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1.0 Gener al

1.1 What does this Federal EIP guidance cover?

This document statesthe U.S. Environmental Protection Agency’s (EPA) policy on discretionary
economic incentive programs (EIPs).! EIPs use market-based strategies to encourage people to
reduce emissions of ar pollutantsin the mog efficient manner. This guidance provides the information
you need to know to develop adiscretionary EIP, submit it to the EPA, and receive approva from the
EPA. Thisguidance pertainsto discretionary ElPsthat are or will be measuresin State
implementation plans (SIPs) and Tribal implementation plans (T1Ps).

This guidance appliesto yol? if your State or Tribe wants to establish a discretionary EIP for ataining
or maintaining the national ambient air quality standards (NAAQS) for criteria pollutants.
There are two types of EIPs. mandatory and discretionary. A mandatory EIP isa program that the
Clean Air Act (CAA) requires a State to adopt®. A discretionary EIP is aprogram that a State or
Tribe dectsto adopt. Any government agency with the authority to administer a SIP or TIP may adopt
adiscretionary EIP.

Pursuant to the EPA’ s authority under title | of the CAA, the EPA has established NAAQS for the
following criteria pollutants:

¢ ground-leved ozone (O,),
¢ carbon monoxide (CO),

1Throughout this document, you will see certain terms that appear in bold, italic font. Thisindicates that
theterm is defined in section 15.1, the Glossary.

2For the remainder of this document, “you” refersto a State, tribe, or other entity that is developing an EIP
as a SIP proposal, unless otherwise stated explicitly.

3Y ou can find the requirements for mandatory EIPs in the Code of Federal Regulations, title 40, part 51,
subpart U (59 Federal Register 16690).
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¢ lead (Pb)*,

¢ nitrogen dioxide (NO,),

¢ sulfur dioxide (SO,), and

¢ particulate matter (PM)?®

Because of the interrelationship between some of these pollutants and regiona haze, this guidance will
aso apply to EIPsthat assst States or Tribes with meeting the requirements of EPA’ s regiond haze
regulations (64 Federal Regigter 35714). To the extent that States participate in regiona planning
processes for purposes of developing regiond haze rules, the EPA intends to be involved asafull and
active participant in those processes. The EPA will use this guidance during its participation in these
planning discussions. If needed, the EPA will supplement this guidance a alater date to more
thoroughly reflect thefind regiona haze regulations.

EIPs may include any anthropogenic source of air pollution. EIPs may increase the variety of sources
participating in the effort to attain the NAAQS for criteria pollutants. EIPs may aso encourage
traditionally covered sources to develop and implement emission control programs that result in lower
emissons than traditiond regulatory measures.

Y ou will find here guidance for developing awide variety of discretionary ElPsthat gpply to every type
of source of criteria pollutant emissons. This guidance will dlow you to develop ElPs that best fit your
circumstances and at the same time meet the EPA’ s expectations for EIPs that you may includein a
SIPor TIP.

This document provides strategic advice on choosing a program and determining which sourcesto
include in the program. It provides very detailed information on how to satisfy the requirements set by
the EPA for usng emission reductions attributable to a discretionary EIP to meet your air quality-
related programs such asyour SIP or Sl P-related requirements. It aso discusses the important
tasks in program implementation such as tracking and evauation.

This document supercedes EPA’ s 1986 emission trading policy statement (ETPS) (51 Federal
Regigter 43813), EPA’s 1994 EI P rule with respect to discretionary EIPs (59 Federd Register
16690), and EPA’s 1995 open market trading rule proposal (60 Federd Register 39668). While
that proposed rule was never made final, this document addresses the public comments received for
that proposal, and provides guidance on other types of EIPs aswell.

*While lead is acriteria pollutant, EIPs should not be devel oped to address lead emissions.

SThis guidance does not currently cover EIPs that address PM , ¢ emissions. Per the July 16, 1997
Presidential Directive (62 Federal Register 38421, July 18, 1997), the national ambient air quality standards for PM , ¢
will not be implemented before completion of the next periodic review in 2002. The EPA will supplement this
guidance later when implementation strategies for PM , ¢ are developed.
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Because thisis a guidance document, it does not represent the EPA’ sfina action for your discretionary
EIP. Find action occurs when the EPA has gpproved or disapproved the discretionary EIP you submit
asaSPrevison.

1.2 Who should follow this guidance?

Y ou should follow this guidance if you are a State, Tribe, or loca ar quaity agency submitting a
discretionary EIP asa SIPrevison. 'Y ou should follow this guidance if you are developing an EIP that
you intend to include in a SIP as a means of achieving emission reductions to meet your SIP or SIP-
related requirements or as ameans for providing sources with compliance flexibility for existing SIP
requirements.

State, locd, and Tribd air quaity regulators are the primary audiences for this document. It presumes
your familiarity with the CAA and the Federd-State (or Federd-Tribal) implementation plan system for
implementing the NAAQS. Readerswill find here acomplete description of the EPA’ s expectations
for ElPsthat regulators develop to reduce criteria pollutants.

Other people may find this guidance useful.

Stakeholders, such as regulated sources of air pollutants, may be interested in the requirements of
sources involved in EIPs. Environmental advocacy organizations, educationd indtitutions, other Federa
agencies, or private businesses may propose ideas to you, or be involved in the development of an EIP.
In addition, communities of concern should aso be involved in the development of an EIP.

Stakeholders may use this document

¢ tohdp sdect the appropriate EIP, or
C to better understand the specific requirements your State must follow, or
¢ asabassfor suggesting incentive programs as an aternative compliance mechaniam.

This guidance does not gpply to you if you are required to establish an EIP by the CAA under sections
182(g)(3), 182(g)(5), 182(d)(3), or 187(g). If thisisthe case, you must develop and submit a
mandatory EIP and must use the EPA’s 1994 EIP Rule (40 CFR part 51, subpart U). The Agency
plansto revise these rules soon to make them more consistent with this updated guidance.

1.3  Why should | develop an EIP?

More and more, States are seeking NAA QS implementation gpproaches that maximize common sense,
flexibility, and cogt effectiveness. By developing a discretionary EIP, you may further this purpose by
encouraging sources to do the following:
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Find less expensive ways to reduce their emissions.

Meet their emission reduction targets earlier than required.

Go beyond their emission reduction targets.

Develop new technologies for reducing emissons.

Develop more accurate means for measuring emissons.

Minimize the adverse hedth and environmenta effects on communities of concern

Consder the environmentd effects of emissons and the cost to society when making business
decisons.

OO OO OO OO

The EPA encourages you to develop and submit discretionary ElPsto increase flexibility, stimulate the
use of less costly, innovative emission reduction measures, and provide grester incentives for
developing and implementing pollution prevention drategies, possbly with fewer resources. This
guidance will help you prepare EIP SI P submittalsfor avariety of EIPs. The EPA dso encourages
you to work closdy with your EPA Regiond Office for help with submitting EIPs. The following table
contains addresses and phone numbers of EPA Regiond Air Divison Directors available for you to
contact for help with submitting EIPs.
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Table 1.1: EPA Regional Air Division Directors

Deputy Director

Office of Ecosystem Protection
EPA Region | (WAA)

JF.K. Federd Building
Boston, MA 02203-2211
(617) 918-1500

Director

Multimedia Planning & Permitting Divison
EPA Region VI (6T)

1445 Ross Ave.

Dallas, TX 75202-2733

(214) 665-7200

Director

Environmenta Planning & Protection Division
EPA Regionl

290 Broadway

New York, NY 10007-1866

(212) 637-3772

Director

Air, RCRA and TSCA Divison
USEPA, EPA Region VII

726 Minnesota Avenue

Kansas City, KS 66101

(913) 551-7020

Director

Air Protection Divison
EPA Region [11 (3ATO0Q)
1650 Arch Street
Philadelphia, PA 19103
(215) 814-2100

Director

Air and Radiation Program

EPA Region VIII (8P-AR)

999 18" Street, 1 Denver Place-S500
Denver, CO 80202-2466

(303) 312-6005

Director

Air, Pedticides, and Toxics Management
Divison

EPA Region IV

100 Alabama St., SW

Atlanta, GA 30303

(404) 562-9077

Director

Air Divison

EPA Region IX (Air-1)
75 Hawthorne Street

San Francisco, CA 94105
(415) 744-1219

Director

Air and Rediation Divison
EPA Region V (5A-18))
77 W. Jackson Street
Chicago, IL 60604

(312) 353-2212

Director

Office of Air

EPA Region X (AT-081)
1200 Sixth Avenue
Seattle, WA 98101
(206) 553-2963

1.0 General

171



1.4 What are the goals of this guidance?

The gods of this guidance are asfollows:

»  Define economic incentive programs.

* Help you sdect the type of EIP that is best for you.

* Hep you understand the process for getting your EIP rule approved as part of your SIP.

» Tdl you what you need to know to develop your EIP rule and SIP submittal.

* Tdl you what provisons your EIP rule must contain.

* Tdl you what materids your EIP SIP submitta must contain.

»  Provide you with the information you need to implement your approved EIP.

» Tdl you what you need to know to evauate and update your approved EIP.

»  Destribe the other information you may need, including other guidance that might gpply to you.

This guidance provides information at two levels, aprogram-level and a source-level. Program-leve
guidance gppliesto your EIP asawhole. You are primarily responsble for implementing these
provisons. Source-level guidance applies to specific sources participating in your EIP. Whileyou are
responsible for establishing the appropriate requirements for sources in your rule, the sources
themsdves are responsible for implementing these other provisons. Program-level and source-level
guidance will gpply to the mgority of EIPs, but there are some exceptions where source-level guidance
is not gpplicable.

The EPA intends this guidance to be a“living document,” and plans to update the guidance periodicaly
asthe EPA establishes new policies and standards.

1.5 How does this guidance affect the EPA’s 1994 EIP rule?

The EPA’s 1994 EIP rule established requirements for mandatory EIPs, and guidance for discretionary
EIPs. Thisrule ill remainsin effect for mandatory EIPs. This document updates the guidance the
EPA’s 1994 EIP rule provides for developing discretionary EIPs. The EPA will remove section
51.490(b) of the EPA’s 1994 EIP rule when the find version of this guidance is published.

The EPA intends for this document to be the primary guidance you use as you develop your EIP.
Through this revison, the EPA intends for this EIP guidance to achieve the following:

¢ Update the exigting guidance usng anew plain language format.
¢ Tietogether, for reference purposes, dl of the existing related guidance in one document.
¢ Provide additiond information on issues not discussed in previoudy existing guidance.

Therefore, this guidance will take precedence over the discretionary EIP guidance provided in prior
documents such as the 1994 EIP (published at 59 Federd Register 16690) and the guidance in the
emission trading policy statement (ETPS) (published on December 4, 1986 at 51 Federal Register
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43813). In addition, this guidance represents the EPA’ s find action on the Open-Market Trading Rule
(OMTR) (proposed in August 3, 1995 at 60 Federd Register 39668, and on August 25, 1995 at 60
Federa Register 44290). These previoudy published documents may provide you with supplementary
information and useful background when designing your EIP.

1.6 How doesthis guidance apply to existing EIPSs?

If the EPA either approved your EIP or proposed its gpprova before the publication of this guidance, it
does not need to meet this guidance - unless you submit a modification to that EIP for SIP gpprovd. A
modification is any change to the SIP submittal used in the original SIP gpprova such as.

» additions and changesto regulatory provisons of the EIP

» addition and changes to supporting documentation

» changesto reflect new legidative directives

» changes madein other sections of the SIP, such as definitions and pendty provisonsincluded in
the origind SIP submittal to receive EPA approvd.

From now on, EPA will only agpprove EIPs that are in substantia agreement with this guidance. We
recognize you may have spent considerable effort to develop your EIP. However, sncethis EIP
guidance was not complete a the time, you may not have included al the requirements contained in this
guidance. If you have submitted an EIP to EPA ,but it has not been approved yet, you must:

»  Conault with your Regiond office to determine if any changes are needed for approval.
* Reviseyour EIP SP to make the required changes before resubmitting it to EPA.

1.7 What programs are not covered by this guidance?

As mentioned beforein section 1.1, mandatory EIPs are not covered by this guidance. In addition,
some incentive-based programs have their own separate specific rules and guidance.  This guidance
does not apply to certain programs because they were:

» developed by the EPA as part of other guidance for CAA requirements that have undergone
thelr own notice and comment rule making, or
» developed for other programs that are al-inclusive.

Most of these rules are Federal programs, are not required to be incorporated in SIPs, and therefore
cannot be met by a SIP program. The rules and guidance established for these programs:

¢ arenot to be used as guidance for EIPs,

¢ aenot superseded by thisor any other Federa EIP guidance unless explicitly stated otherwise,
and

1.0General | 9]



¢ may not be superseded by any State EIP program except as explicitly dlowed for in this
guidance.

However, if a source reduces emissions below what is required by these programs, these extra
emisson reductions may participate in trading EIPs if the emissons reductions are surplus and meet dl
other requirements of your EIP.

These programs are as follows:

Any of the CAA title IV programs for NOy and SO, reductions.

Permitting requirements under CAA title V (parts 70 and 71)

Toxics emisson averaging under national emission standards for hazardous air

pollutants (NESHAP) rulesin 40 CFR part 63.

Federaly mandated clean fuel fleet programs.

Trading provisons that implement controls based on control technique guidelines (s).

Averaging, banking and trading (ABT) programs created as part of specific mobile source

rules, induding:

-- Federd rulesfor heavy duty diesd highway engines.

-- Federd rulesfor heavy duty gasoline highway engines.

-- Federd rulesfor non-road compression ignition engines.

-- Federd rulesfor locomotives.

-- Federd rulesfor spark ignition marine engines.

--  Thevoluntary nationd low emisson vehicle (NLEV) program.

-- Averaging and trading provisions of the Federd reformulated gasoline (RFG) rules.

--  Averaging provisons under the anti-dumping provisons for conventiona gasolinein the
RFG rules.

-- Averaging provisons of State oxygenated fue programs as developed under the EPA’s
Oxygenated Gasoline Implementation Guidelines (Field Operations and Support Division,
EPA Office of Mobile Sources (OMYS), July 27, 1992).

¢ Federd rulesfor Tier [ motor vehicle standards and gasoline sulfur control (proposed May 13,
1999 at 64 Federd Regigter 26053; find rule sgned December 20, 2000, with publication the
Federd Register expected January 18, 2001).

¢ Phasell rule for smdl non-hand held equipment engines (Class | and |1 engines, 25

horsepower and less; see 64 Federd Register 15207, March 30, 1999).

Emission reductions created as the result of a consent decree.

Any future rule makings.

In addition, this EIP guidance does not supersede the established requirements of the new source
Review (NSR) program. The CAA and the EPA’ s rules and guidance describe the kinds of emissons
reductions that may be used for NSR offsetsand NSR netting in anumber of waysthat are different
from the requirements for generating and using EIP emissons reductions that are set forth in this
guidance. The NSR requirements continue, and they may not be lifted by the Stat€' s adoption of an
EIP or by the approval of that EIP into a SIP.
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Under some circumstances, however, emissions reductions generated from EIPs may qualify for use as
offsets or for netting under the NSR program. Depending on the State' s EIP requirements, sources
needing NSR offsets may obtain them through the traditional method or through an EIP. Should a State
wish to alow sources to meet their offset or netting requirements with EIP emisson reductions, such
sources may only use those reductions which independently mest:

¢ therdevant NSR requirementsin the CAA,
¢ the EPA’sNSR regulations and guidance, and
¢ therequirements of this EIP guidance, except where this guidance specifies otherwise.

In other words, you must follow the approaches discussed in this guidance, except where this guidance
explicitly identifies when NSR requirements are different from and must govern the use of emission
reduction credits that are generated through an EIP for offset or netting purposes. Thistopicis
discussed further in section 6.3(d) and other sections of this guidance.

State NOy economic incentive programs submitted to comply with the NOy SIP cal regulation
published in the Federd Register on October 27, 1998 must comply with the provisions of 40 CFR
part 51. For the purposes of SIP review and approval, the EPA considers State NOy cap-and-trade
programs that meet the requirements for the NOy budget trading program outlined in the find SIP cdll,
40 CFR part 96 to satisfy the requirements of this guidance because 40 CFR part 96 went through
separate EPA notice and comment rule making. However, if the EIP you submitted in response to the
NOy SIP cal did not meet the requirements of the NOy Budget Trading Program (but does comply
with 40 CFR part 51), you must ensure your EIP complies with this guidance. Federal EIPs meeting
the requirements of 40 CFR part 97 satisfy the requirements of this guidance.

The EPA may develop other nationd rules in the future which will be separate from the EIP. If you
have questions about whether a particular program is separate from the EIP or if you are unsure about
which guidance is appropriate for your program, you should contact your EPA Regiond Office.

1.8 What isthe general process for getting my EIP approved?

The generd process for getting your EIP gpproved consists of the following steps:

¢ Deveop theruletha contains the regulatory provisons of your program in consultation with
appropriate stakeholders - community (including communities of concern), indudry, academia
and regulators.
Prepare documentation to support your rule.
Submit your EIP rule and supporting documentation to your EPA Regiond Office.
Y our EPA Regiond Office reviews your EIP SIP submittal for completeness and decides

whether your EIP may be approved.
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¢ If the EPA Regiond Office consders your EIP SIP submittal to be incomplete, the EPA
Regiond Office will return your EIP SIP submittal. At this point, you may revise your EIP
and/or documentation and resubmit the package.

¢ TheEPA proposesyour EIP asa SIP revison in the Federd Register and takes comments on
the rule from the public. Based on the public’s comments, the EPA may require that you make
changesin your EIP.

¢ TheEPA publishesthe find gpprova of your (origind or modified) EIP in the Federa Regigter.

The EPA’ s process for rule making dso includes an dterndive in which the EPA smultaneoudy
publishes adirect fina rule and the proposed rule. The EPA can use this dternative process for EIPs,
athough the EPA expectsto use the general rule making process for most ElPs.

Y ou are responsible for implementing al aspects of your EIP as gpproved by the EPA. Section 13
describes your responsbilities for enforcement, program evauation, program reconciliation, and
inventory maintenance.

1.9 What does the EPA mean when it saysthisis guidance?

Section 1.1 described the difference between mandatory EIPs and discretionary EIPs. The EPA stated
that this guidance appliesto discretionary EIPs, but does not represent the EPA’ sfinal action regarding
discretionary EIPs. Find action occurs when the EPA has approved or disapproved the discretionary
EIP you submit asa SIP revison.

Congress did not address specific requirements for EIPsin the CAA. Consstent with our mandate, the
EPA has interpreted what an EIP should contain in order to meet the requirements of the CAA. This
document is a guidance document that sets forth EPA’s non-binding policy for EIPs. This document
does not represent find EPA action on the requirements for EIPs. Rather, this document identifies
severd different types of economic incentive programs, and proposes e ements for each type thet, if
met, EPA currently believes would assure that the program would meet the gpplicable CAA provisions.
The guidance phrases these dements in the imperative - thet is, usng the terms“mugt” or “shdl”. This
is done only to signify that EPA would propose to gpprove a SIP submittal of a program containing the
indicated e ements on grounds that under section 110(1) of the CAA, the SIP revison does not interfere
with any gpplicable requirement concerning atainment, reasonable further progress, or any other
gpplicable requirement.

Once you submit a SIP revision containing an EIP, EPA will take action through notice-and-comment
rule making to determine if the statutory requirements have been met. Only action taken &fter the
conclusion of that rulemaking would congtitute find Agency action. The EPA would take stepsto
expedite its proposed gpprovad in the case of SIP revisons containing programs that contain the
elements of this guidance.
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If you submit a program that does not contain the eements of this guidance for thet type of program,
EPA would still seek to determine whether the gpplicable CAA requirements were met, and, if so, EPA
would gpprove the submisson. The EPA would make this determination through noti ce-and-comment

rule making.
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Preceeding Page Blank

2.0 Defining an EIP

2.1 What isan EIP?

An EIP isaregulatory program that achieves an air quality objective by providing market-based
incentives or information to emission sources. A uniform emisson reduction requirement, based for
ingance on ingdlation of arequired emisson control technology, does not take account of variationsin
processes, operations, and control costs across sources even of the same type, such as electric utilities,
or petroleum refiners. By providing information or flexibility in how sources meet an emisson reduction
target, an EIP empowers sources to find the means that are most suitable and most cost-effective for
their particular circumstances. In addition, an EIP can create incentives for sourcesto go beyond an
emission reduction target. By setting a price on pollution and pollution reductions through a fee-based
gpproach or atrading program, some sources can redize an economic gain or avoid additiona costs
by sdlling excess emisson reductions, or making the reductions for less than the cost imposed by afee.
Because of the improved efficiency, EIPs may aso lead to achieving air quality goas more quickly.

A State, Tribe, or any jurisdiction responsible for implementing an air quaity management plan can
develop an EIP. An EIP may be an emission trading program, afinancial mechanism program, a
program such asaclean air investment fund (CAIF) that has features of both trading and financia
mechanism programs, or a public information program.

Y ou may choose to develop and adopt an EIP for either an attainment or anon-attainment area.

Y ou must ensure that your EIP does not conflict with or override other CAA requirements that apply to
you (eg., part D non-attainment NSR offset requirements or Part C Prevention of Significant
Deterioration (PSD) natification requirements), regardless of the attainment classfication of an area.
The submittal of your EIP as arevision to the SIP must dso be consstent with section 110 of the CAA
and 40 CFR part 51 Appendix V.

The EPA will refer to this guidance document as the Federal EIP guidance. The EPA’s 1994 ElP rule
(59 Federal Register 16690) has often been referred to as “the EIP,” but in this guidance, the EPA will
usetheterm “EIP’ to refer to an actua economic incentive program run by you. When the document
refersto your “EIP rule” it means the regulatory language adopted by you that describes and
implements an EIP. When the document refersto your “EIP SIP submitta,” it means the submittal you
make to the EPA to obtain gpprova of an EIP, including your EIP rule and supporting documentation.
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2.2 What pollutants are covered?

The Federa EIP guidance covers five of the six criteria pollutants, and their precursors. Precursors are
the emitted substances that influence the concentration of a criteria pollutant. The five criteria pollutants
covered are: CO, NO,, O;, (and its precursors, volatile organic compounds (VOC) and NOy),
PM, and SO,. Ozone precursors include VOCs and NOy.

2.3 What sources may | includein my EIP?

ElIPs may include any anthropogenic source of air pollution, including mobile, area, and stationary
sources. The sectionsin this document that address broad strategic questions of program design will
help you choose which sources to include in your EIP. The sections in this document that apply to
specific types of EIPswill help you apply your EIP to the sources you sdlect.

2.4 What arethe objectives of EIPs?

EIPs can speed up implementation of SIP requirements, and lower the cost of implementing aSIP. In
addition, EIPs have three principle objectives in relationship to the SIP. EIPs provide:

Sources with compliance flexibility to meet existing SIP requirements more cost effectively.
A means of achieving emisson reductions beyond what are currently in the SIP to meet air
qudity-related program requirements.

¢ Both compliance flexibility and emission reductions.

This document will use theterm compliance flexibility EI Ps to describe ElPs that provide sources
with flexibility to comply with existing SIP requirements in ways thet are likdly to be more cost-
effective. It will usetheterm programmatic reduction EIPs to refer to programsthat achieve
emission reductions beyond what are currently in the SIP to meet SIP or SIP-related requirements.
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3.0 Selecting Your EIP Type

3.1 How do | select thetype of EIP that will work best for me?

Y ou should firgt identify your gods when deciding what type of EIP isbest for you. Setting godswill
help you determine whether you want to implement a trading program, afinancia mechanism, a CAIF,
or apublic information program. Y ou should clearly define the scope of your EIP in terms of the
sources affected by the program. Y ou must achieve an environmental benefit from your EIP - this
concept is discussed in sections 4.3 and 5.1(a). 'Y ou may aso specificaly want your new strategy to
achieve one or more of the following:

¢ Provide sources with flexibility when complying with regulations they currently face so they
achieve the same emission reductions more chegply, quickly, and smply.

Provide an dternative when another requirement becomes too expensve.

Reduce emissions beyond your current programs.

Implement Strategies to meet the NAAQS.

Address peak ambient concentrations of pollutants.

Stimulate the development of new technologies or programs.

Correct any inequities among communities resulting from the current air quality control plan.
Reduce disproportionately high adverse hedlth and environmenta effects on communities of
concern.

O O OO OO OO

Some of the above objectives overlap, and some may actudly conflict with each other. Think through
these objectives carefully when developing your strategy so you can achieve the desired baance
between them.

The information presented in this section reflects the EPA’ s experience with incentive programs to date.
The EPA isinterested in developing economic incentive strategies that may make some of the current
technol ogies and methods more economically and technically feesble. For example, it may be more
difficult to include many mobile source strategies in a cap-and-trade program because of the difference
in the certainty of measurement of emissions from mobile sources compared to other types of sourcesin
the cap-and-trade program. Cap-and-trade programs may be structured around stationary sources
with continuous emisson monitors. Including sources with less certain measurement techniques or
quantification procedures in the program could introduce a higher and undesirable level of uncertainty
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into the overdl program. However, new measurement techniques may be developed that make these
drategies viable in the future. Therefore, you should fully consider dl options before sdecting a

program.

