year deduction. A new altermative should be added that is the proposed project
without future year deductions. The analysis should sompare this alteenative to the other
alternatives in temms of the fihure operational viability of power plants post 2003, and the
effeets on curvently proposed new generation projects at existing power plant sites.

In the Conelusion section, the statement that “the Mo Project Alternative does
nothing to address the potential emission reduction shortfall {incrcased MOx emissions)
caused primarily by power generating facilities operating at higher than historical levels”
is accurstc omby if one assumes that power producing faciliies have absolutely ne
intention of adding on controls or that the District would take no enforcement action
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cont.

1-20

cont.

bAr. Jomathan [, Nadler
April 24, 2001
Fage &

under its existing program. Neither of these assnmptions i3 cormmect, vet both flow from
the superficial analysis given to the No Project Alternative, Enforesment of the existing
program has reselted in significant control projects and payment of mitization fees, no
less than the proposed project would require.  Application of these prineiples to other
prwer generating facilities, as an alternative to the propoesed project, should be evaluated,

The discussion of Altemative O is equally flawed, Fivst, the statement that
Alternative C is inferior to the proposed project because “Alternative C wonld not require
dedueting exceedances of 2 facility’s current anmual allocation from fulure annual
allgcations, [and] fiture NOx emission redustion shortfalls would likely be iess than they
would be eompatad w0 the proposed peojeet” is illogical. Page 5-13 and sec also page 5-
17. The futore year deduction does nothing to address air quality in the year in which the
exceedanes cccurs, I is a penalty to discourage fture noncompliance and nothing more.
Tn the case of the power producers who were required to mun by Cal 180 and Tater DWE,
this type of penalty is nat appropriate. In the case of power producers who have proposed
new generation at existing sites, the future year deduction requirsment will be counter-
productive, by discouraging or delaying the statup of newer, clsansr generating units.
The penalty witl have the effect of prolonging the energy otisis past 2002, This should be
digcussed in the EA. The RTC market under the existing program would drive facilities
to install contrals, as would compliance plans. The future year deduction is not the foree
that wifl reduce NOX emissions in the future,

Thank you for the opperhumty to preseut thess comments.

YVery tmly vours,

Aﬁ/mm&m

aton Rubalcava
WESTON, BRENSHOOE,
ROCHEFORT, RUBALCAVA & MacCUISH LLP

SFR/dte
cg:  Tim Hemig

Pavid Lloyd
Gary Rubcnstein
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COMMENT LETTER 1
Weston, Benshoof, Rochefort, Rubalcava, & MacCuish LLP
April 24, 2001

SCAQMD disagrees with the commentator’s general assertion that the Draft EA
presents an incomplete and potentially misleading analysis of the proposed
project. The commentator suggests that the Draft EA inappropriately focused on
emission reductions rather than on air equality. The comment implies that the
Draft EA inaccurately concluded there would be significant air quality impacts
associated with emissions from power producing facilities. This view is based on
the presumption that excess emissions from power producing facilities would not
cause an exceedance of ambient air quality standards. As discussed in responses
to specific comments in the remainder of Letter #1, the Draft EA appropriately
and comprehensively analyzes the potential adverse air quality impacts from
implementation of the proposed project. Regarding excess emissions from power
plants, such emissions are due to the energy crisis and the Governor’s Executive
Orders and are not a result of the proposed project. Rather, the proposed project
provides a set of mechanisms intended to both substantially reduce emissions
from power producing facilities and increase supply of emission reduction credits
for use by these facilities. Accordingly, the Draft EA analyzes the air quality
effects of the proposed project, including the mechanisms intended to provide
greater regulatory flexibility to power plants. The Draft EA appropriately
concluded that the amendment which allows excess emissions from power plants
to be reconciled one year later than would otherwise be required under Rule 2010
(i.e., reconcile up to two years after exceedance rather than one year) is
potentially significant. The other potential air quality effect deemed significant in
the Draft EA is construction-related emissions. These impacts are deemed
“significant” even if they may not actually cause an exceedance of ambient air
quality standards.

Responses #1-2 through #1-20 respond to specific assertions that lead to the
commentator’s general assertion that the Draft EA presents an incomplete and
potentially misleading analysis of the proposed project.

