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Response to Comments — Section A

Summary of Comment Letters Received
Comment Period Ending April 23, 2004

The following comments were received during theliowyorkshop for RECLAIM on April 7,
2004 and during the comment period that followewdlimg April 23, 2004.

General Comments and Comments on Specific Rules

1. Comment: Redefine “Facility” to treat adjacent Imgsises under common ownership,
but different SIC code designation, as two sepdeatiéties. This would be helpful in
the implementation of RECLAIM and in applying anlustry specific rate of reduction.

Response: Staff has not observed any problem hatlcurrent facility definition
during rule implementation. In addition, sinceff&gproposal does not call for industry
specific RTC reduction, there is no need to chahgdacility definition.

2. Comment: CEC forecasts are not appropriate foviddal unit forecasting, as there
are too many variables that can readily change.

Response: AQMD staff appreciates the merits anidtians of the forecast
information provided by CEC. Individual unit foest information is not being used as a
basis for any of the proposed amendments. The I€g@arly conducts an electricity
supply and demand analysis, taking into accounbuamweather scenarios that factor in
the availability of generation sources outsidehef state (i.e., hydro-electric power) that
contribute to the state’s electricity grid. Theod provides aggregate forecasting
information which is useful for looking at the rangf potential emissions under the
different scenarios. The CEC forecast also giwesideration to known unit start-ups
and shutdowns. In addition, a report out by th&€Q@iEJuly 2004 concluded that their
2003 — 2013 forecast of December 2003 remainsatme swhich predicts overall
generation growth to range from 1.5 to 2.0 percéfdawever, based on stakeholder
comments, the staff proposal has relied on the S@m®&th projections provided for the
2003 AQMP, not the CEC forecasts.

3. Comment: Power producers should not be reinstatedRECLAIM, or they should
have their RTCs reduced to current actual emidswgls. Bringing them back into the
market will allow them to be sellers of excess RT&®wing other facilities to pollute
more.

Response: In June 2003, the Governing Board redeweport related to power
producers and the limitations on trading that warein place in response to the
increased in-Basin power generation and greatlsted RTC prices. In this report, the
Board made the findings that reinstating power poeds would not be expected to
negatively impact the energy situation for the oéghe facilities in the program. Power
producers were required to install BARCT and in yn@stances went to BACT, so they
are now operating equipment that is very well calfed.
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The overall proposed reduction in the market ietam BARCT for all equipment
where it is technically and economically feasibwer plants are being treated in the
same manner as other facilities and their BARCEIewill contribute to the overall
programmatic RTC holding reductions. ReducingrtRaiC holding to their current

level of actual emissions could lead to shortag®TiCs, leading to increased prices in
the market if energy needs in southern Califonaease in the future. The 2003
AQMP, for example, projects a 2.5 percent increéase-Basin generation per year. The
CEC forecasts range from ye#003 to 2013 and forecasts increase energy deofand
between 1.5 and 2.0 percent.

In order to address the commenter's concern, taf# ptoposal would limit power
producers’ ability to sell yearly 2005 and 2006 RT&nong themselves or new power
producers brought on-line January 1, 2004 or lat&éhe trading restrictions will be
completely removed after year 2007 when the progratic reductions begin.

4. Comment: The Rule 2007 provision allowing powerdueers to sell surplus RTCs
to the AQMD should be continued until EPA approelhese amendments.

Response: The provision of Rule 2007 was addechgltine May 2001 amendments,
in conjunction with the Mitigation Fee Program,ttiaeere designed to address the
increased demand in RTCs and was intended to bergterm relief mechanism during
the time in which credit prices were exceptiondligh. Staff is not proposing to extend
the referenced Rule 2007 provision. Since the pmhant Mitigation Fee Program
sunsets after the 2004 compliance year, there wmilib need for AQMD to purchase
RTCs.

5. Comment: The Mitigation Fee Program for power pamts should be extended.

Response: Staff does not see the need to extemditigation Fee program. This
program was instituted due to the unusual situatreated by the power crisis and the
need to make sure that excess emissions from gmweucers were made up. This
situation no longer exists.

6. Comment: The Rule 2009 requirement for emissioadasts is no longer necessary.
These forecasts do not directly contribute to N@wssion reductions.

Response: Rule 2009 requires forecasts submitiateé 2001 through 2005
compliance years with Cycles 1 and 2 forecastd\tweember 3% and May 31 of each
year, respectively. The final forecast for compdi@ year 2005 have already been
submitted. At this time, since the requirementdigbmitting final forecast reports is
partially completed, staff believes that removihg tequirement for Cycle 2 facilities is
not appropriate and the requirement for the firegrg forecast should be completed.

Allocation Reductions

7. Comment: Programmatic reductions should be impleéeteevenly across all
RECLAIM sources.
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Response: Generally, the staff proposal recomminsigpproach. However, the
staff proposal also includes exemptions from thiedections. These exempted
reductions would be added to the total reducti@mssible based on BARCT
determinations across the RECLAIM universe and ¢ceduRTC holdings by the same
percentage. However, it should be noted that &affso proposing to implement
reductions in two phases. The first phase wouldlément a 4 ton per day reduction in
2007 followed by a 3.7 ton per day reduction impeted over the 2008 through 2010
compliance years for a total of 7.7 ton per dayictidn. In addition, staff is proposing
that RTC reductions during the phase two reductiisoccur if the price exceeds
$15,000 per ton. Staff also proposes criteria hiclwa facility may apply for an
exemption from RTC holding reductions. The comraerd referred to subdivision (i) of
proposed amended Rule 2002 for the exemption ieriter

8. Comment: Determination of RTC reductions shouldstber growth and job impacts.

Response: These considerations have been evahsfedt of the rule development
process. The determination of the programmatiosinjent is based on base-year
emissions grown and adjusted to represent new BAR@Is. The growth assumptions
used for this rule development are the same ag tieed for the 2003 AQMP. This is
consistent with the original program design foredetining command-and-control
equivalency.

A socioeconomic assessment for this project has beeducted and includes
information on job impacts from the proposed ameenksto the program, as well as
alternatives presented in the environmental assgsind a comparison to a command-
and-control approach.

9. Comment: The proposal to shave existing RTC hokliagupported. SCAQMD
should seek the greatest reductions possible beyengl tons per day in the 2003
AQMP.

Response: Staff proposal tries to achieve the maximmount of NOx reductions
when considering the technical and economic felggibiThe amount of reductions from
the program RTC holdings is based on a technicghleaonomic evaluation of each
category of equipment in RECLAIM. Reductions arepgosed to be applied program
wide, which represents BARCT in aggregate, as reduy state law. Since such an
approach would essentially result in reductions$ Wauld lead RTC holdings to equal
actual projected emissions, staff has adjusteghygosed reductions to allow a 10
percent margin to account for market uncertainties.

10.Comment: We support the 3 tons per day reductiomaidment in the 2003 AQMP.
Further reductions could be damaging to the makdtcould result in a shortage of
RTCs.

Response: There are legal requirements that RECLi&tMctions be adjusted to
reflect BARCT. In addition, the program must baigglent to what would have
occurred under a command and control approachdgeivalent or greater emission
reductions at equivalent or less cost and job ing)ad’ he 2003 AQMP preliminary

AQMD E-4 October 2004



APPENDIX E
Preliminary Draft Staff Report (Revised)

estimate of 3 tons per day reduction has beene@fituring this rule development
project. The staff proposal reflects BARCT in aggate for the program.

Staff has hired market experts and sought theiilcadwn potential market impacts and
suggestions for how to mitigate any negativesterrarket. In part, as a result of their
input, the staff proposal for a two-phase reductsotlesigned to be able to react to
adverse price increases in the market. The sguaraf the total reductions will not
occur if the market price, based on a 12-monthnglhverage, exceeds $15,000 per ton.
The immediate SIP commitment will be the first phesductions only, that is the 4.0 ton
per day reduction required in 2007 and the remgimaaluctions submitted only after
implementation of the reductions.

In addition to the reductions that reflect BARCHere are many other potential sources
of reductions for program patrticipants. Thereraeamy equipment categories for which
staff did not recommend a BARCT reduction. Witthiese categories, there are some
equipment that is currently uncontrolled and wduddcost-effective to control. In
addition, equipment replacement after its usefalriesults in significantly lower
reductions for that equipment. One of the bastorpses of RECLAIM is that each
facility will determine its least cost solutionieeeting its allocation. Cross-cycle
trading, production changes, improvements in efficy and innovative reduction
strategies can be employed. Such reductions veeraciuded in the overall
programmatic determination of BARCT, but are patdiytavailable to provide
additional RTCs for the market.

11.Comment: Begin programmatic reduction in 2007 iadtef 2006 to allow time for
installing controls.

Response: Staff has reviewed this proposal to reginctions in 2007. While some
equipment retrofit will have a short or long plampihorizon, there are many projects that
can be initiated and completed by 2007. Therefarerder to allow the appropriate
amount of time to install BARCT, staff has modifiéslproposal to begin reductions in
the 2007 compliance year.

12.Comment: Use of 1997 actual emissions as the fiadise AQMP allocation
adjustment methodology will result in an under-peedn of power plant emissions, as
1997 was the last year of operating under a regail@lectricity generation market.

Response: The 2003 AQMP is the basis for this coisgpa The 1997 base year
actual emissions are used in the AQMP, and gromthcantrol factors are applied. A
recent CEC report, Electricity and Natural Gas Asegent Report, December 2003 (100-
03-014F), showed power producer generation in 18%# typical and representative of
more recent years.

There have been significant changes in the emidsiats at power producing facilities
after implementation of Rule 2009 compliance plaBguipment used for power
generation is at BARCT and in many cases BACT. nE¥the generation levels seen in
the year 2001 were to reoccur, the power produnassufficient RTCs to cover their
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allocations to the year 2010.
Credit Set Asides and Non-Tradable Credits
13.Comment: Set-aside and non-tradable credits forep@iants are unnecessary.
Response: Staff has removed these elements froprapesal.

14.Comment: The set-aside is not supported, as itonllf increase the price of
remaining credits. Demand on the set-aside is omkn If the purpose of the set-aside is
to address RTC price inflation, more real time @tiacking tools would address this
issue. Web-based tools are already availablecibtis, such as brokerage sites, to
monitor price fluctuations.

Response: Staff has removed the set-aside froprdpmsal. There have been
significant improvements made to the informatioaikable on trades for RECLAIM.
There are also changes in progress to post uneguelihission reports each quarter to
provide additional information to interested pastidBased on these changes, staff does
not feel that a set-aside is needed.

15.Comment: Do not limit use of non-tradable creditsgower producers once RTC
holdings have been exhausted.

Response: Non-tradable credits for power plant®iaitenger included in the staff
proposal, due to comments received. Analysis@hibidings and projected energy
demands indicate that power plants as a whole di@ue sufficient holdings to cover
projected emissions, even if generation levelssiase to the year 2001 levels.

16.Comment: “Increased Electricity Demand” needs taé&kned to describe how this
provision is applied in practice.

Response: This term is no longer used in the pexpade changes.