Generdly, an EIP may ether achieve emission reductions beyond those dready in your SIP, provide
compliance flexibility to sources for greater cost effectiveness, or both. The four generd types of EIPs
are emisson trading programs, financial mechanisms, CAIFs, and public information programs. You
will notice as you read this document that there is more information and guidance on trading programs
than the other programs. Thisistrue for severd reasons.

¢ The EPA and States have more experience with trading programs than with the other types of
ElPs.
Quantifying the results of trading programs may be more complex than other programs.
There are severa types of trading programs, each requiring specific guidance.
Trading programs can exacerbate inequities among communities more directly than other types
of EIPs.

Trading programs are not favored more or less by the EPA than other EIPs, but rather the program you
choose should specificaly address your gods and the issuesin your area.

Table 3.1 summarizes the distinguishing characteristics of each type of EIP. The primary godslised in
the table reflect goals for which these program types were originaly developed. However, you can
adapt most EIP types to achieve either compliance flexibility or emission reductions - or both. For
example, you could use the flexibility of emissions averaging to dlow you to employ a dricter emission
gandard. The EPA strongly encourages you to design your program to meet your specific gods.

Table3.1: Characteristics of EIPs

EIP Type General Description
Emission Averaging Emission averaging EIPs provide a source or group of sources (typically stationary
Programs sources) flexibility in complying with a rate-based regulatory limit by averaging the rate
of pollution it emits with another source. Emission averaging ElPs involve emission
Primary Goal: units at one facility or, if not at the same facility, within the same State. Emission
C Compliance averaging enables a source emitting above its allowable emission rate limit to comply
flexibility ith that rate limit by averaging its emissions with a second source emitting below that
second source’ s regulatory rate limit.
Sour ce Specific Emission /A source-specific emissions cap allows a specified stationary source or alimited group
ICaps of sources that are subject to arate-based emission limit to meet that requirement by
accepting a mass-based emission limit, or cap, rather than complying directly with a
IPrimary Goal: rate-based limit.
C  Compliance
flexibility
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Table3.1: Characteristics of EIPs

EIP Type

General Description

Multi-source Emission
Cap-and-Trade EIPs

JPrimary Goals:
C  Compliance
flexibility
C Emission
reductions

A multi-source emission cap-and-trade EIP limits the total emissions from acertain
category or group of sourcesto alevel needed for an areato attain or maintain a
NAAQS, or comply with the NOy SIP call regulation - and allows sources flexibility in
complying with their emission limits.

Open Market Trading
(OMT) EIPs

Primary Goal:
C  Compliance
flexibility

OMT EIPs alow sources to use emission reductions created through discrete actions
taken in the past to meet current or future emission reduction requirements.

Financial Mechanism
ElPs

Primary Goal:
C  Emission
reductions

Financial mechanism EIPs include fees, taxes, or subsidies targeted at promoting
pollution reducing activities or products. Examples include afee on emissions, a
subsidy for purchase of zero-emitting vehicles, and transportation pricing. Time-
saving mechanisms, such as a high-occupancy vehicle lane for car pools, aredsoin
this category.

Clean Air Investment
Funds

Primary Goal:
C  Compliance
flexibility

A CAIF isamechanism to provide away to lower costs for sources facing high control
costs and promote investment in technology innovation to improve long term air
quality. A CAIF program has elements of both trading and financial mechanism EIPs.
In a CAIF, sources participate by paying a designated fee in lieu of making on-site
emission reductions, and the fund's manager acquires emission reductions elsewhere.

Public Information EIPs

Primary Goal:
C Emission
reductions
C  Increased public
awareness

Public information EIPs provide information such as product certifications, product
labels, or other information that people may consider when making a decision that has
air quality consequences. The EPA encourages the use of public information programs
because they increase public awareness of environmental issues. Examplesinclude
labeling consumer products like paints, with information on their VOC content, and
public information campaigns aimed at getting people to reduce emission producing
activities.

As emphasized in section 1.9 of this guidance document, this document proposes requirements for
EIPs. The EPA currently believes following these requirements (which are phrased in the imperative -
using the terms “mugt” or “shdl”) would assure that the program would meet the gpplicable CAA
provisons.

If you submit a SIP revison containing an EIP that includes the dements of this guidance, EPA would
take steps to expediteits approva through notice-and-comment rulemaking. On the other hand, if you
submit a program that does not contain the elements of this guidance, EPA would determine whether
your program meets the applicable CAA requirements nevertheless, and, if so, EPA would gpprove the
submisson. The EPA would make this determination through notice-and-comment rule making. The
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EPA’s ahility to expedite this rulemaking would likely depend on the extent that your program departed
from this guidance.

3.1(a) Determining your strategy

The questions below are provided to help you consder key issues in determining the EIP best suited for
your area and your particular circumstances. The EPA has added tips for some of the questionsto
further help you in sdlecting an EIP.

While these guidelines reflect the EPA’ s experience with incentive programs to dete, you have the
flexibility to determine the program most gppropriate for your Stuation. The questions and the tips have
been provided only as aguiddine, and they should not limit you to using a particular program. You
may not need to consder every question provided, or, conversdaly, there may be additiona questions
that you need to answer as you design your program. In addition, the EPA’stips may not apply in
every case. You may determinethat it is more appropriate to do something different.

What program will work best for the pollutant in which | am interested?

Some pollutants may be better suited for ether atrading EIP, or afinancia mechanism EIP, depending
on how eadily you can identify the sources or quantify the level of pollution. If you can measure
emissons rdaively accurately, and the impacts of the pollutant from one source are smilar to the
impacts from another source, atrading program may work. If difficulty arisesin measuring the leve of
the pollutants emitted from the sources, or if directly controlling those sources is difficult, then afinancid
mechanism or public information program may be more suitable.

Tips from the EPA

For VOCs, any EIP may be appropriate, but you must include the provisons listed in section 5.1(b),
6.2(b), and 16.2 concerning localized impacts of hazardous air pollutants.

What program will work best for sources emitting pollutants in which | am interested?
Arethe emissonsin your area coming more from stationary sources or mobile and area sources? If

dtationary sources are causing the most emissions, are the facilities located close to each other (in an
industrial zone) or spread across the area?

If you are designing an EIP to address primarily emissions from motor vehicles, you may want to desgn

your program differently from how you would when addressing emissions from power plants, for
example.
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Tips from the EPA

If you are interested only in controlling emissions from large, stationary sources, atrading EIP or a
financia mechanism may work well for you. In particular, a multi-source cap-and-trade EIP may work
well here.

If you are interested in commercialy owned fleets of vehicles or other mobile sources, you may
congder incorporating emission reduction strategies from these sources into a trading program, as well
as financid mechanisms, public information programs, etc.

If you are interested in individualy owned mobile sources, you may consder financid mechanisms, such
as transportation pricing or subsidies, or public information programs to increase awareness of the
environmental benefit provided by use of public trangportation or car pooling. Y ou will want to consider
the easiest way to control the pollution. For example, do you want to target vehicles or gasoline
dations?

If you can measure the level of pollution from sources with reative accuracy, and the impeacts of the
pollutant from one source are Smilar to the impacts from another source, a trading program may work.
These programs may aso reduce emissons most efficiently in cases where the benefits of emisson
reductions are more sengtive to emisson changes than the costs of those reductions.

In addition to matching an EIP type to your specific circumstances, kegp in mind that one intent of EIPs
isto provide incentives that encourage sources to seek less-costly ways to reduce emissions, or to
reduce emissons beyond requirements, or both. For trading programs, for example, agenerd rule of
thumb is that the greater the number of sources participating in the market, and the smpler the rules, the
lower the total costs will be for dl participating sources. However, other goals and specia concerns,
such as equity and disproportionate localized impacts, additiond environmenta benefit, and
enforcement certainty may force you to trade off some of the cost-effectiveness you are trying to
achieve.

How could existing air quality programs cause disproportionately high and adverse effects
on communities of concern?

Does your EIP cover VOC emissions that include HAPs? Are VOC more concentrated in a
community than in the rest of your potentid trading area’? Could implementation of an EIP that provides
more flexibility than most other programs make reletive air quaity worse in these communities of
concern by increasing or avoiding decreases of toxic emissons?

Tips from the EPA

With respect to potentiad environmental justice concerns, you should conduct a screening analysis for
the local areathat addresses the following questions:
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¢ Doesthe community of concern include minority populations, low-income populations, and/or
Tribes?

¢ Aretheimpactslikey to fdl disproportionately on minority populations, low-income
populations, and/or Tribes?

The second question may be harder to answer than thefirg, in part, because the impacts include
environmenta and socioeconomic effects that may be unique to the loca area. Therefore, your
screening andysis should include:

¢ anexamination of the locd public health and safety issues associated with the emission shifts
and

¢ ananaydsto predict the community’ s particular socioeconomic indicators such as:
-- employment
-- income levels,
-- housing qudlity, and
-- dependence on public transportation associated with the EIP (for example, you may want to
consder what provisons you could add to atransportation incentive EIP to ensure that |ower
income individua’ s access to transportation will not be a concern).

If you wish to adopt a trading program covering VOC emissonsin an areawith communities of
concern, you should include provisons to ensure that:

¢ TheVOC emissons do not shift digoroportionately into communities of concern, and
¢ Trading does not diminish the benefits that communities of concern aready overburdened with
toxic exposures would have enjoyed.

Similar regtrictions should aso be included in other EIPs (e.g., emisson fee and CAIF programs) if
there is a chance that communities of concern may bear a digproportionate amount of the VOC
emissons after the EIP isimplemented. These issues are discussed in more detall in sections 4.2 and
16.2.

If your EIP will impact Indian country, these tips also apply. However, since Tribes have sovereignty
over Indian country, you will need to work with the affected Triba governments on a government-to-
government bads. Y ou may wish to consult section 11.2, “What must | submit for approvad if my

trading program involves more than my State?’ if you need to include Tribesin your trading program.

How will the geography of my area affect my selection of a program?

The geographic characterigtics of your area may influence your decision on the most effective EIP for
your area. For example, atrading program will work better when the emissions impacts from the
sources are milar. If the geography of your areais such that pollutants are transported over alarge
area, you may find that emissons from alarge number of sources throughout the area contribute to the
problem ratively equaly. Inthis case atrading program may address the problem effectively.
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However, the terrain or devation of an area may influence the trangport of emissons, and how smilar
the impacts of emissons from different sourcesare. For example, in an area with a meteorological
inversion where the pollution concentratesin asmaller area, some sources will have a greater impact on
the problem than others. With a smdler number of sources where location of the source plays a grest
rolein the contribution of the pollutants, consider a program that can address those sources specificdly.

How accurately do | have to quantify emissions?

Emissions should be monitored and quantified according to other rules and guidance promulgeted by
EPA. Thereis no requirement for more complex or costly quantification techniques.

However, some EIPs will require more accurate quantification than others, both in terms of emissons
and emission reductions, due to the nature of the program. For example, to run atrading EIP, you
need to know the level of emissions from each source, aswell as the environmenta benefits due to an
emission reduction strategy. The samewill hold true for afee program where afee is based directly on
the leve of pallution. Other programs (eg., public information EIPs) may require only an estimate of
the aggregate change in pollution levels from al of the participating sources.

The desired god isfor al source categoriesincluded in an economic incentive program to have
relatively equd levels of certainty when compared to one another. Including sources with vastly
different levels of certainty may result in an overdl level of uncertainty that compromises the desired
environmenta benefits of the program. How close the levels of uncertainty should be will depend on
the specific nature of the program. These concerns about relative uncertainty of emissonsfor included
sources are most notable in trading programs, and particularly cap-and-trade programs.

The EPA encourages program designs that inherently encourage higher levels of certainty in the
measurement of emission rates and quantification of aggregate emisson levels. In designing a program,
you should consider the most effective and certain Strategies that can achieve the desired environmenta
benefit.

Tips from the EPA

Trading EIPs and fee EIPs where afeeislevied on actud emissonswill generdly require more
accurate quantification of the emission reductions than other programs. For a cap-and-trade program,
in particular, you should consider using the best available quantification and testing methodol ogies for
measuring emissions for the participating sources. Further, other issues (e.g., program integrity,
emissions monitoring, and accountability) must be adequately addressed to include more diverse source
categories in a cap-and-trade program.
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How will I enforce my program?

Most ElPs require source-specific enforcement. 'Y ou should consider how you will enforce the EIP,
and determine whether you have the necessary accounting mechanisms and the resources available.
Y ou may aso find that while some enforcement provisions are suitable for stationary or area sources,
they may not be applicable to mobile sources.

To ensure continuous compliance from stationary sources participating in your EIP, your EIPs
compliance requirements must o include the following provisons.

¢ Where gpplicable, enhanced monitoring, as required by section 114 of the CAA.

¢ A required minimum amount of time that monitors must be functiond.

¢ A requirement to record the readings from the monitor or monitoring system.

¢ A requirement to maintain these records for at least 5 years.

Y ou must show you have adequate resources to review the monitoring data to determine compliance
and to enforce againgt violations based directly on the monitoring data and on any other credible
evidence of violaions.

If your EIP has an impact in Indian country, you should consider that Tribes have their own sovereign
authority, including enforcement. 'Y ou may need to address this through an MOU, as discussed in
section 11.2.

How does my program affect stakeholders?

When considering an EIP, you should identify the stakeholders potentidly affected by the EIP, and
compare the EIP s potentia impacts on your stakeholders to both the current regulatory situation and
the potentia impacts of any aternative regulatory programs considered. This comparison isimportant
to ensure that all appropriate stakeholders are included in the process, and that any potential effects of
the program are appropriately addressed.

Y ou will need to know how many sources will be affected, or participate, and the technical abilities of
the sources. For example, small businesses may not have engineering or lega departments. Y ou will
want to know what action or investment in emission reductions the sources have taken in the past, or
whether some sources or individuas have higher emissions than smilar sources or individuas.

If your EIP will generate revenue, consider how you will use the funds. For a multi-source cap-and-
trade EIP, how will you digtribute the emisson allowances?

What resources do | need to create, implement, enforce, and maintain an EIP?

Y ou will want to determine the resources required for a particular EIP and determine if the government
and program participants have the needed resources. As part of this process, you should:
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¢ Condder the cogts of running or participating in a program, and the administration, staffing, and
infrastructure needed to collect, receive and/or process information, including audits and

ingpection.

¢ Determine whether you and the program participants can make the financia and resource
commitment necessay.

¢ Determine whether you have the necessary lega authority to develop, implement, and enforce
the EIP.

Have | considered everything?

The above ligt of questions is not intended to be a complete ligt to use as you develop your EIP. You
may discover some other questions that you will want to answer aswell. For example, you should
aso consder whether your EIP may affect air quaity-related valuesin your area. As previoudy stated,
guestions and answers are based on experience with these programsto date. Since methods or
technologies may be developed that will alow for a broader use of programs, you should consider any
such developments. 'Y ou should also consult your EPA Regiona Office. Table 1.1 lists addresses for
the appropriate Regiond Office contacts.

3.1(b) Attributesthat make EIPs successful

The following is based on discussons held by the Economic Andlysis Group of the Nationa and
Regiona Strategies Work Group - part of the Federal Advisory Committee on Ozone, Particulate
Matter, and Regiona Haze Implementation.

The attributes listed below are generally essentid to the success of your EIP. These attributes do not
represent the required program e ements that will be used in the EPA review of your EIP. Rather, they
may assst you in determining the program best suited to your needs.

If you believe an emission trading program is the program best suited to meet your needs, see sections
6.0 and 7.0 for moreinformation. See sections 8.0, 9.0, and 10.0 for more information on financia
mechanism EIPs, CAIFs, and public information EIPs respectively.

Attributes That Make Emission Averaging EIPs and Open Market Trading EIPs Successful

¢ Comparing potentid trading partners, the differencesin emisson control cost differentias
exceed the transaction costs of making atrade.

¢ A cgponthetotd emissonsfrom participating sourcesis not crucid for achieving air quality
objectives.

¢ A wedl-defined baseline leve of emissons (emissions prior to implementing the program) can
be calculated.

¢ Methodsfor quantifying emissions are generally accepted as unbiased and trustworthy, and the
relatively low level of uncertainty is quantified and accepted.

¢ Emission sources can readily and accurately collect the data necessary to calculate emissions.
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Spikesin emission levels (short-lived peaks) or locaized increases in emissons are managed O
they do not lead to unacceptable degradation in air quality.

Disproportionately high and adverse effects on communities of concern (if any) can be mitigated
by the EIP.

Economic efficiency issues do not overwhem equiity issues among communities

Adequate pendty provisons can be implemented.

The regulatory agency has sufficient resources to administer and enforce a program.

See section 7.2 for more information on emission averaging EIPs and section 7.5 for OMT EIPs.
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Attributes That Make Source-Specific Emissions Caps and Multi-source Emission Cap-and-
Trade EIPs Successful

OO OO

The st of included sources is well-defined.

Methods for quantifying emissions are generaly accepted as unbiased and trustworthy, and the
relatively low level of uncertainty is quantified and accepted.

Emission sources can feasibly and accurately collect the data used to calculate emissions.
Thereislittle potentia for emissions to shift from included sources to excluded sources.

Spikes in emisson levels (short-lived pesks) or locdized increases in emissons would not result
in unacceptable ar quality.

Disproportionately high and adverse effects on communities of concern (if any) can be mitigated
by the EIP.

Economic efficiency issues do not overwhem equiity issues among communities.

Adequate pendty provisions can be implemented.

The regulatory agency has sufficient resources to administer and enforce a program.

Included sources are a mgjor portion of the air quaity problem, athough the sources do not
necessarily need to be the largest sources (multi-source cap-and-trade EIPs only).

Given the purpose of the emisson trading program, the total emission budget isset at aleve
consstent with the environmenta goa (multi-source cap-and-trade EIPs only).

Appropriate data are available to dlocate budget shares and determine the impact of the EIP
on the inventory (multi-source cap-and-trade EIPs only).

See section 7.3 for more information on source-specific emission cap EIPs and section 7.4 for
multi-source emission cap-and-trade EIPs.

Attributes That Make Emission Fee Financial Mechanism EIPs Successful

The relevant governmenta body possesses legd authority to levy emission fees.

Fees are levied on emissions or on an activity or commodity that is reasonably related to
actual emissions or potentiad emissons.

The fees are reasonable, but significant enough to motivate emission reductions.

Methods for quantifying emissons or the activity on which the fee is based are generdly
accepted as unbiased and trustworthy, and the rlatively low level of uncertainty is quantified
and accepted.
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¢ The potentia for asubstantia difference between expected and actud emission reductionsis
acceptable.

Increase in emissons over time from included sourcesis acceptable.

The regulatory agency can adjust fees within areasonable period of timeif the feesareinitidly
Set too low or too high.

The planned use of fee revenue is authorized by the relevant governmental bodly.

The planned use of fee revenue is generdly accepted by stakeholders.

Any rebate mechanism does not dilute the incentive.

Disproportionately high and adverse effects on communities of concern (if any) can be mitigated
by the EIP.

Adeguate penaty provisons can be implemented.

The regulatory agency has sufficient resources to administer and enforce a program.
Trangportation pricing mechanisms are devel oped to ensure that lower income peopl€e' s access
to transportation is not a concern.

DO OO OO

OO

Attributes That Make Subsidy Financial Mechanism EIPs Successful

The rdlevant governmenta body possesses legd authority to provide subsidies.
Subsidies on activities reasonably related to actua emissions or potentiad emissons.
Where projected emission reductions are based on changes in behavior, methods for verifying
that such reductions have taken place to the degree projected are generally accepted as
unbiased and trustworthy, and the rdatively low level of uncertainty is quantified and accepted.

¢ The potentia for asubgtantia difference between expected and actud emisson reductionsis
acceptable.

¢ Theregulatory agency can adjust subsidies within areasonable period of time if the subsidies
areinitidly st too low or too high.

¢ If needed, adequate penalty provisons are in place to ensure that the subsidy is used as
expected.

¢ Disproportionately high and adverse effects on communities of concern (if any) can be mitigated
by the EIP.
The regulatory agency has sufficient resources to administer and enforce a program.
The regulatory agency has a sufficient, long-term funding mechanism to administer the program
over the period which the emisson reductions are vaid.

¢ Trangportation pricing mechanisms are devel oped to ensure that lower income peopl€e' s access
to trangportation is not a concern.

See section 8.0 for additiond information on financiad mechanism ElPs.

Attributes that make CAIFs successful

The relevant governmental body possesses legd authority to collect paymentsinto the fund.
The source faces alower compliance cost by paying a set annua amount per ton into the CAIF
in lieu of ingdling control equipment.

¢ Sources can caculate awell-defined basdline level of emissons.
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Methods for measuring emission reductions handled by the CAIF are generdly accepted as
unbiased and trustworthy, and the rdatively low level of uncertainty is quantified and accepted.
The cost-per-ton threshold is reasonable, but significant enough to motivate the source to
achieve mogt of ther required emission reductions.

The regulatory agency can adjust the cost-per-ton threshold within a reasonable period of time
if the costs per ton areinitialy set too low or too high.

The planned use of the fund’ s revenue is authorized by the relevant governmental bodly.

The planned use of the fund's revenue is generally accepted by stakeholders.

Disproportionate effects in communities of concern (if any) can be mitigated by the EIP.
Adequate pendty provisons can be implemented.

Spikesin emission levels (short-lived pesks) or localized increases in emissions would not lead
to unacceptable degradation in air quality.

The regulatory agency has sufficient resources to administer and enforce a program.

Emission sources can readily and accurately collect the data necessary to calculate emissions.

See section 9.0 for additiona information on CAIF ElPs.

Attributes That Make Public Information EIPs Successful

DO O OO

OO

C

The targeted public has the ability to reduce emissons.

The targeted public understands the intent of information provided.

The information provided specificaly identifies desred behavior.

The information provided motivates behaviora change.

The information is provided early enough for the public to have the time necessary to change
their behavior.

Disproportionate effects in communities of concern (if any) can be mitigated by the EIP.
Theinformation is provided frequently enough, through enough media, and in sufficient variety,
to reach target audiences and continudly get tharr attention.

Where target populations are culturdly diverse, the informetion istailored to each culturd
group.

The regulatory agency collects data (before, during, and after implementation) that alow
comparison of emissons with and without the program.

The regulatory agency has sufficient resources to administer and enforce a program.

See section 10.0 for additiond information on public information EIPs.

3.2 Whom should | involvein sdlecting and developing my EIP?

EIPs may require the cooperation of various public and private sector entities. An EIP is much more
likely to succeed if the affected parties are involved early on in the process. For example, regulated
industries may have more interest in an EIP if they fed that their particular circumstances and aility to
comply are accounted for. Environmenta groups and communities of concern will be more
comfortable with an EIP if their concerns are addressed up front.
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Some successful EIPs have involved groups other than those who immediately come to mind. Councils
of Government, Chambers of Commerce, neighborhood organizations in communities of concern and
academic ingtitutions (particularly economists) have played important roles in developing some EIPs.

For trangportation EIPs, you should consider involving any agenciestha will play arolein the
implementation of the program. For example, a transportation pricing program will likely be
implemented by ametropolitan planning organization (MPO), a State Department of
Trangportation, or alocd trangportation authority. Y our State legidature may have the authority to
establish these programs.  For these EIPs to function properly, you should involve the gppropriate
parties in the program’ s selection and development. Their exact roles will depend on the specifics of
your EIP.

In generd, when developing an EIP, consder involving the following:

Y our EPA Regiond Office.
Representatives from emission sources or individuas to be included in the program.
Representatives of locd government, and dl relevant government jurisdictions (including
representatives of Tribes).
Representatives from environmenta organizations.
Members of the community, particularly those representing communities of concern.
Organizations or sources with specidized knowledge or perspectives (eg., academic
ingtitutions, Chamber of Commerce).

¢ Aneconomig.

3.3 How do | apply thisguidanceto a particular type of EIP?
This section is designed to help you determine which sections of the guidance are relevant to you if you
are implementing an EIP. While sections of this guidance gpply to dl types of EIPs, severd other

sections are gpplicable only to specific types of EIPs. The following table will help you decide which
sections you should read.

3.0 Secting Your EIP Type | 29|



Table 3.2: Which Sections of this Guidance Should | Read?

Then you should read the
If you areimplementing... following general sections...

Any type of EIP 1.0-5.0&11.0-13.0

Then you should also read the

If you areimplementing a/an... following sections...
Emission Averaging EIP 6.0& 7.2
Source-specific Emission Cap EIP 6.0& 7.3
Multi-source Emission Cap-and-trade EIP 60& 74
Open Market Trading EIP 6.0&75
Financial Mechanism EIP 8.0
Clean Air Investment Fund EIP 9.0
Public Information EIP 10.0

Section 14.0 contains information on guidance that gpplies to mobile sources that you may use instead

of thisguidance. Section 15.0 contains the glossary and alist of acronyms. Section 16.0 is where you
will find the appendices to this guidance. These agppendicesinclude severa documentsthat are closdy
related to this guidance document and that you are likely to use as you develop your EIP.
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Preceeding Page Blank

4.0 Fundamental Principles
of All EIPs

There are three fundamentd principles that apply to dl EIPs. These fundamenta principles are

C integrity
¢ equity, and
C environmentd bendfit.

