SOUTH COAST AIR QUALITY MANAGEMENT DISTRICT

Preliminary Draft Staff Report
Proposed Amendments to Regulation XX — Regional Gi@ Air Incentives
Market (RECLAIM)

April 2004

Deputy Executive Officer
Planning, Rule Development, and Area Sources
Elaine Chang, DrPH

Planning and Rules Manager
Jill Whynot

Authors: Tracy A. Goss, P.E. — Air Quality Spdisia
Cheryl Marshall — Air Quality Specialist
Amy Kroeger — Air Quality Engineer

Contributors: Andrew Lee, P.E. — Program Superviso
Danny Luong, P.E. — Air Quality and Compliance Sujser
Wayne Barcikowski — Air Quality Specialist
Fortune Chen — Air Quality Engineer
Susan Tsai — Air Quality Engineer

Reviewed by: Gary Quinn, P.E. - Program Supervisor
Barbara Baird — District Counsel
Frances Keeler - Senior Deputy District Counsel
Carol Coy - Deputy Executive Officer
Pang Mueller, P.E. — Engineering and Complidvieeager




SOUTH COAST AIR QUALITY MANAGEMENT DISTRICT
GOVERNING BOARD

Chairman: WILLIAM A. BURKE, Ed.D
Speaker of the Assembly Appointee

Vice Chairman: S. ROY WILSON, Ed.D.
Supervisor, Fourth District
Riverside County Representative

MEMBERS:

MICHAEL D. ANTONOVICH
Supervisor, Fifth District

Los Angeles County Representative

JANE W. CARNEY
Senate Rules Committee Appointee

WILLIAM S. CRAYCRAFT
Council Member, City of Mission Viejo
Cities Representative, County of Orange

BEATRICE J. S. LAPISTO-KIRTLEY
Council Member, City of Bradbury
Cities Representative, Los Angeles County/EadRegion

RONALD O. LOVERIDGE
Mayor, City of Riverside
Cities Representative, Riverside County

JAN PERRY
Cities Representative, Los Angeles County/Westamidh

BILL POSTMUS
Supervisor, First District
San Bernardino County Representative

JAMES W. SILVA
Supervisor, Second District
Orange County Representative

CYNTHIA VERDUGO-PERALTA
Governor’'s Appointee

DENNIS YATES
Council Member, City of Chino
Cities Representative, San Bernardino County

EXECUTIVE OFFICER
BARRY R. WALLERSTEIN, D.Env.




TABLE OF CONTENTS
EXECUTIVE SUMMARY

CHAPTER 1: BACKGROUND

Introduction
Public Process

CHAPTER 2: PROPOSED AMENDMENTS TO REGULATION XX — R ECLAIM
CHAPTER 3: IMPACT ASSESSMENT

Introduction

Impact Analysis

California Environmental Quality Act (CEQA) Analysi s
Socioeconomic Assessment

Draft Findings under California Health and Safety Code

APPENDIX A:

Proposed Amended Rule 2002 — Allocations for Oxidesf Nitrogen (NOy) and
Oxides of Sulfur (SG)

Proposed Amended Rule 2007 — Trading Requirements

Proposed Amended Rule 2009 — Compliance Plans foower Producing Facilities

Proposed Amended Rule 2010 — Administrative Remedieand Sanctions

Proposed Amended Rule 2011 - Proposed Amended RW811 — Requirements for
Monitoring, Reporting, and Recordkeeping for Oxides of Sulfur (SOXx)
Emissions (Protocol)

Proposed Amended Rule 2012 — Requirements for Mowiting, Reporting, and
Recordkeeping for Oxides of Nitrogen (NOx) Emissios (Protocol)

Proposed Amended Rule 2015 — Backstop Provisions



PROPOSED AMENDED REGULATION XX PRELIMINARY DRAFT STAFF REPORT

EXECUTIVE SUMMARY

The AQMD Governing Board adopted the Regional Claanincentives Market (RECLAIM)
program in 1993. The purpose of the RECLAIM progravas to reduce NOx and SOx
emissions through a market-based program. It wessgded to provide facilities with the
flexibility to seek the most cost-effective solutido reduce their emissions. The program
replaced a series of existing command-and-contiglsrand control measures specified in the
1991 Air Quality Management Plan (AQMP). RECLAIlMpies to facilities emitting 4 tons or
more per year of NOx and/or SOx in the year 199@rmor subsequent year, excluding certain
essential public services that remain under compraaaidcontrol such as landfills, public transit,
and fire fighting facilities. There are curren8$2 facilities under the RECLAIM NOx program.

SCAQMD staff is proposing amendments to Reguladoh— Regional Clean Air Incentives
Market (RECLAIM) to achieve additional NOx redugctigoals outlined in the 2003 AQMP.
Amendments are proposed to address Best AvailabteofR Control Technology (BARCT)
requirements, which may require installation or rhodtion of NOx emission control
equipment. In addition, other rule changes ar@@sed to address potential backstop measures
including a set-aside and non-tradable creditgpfover plants, and to address a SIP issue raised
by the Environmental Protection Agency (EPA) tcckrand develop a mechanism to address
potential unmitigated breakdown emissions. Otlhanges proposed include clarifications to the
rules and protocols, and adding an alternative atetbf compliance demonstration for
equipment with high oxygen content in the exhaumst adjustments to the testing schedule for
equipment that is operated sporadically.

As discussed below, the proposed amendments tdRE®@LAIM rules contain several key
elements.

