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Re: Proposed Interstate Ozone Transportation Reduction

Dear Environmental Quality Board:

RC Cement Company, Inc., is the corporate owner of Hercules Cement Company in Stockertown,
Pennsylvania. Our goal is to work with the Pennsylvania Department of Environmental Protection
(PADEP) to develop regulations that meet State and Federal agency criteria while concurrently
maintaining a competitive economic position for cement manufacturers operating within the
Commonwealth. We participated in the Pennsylvania Cement Industry NOx Workgroup in developing
comments on the proposed rulemaking and incorporate those herein by reference. We have also prepared
comments addressing the Proposed Interstate Ozone Transportation Reduction regulations, which are
summarized below:

¢ The proposed standards for Portland cement kilns are more stringent than the Federal requirements
and do not provide sufficient implementation flexibility. The Proposed rule should allow for NOx
reduction technologies and controls.

¢ The emission-rate based limits proposed at §145.143 should account for industry variability and
should not impose unattainable emission reductions. For facilities using alternate control
technologies, the proposed emission based limits for Portland cement kilns should only be used for
comparative purposes when evaluating the adequacy of those alternatives alternative control
techniques.

e The terms Low-NOx Burner and Mid-Kiln System Firing System should be clearly defined.

e Flexibility and economic consideration should be taken into account for installation of alternative
NOx-reduction technologies or controls.

e Compliance implementation and documentation for installed NOx reduction technologies or controls
should be clear.

e Compliance demonstration should be based upon an average rate expressed as pounds of NOx per
ton of clinker produced during the entire control season for those facilities wishing to comply with a
PaDEP approved emission rate based limit, or choosing to comply with an alternative reduction
strategy.
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e Exceptions during startup, shutdown, malfunction, or scheduled maintenance activities should be
atlowed.

¢ Portland cement manufacturing facilities should be able to “opt-in” to the NOx budget trading
program.

¢ NOx emission reduction credits should be transferable to and from other states.

e Comment: The proposed standards for Cement Kilns are more stringent than the Federal
requirements and do not provide sufficient implementation flexibility. The proposed rule
should allow for NOx reduction technologies and controls.

The Department is proposing standards at Pennsylvania Code Title 25, Chapter 145, Subchapter C that
are substantially more stringent than those required by the U.S. Environmental Protection Agency (EPA)
under authority of the Clean Air Act. We believe that the PaDEP standards should more closely mirror
the options and flexibility provided in the proposed Federal standards. Such an approach would be in
keeping with §4004.2 (b) of the Pennsylvania Air Pollution Control Act. It would also allow the cement
industry to implement NOx control strategies deemed acceptable to the EPA, while remaining
competitive in the domestic and offshore cement markets.

On October 21, 1998 the EPA proposed a Federal Implementation Plan (FIP) (63 FR 56394) detailing the
requirements to be implemented in the event that any state subject to the NOx SIP Call fails to implement
approved regulations. The proposed FIP provides potentially regulated entities with several options to
comply with its requirements. These are:

1) the installation of a Low-NOx Burmer; or
2) the installation of mid-kiln system fuel firing equipment; or
3) the use of an alternate control that will achieve similar NOx reductions to the above

As currently proposed, the FIP does not impose any emission limit on a source that chooses to implement
either of the two prescribed technologies. The EPA indicates that implementation of these technologies
is expected to result in the emission reductions desired of cement kilns. The proposed FIP provisions
offering several compliance options obviously provides much greater flexibility of implementation for
affected sources.

As explained above, not only should the rule provide emission-rate based limits for compliance, but it
should also allow for the use of a technology-based standard for cement plants. It should also provide
those plants that cannot install low NOx burners or mid-kiln system firing the option to determine an
uncontrolled baseline and propose an alternative control technique to reduce NOx emissions by 30%. If
the PaDEP wants to publish emission-rate based guidelines to compare the use of alternate technologies
to the emissions expected from the prescribed technologies, the Department should use the methodology
described in the following comment.

We believe it would be appropriate for the Department to incorporate these options into §145.143 of the
proposed State rule.