While other dements of EIPs (e.g., cos-effectiveness, efficiency, flexibility) are compelling reasonsto
adopt an EIP, the EPA views these fundamentad principles as essentid to the success of your EIP.
While the types of EIP and the design dements used for a given Stuation may vary, these fundamental
principles mugt serve as the foundation of your program. When you make decisions regarding the
design or overdl objectives of your program, you must keep integrity, equity, and environmental benefit
inmind. They form the lenses through which dl aspects of an EIP must be viewed.

These fundamentd principles can apply to your EIP in its entirety (programmatic principles) and to
sources participating in your EIP (source-specific principles).  In either case, program requirements
you include in your EIP to satisfy these fundamenta principles may restrict the number of sources that
can participate, or add additiona rules and requirements that participating sources must mest, thus
reducing the overal cost-effectiveness of your EIP. Y ou should carefully assess the tradeoffs you are
making between cogt-effectiveness and the integrity, equity, and environmenta benefit principlesto
ensure they are acceptable to you and your stakeholders.

Sections 4.1 describes integrity, section 4.2 describes equity and section 4.3 describes environmental
benefit.

As emphasized in section 1.9 of this guidance document, this document proposes key eements for
EIPs. The EPA currently believes that a program containing these elements (which are phrased in the
imperative - usng the terms“mugt” or “shal”) would assure that the program would meet the applicable
CAA provisions.
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Once you submit a SIP revison containing an EIP, EPA will take action through notice-and-comment
rule making to determine if the statutory requirements have been met. Only action taken after the
conclusion of that rulemaking would congtitute find Agency action. The EPA would take stepsto
expedite its proposed gpprovd in the case of SIP revisions containing programs that contain the
elements of this guidance.

If you submit a program that does not contain the eements of this guidance for thet type of program,
EPA would still seek to determine whether the gpplicable CAA requirements were met, and, if so, EPA
would gpprove the submisson. The EPA would make this determination through noti ce-and-comment
rule making.

4.1 How must my EIP meet the integrity principle?
There are four elements that make up integrity. These eements can gpply to dl EIPs. The dements are:

surplus,
guantifiable,
enforceable and
permanent.

OO OO

These elements can apply to both the programmatic and source-specific requirements, regardless of the
objectives of your EIP. Whether your EIP is acompliance flexibility EIP, a programmeatic reduction
EIP, or both, you must demondtrate that it has integrity for the overdl program, and the participating
SOurces.

At the programmatic level, your EIP must reflect the integrity éements applicable to the program’s
overd| regulatory requirements. By addressing the programmatic integrity elements you ensure that
your EIP will accomplish its overal objectives. You are aso responsible for adopting arule that
adheres to the gpplicable elements at the source-specific level. Doing so ensures ElP-related actions
taken by individua sources meet your EIPs godls.

Because the programmatic and source-specific requirements of EIPs are different, the eements do not
goply to the two program levesin the same manner. In addition, depending on the nature of the EIP or
the type of sources participating in the EIP, certain dements may only apply partidly, if a al.

Some EIPs may be a combination of severa EIP types. For example, an EIP may generate emission
reductions in a manner consstent with one type of EIP and then use them according to another. If your
particular EIP combines components of different EIPs, then, to the extent necessary, you need to follow
the integrity elements that gpply to each component of your program. In such cases you should work
with your EPA Regiond Office to determine the proper integrity e ements that apply to your program.
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On the other hand, some types of EIPs may not be combined because their characteristics and
requirements, as described elsawhere in this guidance, are not compatible. For example, an OMT EIP
may not be combined with elther a source-specific emisson cap EIP or a multi-source emission cap-
and-trade EIP. To do so would violate the procedures for establishing emisson caps and thus
compromise the integrity of those caps.

4.1(a) Programmatic integrity elements

These eements establish the criteria used to evauate whether a sourceisin compliance or its emisson
reductions are vaid for use in an EIP included in your SIP.

Integrity ensures the vdidity of the program overdl. The programmetic integrity € ements address your
responsibilities as you design and implement your EIP. This section presents the genera definitions of
the programmatic integrity eements at the programmatic level. Where applicable, emissons, emission
reductions or other required actions resulting from your EIP must be surplus, quantifiable,
enforceable, and permanent according to the following definitions. In addition to the generd
programmeatic definitions provided bel ow, section 6.3(d) describes additiond requirements you must
comply with if emissions reductions generated by your EIP are to be used for NSR offsets or netting.

Surplus. Programmatic emission reductions are surplus as long as they are not otherwiserelied onin
any of the following air qudity-related programs.

Your SIP.

Y our SIP-related requirements such as transportation conformity.

Other adopted State air qudity programs not in your SIP.

Federa rules that focus on reducing precursors of criteria pollutants such as new source
performance standards (NSPS), rules for reducing VOCs promulgated under section 183 of
the CAA, and statutorily mandated mobile source requirements.

C
C
C
C

In other words, you may not claim programmeatic EIP emission reductions that result from any emisson
reduction or limitation of a criteria pollutant precursor that you require to attain or maintain aNAAQS
or satisfy other CAA requirements for criteria pollutants, such as NSR Class | protection. In the event
that your EIPs programmatic emission reductions are relied on to meet new air quality-related program
requirements listed above, they are no longer surplus for any future EIP you develop. Note that the
programmeatic surplus eement only applies to programmetic reduction EIPs. - the eement does not
apply to compliance flexibility EIPs.

Furthermore, you may not claim programmatic EIP emission reductions that result from any emisson
reductions that occur because of compliance with a consent decree.

Enfor ceable: Emission reductions use, generation, and other required actions are enforcegble if:

¢ They areindependently verifigble.
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Program violations are defined.

Those liable for violations can be identified.

Y ou and the EPA maintain the ability to apply penaties and secure appropriate corrective
actions where applicable.

Citizens have access to dl the emissons-related information obtained from the source.
Citizens can file suits againgt sources for violations®.

They are practicably enforceable in accordance with other EPA guidance on practicable
enforcegbility.

Quantifiable: Emissons and emission reductions attributed to your EIP are quantifiable if you can
reliably and replicably measure or determine them.

Permanent: For compliance flexibility EIPs, the results of your EIP are permanent if you are able to
ensure that no emission increases (compared to emissonsif there was no EIP) occur over thetime
defined inthe SIP. For programmatic reduction EIPs, the results of your EIP are permanent if you are
able to ensure that the programmetic reductions occur over the duration of your EIP rule, and for as
long asthey arerelied on in your SIP or SIP-reated requirements.

Table 4.1(a) summarizes the generd definitions of the programmatic integrity elements discussed in
section 4.1 (a). Each type of EIP must conform to the generd definition of surplus. In addition, EIPs
must fulfill different requirements of the definition of surplus specific to each EIPtype. Table 4.1(b)
compares how the programmetic integrity eement of surplus applies to the various types of trading
ElPs. Table 4.1(c) compares how the programmatic integrity element of surplus applies to other types
of EIPs. Discussions of how the integrity element of surplus specificaly appliesto each EIP type are
aso found in later sections of this guidance that pertain to specific types of EIPs.

SNote that citizens cannot file suits against Tribes, or sources owned and operated by Tribes. See 40 CFR
part 49.4(0).
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Table4.1(a): Programmatic I ntegrity Elements

Integrity Element General Definition

Emission reductions used to meet air quality attainment requirements are surplus
aslong as they are not otherwise relied on in air quality-related programs related

to your SIP, SIP-related requirements, other State air quality programs adopted but
Surplus not in your SIP, a consent decree, or Federal rules that focus on reducing criteria
pollutants or their precursors. In the event that your EIPs programmatic emission
reductions are relied on to meet air quality-related program requirements, they are
no longer surplus.

Emission reductions and other required actions are enforceable if:

They are independently verifiable.

Program violations are defined.

Those liable can be identified (see section 6.1(a)).

Y ou and the EPA maintain the ability to apply penalties and secure

Enforcesble appropriate corrective action where applicable.

C  Citizens have accessto all the emissions-rel ated information obtained
from the source.

C  Citizens can file suits against sources for violations (with the exception of
those owned and operated by Tribes).

C  They are practicably enforceable in accordance with other EPA guidance

on practicable enforceability.

OO OO

Emissions and emission reductions attributed to your EIP are quantifiable if you

uantifiable . . .
Q can reliably and replicably measure or determine them.
For compliance flexibility ElPs, the emission reductions are permanent if you are
able to ensure that no emission increases (compared to emissions if there was no
EIP) occur over the time defined in the SIP.
Permanent

For programmatic reduction EIPs, the emission reductions are permanent if you are
able to ensure that these reductions occur over the duration of the EIP rule, and
for aslong asthey arerelied on in the SIP.
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Table 4.1(b): Programmatic I ntegrity Element of Surplus for Trading EIPs

Emission Averaging

Sour ce-Specific Emission
Cap

Multi-Sour ce Emission
Cap-and-Trade

Open-Market Trading

If the programis
claiming reductions, in
addition to the general
definition:

¢ you must show that
your EIP resultsin more
reductions than would
have occurred without
the program.

If the programis
claiming reductions, in
addition to the general
definition:

* you must show that
your EIP resultsin more
reductions than would
have occurred without
the program.

If the programis
claiming reductions, in
addition to the general
definition:

* you must show that
the cap on al emissions
is below the threshold
that would have been
set before the program
was implemented.

The general
programmatic integrity
element of surplus does
not apply to open-

market trading (OMT)
EIPs, since OMT EIPsdo
not achieve program-
wide emission

reductions.

Table4.1(c): Programmatic Integrity Element of Surplusfor Other EIPs

Financial M echanism

Clean Air Investment Fund

Public Infor mation

If the programis claiming
reductions, in addition to the
general definition:

« you must show that the EIP

The general programmatic
integrity element of surplus does
not apply to the CAIF EIPs since
they do not result in program-wide
emission reductions.

If the programis claiming
reductions, in addition to the
general definition:

* you must show that emission

would result in lower emissions
than would have occurred
without the program.

reductions have occurred beyond
what would have occurred
without the program.

4.1(b) Source-specific integrity elements

The source-specific integrity dements apply to the emissons, emission reductions, and required actions
taken by individua sources participating in your EIP. This section generdly defines the source-specific
integrity elements.  Source-specific actions resulting from your EIP must be surplus, quantifiable,
enforceable, and permanent according to the following generd definitions. To the extent that sources
are taking actions that result in emisson reductions, different requirements for the integrity eements
apply to sources actionsfor each EIP type. These requirements are described in later sections of this
guidance that pertain to specific types of EIPs. In addition to the generd definitions provided below,
section 6.3(d) describes additiona requirements you must comply with if emissions reductions
generated by your EIP are to be used for NSR offsets or netting.

Qurplus. For any criteria pollutant program, source-specific emisson reductions are surplusiif the
reductions are not presently relied upon in your current air qudity-related program requirements defined
in section 4.1(a) for the time that the reductions occur; or if they are not required as the result of a
consent decree.
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Also, source-gpecific emisson reductions of a criteria pollutant resulting from a non-criteria pollutant
program are generaly surplusif they are not relied upon in your air quality-related program
requirements defined in section 4.1(a) for that criteria pollutant with exceptions noted below.

The basdline emissions should not exceed the magnitude of emissions for a particular source that was
used as input to the latest modeling attainment demonstration gpproved by the EPA. This means that
emission reductions measured by sources on a prospective basis are surplus if the projected basdline
emissons (emissions prior to implementation of the EIP) from the source or group of sources
participating in the EIP are accounted for as described below.

¢ The applicable prospective point source inventory for that source or group of sources reflects
projected emissons that include existing ar quality-related program requirements defined in
section 4.1(8). This means that for each source generating emission reductions, the sum of the
actua emissons and the amount claimed as emission reductions must be less than or equa to
the amount alocated to that source in the emissons inventory.

¢ The applicable prospective area source inventory for that source category reflects projected
emissons that include exigting air quality-related program requirements defined in section
4.1(a). Thismeansthat for each source category generating emission reductions, the sum of the
actud emissions and the amount claimed as emission reductions must be less than the amount
alocated to that source category in the emissions inventory.

¢ For mobile sources, you must demonstrate that you are using an acceptable basdine which
accuratdly reflects emissions without the implementation of your EIP. Y ou can meet this
requirement by using an EPA-gpproved modd or an approved testing program. The same
concepts described above also gpply to mobile sources, however, please discuss specific
gpplications with your regiona office.

Emission reductions measured by sources on a retrospective bass (for instance, discrete emisson
reductions, or DERS, in OMT EIPs) are surplusiif the source reducesits actua emissons below its
basdline dlowable or historical actual emissons, whichever islower. For mobile sources, however,
the concept of historical emissonsis not appropriate because of the effects of fleet turnover. Heet
average emission factors are dways declining. Therefore, the use of historicd fleet average emisson
factors (i.e., emission factors modeled for previous caendar years) as a basdline for emission
reductionsis not gppropriate for mobile sources because this would result in credit being taken for
normd fleet turnover. Instead, most mobile source baselines will be based on emissions that would
have occurred in the absence of generating emission reductions.

Y ou must dso ensure that the program participants provide sufficient information on emisson increases
and decreases associated with your EIP so that you can revise your retrogpective inventories to reflect
thisinformation as appropriate. See sections 5.2, 5.3, 7.3 and 7.4 for information about the
relationship between EIPs and inventories. Section 12.5 contains additiona informeation about updating
your gpplicable inventory.
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Enforceable: Actions, emisson reductions or emisson limits as required by the EIP are enforcegble if:

¢ thesourceisligblefor any violaions,
¢ thelidble party isidentifiable; and
¢ you, the public, and the EPA can independently verify a source's compliance.

For afuller understanding of lighility, see section 6.1(a), “ Provisions for assessing liability.”

Quantifiable: The generation or use of emission reductions by a source or group of sourcesis
quantifiable if they can rdiably cdculate the amount of emissions and/or emisson reductions occurring
during implementation of the program, and replicate the caculations. Generaly, sources may not
include fugitive emissions when quantifying emissons associated with an EIP. When quantifying
results, sources must use the same methodology used to measure basdline emissions unless there are
good technica reasons why thisis not gppropriate and you can provide supporting documentation.

Permanent: Emisson reductions are permanent if the source commits to actions or achieves reductions
for aperiod of time into the future as defined in the EIP.

Table 4.2(a) summarizes the generd definitions of the four source-specific integrity eements discussed
here. Each type of EIP must conform to the generd definitions of the applicable integrity eements. In
addition, certain types of EIPs must fulfill different requirements of the integrity e ements definitions
gpecific to each EIP type. Table 4.2(b) compares how these four source-specific integrity elements
apply to each EIP type by presenting clarifications and/or additional requirements applicable to each

EIPtype.

Table 4.2(a): Source-Specific Integrity Elements

Integrity Element General Definition

The creation of emission reductionsis surplus if the reductions are not presently
relied upon in your current air quality-related programs defined in section 4.1(a) for
Surplus the time that the reductions occur, and if they are not required by a consent decree.

Generally, source-specific emission reductions of a criteria pollutant resulting from a
non-criteria pollutant program are surplus if they are not relied upon in your air
quality-related program requirements for that criteria pollutant.

Emission reductions measured by sources on a prospective basis are surplus if the
projected baseline emissions from the source or group of sources are properly
accounted for in the applicable inventory (point and area sources) or by using an
acceptable baseline (mobile sources).

Emission reductions measured by sources on aretrospective basis are surplusif the
source’ s actual emissions are below its baseline allowable or historical actual
emissions - whichever islower - and your retrospective inventories reflect actual
emission information as appropriate.
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Table 4.2(a): Source-Specific Integrity Elements

Integrity Element

Enforceable

General Definition

Actions, emission reductions or emission limits required by the EIP are enforceable if
the source isliable; the liable party isidentifiable; and you, the public, and the EPA
can independently verify a source's compliance (see section 6.1(a)).

Quantifiable

The creation and use of emission reductions are quantifiable if the source or group of
sources can reliably calculate the amount of emissions and/or emission reductions
occurring during implementation of the program, and replicate the calculations;
generally, sources cannot include fugitive emissions when quantifying emissions
associated with an EIP.

When quantifying results, sources must use the same methodology used to measure
baseline emissions unless there are good technical reasons of why thisis not
appropriate and you can provide supporting documentation.

Permanent

Emission reductions are permanent if the source commits to actions or achieves

reductions for afuture period of time as defined in the EIP.
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Table 4.2(b): Comparison of Sour ce-Specific Integrity Elementsfor Trading_; ElPs

. . Sour ce-Specific Muilti-Source Open-Market
Emisson Averaging Emission C Emisson Cap-and- Tradin
a Trade g
Surplus

Jin addition to the general
definition:

« theemission reductionsare
not prospectively relied upon
inthe SIPor SIP-related
requirements;

« they must be surplus at the
time sources use them for
compliance; and

« stationary-source shutdowns
and production activity
curtailmentsare not eligibleas
emission reductions.

In addition to the general
definition:

« thereductionsare not
prospectively relied uponin
the SIPor SIP-related
requirements,

« thereductionsare not
generated through compliance
with any requirement of the
CAA;

« thereductionsresulting from
shutdowns and curtailments
aresurplusonly if the
shutdown or curtailed sourceis
included in the source-specific
cap program; and

« the source must beincluded
in the prospectiveinventory
at itscapped emissionslevel.

The integrity element of surplus
does not apply to emission
reductions made by sources
participating in multi-source
emission cap programs.

The general definition of
surplus applies to the
generation of DERs based on
the lower of their allowable or
historical actual emissions.
Reductions generated due to
participating in the Acid Rain
NOy or SO, reduction program
(Phase | or Il) or through
compliance with any
requirement of the CAA are not
Isurpl us.

Enfor

ceable

Jin addition to the general

In addition to the general

In addition to the general

II n addition to the general

definition: definition: definition: definition:
*each source owner/operator *each source owner/operator (Owners/Operators of sources
isliablefor emissions *Owners/Operators of sources isresponsiblefor owning generating DERS:
violations and the vaidity of generating emission enough allowancesto cover » must ensure thetruth and
the emission reduction reductionsareliable meeting itsemissionsfor thegiven accurecy of statements
generation or use. their emission limits, and for time period and for providing regarding actionstaken to
thetruth and accuracy of clear titleto the allowancesit generate DERs, and
statements regarding actions transfers. « areliablefor meeting their
they taketo generate emission limits
emission reductions.
(Owners/Operators of sources
*Owners/Operators of sources using DERSs:
using emission reductionsare » must ensurethe validity of
liablefor meeting their DER generation and use, and
emission limit asitismodified « areliablefor meeting their
through trading, and for the emission limits
validity of theemission
reductionsit uses.
| 42| 4.0 Fundamental Principles of All EIPs




Table 4.2(b): Comparison of Source-Specific Integrity Elementsfor Trading EIPs

Emission Averaging

Sour ce-Specific
Emission Cap

Multi-Sour ce
Emisson Cap-and-
Trade

Open-Market
Trading

Quantifiable

Jin addition to the general
definition:

* sources must quantify the
activity level andthe
emission rate per activity
level.

In addition to the general
definition:

* sources must quantify total
emissions per unit of time.

In addition to the general
definition:

* sources must quantify total
emissionsper unit of time.

II n addition to the general
definition:

« sources must quantify their
activity level and their
historical, actual, and
alowable emission rates per
activity level.

* DER generators must
quantify their emissions
before and during
implementation of the
reduction strategy.

* DER users must quantify the
amount of DERs they will
need to cover their total
emissionswhenusing DER’s.

Perm

anent

Jin addition to the general
definition:

« the source’ semission
reduction must last
throughout thelife of the
program defined in the SIP.

The general definition applies.

The integrity element of
permanent does not apply to
emission reductions made by
sources.

The general definition applies.
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Table 4.2(c): Comparison of Sour ce Specific I ntegrity Elements for Other EIPs

Financial M echanism

Clean Air Investment Fund

Public Information

Surplus

C If thefinancid mechanismisreplacing
other SIP requirements, then the genera
source-specific surplus definition applies.

C For other financia mechanisms
(particularly mobile source EIPs), the
source-specific surpluselement does not
apply toindividual sources.

The general source-specific definition of
surplus applies to the generation of
emission reductions used by the fund..
Reductions generated through compliance
with any requirement of the CAA are not
surplus.

For many public information EIPs, the
sour ce-specific surplus element does not
apply to individual sources.

Enforceable

The general definition applies.

The general definition applies.

Ilf you can identify individual or indirect
sour ces the general definition applies.
Otherwise, one of the following three
requirements applies:
« your EIP submittal includesfully
adopted enforceabl e contingency
measures, and you commit to
automatically implementing oneor
more of these contingency measuresif
necessary; or
* you incorporate your EIPinto your
SIP but count emission reductionson a
retrospective basisonly; or
« you have used the control strategy in
your EIPinasimilar situation and have
achieved positiveresults, and you get
preliminary approval from your EPA
Regiond Officeto usethisprovision.

Quantifiable

|Depending on the program:

« For financid mechanismsthet replace
SIPrequirements, sources must usually
quantify total emissonsbeforeand after
implementation of the EIP.

* In most other cases, sources must
quantify total emissions per unit of time
during implementation of the EIP.

» Somefinancid mechanismsmay
calculate source emissionson an
aggregate level only, and not source by
source (i.e., transportation pricing).

» Somefinancia mechanisms may be
based on an emissionsrelated activity,
rather than directly on emissions.

Depending on the program:

* sourcesthat are paying feesmust
quantify their actual and allowable
emissions.

* sourcesthat generate emission
reductions must quantify emissionsbefore
and during implementation of the
reduction strategy.

IDependi ng on the program:

C Inmost cases, theintegrity element of
source-specific quantification does not
apply to participating sources; however,
some EIPs may require source-specific
emission quantification before and during
implementation of the EIP.

Permanent

The general definition applies for financial
Imechanisms that replace SIP requirements.
JFor most other financial mechanisms, the
integrity element of permanent does not
apply.

The general definition applies.

The general definition applies.
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4.2 How must my EIP meet the equity principle?

Equity is composed of two eements.

¢ generd equity, and
C environmentd justice

The generd equity eement appliesto dl EIPs The environmenta justice element gppliesif your EIP:

¢ coversVOCsand,
¢ could disproportionately impact communities populated by racia minorities, or Tribes.

The following sections explain what these dements mean. Section 4.2(a) covers generd equity and
4.2(b) covers environmenta justice.

4.2(a) General Equity
Y our EIP should be equitable. Equitable means that your EIP should ensure thet:

¢ dl segments of the population are protected from public hedlth problems, and
¢ nosegment of the population receives a disproportionate share of a program’ s disbenefits.

Y our EIP can show thisif loca stakeholders conclude that it:

¢ encourages less digproportionate impact among communities, and
¢ discourages actions that cause digproportionate impact among communities.

Equity issues can be caused by an uneven digtribution of emissions, or other non-emission effects.
Some communities are consdered communities of concern, because they have higtorically experienced
higher emisson leves than other communitiesin the same locade. These higher emissions often result in
less hedthy air qudity. Y ou may have equity issues that need resolution if your EIP:

¢ continues or exacerbates exigting pollutant concentrations in existing communities of concern, or
¢ causes new communities to experience higher emission levels than other communitiesin the
samelocde.

Some examples of non-emissionsissues are;
¢ trangportation pricing that reduces alow-income individua’ s access to trangportation (for a
more complete discusson on equity issues associated with transportation pricing programs,

consult “ Opportunities to Improve Air Qudity through Trangportation Pricing Programs,” EPA
420-R97-004, September 1997.)
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¢ emission fee programstha make margind plantsthat are clustered in particular communities
unprofitable and subject to closing

Some possible equity issuesinclude pollutant concentrations from criteria pollutants and the resultant
impact on criteria pollutant levels and HAP concentrations resulting from VOC emissions. Since VOCs
are often HAPs, ElPsthat involve VOCs can cause equity concerns about localized HAP emissions.
Section 16.2 contains more guidance on how to address equity issues that are caused by HAP
emissons. You may adso have environmentd justice concerns if the communities of concern have a
large low-income or minority population.

Equity issues involving emissons can arise for ElIPs that:

¢ dlow sourcesto use EIP generated emission reductions for compliance purposes.
¢ dlow sourcesto pay afeein lieu of reducing emissons within an emisson fee or CAIF

program.

Equity concerns that gpply to communities of concern may aso gpply to Indian Tribes. These Tribes
are sovereign governments, yet they may aso experience higher emission leves than the communities
that surround them. Y ou will need to work with the Triba governments to address any equity issues
that arise, whether they be environmental or economic issues. Y ou may even consider alowing Tribes
to participate with you in the desgn and implementation of an EIP.

