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EXECUTIVE SUMMARY

Amendments have been developed to replace therSlepte3, 2006 amendments to Rule
1309.1. This proposal was developed in respondgotrd direction at that September
rule amendment hearing for staff to address loedlimpacts. In addition, it is proposed
to re-adopt Rule 1315. Upon amendment of Rule 113@Ad adoption of Rule 1315 on
September 8, 2006, the District was sued by memidfetise environmental community

that alleged the rulemaking did not undergo thergmmate CEQA analysis. Although

staff strongly disagrees with this allegation, néweless, a programmatic Environmental
Assessment (EA) has been prepared for this repkwateand re-adoption rulemaking to
resolve the CEQA matter. In addition, the sameirenmental group petitioned

California Air Resources Board (CARB) to find theul® 1309.1 — Priority Reserve

amendments and the Rule 1315 — Federal New SowwdewR Tracking System adoption

to be unlawful relaxations of the District's New usce Review requirements. CARB
recently denied the petition.

The September 8, 2006 amendments to Rule 1309.idprb access for electrical
generating facilities (EGFs) to Priority Reservedits subject to certain limitations and
criteria, including the payment of a mitigation feeConcerns were raised by Board
members at that hearing that additional criterieuth be developed to address localized
impacts. In response to the Board direction, stedfted several proposals and conducted
an extensive outreach program consisting of seyarhlic forums and meetings with
interested stakeholders. The latest staff proptmaRule 1309.1 reflects the Board
directive as well as the input from the public eath. Rule 1315 is an administrative
rule requested by U.S. EPA to formalize AQMD'’s aatting methodology for tracking
changes to its internal New Source Review (NSRyatfaccounts which the AQMD uses
for demonstrating programmatic equivalence betwidenAQMD’s NSR program and
federal NSR requirements.

Based on the input from the public and interesteétetiolders, staff has crafted these
proposed amendments to Rule 1309.1 that will pepeiccess to the Priority Reserve for
EGFs considering localized air quality and envirental justice concerns. Ambient PM
2.5 levels are used to characterize local air tyuahd divide the District into three zones.
Zone 1 has ambient PM 2.5 levels less than 18 ligone 2 has ambient PM 2.5 levels
between 18 and 20 ug/mand Zone 3 has ambient PM 2.5 levels greater 20ang/M.

An Environmental Justice Area (EJA) has also besfimdd as areas where 10% or more
of the population is below the poverty level (baged2000 Federal census data) and
either the cancer risk is greater than one in drweidand (as determined by AQMD
Multiple Air Toxics Emission Study - MATES Il stulyor the PM, exposure is greater
than 46ug/mas determined by AQMD monitoring. In an effortdiscourage the siting
of EGFs in the most polluted areas of the Basitigation fees are proposed to be 50%
higher for emission credits purchased from therRyidReserve by EGFs in Zone 2 and



100% higher for emission credits purchased fromPherity Reserve by EGFs in Zone 3
or in EJA as compared to the fees charged in ZonEdwever, all of the proposed fees
are within the range of prices charged in receaty/éor ERCs on the open market. Staff
has committed that all of the monies from the pasehof credits less the administrative
cost of implementing the program will be used follygion reduction projects in and
around communities where EGFs which access theitiyriBeserve are located and
impacted the most by the EGFs, with at least oimd tf the monies used for alternative
and renewable energy projects.

In addition, for projects located in Zones 2 andn8l the EJA, there are more stringent
requirements. These requirements are for canskrand chronic and acute hazard
indices. The proposed rule establishes PM10 hamissions limits and also 24-hour

and annual maximum ground level impact limits basedir quality modeling as well as

PM10 and NOx emission rate limitations. Limits baalso been established for the
annual hours of operation for simple cycle turbibased on the zone they are located.

This proposal has been modified since the versiesgmted at the public workshop held
on April 19, 2007. The 635 MW project size limitat for access to the Priority Reserve
in Zone 3 or the EJA has been replaced with additistringent emissions-based criteria
that all projects in Zone 2 and Zone 3 or the EJdfstnmeet in order to purchase credits
from the Priority Reserve. In addition, more gjent criteria are proposed for projects
greater than 500 MW in Zone 3 or the EJA.

The program EA prepared for this rulemaking inchigéements to more fully examine
the breadth of proposals that have been discusse®ule 1309.1 including regional
energy projects and bio-solids from wastewatertitneat facilities. A subsequent rule
amendment to Rule 1309.1 — Priority Reserve is ezoptated for rulemaking after
adoption of the replacement Rule 1309.1 and retamlopf Rule 1315. This subsequent
rule amendment will address the issues of bio-sadidd Energy Projects of Regional
Significance (EPRS).

BACKGROUND

At the September 8, 2006 Public Hearing, Rule 1B6®riority Reserve was amended to
allow EGFs temporary access to the Priority Reseov@btain SQ CO and PM10
credits. These September amendments once agarndguionew EGFs access to the
Priority Reserve where these proposed projecterdb not have or can not secure the
needed offsets on the open market. California been experiencing a shortage of
electricity for over a year with some rolling brosuts and curtailments occurring
recently, and the demand for offsets in the operketeexceeded the available supply.
Access by EGFs was subject to certain criterialuding paying a non-refundable
mitigation fee.



PM2.5 emissions are considered the emissions wahtgst localized and regional health
impacts from new power plants. Fine particlesha PM2.5 fraction have the ability,
because of their size, to penetrate and depogit idethe lungs. Elevated concentrations
of PM2.5 are associated with adverse health impalttsreased mortality, reduction in
lung function, and increased hospitalizations amoragy some of the adverse health
iImpacts associated with exposure to elevated coratems of PM2.5. Most of the
AQMD is currently in non-attainment with regards ttee annual and 24-hour federal
ambient air quality standards of 15 pg/amd 35 pg/r respectively. The AQMD has
until 2015 to demonstrate attainment with the ahRl2.5 standard. The AQMD is also
in non-attainment with the more stringent state iantkair quality PM2.5 standard. EGFs
are large point sources of PM2.5 emissions and abditional limitations and
requirements contained in the revised proposatansistent with the AQMD efforts to
achieve air quality goals.

Subsequent to the September 2006 Board adoptafhcenducted several meetings with
interested stakeholders, including two public wbikss, one public consultation and two
public meetings in the affected communities. Basedhe Board’s direction and the
input from the energy industry, impacted communigvironmental activists, and
regulatory and municipal agencies, staff has adaftee proposed amendments for the
consideration of the Board for adoption in July 200rhese proposed amendments fully
replace the September 8, 2006 amendments to RO 113

Rule 1315 was developed at the request of and twehapproval of the U.S. EPA to
formalize the AQMD’s accounting methodology in keng debits and credits to its offset
accounts as required by U.S. EPA to establishdhiicient offsets are provided for all
major sources pursuant to the federal Clean Air. A&fter months of discussions and
over 6000 person-hours, all issues and questions. ®f EPA regarding AQMD’s NSR
offset tracking were addressed. Rule 1315 was tadopn September 8, 2006 and
forwarded to the California Air Resources Board &3 and ultimately to be forwarded
to U.S. EPA for inclusion in the State ImplemematPlan (SIP). Because the adoption
of Rule 1315 was challenged on CEQA grounds, R8I 1s currently proposed for re-
adoption. An Environmental Assessment for botheRLB09.1 and Rule 1315 has been
released for public comment.