17.Comment: Once the non-tradable credits for powedycers have been exhausted,
allow access to non-tradable credits from otheitifigs under common ownership.

Response: The concept on non-tradable creditsofwepplants is no longer included
in the staff proposal. Analysis of the holdingsl gmojected energy demands indicate
that power plants as a whole should have suffidieidings to cover projected
emissions, even if generation levels increasedgéar 2001 levels.

18.Comment: The set-aside is not supported. Remariedjts from the reductions
would hamper the market system and would helpdimcentivize equipment retrofit by
creating a ceiling price for RTCs and pumping ddddl RTCs into the market when the
price, by natural forces, reaches that ceiling.

Response: Staff is no longer proposing a set-aside.
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19.Comment: The concept of non-tradable allocationpéover producers is not
supported. Such credits could lead to market meatjon and allow power producers to
exceed their allocations.

Response: Staff is no longer proposing non-tradatieldits for power producers.

20.Comment: Non-tradable credits should be an additistteam of RTCs, not an extra
reduction from other facilities.

Response: Staff is no longer proposing non-tradedaldits for power producers

21.Comment: The name should be changed to “restridgadCs. Allow use of
restricted RTCs for power producers with approwastevelopment, replacement,
modernization or efficiency improvement projects.

Response: Staff is no longer proposing non-tradedeldits for power producers

22.Comment: RTCs should be transferable betweentiasilunder common ownership,
as well as other power producers.

Response: This comment was made relative to théradable credits for power
plants, which is no longer part of the staff pragdos

23.Comment: An appeal process should be created éqodksibility of AQMD denying
access to non-tradable or set-aside RTCs.

Response: Staff is no longer proposing non-tradateldits for power producers.

24.Comment: The “first-come-first-served” approach docessing set-aside credits
should be changed to a more even distribution naetlogy.

Response: Staff is no longer proposing non-tradetdeits for power producers.

25.Comment: Breakdown emissions not offset by unuse@sshould be taken from the
set-aside instead of reductions from all RECLAIMiliges.

Response: Staff is no longer proposing non-tradateldits for power producers.
Breakdown emissions have been addressed in a peenite amendment. Rule 2015
was amended in June 2004 to include tracking ofummyitigated breakdown emissions
and inclusion of this information in the annual RE@M audit. If there are such
emissions, unused RTCs each year will be usedvier ¢those. In the unlikely event that
there are more breakdown emissions that were fegtdfy RTCs and the unused RTCs
are insufficient to make up the emissions, therfahbdgity or facilities that had the
uncovered breakdown emissions will have deductiade in their RTC holdings for the
next compliance year.
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Exemptions from Further Reductions

26.Comment: A facility that is at BARCT pursuant te Rule 2009.1 compliance plan
and has insufficient 2003 NOx allocations to cquerjected facility emissions based on
new BARCT factors should not be subject to furtteeluctions. Any future reductions
should be based on a determination of new BARGHheafacility.

Response: In response to comments received statfdaelop criteria by which a
facility’s initial allocation would not be subjetd RTC reductions. Specifically, a
facility may apply for an exemption from reductibit meets specific criteria. The
reader is referred to subdivision (i) of Rule 2@0®2l Section Il of staff report for a more
detailed description of the exemption. The craenicludes that a facility has been in the
program since the start of RECLAIM or existed ptmrl1994, but subsequently entered
RECLAIM pursuant to Rule 2001; the facility doed have any equipment identified as
new BARCT and the current emission factors for esgpipment at the facility are less
than or equal to Table 1 of Rule 2002; RTCs hawéren sold for 2007 or later
compliance years; and the facility demonstratesttieacumulative NOx compliance
costs incurred for the RECLAIM reduction requirenseexceed the costs that otherwise
would have occurred under a command-and-controilaggyy approach; or alternatively,
in lieu of the aforementioned criteria, the progbeeductions would not apply to any
facility that used the same emission factors icwdating initial allocations for the 1994
and 2000 compliance years at the start of RECLAiIMe not sold RTCs for 2007 or
later compliance years, and that the current eondsictors for each equipment at the
facility are less than or equal to that of new BAR&@ Table 1, which ever is lower.

A facility seeking exemption would need to file @pplication and if approved, the
exemption would only apply the reduction of initRil C allocations, beginning the next
compliance year following the exemption applicatiand not apply to reductions
resulting from future periodic BARCT review. Ifwied, a facility has the right to appeal
the denial of the exemption to the Hearing Boakdy forgone reductions by facilities
meeting the exemption criteria would be distributednly among the remainder of the
RTC holders and implemented two years from the diamqe year of the applicable
exemption.

BARCT
27.Comment; The BARCT cost-effectiveness thresholdia¢e be stated.

Response: The AQMD Board determines BARCT on a-bgissase basis. AQMD
historically has not predetermined a BARCT thredHol rule development. For the
1999 amendment for the 1997 AQMP, $13,500 perdoproposed VOC rules was
established as a level that would require an auditistep in the public process. That is,
an additional board hearing is held if the coseetiveness of a proposed VOC rule is
over $13,500 per ton, not as a threshold to autoaiBtreject a rule. This approach is
unique to VOC rules, and does not apply to othdufzmts.

Staff analyzed the cost-effectiveness for adoptezheended rules and 1991 AQMP
control measures that were subsumed in RECLAIM.elMine cost-effectiveness is
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adjusted to reflect 2003 dollars, the range forpaeld or amended rules includes a range
of $2,900 to $34,000 per ton, with several rulesrcéh15,000 per ton. A similar analysis
of 1991 AQMP control measures results in a randgglg®00 to $22,600 per ton.

28.Comment: Cost-effectiveness, including incremeotat-effectiveness, should be
considered when evaluating BARCT.

Response: Staff analyzed the cost-effectivenessaneimental cost-effectiveness
for the new BARCT determinations (the reader ismefd to Sections Il and IV of the
staff report). There are some categories whereNQ@x burners are recommended,
rather than SCR, due to the incremental cost aisalys addition, several categories of
equipment do not have a new BARCT recommendat®ome of these are because
technology has not developed or the emission rezhgcavailable are not cost-effective.

29.Comment: More detailed background data is neededdess AQMD BARCT
determinations.

Response: Staff has released information on cagsgof equipment for which new
BARCT is recommended, and has provided additiarfatmation upon request. Staff
has also evaluated data submitted by the variaissiny groups. We have responded to
comments made by making adjustments to some equoiprategory BARCT
recommendations, such as that for Rule 1109 regfibeiters and heaters. In addition,
staff has accounted for equipment previously cdletlaelative to determining the
overall programmatic reductions. For more infonmatthe reader is referred to
Appendix A for the BARCT determinations.

30.Comment:  The proposed BARCT emission factor, fonesey boilers and process
heaters is not appropriate. At one refinery, @mécetrofit of a process heater >110
mmbtu/hr with an ultra low NOx burner did not ge¢ tresults cited.

Response: The BARCT determination for boilers asatdérs over 110 mmbtu/hr is
based on SCR technology. This recommendationsiedi technical and economic
feasibility. Low-NOx burners would be expectedésult in less emission reductions.

The BARCT for this category represents an averaggjpical case. Staff understands
that there would be a range of cost-effectivenessdch piece of equipment, depending
on the emissions, size, configuration, and othefiofa. The proposed changes to
RECLAIM would not require these specific actiorisach facility has the flexibility
under the program to meet their allocations bymgldontrols, trading, efficiency
improvements, and many other options.

31.Comment: SCR as BARCT is incorrect, it is BACT/LAEBCR is not easily
transferable to all FCCUs, as they are unique. @ebatalyst technology for BARCT
should be considered for this category of equipment

Response: While SCR is BACT itis BARCT. Two refiies in the Basin have
installed SCR on their existing FCCUs. Of thosalitées that have employed De-NOX,
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most do not see it as a viable alternative angblarening on deactivating the technology.

32.Comment: Use the same BARCT methodology for powedyrcers as is being used
for non-power producers (not the Rule 2009 apprpach

Response: The methodology for determining the dmrtton of power plant
reductions to the overall BARCT is the same a®ftber facilities in the program.

Cost and Cost-Effectiveness

33.Comment: Determination of programmatic reductionsitonsider costs at the
facility level.

Response: Staff analyzed costs as part of the BA&&Edrmination.

34.Comment: Comparing control technologies relied uppother air districts requires
the use of cost-effectiveness information. The AQWtes a different methodology for
cost-effectiveness.

Response: Emission rates achievable for new BAREE Wwased on other rules or
on actual installations at RECLAIM facilities. Wgithe standard DCF method, staff
calculated cost-effectiveness based on the emissdurctions for the in-basin equipment
and cost data provided by equipment vendors or i@@rgiinformation.

35.Comment:  The programmatic reductions called fd?PAR 2002 should be subject to
an incremental cost-effectiveness analysis.

Response: Because incremental cost effectivenestasmined by comparing
control options, not rates of reduction, each BAREGommendation that underlie the
rate of reduction considered the cost and cost#fness of the technology proposed.
For some equipment categories, staff did not recenthcontrols when technology was
available, but the cost-effectiveness was very.higbr some equipment categories, the
BARCT level was determined by considering costafieness. For example, for
boilers and heaters over 40 mmbtu/hr, low NOx biegrmeere the technology relied on for
the emission reductions because SCR for this aizgerwas not cost-effective.
Incremental cost information has been prepareeédoch new BARCT category and is
available in Section IV of the staff report.

36.Comment: There are other ways to achieve emissiductions including less
effective but less expensive controls on the syqpe of equipment, controls on other
equipment that do not have a designated new BARGUipment replacement, credit
trading, and innovative reduction strategies ateoap for RECLAIM facilities.

Response: Staff agrees with this statement. Eadity will have these options to use
to determine how best to manage their emissiong:aitel holdings.
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Protocols
37.Comment: Several comments supported the proposetyelto the RATA testing.
Response: Thank you for the comments.

Comment: Proposed changes to Rules 2011 and 2@l2ugported. Additional
amendments to Rules 2001 and 2012 should allowefaporary non-operational status
for major sources which cannot be operated duemechanical failure; and allow CEMS
to be wused on temporary major sources, instead aftoed data.

Response: Appendix A of Rule 2012 allows altermatimethods to monitor and
determine emissions from major sources without MSE These methods include the
uses of standby CEMS, reference test methods, gsaeeves, and other alternate means
approved by the Executive Officer. In additioneevhough the rule allows up to a year
to have a CEMS certified, CEMS data can be usdteety determine emissions once it
is certified to be accurate and operational. Mamurces can emit substantial amount of
pollutants once they start-up. There needs tocbarate monitoring of these emissions
whenever it occurs. The requirements of the rugeta have the monitoring system
always operational and ready to measure any ems®ace the mechanical failure is
resolved and the major source comes back on-line.
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Response to Comments — Section B

Summary of Comment Letters Received
Comment Period From April 24 Through October 21, 204

The following comments were received after theelokthe initial comment period ending April
23, 2004, but prior to October 22, 2004. It indaccomments received at the August 12, 2004
Public Consultation meeting. It should be noteat ttounter proposals were received by both
representatives of industry and the environmerdairaunity. These proposals are summarized
and responded to herein, as well as compared twdheus elements of staff's proposal in
Appendix C.

