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Section 404(a)(2):

Not later than December 31, 1991, the Administrator shall determine the total tonnage of reductions in the emissions of
sulfur dioxide from all utility units in calendar year 1995 that will occur as a result of compliance with the emissions
limitation requirements of this section, and shall establish a reserve of allowances equal in amount to the number of tons
determined thereby not to exceed a total of 3.50 million tons. In making such a determination, the Administrator shall
compute for each unit subject to the emissions limitation requirements of this section the difference between:

(A)the product of its baseline multiplied by the lesser of each unit’s allowable 1985 emissions rate and its actual 1985
emissions rate, divided by 2,000, and '

(B)the product of each unit’s baseline multiplied by 2.50 Ibs/mmBtu divided by 2000, and sum the computations. The
Administrator shall adjust the foregoing calculation to reflect projected calendar year 1995 utilization of the units subject
to the emissions limitations of this title that the Administrator finds would have occurred in the absence of the imposition
of such requirements. Pursuant to subsection (d), the Administrator shall allocate allowances from the reserve established
hereinunder until the earlier of such time as all such allowances in the reserve are allocated or December 31, 1999.

Introduction

This report details the analysis of the size and calculation of the reserve established in
section 404(a)(2) of the Clean Air Act, as amended by the Clean Air Act Amendments of 1990
(CAAA). The size of this reserve will determine the total amount of credits avaﬂable to be used
by Phase I extension units as outhned in §404(d).

Note that the purpose of this analysis is not to estimate the demand for the reserve or
potential claims on and disbursement of the reserve, but simply to calculate the size of the
reserve to determine how much will be available for disbursement.

Summary of Findings

. As noted in the Act, the size of the Phase I reserve is limited to the lesser of 3.5
million tons or a series of calculated Phase I unit reductions.

. Using the procedure as outlined in §404(a)(2) and based on NADB Version 2.1,
the Phase I reserve will in fact equal the 3.5 million ton limit, since the calculated

Phase I unit reductions would exceed 3.5 million tons in all the cases evaluated.

Background on the Reserve Provision

Section 404(a)(2) establishes a reserve, which is defined to equal "the total tonnage of
reductions in the emissions of sulfur dioxide from all utility units in calendar year 1995 that will

. occur as a result of compliance with the emission limitation requirements of this section." This
" reserve is created so that Phase I units which employ qualifying Phase 1 technology (i.e., those

that install retrofit scrubbers or other SO, removal equipment achieving 90% or better removal
in Phase I) can become Phase I extension units and receive additional allowances. According
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formula:

Equation (2)

Afcsd Unis : 1985 Actual 1985
Stze of _ 1995 Fuel, x min( SO, Rate * SO, Limit ) 1995 Fuel, x 2.5
Reserve 2,000 2,000

The 1985 actual and allowable SO, rates from the NADB V2.1 were used to estimate the
size of the reserve. This data has been extensively quality assured and confirmed, for the most
part, by the regulated community as accurate. Note that the use of 1985 actual and allowable
SO, rates represents a conservative estimate of 1995 rates, and assumes that no additional
restrictions will be placed upon SO, emissions, either through state or local action or through
the promulgation of PSD or NSPS regulahons

Comments received by EPA on the proposed core rules asserted that Phase II units may
be tempted to switch fuels during Phase I, using the Phase I unit’s higher-sulfur content fuel,
which could result in excess emissions in Phase I. The commenters suggested that EPA consider
this potential fuel switching when calculating the size of the Phase I Extension Reserve.
However, this suggestion was not adopted for a number of reasons. First, such switching is
unlikely, given that boilers often are designed to burn only certain types of coal, precluding the
use of high-sulfur coals in boilers not designed for them. Furthermore, existing SO, emissions
limits at Phase II units would prevent such units from freely switching to higher-sulfur fuels.
Second, EPA would have no way of knowing which units or how many foreseeably could swap
coal sﬁpphes in this manner. Finally, the Act specifies the equations by which the size of the
Reserve is calculated, as described above. The equations do not involve any reference to Phase
1I unit emissions, or, contrary to comments, to actual Phase I unit emissions for 1995. Thus,
while EPA understands the purpose of the Extension Reserve, EPA does not agree with the
technical nature of these comments or that such coal "swapping" can be dealt with in the
calculation of the Phase I Extension Reserve. Accordingly, such "swapping" was not considered
in the calculations.

Calcula.tion of the Reserve

As mentioned above, there is some uncertainty regarding the calculation of the size of
the reserve since the calculation relies on 1995 projected utilization for Phase I units. Table 1
below presents the results of the size of the Phase I reserve under several cases assuming
different levels of utilization, based. on.data from. NADB v2.1 (more :detailed unit by unit
information is presented in Attachments A, B, and C).