Comment #1-2 states that the Draft EA fails to discuss the potential “impact on air
quality in 2001 and 2002 from the excess emissions . .. from power producing
facilities required to run by state order or court decision” as a result of the energy
crises. This comment misrepresents the requirement of CEQA to analyze the
potential adverse environmental impacts of a proposed project. As the
commentator recognizes, the high levels of emissions from power plants in 2000
and 2001 are not a result of the proposed project, but rather are a result of other
factors including the Governor’s Executive Order, state and court mandates,
requirements to operate by Cal-ISO and the State Water Resources Agency to
avoid blackouts, and business decisions. The manner in which the SCAQMD
proposes to address these emissions and their secondary effects (e.g., high RTC
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prices and low availability) is the appropriate subject of the environmental
analysis.

The commentator states that the Draft EA should have evaluated whether
increased NOx emissions during non-peak ozone periods would contribute to any
ozone exceedances. First, the air quality analysis in Chapter 4 included a
discussion of whether or not the proposed project would cause or contribute to an
exceedance of the ambient air quality standards. For the reasons discussed
therein, it was concluded that this would not be the case. Causing or contributing
to an exceeding of an ambient air quality standard, however, is not the only
criterion of significant impacts. For example, the Draft EA also analyzed the
potential for delays in achieving the RECLAIM program endpoint. Because of
the provision in the proposed project that allows exceedances of the current
annual allocation to be deducted from the subsequent second year’s annual
allocation instead of the first year’s annual allocation, this was deemed a
significant adverse air quality impact. See also responses to comment #1-3.

The SCAQMD assumes that the implication of comment #1-2 is that the proposed
project, specifically the isolation of power-producing facilities from the
RECLAIM market, is not warranted because substantial controls will be in place
by the end of this summer. In spite of these additional controls, the analysis of
both the existing RECLAIM program and the proposed project (which takes into
consideration the current efforts to install control equipment) show potential NOx
emission reduction shortfalls through 2005, depending on whether violations of
the annual allocations occur (refer to Table 4-8 in Chapter 4). See also response
to comment #1-3.

The Draft EA quantitatively estimates emissions (represented as RTC demand)
and RTC supply, including current RTC holdings, of all facilities subject to
RECLAIM, including power producing facilities.  Since power producing
facilities would be prohibited from using RTCs purchased after January 11, 2001
to reconcile emissions, the quantitative analysis in the Draft EA includes an
estimate of RTC supply and demand solely for power producing facilities in
addition to an estimate for the entire universe of RECLAIM facilities. The
analysis includes both a quantitative estimate of RTC supply and demand
assuming deductions of allocation exceedances in the compliance year two years
after the exceedance as well as assuming no deductions are made (Table 4-6.)
The “Existing Setting” (Chapter 3) provides a quantitative estimate of RTC
supply and demand assuming for RECLAIM facilities assuming the existing
Regulation XX provisions apply (Tables 3-1 and 3-2). A comparison of Tables 3-
1 (Existing Setting) and 4-6 (Proposed Project) shows that the estimated RTC
demand in 2003, assuming deductions are made for 2001 exceedances, is actually
less than the RTC demand in 2003, assuming the deductions for previous year
exceedances, under the existing RECLAIM program. The proposed amendments
thus reduce the “cascading effect” of the deductions as compared to the existing
RECLAIM rules.
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In addition, as a result of the energy crises, fast-track licensing and construction
of power producing facilities has been ordered by the California Governor.
Consequently, energy supplies are anticipated to be available to meet demand
prior to 2003. As discussed in the Draft EA, there are numerous power generation
projects under construction or expected to be on-line prior to 2003. Since April
1999, the CEC has approved nine major power plant projects with a combined
generation capacity of 6,278 megawatts. Six power plants, with a generation
capacity of 4,308 megawatts are now under construction, with 2,368 megawatts
expected to be on-line by the end of the year 2001. In addition, another 14
electricity generating projects, totaling 6,734 megawatts of generation are
currently being considered for licensing by the Commission. (Draft EA, page 3-
25).

See also response to comment #1-4.