Amend Rule 2002 to:

» Achieve reductions in NOx emissions by the year@®@1 accordance with Control
Measure #2003CMB-10 in the 2003 AQMP and the BAR@Ijuirements under state
law;

» Establish non-tradable allocation credits for powerducing facilities to be used in the
event that the demand in electrical generation estisafacility allocations and RTC
holdings;

Amend Rule 2015 to:
* Amend Rule 2015 by addressing EPA’s concerns velat mitigation of breakdown
emissions; and,
* Amend Rule 2015 by creating a “set-aside” of NOx(RTfor qualifying RECLAIM
facilities as a backstop measure in the eventthieaaiverage quarterly RTC price exceeds
$15,000 per ton.

AQMD ES-1 April 2004
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Other proposed amendments include:

Rule 2002 - add a new emission factor for micrditues and clarify that the ending
emission factors in Table 1 are specifically foefTl, compliance year 2000, and add
further emission reductions beyond 2003 total alions;
Rule 2007 — coincide: 1. the end date for usinggcMRICs to reconcile emissions to the
end of a quarter; and 2. to have the trading iotistns lifted on power producing
facilities effective on the date of adoption of theposed amendments, instead of on
September 1, 2004;
Rule 2009 - remove the requirement for power predsito apply for and keep detailed
records of environmental dispatch procedures;
Rule 2010 - clarify the procedure for reducing ailnemissions allocations for
exceedances that violate the requirements in Ra0d 2d); and
Rules 2011 and 2012, including their respectivequals
o adjust the schedule for Relative Accuracy Test Bu(RATA) for equipment that
is operated sporadically, and by adding alternatrethods of compliance testing
for natural gas combustion sources with high oxygentents in the exhaust
stream; and
o0 make administrative and other minor changes sucboa®cting typographical
errors, clarifying the rule language, and updatireprotocols.

Saff is currently seeking input on the proposed rule amendments and potential impacts related
to the various el ements of the proposal.

AQMD

ES-2 April 2004
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Introduction

On October 15, 1993, the SCAQMD Governing Boardpéeb Regulation XX, referred to
herein as the RECLAIM program, which is a marketdshprogram to reduce NOx and SOx
emissions and subsequently help meet air quaktydsirds while providing facilities with the
flexibility to seek the most cost-effective solutitor achieving the required reductions. Instead
of setting specific limits on each piece of equiptmand each process that contributes to air
pollution as is required by traditional ‘commandiasontrol’ regulations, under the RECLAIM
program each facility has a NOx and/or SOx annumaikgions limit (allocation) and facility
operators can decide what equipment, processematetials they will use to reduce emissions
to meet or go further below their annual emissianits. In lieu of reducing emissions, facility
owners or operators may elect to use the tradindggh@o purchase RTCs from other facilities
that have reduced emissions below their annuattarghe RECLAIM program was designed to
achieve by year 2003 the same level of emissioncteths as would have otherwise been
achieved in aggregate by implementing the commauadeantrol rules.

To assure a more liquid market, as well as prd®&cTLAIM participants from price fluctuations
that may be caused if all the RTCs expire at timeesame, two trading cycles were established.
Further, to balance emissions among the particigdacilities in the RECLAIM program, the
affected facilities were randomly divided into twgcles which vary by compliance year. That
is, the Cycle 1 compliance year spans from Jandaty December 31 while the Cycle 2
compliance year spans from July 1 to June 30. gkdiap level of $15,000 per ton was
established to trigger program reevaluation.

Historical Background

Between compliance year 1994 and compliance ye&0,1810x emissions at RECLAIM
facilities, in aggregate, were below the annualcations, and the price of NOx RTCs remained
relatively stable, ranging from $1,500 to $3,000 pen. However, beginning June 2000,
RECLAIM program participants experienced a shamg sudden increase in NOx RTC prices for
both 1999 and 2000 compliance years. This waslyndire to an increased demand for power
generation due to the California energy situatidmciv resulted in this industry purchasing a
large quantity of RTCs and depleting the supphawdilable RTCs. The average price of NOx
RTCs for compliance year 2000, traded in the y&f@x02ncreased sharply to over $45,000 per
ton compared to the average price of $4,300 petraed in 1999. Since the RTC price for
NOx exceeded the backstop price of $15,000 peranrgvaluation of the RECLAIM program
was triggered.

The Governing Board, at its October 2000 meetimgcted staff to examine the issues affecting
the high price of NOx RTCs and recommend actiorstdbilize NOx RTC prices. Additionally,
the Governing Board directed the Executive Offimeform an Advisory Committee to provide
input to staff regarding possible approaches tbilsta NOx RTC prices. Fourteen power
producing facilities, each with a generating catyaai 50 megawatts (MW) or greater, purchased
67 percent of the NOx RTCs that were traded ducmgpliance year 2000, suggesting that the
increase in NOx RTC prices were primarily due tlosver producer demand on the market.
However, the annual allocations for all the powadpicers only accounted for approximately 14

AQMD 1-1 April 2004
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percent of total RECLAIM annual allocations for goirance year 2000. At the same time, the
RECLAIM program reached the point in the programmied the ‘cross-over point’ where
emissions equal allocations because many RECLARMitias, relying on previously low RTC
prices, did not determine that it was more costatiVe to begin installing controls until after the
RTC prices had peaked.