PROPOSED AMENDMENTS TO RULE 1309.1 - PRIORITY RESERVE

The proposed amendments to Rule 1309.1 replaceartiendments adopted by the
AQMD Governing Board on September 8, 2006 and iditexh, establish air quality,
health and economic criteria for the purchase o€&Rom the Priority Reserve based on
the project location of the EGF.



The staff proposal included in this Board packadfemr slightly than that released as
part of the Set Hearing Package in June 2007,ahttie NOx and PM10 emission rate
limitations originally proposed for projects logaiiin Zone 2 and projects less than 500
MW locating in Zone 3 and the EJA are now proposede applicable to projects
locating in Zone 1 as well. Staff believes thast requirements are achievable. Staff
has also prepared and there is included in thisdBpackage an alternative mitigation fee
proposal listed as Option 2 that provides a uniféem structure across the Basin in lieu
of the tiered mitigation fee structure includeddption 1.

Staff crafted the proposed amendments that incatpocommunity, regulatory, and
industry concerns. Existing ambient levels of PBMare used to characterize the basin.
Less polluted areas (Zone 1) have average annu&@.3Pkbncentrations of less than
18ug/m. Moderate areas (Zone 2) have average annual SPNthcentrations of
between 18pg/fhand 20ug/nf. More impacted areas (Zone 3) have annual average
concentrations of more than 20ud/riZones are determined based on the procedures
described in the District’'s Guidance Document foitedR1309.1 PMs Concentration and
Zoning Determination (Attachment 1). Zone 1 repr#s approximately eighty percent of
the surface area of the South Coast Air BasinenrAQMD, Zone 2 approximately fifteen
percent and Zone 3 approximately five percent.ma&p showing the zoning distribution

Is shown in Figure 1.

In addition, the proposal utilizes environmentastice criteria developed by AQMD,
pursuant to California Health & Safety Code 4302®.5letermine those areas already
disproportionately impacted by pollution, as reqedsy the communities impacted by
the proposed EGFs. An Environmental Justice AESA\] is defined as areas where 10%
or more of the population is below the poverty Igbased on 2000 Federal census data)
and either the cancer risk is greater than onenentbousand (as determined by AQMD
MATES Il study), or the PM10 exposure is greateanttd6pg/m as determined by
AQMD monitoring. The EJA is shown in Figure 2.

To ensure that those areas already impacted byosgorand environmental criteria are

not subjected to disproportionate impacts from ne@Fs, staff is proposing more

stringent emission rates and total emissions lifotsEEGFs in these areas. These limits
provide for a distributed approach to generatiod arsmaller footprint of impacts from

these facilities.

Modern day EGFs are significantly cleaner thangbeer plants built years earlier, but
they can still have localized impacts. In an dfforbetter evaluate the localized impacts,
District staff conducted modeling analysis of arrmigerage PM10 concentration on two
of the proposed projects locating in an EJ areaZoree 3: City of Vernon Power Plant
and AES Highgrove, respectively. The results & thodeling effort are depicted in
Figures 3 and 4, respectively. The modeling aealysredict that the highest PM2.5
concentrations will be observed 1 mile to 1.5 miesvnwind of the proposed project
location. The impact is indicated in terms of amlnaverage PM2.5 concentration



isopleths. The area within the inner isopleth e City of Vernon project reflects the
most impacted area with PM2.5 concentration expette range from 0.3pg/finto
0.44ug/m or 1.5% to 2.5% of the background concentratibhe concentration gradient
decreases to 0.1pgfror to less than 1% of the background concentrdiipthe second
isopleth and dissipates rapidly thereafter. Theaawithin the single isopleth relative to
the AES Highgrove Project reflects PM2.5 conceruret that range from 0.1pgino
0.39ug/m or 0.5% to less than 2% of the background conagotr. As in the case with
the City of Vernon Project, beyond the isopleth, 2Bconcentrations dissipate rapidly
with distance from the source.

This proposal has been modified since the versiesgmted at the public workshop held
on April 19, 2007. The 635 MW project size limitat for access to the Priority Reserve
in Zone 3 or the EJA has been replaced with maragent emissions and risk-based
criteria compared to currently applicable standarél$ projects in Zone 2 and Zone 3 or
the EJA must meet additional criteria to purchasalitcs from the Priority Reserve. In
addition, more stringent criteria are proposedpimjects greater than 500 MW in Zone 3
or the EJA.

It should be noted as well that where Priority Reseaccess is authorized fine three
zonegehne2-or-Zone- or EJA, additional criteria include requiremens €ancer risk,
chronic and acute hazard index and cancer burdsnatie more stringent than those
required in other District rules. The cancer iskne in a million or less, the chronic and
acute hazard indices are 0.5 and the cancer busde&t compared to ten in a million if
TBACT is used, 1.0 hazard indices and 0.5 cancetdmuin Rule 1401. Although EGF
projects are not expected to be significant sounfetoxic emissions these additional
requirements were added to address concerns eggdrbegthe environmental community
for more health protective standards for EGF ptsjseeking Priority Reserve credits if
they chose to locate in the more polluted areas. aRy given project, District staff will
determine the exact Zone in which that projecboeated by use of UTM coordinates.

More stringent emission rate limits for PM10 and XN@re being proposed for EGFs
located inZone 2 —or Zonethe three zonesor in the EJA. In addition, for an EGF
greater than 500 MW locating in Zone 3 or the Eth&re is a maximum hourly PM10
emission limit for all the combined new or modifietectrical generating unitsFor
EGFs located in Zone dr Zone 2, or for EGFs with a maximum capacity of B0 or
less locating in Zone 3 or the Eflde applicant would have to substantiate with maodel
that the 24-hour impact of the total combined PMirfissions from the new or modified
electrical generating unitseasured at full loaghall not exceed 0.060 Ib-MW/hr and the
total combined NOx emissions from the new or medifelectrical generating units at full
load shall not exceed 0.080 Ib/MW-hr, correctedctmditions at 5%, 60% relative
humidity and 14.7 psiaFor EGFs located in Zone 2, regardless of gengratpacity, or
EGFs located in Zone 3 or in the EJA with a maxingenerating capacity of 500 MW or
less and seeking Priority Reserve credits, thei@ppgl would have to substantiate with
modeling that the 24-hour impact of the total cameli PM10 emissions from the new or




modified electrical generating units shall not ede.0ug/m For these EGFs, the
applicant would also have to substantiate with rindethat the annual impact of the
total combined PM10 emissions from the new or medifelectrical generating units
would be limited to 0.75ug/fn Operation of simple cycle electrical generatimits shall
be limited to a maximum of 4000 hours per year.e AM10 and NOx emissions rate
would be limited to 0.060 Ib/MW-hr and 0.080 Ib/MHY; respectively, corrected to
conditions at 5%, 60% relative humidity, and 14.7 psia.

For EGFs located in Zone 3 or in the EJA with a imaxn generating capacity of more
than 500 MW and seeking Priority Reserve crediis,applicant will be required to verify
by modeling that the 24-hour impact of the totahbmed PM10 emissions from the new
or modified electrical generating units shall ngceed 2.5 pg/f and that the annual

impact of the total combined PM10 emissions frore tlew or modified electrical

generating units would be limited to 0.50 pg/rand that the hourly PM10 emissions
from the new or modified electrical generating udibes not exceed 30 pounds.
Operation of simple cycle units in Zone 3 or théABWdith over 500 MW generating

capacity will be restricted to a maximum of 300Qutsper year. The PM10 and NOx
emissions rate would be limited to 0.035 |b/MW-imdaD.050 Ib/MW-hr, respectively,

corrected to conditions at %9 60% relative humidity, and 14.7 psia.