1-4  Comment #1-4 states that the Draft EA fails to discuss the impact on energy
supplies in 2003 and later years if power producers are unable to operate because
of RTC deductions due to exceedances in 2001 and 2002 when they were
precluded for purchasing RTCs. This comment assumes that power producing
facilities will be out of compliance with the provisions of RECLAIM post-2003.

One of the objectives of the proposed project is to facilitate state and federal
efforts to assure a reliable statewide electricity supply by providing greater
flexibility to power plants in meeting the requirements of Regulation XX. The
proposed project includes a number of components that are expected to both
reduce demand and increase supply of emission reduction credits for use by
power producing facilities. First, the proposed requirement to install BARCT will
substantially reduce emissions (and thus the demand for RTCs) from the facilities.
Additionally, the proposed Mitigation Fee Program will provide a mechanism for
power producing facilities to operate in excess of their allocations through
Compliance Year 2004. The proposed modification of the penalty provision in
Rule 2010 would provide power producing facilities up to two years to deduct
excess emissions from their RTC holdings instead of the one year requirement
currently in the rule (one-quarter of the exceedance may be carried over for an
additional year if 75 percent of the exceedance has already been mitigated?).
Finally, the five new credit generating rules (one recently adopted and four
proposed) will provide mechanisms to generate emission credits available to
power producing facilities. Based on these components of the proposed project,
the SCAQMD expects power producing facilities to eventually balance their
emissions and RTC holdings. Should RTC demand for power producing facilities
continue to exceed supply after the Mitigation Fee Program ends, SCAQMD staff

! The proposed project was modified after the release of the Draft EA to allow one-quarter of the
exceedance to be carried over for an additional year if 75 percent of the exceedance has already been
mitigated (the ability to delay deductions through the Mitigation Fee Program would still sunset after
Compliance Year 2003). Staff has reviewed the proposed modification and had determined that it is within
the scope of the alternatives analysis and does not result in a significant impact not previously identified
nor make a previously identified significant impact substantially worse.
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1-5

intends to propose that either the Mitigation Fee Program be extended or the
power producing facilities be returned to the RECLAIM program. Thus, it is
expected that power producing facilities would be able to operate under the
requirements of RECLAIM as amended.

As discussed in response to comment #1-3, fast-track licensing and construction
of power producing facilities has been ordered by the California Governor as a
result of the energy crisis. Consequently, energy supplies are anticipated to be
available to meet demand prior to 2003. As discussed in the Draft EA, there are
numerous power generation projects under construction or expected to be on-line
prior to 2003. Since April 1999, the CEC has approved nine major power plant
projects with a combined generation capacity of 6,278 megawatts. Six power
plants, with a generation capacity of 4,308 megawatts are now under construction,
with 2,368 megawatts expected to be on-line by the end of the year 2001. In
addition, another 14 electricity generating projects, totaling 6,734 megawatts of
generation are currently being considered for licensing by the Commission.
(Draft EA, page 3-25).

The Draft EA quantifies: potential NOx emission reduction shortfalls for both
existing RECLAIM program as well as the proposed project (refer to response to
comment #1-3); the estimated generation of MSERC and ASC credits that may
enter the Mitigation Fee Program (and AQIP); and includes this information in the
analysis of potential air quality impacts (see Table 4-6). Appendix E presents the
methodology for quantifying the amount of credits estimated to enter the
Mitigation Fee Program. The methodology is based on a number of assumptions
intended to provide a realistic, yet conservative, estimate of the amount of credits
that may be generated. The quantitative analysis concludes that the anticipated
shortfall of RTCs for the RECLAIM program, due in part to the unanticipated
statewide energy crisis, is diminished under the proposed project relative to the
existing RECLAIM program assuming that California Governor’s Executive
Order D-24-01 is in effect. The conclusion is based on the estimated decrease in
demand and the increase in supply for RTCs, including the credits generated by
the Mitigation Fee Program. The commentator is referred to the air quality
subsection of Chapter 4 and to Appendix E.