In addition, over the last several months, staf§ teeen holding technical meetings with
stakeholders (i.e., refineries, power plant, ol g&as production, etc.) discuss technical issues.
Many representatives have shared technical anddedstwith the staff, either generic in nature,
confidential facility-specific or trade-secret infioation. Such information is not included in the
comments below. However, all of the data receivwas been reviewed, evaluated, clarified if
needed, and given due consideration relative tésspaoposal.

General Comments and Comments on Specific Rules

1. Comment: The current proposal, as of July 9, 2@f4amendments to the NOXx
RECLAIM program differs substantially from the opeesented in the noticed April 7,
2004 Public Workshop, which did not include a costgdl BARCT analysis, and could
result in severe impacts to many South Coast dilgas producers in terms of costly
proposed controls. Potentially affected industgmmbers were not aware of the Apt’ﬂ 7
workshop or subsequent meetings. A second workshi@guested to allow additional
comments.

Response: A Public Consultation meeting was helguati12, 2004 to explain the
current proposal and solicit comments on the prapadSince then, staff developed a
White Paper regarding key issues relative to tbp@sed RECLAIM amendments (i.e.,
BARCT determinations, cost-effectiveness, and netamount, and timing of emissions
reductions) and an Informational Hearing was hel@actober 1, 2004 by the AQMD
Governing Board to hear comments on the staffgreffup until that time. In addition,
another public workshop was held on October 284206(present staff’'s revised proposal
and other elements being considered.

2. Comment:  The September 3, 2004 Public Hearingi®ptoposed RECLAIM
amendments should be delayed. It was not untiitime 23, 2004 meeting of the
RECLAIM Working Group that the refined staff propbsegarding RTC holding
reductions was presented. The two-week commerddgtrat followed is not enough
time to fully analyze the impacts of the proposaiven the complexity of the
amendments, additional time is necessary to uratetshe proposal, including review of
the AQMD socioeconomic analysis.

Response: The public hearing is scheduled for Jgny&005. In addition, the
public process included an August 12, 2004 PubtingDltation meeting, October 1,
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2004 Informational Hearing, and Octobef"@ublic Workshop, in addition to a 45-day
review and comment period on the environmentalsassent.

3. Comment: Power plants should be allowed full trggpnivileges as of January 1,
2005. Therefore, it is imperative that the RECLAdhendments be heard no later than
December 2004.

Response: The staff's original proposal has beedifrad as a result of comments
received. Under the staff proposal, power planlishe given full trading privileges by
compliance year 2007, when reductions are madeeimiarket. This will prevent a large
influx of credits into the market and assure redunst occur. The reader is referred to
Comment #4 of Response to Comments Section A,@ectiand 1l of the staff report,
and Proposed Amended Rule 2007 for additional médion.

4. Comment: An adjustment to the RECLAIM endpoint agygenecessary. The new
deadlines for the federal 8-hour standards for ezord PM2.5 are years 2021 and 2015,
respectively. The adjusted RECLAIM program stdes a 2010 endpoint. The staff's
proposal should take this into account relativiheobamount and timing of the RTC
reductions. There has been no analysis of theopppte slope of reductions in light of
these new requirements.

Response: This proposal is to implement BARCT a=ditiously as feasible.
Controls are currently available and can be implaetaby 2010. The suggested
analysis would be made in conjunction with futul@MP revisions. An AQMP analysis
would take into account the amount and timing of,M€luctions from all sources, i.e.,
stationary, mobile, and area. The current amentbraer designed in the context of the
2003 AQMP for the 1-hour ozone standard that hasttamment date of 2010.

5. Comment:  The proposed RECLAIM changes entail sicgnift changes in that it
alters the fundamental principals in the desigthefprogram by redefining BARCT
equivalency every three years virtually unconstdiby cost-effectiveness criteria. It
also uses “base year” and forecasted growth ragésppear to underestimate regional
production and industrial competitiveness needse dmendments appear to be designed
to reduce all but 10 percent of the program'’s tetalssions.

Response: The amendments do not change the funtidmpenciples of RECLAIM.
State law requires the AQMD to assess, not redafinthe commenter has suggested,
new BARCT equivalency for RECLAIM sources in comjtion with the AQMP. By
definition, cost-effectiveness must be taken irdcoaint when assessing BARCT. The
program must also be equivalent to what would leeeirred under command-and-
control, if RECLAIM did not exist. Both analysesealone by making a comparison
with the AQMP. The AQMP contains the most receathgilable growth forecast
information. The statement that the amendmentdesigned to eliminate all but 10
percent of the program’s total emissions is inadrrd he amendments would only seek
to reduce 22.5 percent (7.7 tons per day) of thEgRdvailable in the market (34.2 tons
per day).
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6.

Comment: The objectives of the proposed amendnagmqisar to force facilities to
install new control equipment on a source-by-soordadustry-by-industry basis, even
if emission reductions can be more economicallyeadd elsewhere. This reduces
flexibility afforded by a market to decide the mesbnomical reductions. If this is the
case, the fundamental benefit of the program hes bkminated.

Response: The purpose of the amendments is notde the installation of new
control equipment. If a more economical reductioas be achieved, they may still be
implemented. Staff is proposing programmatic BAR&jTivalency and RTC holding
reductions, not a source-by-source or industryraystry reduction of NQemissions.
RECLAIM facilities continue to retain such flexilties as reducing emissions from
sources that are not identified for BARCT or pusihg RTCs, as long as their overall
allocations have been met. It is expected thatiin a market program, economic
efficiency can be achieved.

Comment: The current proposal does not adequadetgifthe need for credits as a
result of NSR. An example is the potential neadrioreased electric power generation
over the next ten years. The proposal fails togaize the significance of the industry’s
expected growth.

Response: Growth by industry has been adequatdhgsskd in the proposal. The
proposal accounts for a 2.5 percent increase @arfgein-Basin generation per year for
power producers, based on the 2003 AQMP growtteptions. CEC projects year-to-
year overall generation growth, which translatés emissions, to range from 1.5 to 2.0
percent. This growth includes adjustments forreitiew generation and unit shutdowns.
The AQMD does recognize that the growth for peakalad is about 6 percent for the
past summer, which relates to necessary capacaydil rolling blackouts. But total
annual state-wide generation is projected increabedt 2% according to the CEC’s
December 2004 Electricity and Natural Gas AssessReport.

Comment:  The proposal does not address the unitpagien associated with the
power industry. For example, increased in-Basimegation may be necessary in the
event a problem occurs with one of the transmisknas bringing in power. Such a
disruption could trigger an order by Cal-ISO faignificant and unexpected ramp-up of
electricity production. Such an event could beupsve to the RECLAIM market and
put a strong and unanticipated upward pressurb@price of RTCs.

Response: The reader is referred to the resporGerntonent #4 of Response to
Comments Section A relative to staff’s proposalliiting of current RTC trading
restrictions. The proposal also includes suchgeeigls as a two-phase reduction
designed to react to adverse price increases iménket. The second phase of the total
reductions will not occur if the market price, bdhem a 12-month rolling average,
exceeds $15,000 per ton. There still remains tle R015 program evaluation in the
event RTC prices exceed $15,000 per ton. In tee oAsudden a disruption of power in
which a state or federal emergency has been ddclaoth the Governor and AQMD
Executive Officer (see Rule 118) are empoweredigpend certain regulations.

AQMD
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9. Comment: Renewable energy should be considerediabla control option. It
would be beneficial to consider if power plantst thee renewable energy, such as wind,
solar, biomass and geothermal, could be given sgpaeof credit under the program.

Response: The use of renewable energy sourcdsuii-in incentive of the program
since use of such technologies do not have anygiassd emissions and therefore do not
require RTC offsets. Relative to developing a itrgeineration rule for renewable
energy, this would be difficult due to the inalyilib separate the units contribution to the
electricity grid and discern between in-Basin u#t-of-Basin generation. Staff will, in
the future, consider how to provide additional mtoees for renewables.

10.Comment: The primary driver behind the proposedicdns to existing RECLAIM
allocations is to assure that the program is mgegquirements under H&SC 839616.
839616 applicable to market incentive programsgctvimclude requirements to achieve
equivalent or greater emission reductions at lestsand equivalent or fewer job losses
as compared to if command-and-control regulatioaesevapplied and future air quality
measures that otherwise would have been adoptearasf the AQMD'’s plan for
attainment. The staff should only focus on thes®ipions of the health and safety code
to determine program equivalency.

Response: This section of the California Health &aféty Code is not a stand alone
provision. Staff must consider other applicabletisas that pertain to the equivalency
demonstration, such as 840440 regarding BARCT. arhendments are driven by the
2003 AQMP control measure. However, any changésgtoules under the program
must be evaluated relative to the pertinent sestdrg39616. BARCT, which is an
element of the command-and-control comparison, @sstbe periodically examined for
non-RECLAIM sources, as well as RECLAIM sources.

11.Comment: For the purposes of demonstrating BARGIivedency, which is more
consistent with a market-based program such as RENTland carries significantly
reduced risk, is the AQMD should determine the dostiollars per ton of emissions
reduced, that RECLAIM sources would be expectguagpat a maximum. Based on this
determination, the overall emission reductions reguto be equivalent to what would
have been achieved if all measures that meet thblshied cost-effectiveness threshold
(that is the $15,000 threshold set in Rule 2015mnduant to §39616(f)) were
implemented.

Response: The commenter is suggesting the estalaigiof a cost-effectiveness
threshold for determining the quantity of feasibirission reductions. Staff is not
making such a recommendation and believes thaisbostld be evaluated on a category
basis, taking into consideration the unique parameturrounding those types of
operations, such as equipment life.

12. Comment: In establishing BARCT levels, it is withire discretion of the AQMD to
reject otherwise feasible control measures if tREVD finds that they are not cost-
effective. The simplest mechanism for implementhig approach in a market-based
program is to make gradual reductions in allocatiover time until the price of credits
reaches the established threshold, which indi¢chtgghere are no control options
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available at lower cost. By making incrementalucttbns, and then assessing how the
market responds, as reflected in the price of tsednd making additional adjustments as
necessary to ensure it has achieved the desiredCBAdguivalency, the district
dramatically reduces the level of risk associatétl an approach that only achieves the
desired end results (economic as well as envirotat)eriThe RTC price threshold was
required under state law to ensure that the prognaets statutory requirements to those
that would be achieved under a command-and-coapmioach, but that it do so at a
lower level of economic and job impacts (839616(}))( The primary test for
determining whether the AQMD has achieved thisraebetween emission reductions
and economic impact is whether the price for trgdiredits stays below a predetermined
market price level. To require BARCT reductionatttvould cost in excess of the
established cost-effectiveness threshold wouldafanl of the mandate set forth in
§39616.