Y ou can minimize equity issuesin your EIP by working with locd stakeholders and Triba governments
to include provisions that protect certain communities. Some potentia provisons are:

¢ prohibit sources in these communities from using emission reductions for compliance purposes
while alowing these sources to generate emisson reductions that can be used dsawhere.

¢ meakeit more difficult for sourcesin these communities to use emisson reductions by increasing
the trading ratio for sources in these communities.

¢ make purchasing of emisson reductions from sources in these communities more atractive
(e.g., by subsidy, or through trading retios).

¢ require aReasonably Available Control Technology leve of emisson controls for all
sources in these communities regardless of the posshility to trade.

¢ prohibit sourcesin these communitiesto pay afeein lieu of ingaling and usng RACT within the
context of an emission fee or CAIF program.

¢ dedicate someor dl fees collected in a CAIF program to emission reduction programs that
improve the ar quality in these communities
subsidize activities that would lead to areduction of emissonsin these communities.
provide incentives for development of new technology that would lead to a reduction of
emissons in these communities,
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Thisligt isnot dl inclusve. You may choose, with the help of your stakeholders, to adopt these or other
provisons to protect such communities. Y ou must explain the rationae behind any provisons you
adopt in your EIP to protect communities of concern.

Table 4.3 (a) explains how generd equity gpplies to trading EIPs and table 4.3(b) explains how generd
equity appliesto other types of EIPs. Regardless of the type of EIP, loca stakeholder involvement and
public participation should be the barometer by which adequate protection from disproportionate
impacts is measured.

Table 4.3(a): General Equity Principlefor Trading EIPs

Emission Averaging

Sour ce-Specific Emission
Cap

Multi-Sour ce Emission
Cap-and-Trade

Open-Market Trading

If the program allows
emission averaging
between properties, your
EIP submittal should
protect communities from
disproportionate impacts
from emission shifts and
foregone emission
reductions.

If the program allows
trading among different
properties, your EIP
submittal should protect
communities from
disproportionate impacts
from emission shifts and
foregone emission
reductions.

Y our EIP submittal should
protect communities from
disproportionate impacts
from emission shifts and
foregone emission
reductions.

Y our EIP submittal
should protect
communities from
disproportionate impacts
from emission shifts and
foregone emission
reductions.

Table4.3(b): General Equity Principle for Other EIPs

Financial M echanism

Clean Air Investment Fund

Public Information

Y our EIP submittal should protect
communities from disproportionate
impacts resulting from:

- emissions shifts and forgone
emission reductions

- costs imposed by the program.

Y our EIP submittal should protect
communities from disproportionate
impacts from:

- emission shifts and foregone
emission reductions

- fund expenditures.

Y our EIP submittal should protect
communities from disproportionate
impacts.

4.2(b) Environmental Justice

The EPA is committed to assuring that dl persons.

¢ have an opportunity to participate meaningfully in environmenta decision making; and
¢ livein asafe and hedthful environment.

Section 1-101 of Executive Order (EO)12898 cals on EPA (and al Federa agencies) to make
environmentd judtice part of its misson by identifying and addressing disproportionately high and
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adverse human hedlth or environmentd effects of EPA’s programs, policies and activitieson
low-income and minority populations.

In keeping with EO 12898, this guidance specifies how you should incorporate environmenta justice
into your EIP. In particular, the guidance seeks to address concerns about the potentid for
disproportionate environmenta impacts to low income communities, minority communities, and/or
Tribes under an EPA-gpproved EIP. The EPA will use this guidance to review your EIP in light of the
EO.

By incorporating the environmental justice eement into your EIP, EPA believes you may reduce the
chance of causing disparate impacts based on race, color, or nationd origin - which are prohibited
under EPA regulations implementing Title VI of the Civil Rights Act.

The environmentd justice dement appliesif your EIP:

¢ coversVOCs, and
¢ could disproportionately impact communities populated by racid minorities, people with low
incomes, and/or Tribes.

Environmenta justice issues may arise when your EIP.

¢ continues or exacerbates existing toxic emissions loadings in communities of concern, or
¢ causeslow-income communities, minority communities, or Tribes to become communities of
concern.

Y ou may need to include provisonsin your EIP to protect communities of concern. Here are some
examples of such provisons: are listed below, you may develop others as appropriate:

¢ prohibit sources in these communities from using emission reductions for compliance purposes
while dlowing these sources to generate.

¢ makeit moredifficult for sourcesin these communities to use emission reductions by increasing
the trading ratio for sources in these communities.

¢ requireaRACT leve of emisson controls for al sources in these communities regardless of the
possibility to trade.

C prohibit sourcesin these communitiesto pay afeein lieu of ingaling and usng RACT within the
context of an emission fee or CAIF program.

C redtrict the use of fees collected in a CAIF program to emission reduction programs that
improve the air qudity in these communities.

¢ build incentives within your EIP to encourage the development or use of technologies that
benefit communities of concern.
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Thisligt is not intended to be dl-inclusive. Y ou may develop other provisonsthat are equdly or more
gppropriate for your EIP. Whichever provisons you include in your EIP, you must be able to show
that they provide protection to communities of concern.

Tables 4.4(a) and 4.4(b) indicate how environmentd justice concerns may arise in different types of

ElPs.

For information on addressing the effects of toxic emissons on communities of concern, see section
16.2, “VOC ElPsinvolving hazardous air pollutants.” For information on addressing locdized
increases of HAPs through various types of EIPs, refer to the following sections:

¢ Trading EIPs - section 6.2(b).
¢ Fnancid mechanism EIPs- section 8.1(c).
¢ CAIFs- section 9.6(b).

Table 4.4(a): Environmental Justice Element for Trading EIPs

Emission Averaging

Sour ce-Specific Emission
Cap

Multi-Sour ce Emission
Cap-and-Trade

Open-Market Trading

If the program is limited to
trades within one
property, the EIP will
probably not cause
environmental justice
concerns.

If the program allows
emission averaging
between properties, your
EIP submittal should
protect communities of
concern from
disproportionately high
and adverse impacts from
emission shiftsand
foregone emission
reductions.

If the program is limited to
one property, the EIP will
probably not cause
environmental justice
concerns.

If the program allows
trading among different
properties, your EIP
submittal should protect
communities of concern
from disproportionately
high and adverse impacts
from emission shifts and
foregone emission
reductions.

Y our EIP submittal should
protect communities of
concern from
disproportionately high
and adverse impacts from
emission shifts and
foregone emission
reductions.

Y our EIP submittal
should protect
communities of concern
from disproportionately
high and adverse impacts
from emission shifts and
foregone emission
reductions.
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Table 4.4(b): Environmental Justice Element for Other EIPs

Financial M echanism

Clean Air Investment Fund

Public Infor mation

Y our EIP submittal should protect

communities of concern from

disproportionately high and

adverse impacts resulting from:
emissions shifts and forgone

emission reductions

. costs imposed by the program.

Y our EIP submittal should protect
communities of concern from
disproportionately high and
adverse impacts from:

- emission shifts and foregone
emission reductions

- fund expenditures.

Y our EIP submittal should protect
communities of concern from
disproportionately high and
adverse impacts.

4.3 How must my EIP meet the environmental benefit principle?

All EIPs mugst demongtrate environmenta benefit. This demonstration can show:

fagter attainment than would have occurred without the EIP

more rapid emisson reductions than would have happened without the EIP

more emission reductions (of HAPs or criteria pollutants) than would have happened
without the EIP

If your trading or CAIF EIP covers a nonattainment areathat is needing and lacking an approved
attainment demonstration (NALD) then your EIP must meet the environmenta benefit requirement
by requiring a 10 % extrareduction in emissons. If your trading or CAIF EIP does not cover
nonattainment areas that are NALD, or your EIP isnot atrading or CAIF EIP, then your EIP can meset
the environmental benefit requirement in a variety of ways. It can require a 10 % extrareduction in
emissons, or it can implement other provisions such as:

C

improved adminigtrative mechanisms (e.g., that achieve emissons reductions from sources
not readily controllable through traditiond regulation),

reduced adminigtrative burdens on regulatory agencies that result in increased environmenta
benefits through other regulatory programs,

improved emissions inventories that enhance and lend increased certainty to State planning
efforts,

the adoption of emission caps which over time congtrain or reduce growth-related
emissions beyond traditiona regulatory approaches.

for multi-source cap and trade program or a single source cap and trade program, includes
adeclining cap.
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In terms of emisson reductions, environmental benefit is measured from an emissons basdine that
represents the emissions that would have occurred if the EIP were not implemented. Sometimesthis
basdine includes emissons increases, and sometimes it includes emission decreasss.

¢ If the emissons basdine includes emissions increases, you can show environmenta benefit by
showing that after the EIP isimplemented the emissons will be lower than they would have
been without the EIP.

¢ If the emissons basdine includes emissions decreases, you must demondtrate that after the EIP
isimplemented the emissons are lower than the emissions would have been without the
implementation of the EIP.

If your EIPisan emisson reduction EIP, it must meet additional emission reductions requirements as

explained in later chapters.

Applying the environmenta benefit principle is different for each type of EIP. Table 4.5 () and 4.5(b)
summarize how the environmenta benefit principle applies to different EIPs. For amore complete

description see:

OO OO O OO

For al EIPs- section 5.1 (a)

For trading EIPs - section 6.5 (a)
For financid mechanism EIPs - section 8.1(d)
For CAIFs - section 9.6(b)

For public information EIPs - section 10.1

Table 4.5(a): Environmental Benefit Principle for Trading EIPs

Emission Averaging

Sour ce-Specific Emission
Cap

Multi-Sour ce Emission
Cap-and-Trade

Open-Market Trading

Y our EIP includes

C arate-based limit that is
more stringent than the
one you could
promulgate without
trading or

C discount all available
emission reductions by
at least 10% or

C another demonstrated
environmental benefit (if
allowed).

Your EIP

C resultsin emissions that
are at least 10 % lower
than what would have
occurred without the
EIP

C has other provisions
that demonstrate
environmental benefit (if
allowed).

Your EIP meetsal the

requirementsin section

7.4 and has

¢ adeclining budget, or

C capsthat set an
absolute limit on mass
emissions which would
otherwise have
increased or would have
increased at a greater
rate, or

¢ other provisions that
demonstrate
environmenta benefit.

Your EIP

C resultsin emissions
that are at least 10 %
lower than what
participating sources
would achieveif they
complied directly with
emission standards

C has other provisions
that demonstrate
environmental benefit
(if allowed).
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Table 4.5(b): Environmental Benefit Principle for Other EIPs

Financial M echanism

Clean Air Investment Fund

Public Information

Your EIP

C must achieve emission reductions
that would not be achieved
without the implementation of
your EIP, or

C have other provisions that
demonstrate environmental
benefit.

If your EIP isreplacing existing SIP

requirements then your EIP must

result in more emission reductions

than would have occurred under

the original SIP requirement.

Your EIP

C must achieve at least 10% more
emission reductions than
participating sources would
achieveif they complied directly
with the emission standard
instead of paying into the CAIF,
or

C have other provisions that
demonstrate environmental
benefit (if allowed).

Your EIP

C must achieve emission reductions
that would not occur without the
program, or

C have other provisions that
demonstrate environmental
benefit.
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5.0 Common Elements
of All EIPS

Many program elements are common to trading EIPs, financid mechanism EIPs, CAIFs, and public
information EIPs. These eements include the provisons of your EIP you need to incorporate into your
SIP, provisons for quantifying the results of your EIP (i.e., emisson impacts), and the features you must
includein your EIP rule to messure and track these results.

As emphasized in section 1.9 of this guidance document, this document proposes key eements for
EIPs. The EPA currently believes that a program containing these elements (which are phrased in the
imperative - usng the terms“mugt” or “shal”) would assure that the program would meet the applicable
CAA provisions.

Once you submit a SIP revision containing an EIP, EPA will take action through notice-and-comment
rule making to determine if the statutory requirements have been met. Only action taken after the
conclusion of that rulemaking would congtitute find Agency action. The EPA would take sepsto
expedite its proposed gpprova in the case of SIP revisions containing programs that contain the
elements of this guidance.

If you submit a program that does not contain the eements of this guidance for thet type of program,
EPA would still seek to determine whether the gpplicable CAA requirements were met, and, if so, EPA
would approve the submisson. The EPA would make this determination through notice-and-comment
rule meking.

5.1 What provisionsdo | need to incor porate my EIP into my SIP?

There are severd attributes necessary for any EIP you submit to the EPA for gpproval as part of your
SIP. Theseinclude:

» Provisonsfor regulated sources participating in your EIP to share the potentia benefits of
increased flexibility and reduced overdl costs with the environment.
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* Requirements dl EIPs must meet with respect to issues of localized community impacts.

» Provisonsfor imposng pendties when a source violates its obligations under your EIP, and
requirements for disclosing information that alows the public to cdculate and evaduate the
effects of the mass of emissons from each participating source.

» Provisonsfor participating sourcesto protect Air Quality Related Values (AQRV) inor
near Class| areas, including notification of the rdevant Federal land manager (FLM).

* Provisonsthat dlow sourcesto avoid direct application of RACT.

*  Provisonsthat ensure NAAQS concentrations will decrease as aresult of your EIP.

Y ou will find references below that guide you to other sections of this document that discuss these
attributes in grester detail and as they pertain to your specific EIP.

5.1(a) Environmental benefit provisons

The EPA’ s palicies on innovative Strategies have consstently stated the need for an environmental
benefit. Recognizing that an EIP may be an effective way to reduce emissions, this Federa EIP
guidance requires you to demondtrate the environmental benefit, but recognizes that the type of
demonstration gppropriate will depend on the gods and characteristics of the EIP you are
implementing.

¢ Programmatic reduction EIPs generdly demongtrate an environmentd benefit by showing
increased or equivaent emission reductions more rpidly.

¢ Hexibility EIPs generdly demongtrate an environmenta benefit by reducing the amount of
surplus emission reductions generated for use in the EIP by at least 10 percent.

If your EIP covers nonattainment areas that are NALD the EIP must demondtrate an 10% extra
emission reduction. If your EIP does not cover nonattainment areas that are NALD, you can dso
demondtrate an environmenta benefit by showing your EIP:

¢ includesimproved adminigtrative mechanisms (e.g., that achieve emissons reductions from
sources not readily controllable through traditiond regulation),

¢ reduces adminigtrative burdens on regulatory agencies that result in increased environmenta
benefits through other regulatory programs,

¢ improves emissonsinventories that enhance and lend increased certainty to State planning
efforts,

¢ adoptsemission caps which over time congtrain or reduce growth-related emissions beyond
traditional regulatory approaches.

¢ includes adeclining cap (for amulti-source cap and trade program or a single source cap and
trade program).

¢ doesnot increase emissons in low-income or minority communities.

Y ou will find more specific information on the content of the environmenta benefits demondration for
emisson trading EIPs in section 6.5(3), “ Demongtration of Environmental Benefits.”
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Almog dl financid mechanisms will meet the environmenta benefit requirement if they conform to dll
the gpplicable requirements in this guidance and achieve emission reductions that would not occur
without the program. However, if afinancid mechanism is adopted to replace an exising SIP
requirement, then you must demondirate that the EIP will result in more emission reductions than would
have occurred under the original SIP requirement. Y ou do not have to show that the same amount of
emission reductions occur a each source, but that the emission reductions projected by the
implementation of the EIP on a program-wide basis are more than what was projected by the origind
SIP measure.

A CAIF will meet the requirement of environmental benefit if you demondrate thet the CAIF will
achieve at least 10 percent more emission reductions than participating sources would achieve if they
complied directly with the emission sandard instead of paying into the CAIF. These extraemisson
reductions can come as a direct result from investing the collected fees or by other additiona
enforceable emission reduction measures that you include in your CAIF EIP submittal. For example, if
sources paying into a CAIF have foregone emission reductions equa to 100 tons, you must
demongtrate that the CAIF resultsin 110 tons of emission reductions - the additional 10 tons being
retired for the benefit of the environmen.

Public information programs will meet the requirement for environmenta benefit by conforming to dl the
gpplicable requirementsin this guidance, and achieving emission reductions that would not occur
without the program.

5.1(b) Provisonsfor localized impacts of hazardous air pollutants

Many VOC emissons contain Hazardous Air Pollutants (HAPs) which aretoxic ar pollutants. The
EPA believesthat localized impacts of HAP emissions must be addressed for certain EIPs that affect
VOC emissions. If your EIP isatrading program, CAIF or an emission fee program that allowsVOC
HAPsto be shifted from one facility to another then your EIP must follow the HAP framework found in
section 16.2.

Y our EIP must dso meet public participation requirements. Sections 16.2 and 16.5 contain guidance
on how your EIP can meet the public participation requirements.

5.1(c) Penalty provisons

Y ou must include provisons for imposing pendties when a source violates its emissions reduction,
record keeping, and other obligations under your EIP. Y ou must define a violation, establish the
procedure for determining the magnitude of a violation, set potentia pendties, and maintain the ability to
impose amaximum monetary penaty of at least $10,000 per day per violation (Title V of the CAA
currently requires States to have a maximum pendty authority of at least $10,000 per day per violation;
the Federd CAA maximum is $27,500 per day per violation). Nothing in the Stat€’ s authority or

State' s SIP affects the ability to collect $27,500 per day per violation under Federa causes of action.
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Y ou must retain the right to impose and collect a monetary pendty, dthough you do not need to
exercise thisright for dl violations. Y our potentia pendties may include, in addition to monetary
pendties, market-based pendties for infractions of emission trading EIPs. The potentid penatiesin
your EIP must provide sufficient disincentives for noncompliance.

Your EIP must specify thet it isaviolaion of each and every day within the averaging period if a source
does not meet the requirements of the EIP (have sufficient emission reductions, etc) for that averaging
period. That is, asource will have 30 days of violationsif amonthly averaging limit is not met and 365
days of violaionsif an annua limit isnot met. These are consdered emissonsviolations. There are
aso monitoring violations for failure to have monitorsin working order asufficient percentage of the
time, and for failure to record and keep records as required.

Your EIP rule mugt include provisions to assess the following pendties:

* Monetary pendtiesfor violations where the violator gained an economic benefit of at least
$5,000.

» Additional monetary pendtiesto deter future violations.

» Pendtiesfor violation of compliance measures, such as monitoring, record keeping and
reporting requirements and other requirements (e.g., testing) where an economic benefit is not
reedily determinable.

While your EIP rule must have the provisions to assess the pendlties discussed above, you need not
assess the maximum pendty for al violations, unless the Stuation warrants it.  Indeed, enforcement
agencies seldom assess the maximum pendty - the actud pendty they assess reflects their enforcement
discretion, based on the nature and circumstances of the violation.

Y ou may use the BEN computer model to evauate the economic benefit of noncompliance gained by a
violator. Y ou can access the BEN modd at http://es.epa.gov/oeca/lmode s/ben.html.

Based on the type of program and the source category of the violator, the appropriate option or range
of options may be different in each case. To determine monetary pendties you should follow:

» For gationary sources, the EPA’s“Clean Air Act Stationary Source Civil Pendty Policy,”
which can be found at http://es.epa.gov/oecalore/aed/comp/acomp.html.
» For mobile sources, apolicy that is consstent with the stationary source policy.

For specific information on pendty provisonsin emission trading EIPs, see section 6.1, “What
Enforcement Elements Mugt All Trading EIPs Contain?’ This section discusses provisons for:

e assesang lidaility for generators, users, and third parties participating in trading transactions

(section 6.1(a)),
* asesdang pendties againg participating sources (section 6.1(b)), and
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* addressing sources with title V permits (section 6.1(c)).

Y our ability to assess monetary pendtiesis avauable deterrent to violators, one that must be included
in the authority for the EIP, even if cash pendties are not assessed in every case. In some Situations
financia penalties may not be appropriate. For example, you may not want to assess monetary
pendties againg a government agency or public entity participating in atrading EIP if other more
appropriate pendty provisons are dready in place. However, as governmenta and other public
facilities are assessed monetary penalties under non-trading parts of the CAA, you can assess monetary
pendties on these parties if no other gppropriate pendty is available.

Findly, to avoid potentid conflicts with limiting EPA’s or citizen's independent enforcement authorities
under the CAA, any rules outlining your ingpection and pendty authorities must include the following
gatement, "Nothing herein restricts independent enforcement authorities under the Clean Air Act by
other parties."

5.1(d) Proceduresfor public disclosure of information

The CAA (section 114(c)) and implementing regulations (40 CFR 2.301) specify procedures and
criteriafor determining what information must be available to the public and wheat information may be
withheld from the public as confidentia business information. These procedures and criteria gpply to
information in EIPs, just as they gpply to information in other Clean Air Act programs.

However, to function properly, many EIPs demand greater public accountability than sources would
encounter in a conventiona control program. To show source compliance, EIPs often require
production data or other activity-related data. For example, to verify source compliance with an EIP,
you may have to require sources to calculate and evaluate the effects of the mass (tonnage) of
emissons,

Congress has recognized that regulatory failures can and do occur. To provide another avenue of
protection, Congress ensured that the public has the right to access information and file suit ina
Federd court. Because citizens have the right to bring lega actions under the CAA, your EIP must
ensure that the public has access to emisson information. The public needs to be able to see the dataiin
order to adequatdly judge the effectiveness of your EIP and exercise the right to file suit”.

Y ou mugt disclose information in amanner that is transparent, alowing the public to easlly and
accurately caculate the emissons (or data relevant to other enforcesble requirements such as emissons
rates) of each participating source or source category. Y ou must aso disclose the identity of each
source and do so in away that alows the public to track emissons by source. Y ou must:

"Note that citizens cannot file suits against Tribes, or sources owned and operated by Tribes. See 40 CFR
part 49.4(0).
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¢ Require persons participating in the EIP to disclose violations to you in an annua certification of
compliance or non-compliance.

¢ Reguire sources tha violate permits to notify the affected community of the violation and of
potentia health and environmenta impacts.
Compile these disclosures into an annual comprehensive report on emissions and violations.
Submit this report to EPA and make it available to the public.

If your EIP is submitted to comply with the NOy Budget Trading Rule in response to the NOy SIP cal,
you do not need to compile and submit the annua comprehengve report on emissons and violaions -
EPA will compile the information and rel ease these reports.

Section 114(c) in the CAA and the regulations at 40 CFR 2.301(a)(2) provide for trade secret
protection, but also date that emission datamay not be withheld from the public. This disclosure
requirement extends to the “information necessary to determine, the identity, amount, frequency, and
concentration” of emissions. In addition, for large stationary sources, section 503(e) of the CAA, as
amended, provides that where such information isincluded in emisson monitoring reports to States
under title V of the CAA—asit generdly would bein any EIP for stationary sources under a
SIP—that information must be made available to the public.

Your rule must gate that you will obtain from the participating sources and disclose to the public all
information necessary to calculate every source' s or source category’ s emissions (tonnage). Because
of the public’s recognized right to participate in and review the adminigtration of an EIP, you must not
accept any source s assartion of the confidentidity of any information required for caculating emissons.

To inform the public, you must require dl participating sources to provide information to you in aformat
that alows you to meet your disclosure obligations. 'Y ou must o require the sources to provide
information to you on a schedule that is condgstent with your own schedule for informing the public.

Y ou must provide information to the public a least once ayear.

Y our EIP may include sources or source categories for whom data on production or other measures of
activity are not necessary to calculate emissons. For thistype of source or source category, you need
to obtain and disclose data only on emissons. For example, a source that ingals a continuous emission
monitor probably would have no need to disclose production or emisson rate datato alow you or the
public to caculate its emissons.

5.1(e) Provisonsfor FLM natification in Class| areas

If your EIP covers sources or within 100 kilometers (km) of a Class | areathen your EIP must comply
with the FLM notification in Class | areas requirements in Section 16.6.

5.1(f) Area-wide RACT provisons
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To meet CAA RACT requirements, stationary sources are required to reduce their emissions through
the gpplication of RACT. Y our EIP may alow sources subject to RACT to avoid direct gpplication of
RACT technology by:

» Trading with other sources subject to RACT.
» Trading with sources not subject to RACT.
* Paying an emission fee.

In doing 0, it isimportant to note that these sources are not avoiding the RACT requirements; they are
avoiding the direct gpplication of RACT technology. The reductions called for by RACT requirements
are satisfied through other means.

If your EIP alows sources to avoid direct gpplication of RACT technology, your EIP must contain
provisions that meet section 16.7.

5.2 How do | quantify theresults of my EIP?

One of integrity’s fundamenta eements, quantifiable, requires that you can rdigbly and replicably
cdculate the amount of emissons and/or emission reductions occurring during the implementation of
your EIP. The fundamenta eements aso require that emission reductions be surplus in order to avoid
double counting of reductions. 'Y our quantification procedures should ensure that these fundamenta
elements are gpplied throughout the life of your program. Asagenerd principle, when quantifying the
amount of emission reductions generated or needed for compliance, a source must use measurement
techniques no less accurate than those required for the source to demonstrate compliance. Sources are
not required to use measurement techniques more accurate than those required for the source to
demondtrate compliance.