The efficiency standards for the 500 MW or lessjquois represents, according to the
most current information available to the Distristaff, the lowest emission rate
warranteed by a turbine manufacturer for simpldecysachines and the factor for the
greater than 500 MW projects is the lowest emissaia warranteed by a manufacturer
for combined cycle machines and represents themustate of the art for low emission
turbine technology. These levels are more stringhan the current NSR BACT

requirements.

For PM emissions, the 0.060 lbs/MW-hr standard psep for projects) Zone 1 oiZone

2 or projectswith a maximum capacity of 500 MW or lessZene-2-61n Zone 3 or the
EJA corresponds to the lowest calculated emissite for recently proposed or
constructed simple cycle units. The 0.035 Ibs/MWkhit for projects with a maximum
capacity greater than 500 MW located in Zone 3her EJA corresponds to the lowest
calculated emission rate for recently proposedomistructed combined cycle units. The
calculated rates are generally based on manufastgearantees. The 30 Ibs/hr limit is
equivalent to the best controlled 500 MW simpleleyaroject. The proposed annual
impacts of 0.50 and 0.75 ugfmare included because they are below the Rule 1303
significance level of 1.0 ugfnbut are achievable using the cleanest or lowitting
generating units.

For NOx emissions, 0.080 lIbs/MW-hr limit for projfga Zone lor Zone 20r projects
with a maximum capacity of 500 MW or legs Zene-2-orin Zone 3 or the EJA
corresponds to the lowest emission rate basedpanmait condition for recently proposed
or constructed simple cycle units. The 0.050 IBAMr limit for projects with a




maximum capacity greater than 500 MW located ine&Z8ror the EJA corresponds to the
lowest emission rate based on a permit conditianréoently proposed or constructed
combined cycle units.

Table 1 highlights the requirements to access tiwiy Reserve in Zones 2 and 3 and
the EJA.

TABLE 1
CRITERIA FOR EGFs LOCATING IN ZONE 2, ZONE 3, OR EJ A

Zone 1 Zone 2; EJA or Zone 3
EJA or Zone 3 > 500 MW
<500 MW

TOXICS REQUIREMENTS

Cancer Risk < 10 in-a-million < 1 in-a-million < 0.5 in-a-million
Hazard Index <1 <0.5 <0.1
Cancer Burden <05 <0.1 < 0.05

CRITERIA POLLUTA
NG Only & < 0.060

NT REQUIREMENTS
NG Only & <0.060 NG Only & <0.035

PM10 Emission

Controls Ib/MW-hrNSR-BACT Ib/MW-hr Ib/MW-hr
(NaturalGas-@ly)

NOx Emission Controls| < 0.080 Ib/MW-hMNSR | <0.080 I/MW-hr < 0.050 Ib/MW-hr
BACT

Total Combined Gas NSR BACT NSR BACT < 30.0 Ibs/hr

Turbine PM10 Hourly
Emissions

Gas Turbine PM10 24-
hr Impact

NSR Limit of 2.5 ug/m3
per Gas Turbine

< 5.0 ug/m3 for Total
Combined Gas Turbine

< 2.5 ug/m3 for Total
5 Combined Gas Turbine

Gas Turbine PM10
Annual Impact

NSR Limit of 1.0 ug/m3
per Gas Turbine

< 0.75 ug/m3 for Total
Combined Gas Turbine

< 0.5 ug/m3 for Total
5 Combined Gas Turbine

Annual Hours of

None

< 4,000 hrslyr, if Simple

< 3,000 hrslyr, if Simple

Operation Limit Cycle Cycle

The 24-hour and annual impact standards currergiggbproposed are more stringent
than the District's current standards in Regulatkii. This is to provide a higher
margin of health protectiveness in the areas dowtvirom these projects. The operating
hour limitations for the simple cycle units areattow the use of simple cycle for peaking
where they are most efficient but ensure they wowldbe used as base load units where
they are less efficient than combined cycle units.

Rule 1309.1 provides access to the Priority Reskmveertain critical EGF projects that
meet specific requirements and that cannot seberad¢eded offsets on the open market.
Currently the rule specifies that funding of theoRty Reserve shall be quarterly “or
other schedule deemed practicable by the ExecQtfieer (EO) or designee”. Emphasis



Is provided by new language that this includes sasin by the EO of transfers from the
District’'s NSR account if the credits are not aablé, and transfers will resume when the
EO determines sufficient credits are available fi@nsfer from the District's NSR
account.

An EGF is defined as a facility that generatestatgty for its own use and is less than
10 MW, or is a facility less than 50 MW that gertesanot less than 30% of its electricity
to pump water to maintain the integrity of the agd elevation of a municipality or
significant portion thereof; or is a thermal powdant less than 50 MW that generates
electricity during peak demand periods and operatesthan 300 hours per year, or is a
thermal power plant facility that generates 50 Mi\jeater of electricity for distribution
in the state or municipality owned grid system (geherator); such facility having
submitted a complete application for certificatiom the State Energy Resources
Conservation and Development Commission (CalifoEnargy Commission or CEC) or
District permit to construct application during eadlar years 2000 through 2003, or 2005
through 2008 and which applications are directlatesl to the production of electricity.
For projects submitting applications in 2005 thdou2008, the power plant site and
related facility must be going to be the subjectaof environmental impact report,
negative declaration, or other document prepareguamt to a certified regulatory
program; and in accordance with Public Resourcee@Gection 21080 (b)(6).

As a clarification, the rule states that for thegmse of qualifying as an EGF, the

applicable version of this rule is the version fifieet at the time the application is deemed
complete. As the proposed rule is intended tocapthe September 8, 2006 version, if
adopted, the current proposed rule would be agpicand not the September 2006
version. For the purpose of determining accessilof the EGF to the Priority Reserve

credits and determining the applicable mitigatiead, the applicable version of this rule
Is the version in effect at the time the final Pierim Construct is being issued. Again,

because the proposed rule will replace the Septe&0#6 version, the current proposed
rule would remain applicable.

An In-District EGF is defined as a EGF located witthe jurisdiction of the AQMD and
may be qualified to draw only SOx, PM10 and CO itsegrovided it complies with all
applicable requirements of the rule, including #pecific provisions applicable to the
geographic zone and the EJA that the EGF is lodated

The proposed rule defines a Downwind Air Basin E&GSFan EGF located in a downwind
air basin outside the District. A Downwind Air Ba£EGF may be qualified to draw

VOC credits provided certain conditions are meGHS located in a downwind air basin
outside the District will need to comply with Calihia Health and Safety Code 40709.6
and pay a mitigation fee as specified in Proposatedded Rule 1309.1(g). The VOC
credits obtained shall be at an offset ratio aneripollutant trading rates, if applicable,
determined by the downwind district. The cumulatamount of VOC credits issued to
all downwind air basin EGFs shall not exceed 5000ngs per day. To draw the VOC



credits, the downwind air basin EGF must submitrigten request that must be received
by the AQMD Executive Officer before January 1, 208nd the CEC application must
be submitted between calendar years 2005 throu@®. 20

All EGFs seeking offset credits from the Prioritgderve shall be required to comply
with applicable conditions of the proposed rulejuding to meet BARCT for pollutants
for which credits are to be received from the RiyoReserve, pay a mitigation fee,
conduct a due diligence effort to secure avail&#®s in the open market, have the new
source fully and legally operational at the rataedacity within 3 years following issuance
of the Permit to Construct or CEC certificationdagnter into a contract, if available,
with the State of California to sell at least 50%ile portion of the power generated for
which Priority Reserve credits are obtained.

