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Executive Summary 

Background 

The South Coast Air Quality Management District (SCAQMD) Governing Board adopted 

the Regional Clean Air Incentives Market (RECLAIM) program in October 1993. The 

purpose of RECLAIM is to reduce NOx and SOx emissions through a market-based 

approach. The program replaced a series of existing and future command-and-control rules 

and was designed to provide facilities with the flexibility to seek the most cost-effective 

solution to reduce their emissions.  It also was designed to provide equivalent emission 

reductions, in the aggregate, for the facilities in the program compared to what would occur 

under a command-and-control approach.  Regulation XX includes a series of rules that 

specify the applicability and procedures for determining NOx and SOx facility emissions 

allocations, program requirements, as well as monitoring, reporting, and recordkeeping 

requirements for sources located at RECLAIM facilities.   

Regulation XX was amended on December 4, 2015 to achieve programmatic NOx 

RECLAIM trading credit (RTC) reductions from compliance years 2016 through 2022.  

Among the proposed amendments considered was a provision to address RTCs from 

shutdown facilities.  The Governing Board motion that was approved did not include the 

shutdown provisions and directed staff to return to the Board, after further analysis and 

discussion with the RECLAIM working group, with a proposal that would allow a closer 

alignment of shutdown credits in the RECLAIM program and command and control 

programs, short of full forfeiture.   

SCAQMD staff is proposing amendments to Rule 2002 - Allocations for Oxides of 

Nitrogen (NOx) and Oxides of Sulfur (SOx), which is one rule within Regulation XX – 

RECLAIM, to address the treatment of RTCs upon NOx RECLAIM facility shutdowns.  

The objective is to prevent NOx RTCs associated with a shutdown facility from entering 

the market and potentially delaying the installation of pollution controls at other 

RECLAIM facilities.  Specifically, the proposed amendments establish the criteria for 

determining a facility shutdown and the methodology to calculate the amount of NOx 

RTCs by which that facility’s future holdings will be reduced.  The proposed amendments 

include exclusions from these provisions for facilities under the same ownership and for 

facilities with approved planned non-operational status for up to five years.   

Public Process 

The current rulemaking process for developing shutdown provisions in Proposed Amended 

Rule 2002 (PAR 2002) began in the 1st quarter of 2016.  SCAQMD staff met with the NOx 

RECLAIM working group five times, on January 21, February 25, June 8, August 8, and 

August 30, 2016.  The NOx RECLAIM working group is comprised of representatives 

from business, environmental groups, RTC brokers, and other agencies.  The SCAQMD 

staff also provides monthly briefings to environmental and community groups regarding 

the proposed amendments.  The public workshop for this amendment was held on 

Thursday, August 11, 2016.   
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SCAQMD staff has received eleven comment letters from stakeholders, and has also met 

with individual RECLAIM facility operators regarding the shutdown provisions of the 

proposed amendments.  Various issues raised by stakeholders have been addressed and 

incorporated, or otherwise addressed, in the proposed rule amendments.   
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Chapter 1 – Background 

December 4, 2015 Governing Board Motion 

Regulation XX was amended on December 4, 2015 to achieve programmatic NOx 

RECLAIM trading credit (RTC) reductions from compliance years 2016 through 2022.  

Among the proposed amendments considered was a provision to address RTCs from 

shutdown facilities.  The Governing Board motion that was approved did not include the 

shutdown provisions and directed staff to return to the Board, after further analysis and 

discussion with the RECLAIM working group, with a proposal that would allow a closer 

alignment of shutdown credits in the RECLAIM program and command and control 

programs, short of full forfeiture.  Paragraph 3 of the motion, which pertains to the 

shutdown provisions, reads as follows: 

“Subparagraph (i) of Rule 2002 that was originally proposed by staff on 

November 4, 2015 and released in rewritten form on November 28, 2015 is 

NOT adopted at this time.  Staff shall return it to the NOx RECLAIM Working 

Group for further discussion and analysis of that proposal’s potential 

implications on the entire NOx RECLAIM Program and consideration of 

possible alternatives that would allow a closer alignment of the treatment of 

shutdown credits in RECLAIM and command-and-control programs short of 

full forfeiture.  Following this process, staff may bring its original proposal 

or some other alternative back to the Governing Board for consideration for 

adoption.” 

The proposal presented before the Governing Board on December 4, 2015 would have 

retired all NOx RTCs from complete facility closures or from equipment shutdowns that 

represent twenty-five percent or more of a facility’s emissions for any quarter within the 

previous 2 compliance years. This would have applied to any facility listed in Tables 7 or 

8 of Rule 2002 (i.e., the larger NOx emitting facilities).  Permits associated with the 

equipment being shutdown would be surrendered, and the RTCs for future years would be 

retired from the RECLAIM program. 

Shutdown Credits in the RECLAIM Program 

Currently, available RTCs resulting from facilities that permanently shutdown can be sold 

and reintroduced back into the RECLAIM program for use by other facilities.  Allowing 

the use of shutdown RTCs in a market where many facilities have not yet installed BARCT 

controls can further delay or eliminate the need for facilities to install equipment to reduce 

their NOx emissions.   

The emission reductions as a result of the amendments to the NOx RECLAIM program in 

2005 illustrate this condition.  The NOx RTC shave target for the 2005 amendments was 

7.7 tons per day from 2007 to 2011.  The actual NOx emission reductions between the 

timeframe of 2006 and 2012 was 4 tons per day.  Of these 4 tons per day, 2.6 tons per day 

(or 65%) originated from facility shutdowns, while 1.4 tons per day (or 35%) came from 
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either emission controls, process changes, or from a decrease in production levels due to 

the recession (Figure 1).  Nevertheless, the 2005 shave met its remaining emissions target.   

 

 

Figure 1.  NOx Emission Reductions Between 2006-2012 

 

Under a command and control regulatory program, facilities are required to meet 

equipment specific BARCT emission limits and emission reductions from a facility 

shutdown could not be used to delay installation of BARCT controls at another facility.  

Emission Reduction Credits (ERCs) generated from facility shutdowns may only be used 

to offset emissions increases from new or modified sources.  However, under RECLAIM, 

RTCs belonging to shutdown facilities can be sold to other operating facilities in 

RECLAIM and can be used to delay or eliminate the need for installation of BARCT 

controls.  Figure 2 illustrates the quantity and magnitude of the emissions from shutdown 

facilities in the RECLAIM program since its inception.  The maximum annual emissions 

for each of these facilities was used, and although there are many smaller emitters that have 

shutdown, the larger emitting facilities had maximum annual emissions ranging from 

around 0.2 to over 2 tons per day per facility (~146,000 lbs per year to over 1,460,000 lbs 

per year).  The cumulative maximum emissions for these shutdown facilities total about 

5.9 tons per day since program inception (area under the curve in Figure 2).   
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Figure 2.  NOx RECLAIM Facility Maximum Emissions Prior to Shutdown 

(Ranked by Highest NOx Emissions) 

 

The emissions from facility shutdowns and the corresponding RTCs can be substantial.  To 

better highlight the magnitude, emissions associated with facility shutdowns were 

compared to the highest NOx emitting facilities in the current RECLAIM universe.  In 

Figure 3, the blue bars to the right represent a sample of the range of emissions from the 

top 90% of NOx emitters in the RECLAIM program (i.e., the 56 facilities which are listed 

in Table 7 and Table 8 of Rule 2002) from which the RTC allocation shave for the 

December 4, 2015 amendments was based.  Facility 5 was the top emitter while Facility 

15 was the lowest emitter from this subset of the Table 7 and Table 8 facilities.  The red 

bars to the left in Figure 3 represent the maximum emissions from the top four facilities 

that have shutdown from Figure 2 and illustrate that the magnitude of these emissions is 

on the same order as many of the top emitting facilities in operation today.  The highest 

NOx emitter from these shutdown facilities was the California Portland Cement Company.  