Quantification is the process you will apply to predict and measure the emission impacts of your EIP.
The type of quantification provisons you include in your EIP SIP submittal and your program will
depend on the gods of your EIP. Quantification plays two roles on your EIP: first asaway to predict
the emisson impacts of your program, and second to evauate the results of your program once it isup
and running.

Your EIP s quantification requirements depend on your specific program type. All EIPs need to
provide quantification information that:

» Edablishesapre- and post- EIP emisson leve for the overal program.

» Differentiates between emission reductions that are aresult of your EIP, and emisson
reductions that are a result of some other regulatory measure.

» For trading programs, provides information that you use to track emissions reduction
generation, availability, and use.
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Depending on your EIP, the source of the data used in quantification may include usng data aready
reported or available, or requiring regulated sources to track and report origina data. Depending on
the type of EIP, quantification must be performed either continuoudly, or at pecific times throughout the
compliance period. Your EIP must also include quantification protocols- the technica plans and
procedures used to quantify emission reductions for generation and usein EIPs. Y ou or your sources
must develop these for your EIP if no such protocols exist. They can either dl be developed and
included when you submit your EIP for EPA gpprovd, or they can be submitted for EPA approva
after the EIP is approved. Quantification protocols and their requirements are discussed further in
section 5.2(c).

Reporting frequency requirements gpplicable to sources should aso be linked to your EIP s program
evauation requirements. Nonethdless, your EIP should set a deadline when al sources should provide
you with the necessary data.

5.2(a) Predicting EIP results

Y our EIP SIP submittal must include projections of the emission reductions associated with program
implementation. These projected results must be based on technica assumptions related to and
congstent with the assumptions used to develop your area’ s atainment demondiration and maintenance
plan, as gpplicable, and must provide sufficient supporting information showing what the impact would
be on the applicable inventory. The projected results must show that your EIP will not interfere or
be inconsgtent with SIP or SIP-related requirements including:

e dtanment plan or maintenance plan,
» reasonable further progress,

* rateof progress, and

» transportation conformity.

Y ou must develop reliable and replicable forecasts of your State's pre- and post- EIP emission levels
for your SIP submittal. Thisisimportant for EIPs making emission reductions to meet SIP requirements.
Y our forecasts should cover the lesser time period of 10 years or up to the last year you expect your
EIP to impact emissons. If your EIP islikely to impact your mobile source emissionsinventory for a
period of more than 10 years, you may need to project the results out to as long as 20 yearsto be
conggtent with your conformity processtime line.

ElPsthat are submitted to comply with the NOy Budget Trading Rule in response to the NOy SIP call
do not need to perform thisandyss. The analys's has dready been performed as part of determining the
NOy emissions budgets.

5.2(b) Addressing uncertainty

Implementation of an EIP should provide gregter rule effectiveness, dimination of dternative emisson
limits, and other environmentd benefits. However, implementing any type of EIP may result in higher or
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lower emissions than projected, due to geographic or timing uncertainities in emisson distributions.
Therefore, you must:

determine the leve of uncertainty.

reflect this uncertainty in your projections.

provide arange of estimates of the emission reductions attributable to your EIP.

judge the likelihood thet your EIP will interfere with your State air qudity planning requirements

and demongtrations.

¢ if thelikdihood is high, develop a credible forecast of the degree of interference and adjust the
emission reductions expected from your program accordingly, or make other appropriate
adjugments. Thisforecast may include an estimate of how emission reductions will be
generated and used:
-- overtime,
--  during the ozone season, and
-~ during the CO season.

» demondrate that you have adjusted your emission projectionsin your air quaity management
plan.
determine whether that level of uncertainty is acceptable and document your decison,
include the documentation, including your assumptions, in your SIP submittal.

» adjust emisson projections, attainment demongtrations, and RFP/ROP plansto reflect the
uncertanty.

¢ demondrate that implementing the regulatory program will not interfere with attainment or

maintenance of any NAAQS.

evauate the results of your EIP as described in section 5.3(b), and

reconcile any problems as described in section 5.3(c).

C
C
C
C

Your andysis will require more effort if your program involves alarge amount of emissons, either for a
specific EIP or for dl your State' s EIPs combined.

Some EIPs increase uncertainty about the magnitude, duration, and geographic distribution of emissons,
meaking this demongration more complex. This uncertainty about emissons implies some likelihood that
your EIP could interfere with the State' s attainment, maintenance, RFP, vishility requirements, or RACT
demongtrations and requirements.

The types of uncertainty to be andyzed and factored in include programmetic uncertainty and source-
compliance uncertainty. When evauating the level of programmeétic uncertainty you may experience, you
should examine the following issues:

*  How many sources participate in the program?

*  Wha isthe predicted level of affected emissons?

*  Will the program alow for any geographic or tempord shifting of emissons?
* Wha istherdiability of these projections?
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When evduating the leve of source-specific compliance uncertainty you may experience, you should
examine the following issues:
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* Arethe participants following the rules?
* How effective is program enforcement?
* How rdidbleisthe technology used to measure emissons?

In atrading program, uncertainty may aso arise when there are differencesin certainty in the
quantification techniques between the generation and use of emission reductions. Y ou must consider and
addressthis uncertainty. Generdly, your program should seek a degree of certainty in emisson
measurement that is relatively equa among the sources involved in your trading program. Thisissueis
discussed in grester detail in section 6.4(c).

Determining the magnitude of the uncertainty depends mainly on the amount of emissions potentialy
covered by the program. Theleve of andysis you conduct depends on the magnitude of the uncertainty.
Y ou may do asmplified demondration if the cumulative emissons potentially covered by dl EIPsin
your aeaissmdl. Conversdy, you should perform a more comprehensive demondration if the
cumulative emissions potentidly covered by dl EIPsin your areaislarge. To further discussthe
magnitude of these uncertainties, you should contact the gppropriaie EPA Regiond Air Divison Director
listed in Table 1.1 of this guidance.

5.2(c) Approving quantification protocols

ElPs rely on emisson quantification protocols to provide emission information as the basis for
participation, source compliance, and overal program performance. An EIP quantification protocol is
the technica procedure a source uses to ca culate the amount of emissions and/or emission reductions
associated with that source s activities under an EIP. Typicaly, these will be either trading or financia
mechanism EIPs. For example, sourcesin an OMT EIP must use quantification protocols to quantify
reductions generated or used by measuring their emissons. Protocols are particularly important when
quantification techniques are not explicitly included as part of the SIP submittdl. The EPA intendsto
edtablish quantification protocol criteriathat you should require sources to use when developing emission
quantification protocols.

Your EIP or other rulesincluded in your SIP submittal must contain one of the following:

¢ dl applicable emisson quantification protocols with your EIP SIP submittal for EPA gpprova,
or

¢ provisonsfor EPA gpprova of emission quantification protocols after the EIP are approved
into the SIP.

When you develop provisions for EPA gpprova or disgpproval of emisson quantification protocols after
the EIP is approved in to the SIP, your provisons:

¢ must require a 30-day public comment period for each protocol before you submit it to EPA,

¢ must require that every emission quantification protocol be submitted to EPA for a45-day
adequacy review dong with any comments received during the public comment period,
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¢ must prohibit use of the emisson quantification protocol if EPA gives notice during the 45-day
review that the protocoal is inadequate, and
¢ may dlow use of an emisson quantification protocol to generate emisson reductions for an EIP
if EPA:
- takes no action during the 45-day adequacy review, or
- gpproves the source-gpecific emission quantification protocol.

The EPA intends to take action on every emission quantification protocol submitted for usein EIPsby a
least one of the following actions

¢ disgpprova during the 45-day adequacy review period.
¢ disgpprova asa SP revison when EPA:

- took no action during the adequacy review process.

- expressed approva during the adequacy review process.
¢ agpprova asaSIPrevison.

Generators and users of emisson reductions under a emissions quantification protocol undergoing EPA’s
adequacy review are doing o a somerisk. If EPA rgects the protocol, the emission reductions will not
be considered vaid, and cannot be used.

The EPA may find it necessary to disgpprove an emission quantification protocol in aforma SIP action
at some time after the 45-day adequacy review. If EPA proposes to disgpprove such aemissions
quantification protocol:

¢ theprotocol may not be used in any EIP after the date the proposed disapprova is published in
the Federd Regidter.

¢ emission reductions generated under the protocol before EPA publishes the proposed
disgpprovad in the Federd Register remain available for use, aslong as they meset dl other
requirements for use.

If aprotocol is disgpproved at any time, EPA will provide an explanation of why the protocol was not
gpproved. To decrease the chance of EPA disapproving an emission quantification protocol, we
encourage you and potentid EIP participants to:

¢ work closgly with EPA when developing new emission quantification protocols.
¢ address any concerns EPA has expressed about a particular emission quantification protocol
before submitting it to EPA for approvd.

Protocols should include procedures for collecting required data, including the emisson contribution
from affected sources for periods in which:

¢ Datamonitoring is not performed.
¢ Dataare otherwise missng.
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¢ Dataare demonsrated to have been inaccurately determined.

Y our EIP must require entities participating in your EIP to retain copies of dl relevant protocol
information and their supporting documentation for no fewer than 5 caendar years after they submit the
documentation to the State. To ensure the integrity of your EIP, your quantification protocols must
contain methods that are credible, workable, enforceable, and replicable. Additiond information on
quantification protocols can be found in section 16.3, “Emission Quantification Protocols” The materid
in section 16.3 was originally written to gpply only to open market trading DER generation and use;
however, many of the concepts gpply to emission quantification needs in other EIPs. Y ou should use
thisinformation as generd guidance for other EIPs as agppropriate.

5.2(d) Emisson quantification methods

Emission measurement protocols are very important for dl EIPs. EIPs that cover nonattainment areas
that are NALD are prohibited from using emission factors as explained below.

Continuous emisson monitors or source-specific tests are the preferred methods to determine the actual
pollutant emission rates from an existing source. Even then, the results of these methods apply only to
the conditions existing at the time of the testing or monitoring. To provide the best estimate of
longer-term (e. g., yearly or typica day) emissions, these conditions should be representative of the
Source's routine operations.

A materid baance approach dso may provide relidble average emisson estimates for specific sources.
In fact, for some sources, amateria balance may provide a better estimate of emissions than emisson
testswould. In generd, materid baances can work in Stuations where a high percentage of materid is
logt to the amosphere (e. g., sulfur in fud, or solvent loss in an uncontrolled coating process.) In
contrast, materid baances may be ingppropriate where materid is consumed or chemicaly combined in
the process, or where losses to the atmosphere are a small portion of the total process throughput. As
the term implies, one needs to account for dl the materids going into and coming out of the process for
such an emission estimation to be credible.

If representative source-specific data cannot be obtained, emissions information from equipment
vendors, particularly emission performance guarantees or actud test data from smilar equipment, isa
potentia source of good information for emission estimation procedures.

If your EIP requires a source to measure mass emissions, you must document the protocol and specific
data used to quantify emissions. Y our EIP must aso document the protocol and specific data that
determine the amount of emission reductions needed for source compliance.

If any sources to be covered under your EIP are dready subject to monitoring requirements, your EIP

cannot exempt them from those requirements. Depending on the nature of your EIP, the EIP monitoring
requirements may need to be more rigorous than they would be without an EIP.
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Additional option for areas that are not NALD

When other information is not available and the areas covered under your EIP are not NALD then you
can use emission factors as alast resort to estimate emissons. If your EIP covers nonattainment NALD
areas then you may not use emission factors under any conditions. In those cases where you use
emission factors, you must do so with caution. While some emission factors were developed for a
particular source, most emission factors, like those on EPA’s CHIEF website, are genera and were
originaly developed to apply to an entire source category. They represent an average emission rate for
that type of facility, and were never intended to be used to estimate the emissions from any particular
facility. These emisson factors are useful in implementation planning, and are generdly used when no
ste-specific information is available. However, actua emission rates from a particular facility can be
very different from the average. If you must use emission factors, you should be avare of their
limitations in accurately representing a particular facility. 'Y ou should eva uate the risks of usng emission
factors in such Stuations againgt the costs of further testing or analyses.

If you use emisson factors to quantify emissons for the EIP quantification, you must review the factor to
seeif it is gppropriate and representative for the intended use. EPA’s emission factors are rated either
A, B, C,D, E, or U. Theemisson factor rating associated with a particular factor is useful as arough
indicator of that factor's vigbility relaive to other factors. For example, an A-rated factor in AP-42 is
supported by more data and may generaly be considered more representative of a particular source
category than a C-rated factor. However, the “A” rating does not mean that you should assume a high
degree of certainty in the emissons esimate for a particular facility.

Y ou can obtain EPA’ s recommended emission factors from EPA’ s Clearinghouse for Inventories and
Emisson Factors (CHIEF) World Wide Web site, located at http://mww.epa.gov/ttrn/chief/.

Hierarchy for selecting emission measurement protocols

Ste-gpecific information is amost dways a more reliable indicator of emissons than emisson factors,
and sources should use site-specific data whenever available or feasble. The EPA recommends the
following emisson quantification approaches in the priority order described in the hierarchy below:

»  Continuous emisson monitoring systems (CEMS) data on the unit generating the emissons
during the generation

* CEMSdaaon the unit generating the emissions at a time other than the generation, but at
representative conditions

* Multiple emission tests at the affected unit(s) a representative conditions

* Emission test at the affected unit(s) at representative conditions

* Emissontest a maximum load or stack tests a identica unit

* Emisson factors (where alowed) or materia balance.

Note that this hierarchy cannot anticipate al possible permutations of available information on which to
base emission estimates. Such Stuations should be congdered in light of this hierarchy.
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5.3 What features must | include in my EIP to measure and track results?

Y ou must include procedures in your EIP rule to measure the results of your EIP and track those results
through monitoring, record keeping, and reporting (MRR) procedures. Y ou must also develop EIP
evauation procedures in your SIP submitta to determine the overdl effects of your EIP on emissons.
Fndly, you must indudereconciliation procedures for your EIP in your SIP submittd if your
evauation determines that your EIP does not meet its predicted emission reduction goas. As discussed
below in sections 5.3(b) and 5.3(c), you will have to periodicaly assess and reconcile the results of
implementation of your EIP.

For a compliance flexibility EIP, periodic evauation which includes quantification ensures that sources
are in compliance with your EIP s emisson standards and alows you to determine whether your EIP
resulted in unintended emission increases. For a programmeatic reduction EIP, the eva uation not only
ensures that sources are in compliance with your EIP s requirements, but also that your EIP meetsthe
emisson reduction goas relied on in your SIP.

If your EIP alows sources to take actions that create emission reductions, you must quantify these
reductions and demondirate how they will affect the gpplicable emission inventory. Ultimatdy, the
determination of whether particular emission reductions are sur plus reguires the examination of whether
reductions have been in any way “rdlied upon” in the inventory projectionsin your SIP.

Emission data gathered through the gpplication of emisson quantification protocols and monitoring and
reporting procedures will be used in your program evauation and, where necessary, program
reconciliation procedures. Sources participating in your EIP contribute to the quantification process by
applying emission quantification protocols and following MRR procedures.

5.3(a) Monitoring, record keeping, and reporting procedures

Monitoring, record keeping and reporting (MRR) procedures are essentid elements of any
environmenta program. Monitoring ensures the operator of the source that compliance is being
achieved at dl times. It dso ensures an ingpector that compliance has been achieved at times when the
ingpector is not on Ste to observe compliant behavior. Monitoring records must be kept to ensure that
the records are available for review by inspectors or source supervisors who are ensuring compliance
activities. The records do not have to record and retain every monitored data point, a many monitors,
such as gauges, continuoudy provide informeation. However, they should record and retain sufficient
information to ensure continuous compliance. Periodic and annua reports are dso essentid to
summarize the compliance picture for State planning purposes, for review by the EPA and the public, as
well as by source managers who wish to oversee the progress of ther participation in the EIP.

Y ou must develop source- or source category-specific MRR procedures for your EIP to ensure source
compliance and State and Federal enforceability. Asyou develop your MRR procedures, you should
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congder the amount of emissions covered by the program, the potentid effects on smal sources, and the
resources of the participants. MRR procedures may vary among sources and categories, because the
nature of the source or category may warrant such differences. Nonetheless, your EIP should require dl
sources to comply with adequate and effective MRR requirements. Examples of applicationsfor MRR
proceduresinclude:

Determining source compliance ether directly or though the use of emisson reductions.

Determining the use rate for products or procedures.

Determining the disclosure of product content [abeling.

Cdculation of emisson basdines for determining the amount of emission reductions redized from

an EIP.

¢ Surveying data from the public showing changes in activity thet are directly related to the public
education program.

¢ Determining changesin traffic levels relaed to trangportation pricing programs, including
secondary effectsto traffic on other corridors.

¢ For emisson trading EIPs, cdculation of emission basdlines for determining the amount of

emission reduction generation or the amount of emission reductions needed to show source

compliance.

C
C
C
C

Traditiona stationary source regulatory programs have focused on measuring emission rates (e.g.,
pounds of NOy per millions of British thermd units (MMBtu)). Many EIPs, however, require
measurement of total emissions per time period (e.g., pounds of NOy per hour). This means that
exising MRR procedures for other regulatory programs may not be sufficient for EIP purposes.

If you are implementing a compliance flexibility EIP, your EIP must require sources to demondrate
compliance for the same time period as the current SIP requirement. For example, if a source intendsto
use reductions from a trading program to demonstrate compliance with adally VOC RACT
requirement, the source must demondtrate that it has obtained sufficient emission reductions to
demongrate compliance for every day. Thismeansthat if your program requires annua compliance
reporting, the source' s report needs to show compliance for 365 independent time periods.

All records used to demonstrate compliance with an EIP must be kept by the source for a minimum of 5
years. However, if the source plans to trade emission reductions that were developed more than five
years ago - and your EIP alows this - the source must maintain al records needed to document the
generation of those reductions.

Y our EIP rule must dso contain provisons regarding quantification information that provides information

that you use to track emissions reduction generation, availability, and use for trading programs. You dso
may need to design quantification protocols that track the creation and use of emission reductions.
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Key points to consider when developing MRR procedures

A wide range of MRR procedures are available to you that provide adequate information for
determining source compliance. When developing your MRR procedures you should congder whether
they have the following attributes:

representativeness (characteristic of the source category and available monitoring techniques)
reliability (repested application obtains results equivalent to EPA-gpproved test methods)
replicability (different users obtain the same or equivaent results)

frequency (sufficiently repeated within the compliance period)

timdiness (submitted for periodic EIP eva uation)

enforceahility (independently verifiable)

DO OO OO

Disclosing information collected through MRR procedures

Y ou mugt structure MRR requirements o that regulators, program participants, and the public can judge
the compliance status of asource at practicaly any time, or, in the case of long-term emission limits, at
the end of the compliance period. You mugt maintain dl rdevant MRR information a a secure and
publicly accessible location. See section 5.1(d) for requirements regarding MRR data disclosure to the
public.

Selection of MRR procedures

The MRR procedures you include in your rule will depend on the type of EIP and the types of sources
or source categories participating in the EIP. The following are examples of MRR procedures.

¢ Continuous or periodic monitoring of emissons, production, activity levels, or emission control
equipment operation.
Measurement devicesto verify emisson rates and operating conditions.
Measurement of mass emissions or emisson rates using the EPA-gpproved reference test
methods.
Operating and maintenance procedures or other work practices.
Record keeping of materid usage, inventories, or throughput.

Y our MRR procedures must adso be designed to address uncertainty considerations. As an example,
consder acompliance flexibility EIP. If you determine the uncertainty associated with generating
emisson reductionsis greater than the uncertainty associated with using the reductions, your MRR
procedures should include more frequent monitoring of actua conditions to ensure that the EIP-provided
reductions are equivalent to those required under the origina compliance scheme, without the EIP. This
red world verification provides a QA/QC function.

Y ou should refer to program-specific MRR guidance from the EPA for mobile, Sationary, or area
source programs, if applicable.
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5.3(b) EIP evaluation procedures

Program evauation is the process of retrogpectively assessing the performance of your EIP. The primary
purpose of program evauation isto determine the overal effects of your EIP on emissions and measure
other aspects of program performance, such as increased flexibility or reduced costs. The exact
program eva uation procedures you develop will depend on the type of EIP you sdect, the sources that
are affected by your EIP, the stated gods of your EIP, and the data collected through your MRR
procedures. If you are implementing a programmatic reduction EIP, you will evauate the amount of
reductions actudly redized through the program, whereas for a compliance flexibility EIP, your

eva uation would focus on compliance issues and whether any emission increases occurred.

Y ou should aso consider tracking and evaluating program performance measures that were raised by
your stakeholders during the rule development process. In your SIP submittal, you must develop and
include specific program evauation procedures in your EIP.  These procedures must include
procedures that make the public - including communities of concern - aware that the program is being
evaduated, and give the public ample opportunity to help evaluate the program. Some ways you can do
thisindude:

¢ bhalding public meetings in the evening, in locations near the communities impacted by any
emissons shifts,

¢ printing public notices announcing public meetingsin locad newspapers in the mgor languages
used in the community, and

¢ providing trandations of materids used at the meeting and trandation of meeting transcripts.

Y ou should refer to section 16.5 for more guidance on ensuring adequate public participation.

The procedures should dso provide for public participation in any EIP reconciliation procedures, which
are discussed in section 5.3(c). Y ou should aso make the results of the evauation available to the
public.

At aminimum, you must commit to conduct a program evauation every 3 years. This schedule
coincides with other periodic reporting requirements such as those applicable to emisson inventory
revisons required by the CAA. You must aso submit the results of your program evauation to EPA. If
stakehol ders raised concerns during the rulemaking development process relating to your EIP s potentia
effect on generd equity or environmentd justice, you should consider an annud evauation during the
early years of implementing your EIP to ensure that these concerns are addressed in atimely manner.

If uncertainty arisesin your trading EIP due to differences in certainty in the quantification techniques
between the generation and use of emission reductions, one way to address this uncertainty isto include
more rigorous monitoring and evaluation (see discussion a section 5.3(a) and 6.4(c)). Your evauation

8For EIPs devel oped solely for the purpose of achieving visibility goals, the regional haze regulations call
for evaluations at least every 5 years.
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program should include ingpections to dlow you to assess implementation of the program and to confirm
assumptions. Annua evauation of the program is appropriate for at least 2 years, until the projected
emissions have been adequately confirmed.

For trading ElPs that allow banking (use of emission reductions in a period subsequent to the period in
which they are generated), you must perform evauation of inter-tempora effects annudly. At a
minimum, this would include a summary of usage of emisson reductions from previous seasons, an
aggregated accounting of emission reductions used and emission reductions generated for your EIP, and
any other information gathered during the year that reflects on the accuracy of quantifying the emisson
reductions.

Y ou must collect the data that you will use to conduct eva uations through your MRR procedures when
you are implementing your EIP. You'll find performance measures to congder for your program
evduation in the following lig.

¢ Comparison of forecasted emissions with actud emissons or emisson reductions (including
tempora and geographic digtribution, and magnitude).

¢ Soundness of assumptions madein your initid emisson forecasts, surplus determinations, and

uncertainty determinations.

Effects on emissons in attainment and RFP/ROP demondtrations, and emission budgets.

Effects of modded resultsin atainment and RFP/ROP demondrations, emisson budgets,

NAAQS violations, and Class | areas.

Impacts on effectiveness of source compliance, enforcement, and penalty provisions.

Increasesin local emissions of HAPs or criteria pollutants.

Cost savings experienced by sources and regulators.

Resources used to develop and implement your EIP compared to environmenta benefits gained

(e.g., cost-benefit andyss).

Adequacy of State resources to implement the program over the expected life of the program.

Documentation of emission reduction prices for trading program.

Unintended beneficid or detrimenta effects.

Effectiveness of interstate provisions.

Improvements in emission control technology and MRR techniques.

Inspection data that verify assumptions and track program implementation (i.e., real-world) of

program elements.

OO

OO OO O O

DO O OO OO

Section 16.2 of this guidance provides additiond performance measures you should consider for your
program evaudtion if your EIP involves trading of VOCs,

Some of these measures will be centrd to your program evauation, others not. Those measures that
you need to use depend upon your type of EIP, the amount of emissions covered by your program, the
sources covered by your program, or public comments recelved during rule making. Y ou must
document the reasons for excluding any of these performance measures from your program evauation
procedures. The EPA suggeststhat you work closdy with your EPA Regiona Office when developing
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the program evauation procedures for your EIP because of the program-specific nature of this aspect of
EIP program design and adminidiration.

5.3(c) EIP reconciliation procedures

Your EIP SIP submittal must include a commitment to develop and implement reconciliation procedures
if your program evauation determines that your EIP does not meet its predicted emission reduction
godls, or causes an unforeseen increase in emissons. Y our commitment does not need to bein a
gpecific form of reconciliation. The primary purpose of conducting a program reconciliation is to correct
any differences between forecasted versus actua emisson reductions. This allows you the opportunity
to make mid-course corrections to the program.