Comment #1-6 is predicated on the assertion that if NOx emissions exceeding
facilities allocations do not cause a substantial increase in ozone, the exceedances
may not cause adverse health impact and thus may not create a significant adverse
environmental impact. The Draft EA did not conclude a significant adverse
public health impact per se. Rather, the Draft EA concluded that a potential delay
in achieving anticipated emission reductions by allowing power-producing
facilities that pay into the Mitigation Fee Program to deduct exceedances up to
two years after the exceedance (one-quarter of the exceedance may be carried
over for an additional year if 75 percent of the exceedance has already been
mitigated) rather than the next compliance year as is currently set forth by the
penalty provisions in Rule 2010 is significant.
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1-7

1-10

1-11

The SCAQMD has adopted a set of significance thresholds for air quality,
including mass daily emission thresholds for criteria pollutants, including NOX.
A delay in reconciling excess emissions in a quantity greater than the mass daily
significance threshold is considered significant. See also response to comment
#1-2.

The commentator appears to inaccurately characterize an existing RECLAIM
penalty provision as a part of the proposed project. The penalty requirement to
deduct allocation exceedances from future year allocations is already set forth in
Rule 2010. The proposed project would relax this penalty requirement by
extending by one year the time allowed to deduct the exceedance. The penalty
provision cited by the commentator is not a CEQA mitigation, but is part of the
project design to provide temporary relief from the penalty provision by delaying
the time that current exceedances would need to be deducted from future
allocations.

The Draft EA quantifies emission reductions (as represented by RTC supply)
from current retrofit projects and from the proposed Compliance Plan requirement
based upon the best available information. The commentator is referred to Table
4-6. No comments have been received that suggest refinements are required for
these estimates.

The propose project contains a number of components; some implement the
Governors Executive order, while other provisions attempt to minimize the
potential adverse air quality effects of California’s energy crisis in the district.
The Mitigation Fee Program provision in the proposed rule responds to the
Governor’s Executive Order #D-24-01, which states in part, ...”the districts shall
require a mitigation fee for all applicable emissions in excess of the previous
limits in the air quality permits...” The Governor’s Executive Order does not
preclude the SCAQMD from enforcing the existing penalty provision of
RECLAIM regarding allocation exceedances. Also, as discussed in responses to
comments #1-3 and #1-4, the proposed project includes a number of components
that are expected to both reduce demand and increase supply of emission
reduction credits for use by power producing facilities. See also responses to
comments #1-4 and #1-14.

The referenced “Existing Setting” discussion (page 3-4, last paragraph) depicts
the estimated RTC demand and supply for non-power producing facilities under
existing RECLAIM provisions. The sentence in question refers to reconciling
emissions and allocations by the means currently provided for in Regulation XX
including purchasing credits, installing controls, or curtailing production. If a
facility were to exceed its annual allocation, it would be subject to the penalty
provisions of Rule 2010, including the deductions from future year RTC holdings.

Comment 1-11 states that the description of existing air quality should include a
discussion of “the seasonality of ozone and NO2 standard exceedances and the
meteorological factors that must be present for an exceedance to occur”.
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1-12

Comment 1-11 is related to comment #1-2 and comment #1-13 in that these
comments appear to assume that the only indicator of significance for air quality
is whether excess NOx emissions would cause an exceedance of the ambient air
quality standards for ozone or NO2. The SCAQMD has adopted a comprehensive
set of air quality significance thresholds any one of which would indicate
significance if exceeded. These thresholds include not only exceedances of an
ambient air quality standard, but also mass daily emissions thresholds. Neither
the Initial Study nor the Draft EA identified the potential for the proposed project
to result in an exceedance of ambient air quality standards.

If an exceedance of the ozone or NO2 ambient air quality standard were the only
indicator of significance, then the additional information requested may be
relevant. As presented in the Draft EA, however, the description of air quality
conditions in the project area conforms to the “Environmental Setting”
requirements of CEQA (CEQA Guidelines §15125).

The Draft EA presents the “Existing Setting” section for air quality in two
sections. The first subsection describes the existing setting for the NOx
RECLAIM market. The other subsection discusses the health effects of exposure
to criteria air pollutants, describes federal and state ambient air quality standards,
and presents monitoring data for all monitoring stations in the district. No
additional information is necessary.

Comment 1-12 suggests that the analysis provide “emissions data for power plant
emissions during peak demand period in 2000 to serve as a basis for comparison
to projected emissions during peak demand periods in 2001 through 2004, when
power plant controls will be in place.” However, the comparison for CEQA
purposes is not between 2000 and future years, but rather between the project and
the existing setting. As with other comments in Letter #1, this comment appears
to assume that the air quality analysis in the Draft EA should solely focus on the
effect of excess emissions from power plants on ambient air quality.