In recognition of the inherent lag time between dieeision of facility operators to add controls
to the actual installation and operation of new ta@nequipment, the Governing Board
concluded that immediate changes to the RECLAIMym were necessary and, at the January
19, 2001 Board Meeting, directed staff to form arkimg group to develop and propose
amendments to the RECLAIM program. The goal of greposed amendments was to
implement realistic, effective solutions to redaecel stabilize the prices of NOx RTCs. In May
2001, Regulation XX was amended to place tradisgrictions on power producing facilities
with the provision that they could fully rejoin thading market in the 2004 compliance year,
provided that the Governing Board determined pr@oduly 2003 that their re-entry would not
result in any negative effect on the remainderhef RECLAIM facilities or on California’s
energy security needs. In addition, the amendmaists required the power plants to install
BARCT. Lastly, credit generation rules and a Mitign Fee Program were established for the
power plants to make up excess emissions.

Pursuant to these requirements, staff examinecenieegy security needs of California and the
potential impacts on the RECLAIM market and the &oing Board determined that reentry of
the power plants would not be expected to havegative impact on California’s energy security
needs or on other RECLAIM facilities. Overall, pawplants equipped with BARCT have

decreased their NOx emission rates by approxim&@lypercent or more from previously

uncontrolled levels.

Based on these emission levels, the 14 power progldiacilities are anticipated to emit a total
of 1,395 tons per year of NOx and their total ahm@llacations are 1,705 tons per year for each
year from 2003 to 2010. Further, current RTC huddifor the compliance years beginning in
2003 up to 2010 range from 1,550 to 2,330 tonsypar of NOx. This represents an excess in
current NOx RTC holdings ranging from 155 to 93Bst@er year. When considering the data
relative to the typical annual operational capaoft@ power producing unit at below 30 percent,
except for 2001 when in-Basin units operated gh&%ent capacity, on average it would take all
units operating at a capacity of 55 percent toeaushortage in NOx RTCs. Therefore, based on
projected excess RTCs and typical operating capacipower producers are now considered
likely to be sellers of NOx RTCs in the RECLAIM gmram. For these reasons, the Governing
Board at the June 6, 2003 public hearing, madérnhkeng that lifting the trading restrictions for
power producers in the RECLAIM trading market wouldt have a negative effect on the
remainder of the RECLAIM facilities or on Califoais energy security needs. Subsequently, the
Governing Board adopted proposed changes to RECLRINes 2007, 2011, and 2012 at the
December 5, 2003 public hearing which removed nodsthe trading restrictions on power
producers. Effective September 2004, the powedymers will have unrestricted use of RTCs.

AQMD 1-2 April 2004
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2003 AQMP
The 2003 AQMP was approved by the Governing Boardugust 2003. Subsequently, the

AQMP was approved by the state Air Resources BOARB) and submitted to EPA to update

the State Implementation Plan (SIP). The 2003 AQidRtained a control measure calling for

additional NOx emission reductions from RECLAIM.pe&gifically, the control measure seeks

approximately three (3) tons per day NOx from thegpam by the end of the 2010 compliance
year. The amount will be determined during thie development effort, based on an analysis of
BARCT.

As required in the California Health and Safety Eq#iSC) 839616, which is applicable to
market-based incentive programs, RECLAIM must tesulan equivalent level of emission

reductions at an equivalent cost as would have laebieved under a command-and-control
regulatory structure. This equivalency demonsimatvas made when the RECLAIM program
was adopted in October 1993 and again seven y#arsrale adoption. In addition to making

these demonstrations, the District found that tlogimam met the BARCT requirements of HSC
840440 for all facilities, including power plantdt should be noted that this is an on going
requirement and as such will be evaluated in thadéuevery three years with AQMP updates.

Public Process

A Public Consultation meeting was held on Novenifgr2003 to discuss the December 2003
amendments and to introduce the concepts for thieerduproposal. It was attended by
approximately 30 people including representativesnf AQMD, CARB, and RECLAIM
facilities.

A RECLAIM Working Group meeting was held on March, 2004 to receive input on the staff
proposal, which included discussions of the impacalysis and proposed amendment rule
language. Additional meetings have been schedatedpril 1 and 15, 2004, and in the months
of May and June 2004 to review staff's assessmeBA&CT and to discuss the rule proposals.

A Public Workshop is scheduled for April 7, 2004.

AQMD 1-3 April 2004
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Introduction

SCAQMD staff is currently proposing amendmentsams of these existing RECLAIM rules to
achieve additional NOx reduction goals outlinedha 2003 AQMP. Amendments are proposed
to address Best Available Retrofit Control TechggldBARCT) requirements, which may
require installation or modification of NOx emissicontrol equipment. In addition, other rule
changes are proposed to address potential backst¢agures including a set-aside and non-
tradable credits for power plants, and to addresSIRa issue raised by the Environmental
Protection Agency (EPA) to track and develop a ma@m to address potential unmitigated
breakdown emissions. Other changes proposed mdladifications to the rules and protocols,
and adding an alternative method of compliance daetnation for equipment with high oxygen
content in the exhaust and adjustments to thentgsithedule for equipment that is operated
sporadically.