Y our EIP SIP submittal must include an enforcegble commitment that if your program evauation shows
a problem with the EIP such asashortfall, or a digproportionate impact to any low-income or minority
communities, you must correct the problem as expeditioudy as possible. 'Y our commitment to correct
the problem should be based on what you may achieve using reasonable, sustained efforts within the
context of your Stat€' s rule making process. Corrections should include any revisons to the program to
ensure that subsequent shortfals do not occur. Any shortfal must be corrected as soon as practicable,
but no later than the next triennial program evauation. If your EIP is part of a SIP for a non-attainment
areq, failure to address this shortfall could lead to afinding under section 179(a)(4) of the Clean Air Act.
In such a case, sanctions (under section 179(b) of the CAA) will be imposed.

For trading ElPs that allow banking (use of emisson reductions in a period subsequent to the period in
which they are generated), reconciliations must be consdered following the annua evaudtion. If a deficit
or shortfal isreveaed by the evaluation, the State should consider further restrictions such as flow
control s or sugpension of use of banked emissons. If deficits are revealed for two consecutive
compliance periods (such as an o0zone season), the State should consider restrictions such as flow
controls directly linking the use and generation of banked emissions during the period so that there is not
adeficit for that period (See section 6.4 for a more detailed discussion of theseredtrictions).  The EPA
views shortfalls for three seasons out of any five as a presumptive requirement for suspension or
termination of the program, instead of comprehensive program redesign and resubmittd.

These correction provisons are Smilar to the contingency measuresincluded in your SIP. Unlike
contingency measures for the SIP, you need to adopt and implement correction provisons only if the
program evauation shows they are needed. However, afallure to implement reconciliation provisonsto
correct for shortfdls or other program deficiencies may result in EPA issuing aSIP cdl requiring
corrections within a defined time frame. 'Y ou may rely on the forma contingency measures dready
adopted inyour SIP. A list of possible forms of correction follows:

¢ Amending your EIP to address the problem in the future.

¢ Amending another of your exigting programsin your SIP to address the emisson shortfall.
¢ Adding another program to your SIP to address the emission shortfal.

¢ Adjugting emissonsin your SIP to account for the actud emission profiles.
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Sugpending your EIP until you have remedied the problems.
Removing the EIP from your SIP.
For trading programs, making up for an emisson shortfal by adjusting the vaue of new emission
reductions issued.

¢ For trading programs, making up for an emission shortfall through partia or complete reduction
in value of banked emission reductions.

¢ Using an insurance fund of unused emission reductions (that you established before a problem
was discovered) to make up the shortfall.

If your program evauation indicates problems with your EIP that are not related to an emission shortfdl,

you should consder methods for remedying your EIP, such as modifying or adapting your existing
program.
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6.0 Elementsof All Trading
ElPs

Section 6.0 introduces e ements that are common to dl trading EIPs. These dementsinclude
enforcement provisions, addressing specific pollutant effects, preventing interference with other air
quality programs, addressing uncertainty, and afew other provisions such as eements for demongirating
environmenta benefits. Y ou should refer to this section for guidance on developing any EIP that
involvestrading. 'Y ou must include the eements described in section 6.0 in addition to those contained
in section 5.0. Each of the four main types of trading EIPs has its own unique characterigics and
requirements. Section 7.0 provides you with the additiona elements necessary for specific types of
trading ElPs.

As emphasized in section 1.9 of this guidance document, this document proposes key dementsfor EIPs.
The EPA currently believes that a program containing these dements (which are phrased in the
imperative - usng the terms “mugt” or “shal”) would assure that the program would meet the applicable
CAA provisons.

Once you submit a SIP revision containing an EIP, EPA will take action through notice-and-comment
rule making to determine if the statutory requirements have been met. Only action taken after the
conclusion of that rulemaking would congtitute find Agency action. The EPA would take stepsto
expedite its proposed gpprovd in the case of SIP revisions containing programs that contain the
elements of this guidance.

If you submit a program that does not contain the eements of this guidance for that type of program,
EPA would still seek to determine whether the gpplicable CAA requirements were met, and, if so, EPA
would approve the submisson. The EPA would make this determination through notice-and-comment
rule making.
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6.1 What enforcement elements must all trading EIPs contain?

Y ou must incorporate certain enforcement eements into your trading EIP rule and your SIP submittal.
Theseincude provisons for assessing lidility, provisons to assess pendties agang participating
sources, and provisons for sources with title V permits.

6.1(a) Provisionsfor assessing liability

Y ou mugt include provisons for assessing liability in your EIP rule. Unlike traditiond CAA regulatory
mechanisms, emission trading involves more than one party. These parties can include those who own
or operate the sources participating in the trade and sometimes another party who facilitated the trade
(such asabroker). Parties may dso have different ligbilities depending on the specific type of trading
EIP. Theseliabilities are discussed in the specific sections on each type of trading EIP in section 7.0.
Parties usng EIP emission reductions are required to possess the emission reductions prior to their use
except for:

¢ CAIFswhich subgtitute for existing requirements, or
¢ Multi-source emission cap and trade EIPs.

To ensure there isintegrity in the trading system, parties are dso normaly responsible for ensuring the
vdidity of the trades or their use of emisson reductions. At aminimum, each party is responsible for the
truth, accuracy, and recording of dl the information it provides to make the trade happen. Your EIP rule
should contain provisions to make users responsible for ensuring that they are obtaining valid emisson
reductions. Traded emissonsreductions are vaid if they:

¢ aretrue and accurate,

¢ generdly meet dl requirements of your EIP rule,

¢ are properly measured in keeping with the required quantification protocols,
¢ stisf'y MRR requirements, and

¢ adhereto dl other requirements for trading, such as no double counting.

Sources usng traded emission reductions are the main parties EPA will hold liable for any violations of
gpplicable emission limitations. However, to discourage any possible collusion between sources,
generators, and third parties, EPA may dso hold other parties liable under the following circumstances
and conditions.

Generators

Generators are sources that reduce emissions beyond applicable emission limitations or other
requirements, and subsequently trade those emission reductions. Any such source isligble for the truth
and accuracy of statements regarding the actions taken to generate the excess emission reductions. Any
source that cannot demondtrate the truth and accuracy of statements regarding claimed emission
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reduction actions s liable for an enforcement action under the CAA, and is subject to the pendty and
corrective action provisions of your EIP.
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Third Parties

Any third party participating in an emission reduction transaction by verifying, quantifying, or certifying
emission reductions - or any generator or user that undertakes these same functions - is not liable for an
enforcement action regarding the vdidity of traded emisson reductions used for compliance if it has
properly applied one of the following:

¢ an EPA-approved quantification protocol to determine the quantity of tradable emission reductions
created by a generator; or
¢ aquantification protocol not yet approved by the EPA that is later disapproved.

However, any third party - or generator or user - that purposefully claims a quantity of tradable emisson
reductions that is not defengible under the quantification protocol it has employed, isliable for an
enforcement action under the CAA, and is subject to the pendty and corrective action provisions of
your EIP for that transaction.

Users

There may be cases where a source uses traded emission reductions that are based on a quantification
protocol not yet approved by the EPA. In such cases, if the protocol is later disapproved, the user is
not liable for an enforcement action with respect to the vaidity of the reductions used for compliance.
However, the user isligble for making up any emisson reduction shortfall resulting from invaid traded
emission reductions associated with the disapproved protocol.

In any enforcement action, the parties bear the burden of proof on each of their respective
responghilities.

Emission reductions and emission alowances generated, traded, and used in emisson trading EIPs do
not have property rights associated with them. They smply represent alimited authorization to emit for
the entity holding the tradable reduction or alowance. Y our EIP rule mugt specificaly sate this. Please
see section 7.0 for liability provisions applicable to specific types of trading EIPs.

6.1(b) Penalty and corrective action provisons

The monetary and non-monetary penaty provisonsin your emission trading EIP must include
mechanisms that enable you to assess monetary pendties and impose corrective actions againg the
sources participating in the EIP. These mechanisms must include

¢ Making up any emission shortfal (e.g., purchase and surrender multiple emission reductions by
the source that is* short”).
Pay amonetary penalty based on statutory penalties for source noncompliance.
Surrender an additiona punitive amount of emission reductions.
Implementing corrective actions to ensure the violation will not occur in the future and to
compensate for the environmenta damage cauised by an emissions violation such as
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-- Better monitors.

-- More effective emissions controls.

-- More frequent monitoring and reporting.
-- Better monitoring procedures.

Y ou need not assess any particular pendty in aparticular Stuation, however you should follow the
pendty policy described in section 5.1(c).

For emission trading EIPs, you must retain the authority to goply your pendty provisons up to CAA
gtatutory maximum on a per-day and per-unit basis for the entire source compliance period (appliesto
each party in the transaction according to their specific obligations) as outlined in Section 5.1(c).

Y ou can establish a specia pendty policy which would assess pendlties below the per-day maximum, on
atonnage bass. This pendty structure must assess penaties at some multiple, greeter than one, of the
codt of thetons of ar emissonsthat werein violation. That is, if you determine that emission reductions
cost $5,000 per ton, any violation involving aton of emissions must be assessed, a a minimum, $10,000
or $15,000 in economic benefit, plus some gravity component as an additiona deterrent. |f you adopt a
tonnage pendty policy the number of violations when caculating maximum potentid Federd pendtiesis
dtill calculated usng the method defined in Section 5.1(c).

6.1(c) Provisonsfor sourceswith TitleV permits

If your EIP covers sources with Title V operating permits your EIP must meet the requirementsin
section 16.8.

6.2 What provisionsdo | need in my trading EIP to address specific
pollutant effects?

Y ou may need to include certain provisonsin your trading EIP to address the effects of specific
pollutants. These provisions apply to your EIP as shown below:

¢ If you chooseto include CO, SO,, PM, or NOy inyour EIP, then provisons for locdized
increases in emissons of criteria pollutantsin section 16.11 gpply.

¢ If you chooseto include VOCsin you EIP, then provisons for locdized increasesin HAPSIn
section 16.2 apply.

¢ If you chooseto includeinter-precursor trading in your EIP, then provisons for ozone inter-
precursor trading in section 16.9 apply.

¢ If you chooseto include VOC trading in your EIP, then provisons for VOC ElPsinvolving
hazardous air pollutants in section 16.2 gpply.
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6.3 What provisionsdo | need in my trading EIP to ensure it does not
interfere with other programs?

Y ou need to incorporate provisions in your trading EIP to ensure that it does not interfere with other
programs. This section contains provisons on:

* trangportation conformity,

* inter-credit trading,

* RACT sources,

* NSR, and

* limitations on use of EIP emisson reductions.

Y ou must aso ensure that your EIP does not interfere with your attainment plan and your RFF/ROP
demondtration.

6.3(a) Provisonsto ensure consistency with transportation confor mity

If your EIP covers mobile sources then you must meet the requirements in section 16.10.

6.3(b) Provisonsfor inter-credit trading
I nter-credit trading is the acquisition and use of an emission reduction generated under one EIP to
meet the requirements of another EIP. If your EIP includesintercredit trading your EIP must mest the
provisonsin section 16.12.

6.3(c) Provisonsfor EIPsthat include RACT sources
If your trading EIP covers RACT sources, you must include provisons contained in section 16.13.

6.3(d) Provisonsfor new sourcereview and trading

If you choose to alow emission reductions generated by your EIP to be used for NSR purposes (NSR
offsetsor NSR netting) then your EIP must meet the requirements in section 16.14.

6.3(e) Limitationson emission reduction uses

Y our EIP must include certain limitations on the use of emission reductions to be consstent with
provisons of the CAA and other existing EPA palicies. Y our EIP must not dlow the use of:

¢ VOC emisson reductions generated outside your non-attainment area, unless they meet the

limitations in section 6.5(b), “ Provisions for Geographic Trading Across Jurisdictiona
Boundaries.”
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¢ NOy emisson reductions generated outside your modding domain, unless they meet the
limitations in section 6.5(b).

¢ Emisson reductionsto meet NSPS, BACT, LAER, NSR offset requirements, title IV Acid Rain
requirements, and any air toxic requirement under section 112 of the CAA, such as.
-- maximum achievable control technology (MACT) or NESHAP requirements.
-~ requirements required under an urban air toxics program.

¢ Emisson reductions to meet various statutorily-mandated mobile source requirements, including
exhaust and evaporative emission sandards for both highway and non-road vehicles and
engines, Federa Reid Vapor Pressure (RVP), RFG, anti-dumping and detergent additive
requirements, and federally-mandated ingpectiorn/maintenance (1/M) program requirements.
Emission reductions to meet nationa VVOC regulations under 8183 of the CAA.
Emission reductions for netting or other means to avoid mgor source NSR requirements, unless
the emisson reductions meet the requirements of the NSR program (see section 6.3(d) of this
guidance).
Emission reductions to meet the mobile source sulfur in fud reduction Tier 11 program.
Emission reductions to meet the municipa waste combustion rules except for some of the
existing source ozone-related NOy requirements if you have adopted your own municipa waste
combustor (MWC) rule as described in the Code of Federal Regulations (CFR) at 40 CFR part
60 subpart C (b)).

6.3(f) Provisonsfor banking emission reductions

Some trading EIPs include provisions that alow sources to bank emisson reductions. Emission
reduction banking occurs when sources set aside emission reductions for use in alater time period. You
may choose to alow sources participating in your EIP to bank emission reductions to achieve one or
more of the following gods.

¢ Provide compliance flexihbility to participating sources.
¢ Encourage early reductions.
¢ Encourage early application of innovative technology.

If you choose for your trading EIP to contain banking then the EIP must meet the requirements in section
16.15.

6.3(g) Provisionsto ensure consistency with general confor mity

If your EIP covers any nonattainment or maintenance area, you must ensure that generad conformity
requirements are met. Generd conformity regulations.

» arelocated at 40 CFR part 93.150-160, and 51.850-860,

* goply to most actions taken by Federa entities that increase emissons of criteria pollutant
precursors above a de minimis level in a nonattainment area, and

* require the Federd entity to do a conformity determination that shows the action is cons stent
with the applicable SIP.
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The Federd entity can do this showing in severa specific ways. The Federd entity must:

¢ demondrate the emisson increases are included in the SIP,
* procure emisson reductions to offset their emission increases,
* procure emisson reductions to mitigate their air quality impact,
* et you toinclude the emissonsincrease in your applicable inventory, or
» if thereisno applicable SIP, demondirate that the action will not
-- create anew NAAQS violation, or
-- increase the saverity or frequency of current NAAQS violations.

A Federd entity can use emission reductions generated by an EIP to meet the offset or mitigation
options described above if the genera conformity requirements are met. The genera conformity
requirements will be contained in the revised genera conformity rules that EPA will propose shortly.
This EIP guidance will be revised as agppropriate following promulgation of the genera conformity rules.

6.4 What provisonsdo | need in my trading EIP to address uncertainty?

Y ou may need to include provisionsin your trading EIP to address uncertainty about the effect your EIP
may have on future emissions. These effects must be addressed in order to ensure that at the
programmatic level, your EIP complies with the fundamenta eements of surplus and permanent.
Emission banking and seasond trading may impose some uncertainty about the effect your EIP might
have on future emissons. This section describes some suggested methods for addressing uncertainty
associated with banking and seasond trading.

6.4(a) Minimizing uncertainty associated with an emissions bank

If you choose to include emissions banking in your EIP, you may conclude from your preliminary
demondration that future emissions associated with your EIP are highly likely to interfere with ataining
or maintaining the NAAQS. To receive EPA gpprova of your EIP with banking and inter-tempora
trading, you must include sufficient additiond provisons to make it very unlikely that your EIP will
interfere with attainment or maintenance of the NAAQS. These are discussed in section 16.15 of this
guidance.

6.4(b) Minimizing uncertainty associated with seasonal trading
Y our EIP must include provisons for addressing uncertainty when your EIP covers criteria pollutants
that are of a seasond nature (i.e., 0zone and carbon monoxide). Y our EIP must be designed to address
uncertainty associated with seasond trading programs, such as minimization through seasond use

restrictions.

If your EIP covers ozone precursors of VOCs and NOy, you must not allow VOCs and NO, emisson
reductions generated during the non-ozone season to be used during the 0zone season. This redtriction
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ensures that the system-wide balance of VOCs and NOy emission reduction generation and use focuses
on the time period when the ozone precursors are the most reective.

If your EIP covers carbon monoxide (CO), any trading of carbon monoxide emission reductions should
be consistent with local meteorologica conditions, and with your state-specific control periods defined
by other carbon monoxide control programsin your area, such as oxyfuels programs or wood burning
control programs.

6.4(c) Addressing uncertainty in emissons measur ement

Y ou may wish to incorporate awide range of sources in your trading program. A range of sources can
lead to a program that produces:

e greater environmentd benefit,
»  greater opportunity for the development of innovative emisson control strategies, and
* gansineconomic efficiency.

In addition, you may be able to include sources or source categories that you are not able to regulate
directly. Thiscould lead to reductions from these sources that you could not otherwise achieve. For
example, EPA bdieves tha economic incentive programs, including trading programs, can achieve
relatively cost-effective reductions from a number of mobile sources. Examplesinclude retrofitting heavy
duty vehicles and equipment, encouraging the use of newer and cleaner equipment and engines,
demondtrating advanced technology, and encouraging the use of dternatively fuded vehicles and engines
for the purpose of improving air quality.

When developing atrading program, however, you will need to consider the uncertainty in the
techniques used to measure emissons from likely generators and users of emission reductions. If thereis
sgnificant uncertainty in emissions measurement for a source generating emission reductions, a source
using those reductions, or for both generator and user - the integrity of the trade could be questioned
because the trade may not give a complete match of a unit of generation to aunit of use. Consider the
following examples

Reliable measurement of use/uncertain measurement of generation. A generator trades 10 tons of
emission reductions to another source. Say that due to uncertainty, you think the actua emission
reductions generated may be somewhere between 5 tons and 15 tons, but the user will forgo 10 tons of
reductions with ahigh leve of certainty. In this Stuation an equivaent trade may not be reached,
because aggregate emissions could have ether increased or decreased by 5tons.  Thisconsderation is
especidly important in cap-and-trade programs, because they are based on an absolute level of
emissions from a defined group of sources,

Uncertainty in measurements for both generation and use. A generator trades reductions quantified

at 10 tons based on control measures that in fact reflect between 6 and 14 tons of emission reductions.
These credits are then purchased by a user for whom the emission increases (or foregone reductions),
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quantified at 10 tons, in fact are between 6 and 14 tons. In this example, aggregate emissions could
have either increased or decreased by up to 8 tons relative to emissions without the trade.

Y ou mugt account for the uncertainty in quantification methods. Some ways you could do thisare:

¢ Useconservative estimates of the benefits of the less proven or less certain Strategies. In thefirst
example above, that generator would only get credit for 5 tons of emisson reductions. Inthe
second example, the generator would get credit for 6 tons of emission reductions, and the user
would be required to purchase 14 tons of credits.

¢ Include monitoring (or testing), recordkeeping, reporting and eva uation procedures which could
better verify the actud emisson reductions where quantification isless certain - if thisis
technically feasible and not cost prohibitive . (Thiswill lead to more and better data, which will
decrease the uncertainty of future programs.)

¢ Exdude certain sources or source categories from participating if their emissions cannot be
adequatdy quantified.

¢ Limit trades to those between generators and users that have quantification methods with smilar
degrees of certainty.

6.5 What other provisionsdo | need in my trading EIP?

There are saverd other provisons that you must include in your trading EIP. Theseinclude
demondtrating that your EIP provides an environmenta benefit, provisions for geographic trading across
boundaries, provisons for notifying the rdevant FLM in aClass| area, accounting for emisson
reductions that occur prior to the gpprova of your EIP, and restricting use of AELSs.

6.5(a) Demonstration of environmental benefit

Asdiscussed earlier in section 5.1(8), dl EIPs must provide an environmentd benefit. If your trading
EIP covers nonattainment areas that are NALD you must obtain an environmenta benefit by reducing
emission reductions generated by program participants by at least 10 percent for the benefit of the
environmen.

If your trading EIP does not cover NALD areas you have more options for meeting the environmental
benefit requirement. Y ou must demongrate the environmenta benefit of your emissons trading EIP by:

» showing greater or more rapid emission reductions due to trading (e.g., early reductions),
» reducing emission reductions generated by program participants by at least 10 percent or
»  showing other environmental management improvements.

The appropriate demongration of the environmenta benefit depends on the design of your trading EIP.

If your trading EIP does not cover NALD aress, the following provides more details on appropriate
environmenta benefit demongrations by the mgjor categories of trading EIPs.

| 86| 6.0 Elementsof All Trading EIPs



Benefit achieved through aggregate inventory limits (i.e., multi-source cap-and-trade EIPSs)

Y our multi-source cap-and-trade EIP achieves environmentd benefit if the program meets dl of the
following conditions:

* Your EIP meetsthe criteria presented in section 7.4.

* Your EIP does not cover any areas that are needing and lacking attainment demongtrations.

* Your EIPisconggent with al atainment, maintenance, and progress plans.

* Your EIPrequires dl trading units within the cap-and-trade EIP to be accounted for in the cap.

* You are able to demondirate that production does not shift from sources within the cap to
sources outside the cap.

* You account for opt-in units added from your SIP. 'Y ou may do this by adding the opt-in unit’s
emissions to the cgp and then subtracting those emissons from the part of the SIP not covered
under your EIP.

¢ Your EIP does not result in increased emissions or adverse effects within low-income and/or
minority communities

Multi-source cap-and-trade EIPs with a declining balance would most readily demondtrate
environmenta benefit. If your EIP is not designed with a declining baance, you may demondrate an
environmenta benefit by showing that the cap sets an absolute limit on mass emissions which would
otherwise have increased or would have increased at a greater rate.

Benefit achieved through more stringent rate based emission standards

Y ou may demondrate environmental benefit by showing that emissons trading alows your EIP to
achieve greater or more rgpid emission reductions than would otherwise have occurred by promulgating
arae-based limit that is more stringent than the one you could promulgate without trading. The
environmenta benefit is achieved directly through the estimated effect of the more stringent rate based
emisson sandard on the inventory. The environmenta benefit should be greeter than or equd to the
benefit achieved from an EIP implemented without a more stringent rate-based emission standards (such
as described in the next paragraph), where the benefit is achieved solely by reducing emission reductions
generated by program participants by 10 percent or more.

Benefit achieved through a reduction of 10-percent or more (e.g., programs designed for
compliance flexibility)

The environmenta benefit of your trading EIP is achieved by reducing emission reductions generated by
program participants by at least 10 percent for the benefit of the environment.

Benefit achieved through environmental management improvements

Y our trading EIP achieves an environmentd benefit if it does not cover NALD areas, and accomplishes
the following:
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¢ improved adminigtrative mechanisms (for example, your EIP achieves emissions reductions from
sources not readily controllable through traditiond regulation),

¢ reduced adminigtrative burdens on regulatory agencies that lead to increased environmenta
benefits through other regulatory programs,

¢ improved emissonsinventories that enhance and lend increased certainty to State planning
efforts,

¢ the adoption of emission caps which over time congtrain or reduce growth-related emissions
beyond traditional regulatory approaches.

¢ for multi-source cap and trade program or a single source cap and trade program, includes a

declining cap.
6.5(b) Provisonsfor geographic trading acrossjurisdictional boundaries
This guidance does not provide additiona geographic restrictionsto trading if

¢ your EIP was submitted to comply with the NOy budget trading program (in response to the
NOy SIP cal) or
¢ only covers areas that are not NALD.

In these cases the geographic regtrictions contained in the approved SIP apply to the EIP. The
geographic trading provisons in the NOy budget trading program or the approved SIP provide
protection comparable to this guidance.

If the EIP covers nonattainment areas that are NALD then your EIP must include provisons that meet
the requirements in section 16.16.

6.5(c) Provisonsfor FLM natification in Class| areas

If your trading EIP program alows sources located in or within 100 km of a Class| areato use emisson
reductionsin lieu of making a reduction, then your EIP must meet the provisons contained in section
16.6.

6.5(d) Provisionsfor tracking systems and market clearinghouses

Both you and the sources participating in trading EIPs need to obtain accurate information about market
activities rdated to trading emission reductions. Specificdly, you need to obtain information that alows
you to:

» Track generation and use of emission reductions.
*  Ensure compliance.

» Target enforcement resources.

»  Conduct periodic EIP performance audits.
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Sources need to obtain information to make decisions on participating in atrading EIP including:

» Theavallability of emisson reductions.
* Thedemand for emisson reductions.
» Prevaling market prices.

To meet these provisions you need to develop and operate atracking system. Y ou must dso make this
informetion readily available to the public. If your EIP covers sourcesin more than one State, you
should coordinate the tracking system among al participating States.  If you submitted your EIP to
comply with the NOy budget trading program (in response to the NOy SIP cdll), and you will be
participating in that EPA-administered trading program, you do not need to develop a tracking system
under this guidance.

When establishing the tracking system for your trading EIP, you must consider including the following
features,

»  Unique tracking numbers assigned to each emission reduction (eg., DER).