"~
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* Comment: The emission-rate based limits proposed at §145.143 should account for industry
variability and should not impose unattainable emission reductions. For facilities proposing to

use alternate control technologies, the proposed emission based limits for Portland cement
kilns should only be used for comparative purposes.

The PaDEP rulemaking proposes that after May 1, 2003, any Portland cement kiln subject to this rule
may not emit NOx during the May I- September 30 control period that exceeds the emission rates
codified at § 145.143. Meeting the proposed emission rates is the only option for compliance. In the
proposed rulemaking, cement plants are required to meet NO, emission limits which are based on the
averages of emission data used to develop USEPA emission factors. Requiring Pennsylvania cement
plants to meet these limits will significantly disadvantage 30% to 50% of the cement plants in the
Commonwealth. In fact, some of the plants may not be able to meet these limits and would have to shut
down their operations during the ozone months.

The emission rates listed in §145.143 are obtained from the proposed FIP. These were provided as
guidance to affected sources to help them determine which alternative technologies could meet an
average emission rate expected from the installation of mid-kiln system firing or LNBs, and which
alternative technologies may be considered for approval by the USEPA. The USEPA calculated the
emission rates listed in the FIP by averaging two different NO, emission factors for cement
manufacturing: AP-42 factors and those found in the Alternative Control Techniques (ACT) document
for cement manufacturing (EPA-453/R-94-004). The factors in these documents represent the average of
a wide range of observed emission rates, expressed as pounds of NO, per ton of clinker produced. The
final average of the two emission factors is meant to represent average NO, emissions from the various
kiln types. The USEPA further assumes LNBs and mid-kiln system firing will achieve 30 percent
reductions on average. Thus, the USEPA reduces the final average of the two emission factors by 30
percent to produce the comparative target emission rates that need to be achieved by any individual
facility opting for alternative controls.

Since emission factors represent a wide range of actual emission rates, it is expected that about half of
the plants sampled have emissions greater, and half below, those levels. In this context, such an average
rate may be an appropriate comparison for those plants wishing to install alternate control technologies.
However, the PADEP should understand that the USEPA’s intent is that the use of these emission rates
should be limited to this comparative purpose. It would be inappropriate, and in many cases infeasible,
to suggest that such emission rates be the only compliance option available to affected Portland cement
manufacturing facilities. To apply an average number—particularly one that already incorporates 30
percent reductions—as an emission ceiling is to fail to understand the mathematical principle of
averages. Indeed, the AP-42 document is clear in the position that emission factors are merely averages
of readily available data that can be used to make projections as to long-term averages. The report goes
on to warn against the use of the factors as an emission limit or standard, since, the very nature of
averages would result in roughly half of the sources emitting more than the average rate:

“Because emission factors essentially represent an average of a range of emission rates,
approximately half of the subject sources will have emission rates greater than the emission
factor and the other half will have emission rates less than the factor. As such, a permit limit
using an AP-42 emission factor would result in half of the sources being in noncompliance.”
(United States Environmental Protection Agency, “Section 11.6 Portland Cement '
Manufacturing,” Compilation of Air Pollutant Emission Factors (AP-42), Fifth Edition, 1995)
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If the emission rates, as proposed in Chapter 145, were applied, then average emissions from affected
cement plants would be lower and the cement industry would be held to much more significant
reductions than intended or necessary. Moreover, meeting these rates would be impossible at many
plants. Without other options, these facilities might be unable to meet the rule requirements.

Cement plant NOx emissions are highly variable from kiln to kiln, even within the same process type,
and can range from 2.0 pounds of NOx per ton of clinker to 20.0 pounds or greater of NOy per ton of
clinker. The following example indicates how averages can work. If the three sources listed in the table
below were all long dry kilns, and were used to determine the controlled emission factor for long dry
kilns, one can easily see that requiring all kilns to meet the same emission limit as determined by an
emission factor is not equitable — one kiln must reduce 55%, one kiln must reduce 30%, and the low
emitting kiln could petition the state to take a 3.0 pound per ton of clinker emission limit and attempt to
sell the 1.9 pound per ton emission credits.