The excess emissions from power plants is due to the energy crisis and is not a
result of the proposed project. As discussed in responses to comment #1-1 and
comment #1-4, the proposed project provides a set of mechanisms intended to
facilitate efforts to assure a reliable statewide electricity supply by providing
greater flexibility to power plants in meeting the requirements of Regulation XX.
The Draft EA analyzes the air quality effects of the proposed project, including
the referenced mechanisms intended to provide greater flexibility to power plants.
The Draft EA concluded that, based on projected RTC demand and supply, there
could be a significant amount of excess emissions from power plants that may be
reconciled two years after the exceedance as opposed to one year as would be
required under the current regulation. The Draft EA recognizes that, although the
conservative analysis concluded there would be a significant impact from the
delay in making up allocation exceedances, that delay may not occur. Emission
reductions at power plants from additional controls and additional surplus credits
from recently adopted and proposed credit generating rules may allow power
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producing facilities to avoid the penalty provision in Rule 2010. As already
noted, current projects to install control equipment and installation of control
equipment in future years was included part of the analysis of potential adverse
air quality impacts for both the existing RECLAIM program and the proposed
project.

As required by CEQA, the Draft EA analyzes the potential adverse environmental
impacts from implementation of the proposed project. The Initial Study identified
three air quality issues relative to the existing setting that are addressed in the
Draft EA: 1) the potential delay in achieving anticipated emission reductions; 2)
the potential of achieving less emission reductions than anticipated; or 3) the
potential for adverse localized effects due to an increased use of MSERCs and
ASCs by stationary sources. The Draft EA also evaluates the construction-related
emissions associated with the installing additional control equipment, primarily
SCR and MSERC projects. The commentator suggests there was insufficient
attention given to operational emissions resulting from the proposed project.
However, the excess emissions from power producing facilities are not a result of
the proposed project, but rather are a result of the energy crisis. The Mitigation
Fee Program portion of the proposed project, which facilitates power producing
facilities ability operate beyond their allocations, conforms to Governor’s
Executive Order D-24-01.

See also responses to comments #1-2 and #1-3.

The proposed project is being undertaken in part to provide power generating
facilities greater flexibility in complying with existing air quality regulations. The
flexibility is intended to allow power-producing facilities to contribute maximum
electricity output to the state power grid, thus helping to ease the current shortage
of electricity supply. The proposed project would also facilitate, to a certain
extent, the construction of power plants in the district?, thereby helping to further
ease the current energy crisis.

As discussed in the Draft EA, the intent of the compliance plan requirement in
proposed amended Rule 2004 is to quickly retrofit existing utility boilers or
repower facilities so they will be in a position to operate at maximum capacity to
provide reliable energy to the California electricity grid, while still complying
with applicable air quality control rules and regulations. Also, there are a number
of retrofitting or repowering projects currently in progress, which are expected to
be online before the peak power demand period occurs in the summer of 2001.
LADWRP is currently installing five peaker turbines at its Harbor Generating
station and one peaker turbine at its VValley Generating Station. Further, LADWP
is in the process of installing SCRs on three existing units at its Scattergood
Generating Station. As required by the Order of Abatement between LADWP

2 PR 2001 would allow electric generating facilities in any area within the jurisdiction on the SCAQMD
that are initially totally permitted on or after January 1, 2001, to opt in to the RECLAIM program.
Currently, only facilities within the South Coast Air Basin are eligible for entry into the RECLAIM
program. Also, new power plants are given access to the RECLAIM AQIP.
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and the SCAQMD, these projects must be online by June 1, 2001. Other power
plant SCR retrofit projects currently in progress and expected to be online for the
peak power demand season this summer include the following: SCRs on four
existing boilers at the AES Alamitos Generating Station; SCRs on two existing
boilers at the AES Huntington Beach Generating Station, SCRs on two existing
boilers at the AES Redondo Beach Generating Station; two SCRs on Reliant
Energy’s Etiwanda Generating Station; and SCR on an existing boiler at El
Segundo Power.