This facility produced cement by operating two long, dry kilns and was at one time the top 

NOx emitting source in the NOx RECLAIM program.  The very large quantity of NOx 

RTCs that became available upon shutdown were made available for sale and were 

subsequently purchased by other facilities to meet compliance obligations rather than 

installation of BARCT controls.  The RTC sales from these shutdown credits belonging to 

California Portland Cement Company exceeded $100 million.   
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Figure 3.  Shutdown Facility Maximum Emissions vs. Current Operating Facility 

Emissions 

 

On this basis, staff is proposing to have specified amounts of NOx RTCs reduced from 

NOx emitting facilities that have shutdown. This change is proposed to further assure that 

RECLAIM maintains programmatic equivalency with BARCT emissions levels as 

specified by state law.  

Shutdowns in Command and Control 

The most significant difference between RTCs from facility shutdowns in RECLAIM and 

Emission Reduction Credits (ERCs) from shutdowns under command and control is that 

there is no discounting or adjustment of RTCs under RECLAIM once a facility shuts down.  

In command and control, Regulation XIII rules govern how emission reduction credits 

(ERCs) are generated.  Here is brief summary of the ERC generation process: 

1. In order to obtain an ERC, an application must be submitted as required by Rule 

1309(b).   

2. The application is only deemed complete if it satisfies the minimum requirements 

by the applicant providing supporting data and documents [Rule 1309(b)(1)]. 

3. Once deemed complete, the emission reductions must meet the eligibility 

requirements according to Rule 1309(b)(4) of being real, quantifiable, permanent, 

federally enforceable, and not greater than what would be achieved with current 

BACT. There is also no crediting of emissions if any equipment is beyond BACT.   

Shutdown 

Facilities 

Facilities in RECLAIM Among 

Top 90% of Emitters (CY 2011) 
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4. If the emission reductions meet the eligibility requirements above and no further 

emission reductions are required per Rule 1309(b)(5) (i.e., required by a control 

measure or other District, State, or Federal rule), then the ERCs are calculated 

pursuant to Rule 1306.  The emission decrease from a source that has shutdown 

shall be the actual emissions reduced to the amount which would be actual if current 

BACT were applied.   

5. The ERCs are determined from the emission credits calculated minus any payback 

necessary, such as a payback from offsets provided by the District’s internal bank 

[Rule 1306(e)(3)].  This is based on the actual emissions during the 2-year period 

preceding the date of application.   

6. The final step prior to the issuance on an ERC is the requirement for a public notice 

[Rule 1309(f)(3)].   

The multi-step approach outlined above does not apply to RECLAIM facilities.  As 

mentioned above, there is currently no discounting or adjustment of RTCs upon a facility 

shutting down.  A RECLAIM facility that shuts down can sell the entirety of the RTCs that 

it holds at the current market price.  If the RTC price for infinite year block credits (IYBs) 

is favorable, a shutdown facility can significantly profit from the IYB credit sale.  It should 

be noted that at the beginning of the RECLAIM program, allocations of RTCs were 

provided to facilities free of charge.   

Industry Comments for the Shutdown Provisions 

Comments were received as a result of the proposed shutdown provisions for the December 

4, 2015 amendments.  A summary of these comments is provided below: 

 The requirements should not apply to shutdown equipment for which the 

equipment’s operational capacity is replaced by new or existing equipment serving 

the same functional needs at the same facility or another facility under common 

control. 

 The shutdown requirements should not apply to equipment that is used in a cyclical 

operation or for equipment that is out of service or repair. 

 The shutdown requirements should not apply to equipment that is planned to be 

returned to service at a future date. 

 The RECLAIM program is working because buying and selling of RTCs is a 

fundamental component of a market-based program. 

 RTCs from shutdown facilities may be necessary to offset emissions from new or 

modified facilities, which do not receive RTC allocations to cover these emissions 

and must purchase RTCs.   

Since the December 2015 hearing and during development of the current proposed 

amendments, additional comments have been received.  A summary of these comments is 

provided below: 
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 General support for focusing on facility versus partial shutdowns or equipment 

shutdowns. 

 A de minimis level of emissions should be established for applicability of the 

shutdown provisions. 

 Use of the NAICS code to define same ownership is too restrictive. 

 Requiring facilities with insufficient holdings to purchase and surrender RTCs 

should be limited. 

 The calculation for determining the amount of RTCs to deduct from a shutdown 

facility’s holdings should include a credit for going beyond BARCT. 

 The proposed amendments should allow discrete year sales of RTCs during Planned 

Non-Operational (PNO) shutdown and during the process of calculating shutdown 

RTCs. 

 The proposed amendments should include a process for the Executive Officer to 

notify a facility that is under review for potentially being considered shutdown. 

 Incorporate criteria for determining what constitutes a temporary shutdown instead 

of a list of scenarios for temporary shutdowns. 

 Conduct an analysis of the impact of shutdown provision on RECLAIM and 

comparisons with command and control. 

Appendix A provides all the public comment letters received and staff’s detailed responses.   

Affected Facilities 

There were 275 facilities in the NOx RECLAIM program during the recent amendments 

that were adopted by the Governing Board on December 4, 2015.  These facilities either 

elected to enter the program or had NOx emissions greater than or equal to four tons per 

year in 1990 or any subsequent year.  The proposed shutdown provisions would apply only 

to NOx RECLAIM facilities, and their successors, that are listed in Table 7 and Table 8 of 

Rule 2002 that shut down entirely, with exceptions and requirements for facilities that 

experience temporary emission reductions, or experience a Planned Non-Operational 

shutdown.  Any Table 7 or Table 8 facility in the NOx RECLAIM program that received 

no initial NOx allocations would not be subject to the provisions pertaining to shutdowns.   
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Chapter 2 – Proposed Amendments to Regulation XX, Rule 2002 

The proposed amendments regarding NOx RECLAIM facility shutdowns are addressed in 

subdivision (i) of Rule 2002, which establishes the methodology for calculating facility 

allocations and adjustments to RTC holdings for Oxides of Nitrogen (NOx) and Oxides of 

Sulfur (SOx).   

Paragraph (i)(1) states the applicability of the shutdown provisions.  The proposed 

shutdown provisions will not be applied retroactively to facility shutdowns that occurred 

prior to the adoption of the proposed amended rule.  The requirements in this subdivision 

will be effective the date of adoption of the proposed amendments by the SCAQMD 

Governing Board and will only apply to NOx RECLAIM facilities listed in Table 7 and 

Table 8 of Rule 2002 that had an initial NOx RECLAIM allocation.  Table 7 and 8 facilities 

include the largest facilities in the market and represent over 85 percent of emissions and 

90 percent of RTC holdings.  There are some NOx RECLAIM facilities in Table 8 that had 

no initial NOx RECLAIM allocation since they entered into the program after the adoption 

of RECLAIM.  The shutdown provisions would not apply to these facilities.   