Response: The staff's proposal reflects a proaeipgoach, as opposed to a reactive
one. Staff has modified its price trigger proposdh the last three years reduction
occurring only if the price of RTCs, based on ani@ath average, remains below
$15,000 per ton. This was made to address conaemg too much impact on the
market. With the exception of the years during@adifornia energy crisis, prices have
remained low and as much as 20% of the RTCs goednausd only a small reduction

from today’s actual emissions would be requiretheet the 2007 reductions. The reader
is referred to the programmatic reduction summa@amment #7 of Response to
Comments Section A.

13.Comment: As to whether this incremental adjustnag@prroach would satisfy the
timing requirements for acting expeditiously, tisaa judgment call and the statute does
not define expeditious. However, the statuteesicthat the primary consideration is that
the emission reductions must remain at a leveldbas not impose as much cost or job
impacts would have occurred under command-and-@lonfurthermore, since the
timing of future reductions under a command-andit@bmegime are unknown (and may
in fact be prolonged due to often lengthy rulemgKor individual source categories),
there is no benchmark for making a determinatia &m incremental approach would
achieve the desired reductions in a timeframeighsignificantly less expeditious.

Response: The reader is referred to prior Comma@gt #The staff proposal
recognizes that “expeditious” is affected by a namtf factors. The first phase
reduction of 4 tons per day is designed to ackndgédehat there are emission reductions
that can be achieved in a relatively short peribtihee from proven cost-effective

control technologies, in this case, low-NOx burneérse proposal of relative to the
second phase reductions of 3.7 tons per day istioteally spread over a three-year
timeframe, as it is designed to acknowledge thexietlare several factors influencing the
market. These include, among other things, thessry time to install SCR on larger
emitting sources and the potential increases iditcpeices that can result from
implementing the next increment of reductions.
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Allocation Reductions

14.Comment: “Across the board” reduction of NOx RTCdnays is opposed. Such
reductions are not fair to facilities that haveatied control equipment and
accomplished their commensurate command-and-caetlakctions under the program.
To be fair, since additional reductions will be read ensure equivalency of RECLAIM
to BARCT, equity demands that additional reductibear a substantial relationship to
each sector’s control relative to BARCT. The AQMBobuld conduct a more sensitive
and sector-specific analysis, and impose reducgqoirements more heavily on those
sectors that have made fewer actual reductiongrefdre, permitted and actual
reductions should be applied to those sourceshthat not yet installed or achieved
BARCT since these facilities have not incurredebst and difficulties associated with
these improvements. Otherwise, BARCT facilitiesnldchave to either purchase RTCs,
reduce production, or close business. This isquéarly the case when competing
businesses are outside the Basin and not subjdw &ame regulatory requirements. It
appears that some large sectors of the RECLAIMnaragvould like to avoid installing
further controls to achieve BARCT. An across-tloeuiol reduction would help these
non-BARCT facilities achieve that end and penalaslities that have already achieved
real reductions.

Response: The staff proposal is taking the “adtos$oard” reduction of NOx RTC
holdings approach by looking at the total redudipossible based on BARCT
determinations and reducing allocations for all Ridlers by the same percentage
would accomplish this approach. This approachmfeomarket design stand point and
based on the overall conceptual design of the RBE®ILrogram to achieve
programmatic BARCT, is the most equitable as itragises the inherent problem of third
party holder of RTCs, which the commenter’s suggasdoes not address, and the many
choices facilities made due to the flexibilitiesdenthe program (e.g., selling of initial
allocations). However, based on comments recestadf,has included a process by
which a facility may apply for an exemption fronviray the facility’s initial allocation
reduced. The reader is referred to Comment # Zesponse to Comments Section A.

15.Comment: Staff has outlined two methodologies faaming additional NOx
emission reductions under the program: the peakiyew-BARCT methodology; and
AQMP methodology. In order to retain program imiiggand reduce the possibility for
unintended impacts, the RTC holding reduction methmgy should be based on the
peak-year/new-BARCT methodology. The AQMP methodgldepends on control
factors that can be inaccurate and emissions lzasad average year would be
inappropriate. The peak-year method provides hrgluction year compliance
flexibility. This methodology should be adheredutdil 2018, the last discrete year
RTCs can be traded.

Response: After careful evaluation, staff is prapgso rely on the AQMP method to
derive the amount of RTC reductions needed forrsg¢veasons. The 2003 AQMP
baseline inventory and growth projection provide thmost recent benchmark for
command and control equivalency determination. I9&7 baseline inventory reported
by the facilities provides a more recent equipnpeofile in the RECLAIM universe and
captures the NSR activities since 1994, whichrslar to the original RECLAIM
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program that used 1991 AQMP which used 1987 abdke year. If a more recent base
year were to be used, a new set of growth factorddweed to be developed to maintain
data integrity. Similarly, control factors needda® revised to reflect controls already
installed. This approach would create a diffeentssion currency from the one used in
the 2003 AQMP. The growth projections developedtie 2003 AQMP provide a more
balanced view of the regional economy as comparéikt allocation method that used
the peak year activities selected by individuallitées that tend to overestimate the
growth assumptions, since it is unlikely that attifities would operate at their high
throughput year at any given time. As a resu#t,gbak year/new BARCT approach
cannot be a stand alone method to demonstrateagunoy to command and control. It
would inevitably be subject to further adjustmenirtatch its ending allocation with the
command and control emissions, as it did for thgimal 2000 and 2003 allocations.
CARB requires that the RECLAIM program be evalugiedodically as part of AQMP
revisions. The AQMP method would allow consisteircigs approach for future
program evaluation and be more amenable to fugwisions to emissions inventory and
growth forecast.

16.Comment: Details of the “AQMP” methodology for retions should be provided to
allow facilities to comment on this method of prepd allocation reductions.

Response: A detailed description in table formahefAQMP methodology is
contained in Table 5A of the staff report and shdmsthe categories with new BARCT,
the 1997 baseline, grown emissions to 2010, anecestlusing control factors based on
BARCT.

17.Comment: The RTC holding reduction methodology &thbe based on the peak-
year/new-BARCT methodology. However, if the AQMRthod is used, consideration
should be given to all facilities to carryover uaddRTCs from one compliance year to
the next.

Response: The carryover of surplus RTCs to futeeegis contrary to the basic
design of RECLAIM. Banking was discussed exterigiwden the program was
originally developed. It was not included in thegram design because of the need to
meet certain lower emission levels for key milestgears in order to be equivalent to
command-and-control and the AQMP commitment.

18.Comment: The two-tier RTC reduction approach igpsuied, however access to
restricted RTCs in the event prices exceed $15@0@on should be based on a one-
month period, not a 12-month rolling average.

Response: A one-month period for RTC price evabmas too short an amount of
time for this type of demonstration as it would notrectly reflect overall market
activity. In addition, it would be very easy fohalder of RTCs to artificially raise the
price and not truly reflect the current conditidrttee market. Also most trades occur
during the reconciliation period. A 12-month rofliaverage should take into
consideration this trading period.
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19.Comment: Restricted 2009 and 2010 compliance y&&rsishould be transferable to
facilities under common ownership in the eventatierage RTC prices threshold of
$15,000 is exceeded.

Response: Staff has modified its price trigger psap with the last three years
reduction occurring only if the price of RTCs, bdi&m a 12-month average, remain
below $15,000 per ton. If the price exceeds #wel, then the reductions would be
restored to the facility and become tradable.

20.Comment: The non-tradable RTCs that are to be @lacceeserve may be insufficient
for emergency needs since there are no provismaldw use of these credits in the
event the average RTC prices threshold of $15,8@8c¢eeded after 2010.

Response: This is no longer part of the propoS#&ff is proposing that if the price
of RTCs, based on a 12-month rolling average, edc&&5,000 per ton in 2010, 1.2 tons
per day of reductions for that year would thendtanmed to facilities.

21.Comment: In order to allow adequate time for plagndesign, permitting,
construction, and implementation of control equipm®@hase | reductions should not be
started until 2007, with Phase Il reductions bemignn 2010 and ending in 2013.

Response: Staff proposes beginning reductions0@.20Vhile some equipment
retrofit will have a long planning horizon, projeaehvolving low-NOx burners can be
initiated and completed by 2007. Continued redunstiby 2010 can easily be achieved
by continued use of low-NOXx burners, installatigrts&€R control equipment,
combustion modification or other equipment changesyell as purchase of RTCs.

22.Comment: The current proposal calls for a secors@lof reductions in 2009 and
2010, if certain criteria are met. Projects for®N@duction cannot be reasonably
planned based on a contingency only to be impleedeiftAQMD decides it is
necessary. Any second phase reductions shoulddyerkup front without contingency.

Response: The contingency is not based on if cectéeria are met. Rather, it will
be implemented unless something happens to préyaritich in this case is if the 12-
month rolling average RTC price exceeds $15,00Qqrer Staff appreciates the need for
certainty for planning purposes. Staff’s curremgmsal calls for a first phase reduction
of 4 ton per day in 2007, followed by a second phasluction of 1.2 ton per day in each
of the 2008 through 2010 compliance years. Thopgsal is to provide a temporary
relief only. Therefore, facilities should plan fie second phase reductions.

23.Comment: BARCT reductions in facility allocatiorsosild be implemented across-
the-board. Reductions in facility RTC holdings sliobe based on reductions greater
than or equivalent to BARCT.

Response: Staff agrees, total programmatic rechgctioe not proposed to exceed a
level of emission reductions achievable by impletimgntechnologically and
economically feasible BARCT controls. With the egtion of second phase reductions,
which may not occur if the 12-month rolling aver&jeC price exceeds $15,000 per ton,

AQMD E-19 October 2004




APPENDIX E
Preliminary Draft Staff Report (Revised)

the reductions in RTC holdings are designed toeaehequivalent reductions, in
aggregate, as what would have been achieved iemmghted under a traditional
command-and-control regulatory approach.

24.Comment:  The phase-in period for reductions shallddv facilities time to allocate
funding and implement projects to reduce emissidasinadequate phase-in period will
force facilities to purchase RTCs to meet reductargets.

Response: The reduction schedule takes into actioeii@mount of time to fund and
implement projects. The first phase of reduction®007 will be met by unused RTCs
and installation of low-NOx burners, which do netuire much lead time. The second
phase reductions are spread out over 3 years kadnta account the longer range
planning to install SCR control equipment on thgéa equipment. Based on the cost-
effectiveness ranking discussed in Appendix Bf stesdumes that the earliest SCRs
would be employed to reduce emissions would be 2007

25.Comment: The cost-effectiveness for NOx reductioos refinery heaters and
boilers > 100 mmbtu/hr appears to be overstate@MR cost is $31,500/ton using a 10
year life and capital investment of $3.1M to $4.3K detailed cost estimate for units
ranging from 150 to 550 mmbtu/hr using the sam¢ m@thodology ranges from$77,700
to $105,550/ton. In addition, capital investmeguirements for FCCU SCR
installations appear to be likewise underestimated.

Response: Cost effectiveness for refinery heatetdailers > 110 mmbtu/hr is
based on several sources, including informatiomfreanufacturers and suppliers of
SCR equipment, and cost data from previous insi@tia at refineries. Costs for SCR
installations may vary due to site-specific consatiens. The cost analysis provides an
average cost. Regarding equipment life, pleaséhse®llowing comment.

