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introduction

The South Coast Air Quality Management District (SCAQMD) is proposing to amend Regulation XX – Regional Clean Air Incentives Market (RECLAIM), by allowing power producing facilities to re-enter the trading market of the RECLAIM program and clarifying the Continuous Emission Monitoring Systems (CEMS) requirements for modified equipment.  With regard to the power producing facilities, Rule 2007 – Trading Requirements, is proposed to be amended to lift the trading restrictions that were previously placed on power producers during the 2001 amendments to the RECLAIM program.  The proposed changes to Rule 2007 will allow power producers to use RECLAIM trading credits (RTCs) to reconcile emissions, and sell or transfer RTCs below their original allocation after compliance year 2003.  Rule 2011 – Requirements for Monitoring, Reporting, and Recordkeeping for Oxides of Sulfur (SOx) Emissions; and Rule 2012 – Requirements for Monitoring, Reporting, and Recordkeeping for Oxides of Nitrogen (NOx) Emissions are proposed to be amended to clarify that the 90-day recertification period for CEMS applies to new CEMS or when a component of an existing CEMS is added to an existing or modified major RECLAIM source.
This document, prepared pursuant to the California Environmental Quality Act (CEQA), Public Resources Code §21000 et seq., constitutes an Addendum to the May 2001 Final Environmental Assessment (EA) for Proposed New and Amended Rules, Regulation XX – Regional Clean Air Incentives Market (RECLAIM); Rule 1631 – Pilot Credit Generation Program for Marine Vessels; Rule 1632 – Pilot Credit Generation Program for Hotelling Operations; Rule 1633 – Pilot Credit Generation Program for Truck/Trailer Refrigeration Units; and Rule 2507 – Pilot Credit Generation Program for Agricultural Pumps (SCAQMD No. 010201JDN, certified at the May 2001 Governing Board public hearing).  An addendum is the appropriate CEQA document for the proposed project because the proposed project constitutes a change to the previously approved project and the changes do not trigger any conditions identified in CEQA Guidelines §15162.  Pursuant to CEQA Guidelines §15164(c), an addendum need not be circulated for public review.  This Addendum, along with the previously prepared Initial Study, Draft EA, Final EA, supporting documentation, and record of project approval are available upon request by calling the SCAQMD Public Information Center at (909) 396-2309.

CALIFORNIA ENVIRONMENTAL QUALITY ACT 

The proposed amendments to Rules 2007, 2011, and 2012 are considered to be modifications to the previously approved project and are a "project" as defined by CEQA.  CEQA requires that the potential adverse environmental impacts of proposed projects be evaluated and that feasible methods to reduce or avoid identified significant adverse environmental impacts of these projects be identified.  To fulfill the purpose and intent of CEQA, the SCAQMD, as the CEQA Lead Agency for this project, prepared a comprehensive Final EA for proposed amended Regulation XX (SCAQMD No. 010201JDN, May 2001).
This Addendum to the May 2001 Final EA has been prepared in accordance with CEQA Guidelines §15164, which states that an addendum shall be prepared unless any of the following conditions requiring preparation of a subsequent EA pursuant to CEQA Guidelines §15162 are anticipated: 

· Substantial changes which will require major revisions of the previous CEQA document due to the involvement of new significant environmental effects or a substantial increase in the severity of previously identified significant effects;

· Substantial changes, with respect to the circumstances under which the project is undertaken, which will require major revisions of the previous CEQA document due to the involvement of new significant environmental effects or a substantial increase in the severity of previously identified significant effects; or,
· New information of substantial importance which was not known and could not have been known with the exercise of reasonable diligence at the time the previous CEQA document was certified as complete, such as:

· The project will have one or more significant effects not discussed in the previous CEQA document;

· Significant effects previously examined will be substantially more severe than shown in the previous CEQA document;

· Identification of mitigation measures or alternatives previously found not to be feasible, but would in fact be feasible, and would substantially reduce one or more significant effects, but the project proponent declines to adopt the mitigation measures or alternatives; or

· Identification of mitigation measures or alternatives which are considerably different from those analyzed in the previous CEQA document would substantially reduce one or more significant effects on the environment, but the project proponents decline to adopt the mitigation measure or alternative. 