Staff has prepared two mitigation fee proposalBioard’s consideration. Under Option
1, the proposed rule includes a mitigation fee gdalebased on the zone or area where
the power plant is proposed to be located. EGEstdnl in Zone2, Zone 3, or the EJA
will be subject to higher mitigation fee rates andre stringent criteria than Zone 1. The
mitigation fees in Zone 2 are 50% greater than Zba@d the mitigation fees in Zone 3
or the EJA are 100% higher than Zone 1. Howeuértheee zones pay a fee that is
within the range of recent market prices. Staf mmtially proposed such a fee structure
to act as an incentive to locate EGFs in thosesangtin the least emissions impact. In
addition, it is expected that most of the mitigatitees will be used for air quality
Improvement projects near the EGF, those in theenpmiluted areas will receive the
benefit from the additional funding of these prégeio their area. During the rulemaking
process, arguments were made that the tiered mntigdee structure leaves EGFs
proposing to locate in the more polluted areastdube available infrastructure and the
public residing in those areas at an economic daatdge, which was characterized as
unfair_since_much of the pollution in those areasdue to emissions released and
transported from upwind areas. In response, bwdfdeveloped an alternative proposal
included here as Option 2 that establishes a unifimitigation fee structure across the
Basin. The uniform fee is based on weighted awe@gprices in the open market for
2006 and first quarter of 2007.




For new EGF projects (those that filed applicationgears 2005 through 2008), a refund
of fees paid less AQMD administrative costs is atited if the project is cancelled for
reasons beyond the reasonable control of the ampliand the cancellation is within
twelve months of credit purchase. Projects thad fapplications in 2001, 2002, or 2003
may receive partial refund of fees provided a petmiconstruct was issued and credits
were purchased based on original estimated emgssmies and a subsequent revised
Permit to Construct was issued prior to start afrapon of the project to reflect lower
emission rates after they are verified by soursértg and which results were approved
by the District. The applicant must submit a ventrequest for a refund within 3 months
after the source testing to qualify for the refund.

Table 2 below describes the location of the prgjacid the estimated mitigation fee from
offset creditsunder both Options 1 and ZThe cumulative mitigation fee total under
Option 1 and 2 could be as high as 333.7 to 419lliomdollars respectively. Such
estimate is based on the assumption that all dupiemposed projects will be approved
and constructed. However, it is not likely thdt @ojects will be constructed and the
resulting mitigation fees collected are expectedogosignificantly less than the total
potential fees collected. The mitigation fee eatenis also based on the scenario that
EGFs will need to obtain PM and SOx credits and me#d to purchase CO credits
because AQMD has recently been designated by WPA.t& be in attainment for CO.

It is to be noted that in addition to the mitigati@es, each project that seeks access to the
Priority Reserve in Zone 2, Zone 3, or the EJA I® asubject to the more stringent
requirements for certain criteria pollutants anahoea risk, chronic and acute hazard
index and cancer burden. The table also includgsdther projects — CPV Ocatillo, City

of Riverside, El Segundo Repower, and Reliant Bnerthat had not been identified as
of the September Board hearing.
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Table 2

Project Location and Mitigation Fees

Project Zone Capacity Mitigation Fees (Millions)
(MW)
Option 1 Option 2

AES Highgrové 3 300 $7.80.6 $28.1
BP Carson/Edison — 1 500 84-80.5 $55.8
Carson Hydrogen Power
Project
CPV Ocatillo 1 850 $38.5 $70.7
El Segundo Repower 1 630 $17.8 $32.5
Reliant Energy 3 656 87-756.7 $52.1
Riverside Energy 3 96 $6.310.4 $9.5
Resource — City of
Riverside
Sun Valley 1 500 $8.24.0 $44.2
Vernon Power Plant — | 2/EJA 943 $.06.49.2 $81.9
City of Vernorf
Walnut Creek 2 500 $8.436.1 $44.2
Total 4975 $126-833.7 $419.1
Footnote:

1- Under Option 1 th®riority Reserve mitigation fee for EJA is based?2.5 Zone 3 offset credit

rate (double the Zone 1 mitigation fee rate).
2- Permit Application submitted to SCAQMD.
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Finally, staff's proposal requires EGF applicamtsrivestigate and document the lack of
availability of alternative/renewable energy to ithproposals. The intent of this
provision is to require use of alternative/renewadrhergy where feasible. For purposes
of this rule, alternative/renewable energy is dediras hydropower, wind and wave
power, solar and geothermal energy and fossil lbaskd energy provided the emissions
are no more than those from a fuel cell.

The proposed amendments apply to EGF projects iarhaa complete initial application
for a permit to construct was filed in calendarrgez005, 2006, 2007 or 2008

Although the above summarizes the proposed amendrteefRule 1309.1, the proposal
also encompasses the amendments to Rule 1309.1eddop September 8, 2006. As
such, the Final Staff Report for the September 2@déption also supports the basis for
this proposed amendment and is included as Attachr@e of this report. The
underline/strikeout version of Proposed AmendedeRLB09.1 reflects all proposed
amendments since the May 3, 2002 amendment.

Since Rule 1315 is being re-adopted, the Staff Rdpo September 8, 2006 adoption of
that rule is the supporting document for the repéidn and is included as Attachment 3
of this report. The proposed rule is Rule 1315dapted on September 8, 2006, without
change. For clarity, it is not shown in underlgigkeout format.

OTHER PROPOSED COMMITMENTS
In an effort to further mitigate any potential Itzad and regional air quality impacts of
the proposed EGFs, staff will be making the follegvirecommendations to the
Governing Board as part of the adoption resolution:

e Set aside $4,000,000 to identify and pilot the naolstanced PM2.5 add-on control
technologies that would further reduce PM2.5 emissirom EGFs

e« Set aside $1,000,000 from the mitigation fees ctdlgé to conduct a
comprehensive energy resource planning analysigh®rnext10-20 years and
identify avenues to maximize renewable energy prodn in the Basin

o Set aside $10,000,000 from Rule 1309.1 mitigategsffor research into health-
effects of PM2.5 exposure.

Staff will be committing to prepare a plan by Sepber 2007 for Governing Board’s
approval to disburse the balance of the mitigafegs collected that will also include
investments in renewable energy projects.

12



CEQA ANALYSIS

Pursuant to the California Environmental Qualityf ACEQA) and AQMD Rule 110, the
AQMD staff has reviewed the proposed project anderdaned the proposed
amendments may have the potential to generatefisgmti adverse environmental
impacts. A Notice of Preparation/Initial Study (RMS) was prepared and released for a
30-day public review and comment period from Ma28h 2007 to April 24, 2007. Seven
comment letters on the NOP/IS were received. Ressto the comments on the
NOP/IS can be found in the Draft Program Environtaeissessment (PEA) which
AQMD staff has released for a 45-day public reviemd comment period. The Draft
PEA is available by accessing the AQMD's CEQA webagges at
http://www.agmd.gov/cega/agmd.htrok contacting the Public Information Center at
(909) 396-2039.

SOCIOECONOMIC ANALYSIS

The AQMD staff has analyzed the socioeconomic irtgpatthe staff proposal and the
findings are available to the public for review ammnment.