Source Emission Rate —~ pounds | Emission limit - based | Percent Reduction
of NOx per ton of on 30% reduction from | Required
clinker the emission factor

Source 1 1t 4.9 35%

Source 2 7 4.9 30%

Source 3 3 4.9 0%

Emission Factor 7

It would be appropriate to maintain a rate based benchmark in the final rule. However, at a minimum, the
rates contained in the right hand column of the following table should be used. These figures are derived
from the standard EPA emission factor (see Volume I: **Stationary Point and Area Sources,” Chapter 11,
“*Portland Cement Manufacturing Compilation of Air Pollutant Emission Factors,” AP-42, Fifth Edition,

EPA) and the ACT document’s uncontrolled emission factors. In each case, the PA NOx Workgroup
recommends that the greater of the two factors be used as the baseline, and then reduced by 30 percent,
as demonstrated below. The values are expressed in pounds of NO, per ton of clinker produced.

Kiln Type AP-42 Factor ACT Factor Greater of Two § 145.143 Factor
Pound per ton Pound per ton Pound per ton Pound per ton
clinker clinker clinker clinker

Wet 7.4 9.7 9.7 6.8

Long Dry 6.0 8.6 8.6 6.0

Preheater 4.8 5.9 5.9 4.1

Prehtr./Precal. 4.2 3.8 4.2 2.9
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¢ Comment: The terms Low-NOx Burner and Mid-Kiln System Firing should be clearly
defined.

A Low-NOx burner (LNB) is a type of cement kiln burner that produces a flame that improves the
mixing of fuel and air, and thus results in lower maximum flame temperature and a lower generation rate
for thermal NOx. In addition, a LNB controls the shape of the flame to produce an oxygen deficiency in
the initial combustion zone. This inhibits the generation of NOx because of the reducing conditions
present and also reduces fuel NOx. The flame shape promotes internal combustion inside of the flame
under reducing conditions while the atmosphere in the area of the kiln where the chemical reaction
occurs remains oxidizing so product quality can be maintained. To accomplish this, a LNB for a cement
kiln will have a series of channels or orifices that allow for the adjustment of the volume, velocity,
pressure, and direction of the air carrying the fuel (known as primary air) and additional combustion air
(known as secondary air) into the kiln. This LNB configuration is significantly different from a typical
cement Kiln burner which introduces the fuel through a pipe commingled with the combustion air. In
order to distinguish between a typical cement kiln burner and a2 LNB, the PA NOx Workgroup proposes
the following definition of a LNB to be included into Chapter 145. Subpart C:

Definition: “Low-NOx Cement Kiln Burner: A type of cement kiln burner, or burner
modification, that uses a series of channels or orifices which minimize NOx formation
by introducing fuel and its associated primary air into a kiln by: (1) causing an
internal and external re-circulation of combustion air so that the initial combustion of
the fuel occurs in a fuel-rich (i.e. oxygen deficient) environment; (2) completes
combustion in a fuel-lean (i.e. oxygen rich) environment at the middle and end of the
[flame, and (3) provides a uniform heat distribution in the flame to reduce sharp
temperature peaks in the flame.”

Mid-Kiln System Firing is one of the several methods that apply the secondary combustion NOx |
reduction technology. Secondary combustion is also used in other kiln systems such as in a precalciner :
kiln where a portion of the fuel is burned in a specialized vessel with the raw materials before those
materials enter the kiln. For the purposes of defining mid-kiln system injection and setting an
implementation plan and compliance schedule for installing such a system to satisfy NOx reduction
requirements, the PA NOx Workgroup proposes the following language inserted into Chapter 143.
Subchapter C.:

Definition: “Mid-Kiln System Firing” means the secondary firing in Portland cement kilns by

injecting fuel at an intermediate point in the kiln system using a specially designed feed
injection mechanism for the purpose of decreasing NOx emissions through both of the
following:

(A) Burning part of the fuel at a lower temperature

(B) Reducing conditions at the fuel injection point that may destroy some of the NOx
formed upstream in the kiln burning zone.”

