BOARD MEETING DATE: May 3, 2024 AGENDA NO. 29

PROPOSAL.:

SYNOPSIS:

COMMITTEE:

Determine That Proposed Amendments to Regulation III — Fees Are
Exempt from CEQA; Amend Regulation IIT — Fees; and Adopt
Executive Officer’s Proposed Goals and Priority Objectives, and
Proposed Budget for FY 2024-25.

The Executive Officer's Proposed Goals and Priority Objectives and
Proposed Budget for FY 2024-25 have been developed and are
recommended for adoption. Proposed Amended Regulation 11|
includes: an increase of most fees by the Consumer Price Index (CPI)
of 3.5 percent; new or modified fees which are necessary to provide
more specific cost recovery for regulatory actions taken by the
agency including major incident response actions and to promote
cleaner technologies, as well as a proposal to increase most permit
related fees by 1.5 percent per year for two years beyond CPI; and
administrative changes in Regulation Il that include clarifications,
deletions, insertions, or corrections of existing rule language, which
have no fee impact. This action is to adopt the Resolution:

1) Determining that the proposed amendments to Regulation I —
Fees are exempt from the California Environmental Quality Act;

2) Amending Regulation I11; and 3) Adopting the Executive Officer’s
Proposed Goals and Priority Objectives, and Proposed Budget for
FY 2024-25.

Special Governing Board Meeting Workshop, April 12, 2024

RECOMMENDED ACTIONS:
1. Adopt the attached Resolution regarding the proposed amendments to Regulation 111

— Fees:

a. Determining that the proposed amendments to Regulation 111 — Fees, which
include Proposed Amended Rule 301 — Permitting and Associated Fees,
Proposed Amended Rule 303 — Hearing Board Fees, Proposed Amended Rule
304 — Equipment, Materials and Ambient Air Analyses, Proposed Amended Rule
304.1 — Analyses Fees, Proposed Amended Rule 306 — Plan Fees, Proposed
Amended Rule 307.1 — Alternative Fees for Air Toxics Emissions Inventory,
Proposed Amended Rule 308 — On-Road Motor Vehicle Mitigation Options
Fees, Proposed Amended Rule 309 — Fees for Regulation XVI and Regulation
XXV, Proposed Amended Rule 311 — Air Quality Investment Program (AQIP)



Fees, Proposed Amended Rule 313 — Authority to Adjust Fees and Due Dates,
Proposed Amended Rule 314 — Fees for Architectural Coatings, Proposed
Amended Rule 315 — Fees for Training Classes and License Renewal, and
Proposed Amended Rule 316 — Fees for Rule 2305, are exempt from the
requirements of the California Environmental Quality Act and
b. Amending Regulation Ill — Fees, which includes Proposed Amended Rules 301,
303, 304, 304.1, 306, 307.1, 308, 309, 311, 313, 314, 315, and 316.
2. Approve the Executive Officer’s Proposed Goals and Priority Objectives, and
Proposed Budget for FY 2024-25;
3. Remove from Reserves and Designations all amounts associated with the FY 2023-

24 Budget;
4. Approve appropriations in the Major Objects for FY 2024-25 of:
Salary and Employee Benefits $174,519,397
Services and Supplies 31,492,598
Capital Outlays 3,418,500
Transfers Out 2,000,000
Total $211,430,495

o

Approve revenues for FY 2024-25 of $209,545,500;

6. Approve the deletion of two net authorized/funded positions as detailed in the FY
2024-25 Budget; and

7. Approve a projected June 30, 2025 Fund Balance of the following:

Classification? Reserves/Unreserved Designations Amount
Committed Reserve for Encumbrances $19,900,000
Nonspendable | Reserve for Inventory of Supplies 80,000
Assigned Designated for Enhanced Compliance Activities 883,018
Assigned Designated for Other Post Employment Benefit

(OPEB) Obligations 2,952,496

Assigned Designated for Permit Streamlining 234,159
Assigned Designated for Self-Insurance 2,000,000
Assigned Designated for Unemployment Claims 80,000
Total Reserved & Unreserved Designations $26,129,673
Unassigned | Undesignated Fund Balance $75,607,207

Wayne Nastri

Executive Officer
SJ:IK

1 The fund balance classifications of Committed, Nonspendable, Assigned, and Unassigned are established by the Government Accounting
Standards Board 54.

-2-



Background

The period covered by the FY 2024-25 budget is from July 1, 2024 to June 30, 2025.
The General Fund budget is the agency’s operating budget and is structured by office
and account code. The accounts are categorized into three Major Objects: Salaries and
Employee Benefits, Services and Supplies, and Capital Outlays. The budget is
supplemented with a Work Program which estimates staff resources and expenditures
along program and activity lines. A Work Program Output Justification is completed for
each Work Program which identifies performance goals, measurable outputs, legal
mandates, activity changes and revenue categories.