» Pollutants being reduced (if your EIP involves multiple pollutants).

*  Reqguirements being met through trading (if your EIP dlows various uses).

* Name and address of the source making the reduction, and a contact officid.

» Name and address of the source using the reductions (and any third partiesinvolved in the
transaction), and a contact officid.

* ldentification of the pecific emisson reduction Strategies.

» |dentification of the pecific unit usng emisson reductions for compliance.

» Time period of the emission reduction.

o Compliance dates of the emisson reduction.

» Price paid for each ton of emission reduction purchased.

» Datesthat adl required notices, if any, were submitted.

* A requirement that required notices be attached to the operating permit.

* A requirement that required notices be made available to the public.

Y ou may aso develop and administer emission reduction banks and clearinghouses. If you choose not
to do 50, the private sector will most likely develop and administer them.

6.5(e) Provisionsconcerning multi-claimants
There are certain Stuations where ownership of an EIP emisson reduction strategy could be claimed by
more than one party. When these Situations occur, you must ensure that ownership is claimed by only

one party to avoid double counting of reductions. Some examples of this Stuation follow.

A paint manufacturer develops anew paint that emits less pollutants when it is gpplied to asurface. In
this case:
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The paint manufacturer could say it owns the reduction because it developed and produced the
cleaner paint.

All the intermediaries could claim they own the reductions because they choose to carry and
sdl/digtribute the cleaner paint.

The fina user could clam it was the owner of the reduction because it chose to gpply the cleaner

paint.

A fue manufacturer develops a cleaner emitting gasoline that aloca government encourages people to
use. Inthiscase:

The manufacturer may clam it owns the reductions because it developed and manufactured the
fud.

The digtributors may claim they own the reductions because they chose to carry and sl the
cleaner fud.

The loca government may claim it owns the reductions because it is gpending money to promote
the use of the cleaner gasoline.

Fleet owners may claim they own the reduction because they choose to use cleaner fud in ther
vehicles.

The drivers who use the cleaner gasoline may claim they own the reductions because they
choose to use the cleaner gasoline in their vehicle.

A non-attainment area wishes to reduce mobile source emissions by alowing private companies to
construct and operate atoll road. In this case:

The private company might claim the emission reductions because it constructed and operated
the toll road.

The MPO might claim the emission reductions because it authorized the congtruction of the toll
road

Each user of the toll road might claim a share of the emission reductions because they pay the
tolls which fund the congtruction and operation of the road.

For some grategies, the State will determine which party owns the reduction in the quantification
protocol criteria documents when it gpproves a source-specific emission quantification protocol.
Sometimes EPA determines who owns the emission reduction as part of an emissons measurement
protocol. Your EIP must reflect these decisons. For other strategies you need to clarify who ownsthe
reductions in these problematic Stuations. Y ou may do thisin severd ways
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Place a generic definition in your EIP that defines the owner of the reduction.

Assign ownership to specific parties for specific known generation activities.

Grant ownership to the firgt party that introduces the reduction into the trading program as
defined in the EIP. For example, in an open market trading program, the first party to submit a
“Caertification of Generation” (as described in section 7.5(c)) for a particular strategy owns the
DER.
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6.5(f) Provisonsfor emission reductionsthat occur prior to EIP approval

There may be sources that reduce emissions before you develop an EIP. Some generators may want
these old emission reductions to participate in your trading EIP. Y ou may not alow any emisson
reductions that result from emission reduction strategies that were started before November 30, 1990
(when the Clean Air Act Amendments of 1990 became law) to participate in your EIP.

Y ou may chooseto prohibit all emission reductions that occured prior to the adoption of your EIP from
participation in your EIP because when a source reduces emissions before the existence of atrading
EIP:

¢ these emission reductions occurred without an opportunity to trade, and
¢ thear qudity has dready benefitted from these emission reductions.

Therefore, in many Stuations, the overdl benefit of making old reductions digible for emissonstrading is
not apparent.

However, for avariety of valid reasons, you may wish to include old reductionsin your trading EIP
subject to the given safeguards described in section 16.17.

6.5(g) Provisonsfor Compliance Margins

Sources often operate with acompliance margin. Your trading EIP must include provisonsto
account for compliance margins when sources participating in an EIP are initidly complying with an
emisson limit.

A source uses a compliance margin to protect itself against non-compliance due to minor increasesin
emission rates from normd fluctuations in process operations or control equipment. The source achieves
acompliance margin by intentionaly emitting less than its alowable emisson limit. In effect, the sourceis
managing its operations to comply with a salf-imposed emisson limitation thet is less than its dlowable
emisson limit.

For example, take a source with an emission limit of 100 units (tons per month, Ibs. per MMBLu, €tc)
and historicd actua emissions of 90 units. Its normal operating procedures include a 10 percent
compliance margin. A new requirement will limit the source’s emissons to 80 units. The source plansto
ingall emission control equipment and emit 70 units. |f the source' s compliance margin is not accounted
for, the source could generate 10 units of emission reductionsin an EIP. Based on the facility’ s historic
practice of operating with a 10 percent compliance margin, you could assume that they would have
operated a aleve of 72 unitsin order to comply with alimit of 80 units. Accounting for this source's
compliance margin means that the source will generate two units of emission reductions for an EIP, not
10 units.

Allowing a source to caculate emission reductions for an EIP without accounting for a compliance
margin is acceptable when the source s higtorica actud emissons are lower than its dlowable emissons
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and higtorica actua emissions are used to calculate emission reductions for an EIP (such asan OMT
EIP). Insuch acase, the source' s compliance margin is inherently included in the emission reduction
caculation. When asourceis gpplying aemisson control strategy to initially comply with an emisson
limit, its compliance margin is unknown. In such acase, thereis no historica actua emisson information
avallable for use when cdculating emisson reductions for an EIP, only the new alowable limit.

If the area covered by the EIP is not a nonattainment areaneeding and lacking a attainment
demonstration (NAL D) then no additiona provisons are required if

¢ therdevant atainment or maintenance plan includes the emissions from compliance margins as
actud emissons, and

¢ therdevant emisson inventories include emissons from the compliance margins for al sources
covered under the EIP.

If the area covered under the EIP isan area NALD, or if the items above are not met then the EIP must
meet the specid requirements for NALDs contained in 16.1.

6.5(h) Restricting Use of Alternative Emission Limits

Under traditiona air quality management approaches, sources are required by regulation to meet
emisson limitations. 1n some cases, sources may find it difficult to meet these requirements by the
required deadline. In such events, States have granted sources some form of relief (eg., waivers,
exemptions, compliance deadline extensions, and temporary relaxations to the regulatory requirements).
Theseforms of relief are known as dternative emisson limits, or AELs. While AELs may be necessary
in limited cases, widespread use of AEL s ultimately means that expected emission reductions will be
delayed.

A benefit of trading EIPsis that they provide sources an dternative means for obtaining required
emisson reductionson time. This means that in many cases, sources will not need AEL s as ameans of
regulatory relief. Therefore, your trading EIP must prohibit the use of new AELs after the date your
ElIP is adopted, unless a sources can demondrate that it cannot purchase sufficient emission reductions
elsawhere.

6.6 Are“emission reductions’ the same as*“ emission reduction credits
(ERC9)?"

The term “emission reduction credit”, or ERC, hasitsoriginsin EPA’s emisson trading policy statement
(51 Federd Regigter 43814, December 4, 1986). The statement defined ERCs as “the currency of
trading.” Over time, EPA has found that the term “ERC” has been used to mean various things:
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* mass of emissions per unit of indudtria activity.
* mass of emissons per unit time.
» alowances (the amount asource is dlowed to emit).

States that employ only one type of trading program may be able to use the term “ERC” with little
confusion. However, for States using multiple types of program, theterm “ERC” can - and has - led to
much confusion. For thisreason, EPA has made a conscious decison not to use the term “ERC” in this
guidance. However, the basic concept of ERCs till remains in the description of “trading units’ for
some types of trading programsin Table 7.1, and in the discussions of emisson reductionsin the
following sections:

» for emissons averaging programs, section 7.2(b).

» for source-specific cap programs, section 7.3(b).

« for multi-source emission cap-and-trade programs, section 7.4.

» for mobile source emission reduction credit programs, section 13.1(c).

* “Guidance on Voluntary Mobile Source Emission Reduction Programs, section 16.4.
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7.0 Elements of Specific
Trading EIPs

As emphasized in section 1.9 of this guidance document, this document proposes key dementsfor EIPs.
The EPA currently believes that a program containing these e ements (which are phrased in the
imperative - usng the terms“mugt” or “shal”) would assure that the program would meet the applicable
CAA provisions.

Once you submit a SIP revision containing an EIP, EPA will take action through notice-and-comment
rule making to determine if the Statutory requirements have been met. Only action taken after the
conclusion of that rulemaking would congtitute find Agency action. The EPA would take sepsto
expedite its proposed gpprova in the case of SIP revisions containing programs that contain the
elements of this guidance.

If you submit a program that does not contain the dements of this guidance for thet type of program,
EPA would still seek to determine whether the gpplicable CAA requirements were met, and, if so, EPA
would approve the submisson. The EPA would make this determination through notice-and-comment
rule meking.

7.1 How do | select the appropriate trading EIP?

A trading EIP isaprogram that involves at least two emission units. One emission unit with an emisson
reduction obligation uses emission reductions at different emisson unit to meet these emisson
obligations. There are four main types of emisson trading programs.

» Emisson averaging.

* Source specific emission caps.

» Multi-source emission cap-and-trade.
* Open market trading.

Each type of emission trading EIP has its own characteristics. Some trading EIPs provide compliance
flexibility, others provide programmatic emissions reductions, while others provide both. Table 7.1
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presents some important characteristics of the different trading EIPs. Thistable may help you decide
which of the trading programs fits your needs the best. The remainder of section 8 presents additiona
information about each of the four main types of trading EIPs.

Table7.1: Characterigtics of Trading EIPs

Trading Units| Main Purpose |Are Shutdown | Most Common M ost Generation Occurs
Reductions Generating Common |Contemporaneously
Surplus? Source Types | User Source with Use?
Types
Mass/activity |Flexibility for a No Units within Units within Yes
Emission evel source to meet Imajor stationary  major
Aver aging RACT sources Stationary
sources
M ass/time Provides flexibility |Yes- at the Units within Unitswithin  |Yes, unless
for adefined set of [State’s Imajor stationary  major allowance banking
Sour ce- . i . . .
e sources while discretion, and  fsources Stationary isallowed
Specific o .
. limiting emissions  ff the EIP meets sources
Emission Caps .
from those certain
sources conditions
[Mass or mass |A major Y es, at the Major stationary [Major Y es, unless
for each time  Jcomponent of an State’' s sources Stationary allowance banking
. period attai nment discretion, and sources isallowed
Multi-source
Emission Can- strategy. f the EIP meets
a Reduces/limits certain
and-trade .. . .
emissions while conditions
providing
flexibility
Open Market M ass Flexibility No M ajor statlorllary, Ma;pr No
) preaand mobile  [stationary
Trading
KOUrCces sources

When sdlecting which type of trading EIP you wish to develop, it isimportant to note the distinctions
between a source-specific emission cap EIP and a multi-source emission cap-and-trade EIP. What all
cap-basad EIPs have in common is that, while these EIPs dlow the shifting of tradable emission
reductions between units, facilities or sources within the scope of the cap, the cap serves asthe limit
ensuring that, in the aggregete, the capped sources actualy emit no more than the limit specified in the
program cap. Thisistrue for both source-specific and multi-source caps. In summary, the main
differences are asfollows.

A source-specific emisson cap EIP:

can cover only one or afew sources,

¢ Can cover many sources
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* subdtitutes rate-based emission limits with mass-based emission limits,

* setsamass-based limit using the participating source' s rate-based emission limit and some
appropriate recent activity leve,

* may dlow banking of unused emission reductions, and

* can beimplemented prior to your determination of the emission reductions required from the
covered sources in your attainment demonstration.

A multi-source cap-and-trade EIP:

* must cover dl or most sources in a category or group of sources,

 dways provides alimit on total emissons, programmatic emisson reductions, and compliance
flexibility,

* isbasad on the reductions included in an approvable attainment of RFP/ROP plan,

* sets the mass-based limit for the entire category or group of sources.

» can dlow banking of unused emission reductions for use in another compliance period, and

» mudt reflect the emisson reductions you have determined are required from
-- the budget in the NOy SIP cdl (if you submitted your EIP to comply with that SIP call)
-- the covered sources in your gpprovable atainment demongtration.

See sections 7.3 and 7.4 for information specific to these types of trading EIPs.

7.2 What other provisionsdo | need for my emission averaging EIP ?

Emission averaging EIPs are emission trading EIPs that provide a source or group of sources (typicaly
dationary sources) flexibility in complying with arate-based regulatory limit by averaging the rate of
pollution it emits with another source. Because emission averaging ElPs typically involve stationary
sources, the following section addresses provisions that apply primarily to stationary sources. 'Y ou may
wish to develop an emission averaging EIP for area or mobile sources. [If thisis the case, you should
work closaly with your EPA Regiond Office to determine which portions of this section are gpplicable
to your program.

Emission averaging EIPs involve emisson units at one fadility or, if not a the same fadility, within the
same State. Emission averaging enables a source emitting above its dlowable emisson rate limit to
comply with that rate limit by averaging its emissions with a second source emitting below that second
source' sregulatory rate limit.

A rate-based regulatory limit is messured as mass of emissons per activity level. An emissons
averaging EIP does not inherently control total emissions, because emissions may increase or decrease
as activity levels at the participating sources fluctuate. For stationary sources, RACT isan example of a
regulatory program usualy set as arate-based program (e.g., pounds of NO, per MMBtu of heat

input).
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7.2(a) Fundamental integrity elements

The terms surplus, quantifiable, enforceable, and permanent refer to the fundamenta integrity
eements that gpply to emission reductions that qudify for inclusion in your emission averaging EIP.
Section 4.0 presented the generd definitions of the four fundamenta elements as they gpply to dl EIPs.
The specific gpplication of the fundamenta dements to emissons averaging EIPs is described below.

In emission averaging EIPs, the programmatic fundamenta dement of surplus, as used with reference to
the EIP as awhole, has a pecia meaning. Y ou must show that your EIP resultsin more reductions than
would have occurred without the program.

In emission averaging EIPs, the source-specific fundamental e ements of surplus, enforceable,
quantifiable, and permanent, as used with reference to the actions of the individua sources participating
in the EIP, have specid meanings. Surplus means.

* Theemisson reductions are not prospectively relied upon in your air qudity-related program
requirements defined in section 4.2.

e They must be surplus a the time sources use them for compliance.

»  Stationary-source shutdowns and production activity curtaillments are not eigible as emisson
reductions.

Source-specific emission reductions are enforcesble if each participating source' s owner/operator is
liable for emissons violations and the vdidity of emisson reduction generation or use. Source-specific
emission reductions are quantifiable if sources quantify their activity level and their emission rete per
activity level. Source-specific emisson reductions are permanent if the source' s emission reductions
lasts throughout the life of the program defined in the SIP.

7.2(b) Compliance provisons

To demongrate compliance, the total actud emissions for al emitting units must be equa to or lessthan
the totdl of dlowable emissons for dl emitting units participating in an emissons averaging EIP. The
totd alowable emissonsfor al emitting unitsin an emissions averaging EIP is the summation of the
product of each units alowable emission rate and its activity rate over the averaging time period. The
totd actud emissonsfor dl emitting unitsis the summation of the product of each unit’s actua emisson
rate and its activity rate over the same period.

* Theactual emission rateis defined as the emissons of a pollutant from an affected source
determined by the measured emission rate and, where applicable, the measured production rate
of the source during the relevant period.

* Theallowable emission rateis defined as the lowest emisson limit that appliesto the emisson
unit.
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For EIPsin areas that are not NALDs the following illusirates the requirement described above in
equation format.

(I-EB) * 3 ¢, (ER *AL)$3 6, (ERxr, *AL))
where:

EB = the environmenta benefit adjusment (e.g., 0.1 for acompliance flexibility EIP where
environmenta benefit is demongtrated by an emissions reduction)
i = deggnation for each unit participating in the trade
n = tota number of units
ER = thelower of
-- thelowest dlowable emission rate that gppliesto unit i, or
-- thehigtoricdl actud emisson rate of unit i
AL, = adivity levd for emissonsuniti
ERact, actud emisson rate for emissonsunit i

For EIP areas that are NALDs, see section 16.1 for the compliance equation that includes compliance
margins.

7.2(c) Other provisions

Severd additiona provisons apply to emissons averaging EIPs. 'Y ou must include the following
requirementsin your EIP:

»  Emisson reductions occur contemporaneoudy with use (i.e., emission reductions occur at the
same time as they are used).

»  Theenvironmentd benefit is demonstrated according to the requirements in section 6.5(a), ether
through program design or through the application of more stringent rate- based emission
standards.

* Magor stationary sources covered under an emissons averaging EIP must have atitle vV

perating permit that:

-- limits a source’ s emissions to the capped amount decreased by emission reductions
trandferred to other sources and increased by emission reductions received from other
Sources,

-- contains references to reevant emission quantification protocols, and

-- defines which other sources the source can obtain emissons from.

»  Thenumber of violations of an EIP rule determinesthe leve of potentid pendties. The number
of violationsis caculated by the multiplying (a) the number of days the actud emissons are
higher than the dlowable emissons after any adjustments by (b) the number of emisson units
covered under the emissions averaging EIP.

* More than one plant may participate in an emissions averaging EIP so long as dl participating
emisson units are owned by the same firm, located in the same State, and included under the
same attainment demongtration and RFP plan.
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* If you dlow emisson grategy banking, your EIP must meet the requirements in section 6.3(f).

7.3 What additional provisionsdo | need for my sour ce-specific emission
cap EIP?

A source-specific emissions cap’ is an emission trading EIP that alows a specified sationary source
or alimited group of sourcesthat are subject to arate-based emission limit to meet that requirement by
accepting a mass-based emission limit, or cap, rather than complying directly with arate-based limit. In
this manner, source-gpecific emissons cgp EIPs limit total emissions and provide compliance flexibility.
The emisson limit for a source-specific emisson cap is measured in mass or weight per unit of time
during the compliance period (e.g., pounds of VOC per day, tons of NO, per ozone season). If you
are conddering gpplying an emission cgp to alarge group of sources, you should consider developing a
multi-source emission cap-and-trade EIP as described in section 7.4. Refer to section 7.1 for a
comparison of the two types of emission cap EIPs.

Generdly, a source-specific cgp appliesto a single facility, but could dso apply to more than one facility
with more than one owner so long as the geographic limitations contained in section 6.5(b) are met.
Source-specific emisson caps usudly gpply to Sationary sources, but may include area and mobile
sources that are located at the same facility as the participating Sationary source. If your source-specific
emission cap covers VOC emissons, the HAP provisions outlined in sections 5.1(b), 6.2(b) and 16.2
will gpply. If you wish to goply source-specific capsto individua emisson units a afacility, you should
work closaly with your EPA Regiond Office to ensure that the cap is designed in away that accounts
for potentid shifting of production and emissons to uncgpped units at the same fecility.

In addition, the EPA does not recommend allowing sources covered by source-specific emission capsto
comply with their cap by shifting unused reductions from one compliance period to another. If you wish
to include banking features, you should refer to sections 6.3(f) and 6.4, aswell aswork closely with
your EPA Regiond Office to ensure that your EIP is designed in away that accounts for the uncertainty
associated with using emission reductions generated during a previous compliance period.

7.3(a) Fundamental integrity elements

The terms surplus, quantifiable, enforceable, and permanent refer to the fundamenta integrity
elements that gpply to emission reductions that qudify for incluson in your source-specific emission cap
EIP. Section 4.0 presented the generd definitions of the four fundamental elements asthey apply to dl
EIPs. The specific agpplication of the fundamental elements to source-specific emisson cap EIPsis
described below.

°For the purpose of simplicity, the EPA refers to these EIPs as source-specific caps, although
they are not necessarily limited to one source.
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In source-specific emisson cap EIPs, the programmatic fundamenta eement of surplus, as used with
reference to the EIP as awhole, has a specia meaning. If the god of your EIPisto achieve
programmatic emisson reductions, you must show that your EIP has resulted in more reductions than
would have occurred without the program.

In source-specific emission cap EIPs, the source-specific fundamenta eements of surplus, enforcesgble,
and quantifiable, as used with reference to the actions of the individua sources participating in the EIP,
have specid meanings. To meet the source-specific requirements for surplus.

» Thereductions are not prospectively relied upon in your air quality-related programs
requirements as defined in section 4.2.

» Thereductions are not generated through compliance with any requirement of the CAA.

» The reductions resulting from shutdowns and curtailments are surplus only if the shutdown or
curtailed source is included in the source-specific cap program.

* The source must beincluded in the prospective inventory &t its capped emissons levd.

Source-gpecific emission reductions are enforcesble if each source owner/operator isliable for meeting
itsemission limit asit is modified through trading and for the vdidity of the emisson reductions it obtains
or trandfers. Source-specific emission reductions are quantifiable if sources quantify total emissions per
unit of time.

7.3(b) Compliance provisons

Sources with source-specific caps demonstrate compliance when their actua mass emissons are less
than or equal to their cap. A source with acap may not emit more than the amount specified in the cap.
Emission reductions from another EIP outside the cap may not be used as emission reductions for the
source or sources in the source-specific cap. If your EIP does not cover NALD areas then the
following illustrates the requirement described above in equation format:

Actud emissons# (1-EB) * 3 _4, (ER *AL)
where:

EB = the environmenta benefit adjusment (e.g., 0.1 for a compliance flexibility EIP where
environmenta benefit is demongtrated as an emissions reduction)

i = degignation for each unit participating in the source-pecific cap

n = totd number of units

ER = thelower of
-- thelowest alowable emisson rate that appliesto unit i, or
-- the higtoricd actua emisson rate of unit i

AL,= activity leve for emissonsunit i, usualy set & ahistorical leve.
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In addition, you may need to apply other adjustment factors when ca culating the amount of emisson
reductions generated or used. These are discussed in further detail under the heading “ Adjustments to
banked emission reductions’ in section 16.15.

For EIPs that cover NALD aress, use the compliance equation in section 16.1.
7.3(c) Provisonsto address shifting demand

Shifting of activity levelsis a potentidly serious problem for al source-gpecific cap programs. A source
in acap could decide to shift production to a source outside the cap within the same non-attainment

area. An example of thiswould be ameta fabrication facility which planned on phasing out or
contracting out the coating aspect of its production but gtill had other emitting processes which remained,
such asdegreasing. Thefacility could take a source-specific cap based on full operation and when
required to lower its degreasing emissions, the facility could contract out its coating and forego the
emissons reductions from contralling its degreasers. The facility taking on the contract could increese its
emissions (increased utilization of existing capacity) without regulatory impact. The presumed emissons
cap or reductions at the metal fabrication facility are defeated by shifting production to a source outsde
the cap.

A smilar situation could occur with the shutdown of asource. For example, an auto body shop within a
source-specific cap could close down. Although the demand from that shop would shift to other auto
body shops in the area, the shop which closed may seek to dlaim emission reductions. The end result
would be that emission reductions do not truly occur, but are smply shifted outside the cap.

When you decide which sources or parts of sources to include in a source-specific cap you must
determine the potentid for shifting activity from sourcesin the cap to sources not in the cap. This can be
aproblem within one plant or between plants. To avoid this problem you must:

»  Show that dl the sources providing a product are included in the cap and no sources outside the
cap can pick up production from the capped source (for example, you include al sted mill or
automobile manufacturing facilitiesin the air basin and show that none of the processes done in
these plants could be done by sources outside the cap), or

* Include a mechanism that reduces the cap by the amount of emission reductions resulting from
shifting production or activities to sources outside the cap.

If the emission reduction is generated by a source owned by one person and the user is owned by
another person then:

» Each user sourceisliable for
-- the sum of its emissions plus reductions obtained from other sources not exceeding its
source-specific cap
-- thevdidity of the reductionsit uses
» Each generator sourceis liable for emitting less than its source-specific cap as reduced by the
amount it has transferred to other sources
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7.3(d) Other provisons

Severd additiond provisions apply to source-specific emisson cap EIPs. In addition to including the
provisons contained in sections 5.0 and 6.0, you mugt include the following provisonsin your EIP.

* Magor stationary sources must have atitle V operating permit that:

-- limits a source’ s emissions to the cgpped amount decreased by emission reductions
transferred to other sources and increased by emissions received from other sources,

-- contains references to relevant emisson quantification protocols, and

--  defines from which other sources the source can obtain emissions.

* A sourceé semisson limit is expressed as a given amount, plus any valid emisson reductionsiit
obtains from other sources, minus any vaid emission reductions it sells or gives to other sources.
Emisson reductions are vdid if they meet dl requirements of your EIP rule, including
determinations that geographic and use redtrictions are met.

* Theemisson reductions are surplus.

» The emission reduction has not been used by another party.