We believe it would be appropriate for the PADEP to incorporate these definitions into the proposed
State rule.

e Comment: Flexibilitv and economic consideration should be taken into account for installation
of alternative NOx-reduction technologies or controls.
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In a scenario where a cement manufacturing plant cannot install and/or operate LNBs or mid-kiln system
firing, we recommend the rule allow for the use of alternative NOx reduction technologies or controls.
These technologies would be approved by the PADEP and the USEPA on a case by case basis and must
achieve a 30% NOx emission rate reduction during the control season. The use of the alternative control
technology should provide for an economic consideration which would also be reviewed on a case by
case basis. Cement manufacturing facilities needing to install an alternative control technology shouldn’t
be required to exceed a cost-effectiveness of more than $5,000 per ton of NOx reduced. We recommend
this cost effectiveness consideration based on USEPA’s NOx SIP Call Regulatory Impact Analysis
(RIA). In the RIA, under Chapter 7: Results of Cost Emission Reductions, and Economic Impact
Analyses for Non-electricity Generating Units, Page 5; the USEPA uses a figure of $5,000 as the
maximum cost per ton of NOx reduced.

e Comment: Compliance implementation and documentation for prescribed NOx reduction
technologies or controls should be clear.

The monitoring and/or implementation requirements of installing a LNB, mid-kiln system firing
equipment, (i.e. prescribed technologies) should not include the continuous monitoring of emissions or
production operations. The implementation should include documentation that the control technology is
installed by May 1, 2003, and that the technology is operated during the ozone season. The technology
would undergo an initial performance test according to the requirements of 40CFR part 60, appendix A,
Method 7, 7A, 7C, 7D, or 7E. The owner or operator of a subject unit should produce and maintain
records for the period of May 1 through September 30, which would include: (1) the control season NOx
emissions produced from the facility; (2) the date, time, and duration of any startup, shutdown, or
malfunction in the operation of the subject cement kiln; and, (3) the results of an performance test
conducted in support of the Chapter 145 requirements.

» Comment: Compliance demonstration should be based upon an average rate expressed as
pounds of NOx per ton of clinker produced during the entire control season for those facilities
wishing to comply with a PADEP approved emission rate based limit, or choosing to complv
with the option of an alternative NOx reduction strategy.

For facilities complying with the PaDEP approved emission-rate based limit, or an alternative NOx
reduction strategy outlined above, compliance demonstration should be based on an average rate
expressed in pounds of NOx per ton of clinker produced during the entire control season. Such facilities
should document their clinker production and hours of operation during the control season. Periods of
malfunction, startup, shutdown, or scheduled would be excluded from the emission calculations. The
facility should demonstrate that the control season emissions, when divided by the clinker production and
hours of operation, do not exceed the permitted emission rate limit.

o Comment: Exceptions during startup. shutdown, malfunction. or scheduled maintenance
activities should be allowed. :

For all of the above NOx reduction activities the rule must allow for an exception from the requirements
at §145.143 during periods of start-up, shut-down. malfunction, or regularly scheduled maintenance

. activities. An allowance for exemption under these circumstances should be provided in the final rule
and outlined under Part §145.143.
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e Comment: Portland cement manufacturing facilities should be able to “opt-in’ to the NOx
budget trading program.

In addition to the above comments, we believe that clarifications needed for the ability of a subject
cement manufacturing plant to opt-in to the NOx budget trading program. It is our understanding that the
Opt-in provisions extend to all industries regulated under Chapter145; however, the wording of the
regulation has left some confusion. The definition of “Opt-in” refers to a “...unit...”. The definition of a
“unit” in Subchapter A does not describe a cement kiln system. Therefore, it would appear that there is
no provision for the cement industry to take advantage of the Opt-in provision as the rule is currently
written.

We request the wording of the rule make it clear that all industry regulated under Chapter 145 be allowed
to take advantage of the Opt-in provision. We suggest the PaDEP insert language from §145.4 in
Subchapter C that defines a subject unit; and that such subject units are eligible for the Opt-in provisions
should the affected so desire. The Opt-in unit would be subject to the same requirements outlined in the
Opt-in Process under parts §145.80 through §145.85.

e Comment: NOx emission reduction credits should be transferable to and from other states.