The annual expenditure and revenue budget for the General Fund is adopted on a
modified accrual basis. All annual expenditure appropriations lapse at fiscal year-end if
they have not been expended or encumbered. Throughout the year, budget amendments
may be necessary to accommodate additional revenues and expenditure needs.

The Executive Officer’s Budget and Work Program for FY 2024-25 represents the input
over the past several months from Board members, the public, executive management,
and staff. This year’s process included two meetings with the Budget Advisory
Committee, two public consultation meetings held on March 19 and April 9, 2024, and
one Governing Board Workshop held on April 12, 2024.

Regulation IIT — Fees establishes the fee rates and schedules to recover South Coast
AQMD's reasonable costs of regulating and providing services to the regulated
community, primarily permitted sources. The agency’s permit program is principally
supported by three types of fees, namely permit processing fees, annual renewal
operating fees (equipment-based), and emissions-based operating fees. Also included in
the agency’s permit program are Rule 222 registration fees and plan fees since these are
similar to permits for the sources to which they apply. Regulation 11 also establishes
fees and rates for other fee programs, unrelated to the agency’s permit program,
including, but not limited to, Transportation Programs fees, Warehouse Actions and
Investments to Reduce Emission program fees (warehouse compliance), and Area
Source fees (architectural coatings).

Additional fees also have been authorized by the legislature and are included in South
Coast AQMD’s existing fee regulation. These fees include: variance and other Hearing
Board fees; fees for the costs of programs related to indirect sources and area-wide
sources; fees to recover the costs to the air district and state agencies of implementing
and administering the Air Toxics Hot Spots Program (AB 2588); fees for refinery-
related community air monitoring systems; and fees for notices and copying documents.
All above-referenced fees and Hot Spots reimbursements to the General fund comprise
approximately 62 percent of South Coast AQMD’s revenue.



South Coast AQMD continues to implement cost recovery initiatives and cost reduction
efforts, including limited increases in Services and Supplies expenditures and budgeting
a 13 percent vacancy rate. In the upcoming years, South Coast AQMD will continue to
face a number of fiscal challenges and uncertainties, including global economic impacts
and resulting fluctuations in the financial market which determine the performance of
South Coast AQMD’s retirement investments and impact pension liability. Other
challenges include potential changes in federal and state grant funding levels, the need
for major information technology and building infrastructure improvement projects, and
annual variations in penalties and settlement revenue. South Coast AQMD staff will
monitor funding sources, the retirement plan, and actual financial results on a
continuous basis and are prepared to make timely resource allocation adjustments as
warranted.

Proposal

Budget

The proposed budget for FY 2024-25 includes expenditures of $211,430,495 and
revenues of $209,545,500, using unreserved fund balance to supplement FY 2024-25
estimated revenues. The proposed FY 2024-25 budget represents an increase of
$15,103,007 (7.7%) in total expenditures from the budget adopted by the Board in May
2023, primarily due to Board-approved four-year labor agreements and an increase in
Capital Outlay purchases for operational needs. The proposed budget includes a net
decrease of two positions for FY 2024-25, which is a result of realigning staffing to
increase efficiency and effectiveness of South Coast AQMD programs. In Services and
Supplies, the proposal for FY 2024-25 reflects a net decrease of $610,881 (1.9%)
compared to the FY 2023-24 adopted budget primarily due to the payoff of pension
obligation bonds offset by increasing insurance and security costs and critical
information management projects. Capital Outlays are increasing by $1,698,500
(98.8%) compared to the FY 2023-24 adopted budget and includes the childcare
building roof replacement project, essential information management projects such as
required systems upgrades and modernization, and monitoring and analysis equipment
to support the ambient air monitoring network.

The proposed FY 2024-25 budget represents an increase of $13,218,082 (6.7%) in total
revenue from the budget adopted by the Board in May 2023. As part of this budget
package, specific fees in Regulation III — Fees will be automatically adjusted by the
California Consumer Price Index (CPI) as provided for under South Coast AQMD Rule
320 — Automatic Adjustment Based on Consumer Price Index for Regulation 111 Fees.
The proposed budget includes a 3.5 percent CPI fee increase.