Regulation XX
SCAQMD initially adopted Regulation XX - RECLAIM i©ctober 1993. At that time, the
Regulation consisted of 12 rules, as follows:

* Rule 2000 - General, contains the program objegtivgose, and definitions;

* Rule 2001 — Applicability, sets criteria for incios in RECLAIM,;

* Rule 2002 — Allocations for NOx and SOx, establssitee mechanism for deriving
facility allocations;

* Rule 2004 - Requirements, contains requirementddoronstrating requirements;

* Rule 2005 — New Source Review for RECLAIM; deliresatrequirements for new,
modified, and relocated equipment, as well as tigadones;

* Rule 2006 — Permits, establishes requirements$ning and amending facility permits;

* Rule 2007 — Trading Requirements, sets the termiganditions for trading of RTCs;

* Rule 2008 — Mobile Source Credits, contains requaits for use of emission reduction
credits generated by mobile sources;

* Rule 2010 — Administrative Remedies and Sanctiesblishes the penalty structure for
violation of RECLAIM requirements, such as emissiamexcess of allocations;

* Rule 2011 - Requirements for Monitoring, Reportimgd Recordkeeping for SOX,
contains the operational requirements for SOx @mittequipment at RECLAIM
facilities;

* Rule 2012 — Requirements for Monitoring, Reportiagd Recordkeeping for NOX,
contains the operational requirements for NOx engttequipment at RECLAIM
facilities; and

* Rule 2015 - Backstop Provisions, contains requirgsnor annual and three-year audits,
and steps to be taken in the event certain programameters are exceeded, such as the
price of RTCs.

In May 2001, three additional rules were addediding the total number of rules in Regulation
XX'to 15. These rules are:

AQMD 2-1 April 2004
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* Rule 2009 — Compliance Plans for Power Producirgliffes, establishes requirements
for installation of control equipment at power gkwith an electrical generating capacity
greater than fifty (50) megawatts;

* Rule 2009.1 — Compliance Plans and Forecast RepgortdNon-Power Producing
Facilities, establishes requirements for non pgweducing facilities emitting 25 tons or
more of NOx to submit a plan outlining their conapice strategy; and

* Rule 2020 — RECLAIM Reserve, created a reserve @f &mission reductions that can
be used for the RECLAIM Air Quality Investment Pragn (RECLAIM AQIP),
Mitigation Fee Program, or natural gas turbine poplant peaking sources.

Proposed Amendments
As discussed below, the proposed amendments tdRE®@LAIM rules contain several key
elements.

Amend Rule 2002 to:

» Achieve reductions in NOx emissions by the year@®@1 accordance with Control
Measure #2003CMB-10 in the 2003 AQMP and the BAR@Ijuirements under state
law;

» Establish non-tradable allocation credits for poweyducing facilities to be used in the
event that the demand in electrical generation estisafacility allocations and RTC
holdings;

Amend Rule 2015 to:
* Amend Rule 2015 by addressing EPA’s concerns velat mitigation of breakdown
emissions; and,
* Amend Rule 2015 by creating a “set-aside” of NOx(RTfor qualifying RECLAIM
facilities as a backstop measure in the eventthiegaiverage quarterly RTC price exceeds
$15,000 per ton.

Other proposed amendments include:

* Rule 2002 - add a new emission factor for micrditues and by clarifying that the
ending emission factors in Table 1 are specifidaliyTier 1, compliance year 2000;

* Rule 2007 - coincide the end date for using NOx R1&reconcile emissions to the end
of a quarter and to have the trading restrictiafted on power producing facilities
become effective on the date of adoption of theppsed amendments instead of on
September 1, 2004;

* Rule 2009 - remove the requirement for power preduido apply and keep detailed
records of environmental dispatch procedures;

* Rule 2010 - clarify the procedure for reducing adramissions allocations in response to
exceedances that violate the requirements in Ra0d 2d); and

* Rules 2011 and 2012, including their respectivequals

o adjust the schedule for Relative Accuracy Test Bu(RATA) for equipment that
is operated sporadically, and by adding alternatrethods of compliance testing

AQMD 2-2 April 2004
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for natural gas combustion sources with high oxygentents in the exhaust
stream; and

o0 make administrative and other minor changes sucboa®cting typographical
errors, clarifying the rule language, and updatireprotocols.

A detailed summary of each proposed rule amendfo#otvs.

Proposed Amended Rule 2002 — Allocations for Oxidesf Nitrogen (NOy) and Oxides of
Sulfur (SOy)

Adjustment to NOx RTC Holdings

In accordance with analysis prepared in responstdrol Measure #2003CMB-10 in the 2003
AQMP which estimates an additional reduction in NRECLAIM emissions of three tons per
day by 2010, new language is proposed for PAR 20G#der to achieve emission reductions
from all RTC holders by compliance year 2010. &btial amount of reductions will depend on
the analysis of what is technically and economycfalsible. The proposed changes would also
comply with the BARCT requirements applicable torke&based incentive programs in
accordance with California’s Health and Safety Cét#S 840440. Specifically, the BARCT
adjustment that will be made to each facility'soadition and all other RTC holdings will be
implemented on a programmatic basis, with an epedentage reduction to all RTC holdings in
compliance year 2010. The reductions are proptusdéd implemented over a five-year period
with the initial reduction (representing one-fifththe total adjustment) occurring in compliance
year 2006. PAR 2002 proposes a specific percemtalge reduced from the 2003 RTC holdings.
The exact percentage is dependent upon the BAR@Isas, which is ongoing and is expected
to range between five and 15 percent. The deciaaacations will be implemented between
compliance years 2006 and 2010. Total program RdoCsach compliance year after 2010 will
be the same as the allocations in 2010.