Paragraph (i)(2) states that if an owner or operator of a NOx RECLAIM facility shuts down 

or surrenders all operating permits for the facility, that owner or operator must notify the 

Executive Officer in writing of this shutdown within 30 days.   

Paragraph (i)(3) contains the adjustment calculation once a facility self-reports that it is 

shutdown or is deemed shutdown by the Executive Officer.  The NOx RTC holdings for a 

facility that shuts down will be reduced from all future compliance years by the amount 

equivalent to the difference between: 

(A)  The average of actual NOx emissions from equipment that is operated 

at a level greater than the most stringent applicable BARCT emission 

factors specified in subparagraph (f)(1)(L) during the highest 2 of the 

past 5 compliance years for the facility; and 

(B)  The average NOx emissions from the same equipment that would have 

occurred in those same 2 years identified in subparagraph (i)(3)(A) if 

the equipment was operated at the most stringent applicable BARCT 

emission factors specified in  subparagraph (f)(1)(L). 

If equipment was operating at or beyond BARCT, there will be no adjustment to the NOx 

holdings based on emissions from that equipment.   

PAR 2002(i)(4) states that: 

“Any offsets provided by the SCAQMD pursuant to Rule 1304 that remain 

as part of the adjusted initial NOx allocation shall also be subtracted for each 

future compliance year.” 

The RTC holding adjustment would apply to all future compliance year RTCs, but the 

reduction of RTCs shall not exceed the adjusted initial allocation.  The adjusted initial 

allocation is the remaining amount of RTCs that a facility is allocated each compliance 

year after all the reductions associated with subsequent RTC shaves have been applied.  
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The RTCs to be reduced for the NOx RECLAIM facility would be the lesser amount of its 

adjusted initial allocation or the calculated BARCT-adjusted amount, per the provisions of 

paragraph (i)(3).  Paragraph (i)(5) states: 

“If the reduction of NOx RTCs calculated pursuant to paragraph (i)(3) and 

(i)(4) exceeds the adjusted initial NOx allocation as specified in paragraph 

(f)(1) for any future compliance year, the facility shall have its NOx holdings 

reduced by an amount equivalent to the adjusted initial NOx allocation for 

that compliance year.” 

Under the proposed shutdown provisions, a NOx RECLAIM facility that shuts down is 

responsible for providing the RTCs to the SCAQMD.  PAR 2002(i)(6) requires that if the 

reduction of NOx RTCs calculated pursuant to paragraphs (i)(3) through (i)(5) exceeds the 

facility’s future year NOx RTC holdings, within 180 days of notification by the Executive 

Officer pursuant to paragraph (i)(11), the owner or operator of the NOx RECLAIM facility 

would be required to purchase and then surrender the sufficient quantity of RTCs to fulfill 

the entire reduction requirement.  A NOx RECLAIM facility that has knowledge of an 

imminent shutdown should not attempt to sell off its infinite year block RTCs if it knows 

that it may result in a deficit.  Otherwise, the facility would have to purchase the quantity 

of RTCs in the open market at the current market price to fulfill the RTC adjustment 

obligation, if there is a deficit as a result of the RTC holding reduction. 

Under PAR 2002, in addition to a self-reported facility shutdown, the Executive Officer 

can deem a NOx RECLAIM facility as shutdown.  Paragraph (i)(7) states that the Executive 

Officer will begin the process of deeming a NOx RECLAIM facility as shutdown by 

notifying it that it is under review.  This will be a result of reviewing the facility’s Annual 

Permit Emissions Program (APEP) report.  The APEP reports provide evidence of 

operational emissions from a RECLAIM facility.  If a facility’s annual NOx emissions 

decrease substantially compared to the maximum emissions during the last five years, the 

Executive Officer would notify the facility that it can potentially be deemed shutdown.  

The facility would have an opportunity within 60 days of receiving the notification to either 

confirm that the facility is indeed shutdown or submit information to substantiate that it is 

not shutdown.  Paragraph (i)(7) lists three sets of criteria for substantiating that a facility is 

not shutdown: 

(A)  Permanent emission reductions have been implemented at the facility 

and can be attributed to implementation of an emissions control strategy 

such as, but not limited to: implementation of pollution control 

strategies, efficiency improvements, process changes, material 

substitution, or fuel changes; or 

(B)   NOx emission reductions are temporary where temporary NOx emission 

reductions include, but are not limited to: cyclic operations, economic 

fluctuations, temporary shutdown of equipment due to equipment 

maintenance, repair, replacement, permitting, compliance, or 

availability of feedstocks or fuels; or  
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(C)  The owner or operator of a NOx RECLAIM facility has an approved 

Planned Non-Operational Plan pursuant to paragraph (i)(9).   

It is not uncommon for a facility to maintain small ancillary equipment operating during a 

facility shutdown.  This was demonstrated when the California Portland Cement Company 

shutdown its cement production operations.  The two major source kilns were shut down, 

but small ancillary equipment remained in operation as the facility underwent a facility 

shutdown.  Since the emissions from the kilns comprised the vast majority of its total 

annual emissions, the facility had become essentially non-operational.  Under this proposal, 

a NOx RECLAIM facility that experiences a similar substantial decrease in emissions 

would be potentially deemed as shutdown by the Executive Officer unless they meet the 

criteria above under subparagraphs (i)(7)(A) through (i)(7)(C).   

Under paragraph (i)(7), a facility would not be considered shutdown if it meets one of the 

three criteria in subparagraphs (i)(7)(A) through (i)(7)(C)..  In addition, as a result of 

discussions with NOx RECLAIM facility operators during rule development, staff has 

incorporated proposed rule language to reflect three criteria instead of specific situations 

where a facility would not be deemed a shutdown.  As discussed above, the three criteria 

are:  permanent reductions that are generally attributed to an emission reduction control 

strategy; a temporary reduction that can be attributed to any short-term reduction or 

temporary stop of some or all operations due to a variety of reasons; or a facility has an 

approved Planned Non-Operational Plan.  Some examples of temporary reductions include 

but are not limited to cyclical operations that can take place over the course of several 

years, operational emissions temporarily ceasing because there has been a delay in 

obtaining parts for equipment or pollution controls, or a facility modifying existing or 

installing new equipment or pollution controls and operations must be put on a reserve 

status until the equipment and/or pollution controls are recommissioned and reinstated.   

Once the Executive Officer reviews the information submitted by the facility to 

substantiate that the facility is or is not shutdown, paragraph (i)(8) states that a 

determination will be made that the facility has or has not been deemed as shutdown and 

the facility will be notified within 60 days.  Under subparagraph (i)(8)(A), if the Executive 

Officer determines that a NOx RECLAIM facility is shutdown after review, the owner or 

operator would be subject to the RTC reduction requirements specified in paragraphs (i)(3) 

through (i)(6).  The Executive Officer will not consider information submitted after the due 

date (beyond 60 days of the notification issue date) unless information is subsequently 

requested by the Executive Officer [PAR 2002(i)(8)(B)].  The owner or operator of a NOx 

RECLAIM facility that has been deemed shutdown by the Executive Officer may appeal 

the determination to the SCAQMD Hearing Board [PAR 2002(i)(8)(C)].   