Consequently, power-producing facilities are not expected to continue to emit at
the uncontrolled or minimally controlled levels at which they are currently
emitting. Based upon the existing and proposed requirements, power-producing
facilities are expected to substantially reduce emissions, which will contribute to
complying with future allocations and help minimize future NOx emission
shortfalls.

Further, as discussed in Chapter 3 and elsewhere in the Draft EA, electricity is not
expected to be in short supply indefinitely. Currently, there are 10 new power
plant projects that have been approved and, in some cases, are already under
construction in California. Four of these projects, representing 1,219 MW, are
expected to be online before the end of 2001; five of these projects, representing
4,480 MW, are expected to be online before the end of 2002; and one of these
projects, representing 750 MW, is expected to be online by June 2003. Further,
CEC is currently reviewing an additional 14 new electricity generating projects.
In addition to approval and construction of new electricity generating projects, the
state of California is aggressively pursuing a number of other options to increase
and ensure a reliable supply of electricity. The federal government has recently
proposed price mitigation caps for certain electricity purchases that may help
reduce the cost of electricity.

It is acknowledged that there is uncertainty with regard to future RECLAIM
allocations for power-producing facilities currently supplying electricity to ease
the current energy crisis. Because power generating facilities would be limited
under the proposed project in their ability to participate in the RECLAIM trading
market and there exists uncertainty in whether sufficient emission reductions
would be obtained from the Mitigation Fee Program, there is a possibility that
future year allocations could be substantially reduced. However, the proposed
project is being promulgated to reduce future NOx emission shortfalls. As shown
in Table 3-1 in Chapter 3, under the existing RECLAIM program it is expected
that there will be substantial NOx emission reduction shortfalls through the year
2005 and possibly beyond.  However, through the emissions reductions
anticipated from the projects funded by the mitigation fees, surplus credits
generated from the pilot NOx credit generating rules, and the installation of
additional control equipment, it is anticipated that the proposed project will
substantially reduce potential future NOx emission shortfalls (Table 4-6). To
further offset this uncertainty, a power generating facility can participate in the
private market to generate MSERCs or ASCs to minimize, if not eliminate, the
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impacts of exceeding their allocations. Should additional generation capacity be
needed, it is too speculative to determine whether new capacity would come from
outside the district or would be made up of new power producing facilities which
would operate inside the RECLAIM universe.

Consequently, with the current projects to retrofit or repower existing electricity
generating facilities in the district, the anticipated increase in electricity
generators and other proposals to secure reliable long-term energy supplies from
the power generators, it is not expected that the proposed amendments to the
RECLAIM program will exacerbate the current energy crisis.

Comment noted. The suggested clarification has been made to the Final EA.

As indicated in the Draft EA, project alternatives to the proposed project were
developed by modifying major components of the proposed rules or proposed
amendments currently under consideration. Modifying various components of the
proposed project is the standard approach the SCAQMD takes when developing
alternatives for all SCAQMD projects that require an alternatives analysis and
provides a consistent method of identifying a range of reasonable alternatives as
required pursuant to CEQA Guidelines 815126.6(a). Based upon this approach, it
was necessary to identify a number of variables to provide a reasonable range of
alternatives.

It should not be surprising that the proposed project was the environmentally
superior alternative because it was crafted based on considerable evaluation,
meetings with stakeholders, evaluation of SCAQMD databases, etc. The point of
the proposed project was to address the RTC high price and low availability
issues to minimize potential impacts to the environment, especially air quality.
The results in Table 5-2 indicate that, with the exception of the No Project, the
conclusions regarding whether or not the project alternatives generate significant
or insignificant adverse environmental impacts are the same as the conclusions for
the proposed project. They do, however, have incrementally lower or higher
impacts than the proposed project, but overall the proposed project appeared to be
the environmentally superior project.

The Governor’s Executive Order is included as part of the No Project Alternative
as explained on page 5-3. This issue is complicated by the fact the Executive
Order was not in effect at the time the notice of preparation for the proposed
project was circulated. This means that the Governor’s Executive Order is not
part of the baseline, but is part of the No Project Alternative. This approach is
consistent with CEQA Guidelines §15126.6(e)(1).