The CCAA requires districts to achieve and maintstate standards by the earliest practicable
date and for extreme non-attainment areas, todechll feasible measures (H&S 8840913 and
40920.5). The term “feasible” is defined in the Cdlifornia Code of Regulations, section
15364, as a measure “ capable of being accomplish@duccessful manner within a reasonable
period of time, taking into account economic, eonmental, legal, social, and technological
factors.” The required use of BARCT for existin@gt®nary sources is one of the specified
(feasible) measures. Therefore, staff is evalgatadl feasible measures” by examining the
emission limits of other air pollution control dist rules and other requirements for equipment
categories in the RECLAIM program. Staff is alswiewing the technology and emission limits
applied to all categories of equipment in the RE@WAprogram. (For a list of RECLAIM
equipment, the reader is referred to the tablethatconclusion of Rule 2002) Staff will be
proposing new BARCT levels for specific categomésquipment. The proposed BARCT for
each category would take into account the ranggpefs and size of equipment in each category.

Historically, the ending factors in Tier | EndingniSsion Factors in Rule 2002 represented, for
each category of equipment, the level of emissantrol required by the applicable rule that was

AQMD 2-3 April 2004
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subsumed by RECLAIM. The rule limits subsumed ByCRAIM were also best available
retrofit control technology (BARCT) for each categoat the time the program started.
Additional reductions in facility emission alloaatis from 2000 to 2003 were required to take
the place of reductions from AQMP control meastines were subsumed by RECLAIM. These
subsumed control measures represented future BAIRC3pecific categories of equipment at
the time of adoption. BARCT is established by d@kailability of technology currently in use or
that is contained in any air pollution control agga rules or regulations, any state
implementation plan, or any federal air programARET is an emission limit that takes into
account environmental, energy, and economic impaetegrammatic emission reductions will
be based on the increased level of control agiiepto the equipment at RECLAIM facilities.

As stated earlier, staff is evaluating all equiptmeategories under the RECLAIM program. At
this time, the following categories of equipmenvd&®een preliminarily identified as capable of
further emission reductions: turbines (non-Rul®PO industrial and refinery boilers and
heaters; metal melting furnaces; metal heat trgaflnid catalytic cracking units (FCCU); and
miscellaneous combustion sources (i.e., ovenss kdalciners, dryers, and furnaces). It should
be noted that Power Producing Facilities have presty installed BARCT on their electric
power generating units pursuant to Rule 2009.

It must be noted that the potential reductions tified by the various equipment categories are
those that make any proposed NOXx reductions adblievan a programmatic basis and for the
purposes of the impact analysis (which may be demed a reasonable worse-case scenario) are
assumed to occur in response to the proposed anestsliand would be undertaken voluntarily
under the existing RECLAIM program. In additiors, &ith the current regulation or with the
proposed project, affected facilities may purch&ECs instead of implementing physical
changes to achieve a reduction in NOx emissiorigee proposed amendments to the RECLAIM
program would further induce such projects to occHither installation/modifications of NOx
emission control equipment or RTC purchases maypdra@as a result of the amendments, as
would occur under an active credit trading program.

Non-Tradable Allocation Credits for Power Produckagilities

In order to address future potential spikes ordases in electrical generation demand, a new
subdivision is proposed for Rule 2002 to estabhsim-tradable allocation credits for power
producing facilities subject to the requirementsRofle 2009. Specifically, the proposed non-
tradable allocation credits will be made availalolgpower producing facilities and they will be
based on a reserved portion (yet to be determioetheir RTC holdings beginning in the 2006
compliance year and for each compliance year thhereaNon-tradable allocations may only be
used for emission increases associated with thputgdue to higher electricity generation
demand. The non-tradable allocation for the Polmducing Facilities will be funded by a
portion of the BARCT reductions from the facilitiassessed pursuant to Rule 2002.

Emission Factors
The current version of Rule 2002 does not have rarsston factor specifically for micro-
turbines. As a default, micro-turbines currentbe uhe same emission factor as for natural gas-
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fired turbines which is 413 pounds of NOx per roilistandard cubic feet (Ibs NOx/mmcf) of
fuel. A proposed emission factor specific to mitibines of 54.4 Ibs NOx/mmcf of fuel would
be added to Table 1 in Rule 2002. In addition,l@adbwill be clarified to reflect that the ending
emission factors are for compliance year 2000.

Proposed Amended Rule 2007 — Trading Requirements

The current version of Rule 2007 limits faciliti'sem reconciling emissions using NOx RTCs
that were purchased on or after January 12, 20@leading August 31, 2004, unless certain
criteria are met. To allow power producing fa@t a smooth transition as they re-enter the full
trading market, PAR 2007 contains a proposal tcetthe effective date for when the trading
restrictions are lifted to occur on the date off@am of the proposed amendments.

Proposed Amended Rule 2009 — Compliance Plans foower Producing Facilities

The current version of Rule 2009 requires each pgweducing facility with a generating
capacity of 50 MW or greater to prepare a compkaplan that ensures timely installation of
BARCT at all electric generation units. In additidor electric generating equipment located in
South Coast Air Basin and exceeding 250 MW genegatapacity in aggregate, each
compliance plan is required to contain ‘environnaérdispatch procedures’ to establish a
hierarchy or criteria for operating the lowest N@xitting units to the maximum extent feasible
during the installation process. Even though timrenmental dispatch procedures to expire at
the completion of the 2005 compliance year, ale@td facilities are currently operating in
compliance with the BARCT emission levels such thase requirements are no longer
necessary. Thus, for clarity and consistency wéhcurrent compliance status and to relieve the
affected facilities of recordkeeping requiremeritattare no longer necessary, amendments to
Rule 2009 are proposed to change the sunset datee oénvironmental dispatch procedures
effective upon the date of adoption of the propasidelamendments.