An Addendum is the appropriate CEQA document for the current proposed project because allowing power producers to re-enter the RECLAIM trading market and clarifying the timing for CEMS recertification are not expected to result in new or more severe significant effects requiring substantial revisions in the previous EA.  In particular, no new significant project-specific or cumulative impacts in any environmental areas were identified, nor would any project-specific or cumulative impacts in any environmental areas be made substantially worse as a result of implementing the proposed project as explained in subsequent sections of this Addendum.  Pursuant to CEQA Guidelines § 15164(c), this Addendum is not required to be circulated for public review, but will be provided to the Governing Board before the November 7, 2003 Public Hearing.  This Addendum and all other related CEQA documents are available upon request by contacting the SCAQMD’s Public Information Center by calling (909) 396 – 2039 or by visiting SCAQMD’s website at http:// www.aqmd.gov/ceqa.  The direct link to the May 2001 Final EA can be found at http://www.aqmd.gov/hb/010535a.html.
project location

The SCAQMD has jurisdiction over an area of approximately 10,743 square miles (referred to hereafter as the district), consisting of the four-county South Coast Air Basin (Basin) (Orange County and the non-desert portions of Los Angeles, Riverside and San Bernardino counties) and the Riverside County portions of the Salton Sea Air Basin (SSAB) and the Mojave Desert Air Basin (MDAB).  The Basin, which is a subarea of the district, is bounded by the Pacific Ocean to the west and the San Gabriel, San Bernardino, and San Jacinto Mountains to the north and east.  The Basin includes all of Orange County and the nondesert portions of Los Angeles, Riverside, and San Bernardino counties.  The Riverside County portions of the SSAB and MDAB are bounded by the San Jacinto Mountains in the west and span eastward up to the Palo Verde Valley.  The federal nonattainment area (known as the Coachella Valley Planning Area) is a subregion of Riverside County and the SSAB that is bounded by the San Jacinto Mountains to the west and the eastern boundary of the Coachella Valley to the east (Figure 1).
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Figure 1
South Coast Air Quality Management District

Background

On October 15, 1993, the SCAQMD Governing Board adopted Regulation XX, referred to herein as the RECLAIM program, to reduce NOx and SOx emissions and subsequently help meet air quality standards while providing facilities with the flexibility to seek the most cost-effective solution for achieving the required reductions.  Instead of setting specific limits on each piece of equipment and each process that contributes to air pollution as is stipulated by traditional ‘command-and-control’ regulations, under the RECLAIM program each facility has a NOx and/or SOx annual emissions limit (allocation) and facility operators can decide what equipment, processes and materials they will use to reduce emissions to meet or go beyond their emission limits.  The RECLAIM program was designed to achieve by year 2003 the same level of emission reductions as would have otherwise been achieved in aggregate by implementing the command-and-control rules.
RECLAIM applies to facilities that emit four tons or more per year of NOx and/or SOx, though it excludes certain essential public services (e.g., landfills, public transit, fire fighting facilities, et cetera).  In total, there are approximately 363 facilities currently participating in the RECLAIM program.  Each facility participating in the RECLAIM program receives an annual allocation of RTCs.  The amount of RTCs available to any given facility declines by a specific amount each year from 1994 to 2003 such that operators of each affected facility is faced with a decision of how to reduce their emission levels over the long term while still meeting the annually declining limits.  Under RECLAIM, operators of each facility are free to choose the most cost-effective and innovative ways to accomplish this goal, such as process changes, installing new control equipment, and replacing or refurbishing equipment with state-of-the-art technology.  In exchange for reducing emissions beyond the annual emissions allocations, operators of affected facilities can sell their excess RTCs to other firms.  Buyers of these RTCs are typically other RECLAIM facilities that either need more time to achieve their emission reduction goals or find the cost of buying RTCs more economical than modifying existing operations or buying and installing new equipment.
To assure a more liquid market, as well as protect RECLAIM participants from price fluctuations that may be caused if all the RTCs expire at the same time, backstop levels (i.e., a maximum price per tons of NOx or SOx emissions) were adopted in Rule 2015 - Backstop Provisions, and two trading cycles were created.  Further, to balance emissions among the participating facilities in the RECLAIM program, the affected facilities were randomly divided into two cycles which vary by compliance year.  That is, the Cycle 1 compliance year spans from January 1 to December 31 while the Cycle 2 compliance year spans from July 1 to June 30.  
Between compliance year 1994 and compliance year 1999, NOx emissions at RECLAIM facilities, in aggregate, were below the annual allocations, and the price of NOx RTCs remained relatively stable, ranging from $1,500 to $3,000 per ton.  However, beginning June 2000, RECLAIM program participants experienced a sharp and sudden increase in NOx RTC prices for both 1999 and 2000 compliance years.  This was mainly due to an increased demand for power generation due to the California energy situation which resulted in this industry purchasing a large quantity of RTCs and depleting the supply of available RTCs.  The average price of NOx RTCs for compliance year 2000, traded in the year 2000 increased sharply to over $45,000 per ton compared to the average price of $4,284 per ton traded in 1999.  Since the RTC price for NOx exceeded the backstop price of $15,000 per ton, an evaluation of the RECLAIM program was triggered.  