Since the limitation on the use of RTCs purchased after January 11, 2001, to
reconcile emissions is part of the proposed amendments to Rule 2004, this
component is not part of the No Project Alternative.
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Although Rule 2015(c)(b) specifically refers to an evaluation and review of
compliance and enforcement aspects of the RECLAIM program, this provision
did not trigger the proposed project. In addition to responding to the energy crisis
in California, the proposed project implements Rule 2015(d)(1), which requires
the Executive Officer to propose to the Governing Board to amend the RECLAIM
program to address any specific program problems. As indicated in Chapter 2,
the primary program problems being addressed by the proposed project are the
recent high prices and low availability of RTCs. Existing enforcement
mechanisms in the RECLAIM program, including the two existing settlement
agreements, do not address these problems and, therefore, were not evaluated as
part of the No Project Alternative.

Finally, the commentator recommends that the No Project Alternative address
potential settlement agreements that would not require all excess emissions
(emissions exceeding a facility’s annual allocation), to be deducted in future
years. As the commentator is aware, the No Project Alternative means taking no
action to modify the RECLAIM program. Under this scenario, any facility
exceeding its annual allocation would be subject to the existing penalty provisions
in Rule2010(b)(1)(A), which states that in the event of a violation of Rule
2004(d), the Executive Officer will reduce the facility’s annual emissions
allocation for the subsequent compliance year by the total amount the allocation
was exceeded. See also response to comment #1-18.

Alternative C includes a provision that would not require a facility to deduct
exceedances of its annual allocation from future years. Although Alternative C is
anticipated to generate similar impacts compared to the proposed project, this
alternative does not reduce future year NOx emission reduction shortfalls to the
extent of any of the other alternatives. Alternative C also results in a greater delay
in reaching the RECLAIM program endpoint.

Even if the SCAQMD added a new project alternative such as the one suggested
by the commentator, i.e., the proposed project (including compliance plans) with
no deduction in future years of exceedances of current annual allocations, it
would not be superior to the proposed project for the following reasons.

a. It would not reduce future year NOx emission reduction shortfalls to the
extent of any of the other alternatives except Alternative C precisely for
the reason that current annual allocation exceedances would not be
deducted from future year allocations.

b. Similarly, it would also result in a greater delay in reaching the RECLAIM
program endpoint compared to the alternatives except for possibly of
Alternative C. The compliance plan requirement would likely mean
reaching the RECLAIM program endpoint sooner than would occur under
Alternative C, but later than all other alternatives for the same reason —
current annual allocation exceedances would not be deducted from future
year allocations.

PAReg XX/ PRs 1631, 1632, 1633, 2507 H-1-17 May 2001



Final EA — Appendix H

C. All other impact areas, including localized operational air quality impacts,
energy impacts, hazard impacts, and public service impacts would,
however be equivalent to the proposed project.

1-19 The commentator asserts that the No Project Alternative analysis is superficial
and relies on the following incorrect assumptions: that power generating facilities
have no intention of installing air pollution control equipment and the SCAQMD
would take no enforcement action. First, the SCAQMD respectfully disagrees
with the commentator’s opinion that the No Project analysis is superficial with
regard to addressing potential emission reduction shortfalls, as explained in the
following paragraphs. Second, the commentator’s assertion that the analysis
relies on flawed assumptions is incorrect.

The SCAQMD performed a comprehensive analysis of the effects of the No
Project Alternative on the projected emission reduction shortfall for both power
generating facilities (refer to Table 3-1) and non-power generating facilities (refer
to Table 3-2). This analysis was described on pages 3-1 through 3-4 in Chapter 3
of the Draft EIR and the methodologies and assumptions for this analysis were
included in Appendix E of the Draft EIR. Briefly, this analysis projected NOx
emission reduction shortfalls for the existing RECLAIM program (No Project
Alternative) for the years 2001 through 2005. This analysis took into
consideration the anticipated demand for RTCs as well as the available supply of
RTCs from a number of sources to estimate the projected surplus or shortfall of
RTCs for each year analyzed.