AQMP AND LEGAL MANDATES

The California Health and Safety Code requires AlgMD to adopt an Air Quality
Management Plan (AQMP) to meet state and federhlearair quality standards in the
South Coast Air Basin. In addition, the Califorilaalth and Safety Code requires that
the AQMD adopt rules and regulations that carrytbatobjectives of the AQMP. While
Proposed Amended Rule 1309.1 and Proposed Re-ad&utie 1315 are not control
measures included in the AQMP, their requirememés @nsistent with the AQMP
objectives. Since this proposal is not an AQMPtmdmmeasure and does not result in
emission reductions, cost effectiveness is notiegiple. This proposal does not impose a
new emission limit or standard, make an existingssion limit or standard more
stringent, or impose new or more stringent momigyireporting or recordkeeping
requirements, and therefore, is not subject to dbmmparative analysis provisions of
California Health & Safety Code Section 40727.2heTproposal merely specifies the
conditions for access to Priority Reserve credRsle 1315 formalizes the procedures for
showing that all federal major sources are offgatredits from AQMD’s bank.

RESOURCE IMPACTS

The proposed amendments as they relate to pemndfithe EGFs are not anticipated to
have a significant additional impact on staff resea. While the administration of the
mitigation fee investment program is anticipatedoresource intensive, such costs are
expected to be defrayed by utilizing up to 10 petroéd the mitigation fees collected.
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FINDINGS

Before adopting, amending or repealing a rule AQRD Governing Board shall make
findings of necessity, authority, clarity, consigtg, non-duplication, and reference, as
defined in Health and Safety Code Section 40727 draft findings are as follows:

Necessity— The AQMD Governing Board has determined thatadnexists to replace
Rule 1309.1 — Priority Reserve as amended on SégteB) 2006 to authorize certain
EGFs to access the Priority Reserve credits, wdtilthe same time to limit or restrict
electrical generating facilities from accessingdasefrom the Priority Reserve if they are
located in heavily polluted areas and to re-adapeR 315, as amended on September 8,
2006, to formalize the process for establishingefamajor source offset equivalency.

Authority — The AQMD Governing Board obtains its authority ddopt, amend, or
repeal rules and regulations from Sections 4000004, 40440, 42300 (permit system),
and 40702 of the California Health and Safety Code.

Clarity — The AQMD Governing Board has determined thateR1B09.1 — Priority
Reserve, as proposed to be amended, and Rule 1ZEsleral New Source Tracking
System, as proposed to be re-adopted, are writteisplayed so that its meaning can be
easily understood by the persons directly affected.

Consistency— The AQMD Governing Board has determined thaieRL809.1 — Priority
Reserve, as proposed to be amended, and Rule 18Esleral New Source Tracking
System, as proposed to be re-adopted, are in hgrmibin, and not in conflict with or
contradictory to, existing statutes, court decisjar state or federal regulations.

Non-Duplication — The AQMD Governing Board has determined thateRL809.1 —
Priority Reserve, as proposed to be amended, amel F81i5 — Federal New Source
Tracking System, as proposed to be re-adoptedptionpose the same requirements as
any existing state or federal regulation and iseesary and proper to execute the power
and duties granted to, and imposed upon, the Blistri

Reference — The AQMD Governing Board, in amending the ruteferences the
following statutes which the AQMD hereby implementgerprets, or makes specific:
Health and Safety Code Sections 42300, 40920.5C&#I88 171, 172 and 182.

CONCLUSIONS AND RECOMMENDATION

Staff recommends amendment of Rule 1309.hdopting either Option 1 or Option 2 of
Proposed Amended Rule 130%olreplace the amendments adopted on September 8,
2006, and re-adoption of Rule 1315 for the reastated in this staff report.
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COMMENTS AND RESPONSE TO COMMENTS

The public outreach process for the post-SepterBb&006 rulemaking included one
public workshop at AQMD Headquarters on April 1902, one public consultation
meeting on May 22, 2007, and several meetings wdlviduals and groups from the
community, industry and other public agencies. abidition, a number of written
comments were received prior to the close of contsnfem the workshops. Some of the
comments were similar and have been summarizedhenfdllowing comments and
responses.

Comment: Establishing different health standard<sld areas amounts to “redlining”.
This policy shift is a significant change for thestdict.

| Response: Staff crafted the proposed amendments itlcarporate community,
regulatory, and industry concerns. Proposed R®3@911 was developed to
address access to the Priority Reserve for all EGfesh large and small,
base load and peaker. Based on the Governing Boalidection, staff
established criteria to address and mitigate lopadl impacts from EGFs,
particularly in those areas in the AQMD that areaki#dy polluted or are
located in EJ areas. The proposal utilizes envinental justice criteria
developed by AQMD, pursuant to California HealttS&fety Code 43023.5
to determine those areas already disproportionaielgacted by pollution,
as requested by the communities impacted by theopeal EGFs. Those
projects in more polluted areas, such as Zone 2 subject to more
stringent toxic standards and emissions limitatitimgn Zone 1, the least
polluted area, andunder Option 1of the proposed rule, aeguired to pay
a higher mitigation feesUnder Option 1EGFs located in Zone 3 or in the
EJ Area would be subject to significantly highettigaition fees than in
Zone 2 According to the proposed rule language in bogtians, EGFs
located in Zone 3 or in the EJAand would be subject to even more
stringent emissions limitations if they are greataan 500 MW. The
mitigation fees will be used to fund air qualityopacts in the area impacted
by the EGF project. However, in response to concerns by the industry
representatives and municipal agencies, staff lreeldped an alternative
proposal included here as Option 2 that establisaasiform mitigation
fee structure across the Basin.

Comment: Earmarking 10% of the mitigation fees &mministrative purposes is
excessive.

Response:  District staff has committed to utillee mnitigation fees in the communities
most impacted by the EGFs. This commitment requstest fiscal
discipline in disbursing and administering the fareghd necessitates long-
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Comment:

Response:

Comment:

Response:

Comment:
| Response:

Comment:
Response:

term commitment in overseeing the development &aduéon of project

contracts, which would be very resource-intensiBased on its experience
in administering the Carl Moyer Funding and othengar programs, staff

believes that utilizing up to 10% of the mitigatifees for administrative

purposes is reasonable and appropriate. Staff enleavor to minimize
these expenses. Administrative policies relatvéhé disbursement of the
mitigation fees will be developed through an oped &ransparent public

process with input from all stakeholders. Any pobjthat is paid for by

these fees will be approved by the Board prioutading.

The 635 MW limit runs counter to City oéivion objectives and precludes
large combined cycle power plants. The Districowdtd eliminate
limitations based on MW and instead base it orrlbfremissions.

Rule 1309.1 was crafted to address atodse Priority Reserve for all
EGFs, both large and small, base load and peakdn response to
comments received during and after the Public Wwokson April 19,
2007, District staff has removed the 635 MW linfihwever, due to
community concerns regarding the impact of largeFE™@istrict staff has
proposed more stringent requirements for power tsldocated in EJ area
or Zone 3 that are larger than 500 MW. The newnd&ads, while not
limiting the power generating capacity of a givdam, do require that a
plant operate at emission levels that are morengg&nt than current
applicable standards.

There is no set definition of “renewabiergy” in any of the District rules.
Include the definition of “renewable energy” in BU302.

A definition of renewable energy has bexuded in Proposed Amended
Rule 1309.1(c)(5).

The tiered fee structure would cause getitive disadvantage.