2010 — Administrative Remedies and Sanctions

This clarification is being added to subdivision {@ reflect District practices regarding how and
when deductions are made. The intent of this amentlto the deduction provision is to clarify
how a deduction is made once the Executive Ofiicakes a determination, through an audit or
other means, that a facility has violated Rule ZA§{4). This deduction occurs in addition to the
company receiving a Notice of Violation and asstlgpenalties. For each quarter that a facility
has violated Rule 2004 (d)(1), the Executive Offiegll determine the amount by which the
allocation was exceeded for that quarter aloneenTine EO will add together the quarterly
exceedances to calculate the total annual exceedafhbis amount is then deducted from the
compliance year after which the EO make the detetiun that a facility violated Rule 2004

(d)(1).

For example, if a facility exceeded its total adralcation in the first quarter by 10 pounds and
did not purchase sufficient RTCs to cover the edaaee by the end of the reconciliation period
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for the first quarter, it will have a quarterly eedance of 10 pounds. If the company continues
to operate without purchasing RTCs and emits 4hgsun the second quarter, then the facility
has a second quarter exceedance of 40 pounds.e #lepounds would be added to the first
quarter exceedance of 10 pounds, for a total exareedof 50 pounds for the year thus far. If the
company still continues to operate without purahgsRTCs, then the subsequent quarterly
emissions would also constitute exceedances anddvimuiadded to the total until the facility
purchased sufficient RTCs to cover the total exased. However, if purchases are made in the
third quarter that cover the total exceedancestteryear, and assuming the facility has no
exceedance in the fourth quarter, then the totduickeon for the compliance year would be 50
pounds.

Proposed Amended Rule 2011 - Proposed Amended RuB®11l — Requirements for
Monitoring, Reporting, and Recordkeeping for Oxides of Sulfur (SOx) Emissions
(Protocol) and Proposed Amended Rule 2012 — Requirents for Monitoring, Reporting,
and Recordkeeping for Oxides of Nitrogen (NOx) Emsions (Protocol)

The proposed changes are as follows:

* Rule 2011 and Rule 2012 would change the currebmgtal due date for monthly
interim reports (e.g., by the tenth day of month)oe consistent with the due date for
other types of monthly reports (e.g., by the 1%th df the month).

* The protocol for Rule 2012 would be changed to baststent with the proposed
amendments for Rule 2002 to include an emissiaioifapecifically for micro-turbines.

* The protocol for Rule 2012 would allow complianantbnstrations to be based on total
mass NOx emissions when testing the exhaust froge laatural gas combustion sources
and process units to determine compliance with REA8ILconcentration limits provided
that all of the following conditions exist:

the exhaust gases have an oxygen content greatef ¢hpercent;

there is no other fuel or combustible material pnésn the process;

o the affected sources combust a single fuel; and,

o all exhaust points can be tested.

o O

» Both protocols for Rule 2011 and Rule 2012 wouldvalalternative scheduling to verify
the accuracy of CEMS devices for sources that opesporadically. The proposed
amendments also include requirements for affecdlitftes to comply with the
following:

o demonstrate that the normal operating schedulth@source is sporadic and cyclical
in nature;

o obtain prior approval for using the alternativeqadures; and,
demonstrate that the source operation remains dnee sduring the time when
postponement of the Relative Accuracy Test AudATR) occurs.
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The current versions Rules 2011 and 2012, incluthie@ protocols, contain some typographical
errors and administrative inconsistencies. FopBaoiy, administrative corrections are proposed
to both rules and they will primarily focus on Cheys 2 and 4, plus Attachment E of Rule 2011
and Chapters 2, 3, and 4, plus Attachment F of ROIL.

Proposed Amended Rule 2015 — Backstop Provisions

Breakdown Emissions

Staff is proposing to add a requirement to Rule52@1 monitor and ensure mitigation of
emissions associated with equipment breakdowns.latiRe to the May 2001 RECLAIM
amendments addressing the electrical generatiogiscrEPA raised concerns regarding a
previously SIP approved provision (Rule 2004(i)(3)at allowed facilities, under certain
conditions, to not deduct excess emissions assodcmith equipment breakdowns from the
facility’'s RTC Allocation. The AQMD was notifiedybEPA that this conflicts with a September
20, 1999 policy that requires mitigation of all egss emissions during equipment malfunctions,
startup, and shutdown. It should be noted thabatyh this provision exists, it has never been
used. Therefore, any emissions that may have &&sociated equipment breakdowns have been
covered by the facility’s RTC holdings.

After numerous discussions with EPA, staff commditite a letter dated April 2, 2002 to address
the issue of breakdown emissions under Regulatioh XSpecifically, amendments to
RECLAIM would be proposed to the Governing Boardl,ampon adoption, submitted to EPA
within 12 months of publishing a final “ConditionAlpproval” of the May 2001 amendments.
The commitment made by staff, and carried out tfinothhe proposed rule amendments, would
establish a mechanism with the RECLAIM programmeuge mitigation of all excess emissions
resulting from breakdowns. To facilitate EPA apfaioof the 2001 amendments and to address
EPA’s concerns, RECLAIM is proposed to include fitlklowing two elements:

* Require SCAQMD to monitor excess emissions occgrduring breakdowns that are not
covered by facility RTCs, and to compare that anhéaithe quantity of available, unused
RTCs each year for the entire RECLAIM program, uidlohg excess RTC holdings and
proposed power plant non-tradables and set-asid&sRand,

* Require the mitigation of unmitigated breakdown ssimins for the year following the
discovery by reducing allocations for all RECLAIMdilities, provided that the annual
breakdown emissions from all RECLAIM sources exse#ite quantity of available,
unused RTCs.