Using the same methodology and similar assumptions, the effect of the proposed
project on the NOx emission shortfall was calculated for power generating
facilities (refer to Table 4-6) and for non-power generating facilities (refer to
Table 4-7). The total NOx emission reduction shortfalls or surpluses from the
proposed project were then compared to the total NOx emission reduction
surpluses or shortfalls from the existing RECLAIM program (Table 4-8). As can
be seen in Table 4-8, the proposed project substantially reduces the projected
NOx emissions reduction shortfalls over the years analyzed compared to the
existing RECLAIM program.

The commentator’s assertion that the No Project Alternative analysis did not
assume that control equipment would be installed is incorrect for the following
reasons. As indicated in Chapter 3, the analysis of the existing RECLAIM
program’s effects on emission reduction shortfalls took into consideration
emissions from retrofit projects for all years analyzed. For the analysis, the
SCAQMD identified all current retrofit projects under consideration and
calculated the emission reduction potential of these NOx retrofit projects. The
NOx emission reduction potential of these projects were then projected to occur
for each of the years analyzed. This means that the analysis did assume that
power generating facilities and non-power generating facilities would install air
pollution control equipment and took this assumption into consideration when
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analyzing the NOx emission reduction shortfalls for both the proposed project and
for the No Project Alternative.

The commentator’s assertion that the No Project Alternative analysis did not take
into consideration SCAQMD enforcement of annual allocations is also incorrect
for the following reasons. The analysis of the NOx emission reduction shortfalls
for both the No Project Alternative and the proposed project included results
under two scenarios. The first scenario assumed violations of the annual
allocations would not occur; the second scenario assumed that violations would
occur (see the last line of Tables 3-1 and 3-2 entitled “Estimate RTC Demand
should Violations Occur”). The analysis of the existing RECLAIM program did
not include the effects of the Governor’s Executive Order, which essentially
allows power-generating facilities to exceed their emission limitations for the year
2001 without penalty as long as they pay a mitigation fee.

Deductions of exceedances in the next compliance year are required by the
current RECLAIM rules. The proposed rules give power producers an additional
year for emission deductions and provide a mechanism for the deductions to be
restored when SCAQMD is able to generate emission reductions through the
proposed credit generation rules. The deduction helps ensure that the
environment is made whole and is an important element of the changes being
proposed. A rule without any deduction for exceedances would likely not be
approved by U.S. EPA since it would be a relaxation of a current rule requirement
that is in place for environmental protection. The assertion that deductions will
discourage new, cleaner generation appears unfounded. In fact, power producers
are worried that they may not be able to meet future allocations because of the
deductions for exceedances, their best option is to immediately invest in new
cleaner generation to replace existing generation. This would reduce their
demand for RTCs and make it more likely that they will be able to comply.
Furthermore, power producing facilities that will exceed their allocation can pay
into the Mitigation Fee Program and/or independently purchase mobile or area
source credits generated through the proposed credit generating rules.

Governor Davis' Executive Order D-24-01 established a statewide emission bank
funded by projects already completed. New or existing power producers are
allowed to lease the available credits from 2001 through 2003 to provide
emissions offsets for projects to add new or expanded peaking capacity for the
summer peak season in 2001.

The Governor's order also requires that power producers be allowed to pay into a
mitigation fee for emission exceedances. Proposed Rule 2020 establishes the
criteria for the Mitigation Fee program. The proposed RECLAIM rules allow the
SCAQMD two (and possibly three) years to refund the emission reductions used
under the Mitigation Fee Program. The SCAQMD has been working with
industry, environmental groups, CARB and EPA to develop several pilot credit
generation rules. Rule 1612.1 - Mobile Source Credit Generation Pilot Program,
which includes Class 7 and 8 vehicles and yard hostlers, was adopted by the
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SCAQMD Governing Board in March 2001. Four additional rules are being are
proposed: PR 1631 - Pilot Credit Generation Program for Marine Vessels; PR
1632 - Pilot Credit Generation Program for Hotelling Operations; PR 1633 - Pilot
Credit Generation Program for Truck/Trailer Refrigeration Units; and PR 2507 -
Pilot Credit Generation Program for Agricultural Pumps. Several projects have
been recently been identified by SCAQMD staff which are expected to
substantially refund power producers for emission exceedances through the
Mitigation Fee Program. Power producers also have the option of funding
projects under the credit generating rules independently and using RTCs
generated to offset their previous years' exceedances.
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