The tiered fee structure is intendedigcodrage future power plants to
locate in areas where the public is exposed to linghest levels of
particulate pollutants. However, taking into consideration the arguments
made during the rulemaking process, staff has dgeel an alternative
proposal included here as Option 2 that establisaasiform mitigation
fee structure across the Basin.

Is due diligence required by downwindoaisin projects?

Downwind air basin projects will be reedito conduct due diligence
before accessing the District Priority Reserve dased District staff will
also consult with downwind air basin air pollutiacontrol districts to
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Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

determine the offset credits required for that podjto only allow access
and credit approval for the amount of credit reeurto offset. The access
will be limited to 5000 Ibs/day.

Riverside Energy Project would be distiiimithe power generated to the
state grid system via the localized distributiosteyn. Rule language needs
to be added to reflect this situation.

Rule language has been added to PAR1{3)§9)(A) to reflect this. The
EGF definition includes thermal power plant facdg that generate 5S0MW
or greater of electricity for distribution in théage or municipality owned
grid system (net generator).

For disbursement of mitigation fees, Miststaff should commit to work
with people who are already working on renewabkergy projects.

In order to achieve fair and equitablsbdisement of mitigation fees,
District staff is committed to develop disbursenyasiicies in an open and
transparent process where all stakeholders are eepkto provide input.

Over-regulation causes businesses to owivef state. The District should
not impose stringent conditions on power plants.

The District is charged with providingagier air and reducing emissions
in the South Coast Air Basin. While new EGFs wdwtp reduce the
projected energy shortfall and are needed in thsilathe localized and
regional impacts from the EGF emissions cannotgmeied. PAR 1309.1
Is crafted to strike a balance between the energlyeconomic needs of the
region and the health impacts due to the emisdiams the EGFs.

The 635 MW limitation proposed in PAR 1308resented at the April 19

public workshop precludes large combined cycle poplants like the
Vernon Power Project from being built. It woulds@lencourage less
efficient simple cycle smaller plants.

After taking into consideration the commeeceived, District staff has
removed the 635 MW limitation and added a setrofgent conditions for
EGFs larger than 500 MW that are proposed to bated in Zone 3 or the
EJA.

Rule language in paragraph (b)(4)(A) “sticdit for projects submitting
applications in 2005 through 2008, the electricegation unit or power
plant site and related facility will be the subje€tan environmental impact
report, negative declaration, or other documenpagmed pursuant to a
certified regulatory program; and in accordancehwiublic Resources
Code Section 21080 (b)(6)” should be deleted adibk#rict staff has now
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Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

prepared an environmental Assessment for Rule 13@8d will no longer
be relying on the CEQA.

Regardless of the exemption, the Didiatieves that all EGF projects
accessing the Priority Reserve should undergo gmppate CEQA
environmental review.Therefore, it is appropriate to continue in theeaul
the reference to subsequent CEQA review.

Municipalities should be given the optodriocally administering one-third
of the mitigation fees from their own EGF projects.

District staff has committed to utillze mitigation fees in the communities
most impacted by the EGFs. This commitment requstest fiscal
discipline in disbursing and administering the farghd necessitates long-
term commitment in overseeing the development &aduéon of project
contracts, which would be very resource-intensive 2ery likely subject to
third-party auditing. Administrative policies reiae to the disbursement of
the mitigation fees will be developed through areromnd transparent
public process with input from all stakeholdersnyAproject that will be
funded by these fees will be approved by the Bpaaod to funding.

Please include startup and shutdown exemspfor the NOx and PM10
emissions rate limits (lbs/MW-hr).
Language has been added to the ruédlézt this concern.

The proposed efficiency standards reflpetific technologies that may not
be appropriate for municipal utility peaking unit¥he proposed standards
should be deleted but if the District intends ttaire efficiency standards,
the standards must be structured to recognize lkowl or the installation
of a General Electric LM6000 turbine. This turbimeodel reflects
attainable efficiencies for an operation requiri@gMW turbines.

The proposed Ibs/MW-hr emission ratesbased on a combination of
turbine efficiency and low emissions for the cleinmits. Staff believes the
proposed emission rates should be based on thenedéainits and that
these proposed emission rates are appropriate fibor E&SFs for the
purposes of access to the Priority Reserve.

PM10 emission rate is not an appropriadecator of turbine efficiency.
PM10 efficiency standards should be deleted bec&M&0 test results
vary widely and are due to factors other than hetlafficiency.

In consideration of the health impact$MiflO, staff believes a PM10
emission rate is appropriate for the purposes ofess to the Priority
Reserve. This emission rate was based on lowassiens for turbines
and, therefore, staff believes that it is approfgidor EGFs wishing to
access the Priority Reserve.
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Comment:

| Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Requiring inland municipal power produderpay a higher mitigation fee
than producers in the western region would pay pasggnificant inequity.

A significant portion of the PM10 and B3Viémissions from EGFs are
directly emitted and impact the area near the seurdVhile the District
recognizes the migratory nature of primary partatels and secondary-
reaction formed pollutants from the western portmnthe District to the
eastern part, the tiered fee structure is intenttediscourage future power
plants to locate in areas where the public is expo® the highest levels of
particulate pollutants. More importantly, sincd atitigation fees will be
used for air pollution improvement programs neae twea of the EGF
source, the public in Zone2 or 3 will receive thenéfit of additional
funding for air quality improvement programs asesult of EGFs locating
in those zones rather than Zone Also, after taking into consideration the
arguments made against the tiered mitigation femictiire, staff has
developed an alternative proposal included here @ption 2 that
establishes a uniform mitigation fee structure asrthe Basin.

The District should create an “ownershgn’pto allow municipal utilities
to administer and expend its mitigation fees witthia community that are
the receptors of pollutants that are not from Iecalrces.

Please see response above to a reladesiraitar comment.

Please clarify if the cancer risk limibnhacancer risk limit, cancer burden,
and PM10 and NOx emissions rates are intended ity ap all emitted
equipment, permitted and exempt, at the facility?

The cumulative cancer and non-cancer lmsits and cancer burden
iImpacts as required for proposed equipment in Zdhe3, and EJ Areas
shall apply only to proposed electrical generatiaguipment requiring
permits at the facility. It does not apply to éxig permitted equipment,
Rule 219 exempt equipment, nor new non-electridyrimg equipment.
The PM10 and NOx emission rates in Ib/MW-hr apptyam individual
permit unit level for electric generating units. efhmodeled emission
impacts apply to all new or modified electrical geating units at the
facility taken together.

At what conditions will compliance witretPM10 and NOx emission rates
be evaluated? Output of the plants will vary dejieg on factors such as
ambient temperature and relative humidity.

The emission rates as specified in tleeane intended to be under ISO
conditions. Compliance with the PM10 and NOx eimissates shall be
demonstrated through an approved source test tatesctual operating
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Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

conditions. The actual operating conditions wilethbe converted to I1ISO
conditions of 59 degrees Fahrenheit, 60% relatiuenidity, and 14.7 psia;
and using gross MW output.

Are the PM10 and NOx emissions rates basedhet output or gross
output?
The PM10 and NOx emissions rates assllmasgross output.

Is the hourly limit on mass emissions M1B intended to apply to all
equipment, permitted and exempt at the facility, ooy to electrical
generating units?