NOx credits generated in other affected states should be allowed to be banked in the Commonwealth’s
supplemental compliance pool. We feel the program should be as broad as possible and therefore favor
the interstate use of emission reduction credits across the entire 22-state region.

Once again, we would like to thank the Environmental Quality Board for the opportunity to comment on
the proposed rulemaking outlined under Part 145. We look forward to working jointly with the PaDEP to
take the necessary measures to improve ambient air quality standards, while still maintaining a
competitive business climate for the cement manufacturing industry in Pennsylvania.

Sincerely,

Daniel B. Nugent
Director, Environmental Affairs
DBN

cc: K. Williams
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Dear Sir or Madam,

Outlined below please find comments submitted on behalf of the Procter and Gamble
Paper Products Company on the Environmental Quality Board’s proposed rulemaking
concerning Interstate Ozone Transport Reduction, 25 PA Code Chapters 123 and 145. As
proposed, the regulations would have a significant effect on our facility, and we are
pleased to have the opportunity to comment on the rulemaking.

We support the Board’s general approach to achieving the federal State Implementation
Plan (SIP)-required regional NOx reductions via a flexible “cap and trade” program
which should provide for emissions reductions at the least possible cost. We also
encourage the Board to pursue steps to minimize to the greatest extent possible any
administrative changes (permitting, monitoring program approval, etc.) required for
existing NOx Budget program-affected sources to comply with the proposed rule.

Our specific comments on the proposed rulemaking are as follows:

Emission Monitoring Requirements

In the preamble to the proposed rulemaking, the Board has stated that the monitoring
requirements included in Sections 145.70 - 145.76 are generally consistent with the
provisions of the existing NOx budget rule. The monitoring requirements in the
Department’s current regulations at Chapter 123 reference the procedures contained in the
Guidance for Implementation of Emission Monitoring Requirements for the NOx Budget
Program (“OTC Monitoring Guidance™). The provisions in the current proposed
rulemaking mirror those included in the EPA model rule, and refer specifically to
requirements outlined at 40CFR Part 75. There are a number of significant differences
between the OTC Monitoring Guidance document and the Part 75 requirements,
including more restrictive system relative accuracy requirements, additional monitoring
requirements for units exhausting to multiple stacks, and additional bias factors for small -

emission units using default emission factors. Use of the proposed Part 75 monitoring !

requirements will impose additional monitoring and compliance costs on primarily par:

smaller (non-Part 75) emission sources. Many of these affected facilities have recently i

completed modifications to continuous emission monitoring (CEM) systems to comply -

with the OTC Monitoring Guidance for the current NOx budget program. The OTC z = i -
@ ¥ |
hoatyy B




Monitoring Guidance was developed in partnership with US EPA to insure these facilities
accurately accounted for emissions in a cap and trade program virtually identical to that
included in the Board’s current proposed rulemaking. As the regulations are proposed
many affected sources will likely be required to again modify their CEM systems, with
no significant environmental or emissions trading program quality gain. We would
encourage the Board to include reference to the existing NOx OTC Monitoring Guidance
document in the Chapter 145 regulation, and to permit existing approved and certified
NOx Budget Program emissions monitoring systems to continue to operate as approved
monitoring systems under this current regulation.

Allowance Banking
The Board has requested comment on whether to allow the use of banked allowances

from the existing NOx Budget Program in the years 2003-2004 under the new proposed
rule. We support allowing the full use of excess allowances generated and banked during
1999-2002 under the future program, as this will provide additional certainty to the
allowance trading system, will aid in achieving the required NOx reductions in the most
cost effective manner possible, and may encourage greater early emission reductions.
Further, the flow control provisions included in the proposed rulemaking provide
insurance that excess NOx emissions in any one ozone season are prevented. We
recommend that the Board enable the full use of allowances generated under the current
NOx Budget Program for use in any year following the implementation of Chapter 145
SIP call regulations, subject to the flow control provisions included in the proposed rule.