The Governing Board, at its October 2000 meeting, directed staff to examine the issues affecting the high price of NOx RTC prices and recommend actions to stabilize NOx RTC prices.  Additionally, the Governing Board directed the Executive Officer to form an Advisory Committee to provide input to staff regarding possible approaches to stabilize NOx RTC prices.  Fourteen power producing facilities purchased 67 percent of the NOx RTCs that were traded during compliance year 2000, suggesting that the increased demand and high prices of NOx RTCs was solely due to the power producers.  However, the annual allocations for all the power producers only accounted for approximately 14 percent of total RECLAIM annual allocations for compliance year 2000.  At the same time, the RECLAIM program reached the ‘cross-over point’ where emissions equal allocations because many RECLAIM facilities, relying on previously low RTC prices, did not determine that it was more cost-effective to begin installing controls until after the RTC prices had peaked.  

In recognition of the inherent lag time between the ability of facility operators to actually install and operate new control equipment, the Governing Board concluded that immediate refinements to the RECLAIM program were necessary and, at the January 19, 2001 Board Meeting, directed staff to form a working group to develop and propose amendments to the RECLAIM program.  The goal of the proposed refinements was to implement realistic, effective solutions to reduce and stabilize the prices of NOx RTCs.  In May 2001, Rule 2015 was amended to remove power producing facilities from the RECLAIM trading market with the caveat that they could rejoin the trading market in the 2004 compliance year, provided that the Governing Board determines prior to July 2003 that their re-entry will not result in any negative effect on the remainder of the RECLAIM facilities or on California’s energy security needs.  In addition, the amendments also required the power plants to install Best Available Retrofit Control Technology (BARCT).  Lastly, a Mitigation Fee Program was established for the power plants to make up excess emissions.
Subsequent to these requirements, staff examined the energy security needs of California and the potential impacts on the RECLAIM market.  During the time period between 2000 and 2001, a maximum of 9,000 megawatt hours (MWh) was used as the baseline for the in-Basin electricity demand in order to determine if the power producing facilities would have sufficient NOx RTC holdings.  The analysis assumed the same electricity demand as was experienced during 2001 as well as the emission rates that would result from the electricity demand.  After the power producing facilities installed BARCT, the emissions from utility boilers were reduced from a range of 36 to 100 parts per million (ppm) to as low as five to seven ppm.  Similarly, turbine emissions were reduced from an approximate range of 25 to 120 ppm to as low as nine to 17 ppm.  Also, some older turbines were completely removed from service.  Overall, power plants equipped with BARCT have decreased their NOx emission rates by approximately 80 percent or more from previously uncontrolled levels.  
Based on these emission levels, the 14 power producing facilities are anticipated to emit a total of 1,395 tons per year of NOx and their total annual allocations are 1,705 tons per year for each year from 2003 to 2010.  Further, current RTC holdings for the compliance years beginning in 2003 up to 2010 range from 1,550 to 2,330 tons per year of NOx.  This represents a surplus in current NOx RTC holdings ranging from 155 to 935 tons per year.  Table 1 contains a summary of the projected electrical demand and NOx emission levels.  