For new EGFs with a generation capaditgreater than 500 MW and
located in Zone 3 or in an EJ Area, the cumulatieairly limit based on
mass emissions of PM10 shall apply only to prop@sectrical generating
equipment requiring permits at the facility. Itathnot apply to existing
permitted equipment, Rule 219 exempt equipmentheww non-electric
producing equipment.

Are the limitations on 24-hour and anmatieled PM10 impacts based on
emissions from all equipment, permitted and exeanphe facility, or only
to electrical generating units?

The cumulative PM10 24-hr and annual atspes required under Zones 2,
3, and the EJ Areas shall apply only to proposesttelcal generating
equipment requiring permits at the facility, bueyhapply to all new or
modified equipment. It does not apply to existmegmitted equipment,
Rule 219 exempt equipment, or new non-electricymriogdy equipment.

What is the rounding convention that ve# applied to the proposed
standards? For example, if the standard is 0.@80a level of 0.0503 be
deemed compliant?

Ihe#e—cs—ne—FeHndmg—eenvgnﬁenFe#example,—ﬁel;Zene%ﬁhe—mle

guality data and standards and the rounding coneenused by other
public agencies for similar standards. Staff pre@® to use that same
rounding convention for the purposes of the stadgan paragraph (b)(5).
The values to be rounded up or down using the gigitbeyond the given
number of decimal places of the standard accordiogthe standard
rounding conventions that values below 5 round dommle those that are
equal to or greater than 5 round up. For examgts, the standard of
0.050, the value of 0.0504999 or less rounds t&®&nd would comply.
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However, a value of 0.0505000 or greater round$.tb1 and would not
comply with a 0.050 standard.

Comment: Rule 1309.1 allows the development ofiféssl power plants in the South
Coast Air Basin that would not otherwise be built.

Response: In 2005, despite new EGF projects, California oragain experienced
some Stage 2 shortages (power reserves down taabélojhe outlook for
the foreseeable future is that demand for electnqomaver will continue to
increase. The increase in demand is due to seviacbrs including
increased consumption and retirement of older EGHsere are also limits
on the amount of electrical power that can be inpdrinto the southern
California region from northern California and Aona due to bottlenecks
in transmission lines. New EGFs are needed inltical region. The
proposed amendments once again provide new EGFssad¢o the Priority
Reserve where these proposed projects either dbava or can not secure
the needed offsets on the open market. The Risgicharged with
providing cleaner air and reducing emissions in 8auth Coast Air Basin.
Proposed Amended Rule (PAR) 1309.1 is crafted rikestn balance
between the energy and economic needs of the remidnthe health
impacts due to the emissions from the EGFs. S8taffed the proposed
amendments that incorporate community, regulatoand industry
concerns. Based on the Governing Board's directistaff established
criteria to address and mitigate localized impafttam EGFs, particularly
in those areas in the AQMD that are heavily poliltr are located in EJ
areas. The proposal utilizes environmental justickeria developed by
AQMD, pursuant to California Health & Safety Cod&023.5 to determine
those areas already disproportionately impactedobijution, as requested
by the communities impacted by the proposed EGHRese projects in less
Impacted areas, such as Zone 2, are subject to nstniagent toxic
standards than Zone 1, the least polluted area, ander Option 1 are
required to pay higher mitigation feesUnder the same optiorEGFs
located in Zone 3 or in the EJ Area would be sulfjesignificantly higher
mitigation fees than in Zone 2n response to arguments made by industry
representatives and municipal utilities, staff Idesseloped an alternative
proposal included here as Option 2 that establisaasiform mitigation
fee structure across the Basiklowever, prospective EGFs will be subject
to the same emission limitations included in OptionAl-the-mitigation
Mitigation feeswit-are likely tobe used to fund air quality projects in the
area impacted by the EGF project. In an effortfiother mitigate any
potential localized and regional air quality impaabf the proposed EGFs,
staff is making the following recommendations ® @Governing Board as
part of the adoption resolution:
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Comment:

Response:

. Set aside $4,000,000 to identify and pilot the naolstanced PM2.5
add-on control technologies that would further reduPM2.5
emissions from EGFs

. Set aside $1,000,000 from the mitigation fees ctatbto conduct a
comprehensive energy resource planning analysishi®mextto-20
years and identify avenues to maximize renewaldeggrproduction
in the Basin

. Set aside $10,000,000 for research into healthceffeof PM2.5

exposure.

Staff will be committing to prepare a plan by Seydier 2007 for
Governing Board’s approval to disburse the balantéhe mitigation fees
collected that will also include investments ineeml enerqgy projects.

Finally, the air quality objective of the proposesnendments to Rule
1309.1 is to ensure emission credits are availableffset the emissions
from energy related projects as required by ReguoaXIlll, thus reducing
the potential for operation of higher-polluting ded backup generators
during a power emergency.

Alternatives to fossil fuel power plantse aavailable and must be
considered.

Language has been included that requires an InfRIStEGF, as a
condition of accessing the Priority Reserve, to destrate low or no-
emission renewable or alternative energy sourcesnat a viable option in
lieu of a natural gas-fired EGF at the proposedesit District staff
recognizes that there are renewable/alternativergyneources available,
but the cost to install and operate and the angjllsssues associated with
alternative/renewable sources results in them natrrently being
acceptable as a direct substitute for all fossglfpower plants. Some of
these specific issues were pointed out during th#ipinput process from
a staff briefing by Southern California Edison oheit experiences
implementing the California Renewables Portfoliarfsiard (RPS) required
by state law. PAR 1309.1 has been crafted toesaibalance between the
energy and economic needs of the region and thithhieapacts due to the
emissions from the EGFs. In an effort to furthesrpote the feasibility of
alternative/renewable energy instead of fossil fibastrict staff, as stated
above is recommending to the Governing Boardntegstat-a-minknum

22



Comment:

Response:

Comment:

$4 000, OOO to |dent|fy and pilot the most advanEMQ 5 add -on control
technologies that would further reduce PM2.5 enarssifrom EGFs, and
also set aside $1,000,000 from the mitigation fe@kected to conduct a
comprehensive energy resource planning analysishimextto-20 years

and identify avenues to maximize renewable energgugtion in the

Basin.

PAR 1309.1 should be modified to allow BEGd#cated downwind of the
District to obtain NOx offsets from the Priority $&ve in addition to any
other offsets that may be available to such prejdodm the Priority
Reserve.

The rule was constructed to provide credits foldygahts other than NOXx.
Projects located in the South Coast Air Basin aquired to participate in
the RECLAIM program for NOx. Projects outside ®euth Coast Air
Basin, but inside the District, have the opporturid opt in the RECLAIM
program for NOx. Staff’'s proposal is to place w@ilility projects requiring
NOXx offsets within the context of the RECLAIM paogr

District staff is proposing a rule chatlggt would drastically increase the

Response:

amount of particulate matter and other air polltio the South Coast Air
Basin

Installation of additional generating capacity (Wwitcurrent BACT) will

Comment:

greatly reduce the use of much higher emitting ey diesel generators
due to black outs brought on by insufficient getingacapacity. Black outs
also have the potential for adverse health efféotsthe most vulnerable
members of the population.

With Rules 1315 and 1309.1, the Distridk a8most triple the number of

Response:

active emission reduction credits in the basinG@r, PM10, and SOXx.