Small (< 25MW) Electrical Generati its

The Board has further requested comment as to whether Pennsylvania’s SIP call NOx
control regulation should include sources connected to electric generating units of 15 MW
or greater capacity, rather than follow the EPA model rule level of 2SMW as a cut off for
regulation. EPA’s analysis in the development of the SIP call model rule indicated that
controlling emissions of sources below 25 MW to the level envisioned in the rule (i.e.
0.15 pounds NOx'mmBTU) would not be highly cost effective, and that control of
emissions from these sources would have a minimal effect in improving regional air
quality. Given the relatively large number of these smaller sources and the low total NOx
emissions from these sources, we would encourage the Board to modify the proposed
regulation and include only those electrical generating unit (EGU) sources of greater than
or equal to 25 MW, Further, consistent with previous federal regulatory actions, we
would encourage the Board to regulate as EGUs only those units with significant net
sales of electricity to minimize regulatory impact on smaller, energy efficient industrial
cogeneration facilities.

Allowance Allocation
The Board has proposed at Section 145.42 that initial allowances from non-EGU affected

units be established based on 1995 actual heat input, while initial allowance allocation for
EGU affected units would be based on the average of the two highest years’ heat input
during the period 1995 - 1997. Non-EGU industrial sources may face similar variability
in year to year utilization and heat input as EGU units. We would recommend that the




Board modify the regulation to use the same methodology (average of the highest two
years) to allocate initial allowances for both EGU and non-EGU sources.

Interal Combustion Engine

The Board has proposed to exempt large emergency standby electrical generation units
with limited annual operating hours from the provisions of this rulemaking. We would
encourage the Board to extend this exemption to other (non-electrical generation)
emergency standby internal combustion engines with a similar restriction on operating
hours. As these units would be expected to be infrequently used and have a very small
contribution to regional NOx emissions, the cost for controlling and monitoring
emissions from these sources would not appear to be justified.

We appreciate the opportunity to offer comment on this important proposed rulemaking.
Please feel free to contact me with any questions on our comments.

Sincerely, )

Ak Woslt /

v

J. Andrew Hadley, P.E. /
Site Environmental Mana
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Gentlemen:

Enclosed are comments by PP&L, Inc. on the Environmental Quality
Board's Interstate Ozone Transport Reduction proposed rulemaking which was
published in the Pennsylvania Bulletin, Volume 29, No. 10, March 6, 1999. PP&L,
Inc. is an investor-owned utility with over 1.3 million customers. PP&L, Inc wholly
or partially owns six fossil fuel fired generating stations containing 17 coal-fired
boilers and two combination oil and gas boilers with a combined generating
capacity of approximately 5,700 megawatts.

PP&L, Inc. appreciates the opportunity to provide comments on these
important issues. Included with these comments is a one-page summary of
PP&L's major comments for distribution to the Board members. |f you have any
questions on the enclosed comments, please call Thomas Keller, Senior
Environmental Engineer at 610/774-5029.

Sincerely,

& KA MEBEITE
Lynh 1. Ratzell
Manager Environmental Management {L iy | D oaen
Division

-t
“
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Comments by PP&L Inc.
On
25 PA Code Chapters 123 and 145
Interstate Ozone Transport Reductions
Proposed Rulemaking of March 6, 1999
25 Pa. Bulletin 1319

INTRODUCTION

PP&L, Inc. (PP&L)' hereby submits its comments on the interstate ozone
transport reduction rulemaking proposed on March 6, 1999 by the Environmental
Quality Board (EQB) pursuant to the 1998 SIP call issued by the United States
Environmental Agency (EPA) (29 Pa. Bulletin 1319). PP&L supports the broad regional
approach taken in EPA's State Implementation Plan (SIP) call to address ozone
problems in the eastern half of the country. Without these broad regional reductions,
Pennsylvania cannot come into attainment with the ambient ozone standard.
Accordingly, PP&L supports, in general, the various actions Pennsylvania has taken to
implement its share of nitrogen oxides (NO,) reductions under EPA’s broad, regional
approach and to encourage other states to do their fair share. The EQB’s proposed
rulemaking and the Section 126 petitions filed by Pennsylvania are among those
actions.