When considering the data in Table 1 with the typical annual operational capacity of a power producing unit at well below 30 percent, except for 2001 when in-Basin units operated at 35 percent capacity, on average it would take all units operating at a capacity of 55 percent to cause a shortage in NOx RTCs.  Therefore, based on projected excess RTCs and typically operating capacities, power producers are now considered likely to be sellers of NOx RTCs in the RECLAIM program.  For these reasons, the Governing Board at the June 6, 2003 public hearing, made the finding that re-entry of the power producers in the RECLAIM trading market would not have a negative effect on the remainder of the RECLAIM facilities or on California’s energy security needs.  

Table 1
Projected Electricity Demand and NOx Emission Levels

	
	2003
(tons/year)
	2010
(tons/year)

	Initial Allocations
	1705
	1705

	RTC Holdings
	1550
	2330

	Projected NOx Emissions Levels*
	1395
	1395

	Potential Surplus RTCs
	155
	935



*Based on electrical generation by unit in 2001.

PROJECT DESCRIPTION
In response to the conclusions reached by the Governing Board, amendments to Rule 2007 are now being proposed to require the power producers to re-enter the RECLAIM trading market once again.  Specifically, the power producing facilities will be brought back into the RECLAIM trading market and allowed to use RTCs to reconcile emissions, and to sell or transfer RTCs below the original allocation after compliance year 2003.  

In addition to the issues related to NOx RTC prices and the power producers, the CEMS recertification requirements in Rules 2011 and 2012 are being clarified.  Currently Rules 2011 and 2012 require certification of CEMS within 12 months of start-up for a new major source and recertification of existing CEMS within 90 days for a modified major source.  However, the current versions of these rules do not explicitly state if the 90-day recertification period applies to a new CEMS or to a component of an existing CEMS.  Therefore, to clarify these requirements, amendments to Rules 2011 and 2012 are proposed to clarify that the 90-day recertification period for CEMS applies when a new CEMS or a component of an existing CEMS is added to an existing or modified major RECLAIM source.
Analysis of environmental impacts

At the time of the May 2001 amendments to the RECLAIM program, specifically pertaining to RTCs and annual allocations for the power producers (i.e., removing the power producers from the RECLAIM trading market), the May 2001 Final EA analyzed the effects of:
· temporarily removing the existing power producers from the RECLAIM trading market until the 2004 compliance year (subject to Governing Board approval by June 2003);

· ensuring that emission reduction shortfalls to be made up by including reconciliation and penalty provisions;
· requiring the power producers to install BARCT and to pay a mitigation fee for any emissions in excess of allocations;

· initiating a temporary, limited, pilot RECLAIM Mitigation Fee Program for power producers and an Air Quality Investment Program (AQIP) for structural buyers;

· requiring larger non-power producing RECLAIM facilities to file a compliance plan to demonstrate intended compliance options with NOx RTCs held by those facilities for compliance years 2001 through 2005; 

· improving registration and timely reporting of RTC trades; and

· modifying procedures for late electronic reports. 