26.Comment: AQMD has suggested in BARCT calculatignsject life spans of 15 and
25 years. Although such spans of this length aeel dior investment analysis purposes,
using 15 and 25 year for BARCT is inappropriate& ST 840920.6 requires air districts,
prior to making BARCT determinations, to calculateremental cost-effectiveness of
various potential control options for comparativegoses and ranking. Using variable
equipment life would distort the process of comgpami Therefore, project life spans
should be limited to 10 years for refinery boildreaters, and FCC SCR installations.

Response: Staff believes that it is appropriatestoa longer equipment life if
applicable. Staff proposes using a 25-year lifeSSGR equipment for refinery
boilers/heaters and FCCUs. Using an appropritgevill not adversely affect a
comparative analysis. It will instead highlightether or not such controls are suited
from a cost standpoint, giving consideration toukeful life of the equipment.

27.Comment: Due to the rigorous financial planningjee, design, engineering and
construction of air pollution control projects, takation of SCRs requires 3 to 5 years to
complete. Additional time may be needed to co@iirtiming with refinery
turnarounds. It is therefore recommended that AQMBw at least 3 years prior to
requiring any RECLAIM reductions to allow adequtitee to implement NOx
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reductions projects.

Response: The public hearing for the proposed REHWNILIA scheduled for early

2005 with phase-one reductions occurring in commpkayears 2007 and second phase
reductions occurring from the 2008 to 2010 comieayear. Compliance year 2007
reductions are expected to be met using exces®dmRIECs and installation of low-NOx
burners. Based on the cost-effectiveness ranksaysised in Appendix B, the earliest
SCR control equipment would need to be employaddace emissions would be 2008,
giving facilities that would install SCR equipméhtee years at a minimum (i.e., 2005-
2007, inclusive) for planning and installation pagsps. Since not all reductions have to
be met until 2010, facilities have an additionabtyears to install SCRs if choosing to do
SO.

28.Comment: At its June 23, 2004 RECLAIM Working Graupeting and prior
meetings, RTC reductions have ranged from7.4 tach§/day. There is a concern since
this methodology goes beyond the suggested BARG@dcten amounts and details of
this methodology have not been provided.

Response: The reductions proposed by staff arellmasBARCT. A description of
the NOx reduction methodology was presented irSéetember 2004 White Paper and
the subsequent revised preliminary draft staff repAs discussed in these staff reports,
the BARCT determinations were used to develop obfdctors that in turn were used to
calculate the emissions inventory for RECLAIM s@s@fter accounting for growth.
Ten percent of projected emissions after implemgmiew BARCT were then given
back to the market due to market uncertaintiese averall reduction figure has evolved
over time and is a direct response to commentslatadreceived from industry, as well
as staff’'s own QA/QC to ensure the accuracy odas. The proposal does not exceed
BARCT reductions for the program as a whole.

29.Comment: For those facilities which, on a faciityerage, have met or exceeded
BARCT, either no further reductions should be reepli or only a limited further
reduction should be required, not to exceed oneteuaf the reduction requirement for
facilities which have not met or exceeded BARCTiwe percent (5%) overall,
whichever is less.

Response: The reader is referred to Comment # fiedResponse to Comments
Section A regarding staff's proposed criteria feemption for facilities at BARCT. In
addition, under staff’'s proposal for exemption framther reductions, all equipment was
subject to a BARCT assessment. Only the technoddlgiand economically feasible
controls were identified as BARCT. Staff is recoemding that BARCT be examined
for each equipment category, not on a facility fagdne of the exemption criteria is to
show that facilities have exhausted all on-siter@mptions by meeting Tier | emission
levels for each piece of equipment. Relying orlifgenvide averaging to demonstrate
BARCT means that further reductions are still salal# at the facility.

30.Comment: The AQMD should publish a list of whicleiflies have on average met
or exceeded BARCT at least four months before fh€ Reductions are implemented.
Facilities that are determined to not have metoeeded BARCT should be given a
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right to present further information for Distriatresideration, and request a determination
that they have met or exceeded BARCT, on average.further information and request
should be due not sooner than thirty (30) daysvalg publication by the District of the
facility determinations, and the District shouldus a ruling on whether it grants or
denies the facility's request within sixty (60) dayf receipt of the request and further
information.

Response: The staff proposal contains a procesddwhties qualifying can apply

for exemption from the reductions. Please see Cemi#26 of the Response to
Comments Section A, as well as response to Comind@tabove, for a more detailed
discussion. The process also includes an appeegégs should the applicants disagree
with staff decisions. If a petition and review pess were developed, as the commenter
has suggested, the total reductions under the gmogrould be uncertain for several
months.

Exemptions from Further Reductions

31.Comment: Municipal power producing utilities shobkel exempt from the proposed
RTC holding reductions. This is particularly treese if the facility operates all NOx
emitting equipment, excluding Rule 219 exempt eqngipt, at BACT or BARCT, no
RTCs have ever been sold by the facility in thegig market, and, as a municipality,
electric power generation demand is driven by factatside its controls (i.e., peaking
and load following requirements, including subjecincreased generation requirements
by Cal-1SO).

Response: Municipal power producers were initiakgluded from the RECLAIM
program partially due to the reason stated by gmensenter. However, if a municipal
power producer opted into the program, it shouldudgect to the same requirements as
other facilities. Staff appreciates the situatio&it municipal power producing utilities
face under the abovementioned circumstances. ig\tithe, municipal power producing
utilities can purchase RTCs from other power predsito meet their allocations. Staff
proposes that upon adoption, power producers woilallowed to purchase RTCs for
any compliance year as well as sell compliance 6av or later RTCs as of adoption of
the amendments. However, with the exception aidable to sell RTCs for compliance
years 2005 and 2006 to new power generating fi@siliirought on-line on and after
January 1, 2004, current restrictions on the $dRCs would remain in effect until the
2007 compliance year.

32.Comment: Reductions are not fair to facilities ttinatt have installed control
equipment and accomplished their commensurate cowaad-control reductions under
the program. For example, oil and gas facilitrest have electrified IC engines should
be exempt from RTC holding reductions and the redas spread to those facilities that
have not reduced their own emissions. The estorat®unt of reductions from these
facilities is a minute fraction compared to the @ereductions. Facilities could file for
a utilization and verification for the exempt “sup®mpliant” status, thereby allowing
the AQMD time to determine the final 2010 reduction

Response: Electrification of IC engines decrea€ex dmissions and therefore
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increases the availability of RTCs from the fa@ht Staff is treating these RTCs like all
others. Under staff's proposal, these facilitiesyrhe eligible for an exemption from the
reductions applicable only to the facilities inlitsdlocations. The reader is referred to
Sections | and Il of the staff report, and Propo&etended Rule 2007 for additional
information.

33.Comment: Facilities that have substantially redubed emissions since 1994, such
as the oil and gas facilities who have electritiegir IC engines as a means to reduce
emissions. These facilities should be allowecttalculate their allocations, while still
accounting for the 2000-2003 reductions, as amratere to the RTC holding reductions
as proposed. This would apply to a very small groifacilities. It would effectively
give these facilities an exemption from the projplo®eross-the-board" reduction with
the total amount of their "exempted" reductionsi\ge minute fraction of the total. The
equivalency demonstration would still be perfornbeded on the overall reductions since
the "exempted" reductions would be shared by alkiaing facilities across-the-board in
the final year (2010).

Response: The reader is referred to Comment # Beégponse to Comments Section
A regarding staff's proposed criteria for exemptionfacilities at BARCT.

Recalculation of allocations, if allowed, would det@ all facilities choosing peak year
activity (as done for deriving initial facility atations) and result in an over-allocation of
RTCs, which occurred when RECLAIM was originallyweped. There is a likelihood
that in reestablishing the applicable command-amdrol requirements, which includes
updating the rule(s) to include BARCT, electrificat could be considered BARCT,
therefore the recalculation of allocations coulduee all excess RTCs at the facility.

34.Comment: Facilities that electrified, such as theiwd gas industries electrification
of IC engines, should possibly be considered tbagk to a command-and-control type
of regulatory compliance in lieu of RTC holding uetions.

Response: The staff’'s proposal contains some khaiemptions (the reader is
referred to Comment # 26 of Response to Commerrttso&ed). However to allow
facilities to select whether to stay in RECLAIM@ymmand-and-control would created
an unstable market, potentially leading to thel tdéaise of the program, and is
therefore not recommended by staff. Under RECLA#d]lities would have excess
RTCs as a result of electrification.

35.Comment: Oil producers have dramatically reduces&ions through electrification
and have retained RTCs for expansion or for sgcaheficial projects, such a
distributed generation, which have often been stpddoy CEC grants. Imposing
reductions is a major disruption to the planning arecution of these socially beneficial

projects.

Response: For the reasons given in the staff regtaff recommends that all
facilities share reductions required for the progravith the exception of a limited
exemption.
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36.Comment: Staff has raised a concern regarding ettegnBARCT facilities from the
RTC holding reductions, stating that exemptingftagities would not ensure that non-
BARCT facilities didn’t make temporary sales of RIt© BARCT facilities to avoid
reductions, with the intent of buying those RTCeloafter the reductions occur. The
following language is suggested to restrict thigetpf transaction:

"RTC purchase (one-time or stream) by a BARCT icih the 1-year period prior to a
reduction date, can be used to reconcile thatifigsiemissions, but are non-tradable.”

This would prevent undesired short-term sale apdrehase by non-BARCT facilities
since such purchases can only be used for recatnmilipurposes. Administratively,
purchases by BARCT facilities in the year precedingduction would receive more
scrutiny, but the accounting is relatively easy.

Response: The staff proposal contains a limitedngtien for facilities at BARCT
and the suggestions regarding RTC purchases arsahaded as they would be difficult
to track and administer.

37.Comment: If BARCT facilities were exempt from th& ® holding reductions, what
would the amount of the total reductions be thatrdmaining facilities would have to
incur? What is the percentage increase in ovezdlictions by these facilities?

Response: At this time, it is unknown which fa@kt are at BARCT. Therefore, itis
unknown what amount of RTC reductions foregoneARBT facilities would be
distributed among the remainder of the facilitieI.he facilities potentially qualifying
under the exemption are expected to be very few.

38.Comment: Facilities that have demonstrated BAROWm@nce for the entire
facility, such as through a Rule 2009.1 compligple®, should either be allowed to opt-
out of the program or be exempt from RTC reductioG&ff should consider this, as well
as any other possible alternatives to an acras$dlard reduction.

Response: Staff is recommending criteria by whiécdity’s initial allocation may
be exempt from reductions. The reader is refewdtis proposal as detailed in
Comment # 26 of Response to Comments Section AveMer, it should be noted that a
command-and-control regulatory approach for th@eptogram is one of the
alternatives being considered for the Board’s atersition as part of the environmental
assessment.