On May 13, 2002, EPA proposed conditional approvéhe May 2001 RECLAIM amendments
into the SIP. The conditional approval was finadizand published on September 4, 2003. From
that date, the AQMD has 12 months to incorporage gdtovisions ensuring that all emissions
relating from breakdowns be mitigated. Based enctirrent Board schedule, that would require
that these provisions be taken to the Board in l@dipinearing no later than its August 2004
meeting. The staff's recommendations to includeséhprovisions in Rule 2015 meet the
AQMD’s obligations in this regard.
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Negligible impacts are anticipated from this pragmbsequirement. A review of RECLAIM
records demonstrates that no emissions from RECLfatMities have been reported under Rule
2015 and discussions with stakeholders indicatatittiose emissions have been reported under
annual emissions; therefore mitigated. Furthermbeerecent 2002 RECLAIM annual report
suggested that facilities typically held at leaf#\a& hundred tons per year of excess RTCs as a
compliance margin, except during the energy cims000/2001. It is anticipated that any
amount of unmitigated breakdown emissions wouldrball and given the history of the
program, even if it does occur, the need to redoeaext year allocation is unlikely.

Potential Backstop Measures

The electricity generating crisis in 2000-2001 teglin increased RTC demand and prices, and
the need for an investigation of potential addiildmackstop measures to provide a relief
mechanism in the event that prices exceeded $1p@&0®n. In May 2001, the RECLAIM rules
were amended to address the RTC price spikes amthgh resulting from the electrical
generation crisis. That amendment created a teanporechanism (i.e., Mitigation Fee Program
and Air Quality Investment Program) to provide REAI\M facilities some relief from high RTC
prices. In case of a future crisis, this propesalild provide RECLAIM facilities with RTCs in
the interim as staff proposes any needed rule @sang

As a backstop measure in the event that the glyaeeerage RTC price exceeds $15,000 per
ton, amendments are proposed to Rule 2015 to caeatet-aside” of non-tradable RTCs which

will be made available to qualifying RECLAIM fadiks. The set-aside would be created by
deducting a fixed quantity of RTCs (the amount ¢éodetermined), in tons per year, from the
total reductions required by the proposed amendsnehRule 2002, beginning with the 2006

compliance year. PAR 2015 would make these RT@8sadle at a cost of $7.50 per pound on a
first-come-first-served basis and would limit thexm be used only to reconcile emissions
pursuant to the requirements in Rule 2004. Transféhe non-tradable RTCs would only be

made to facilities under common ownership. Unusseaside RTCs will be considered unused
RTCs received from non-tradable RTC transactiorlshei applied to funding projects that are

expected to achieve real and quantifiable emisgdaoctions.

Obsolete Language
The requirement pertaining to the review of endingssion factors as found in paragraph (c)(3)
is obsolete and thus, is proposed for deletion frarte 2015.
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Introduction

This chapter assesses the impacts associatedhsifproposed amendments to Regulation XX -
RECLAIM.

Impact Analysis

Relative to the proposed amendments, there are Keyrareas that may potentially impact
facilities:

* RTC holding reductions by the year 2010 pursuanth® 2003 AQMP and BARCT
adjustment requirements under state law;

» Establishing non-tradable allocations for PowerdBoing Facilities;

A “Set-Aside” of RTCs as a backstop measure;

» Mitigation of emissions resulting from breakdown efjuipment (SIP approvability
issue); and

A set of proposed administrative and other min@ngfes, including correction of typographical
errors, rule clarifications, and protocol updatesild not pose an impact on facilities.

Impacts of the proposed amendments will be furthealuated after the emission reductions
based on the BARCT determination and likely costi@ve been made.

California Environmental Quality Act (CEQA) Analysi s

Pursuant to the California Environmental Qualityt ACEQA) and the AQMD'’s Certified
Regulatory Program (Rule 110), the SCAQMD has pexpa Notice of Preparation/Initial Study
(NOP/IS) for the proposed amendments to Regulatdn The NOP/IS serves two purposes: 1)
to solicit information on the scope of the enviramntal analysis for the proposed project, and 2)
to notify the public that the SCAQMD will prepareDaiaft Environmental Assessment (EA) to
further assess potential environmental impacts riteyt result from implementing the proposed
project. While the project is expected to geneeatsirect air quality benefit of reducing NOx
emissions, the NOP/IS concludes that secondaryrselwapacts to air quality, and hazards and
hazardous materials are anticipated. Further,doasethe construction activities necessary to
comply with the requirements in the proposed amemdgulation, the quantity of emissions due
to construction may exceed the AQMD's daily sigmifice threshold. Upon completion of the
public review and comment period for the NOP/ISpanses to comments received relative to
the NOP/IS will be prepared and incorporated irite Draft EA that will be subsequently
prepared and circulated for a 45-day public revéea comment period.
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Socioeconomic Assessment

A socioeconomic analysis of the RECLAIM amendmaevitsbe performed. The socioeconomic
impacts associated with the CEQA alternatives &b be analyzed. The socioeconomic report
will be released no later than 30 days prior toBbard hearing.