If a NOx RECLAIM facility experiences a substantial reduction of emissions due to some 

of its equipment becoming non-operational and intends on returning to normal operation 

sometime in the future, it can submit a Planned Non-Operational (PNO) Plan, along with 

the corresponding plan fees listed in Rule 306, under paragraph (i)(9) to request this status 

for a non-operational time period of no longer than 5 years for the equipment within the 

facility.  The Executive Officer will consider the criteria specified in subparagraph (i)(7)(B) 

for approving the plan and will require company records to support the claim that a PNO 
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status of no longer than 5 years is necessary [PAR 2002(i)(9)(A)].  The Executive Officer 

will approve or disapprove the PNO Plan within 180 days of receiving a completed PNO 

Plan [PAR 2002(i)(9)(B)].  If the PNO Plan is approved, the owner or operator may sell 

current compliance year RTCs for the duration of the approved PNO Plan and the future 

year RTCs would become non-tradable for the duration of the PNO status [PAR 

2002(i)(9)(B)(i)].  The term “current compliance year” refers to the year that is current at 

the time the sale is made.  However, if the PNO Plan is disapproved and the facility is 

deemed shutdown by the Executive Officer, clause (i)(9)(B)(ii) states that the owner or 

operator of the NOx RECLAIM facility would be subject to the RTC holding reduction 

requirements specified in paragraphs (i)(3) through (i)(6).  If the Executive Officer denies 

the PNO Plan, the owner or operator of the NOx RECLAIM facility may appeal to the 

Hearing Board [PAR 2002(i)(9)(B)(iii)].   

Paragraph (i)(10) restates that if a NOx RECLAIM facility has been deemed shutdown, 

whether by self-reporting [in paragraph (i)(2)], Executive Officer determination [in 

paragraph (i)(8)], or by disapproval of a PNO Plan [in clause (i)(9)(B)(ii)], the facility’s 

NOx holdings will be reduced pursuant to paragraphs (i)(3) through (i)(5).   

Once the Executive Officer determines the quantity of the NOx RTC holding reduction for 

a facility that has been deemed as shutdown, the facility will be notified of that amount and 

the reduction will be applied to NOx RTC holdings for all future compliance years 

following this notification [PAR 2002(i)(11)].  The Executive Office will re-issue the 

facility permit to reflect the reduction of NOx RTC holdings.  The owner of operator of a 

NOx RECLAIM facility may file an appeal to the Hearing Board for the shutdown 

determination and for the reduction in NOx RTC holdings.   

Under paragraph (i)(12), an owner or operator of a NOx RECLAIM facility that has 

notified the Executive Officer that it has shutdown or has received notification from the 

Executive Officer that it is under review as potentially shutdown would not be able to sell 

any future compliance year RTCs and may only sell current compliance year [as specified 

above in clause (i)(9)(B)(i)] RTCs until the Executive Officer notifies the owner of operator 

of the amount of the reduction of NOx RTCs pursuant to paragraph (i)(11).   

PAR 2002(i)(13) provides an exemption from the shutdown RTC holding adjustment 

requirements for facilities that shutdown and transfer RTCs to another facility that is under 

the same ownership.  If one or more facilities are under the same ownership as of 

September 22, 2015 (the RTC holding freeze date for the most recent NOx shave), a written 

declaration would need to be submitted to the Executive Officer within 30 days after the 

amendments are adopted.  This declaration would identify the NOx RECLAIM facilities 

that are under the same ownership as of September 22, 2015 and demonstrate how the 

identified facilities are under the same ownership.  Staff reviewed the U.S. EPA definition 

of same ownership which indicated it can be demonstrated in several ways.  These include, 

but are not limited to:  a dependency of one facility’s operations on the other by way of 

feedstocks or by-products; facilities under the same ownership sharing the same common 

workforces, plant managers, security forces, corporate executive officers, or board of 

executives; or facilities under the same ownership sharing pollution control 

responsibilities.  The EPA definition is a guide and can be used by the Executive Officer 
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to make the determination that one or more facilities are under the same ownership.  For 

the purposes of this rule, same ownership is generally defined as facilities and their 

subsidiaries or facilities that share the same Board of Directors or shares the same parent 

corporation.  NOx RECLAIM facilities under the same ownership do not necessarily need 

to be on contiguous properties and can, for example, share the same name or the same 

parent corporation.  Also, the parent corporation does not necessarily have to own 100 

percent of the facility.   

The Executive Officer will maintain a listing of those facilities that are determined to be of 

same ownership as of September 22, 2015.  The Executive Officer will only amend its 

same ownership listing to exclude those facilities that no longer qualify for same ownership 

through circumstances such as mergers, sales, or other dispositions [PAR 2002(i)(13)(A)].   

In the event of a facility reporting a shutdown or is deemed shutdown by the Executive 

Officer, NOx RTCs from that facility may be transferred to another facility under the same 

ownership as listed in the most current listing of same ownership without reductions as 

specified under paragraphs (i)(3) through (i)(6).  Such transferred NOx RTCs shall be 

designated as non-tradable.   
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Chapter 3 – Impact Assessment 

NOx RECLAIM Market Impacts 

The purpose of the proposed amendments is to further ensure maintenance of NOx 

RECLAIM programmatic BARCT equivalency by avoiding the use of shutdown RTCs to 

delay emission reductions.  Staff does not anticipate any adverse impacts on the operation 

and performance of the RECLAIM program resulting from the implementation of the 

proposed rule amendments.  This is predicated on the following:  The shutdown of NOx 

RECLAIM facilities will reduce NOx emissions, and thus, demand for NOx RTCs, at an 

equal or lesser amount than the reduction in the supply of NOx RTCs.  Commenters have 

stated that RTCs made available in the market from facility shutdowns provide a critical 

supply of RTCs which allow for a functioning market and economic growth.  However, 

the previous NOx RECLAIM shaves have included sufficient RTCs above projected future 

emissions, allowing for economic growth, for a functioning market.  RTC holdings 

remaining after the reduction (shutdown RTC holding adjustment) will be available for use 

in the RECLAIM program.   

Analysis of Establishing the Applicability to Table 7 and 8 Facilities 

Staff analyzed the potential RTCs that can enter the open market from a facility shutdown 

based on NOx RTC holdings as of the freeze date of September 22, 2015.  The 2015 NOx 

RTC allocation shave affected the top 90% of NOx RTC holdings.  The facilities 

comprising Tables 7 and 8 of Rule 2002 hold about 90% of the NOx RTCs for the 

RECLAIM universe (Figure 4).  

 

 

 
Figure 4. RTC Net Holders Distribution as of September 22, 2015 Freeze Date. 

 

 

Likewise, these same facilities account for 86% of the emissions for the RECLAIM 

universe (Figure 5). 
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Figure 5. NOx Emissions Distribution Based on Compliance Year 2013 Audited 

Emissions. 

