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Proposed Amendments to:

Rule 431, Emission Reduction Credits and Banking

STAFF REPORT

Executive Summary

The Butte County Air Quality Management District (District) has a
no net increase over 25 tons per year of non-attainment criteria
pollutants for new or modified sources. Sources that emit greater
than this amount must offset the amount over 25 tons, including
essential public services. During the processing of Emission
Reduction Credit (ERCs) applications, the District Rule 431,
Emission Reduction Credits and Banking, requires the District to
take 5% of the ERCs granted and place them in the Community
Bank to provide offsets for essential public services. Rule 431 does
not include procedures for disbursing credits from the Community
Bank. Also, at the April 23" meeting, the District Governing Board
directed staff to develop a policy or rule amendment regarding the
definition of essential public service. Therefore, the District is
proposing amendments to Rule 431 to include definitions and
procedures to allow essential public services access to ERCs from
the Community Bank to satisfy offset requirements of District Rule
430, New Source Review.
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1.0 PURPOSE

The purpose of the proposed amendments to Rule 431, Emission Reduction Credits and Banking
is to set forth definitions and procedures for disbursing emission reduction credits (ERCs) from
the Community Bank.

2.0 APPLICABILITY

The proposed amendments may most affect entities that are included in the definition of essential
public services as the proposed amendments set forth provisions to obtain ERCs from the
Community Bank to provide offsets as required by Rule 430, New Source Review. Since the
Community Bank ERCs are provided in lieu of offsets from private holdings, those entities
holding ERCs may also have interest in the proposed rule amendments.

3.0 REQUIREMENTS OF PROPOSED AMENDMENTS TO RULE 431

The proposed amendments to this rule add definitions for the Community Bank and for Essential
Public Services. The Community Bank is defined as a depository of ERCs available for loan at
no cost to essential public services. An essential public service is defined as a sewage treatment
plant; prison, jail, or correctional facility; a police or fire fighting facility; a school; a hospital; a
landfill gas control or processing facility; a water delivery operation; an environmental cleanup;
or a biomass to energy conversion facility. The proposed amendments allow any project that
meets the definition of an essential public service and needs offsets access to the Community
Bank ERCs. Per Governing Board direction, no restrictions are placed on whether the entity is a
public agency or private operation.

The proposed amendments also correct the definition of Control Efficiency to be consistent with
the definition of Control Efficiency in Rule 430. This appears to be a typographical error that
occurred when the rule was last amended in 2001.

The proposed amendments include procedures for an entity that is an essential public service to
apply to the APCO for Community Bank ERCs. The ERCs would be loaned to the source for the
duration of the project as represented in the application. The proposed amendments contain
restrictions to not allow the sale or leasing of Community Bank ERCs by the entity to other
sources. When the loan concludes or if the project is cancelled or terminates before the loan term
is complete, the ERCs would revert back to the Community Bank less the retired offset ratio as
required by Rule 430.

4.0 COST IMPACTS/COST EFFECTIVENESS:

Cost of Compliance: There is no cost to obtain a loan of ERCs from the Community Bank by an
essential public service.

Type of Business Affected: Essential public services are defined in the rule.

Impact to Economy: The proposed amendments should have a positive impact to the economy
since the Community Bank ERCs are provided at no cost to the essential public service entities.
Depending on the type of pollutant, commercially available ERCs can cost from $10,000 to
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$25,000 per ton (based on transactions reported to the Air Resources Board) and, if an essential
public service were required to obtain these credits, the cost would be passed to the citizens and
have impact on the economy.

District Costs: The costs to the District for the proposed amendments will include staff time to
create and track the Community Bank ERCs on loan. However, no fees are proposed to
administer the Community Bank ERC loan program.

5.0 ALTERNATIVES:
The Governing Board may choose to:

a) Approve the rules as proposed;

b) Direct staff to modify the proposed Rules after receiving public comments during the
hearing; or

¢) Take no action.

6.0 ENVIRONMENTAL REVIEW AND COMPLIANCE:

The adoption of proposed amendments to Rule 431 are categorically exempt from the California
Environmental Quality Act (CEQA) under Sections 15307 and 15308 of the State CEQA
Guidelines and no exceptions to these exemptions apply. This exemption is allowed when the
Rule will help improve air quality in Butte County. California Public Resources Code (Section
21159) requires an environmental analysis of the reasonably foreseeable methods of compliance.
The District has concluded that no reasonably foreseeable adverse environmental impacts will be
caused by adoption of the proposed Rules.

7.0 REQUIRED FINDINGS:

Findings required by Division 26 of the California Health and Safety Code requires local districts
to comply with a Rule adoption protocol as set forth in Section 40727 of the Code. This section
has been revised through legislative mandate to contain six findings that the District must make
when developing, amending, or repealing a Rule or regulation. These findings and their
definitions are included in the following table.
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