Regulation 111

Proposed Amended Regulation Il will pursuant to Rule 320, increase most fees, where
applicable, by 3.5 percent consistent with the California CPI. In addition, the following
proposals are necessary to allow for recovery of the reasonable costs of South Coast
AQMD’s regulatory activities: 1) increase permit and plan processing fees and annual

-4-





http://www.aqmd.gov/home/rules-compliance/rules/scaqmd-rule-book/proposed-rules/regulation-iii
http://www.aqmd.gov/home/rules-compliance/rules/scaqmd-rule-book/proposed-rules/regulation-iii

The FY 2024-25 Proposed Budget is available via South Coast AQMD’s website at
http://www.agmd.gov/nav/about/finance#Budgets.

Key Issues

Throughout the rulemaking process, staff worked with stakeholders to address and
resolve a number of issues that were raised. Staff is not aware of any remaining key
issues.

California Environmental Quality Act

Pursuant to the California Environmental Quality Act (CEQA) Guidelines Sections
15002(k) and 15061, the proposed amendments to Regulation 111 which involve charges
by public agencies for the purpose of meeting operating expenses and financial reserve
needs and requirements are statutorily exempt from CEQA pursuant to CEQA
Guidelines Section 15273. In addition, the proposed amendments to Regulation IlI,
which have no fee impact and are strictly administrative in nature, are exempt from
CEQA pursuant to CEQA Guidelines Section 15061(b)(3). A Notice of Exemption has
been prepared pursuant to CEQA Guidelines Section 15062 and is included as
Attachment J to this Board letter. If the proposed project is approved, the Notice of
Exemption will be filed for posting with the county clerks of Los Angeles, Orange,
Riverside, and San Bernardino counties, and with the State Clearinghouse of the
Governor’s Office of Planning and Research.

Socioeconomic Impact

Two separate analyses of socioeconomic impacts were conducted. The first analysis
examines the impacts of the 3.5% automatic CPI adjustment to most Regulation 111 fees
(e.g., emission fees, permit processing fees, annual permit renewal fees, toxic hot spot
fees, source test fees, asbestos fees, architectural coatings fees, Rule 2305 reporting
fees, a portion of Rule 2202 fees, area source fees and Hearing Board fees) and is
included as Attachment I to this Board letter.

The second analysis is a socioeconomic impact assessment, which is included in the
staff report (see Attachment H of this Board letter), analyzes the impacts of the four
proposed amendments to Regulation 111 with fee impacts. However, fee impacts could
only be quantified for two of the four proposed amendments. One proposal would
increase annual operating and permit processing fees by 3% above the CPI that will be
phased in over the next two years (a 1.5 % increase in FY 2024-25 and the remaining
1.5 % increase in FY 2025-26). This proposal will result in additional fee impacts of
$1.50 million in FY 2024-25, and $3.00 million in FY 2025-26 and years after. The
second proposal to amend Rule 301 to include a new abbreviated reporting filing fee is
estimated to have fee impacts of $0.18 million in FY 2024-25, $0.14 million in FY
2025-26, and $0.86 million in FY 2026-27 and thereafter. The total fee impacts of the
two proposed amendments are estimated to be about $1.68 million in FY 2024-25,
$3.14 million in FY 2025-26, and $3.86 million in FY 2026-27 and thereafter. The
manufacturing sector is expected to bear the largest share of the proposed fee increases.
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Based on historical records, between 20 and 30% of impacted facilities may be
considered small businesses as defined in Rule 102, but on average, they tend to pay a
smaller amount of fees.

Implementation and Resource Impacts

The proposed CPI-based adjustments by 3.5% to most Regulation I11 fees, which is
commensurate with the change in the California CPI from December 2022 to December
2023, pursuant to Rule 320, is estimated to result in an increase in South Coast
AQMD’s revenue by approximately $3.6 million for FY 2024-25.

Based on the proposed amendments to Regulation 11, the fee impact is estimated to be
$1.68 million in FY 2024-25, $3.14 million in FY 2025-26, and $3.86 million in
FY 2026-27 and thereafter.

Attachments

A. Summary of Proposals

B. FY 2024-25 Proposed Budget and Proposed Goals and Priority Objectives

C. Key Issues and Responses

D. Rule Development Process for Proposed Amended Regulation 111

E. Key Contacts List

F. Resolution

G. Proposed Amended Regulation 111

G1-G13. Proposed Amended Rules 301, 303, 304, 304.1, 306, 307.1, 308, 309, 311,

313, 314, 315, and 316

H. Final Staff Report, with Socioeconomic Impact Assessment, for Proposed
Amended Regulation 111 — Fees

I.  Final Socioeconomic Report for Adjustment Based on Consumer Price Index for
Regulation 111 Fees

J. Notice of Exemption from CEQA

K. Board Presentation
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