» If you dlow emission reduction banking, your EIP must meet the requirements of 6.3(f).

»  The number of violationsis the product of the number of daysthe cap is violated and the number
of emission units covered under the cap.

» |If theemission reduction is generated by a source owned by one person and the user is owned
by another person then:

-- each user sourceisliable for the sum of its emissons and reductions obtained from other
sources not exceeding its source-gpecific cap, and the vaidity of the reductionsit uses; and

-- each generator source isliable for emitting less than its source-specific cap as reduced by
the amount it has transferred to other sources.

»  Sources covered by a source-specific cap may only use emission reductions generated by
shutdowns of sourcesincluded in the cap to satisfy their requirementsiif:

-- the emissions reductions resulting from the shutdown are till in the gpplicable emissons
inventory.
-- the EIP has provisons to address shifting demand described in section 7.3(c).

After the capisin place, you must adjust the cap to reflect lower emissions if a capped source reduces
its emissions of the criteria pollutant covered by the source-gpecific cap EIP in order to:

* meset another CAA requirement such as BACT, LAER or NSPS,
* meet another State requirement for that same criteria pollutant, or
» or sell NSR offsets to a source not covered by the EIP cap.

Y ou may alow sources not originaly included in the source-specific cgp program to opt into a source-
specific cap. These opt-in sources can generate reductions from shutdowns if:

» theopt in source has been in the program for at least 2 years
» theamount of reductions resulting from the shutdown islimited to 1 year & historical emisson
levels
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» theemissonsresulting from the shutdown are dtill contained in the gpplicable emissons
inventory.

Y ou should sat the mass-based limit by multiplying the applicable alowable emission rate limit by a pre-
defined activity leve. If the source-specific cap applies to more than one unit, the limit is the sum of the
mass-based limits for each emission unit. For stationary and area sources, you should base the cap on
the historical activity level of the source. Y ou may impose lower alowable emissons rates to meet
the requirements for demongtrating an appropriate environmental benefit as described in section 6.5(a).
If your nonattainment arealis NALD, you may want to define the alowable emisson rate as the lower of
the lowest emisson limit that applies to the emisson unit or the historical emission rate to ensure that
your EIP does not interfere with attaining aNAAQS.

Finally, source-specific caps can function as plantwide gpplicability limits (PALS) under the New Source
Review program if they address the requirements discussed in section 16.14 of this guidance.

7.4 What additional provisionsdo | need for my multi-sour ce emission
cap-and-trade EIP?

A multi-source emission cap-and-trade EIP is an emission trading EIP that:

» limitsthe totd emissons from a certain category or group of sourcesto alevel needed for an
areato attain or maintain aNAAQS, and
» dlows sourcesflexibility in complying with their emisson limits,

In addition to the provisions in sections 5.0 and 6.0, your multi-source cap-and-trade EIP must aso
include the provisons of this section.

When designing a multi-source emission cgp-and-trade EIP, your initia task is to determine the overal
emission budget for the entire group of sources. Thisis the amount of emissions the covered sources
can emit within an gpproved or approvable atainment demondtration. If you develop an EIP that
includes capsin an NALD area or otherwise does not meet the criteria for a cap-and-trade program,
the EPA will be able to approve your EIP if it meets the requirements for source-specific capsin section
7.3.

The amount of the emission budget assigned to each source (commonly called an emission allocation)
IS measured in mass per unit time (e.g., tons of NO, per ozone season). The purpose of a multi-source
emission cap-and-trade EIP isto lower emissions from sources in a cogt-effective manner as part of an
attainment plan. Therefore, NALD areas should not choose to have this type of EIP unlessitis
developed as part of an attainment plan.

A multi-source emission cgp-and-trade EIP provides compliance flexibility because each covered
source has four compliance options:
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» Emit a itsdlowance dlocation.

» Emit lessthan its dlocated alowance and transfer extra dlowances to other sources.

o Emit lessthanits dlocated alowance and (if alowed) save unused alowances for alater
compliance period.

» Obtain dlowances from other sources and emit more than its dlocation.

Y ou should divide each source s dlocation into smdl units representing a unit of emissonsto facilitate
tracking and accounting of compliance and emisson dlowance trading. For example, if asourceis
allocated 50 tons of NO, for each ozone season, you could designate that the source has fifty
alowances. Each alowance would be equa to 1 ton of NOy for each 0zone season.

When is a multi-source emission cap-and-trade EIP appropriate?

Multi-source cap-and-trade EIPs may achieve emission reduction targets with greater certainty than
many other EIPs because:

* Totd emissons are limited to a pre-determined amount.
» All the sourcesin the program account for dl their emissons.

The emissions accounting is done through accurate measurement, quaity assurance, sandard MRR
procedures, quantification protocols, and auditing. Tota emissons are limited through the issuance of a
fixed number of dlowances, that is, authorizations to emit, and the requirement that each source hold
alowances at least equad to the source' s emissons during the control season.

Multi-source cap-and-trade EIPs aso encourage increased cost savings by providing a market
infrastructure and a smple transaction process that alows sources to have confidence in the market and
certainty about the benefits of their control decisons. After every control period, the program
administrator Smply compares each source' semissionsto its allowances. Further, dl dlowances are
issued by the government, i.e., pre-certified. Consequently, the liability for any emissions above
alowances held is placed on the owners and operators of the source with the emissons excursion rather
than the parties with which any alowances were traded.

Trading without banking restrictions or geographic restrictions may be gppropriate under a cap-and-
trade EIP because the integrity of the emissons limit has been ensured through the design of the program
aswd| asthe emissons monitoring of the sources involved in the program. If you find that you need to
impose additiona restrictions on the EIP, then it is probably not appropriate to use a multi-source cap-
and-trade EIP as the control mechanism in your Stuation.

The following ligts presents severd conditions your EIP must meet to ensure the integrity of the emission
cap:

»  Sources must have the ability to measure and report al capped emissions.
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*  The multi-source cap-and-trade EIP must require capped sources to use the best available
monitoring techniques for the source category, process or control technology o that sources
cannot report emissions measured using aless accurate method. This addresses the potentia for
sources to report alower level of emissions using the less accurate approach and exceed the
alowed cap with no enforcement conseguences.

» Each affected source must designate a representative who is responsible for the source's
emissons and dlowances. Ultimate liahility for any emissons violation rests on the owners or
operators of the source with the violation.

* Youmust demondrate in your SIP submittal that sources cannot shift asignificant amount of
production, and therefore emissions, from affected sourcesincluded in your EIP to non-affected
sources. For example, opt-in sources may not opt into the program and achieve reductions by
shifting production to units that are outside the cap. In addition, if sources are targeted for
reduction requirements under the cap, they may not opt-out and potentially increase emissons
(seethe discussion of shifting demand in section 7.4(h) of this guidance))

» Pendtiesfor non-compliance must be known in advance, must be automatic when aunit’s
emissionsin the control period exceed its dlowances, and must be equivaent to traditiond CAA
pendties.

» All the emissons, dlowance, and transaction information must be publicly available on a secure,
centralized database as described in section 6.5(d).

If your multi-source cap-and-trade program covers sources with RACT requirements, your EIP
rule must address the overlay of multi-source cap-and-trade EIPs onto sources with RACT
limits

* Your EIP rule must contain provisons for addressing increased localized emissions of HAPs as
described in sections 5.1(b), 6.2 and 16.2.

If these criteria are satified, the Smple transaction and reconciliation processes, as wdl as the ligbility
structure that characterize multi-source cap-and-trade EIPs may be appropriate. If these criteriaare not
satisfied and program administrators and the public have reason to doubt the integrity of the cap, then a
multi-source cap-and-trade EIP may not be appropriate.

7.4(a) Fundamental integrity elements

The terms surplus, quantifiable, enforceable, and permanent refer to the fundamenta integrity
eementsthat apply to emisson reductions that qualify for inclusion in your multi-source cap-and-trade
EIP. Section 4.0 presented the generd definitions of the four fundamental elements asthey apply to dl
ElPs. The specific gpplication of the fundamenta eements to multi-source emission cap-and-trade EIPs
is described below.

In multi-source emission cap-and-trade EIPs, the programmeatic fundamental element of surplus, as used
with reference to the EIP as awhole, has a specid meaning. 'Y ou must show that the cap on al
emissionsis below the threshold that would have otherwise been set for the affected sources.

In multi-source emission cagp-and-trade EIPs, the source-specific fundamenta eements of enforcesble,
and quantifiable, as used with reference to the actions of the individua sources participating in the EIP,
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have specia meanings. Source-specific actions are enforceable if each source owner/operator is
responsible for owning enough alowances to cover its emissons for the given time period and for
providing clesr title to the allowances it transfers. Source-specific actions are quantifiable if sources
quantify total emissons per unit of time. Note that the fundamenta dements of surplus and permanent
do not apply to sources participating in multi-source emission cap-and-trade EIPs, only to the
programmetic emission reductions.

7.4(b) Setting the emission budget

To determine the amount of the emission budget, you must use emission projections and air qudity
models. Firg, determine the total amount of a certain pollutant that an area can tolerate and il achieve
the NAAQS and meet ROP and other applicable requirements. Then decide how much of thistotal
budget will be allocated to the sources covered under your EIP. Thisdecison is based on:

* The percentage of historical, current, or projected emissions coming from the covered sources.

» The€effect of the covered sources emissions on the ared s air quality.

» Theavailability of emisson reduction measures for the covered sources,

*  Theamount of emission reductions from covered sources dready included in your air quality
plan.

» The capacity of the ar basin for carrying the emissions coming from the affected sources.

Y ou may dso vary the emission budget over time to gradualy impose stricter emission requirements on
an area.

Whether the god of your emissions reduction program is capping emissons, or achieving programmetic
emission reductions, setting an appropriate program basdline is essentia to meeting that god. A correct
and accurate program basdline is particularly critical for cap-and-trade programs. The proper program
basdine in a cap-and-trade program is the sum of historica actua emissons from participating sources,
prior to implementation of the cap-and-trade program. It is used as a point of reference to evaluate the
performance of the EIP and to evauate how the EIP impacts attainment and meets ROP and other
applicable requirements.

» If your program basdineis st a a higher emisson leve than the sum of historicd actua
emissons for the participating sources, and the higher leve is used as the basis for establishing
theinitid budget the results may be a program budget thet istoo high. Thisinflated initial budget
could result in excess emissions because too many alowances would be distributed. Thiswould
result in a program that does not achieve intended emission reductions, compromising the
program’ sintegrity and effectiveness.

» If your cap-and-trade program alows banking, the problem with the inflated budget would be
intensified, because the excess dlowances could be preserved indefinitely. The end result could
be higher emissons at the time these alowances are used.
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Therefore, to ensure that your program achieves the intended benefits, you must show that the program
basdine for your cap-and-trade program is no greater than the sum of the historical average emissions of
the participating sources.

Depending on the gods of your program, you will establish a budget which declines over time, aysthe
same, or increases a alower rate than would otherwise occur. 'Y ou may also use any of avariety of
approaches for digtributing the budget to individual sources through the dlocation process. However,
some of these approaches have the potentid to alow more emissons than the intended budget. If thisis
the case, and if you find you have caculated too many alowances, you should employ aratchet that
adjusts each source' s dlocation so that the total alocations issued does not exceed the budget.

7.4(c) Defining the affected sources

When you adopt a multi-source emission cap-and-trade EIP for a certain set of sources, the aggregate
emissions from these sources are cgpped.  Factors to consider when defining the group of affected
sourcesinclude:

»  Contribution to total emissions from each source within a given source category.

»  Theease with which production from covered sources may be shifted to uncovered sources.
»  The contribution of the covered sourcesto an area sair quality problem.

» Theahility to replicably and rdiably measure emissons from the source,

The emission cap agpect of a multi-source emission cap-and-trade EIP will be compromised; however,
if a State defines the population of sources in away that alows production from sources covered under
the EIP to shift to those that are not covered.

After the capisin place, your EIP must require that sources surrender allowances to you if a capped
source reduces its emissions of the criteria pollutant covered by the multi-source cap-and-trade EIP in
order to:

*  meset another CAA requirement such as BACT, LAER or NSPS,
* meet another State requirement for that same criteria pollutant, or
» or el NSR offsets to a source not covered by the EIP cap.

7.4(d) Provisonsfor opt-in sources

Y ou may want to alow additiona sourcesto “opt-in” to your multi-source cap-and-trade EIP. These
additiona sources could be smaler, located in adifferent geographic area, or represent another sector
than the originally defined affected sources. If you alow sourcesto opt-in to a cap-and-trade EIP, you
must meet the requirementsin section 16.18.  If you submitted an EIP to comply with the NO, Budget
Trading Rule in response to the NO, SIP cdl, the provisons in section 16.18 do not apply.
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7.4(e) Distributing allowances

After you set the emission budget, you need to define the population of covered sources that must
recelve a share of the emisson budget. Y ou may assign ashare of the budget by usng some or dl of the
following factors

*  Fud consumption (heat input) as abasis for emisson alowance dlocations.
» Higoricd, current or projected emission levels.

» Higorica, current or projected production levels.

* Avallability of control messures.

» Recesson effects on production levels.

» Exigting control technology requirements.

After determining the method you will use for distributing the dlowances and calculating the source' s
initia alocations, you should compare the totd dlocations issued with the Size of the budget. If in
estimating each source' s basdline that was used to ca culate alocations, you issued too many or too few
alowances, you should employ aratchet that adjusts each source' s dlocation proportionately so that the
total dlocations matches the number of adlowances you want to issue for a given control period.

When you dlocate dlowances, you must decide whether to do so only at the beginning of the program
or at periodic times during the program. Y ou could give out al alowances when the program begins, or
you could give alowances for the first severa years of aprogram. If you give out dlowances for the first
couple of years, you could vary the amount of available emisson alowance dlocations under any
adlocation timing provisions, including permanent alocations, multiple year dlocations, or annua
adlocations, to reflect the need for more (or fewer) emission reductions indicated by current air pollution
monitoring. Alternatively, you may distribute some or dl of the emisson budget through an auction. If
al dlowances are didributed through an auction, then a source must buy al the dlowances it intends to
use.

Y ou may aso decide to establish an dlocation set aside account for new sources entering into your
program. This account would hold a set percentage of the overdl trading budget to cover growth which
occurs between alowance alocations. The new source set aside account would provide new units with
the allowance to cover their emissions during each compliance period. The new sources would be
provided with these dlowances until the time when the new sources receive alowances as part of your
alocation program.

7.4(f) Allowing emissions banking
Many multi-source cap-and-trade EIPs require that sources use alowances during one specific
compliance period (e.g., 2000 ozone season). If you decide to dlow banking of alowances for later

use, your EIP must include the provisons that gpply to dl trading ElIPs with banking in sections 6.3(f)
and 6.4.
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7.4(g) Setting up tracking mechanisms

To facilitate a full and open trading of alowances, you must have an efficient, effective method to track
and record dlowance trandfers, including:

e A way to uniquely identify each adlowance.

* A wel defined responsible party to submit data.

* A secure data managing system that dlows for frequent updates.

* An enforceable procedure for recording data

* An enforcesble time frame for submitting information and baancing accounts.

7.4(h) Other provisions
Compliance provisions
Y ou must be able to enforce againgt a source for any of the following reasons:

» Not holding sufficient alowances.
»  Submitting incomplete or inaccurate data.
* Not collecting correct and complete data to support its emission caculations.

Y ou must retain the right to levy the monetary pendties specified in the CAA. You may aso add
market-based pendties. For example, you could require triple alowances as a pendty for any shortfal.
If you show equivalence with traditiond CAA pendties and an equivaent disncentive to violate the
emisson limits, you may replace the CAA pendty structure (dollars per day per violaion) by defining a
certain amount of excess emissions as equd to the satutory dollar amount. If you want to explore these
dternative pendty structures, please work closely with your EPA Regiond Office.

FLM notification requirements

If you have a multi-source emission cap-and-trade EIP that covers sourcesin or within 100 kilometers
you have three choices for meeting this FLM natification requirement which are described in section
16.16.

Allowing shutdowns to generate reductions

Y ou may dlow shutdowns to generate emission reductions within the context of a multi-source cap-and-
trade program if:

» the emissons reductions resulting from the shutdown are il in the gpplicable emissons

inventory;
» your EIP has provisons to address shifting demand described below.
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Provisions to address shifting demand

Shifting of activity levelsis a potentidly serious problem for dl multi-source cap-and-trade EIPs. A
source in a cap could decide to shift production to a source outside the cap within the same non-
attainment area.

When you decide which sources or parts of sources to include in a multi-source cap-and-trade EIP, you
must determine the potentia for shifting activity from sources in the cap to sources not in the cap. This
can be a problem within one plant or between plants. To avoid this problem you must:

»  Show that dl the sources providing a product are included in the cap and no sources outside the
cap can pick up production from the capped source (for example, you include al sted mill or
automobile manufacturing facilitiesin the ar basin and show that none of the processes donein
these plants could be done by sources outside the cap), or

* Include a mechaniam that reduces the cap by the amount of emission reductions resulting from
shifting production or activities to sources outside the cap, or

»  Otherwise show that shifting demand is unlikely to occur, due to the nature of your EIP, and the
sources in the surrounding area.

If your EIP is submitted to comply with the NO, Budget Trading Rule in response to the NO, SIP cal,
it should dready have sufficient provisions to address shifting demand and you do not need to
incorporate provisons for shifting activity.

Provisions to allow a true-up period

Within the context of a multi-source emission cgp-and-trade EIP you may adlow a source to obtan
emission dlocations after the end of the compliance period. The time between the end of the compliance
period and when the source must demonstrate complianceis called the true-up period. For example, if
the compliance period were an 0zone season you could alow sources to obtain alowances to cover
their emissons that occurred during the ozone season, after the end of the ozone season. A true-up
period alows more flexibility than requiring sources to possess emission reductions before they use
them.

The length of atrue-up period should be based on the length of the compliance period. In generd, for a
compliance periods of severa months up to ayear the true-up period should not be more than 60 days.
For shorter compliance periods the true-up period should be shorter than 60 days.

7.5 What additional provisonsdo | need for my open-market trading
EIP?

Open-market trading (OMT) is an emission trading EIP that gives sources flexibility in complying with
emisson limitsrequired in your SIP. The OMT EIPs dlow sources to use emission reductions cregted

through discrete actions taken in the past to meet current or future emission reduction requirements.
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Sources often participate in OMT EIPs to comply with RACT. An OMT EIP does not necessarily limit
or reduce emissions, therefore, you must be careful to ensure that the implementation of an OMT EIP
will not jeopardize the attainment and maintenance plan. The OMT transactions require two parties. a
generator and auser. The tradable emisson reduction unit in an OMT EIP isa DER, which is measured
intons. When designing and implementing your OMT EIP, you should pay particular attention to the
uncertainties associated with inter-tempora trading discussed in section 6.4

7.5(a) Fundamental integrity elements

The terms surplus, quantifiable, enforceable, and permanent refer to the fundamenta integrity
elements that apply to emission reductions that quaify for incluson inyour OMT EIP. Section 4.0
presented the genera definitions of the four fundamenta dements as they apply to dl EIPs. The specific
application of the fundamental eementsto OMT EIPs s described below.

In OMT EIPs, the programmeatic fundamental element of surplus, as used with referenceto the EIP asa
whole, does not apply since OMT EIPs generdly do not achieve program-wide emission reductions.

In OMT EIPs, the source-specific fundamental e ements of surplus, enforceable, and quantifiable, as
used with reference to the actions of the individua sources participating in the EIP, have specid
meanings as follows:

»  The source-specific fundamental element of surplus applies to the generation of DERS based on
the lower of their dlowable or higtorical actud emissons. Reductions generated by participating
inthe Acid Rain NO, or SO, reduction program (Phase | or 1) or by complying with any
requirement of the CAA are not surplus.

»  Source-specific emission reductions are enforceable if, in addition to the generd definition:

--  Owners/Operators of sources generating DERs are liable for:
- thetruth and accuracy of statements regarding the actions they took to generate DERS,
and
- meding ther emisson limits
--  OwnergOperators of sources usng DERs:
- enaurethe vaidity of DER generation and use, and
- aeliadlefor medting their emisson limits.
-- Third parties that verify, quantify, or certify DERS (or generators and users that do the
same):
- ensure proper gpplication of emisson quantification protocols, and
- aelidblefor purposefully daiming a quantity DERS thet are not defensible under the
protocol they have used..

»  Source-gpecific emission reductions are quantifigble if:

-~ sources quantify their activity level and their historicdl, actud, and dlowable emission rates
per activity leve,

-- DER generators quantify their emissions before and during EIP implementation, and

--  DER usars quantify the amount of DERSs they will need to cover their totd emissions during
EIP implementation.
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7.5(b) Additional provisonsthat you must includein your OMT EIP
Y ou must incdlude the following provisonsin your OMT EIP:

»  Each reduction mugt receive a unique identification number.
* All DERs must be generated before use.
* A source must obtain a specific DER before the source usesiit.
» Banked DERS must meet the requirementsin 6.3(f).
» |If asource wishesto use DERSsto meet its NSR offset requirements it must:
-- Mest dl other DER requirements.
--  Met the geographic limitations and other criteria contained in section 173 of the CAA.
-- Obtain sufficient DERs for at least 1 year of operation before recaiving its permit.
--  Commit in its NSR permit to obtain sufficient additionad DERS to cover each subsequent
year of operation by December 31 of the previous year. This means that DERS used for
NSR offsets must be obtained in advance of the year for which they will be used.
-- Ensure that the emissions reductions used as DERs are not otherwise required by the CAA.
* If youwishto dlow DERsto be used for NSR offsets, you must:
-- Include appropriate contingency measuresin your EIP SIP submittal which would take
effect in the event that a source does not obtain sufficient DERs on schedule.
-- Monitor that usage as part of the OMT EIP audit requirements.

A ddionary or area source may not generate DERs through shutdowns and production activity
curtallments, or any emisson reduction required to comply with any of the following:

* Any ar toxic requirement under section 112 of the CAA, such as:
-- MACT or NESHAP requirements.
-- Reguirements of an urban air toxics program.
* NO, and SO, reduction programs under title IV of the CAA.
* The NO, budget trading program under 40 CFR part 96 or 97.
»  Other emission reductions required in the SIP to meet any NAAQS.

Shutdowns and activity curtailments cannot generate DERsin OMT EIPs because:

* OMT EIPsare intended to encourage innovative and cregtive emission reductions and
shutdowns do not fit this objective, and

»  Other types of trading programs (source-specific emission cap and multi-source cap-and-trade
programs) may alow shutdowns to generate emission reductions.

Some mobile source strategies that achieve alower activity level, but are not defined as shutdowns, may
a0 generate DERsS. These include early vehicle or equipment retirement programs, and programs
which reduce vehicle milestraveled. For these programs, you should follow specific mobile source
emission measurement guidance, which describes how to caculate emisson reductions for various
mobile source emission control strategies. Refer to sections 14 and 15 for information on these specific
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guidance documents. If you are unsure about which guidance you should use, contact your EPA
Regiond Office.

In addition to the provisons required in 5.1(c), your EIP must specificdly include the following list of
items among activities for which pendties may be assessed:

» Lack or inaccuracy of supporting information for al notices and certifications.

» Lack or inaccuracy of the notices and certifications.

» Lack of sufficient DERs to cover a DER user’s need (the number of violationsis the product of
the number of days auser source does not have sufficient DERS to show source compliance and
the number of emisson units using DERs for source compliance).

» Lack or inaccuracy of adequate record keeping.

* Useof inadequate emission quantification protocols.

In generd, only DERs generated after the date the State adopted the rule are eligible to be used in an
OMT EIP. You may dlow earlier emission reductions to be traded in an OMT EIP if thetradeisa
source-specific SIP revison. For trades that are not source-specific SIP revisons, you must:

* Reguirethat earlier DERSs be registered by the State prior to use.

* Reguire dl such DERs to be submitted for registration within one year after adopting your EIP.

* You include the emissons from these DERsin dl your atainment, mantenance and RFP/ROP
plans.

Y ou must estimate the annud (or seasond) rate of use for al unused DERSin current and prospective
inventories for the base year and future years. The treatment of the emissons in the base year should
reflect whether the emissions were actudly in the air, while future years should show them asin the air
regardiess. Since these inventories are used for modding purposes, al DERs must have a geographic
location. The EPA suggests that you assign DER emissions to the account of the generator source until
the DER is trandferred to another source. Then that sourceis assgned the DER emissions until the DER
istransferred to athird source. If aDER istransferred to a party that is not a source (e.g., an agent who
facilitates trades), the DER remains in the account for the source who transferred it to the agent until
another source has possession of the DER. I you wish to use a different method to assign locations of
DER emissions, consult with your EPA Regiond Office.

Both user and generator sources are liable for certain agpects of an OMT EIP including:

» Each owner/operator of a DER generator source is responsible for ensuring:

-- Theactions clamed have been taken.

--  Compliance with their emission rate asit has been decreased by generating DERs.

--  The emisson reductions are surplus.

--  The generator source has transferred th