BARCT

39.Comment: Due to the numerous iterations of proposddctions presented to the
RECLAIM Working Group, many questions exist regaglthe BARCT level emissions
adjustment. It is requested that staff clearlyidg/itemize the factors that support how
the adjustment was derived before taking the praigosAQMD Board.

Response: Staff has provided sufficient informaaod clarity in the staff report and
on the AQMD web-site that identify and itemize dasad for developing factors that
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support the RTC holdings adjustment. The readefesred to Section Il of the staff
report relative to the derivation of the RTC holgireductions.

40.Comment: BARCT is currently proposed for all refynaeaters and boilers greater
than 110 mmbtu/hr. The AQMD’s cost-effectivenemsréfinery heaters and boilers
ranges from $17,400 per ton for a 25-year life3t,$00 per ton for 10-year life.
AQMD has deemed this category to be cost-effectitetal. However there is spectrum
of costs depending on the circumstances surrourapagticular unit. Staff's analysis of
BARCT should acknowledge that many refinery boikemd heaters over 110 mmbtu/hr
already have some level of control. An independandy found that the threshold for
BARCT controls should be raised to 250 from 110 rutity, which should be the basis
for additional NOx reductions from this equipmeategory. This will reduce the overall
cost-effectiveness below $15,000 based on a 10eggapment life.

Noteto reader: the study in which the commenter derived the resulting cost-effectiveness
was provided to staff as confidential information.

Response: Staff has cost data for this categony feveral sources. While some
installations may be more and some may be lesgasieeffectiveness calculation
represents the average cost to install an SCR Gatff has worked with the refineries to
identify refinery heaters and boilers rated grettten 110 mmBtu/hr that had controls
prior to 1997, such as low-NOx burners or SCR. fEuictions from this category have
been recalculated for the purpose of the proposexss-the-board allocation reductions.
The reductions used for cost effectiveness weredas allocations for all units
assuming at Tier | control level and control cdetsall units, regardless of when they
were/are installed.

41.Comment: The AQMD’s assessment shows that thererdyefour FCC units that are
uncontrolled. Due to the few number of units, @lity specific analysis should be
conducted for this equipment category. An independtudy conducted on the
equipment shows SCR as BARCT not to be cost-effechased on a 10-year equipment
life.

Response: Based on the data provided by the refnand equipment vendors, staff
is confident in the accuracy and representativeagssst and a unit-by-unit study is not
warranted. . It should be noted that due to thgqammatic nature of this program, the
FCCUs are only one of many sources a refinery nsayfor NQ emission reductions.
Also, the industry standard is to design the redcdioa 25 year equipment life with
catalyst replaced between 3 to 5 years. Theredoi®;year life is not appropriate.

42.Comment: Potential NOx reductions from refineryl&a and heaters are overstated.
This is because it did not correctly account fer tibtal number of uncontrolled
equipment and number of SCRs in service in 19%7b#se year from which emission
reductions were derived.

Response: Staff has worked with the refinery anglgsandustries to identify
equipment with SCRs in service and their emissemels in 1997. The reductions called
for in the current staff proposal reflect the opiersal status of refinery heaters and
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boilers, as well as power plant units, in operataring the baseline year of 1997.

43.Comment: Potential NOx controls for FCCUs are uaidue to design considerations
and deserve case-by-case evaluation. Since treceiaently only four units
uncontrolled, it is imperative to specifically ewate each one for its potential emission
reduction, cost of controls, cost-effectivenessl, arhere applicable, incremental cost-
effectiveness. Although there are two local FC@lith SCR, the staff’s basic
assumption of technology transfer is not applicaiolder these unique operational
scenarios.

Response: As cited in the response to commentt#d2,0st data has solid
foundation. Based on their experience, equipmentlars are confident that the
technology is transferable to other FCCUs. Anenuental cost-effectiveness can only
be applied if there is an alternative control optidased on refinery and vendor
information, an alternative control does not efastthe 4 FCCUs, except for various
levels of control efficiency by SCRs.

44, Comment: It does not appear that the AQMD accoufttethe use of NOx reducing
catalyst use to determine the potential emissidoaons or the incremental cost
effectiveness for refinery boilers/heaters. Aduhtlly, the projected costs for control
equipment (SCR in this case) are underestimatetitrenestimated annual cost did not
include likely downtime costs associated with gggiipment (as reported in the
AQMD'’s recent draft BACT determination). The troest effectiveness value for this
source category is significantly greater than th&,400 per ton that is claimed, and that,
as a result, the proposed New BARCT cannot be dereil cost effective. The
"Remaining Emissions" from this source categoryuthbe the same 2.0 tons per day
that is shown for "Tier | Remaining".

Response: De-NOx was not considered a viable daetbnology for FCCUs
because it increases other emissions (e.g., C@khdvhile reducing NOx and the
refineries in the Basin that have used or are usingve or will be removing it for this
reason. The AQMD respectfully disagrees with thectusion that FCCU SCR control is
not cost effective based on the data obtaineddsf/fsbm equipment manufacturers and
refineries themselves.

45.Comment: The baseline level of emissions for thieR@09 boiler and heater source
category appear to have been over-estimated. @mgy only the assumption regarding
the number of units served by an SCR unit as o¥ 1@% believed that the remaining
incremental reduction, beyond Tier 1, is 1.1 toassday, at best. Recalculating the
various values to account for the other assumptioeng well reduce the potential
emission reductions further. Lastly, it shouldnoted that, at an estimated $17,430 per
ton (Pg. B-9), this would be the costliest sourggegory to control further. However,
using estimates of the actual potential emissiedsations and the true cost of controls,
the cost effectiveness value for this source cayegould be more than double the
estimate of $17,430 per ton. At a higher valuecfust effectiveness, this source category
is not cost effective, and therefore the "Remairtngssions" would be the same 3.4
tons/day that is shown for the "Tier | Remainingigsions".
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Response: AQMD agrees to consider additional inébion and has recalculated the
incremental reductions from this source categdiye final calculations are based on
device level emissions reported by the refineriise RECLAIM White Paper and
Revised Preliminary Draft Staff Report did not goredit to units that were controlled in
1997, the based year used for the 2003 AQMP invgntBtaff has received information
from refinery representatives and independentlified/supplemented with CEMS data
submitted by refineries in 1999 for 1997. The sedi procedure accounts for emission
controls that were already in place in 1997. Hosvethe net result did not change
appreciably from the previous calculations.

46.Comment: As stated in the RECLAIM White Paper aediBed Preliminary Draft
Staff Report, the baseline emissions were 25.6dagsand Rule 1135 would have
reduced those emissions by 76 percent (which egjt@aténal controlled emissions of 6.1
tons per day — approximately 20.6 ppm). The BARDaAlysis states that an emissions
level of 9 ppm is cost effective. The New BARCTnR®ning mass emissions should
then be calculated by reducing the emissions frorto® ppm. Applying this reduction
to the remaining 6.2 tons/day, the "New BARCT Renmg" emissions would be 2.7
tons/day. This underestimation of remaining eroissis primarily due to the
underestimation of the percentage of equipmentinggaew BARCT when determining
the new BARCT Control Factor.

Response: Staff's evaluation examines RECLAIM eopgpt relative to BARCT.
BARCT this category include both Rules 1135 andeR®@009. The commenter is
assuming that Rule 1135 was already implementd®%7 so we should start at 20.6
ppm, rather than from uncontrolled emissions weluskhis is clearly not the case as
additional information has been received from indusepresentatives that showed
various levels of control in place in 1997. Stadk revised the calculation to reflect the
composite 1997 levels of control, and has resultednet decrease of 0.41 TPD of
reductions.

Cost and Cost-Effectiveness

47.Comment: Allowable cost effectiveness should naeexi $15,000 per ton of
reduction, based on a 10-year equipment life. §1&000 level is used as the basis to
trigger a program evaluation under Rule 2015 — Bgkprovisions and was used to set
participation in the RECLAIM Mitigation Fee Prograand Air Quality Investment
Program.

Response: It is true that the $15,000 ton per e\l is used as the basis to trigger a
program evaluation. However, this cost value watsestablished to reflect BARCT
cost-effectiveness. AQMD historically has not mesmined a BARCT threshold for
rule development. Staff analyzed the cost-effectess for adopted or amended rules
that were subsumed in RECLAIM. When the cost-giffeaess is adjusted to reflect
2003 dollars, the range for adopted or amended r#udes a range of $2,900 to
$34,000 per ton, with several rules over $15,000q@e A similar analysis of 1991
AQMP control measures subsumed by RECLAIM resuli@ range of $1,600 to $22,600
per ton.
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48. Comment: RTC reductions should be recognized aska-away” of credits that
have real, significant financial cost to compani&his represents a financial loss since
many companies bought such credits to ensure cangai This is a write-off that
publicly-traded companies will have to show in tHeiancial statements. The
replacement or opportunity cost of the RTC redurcitolarger than the anticipated
financial loss. The RTC reductions will signifi¢gnincrease the cost of future
compliance, as these credits were not surplusécatipnal needs.

Response: At the onset of RECLAIM, RTCs were aleddo RECLAIM facilities

free of additional charge. Facilities for accongtpurposes have included these RTCs as
assets and their values depend on the price anderuwwshRTCs. The values of these
assets are realized as they are sold. This issibden thoroughly analyzed in
Socioeconomic and Environmental Assessments of REGIN 1993(RECLAIM

Volume Il — Final Socioeconomic and Environmemiasessment, October 1993).

The RECLAIM rule clearly stated that these RTCsraeproperty to the facilities and
AQMD can remove them in the future. The proposedradments to RECLAIM will
reduce the number of current RTCs. Since therenoa®st associated with allocated
RTCs for a facility, there should be no financ@dd to the facility as the District retires
them. Furthermore, when the total RTCs are reduc#dte market, the RTC price may
increase, that could offset the loss in numbeRTTs held. Any additional purchase of
RTCs executed by a facility is made in lieu of esida control. The choice between the
RTC purchase and emission control is solely a lessinlecision. The associated
expenditure is the compliance cost of RECLAIM, whis no different from the
compliance cost of any command-and-control rulet, RECLAIM facilities have
additional choices that are not afforded to thas#en the command-and-control rules.

49.Comment: If staff believes that an equipment lif@% years is appropriate, then no
further reductions from the equipment should begbotor the same 25-year period
where facilities have installed the controls to pbyrwith the RECLAIM RTC
reductions.

Response: Equipment life, whether 10 or 25 yeansdependent of a BARCT
assessment. According to state law, a BARCT ass®svould occur in conjunction
with future AQMPs. For a particular source catggdra BARCT is not technologically
feasible and cost-effective then no further readunsgiwould be required. As to limiting
future reductions based on control equipment lige,(25 years), this would bind future
board actions and stifle technology advancemeni;iwis not an environmentally
protective approach. However, staff can accounthfe 25-year life given when
evaluating the cost-effectiveness of future addalaontrols.

50.Comment: It appears that the cost-effectivenessutzlons for refinery boilers and
heaters include those equipment that have alrea€ly tetrofitted, some down to 30 ppm.
In reviewing the calculations, it does not appedndve taken the emission levels into
consideration, which would significantly affect¢mease) the cost-effectiveness of the
staff’'s proposal.