Impacts from the May 2001 amendments, which specifically address the construction activities related to installing BARCT and complying with the administrative remedies for power producing facilities that exceed their annual allocations, were determined to be significantly adverse for air quality and hazards.  Operational activities were determined in the May 2001 Final EA to be significantly adverse for air quality primarily as a consequence of the provision in the RECLAIM Mitigation Fee Program that allowed a one-year delay in the deduction of allocation exceedances provided for the power producers to make up emission shortfalls.  However, this provision is scheduled to sunset after compliance year 2003.  The May 2001 Final EA also concluded that the hazards and hazardous materials impacts were significant because of the hazards associated with the installation of selective catalytic reduction (SCR) control equipment and the use of ammonia in order to comply with the BARCT provisions of the previously proposed project.  

Since the currently proposed project does not entail new or additional control requirements beyond what was evaluated in the May 2001 Final EA, but simply involves returning the power producers to the RECLAIM trading market, no new impacts are anticipated, nor are existing impacts previously evaluated made substantially worse.  In other words, the May 2001 Final EA found no impacts resulting from just the power producers re-entering the RECLAIM trading market.  Further, the environmental impacts analyzed in the May 2001 Final EA and the conclusions reached remained unchanged with respect to the currently proposed project.  For the specific discussion of these impacts, the reader is referred to the “Air Quality” and “Hazards” sections in Chapter 4 and the analysis of Alternative B in Chapter 5 of the May 2001 Final EA.

In addition, the proposed amendments to Rules 2011 and 2012 which clarify the timing for CEMS recertification are administrative in nature and have no possibility of creating environmental impacts.  Thus, they do not significantly affect or alter any of the conclusions per environmental topic reached in the May 2001 Final EA.  Accordingly, the conclusions reached in the May 2001 Final EA are not expected to be altered further by the currently proposed changes to Rules 2007, 2011, and 2012.
The May 2001 Final EA concluded that the following environmental topics would not be adversely affected by the previously proposed amendments to RECLAIM.

· aesthetics

· agriculture resources

· biological resources

· cultural resources

· energy

· geology/soils

· hydrology and water quality

· land use and planning

· mineral resources

· noise

· population and housing

· public services

· recreation

· solid/hazardous waste

· transportation/traffic

The conclusion that the above environmental areas would not be significantly adversely affected as analyzed in the May 2001 Final EA continues to apply to the currently proposed project.
conclusion

The re-entry of the power producing facilities into the RECLAIM trading market as proposed by the amendments to Rule 2007 is determined to be within the scope of the analysis in the May 2001 Final EA as previously evaluated in Chapter 4 and would not result in creating new adverse environmental impacts or in making the existing significant adverse air quality and hazard impacts substantially worse.  Further, the effects of returning the power producers to the RECLAIM trading market was specifically evaluated in Chapter 5 as Alternative B. Further, the clarification to the timing of CEMS recertification as proposed by the amendments to Rules 2011 and 2012 is administrative in nature and thus, is not considered to be new substantial information that would result in making the existing significant adverse air quality and hazard impacts substantially worse.  Thus, an addendum is the appropriate CEQA document for the proposed project because the proposed project constitutes a change to the previously approved project and the changes do not trigger any conditions identified in CEQA Guidelines §15162.  In summary, no new significant project-specific or cumulative impacts in any environmental areas were identified, nor would any project-specific or cumulative impacts in any environmental areas be made substantially worse as a result of implementing the proposed project.

A P P E N D I X   A

P R O P O S E D   A M E N D E D   R U L E S   2 0 0 7 ,   2 0 1 1 ,   A N D   2 0 1 2  

In order to save space and avoid repetition, please refer to the latest version of the proposed amended rules located elsewhere in the rule package.  Pursuant to CEQA Guidelines §15164(c), an addendum need not be circulated for public review so no other version of the rules were available with this document in the past.  Also, the latest version of the proposed amended rules can be found, along with the complete Governing Board package (including this Addendum), under the November 7, 2003 Board Meeting for which these rule amendments are being considered, on SCAQMD’s website at:  http://www.aqmd.gov/hb/gb_cal95.html.