PP&L is concerned, however, that the Pennsylvania rule as proposed does not
adequately account for potential changes to the SIP Call resulting from current litigation
or actions by contiguous states that could put Pennsylvania at a competitive
disadvantage. .

PP&L already has invested $114 million in NO, control to reduce its NOy
emissions by 50% since 1990, and PP&L will likely invest a comparable amount over
the next four years to comply with the new rule. Other industry in Pennsylvania will also
be burdened by these new rules. It is important that Pennsylvania's rulemaking
recognize the competitive disadvantage Pennsylvania’s industry may suffer if
Pennsylvania’s neighbors do not cap their NOx emissions on the same schedule as
required within Pennsylvania.

PP&L is an investor-owned utility with over 1.2 million customers. PP&L wholly
or partially owns six fossil fuel fired generating stations containing 17 coal-fired
boilers and two combination oil and gas boilers with a combined generating
capacity of approximately 5,700 MW,




PP&L is also concerned with the restriction on carry forward of banked
allowances. Restrictions on banking limit the effectiveness of the cap and trade
program. Comments on these and several technical issues are presented below by
order of importance to PP&L.

1. Pennsylvania’s Rulemaking Should Be Structured to Take into
Account any Subsequent Changes to the SIP Call to Avoid Placing Pennsylvania
at Competitive Disadvantage with Respect to Other States.

EPA's SIP Call issued to 22 states, including Pennsylvania and
contiguous states, caps NO, emissions in those states commencing in 2003. Several
states have challenged EPA's SIP call and/or have submitted NO, emission reduction
proposals that significantly differ from the SIP Call. The SIP Call may ultimately be
invalidated or modified to remove the cap or allow for implementation schedules that
have compliance dates later than those that Pennsylvania is working toward.
Alternatively, states may promulgate regulations that do not cap NO, emissions or that
have later implementation dates. Pennsylvania’s rules do not take such contingencies
into account. As electricity generation is deregulated, this could put Pennsylvania at a
competitive disadvantage and could be environmentally counterproductive, as
generation could shift from Pennsylvania to the lower-cost, higher-emitting states.

Such a situation currently exists with respect to the 1999 NOy reductions
agreed to by Pennsylvania and other ozone transport region states. Pennsylvania is
proceeding with those reductions, although Maryland and Delaware are not. This may
well result in a shift in generation from Pennsylvania’s relatively cleaner units to dirtier
Maryland units. Such a shift harms Pennsylvania's economy by reducing electricity
production within the state. Also, such a shift harms Pennsylvania’'s air quality by
increasing NO, emissions upwind of Pennsylvania’'s ozone non-attainment areas.

Of course, EPA apparently intends to avoid such imbalance through its
Federal Implementation Plan (FIP) rulemaking, but that rulemaking (and all related
judicial challenges) have not yet been completed. States in the Midwest and Mid-
Atlantic region have filed petitions for judicial review of EPA's SIP Call which may resuit
in EPA agreeing to less stringent emission standards or in implementation schedules
that have compliance dates that are later than those that Pennsylvania is working
toward.

As required by the SIP Call, Pennsylvania expects to finalize its
regulations by September 1999. This will be before ongoing litigation by other parties
challenging the SIP Call has concluded. Recognizing this situation, EPA itself has
represented to the D.C. Circuit Court in its response to the motion for stay filed in the
SIP Call litigation by several states that states can include contingency clauses in their
regulations. Pennsylvania’s rulemaking should, therefore, be structured to take these
contingencies into account. The following language should be incorporated into




General Provisions of Chapter 145. Interstate Pollution Transport Reductions
Subchapter A. NOx Budget Trading Program:

“These regulations shall be revised as necessary to remain
consistent with any modifications to or partial invalidation of
EPA’s October 1998 SIP call. These regulations shall not take
effect if EPA’s October 1998 SIP Call is wholly invalidated or
any state contiguous to Pennsylvania does not have a federally
enforceable NOx cap imposed on it by 2003.”