Response: The cost portion of the cost-effectivesatculation does not take into
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account reductions individual boilers have madke WOx reductions in the calculation
are based on the activity levels used for the 20003 ending allocations and the 2000
(Tier 1) emissions factors. The Tier | emissioattas represent the average for the
source category, individual boilers could be highelower than the Tier | control level.

51.Comment: BARCT cost-effectiveness should be base®i7gd00 per ton NOx
threshold stated in the 2003 AQMP control measiiBa.0.

Response: The AQMP control measure projected asstjth all control measures,

is an estimated figure that would be refined duantyal rule development. It was never
intended to establish feasible cost-effectiven@&ssed on staff's technical analysis, it
would be inappropriate to set the cost thresholdwo especially considering the nature
(i.e., equipment parameters and emissions) of srthes industries with likely control
options.

52.Comment: LCF should be used as the methodologyaluate cost-effectiveness. It
is commonly used in within the private and pubgctsrs.

Response: The AQMD has long used DCF to calculzeeffectiveness. Switching
to LCF would leave the Board with no ability to goane current actions with the AQMP
and past cost-effectiveness evaluations. Forporse, the commenter is referred to
Section 1lI-D of the staff report.

53.Comment: There is an apparent discrepancy betvweeaniission reductions used to
derive the RTC holding reductions and cost-effextess. The data shown for RTC
holding reductions are 1.7 tons per day, whereppehdix B, the total emission
reductions available for cost-effectiveness purpas®.46 tons per day. This is the case
with other source categories.

Response: There is difference in the emission texhgused for deriving emission
reductions, as opposed to calculating cost-effengs. The 1.7 tons per day came from
the AQMP method using the 2003 AQMP inventory aucke 1.7 tons per day were not
used in deciding the total reductions, rather a/joled to illustrate percentage
contribution to total reductions by control measur@&he aggregated remaining
emissions projected by AQMP were the basis to es&rRTC holding reductions. The
0.46 tons per day utilizes information based oocallion data to derive cost-
effectiveness, which are in the same currency a&8Hii the market.

Specific Proposals

54.Comment: Industry representatives have suggested asnarket-driven method
using RTC price levels as a surrogate to deternvimen BARCT has been met. The
method suggests small, incremental reductiondacations allowing adequate time for
the market to react. The industry proposal istaave 2 tons per day of NOx RTCs
from the program in each of compliance years 20172008 on an across-the-board
basis. This proposal is intended to address theera about market impacts if too large
a reduction is taken too quickly.
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In addition, the industry proposal would have tH@MD continue to develop rules and
protocols authorizing the generation of RTCs fréwa teduction in emissions from
mobile and area sources, by extending the sungset gaexisting rules and adopting
appropriate additional rules. Staff is supportit@aaditional credit generation rules and
will work with others to identify opportunities faurplus, quantifiable, credit generation.

Response: It would be difficult to demonstrate BAR&d equivalency with
command and control using a market-driven methadBkRCT equivalency because
this method does not factor in a date by which rmdsimay be achieved. Also, other
market factors impact price, not just BARCT. Waidch AQMP, an evaluation would
occur. By allowing the market to settle each temeadjustment is made, the program
would always be attempting to catch up to BARCTppAndix C contains a summary,
based on key proposal elements, of industry’s malpas it compares to that
recommended by the environmental community’s aaff'st Staff is supportive of
additional credit generation rules and will workhwothers to identify opportunities for
surplus, quantifiable, credit generation.

55.Comment: The environmental community has proposatlRTCs be reduced
according to the AQMP method without the 10% aajestt (10.2 tons per day),
implemented across-the-board, with reductions aocayiover a five year period starting
in 2006 and ending 2010. Reductions from 200802 inclusive would be equivalent
to 2 tons per day and the remaining 2.2 tons pgnda010. In addition, there would not
be a last year RTC price backstop, thereforegdllictions would be credited to the SIP,
and there would be no exemptions. The environrhentamunity prefers that the power
plants remain separate from the remainder of thE[REM universe due to the amount
of excess RTCs that would be brought back intariaeket. However, if they are to be
included, then they would recommend that the pgMaent trading restrictions remain in
place until reductions occur and that the facgit®TC holdings be reduced with all other
facilities’ RTC holdings.

Response: Staff proposal is based on an overassisent of BARCT for all
equipment under RECLAIM. The 10 percent adjustneedesigned to address market
uncertainty. Without the 10% adjustment, the rexing RTC holdings after reductions
would equal projected emissions (the reader isneddo Comment # 7 of Response to
Comments Section A). Staff has modified its pr@bos account for the additional lead
time necessary plan and install control equipmadtia now proposing to start
reductions in 2007, to be completed in 2010. Tiepesed programmatic reductions to
RTC holdings are designed to meet the same reahscii® would have been achieved
under command-and-control in compliance year 20@@une 2003, the Governing
Board made a finding that bringing power plantskaato RECLAIM would not
adversely affect the market or impact Californie®rgy needs. However based on
comments received, the staff proposal delayednitialireductions from 2006 to 2007.
In order to capture reductions already made by p@heats and to prevent excess credits
from coming into a market that already has RTCdeadess than $1/pound during the
reconciliation period, certain trading restrictiomsuld still be placed on power plants.
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Response to Comments — Section C

Summary of Comment Letters Received
Comment Period From October 22 through November 12004

On October 28, 2004, staff held a third public vebrdp, to solicit additional public input

regarding staff's proposal. Documents were magslahle to the public on October 22, 2004
with a request for comments no later than NovemBe2004. During this period, staff received
several comment letters. Since many of the conmsnesteived during this period repeat
previous comments for which responses have alréa@y provided, Sections A and B, the
comments summarized below are only those receivewiting during the comment period or

verbally at the workshop that are different thassthwhich staff has previously responded.

General Comments and Comments on Specific Rules

1. Comment: We have been, and continue to be, in stppthe RECLAIM concept
and believe it has been effective in achieving emaission reductions. This is supported
by comments made by EPA in their November 2002uax@n of the RECLAIM
program. It the report, the agency states thalX‘Eéhtinues to believe, as it has since
1992, that SCAQMD'’s approach effectively achievesdoals of making the
environment whole and deterring noncompliance”soAthat “RECLAIM’s experience
seems to demonstrate that cap and trade can wtrlGhkgan Air Act New Source
Review”.

Response: Staff appreciates the comment.

2. Comment: We believe that any contemplated reduc#qnires a review of the rule
that would include the original baseline, historgarformance and current and actual
potential to reduce emissions and then make adgrgsno each facility’s baseline
appropriate to the data. Reduction in emissionsilshbe fair to all facilities and based
on actual reported emissions to provide a levetistppoint for all affected facilities.
Whatever the future program goals are for RECLAI) we urge the District to
require each facility to contribute equitably tdewing the goals of the regulation, and
any necessary allocation reductions would be dérirem a new baseline that reflects
actual reported emissions.

Response: One of the legal requirements for thgrpro is to match emission
reductions with what would have occurred under camanand control. The 2003
AQMP is the basis for this comparison. The 199ebgear actual emissions are used in
the AQMP, and growth and control factors are appli€hese considerations have been
evaluated as part of the rule development proc€ks.determination of the
programmatic adjustment is based on base-year iemssgrown and adjusted to
represent new BARCT levels. This is consistenbhe original program design for
determining command-and-control equivalency.

The commenter appears to be suggesting facilitgiBpeeductions. This approach may
seem to be more equitable (in the form of RTC mgdieductions) for those facilities
that have already made efforts to achieve BARCH it facility or are already at BACT
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than the across-the-board approach. However,utduaise other issues that are
difficult to address, including selection of appriape activity levels for the facilities in
guestion; demonstrating programmatic equivalenaptomand and control; including
RTCs held by brokers who do not own or operateeapuypment at any given time;
accounting for facilities holding RTCs for futurseunot representing current emissions;
and including facilities transferring RTCs to aratlfacility or third party if that would
result in a lower rate of reduction. This approatdo fails to recognize the trading
activities that have taken place since the inceptiicthe program.

The primary focus of the rulemaking is to demonstmpliance with state
requirements.

3. Comment: We believe the rule amendment procesddateke a very deliberate
development course that fully considers all ofghacess elements for allocation
reduction now and for the future. This includgseaodic review of the program to avoid
the potential for large scale baseline reductiohs.effective and equitable development
course means allowing for more time than is culyestheduled, not rushing to meet
some arbitrary deadline, and not relying on comegatleficiencies after the amended rule
has been adopted. EPA stated in their 2002 RECLASbessment that “any changes
made to RECLAIM at this stage in the program mustaken in small steps and should
not involve dramatic regulatory modifications”, dhregulatory change can destabilize
the market and make long-range planning difficatid that “modifications should be
taken gradually and should be market-based”. Htle we are going on for the next five
or more years should be clear and well definedr&ry®ne involved.

Response: Staff agrees in principle with the comer&nposition. Staff believes that
the annual and other regularly scheduled reportise@overning Board and Stationary
Source Committee provides ample notification of prgposed changes to RECLAIM.

In addition, the rulemaking process for RECLAIM tedailed numerous meetings over
the last year. The control measure for RECLAINMReductions was first
incorporated into the 2003 AQMP during a 2-yeanmavelopment process and the rule
development process has been over a year. In@udiie staff proposal provides a two-
year lead time for any reductions in RTCs whileldtest compliance report indicates
that there are 6.6 tons per day excess RTCs iprdgram. The affected facilities have
several years in planning their compliance optiof&aff does recognize the significance
of market stability and the state law requireméot8ARCT and command and control
equivalency. Staff has identified cost-effectieatrols available to the RECLAIM
facilities. The staff proposal provides a 10% mapkfor market uncertainty and
contains a price trigger mechanism to ensure ordehsition to lower the emissions.

4. Comment: Power producers are concerned that tletd&WRTC holding reductions
would result in insufficient RTCs being availabtethe event of another energy crisis or
emergency in the South Coast Air Basin. Althoughftnal years reduction would not
be implemented if the price of RTCs exceeded $18t00, there is no mechanism that
would allow power plants to continue operation aéeceeding their allocation without
penalty, which could affect the reliability of thewer grid by reducing available
generating capacity. CEC has recognized that seveather in 2006 and beyond could
cause reserves to fall below 7%, the level need@ddintain stability.
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Even though power producers have already inst&8@T or BARCT, there may be a
need for additional RTCs during an energy crisisroergency situation. The options
appear to be: 1) limit operations so as not teeaallocations; and 2) buy RTCs
through the market, the question is whether sa@fitRTCs will be available.

The following proposal is made:

1. Allow excess RTCs to be banked over the negtd@mpliance years only for use in
the case of an emergency as defined in Rule 11®@ad energy crisis as declared by
the Governor or federal government. Banked RT@socdy be traded among other
power producers and any unused RTCs remaining waruletired.

2. Allow power producers back into the RECLAIM rketr with full trading privileges to
allow additional flexibility and have time to covéireir potentially short positions in
future years.