 

The Table 7 and Table 8 facilities account for the majority of the holdings and emissions 

of the NOx RECLAIM universe.  Staff next considered whether there would be any 

significant impacts from a potential shutdown facility that is not in Table 7 or 8.  Many of 

these facilities are very low emitting facilities with a small amount of holdings.  The 

average holdings for non-Table 7 and 8 facilities are about 4.3 tons per year.  There are 

only 10 non-Table 7 and 8 facilities that have emissions greater than 20 tons per year.  The 

emissions and holdings for these 10 facilities are illustrated in Figure 6.  It is assumed that 

a similar level of emissions from compliance year 2013 would be maintained into the 

future, which is what is compared to compliance year 2016 holdings.  It is clear that the 

holdings for these facilities are much lower than their emissions (70% lower on average), 

indicating they likely buy additional RTCs on a year-to-year basis to meet compliance 

obligations.   
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Figure 6. Highest Emitting Non-Table 7 and 8 Facilities for Compliance Year 2013 

 

Staff also analyzed those non-Table 7 and 8 facilities whose holdings (rather than the 

emissions analyzed above) fall just underneath the 90% RTC holdings cutoff point and 

those facilities whose holdings are much higher than their emissions.   

 

Table 1. Holdings and Emissions for Non-Table 7 and 8 Facilities with High 

Holdings to Emissions Ratio 

 

Facility 
CY 2016 Holdings 

(lbs/yr) 
CY 2013 Emissions 

(lbs/yr) 

A 43,803 22,391 

B 42,910 26,956 

C 42,745 18,663 

D 39,549 5,643 

E 34,094 695 

F 33,889 18,684 

G 32,734 13,053 

H 31,000 5,612 

I 29,960 15,008 

J 28,375 11,610 

K 27,965 0 

L 25,333 14,769 

M 18,982 1,854 

N 17,644 1,660 

O 16,430 4,547 

P 15,938 656 

Q 14,943 3,168 

TOTAL (tons/day) 0.68 0.23 
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In the unlikely scenario that all of these facilities, in aggregate, shutdown and sell all of 

their RTCs, the total RTCs  entering the market is less than 3 percent of the total holdings 

of all Table 7 and 8 facilities.    The facility with the highest holdings in Table 1 accounts 

for about 0.5 percent of Cal Portland Cement Company’s compliance year 2009 holdings.   

To further illustrate the insignificant potential supply of shutdown RTCs from non-Table 

7 and 8 facilities, the difference or “delta” between recent emissions and future year 

holdings of the Table 7 refineries are shown in Table 2.   

 

Table 2. Refinery Emissions and Holdings Deltas 

 

Refinery 
Average Audited 

Emissions (CY 

2010-2014), lbs/yr 

Holdings (CY 

2022+), lbs/yr 

Delta (Emissions 

minus Holdings), 

lbs/yr 

1 90,266 43,323 46,943 

2 1,120,727 510,743 609,984 

3 677,307 226,757 450,550 

4 421,963 0 421,963 

5 1,331,768 898,886 432,882 

6 508,906 490,661 18,245 

7 1,487,657 1,126,697 360,960 

8 1,636,465 787,422 849,043 

9 1,250,092 700,604 549,488 

Average Delta 415,562 

Total Delta 3,740,058 

 

Table 2 illustrates that if a refinery were to remain emitting at the same levels as the 

previous 5 years as their holdings gradually decrease as a result of the 2015 shave through 

2022, all refineries will either need to make NOx emissions reductions within their facility 

or purchase RTCs to reconcile these emissions.  The total demand for NOx RTCs in 2022 

is approximately 3.7 million pounds (over 5.1 tons per day) from refineries, assuming no 

additional pollution controls are installed.  This quantity, however, is of such a large 

magnitude that purchasing RTCs from potential shutdown facilities outside of Tables 7 and 

8 would do very little to close the gap between the holdings and emissions.  The holding 

amounts from the largest RTC holders outside of Table 7 and 8 facilities shown in Table 1 

are ten times smaller than the average gap at the refineries.   

Furthermore, for an amount of RTCs equivalent to the average refinery “delta”, a refinery 

would have to purchase all the RTCs from shutdowns of the top 11 RTC holders outside 

of Tables 7 and 8.  These facilities include two breweries, LAX International Airport, 

NASA Jet Propulsion Laboratory, and three electrical generating facilities, among others.  

Alternatively, the same refinery would have to purchase all NOx RTCs from shutdowns of 

the bottom 140 emitting facilities in the NOx RECLAIM universe.  These extreme 

shutdown scenarios are extremely unlikely, but the comparisons are made to illustrate that 

there would be a negligible impact on the need to install controls at the Table 7 facilities if 
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shutdown credits became available from a non-Table 7 and 8 facility.   On this basis, it is 

staff’s recommendation in the proposed rule amendments that the shutdown provisions are 

only applicable to Table 7 and 8 facilities.  The staff proposal is designed to prevent the 

larger sell offs of RTCs upon facility shutdowns of the magnitude of California Portland 

Cement Company.  If the shutdown provisions would have been in effect at the time 

California Portland Cement shutdown, over 1.2 tons per day (over 876,000 lbs/year) of 

NOx RTCs would have been removed from the market.   

Analysis of a NOx RECLAIM Facility that Shuts Down that has Insufficient RTC 

Holdings Due to Previous Sales of Infinite Year Block RTCs  

PAR 2002 (i)(6) requires the owner or operator of a shutdown NOx RECLAIM facility to 

purchase and then surrender the sufficient quantity of RTCs to fulfill the entire reduction 

requirement if their reduction in holdings from the calculation methodology exceeds the 

facility’s holdings of NOx RTCs.  The potential impacts of a facility selling its infinite year 

block RTCs before shutting down were also analyzed.  Staff identified only one facility 

that would need to go to the open market because it has already sold all its future holdings, 

if it were to shutdown.  The amount of RTCs this facility would be required to purchase 

and surrender would be the adjusted initial allocation for that compliance year, and each 

compliance year thereafter because the delta between the reported NOx emissions and the 

NOx emissions at BARCT is greater than the adjusted initial allocation.  Under paragraph 

(i)(5) of the proposed amended rule, the maximum deduction from a facility’s holdings or 

that a facility would be required to surrender would be the adjusted initial allocation for 

that compliance year and each compliance year thereafter.  

 

 

Figure 7. Sample Scenario for RTC Holding Reduction Upon Shutdown 
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In this case, the facility would have to go out and purchase RTCs to make up the difference 

as depicted by the negative values of the adjusted holdings line in Figure 7 (the purple line).  

In compliance year 2023, this facility would need to purchase 30,512 lbs/year to fulfill the 

obligation.  The amount of RTCs needed represents about 0.4 percent of the total holdings 

for the Table 7 and 8 facilities; the percentage would be even smaller for the entire market.  

Moreover, this amount is only about 10 percent of the RTCs the facility would need to 

purchase if it were to continue operations in the future at the same emission level.  

Consequently, the staff recommendation in the proposed rule is to require these RTCs to 

be purchased and then surrendered if a facility is in this situation because the overall impact 

to the market is not significant.  The provision is needed to avoid sell-offs of future year 

RTC holdings prior to a facility shutting down to avoid the impact of the proposed 

shutdown provisions.     