As Table 1 shows, the National Allowance Data Base version 2.1 (NADB) produces a
reserve equal to 3.5 million tons under all three cases. Case 1 is calculated from baseline fuel

summed over all Phase I affected units, but limited to 3.5 rmlhon tons, accordmg to the -
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In summary, in every case, the calculated reductions exceed 3.5 million tons. Even under
a "worst case scenario”, where NADB version 2.1 baseline fuel is used and no adjustments are
made for 1995 projected utilization, the reserve would still total more than 3.5 million tons.
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AIT‘CHHENT A-- PHASE 1 RESERVE CALCULATIONS (THOUSAND TONS)

CASE 1:
BASELINE RATE/LIMIT-2.5

x 2.5

X BASELINE

1985 BASELINE

ADJUSTED x MIN OF

1985 NADB Baseline
BASELINE RATE,LIMIT

CASE 1

N.
LIMIT

1985
GEN RATE

BLR
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Attachment B:
Phase I Reserve Calculations

1995 Utilization -- EPA High Base Case
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ATTACHMENT B -- PHASE ] RESERVE CALCULATIONS(THOUSAND TONS)
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ATTACHMENT B -- PHASE 1 RESERVE CALCULATIONS(THOUSAND TONS)

CASE 2:
1995 EPA HIGH BASE CASE

. 1995 EPA_HIG BASELINE CASE 2:
1985 ANN. BASE CASE X _MIN OF BASELINE RATE/LIM1T-2.5
State Plant BLR GEN RATE LIMIT BASELINE  RATE,LIMIT x 2.5 x BASELINE
TENNESSEE JOHNSONVILLE 7 7 2.9806 3.026 5.7 8.495 7.125 1.370
TENNESSEE JOHNSONVILLE 8 8 2.9558 - .026 2.7 8.424 7.125 1.299
TENNESSEE JOHNSONVILLE 9 9 3.0184 3.026 5.7 8.602 7.125 1.477
WEST VIRGINIA  ALBRIGHT 3 3 3.2217 .848 9.4 .386 11.750 1.636
WEST VIRGINIA  FORT MARTIN i 1 2.808 2.759 33.8 46.627 42.250 4.377
WEST VIRGINIA  FORT MARTIN 2 2 2.808 2.759 34.0 .903 42.500 4.403
WEST VIRGINIA  HARRISON 1 1 4.35 4.5568 37.0 80.475 46.250 34.225
WEST VIRGINIA  HARRISON 2 2 4.35 4.5568 37.0 80.475 46.250 34.225
WEST VIRGINIA  HARRISON 3 3 4.35 4.5568 37.0 80.475 46.250 34.225
WEST VIRGINIA  KAMMER 1 1 7.5126 7.89 12.2 45.827 15.250 30.577
WEST VIRGINIA  KAMMER 2 2 7.3136 .89 12.2 .833 15.250 30.583
WEST VIRGINIA  KAMMER 3 3 7.5132 7.89 12.2 .831 15.250 30.581
WEST VIRGINIA  MITCHELL 1 1 2.6007 12 47.0 61.116 38.750 2.366
WEST VIRGINIA  MITCHELL 2 2 2.6021 12 47.0 149 58.750 2.399
WEST VIRGINIA  MT STORM 1 1 2.8669 4.097 34.5 49.454 43.125 6.329
WEST VIRGINIA M7 STORM 2 2 2.866 4.097 34.5 49.439 43.125 6.314
WEST VIRGINIA MY STORM 3 3 2,856 4.097 34.0 .552 42.500 6.052
WISCONSIN EDGEWATER 4 4 4.2714 99.9 15.9 33.958 19.875 14.083
WISCONSIN . GENOA 81 ST13 3.9697 99.9 19.3 38.308 24.125 14.183
WISCONSIN NELSON DEWEY 1 1 4.6204 999 5.9 13.630 7.375 6.255
WISCONSIN NELSON DEWEY 2 2 4.8344 99.9 5.7 13.778 7.125 6.653
WISCONSIN NORTH OAK CREEK 1 1 3.7951 99.9 0.0 0.000 0.000 0.000
WISCONSIN NORTH OAK CREEK 2 2 3.9127 99.9 0.0 0.000 0.000 0.000
WISCONSIN NORTH OAK CREEK 3 3 3.8921 99.9 0.0 0.000 0.000 0.000
WISCONSIN NORTH OAK CREEK 4 4 3.8806 99.9 0.0 0.000 0.000 0.000
WISCONSIN PULLIAM 8 8 3.9001 99.9 6.5 12.673 8.125 4.550
WISCONSIN SOUTH OAK CREEK 5 5 3.9038 99.9 11.4 22.252 14.250 8.002
WISCONSIN SOUTH OAK CREEK ] é 3.7652 99.9 11.4 21.462 14.250 7.212
WISCONSIN SOUTH OAK CREEK 7 7 3.9218 99.9 13.6 26.668 17.000 9.668
WISCONSIN SOUTH OAK CREEK 8 8 3.9044 99.9 13.6 26.550 17.000 9.550
0.20 9,634.65 5,762.75 3,871.90

TOTALS: 4,61
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ATTACHMENT C -- PHASE 1 RESERVE CALCULATIONS{THOUSAND TONS)

CASE 3:

CASE 3:

BASELINE RATE/LIMIT-2.5
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X2
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RATE,LIMIT
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ANN.
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1985
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BLR

Plant
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ATTACHMENT C -- PHASE 1 RESERVE CALCULATIONS(THOUSAND TONS)
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