3. Power producers support AQMD'’s concept of distiaimg an AQIP for facilities at
BARCT or BACT where power producers have the optibpaying a set dollar per
pound to cover any shortfalls during an emergemclya declared energy crisis.

Response: The commenter is suggesting that powdupers be able to exceed their
allocations without compensating for the exceedanddis is not appropriate, as
unmitigated excess emissions constitute a violatiRagarding emergencies, the reader
is referred to the response to Comment #4 of ResptmComments Section A and
Comment #8 of Response to Comments Section B.s®Ese Comments #'s 3 and 4 of
Response to Comments Section A for a summary @f Sproposal regarding power
plant reentry into the full RECLAIM market. Relatito the carryover of RTCs, the
reader is referred to the response to Comment #R@sponse to Comments Section B.
With regards to the CEC forecast, i.e., to gridewidserves, the reader is referred to the
response to Comment # 7 of Response to CommentieisBc As to the AQIP, this is
not a part of staff's proposal at this time. An IRQuill be considered when viable credit
generation opportunities have been identified.

Allocation Reductions

5.

Comment: The amount of SCAQMD Staff’s first phase of thepgmsed shave of 4 tons/days
is not opposed. However, the proposed second pifidlse shave of an additional 3.8 tons/day is
opposed. Growth in the Basin is estimated to b&Jper year and this assumption is used, in
part, to calculate the amount of the RECLAIM shaVée power sector growth is estimated to be
2.5% per year. However, the California Energy Cassion (CEC) expects the power sector
growth to be as high as 6% per year. The CEC lsag@eased data that predicts an electricity
shortage in California as early as 2006 for a t§iplein-2 year without additional electrical
generation capacity or growth. This growth, anaagh of the Basin’s economy could be
negatively altered by the lack of NOx credits fasimess expansion and modernization. In
addition, the California Air Resources Board hamremended that the RECLAIM program be
reevaluated for BARCT equivalency during each trieahAQMP cycle. The District has
indicated its intention to follow this practicettme future. In our view, these triennial
reevaluations will allow for programmatic adjustrteto be made while simultaneously tracking
the liquidity of the RECLAIM market and advancesimission control technology, therefore
preventing any irreversible damage to the econadintlyeoregion.

AQMD
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Response: Staff does recognize that the growthdak demand is about 6 percent,
which relates to necessary capacity to avoid @lhrackouts but disagree that growth
assumptions for power producers should be 6% fouageneration. The reader is
referred to Comments # 2 and 3 of Response to Consn$®ction A. In addition, the
reader is referred to Comment # 7 of Response ton@ants Section B. Relative to the
reevaluation of BARCT, this is a proactive procesaccount for new technological
development over time, so as to not delay implemg@ARCT as required by state law.

6. Comment. The emission reductions used for the cost effegtige calculations should be the
same emission reductions used for calculatinghbges The Staff report states “The 1997
baseline inventory reported by the facilities pd®s a more recent equipment profile in the
RECLAIM universe and captures the NSR activitie£sgi1l994. This is similar to the original
RECLAIM program that used 1991 AQMP, which used7188 the base year.” However, it is
important that equipment inventories in any BARQiRlgsis accurately reflect current emission
levels and existing emission control equipmentliding equipment that meets current and
proposed BARCT standards. The District statesdhatof the criteria used for evaluating
BARCT is whether a stand-alone rule would be carsid — we note that any such rule would be
based on current emission levels and would reflecent controls. The District's use of the
AQMP method to determine BARCT is inconsistent vift method used to determine the
reductions of RTC holdings, and does not properilect the current inventory of NOx control
equipment installed at facilities.

Response: The staff proposal relies on the AQMmatketo determine the
appropriate ending allocation for 2010 that woutdndnstrate equivalency to command
and control. As a result, the AQMP method provitiesremaining emissions by 2010
(i.e, 24.07 tons per day) from which a 10% increaas applied to derive the 2010
ending allocation (i.e., 26.47 tons per day). Beeathe AQMP inventory is based on
reported actual emissions in 1997 and project@®id, it represents a different currency
that the same reductions in the AQMP currency cebe@pplied to the RECLAIM
program. In determining BARCT staff uses the sanreency as the RTC allocations
and estimates the reduction potential based olagt&ARCT evaluation (i.e., year 2000
Tier | emission factors) and the same throughpuitiies selected for their year 2000
allocation calculations. If staff were to follotwet commenter’s suggestion to examine
the current emission levels and estimate the remtupbtential, the starting point would
be a programmatic emission level of 27.6 tons pgr df applying the 4 tons per day
reductions as industry stakeholders recommendectthaining emissions would be 23.6
tons per day, slightly lower than the AQMP methodgl This illustrates that emission
reductions should be used in the same currendyedsaseline emissions. The staff
methodology is appropriate because it uses the REZIcurrency in determining the
appropriate BARCT, for the RECLAIM universe and als the remaining emissions
(with 10% adjustment) as predicted in the AQMP @émdnstrate equivalency to
command and control.

7. Comment: The use of RTC prices during the reconciliatioriqukrs used in the Preliminary
Draft Staff Report to conclude that there are ex¢€ECs in the market (P. 55). Companies use
RTC stream prices to evaluate the availability ®CR and future investment options. Prices
during the reconciliation period remain low dudhe effects of the 2009 and 2009.1 regulations
and should not be used to form conclusions witlng¢o excess RTCs in the market.
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Response: The intent of the staff report statenwastto demonstrate the availability
of excess RTCs in the market and their low cosinguhe reconciliation period is a
demonstration of their abundance. This is confdrog the amount of unused RTCs
each year. With the exception of the Californiargy crisis, there have bee excess
RTCs in each of the compliance years ranging frénto120 percent, which is
contributed to by all sectors. The RTC streamgwior 2010 and beyond ranges
between $3 to $4 per pound at this time. It alslicates that there are additional cost-
effective control opportunities in the market.

Credit Set Asides and Non-Tradable Credits

No further comments received on this topic.

Exemptions from Further Reductions

8.

Comment: The across-the-board reduction of RTCihgddis opposed. From 1994
to 2003, my facility’s RTC holdings were reduced9bf6. Due to an expensive and
aggressive program of equipment replacement, thesemns from our oil and gas
equipment have been reduced to zero due to eleatitin (gas fired IC Engines were
replaced with electric motors or removed from seyi In order to keep the facility
economically viable, a project for natural gas emesment will require the use of the
remaining initial allocation for future years. Alf the equipment at the facility meets or
will meet BACT and the RTCs are needed to meet ROGS(f) NSR requirements,
which require the full amount of RTCs be held aayand may only be sold during the
compliance year’s final reconciliation period. Treeluction of future holdings will
require the purchase of RTCs since there are rery atkans to further reduce NOx
emissions without reducing or ceasing oil and gaslyction operations.

Response: Full electrification of IC engines magesd BARCT for this source
category and, as reflected in the response to Coin#2® in Response to Comments
Section A, staff is proposing criteria by whichagifity’s initial allocation would be
exempt from the reductions. Staff suggests thencenter examine this criteria, as the
facility may meet the requirements for exemption.

Comment: The across-the-board reduction of RTCihg#dis opposed. From 1994
to 2003, my facility’'s RTC holdings were reduced98fo. Emissions from our oil and
gas equipment have been reduced to zero due toifedation. Almost all excess RTCs
resulting from the reduction have been sold, extm small amount kept in reserve for
growth. All of the equipment at the facility, exte¢hose exempted by Rule 219, meets
current BACT and a newly installed turbine is expddo meet BACT. These
modifications require that we have sufficient RTi€sur allocation to meet permit limits
based on PTE, pursuant to Rule 2005(f), not theeepd actual emissions. The
proposed RTC reductions will require the purchddeTcCs since there are no other
means to further reduce NOx emissions without reduor ceasing oil and gas
production operations. RTCs purchased in ordendeting rule requirement will be sold
during the reconciliation period at a much loweac@r We request that our facility, as
well as facilities like ours, that are at or belBARCT levels be exempted from any
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further reductions.
Response: Please see the response to the previounsent.
BARCT

10.Comment: Consideration of "new" BARCT is a functiamong other things, of the
technological feasibility of various controls ame tcost-effectiveness of those controls.
The cost-effectiveness assessments for the vataiagories of BARCT were, in most
cases, performed using emission reductions that determined by the difference
between the Tier | emission factor and the propos»d BARCT, and the peak activity
level used in deriving the year 2000 allocatiome proposed 7.8 ton/day reduction
would not be supported by a BARCT analysis thateramcurately assessed potential
emission reductions and the costs of achieving thienour view, a target reduction in
the order of 4 tons/day would be supportable.

Response: Staff has presented its BARCT analydlei staff report in terms of
technical feasibility (Section Ill) and cost effe@eness (Appendix B). Comments were
received regarding facility-specific equipment amstallation costs, equipment life, and
cost effectiveness threshold. Please see stafftrépble 5A that lists various emission
reduction targets under several BARCT scenarios.

Cost and Cost-Effectiveness

11.Comment: Using a 25-year equipment life for corstiah Refinery Heaters and

Boilers and FCC Unit is inconsistent with the lifieidentical control equipment (i.e.,
SCRs) proposed for other source categories (that bd or 15 year assumed lives), and
does not properly consider the replacement ofahispment due to additional future
controls or technology advancements. The SCAQMip@ses to address this issue via
the use of adding "sunk cost" to the next increnoéicbst-effectiveness. However, the
use of sunk cost to the next increment of costeéiffeness does nothing to correct the
faulty equipment life assumptions used in the curcest-effectiveness calculations.

Response: It is appropriate to account for equigriengreater than 10 years and the
associated control costs relative to determinirgi-effectiveness. According to
manufacturers, the design equipment life for an &CF5 years. Staff is using this 25
year design life for all SCR control equipment.ligitiboiler data has been updated to
include the 25 year cost effectiveness calculatibnis calculation had not been included
previously because, for the most part, controlehaready been added and were shown
to be very cost effective at 10 and 15 years.

12. Comment: The Preliminary Draft Staff Report incla@edetailed discussion on cost
effectiveness of prior rules and AQMP control measubut fails to mention that the
average projected cost effectiveness for CMB-1ihén2003 AQMP was $7,000 per ton.
The inclusion of cost ineffective control measunas, therefore, resulted in an average
cost effectiveness of $12,600 to $13,000 per s is nearly double the cost targeted
in the 2003 AQMP and the proposed BARCT adjustmiemtiarge Refinery Heaters and
Boilers and FCC units are not cost effective armufthnot be included in the proposed
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BARCT adjustment.

Response: The reader is referred to Comment # B2gihonse to Comments Section
B. The AQMP control measure projected cost, ak alitcontrol measures, is an
estimated figure that would be refined during alctuke development. It was never
intended to establish feasible cost-effectiven@&sssed on staff's technical analysis, it
would be inappropriate to set the cost thresholidsg especially considering the nature
(i.e., equipment parameters and emissions) of sdirtiee industries with likely control
options.

Protocols

Comments received on this topic have been covergdeivious comments in Sections A and B.

AQMD E-37 October 2004