Evaluation of Table 7 and 8 Facilities 

Staff also examined audited reported emissions, adjusted initial allocations, holdings, and 

adjusted holdings for Table 7 and 8 facilities that were given an initial allocation at the 

beginning of the RECLAIM program.  The adjusted holdings are a rough estimate of the 

adjustment to a facility’s holdings if they were to shutdown and are calculated by applying 

the 2015 BARCT shave amounts to the respective Table 7 and 8 facilities.  For example, 

the Table 7 facilities had an adjustment of 56% (the programmatic shave due to BARCT) 

while the Table 8 facilities had an adjustment of 42% (the programmatic shave due to 

BARCT).  Each facility, due to the types of equipment it operates at different emissions 

levels, may end up with a different net adjustment if it was to shutdown.  However, to 

simplify the analysis, this programmatic BARCT adjustment was assumed.   

Appendix B contains the resulting plots of Table 7 and 8 facilities by category (other Table 

8 facilities with an initial allocation, power plants, and refineries).  It is worth noting that 

these scenarios assume that nothing will be done in the future as far as the installation of 

NOx reducing technology to meet BARCT.  If a facility installs BARCT controls, the 

amount deducted from a facility’s holdings would be reduced if the facility were to 

shutdown.  Since power plants are assumed to be at BARCT, the holdings and adjusted 

holdings are identical.   

Depending on a facility’s holdings, the proposed shutdown provisions may not remove the 

entire future holdings of a facility, dependent upon the adjusted initial allocation, the 

holdings, and the BARCT calculation.  To better understand the potential RTCs that can 

remain in the market after a facility shutdown, staff evaluated the Table 7 and 8 facilities.  

Essential public services and refineries were excluded from this analysis as it is unlikely 

these facilities will shutdown.  However, Appendix B demonstrates that if a refinery were 

to shut down prior to installing additional controls, the refinery would likely lose all of the 

adjusted allocation of RTCs provided to them at the beginning of RECLAIM.  As shown 

in Table 3, six facilities were identified with holdings that are greater than their 2022 

adjusted initial allocation.  Four facilities, Facility 18, 20, 10, and 12 have emissions that 

are well over their adjusted initial allocation, indicating that the amount of RTCs deducted 

if they were to shutdown would equal their adjusted initial allocation.  It is assumed for 

Facility 18, 20, 10, and 12 that holdings in excess of their adjusted initial allocation could 
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flow into the open market as IYB RTCs.  For Facility 2 and 9, their emissions are 

substantially lower than their initial adjusted allocation.  As a conservative assumption, it 

is assumed that the entire holdings for Facility 2 and 9 could flow into the open market as 

IYB RTCs.  In 2022, the total amount of RTCs that could be made available if all six 

facilities were to shutdown would be 206,315 lbs. per year.  This represents about 5.5% of 

the total RTCs needed if all refineries maintained current emission levels, which is not 

enough to significantly affect their compliance options.   

 

Table 3 

Facilities with Potential Holdings Above the Adjusted Initial Allocation in 2022 

(Non-Refinery or Utility) 

 

Facility RTC Holdings > Initial 
Allocation 

18 2,990 

20 6,777 

2 32,644 

9 49,686 

10 33,623 

12 80,595 

Total 206,315 

 

Thus, with the treatment of facility shutdowns as proposed, NOx RECLAIM should 

continue to programmatically operate as anticipated with further assurance that 

programmatic equivalency with command and control is maintained.  The proposed 

shutdown provisions will prevent large sell-offs of infinite year block RTCs from shutdown 

facilities that would delay the installation of BARCT controls at other RECLAIM facilities.   

California Environmental Quality Act 

The currently proposed amendments to Regulation XX, Rule 2002 are considered to be 

modifications to the previously approved project (the December 4, 2015 amendments to 

Regulation XX) and are a "project" as defined by the California Environmental Quality 

Act (CEQA).  CEQA requires that the potential adverse environmental impacts of proposed 

projects be evaluated and that feasible methods to reduce or avoid identified significant 

adverse environmental impacts of these projects be identified. 

 

CEQA Guidelines Section 15164(a) allows a lead agency to prepare an Addendum to a 

previously certified CEQA document if some changes or additions are necessary but none 

of the following conditions as described in CEQA Guidelines Section 15162 have 

occurred: 
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 Substantial changes which will require major revisions of the previous CEQA 

document due to the involvement of new significant environmental effects or a 

substantial increase in the severity of previously identified significant effects; 

 Substantial changes, with respect to the circumstances under which the project 

is undertaken, which will require major revisions of the previous CEQA 

document due to the involvement of new significant environmental effects or a 

substantial increase in the severity of previously identified significant effects; 

or, 

 New information of substantial importance which was not known and could not 

have been known with the exercise of reasonable diligence at the time the 

previous CEQA document was certified as complete, such as: 

- The project will have one or more significant effects not discussed in the 

previous CEQA document; 

- Significant effects previously examined will be substantially more severe 

than shown in the previous CEQA document; 

- Identification of mitigation measures or alternatives previously found not to 

be feasible, but would in fact be feasible, and would substantially reduce one 

or more significant effects, but the project proponent declines to adopt the 

mitigation measures or alternatives; or, 

- Identification of mitigation measures or alternatives which are considerably 

different from those analyzed in the previous CEQA document would 

substantially reduce one or more significant effects on the environment, but 

the project proponents decline to adopt the mitigation measure or alternative. 

The environmental impacts from installing BARCT equipment in response to 

implementation of the December 2015 amendments were fully analyzed in the Final 

Program Environmental Assessment (PEA) for Proposed Amended Regulation XX - 

Regional Clean Air Incentives Market (RECLAIM) that was certified by the SCAQMD 

Governing Board on December 4, 2015 (referred to herein as the December 2015 Final 

PEA)1.  In addition, even though the SCAQMD Governing Board elected to not adopt the 

December 4, 2015 version of subdivision (i) of Proposed Amended Rule 2002, the 

December 2015 Final PEA included an analysis of the potential environmental effects of 

implementing the portion of the December 2015 proposal relative to the handling of 

shutdown RTCs. 

SCAQMD staff’s review of the currently proposed project (also amending Rule 2002 (i)) 

shows that while the criteria has been revised from the original proposal in December 2015 

relative to the handling of shutdown RTCs, the potential impacts from implementing the 

currently proposed project are concluded to be the same as what was previously analyzed 

in the December 2015 Final PEA.  Thus, the current proposal for handling shutdown RTCs 

would not be expected to trigger any conditions identified in CEQA Guidelines Section 

                                                 
1 References:  State Clearinghouse No. 2014121018 / SCAQMD No. 12052014BAR 
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15162.  Therefore, an Addendum is the appropriate CEQA document for the currently 

proposed project. 

In conclusion, the SCAQMD, as lead agency, has prepared an Addendum to the December 

2015 Final PEA.  While an Addendum need not be circulated for public review [CEQA 

Guidelines § 15164(c)], the Addendum to the December 2015 Final PEA, as well as the 

proposed amendments to Regulation XX, Rule 2002, will be made available to the public 

30 days prior to Public Hearing to be held on October 7, 2016.  The previously certified 

December 2015 Final PEA, supporting documentation, and record of approval of the 

December 2015 amendments are available upon request by calling the SCAQMD Public 

Information Center at (909) 396-2309 2039 or by visiting SCAQMD’s website at 

www.aqmd.gov.  The direct link to the December 2015 Final PEA can be found at 

http://www.aqmd.gov/home/library/documents-support-material/lead-agency-scaqmd-

projects/scaqmd-projects---year-2015. 