Saff is currently seeking input on potential impacts related to implementing the proposed rule
amendments, including impacts associated with environmental and socioeconomic impacts.

Draft Findings under California Health and Safety Code

California Health and Safety Code Section 40727ireg that prior to adopting, amending or
repealing a rule or regulation, the AQMD GoverniBdgard shall make findings of necessity,
authority, clarity, consistency, non-duplicatiomdareference based on relevant information
presented at the public hearing and in the st@fbrte In order to determine compliance with
Sections 40727, 40727.2 require a written analysmparing the proposed amended rule with
existing regulations. Section 40727.2 analysisralitionally done for source-specific rule
requirements affecting specific types of equipme8ince RECLAIM is essentially a mass cap
approach with a declining balance, such analysisois directly applicable. A comparative
analysis, as required by H&S Code 840727.2, isieqiple when comparing individual pieces of
equipment to a standard. However, this type olyaisis not applicable to the RECLAIM
program.

Health and Safety Code Section 40920.6 requirdea@emental cost effectiveness analysis for
Best Available Retrofit Control Technology (BARCT)les or emission reduction strategies
when there is more than one control option whichuldloachieve the emission reduction
objective of the proposed amendments, relativezime, CO, SOx, NOx, and their precursors.
The proposal to amend Rules 2002, 2007, 2010, ZIP, and 2015 does not require emission
controls or emission reduction strategies. Theegfthe incremental cost effectiveness analysis
requirement does not apply.

Requirement to Make Findings

California Health and Safety Code Section 396168¢glires the AQMD Governing Board to
ratify findings that, relative to the subsumed suded control measures, RECLAIM (1) achieves
equivalent or greater emission reductions at edgmtaor less cost, (2) has comparable
enforcement and monitoring, (3) does not delayirattg with California ambient air quality
standards, (4) allows the use of emissions redudtam other sources such as mobile and area
sources, and (5) promotes privatization of comgkaand electronic availability of data. The
current proposed amendments do not change thegeabrindings. The decrease in NOx RTC
holdings demonstrate equivalency with BARCT andivgant emission reductions that would
have occurred under a command-and-control regylafgproach.

AQMD 3-2 April 2004



PROPOSED AMENDED REGULATION XX PRELIMINARY DRAFT STAFF REPORT

Necessity
A need exists to amend Rules 2002 — AllocationsCeides of Nitrogen (N¢) and Oxides of

Sulfur (SQ), 2007 — Trading Requirements, 2010 — AdministeatRemedies and Sanctions,
2015 - Backstop Provisions, 2011 - Requirements Kéonitoring, Reporting, and
Recordkeeping for Oxides of Sulfur (SOx) Emissi¢iRsotocol), and 2012 — Requirements for
Monitoring, Reporting, and Recordkeeping for OxidésNitrogen (NOx) Emissions (Protocol)
to seek additional emission reductions from RECLAi®ative to the 2003 AQMP (Control
Measure #2003CMB-10), to demonstrate BARCT equnadepursuant to California Health and
Safety Code 840440, and to make changes necessathe ongoing administration of the
program. A need also exists to address a SIP wegilily issue to ensure mitigation of
emissions from equipment breakdowns.

Authority
The AQMD Governing Board has authority to amendtxg Rules2002 - Allocations for Oxides of

Nitrogen (NOx) and Oxides of Sulfur (SOx), 2007 -fading Requirements, 2010 -

Administrative Remedies and Sanctions, 2015 — BapkBrovisions, 2011 — Requirements for
Monitoring, Reporting, and Recordkeeping for OxidéSulfur (SOx) Emissions (Protocol), and

2012 — Requirements for Monitoring, Reporting, d&elcordkeeping for Oxides of Nitrogen

(NOx) Emissions (Protocol), pursuant to Califoriaalth and Safety Code Sections 39002,
39616, 40000, 40001, 40440, 40440.1, and 40702.

Clarity
The proposed amended rules are written or displagetat its meaning can be easily understood

by the persons directly affected by them.

Consistency
The proposed amended rules are in harmony withnamdn conflict with or contradictory to,
existing statutes, court decisions or state orreddegulations.

Non-Duplication

The proposed amended rules will not impose the sageirements as any existing state or
federal regulations. The amendments are neceasdrproper to execute the powers and duties
granted to, and imposed upon, AQMD.

Reference

By adopting the proposed amended rules, the AQMDe@Gung Board will be implementing,
interpreting and making specific the provisions tbé California Health and Safety Code
Sections 39002, 39616, 40001, 40440 (a), 40440002, and 40725 through 40728.5; and Title
42 U. S. C. Sections 7410 and 7511a.
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APPENDIX A

Proposed Amended Rule 2002 — Allocations for Oxides of Nitrogen (NOXx)
and Oxides of Sulfur (SOx)

Proposed Amended Rule 2007 — Trading Requirements

Proposed Amended Rule 2009 — Compliance Plans for P ower Producing
Facilities

Proposed Amended Rule 2010 — Administrative Remedie s and Sanctions

Proposed Amended Rule 2015 — Backstop Provisions

Proposed Amended Rule 2011 - Proposed Amended Rule 2011 -
Requirements for Monitoring, Reporting, and Recordk eeping for
Oxides of Sulfur (SOx) Emissions (Protocol)

Proposed Amended Rule 2012 — Requirements for Monit  oring, Reporting,
and Recordkeeping for Oxides of Nitrogen (NOx) Emis  sions
(Protocol)