Such a contingency clause does not, of course, preclude Pennsylvania
from continuing to take a leadership role in seeking NO, reductions in the entire 22-state
region as required under EPA's SIP Call. PP&L applauds Pennsylvania’s efforts to date
in this regard and encourages Pennsylvania to continue with its efforts while at the
same time protecting Pennsylvania from competitive disadvantage.

2. All allowances banked under the NOx Allowance Requirements in
Section 123(a) (3) should be transitioned for use as banked allowances under the
proposed rule.

Section 145.55(c) of the proposed regulations limits the number of banked
allowances under the current program that can be transferred into the 2003 program.
This has the effect of devaluing allowances banked under the current program as
further described below, thereby reducing the benefits of the banking provisions under
the current program.

A simple, flexible banking program is essential to the successful operation
of any cap-and-trade system and it offers important environmental and economic
benefits. Without banking, not only do costs rise, but there can be wide fluctuations in
emissions over the course of a season.?2 Without the protection of a bank, sources will
tend to save allowances at the beginning of each season to deal with potential shortfalls
later in the season (e.g., due to nuclear units going off-line unexpectedly). As the
season progresses, in most cases the early-season cushion will prove unnecessary, the
price of those allowances will plummet, making it more economical to run higher
emitting units, thus increasing emissions. Without banking, there is no opportunity cost
to using up allowances, because they will have no value after the current season. In
contrast, with banking there is no reason to build an early season cushion, and extra
allowances can be saved, so there is no need to use them in large quantities towards

2 See A. Nichols and J. Farr, The Timing of NO; Emissions and Emissions
Trading in the Ozone Transport Region, Palo Alto, CA: Electric Power Research
Institute, December 1996, Figure 5-2. See also A. Nichols and G. Hester,
“Issues in Designing a Banking Program for NOy in the OTR,” which is included
in Appendix C of that same report.



the latter part of the season. Thus, banking reduces variation both in emissions and in
prices, enhancing the economic and environmental benefits of a cap and trade program.

Banking also produces the environmental benefit of encouraging early
reductions. Getting reductions earlier has two key advantages:

e They occur generally when overall emissions are higher from other
source categories, so that they reduce higher ozone levels, with larger
health and other benefits.

¢ The principle of discounting is well established in benefit-cost analysis,
which means that earlier benefits are more valuable than later ones.

Limiting the number of banked allowances that can be transitioned for use
in 2003 reintroduces the uncertainties that the banking provisions in the current program
were meant to address. Allowances banked under the current program could become
valueless in 2003 and there would be a strong incentive for sources to use them all up
by the end of the 2002 season.

For the reasons stated above, all allowances banked under Section 123(a)
(3) should be transitioned for use as banked allowances under the proposed rule.
Section 145.55 of the proposed rule limits the number of banked allowances in
Pennsylvania that can be carried forward into 2003 to the number of allowances in
Pennsylvania’s share of the compliance supplement pool (CSP).

EPA developed the CSP number based on EPA’'s assumption that
approximately 1/3 of the generation in the 22-state region would require an additional
year beyond 2003 to install control technologies so as to avoid disruption of electric
supply. Under this assumption, EPA established a CSP of 200,000 allowances and
allocated a portion of this to each state. Pennsylvania’s share of the CSP is 13,716
allowances. This number bears no rational relationship to the number of allowances
that will be banked due to overcompliance during the OTR cap and trade program.

PP&L believes that EPA has included the CSP limitation in its SIP Call
because it fears that allowing large numbers of banked allowances into the 2003
program may result in emissions in excess of the annual state budgets. EPA’s single-
mined focus on the annual budget seems particularly inappropriate given the way in
which these budgets have been calculated. They are based on a rough assessment of
the general magnitude of the needed reductions and EPA's beliefs about the controi
levels that are possible and cost effective. The budgets are also based on projected
activity levels a decade in the future; EPA adjusted them upwards from the initial
numbers by roughly 15%, based on errors discovered in the original projection method.
In light of the way in which the cap has been set and adjusted, it hardly seems rational
to worry about the kinds of minor year-to-year fluctuations (with any increases offset by
decreases in other years) that additional banked allowances would allow.