Socioeconomic Analysis 

The proposed amendments would not be expected to create new socioeconomic impacts 

resulting in new or more severe significant effects beyond those analyzed in the previous 

Final Socioeconomic Report for the December 4, 2015 amendments to Regulation XX.  

Specifically, staff acknowledged in the previous report that the provision of surrendering 

and retiring NOx RTCs from the market could potentially affect the credit market and 

prices, and that the magnitude of the potential impact would depend heavily on the usual 

market behavior of each facility before it decides to shut down. In the same report, a market 

analysis was included which analyzed the potential incremental compliance cost for the 

affected facilities under various credit price scenarios, from no effects on the current 

market price to the worst-case scenario where the discrete NOx RTC price reaches the 

threshold of $22,500 per ton and thus would trigger the price stabilizing mechanism set 

forth in Rule 2002. 

 

Draft Findings Under California Health and Safety Code 

California Health and Safety Code § 40727 requires that prior to adopting, amending or 

repealing a rule or regulation, the SCAQMD Governing Board shall make findings of 

necessity, authority, clarity, consistency, non-duplication, and reference based on relevant 

information presented at the public hearing and in the staff report.   

 

Necessity 

A need exists to amend Rule 2002 – Allocations for Oxides of Nitrogen (NOx) and Oxides 

of Sulfur (SOx), to establish requirements for the treatment of NOx RECLAIM Trading 

Credits (RTCs) from facility shutdowns for the largest NOx facilities such that the 

RECLAIM program is further ensured to maintain equivalency with BARCT regulations 

as required by state law.   

 

 

 

http://www.aqmd.gov/
http://www.aqmd.gov/home/library/documents-support-material/lead-agency-scaqmd-projects/scaqmd-projects---year-2015
http://www.aqmd.gov/home/library/documents-support-material/lead-agency-scaqmd-projects/scaqmd-projects---year-2015
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Authority 

The SCAQMD Governing Board has authority to amend existing Rule 2002 – Allocations 

for Oxides of Nitrogen (NOx) and Oxides of Sulfur (SOx), pursuant to California Health 

and Safety Code §§ 39002, 40000, 40001, 40440, 40440.1, and 40702.  

 

Clarity 

The proposed amended rule is written or displayed so that its meaning can be easily 

understood by the persons directly affected by it.  

 

Consistency 

The proposed amended rule is in harmony with and not in conflict with or contradictory to, 

existing statutes, court decisions or state or federal regulations.  

 

Non-Duplication 

The proposed amended rule will not impose the same requirements as any existing state or 

federal regulations.  The amendments are necessary and proper to execute the powers and 

duties granted to, and imposed upon, SCAQMD.  

 

Reference 

By adopting the proposed amended rule, the SCAQMD Governing Board will be 

implementing, interpreting and making specific the provisions of the California Health and 

Safety Code §§ 39002, 40001, 40440 (a), 40406, 40440.1, 40702, and 40725 through 

40728.5; and Title 42 U. S. C. Sections 7410 and 7511a. 

 

Comparative Analysis 

A comparative analysis, as required by H&S Code §40727.2, is applicable when an 

amended rule or regulation imposes, or has the potential to impose, a new emissions limit, 

or other air pollution control requirements.  The proposed amendment does not impose new 

emission limits or control requirements, and thus a comparative analysis is not required. 

 

Incremental Cost Effectiveness 

California H&S Code § 40920.6 requires an incremental cost effectiveness analysis for 

BARCT rules or emission reduction strategies when there is more than one control option 

which would achieve the emission reduction objective of the proposed amendments, 

relative to ozone, CO, SOx, NOx, and their precursors.  The proposed amendment does not 

include new BARCT requirements; therefore this provision does not apply to the proposed 

amendment. 
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The following comments were presented in the following letters listed below as well as the 

July 22, 2016 Stationary Source Committee meeting, August 11, 2016 Public Workshop, 

and the five Working Group meetings held on January 21, February 25, June 8, August 9, 

and August 30, 2016. 

Comment Letter Date(s) 

Amerex Brokers, LLC August 18, 2016 

California Council for Environmental Economic 

Balance (CCEEB) 

August 26, 2016 

California Construction and Industrial Materials 

Association (CalCIMA) 

August 26, 2016 

ES Engineering August 26, 2016 

NRG Energy Inc. August 26, 2016 

Southern California Air Quality Alliance August 18, 2016 

Southern California Gas Company August 26, 2016 

Tesoro August 26, 2016 

Western States Petroleum Association (WSPA)   August 8, 2016 and 

August 26, 2016 

September 2, 2016 

 

Need for Rulemaking 

Comment:  The RECLAIM program is working because buying and selling of RTCs is a 

fundamental component of a market-based program.  Consequently, there is no need for 

any rulemaking that would remove RTCs from the RECLAIM market in the event of a 

facility shutdown. 

Response:  The analysis presented in this Draft Staff Report indicates that the lack of a 

shutdown rule could result in disincentives to install BARCT.  The proposal establishes a 

calculation methodology that limits the amount of RTCs that can be deducted to the initial 

adjusted allocation and allows owner or operators to keep RTCs associated with equipment 

that is at or below BARCT levels.  PAR 2002 will allow the RECLAIM market to continue 

functioning while limiting a portion of RTCs associated with facility shutdowns to flow 

into the open market. 
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Facility versus partial or equipment shutdowns 

Comment:  Any shutdown provisions should be limited to the entire facility not to 

individual equipment.   

Response:  Staff agrees with the commenter and has limited the proposed amendments to 

total facility shutdowns.   

Same Ownership 

Comment:  Defining same ownership based on the 6-digit NAICS code is too narrow and 

would unfairly limit facilities from the use of the same ownership provision.   

Response:  Staff has re-examined the 6-digit NAICS code and its applicability to same 

ownership among NOx RECLAIM facilities.  Based on this review, staff agrees that the 6-

digit NAICS code may be too narrow and may not adequately address facilities under the 

same ownership.  On this basis, staff is proposing to focus on the concept of “same 

ownership” instead of the similarity of one operation to the other, which would be an 

outcome of the NAICS code application.  Further clarification on the application of same 

ownership is presented in the Draft Staff Report. 

Comment:  For a future change of ownership of a facility under same ownership, will the 

new owner receive the same proposed exemptions for shutdowns as the previous owner?   

Response:  If there is a change of ownership, PAR 2002 paragraph (i)(13)(C) does allow 

the same ownership provisions to apply to a facility’s successors, provided there no 

expansion of facilities under the same ownership.  For example, if Facility A and Facility 

B are under the same ownership and a new owner purchases both Facility A and Facility 

B, then Facility A and Facility B are considered to remain under the same ownership.  

However, Facility A and Facility B cannot ever be considered under the same ownership 

with any other facility.   

De minimis level 

Comment:  The shutdown provisions should have de minimis level – possibly 4 tons per 

year.  Smaller facility shutdowns would not carry the risk of a large influx of RTCs into 

the market. 