Rule 1315 does not generate new credits. It wasldped at the request of

and with the approval of the U.S. EPA to formatlze AQMD’s accounting
methodology in tracking debits and credits to ffis&t accounts as required
by U.S. EPA to establish that sufficient offsets mrovided for all major
sources pursuant to the federal Clean Air Act. géised Re-adopted Rule
1315 does not change what is creditable, only thectme of what is
actually tracked and quantified. PRR 1315 redubesDistrict’'s 2002 CO,
PM10, and NOx balances (the most recent data aviailéor comparison)

by 67.5%, 81.4%, and 42.9%, respectively. In aolditnaking valid offsets
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Comment:

available to additional sources does not equatérifming the number of

active ERCs in the basin. Active ERCs are private¢éld emission

reduction credits, and have nothing to do with dalffsets realized by EPA
approved source of credits. With respect to RuB®911, EPA has

published in the Federal Register their final demsto approve the

District’'s request to re-designate the South Coast Basin from non-

attainment to attainment for CO, effective June 2007. Therefore, CO
offsets are effectively no longer required. Basadhe emissions data of
the proposed EGFs, attainment status would reduce mneed for

approximately 6000 Ibs/day of CO credits.

According to the data available, Rule 18&berates credits from payback

Response:

of offset debt.

Credits from Payback of Offset Debts existed utiieiprevious accounting

Comment:

system. At the request and by the approval of BE#, the accounting
method for offsets credits was formalized in thenfof Rule 1315. After
months of discussions and over 6000 person-holinssaes and questions
of U.S. EPA regarding AQMD’s NSR offset trackingeasddressed in the
current version of Rule 1315 that was adopted gne®eber 8, 2006 and
forwarded to the California Air Resources Board ) to be ultimately
forwarded to U.S. EPA for inclusion in the Stateplkementation Plan

(SIP).

Credits have improperly been taken faplagrreductions created from

Response:

offsets provided by minor sources and from the 2&@d#itional SOx, CO,
and PM10 offsets provided by federal major souatesratio of 1.2 t0 1.0
compared to 1.0 to 1.0 ratio.

These excess credits provided by facilities are federally required.

Comment:

Therefore, it is appropriate to use them to denramst programmatic
equivalence.

Credits cannot be verified as being p=inanent, enforceable, or

Response:

quantifiable therefore not meeting the definitidracreditable offset.

All credits currently in our balance can be and averified as real,

permanent, enforceable, and guantifiable.
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FIGURE 1
Three — Year Average (2003 — 2005) PM2.5 Concentrah Zones in SCAQMD
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FIGURE 2
Environmental Justice Areas in the SCAQMD
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FIGURE 3

City of Vernon Power Project — Annual Average PM10Concentration
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FIGURE 4
AES Highgrove Power Project - Annual Average PM10 Gncentration
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ATTACHMENT 1

GUIDANCE DOCUMENT FOR RULE 1309.1
PM2.5 CONCENTRATION ZONE DETERMINATIONS
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GUIDANCE DOCUMENT FOR RULE 1309.1

PM2.5 Concentration Zone Determinations

Introduction:

South Coast Air Quality Management District (AQMDBjaff proposed and the AQMD
Governing Board adopted amendments on Septeml2808, to provide a limited time window
for Electrical Generating Facilities (EGFs) to iatl credits from the Priority Reserve, provided
they demonstrate that the required offsets arereagonably available in the open market and
meet other eligibility criteria and requirements. adopting the amendments to Rule 1309.1, the
Board directed staff to develop additional requieats for EGF projects proposing to locate in
the more polluted areas within the District. Irspense to the Board directive, staff has
developed additional criteria for those EGF prgesgeking to purchase credits from the Priority
Reserve and proposing to locate in more pollutedsar

For the purpose of Rule 1309.1, AQMD is subdivid®d three geographic areas (zones) based
on PM2.5 exposure levels. Specifically, Zone 1ar] 3 are defined as the areas with an average
ambient PM2.5 concentration for years 2003 thra2@®6 of less than 18 pglnbetween 18 and
20 pg/nt; and more than 20 pgfprespectively. Particulates and oxides of NitroggOx) are

the two most important pollutants released by EGMpost of the particulates released from
EGFs are expected to be in the fine particulate ABMfraction with regional and localized
impacts. NOx emissions released from EGFs dispeggenally contributing to the formation of
ozone downwind. Exposure to higher concentratadM2.5 is associated with adverse health
impacts that are a lot more serious compared tohdedth impacts from NOx and other
pollutants released by the power plants. Furthegntbe vast majority of the South Coast Basin
is in non-attainment with the federal and state PM2andards and the attainment date for the
federal annual average standard is just a few yeeay (2014-2015). For the reasons described
above, the PM2.5 exposure level is used as thetkyion to subdivide the District into three
geographic zones and establish additional crindincentives to locate EGFs in less polluted
areas in an effort to minimize public exposure associated health impacts. The section below
details the procedure followed in establishing ¢hesncentration zones.

Process:

1. Data:
The data for this analysis is derived from datdectéd at AQMD monitoring stations for
the years 2003-2005 and from selected station®iefCalifornia Air Resources Board
(CARB) located outside the AQMD’s boundary. Fouhey locations, San Nicholas
Island, off San Clemente Island, Mojave Desert apper San Bernardino County were
added. Values for those locations were determye®iQMD modeling staff.
In addition, several datasets were used in theysisallhey included an AQMD boundary
shapefile and a polygon one kilometer grid fileet&tlata for all data and map shape files
is attached.

2. A point data file, consisting of the station dat@asvereated for the data.
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3. Using the Geostatistical Analyst extension for Ai8Ga surface layer was interpolated.
This process uses the Inverse Distance Weightingetmg method (see modeling
method properties). The model determined the grd fr the output and the resultant
layer was classified smart quantiles with 10 cles3éde surface layer was saved as a
Geostatistical Analyst layer file.

4. Using the Prediction Tool of Geostatistical Analgstvalue was predicted for each
polygon in the grid file.

5. The grid file was then clipped to the AQMD boundélyg and symbolized using three
classes.

Dataset Metadata files:

» fcMasterStationList_Data
a personal Geodatabase Feature Class. fcMasterfhiati Metadata.htm

e XinlkUTM27.shp
a shapefile; XinlkUTM27_Metadata.htm

*  PM25ik.shp
a shapefile combining the polygon grid and predid@M 2.5 values from the
surface layer. pm251k_metadata.htm

Method Properties for Creation of Analysis Surface
Selected Method:Inverse Distance Weighting
Method Parameter(s):
Power: 2
Searching Neighborhood:
Neighbors to Include: 29 (include at least 29 )
Searching Ellipse:
Angle: 0
Major Semiaxis: 1.0128
Minor Semiaxis: 1.0128
Sector Mode: 0
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ATTACHMENT 2
FINAL STAFF REPORT
PROPOSED AMENDED RULE 1302 — DEFINITIONS, AND
PROPOSED AMENDED RULE 1309.1 — PRIORITY RESERVE
SEPTEMBER 8, 2006
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NOTE

THE ATTACHED STAFF REPORT IS PART OF THE BOARD PABKE
SUBMITTED WITH THE SEPTEMBER 8, 2006 PROPOSED AMENENTS
TO RULE 1309.1 WHICH IS BEING REPLACED BY THE JULY3, 2007
VERSION. HOWEVER, THE ATTACHED STAFF REPORT INCLUWH3
RELEVANT INFORMATION CONCERNING THOSE PORTIONS OFHE
SEPTEMBER 8" AMENDMENTS THAT ARE BEING READOPTED AND IS
THUS INCLUDED IN THE INFORMATION SUPPORTING THE JUL 13,

2007 AMENDMENTS.

33