Response:  Staff analyzed emissions and holdings to better understand a “cut-off point” in 

which a facility, upon shutdown, would not introduce a large amount of RTCs into the 

market.  Based on this analysis, staff is proposing to limit the proposed shutdown 

provisions to the larger facilities listed in Table 7 and 8 of Rule 2002. 

Insufficient IYB available for surrender of RTCs 

Comment:  Upon shutdown, the RTCs sold prior to date of the Governing Board’s 

adoption of this proposed amendment should be excluded and only transactions recorded 
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within five (5) years of the facility shutdown should be required to surrender.  If the facility 

cannot surrender RTCs, would there be a fine, possibly equivalent to the current market 

price? 

Response:  Because staff is proposing that only Table 7 and 8 facilities would be affected 

by this amendment there is only one facility, if shutdown, that would need to purchase 

RTCs in the open market.  The maximum amount of RTCs that would be needed to be 

purchased by this facility would have an insignificant impact on the viability of the market 

(~0.4% of total holdings in Table 7 and 8 in 2022).  On this basis, staff is proposing to 

retain this provision in PAR 2002.  If the facility does not have sufficient holding and does 

not purchase them on the open market, it will be in violation of the rule requirements and 

subject to civil penalties as set forth in Health and Safety Code § 42402 et seq. 

Comment:  The proposed shutdown amendments to Rule 2002 will be introducing several 

new and wide-ranging provisions as they apply to previously sold RTCs.  We are 

requesting the District clarify within the proposed amendments that these provisions will 

not be implemented on a retroactive basis.   

Response:  PAR 2002 (i)(1) states that the proposed shutdown provisions apply beginning 

date of adoption and will not be implemented on a retroactive basis.   

Credit for going beyond BARCT 

Comment:  An additional provision is needed to credit installation of control equipment 

going beyond BARCT.  A basic premise of RECLAIM is the incentive to install equipment 

beyond BARCT.  The proposed amendments to Rule 2002 may discourage future 

investments in equipment beyond BARCT. 

Response:  The calculation for deducting RTCs from a facility’s holdings is neutral for 

equipment that goes beyond BARCT.  That is, there is no deduction or credit of RTCs for 

equipment beyond BARCT.  PAR 2002 paragraph (i)(3) clarified the calculation 

methodology in that only equipment that emits above the new BARCT level is included in 

the calculation.  Under staff’s proposal, future investments continue to be encouraged in 

that the operator keeps holdings for equipment beyond BARCT.  It should also be noted 

that, under command and control regulations, emission reduction credits (ERCs) are not 

issued for equipment that exceeds BACT.   

Discrete year sales of RTCs during PNOs and during process of calculating amount of 

shutdown RTCs 

Comment:  Discrete RTCs should be allowed to be sold during the period in which a 

shutdown determination is being made by the Executive Officer.   

Response:  Staff agrees with the commenter that discrete RTCs within the current 

compliance year can be sold while the shutdown determination is being made.  The greater 

concern being addressed by the proposed amendments is for long term compliance 
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decisions and IYB RTCs.  To alleviate this concern, the proposed amended rule provides 

clarification that current compliance year RTCs can be sold prior to the Executive Officer 

notifying the owner or operator of the amount of RTCs that will be deducted or needed to 

be surrendered for the facility shutdown.  This provision does not allow future compliance 

year RTCs to be sold during the period when the shutdown determination is being made 

by the Executive Officer.   

Process for notifying facilities that they are being considered as shutdown 

Comment:  There should be an early notification from the SCAQMD to a facility that it is 

being considered as shutdown.  There are several reasons a facility may appear to be but is 

not shut down and may not be encompassing of all situations.   

Response:  Staff agrees that there should be a more definitive process for notifying 

facilities that they are being considered as shutdown.  Consequently, staff has incorporated 

an initial step to notify a facility that it is being considered as potentially shutdown and 

removed the provision that deems a facility shutdown if the Executive Officer does not 

respond.  As part of the process, the facility will have the opportunity to justify, based on 

the criteria provided in the proposed amended rule, that the facility is not shutdown.   

Determining temporary shutdown 

Comment:  There are many other situations constituting temporary shutdowns that are not 

listed in the proposed rule amendment.  It is requested that the list be augmented to include 

other scenarios of temporary shutdowns.   

Response:  With regards to the reasons a facility owner or operator is shutting down 

equipment, staff has added criteria for determining a shutdown (instead of a list).  This 

approach should cover more situations in which the equipment has been temporarily shut 

down. 

Analysis of impact of shutdown provision on RECLAIM and comparison with command 

and control 

Comment:  The Governing Board at the December 2015 Public Hearing directed staff to 

return to the NOx RECLAIM Working Group for further discussion and analysis of the 

December 2015 shutdown proposal’s potential implications on the entire NOx RECLAIM 

Program and consideration of possible alternatives that would allow a closer alignment of 

the treatment of shutdown credits in RECLAIM and command-and-control programs short 

of full forfeiture.  Such an analysis needs to be shared with the Working Group members 

and be part of the Staff Report. 

Response:  The results of the analysis was presented at the August 30, 2016 Working 

Group and has been included in the Draft Staff Report.   
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Rule Enforcement 

Comment:  In instances of bankruptcy, would the SCAQMD become a creditor due to a 

failure to surrender RTCs?  If so, how would the SCAQMD value RTCs under such a 

situation?   

Response:  The requirement to surrender RTCs only applies if the shutdown adjustment 

amount exceeds future year holdings.  Currently, this only applies to one facility, although 

it could apply to more if future year holdings were sold off in an attempt to avoid reductions 

in holdings.  The failure to surrender the RTCs would be a violation of the rule, whether 

the facility is in bankruptcy or not, and civil penalties would apply.  Collection of civil 

penalties could be part of bankruptcy proceedings and the SCAQMD could become a 

creditor.  The amount of the penalties would be determined through the civil penalty 

process, but would likely consider the value of RTCs.     

Comment:  Historical trading of Infinite Year Block (IYB) RTCs shows there are periods 

in the RECLAIM market where there are insufficient or simply no available IYB streams 

to meet demand.  In these circumstances, companies meeting the facility shutdown criteria 

would not be able to secure sufficient RTCs for the surrender requirement.  How would the 

SCAQMD enforce the provision in the event there are insufficient RTCs available?  Would 

the SCAQMD require the RECLAIM facility to pay a fine equivalent to the market price 

of the surrender volume requirements?  If so, how would those potentially substantial funds 

be appropriated?   

Response:  Because staff is proposing that only Table 7 and 8 facilities would be affected 

by this amendment there is only one facility, if shutdown, that would need to purchase 

RTCs in the open market.  The maximum amount of RTCs that would be needed to be 

purchased by this facility would have an insignificant impact on the viability of the market 

(~0.4% of total holdings in Table 7 and 8 in 2022).  On this basis, staff is proposing to 

retain this provision in PAR 2002.  All affected facilities have been sent information about 

this rulemaking and should be aware of the shutdown provisions and be cautioned 

regarding selling IYB RTCs if they anticipating a facility shutdown.   
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ATTACHMENT B:  SAMPLE PLOTS FOR TABLE 7 AND 8 FACILITIES 

 

Facilities that were provided with initial allocations 
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