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DISCLAIMER 

This document is for general guidance only and does not take the place of official rules. The guidance reflects 
current policy and is subject to change. 

PURPOSE 

The purpose of this document is to provide guidance to regulated entities in the Houston-Galveston-Brazoria 
2008 eight-hour ozone nonattainment area (HGB area) on use of Mass Emissions Cap and Trade (MECT) 
Program and Highly-Reactive Volatile Organic Compound (HRVOC) Emissions Cap and Trade (HECT) Program 
allowances to satisfy the offset requirements for new or modified facilities subject to federal nonattainment 
new source review (NNSR) requirements in 30 Texas Administrative Code (TAC) Chapter 116, Subchapter B, 
Division 7. 

If you have any questions regarding this document or require further information, please contact the Emissions 
Banking and Trading Program (EBTP) at (512) 239-4900 or write to the Texas Commission on Environmental 
Quality, Office of Air, Air Quality Division (MC-206), PO Box 13087, Austin, Texas 78711-3087. 

GUIDANCE 

USE OF ALLOWANCES 

What are the requirements to use allowances as offsets? 

MECT Program Allowances 

MECT allowances can only be used to satisfy nitrogen oxides (NOX) offset requirements for facilities in the HGB 
area that are subject to the emission specifications in 30 TAC §117.310, §117.1210, or §117.2110 and are 
located at sites that are subject to the MECT Program as described in 30 TAC §101.351. 

HECT Program Allowances 

HECT allowances can only be used to satisfy VOC offset requirements for facilities (vent gas streams, flares, 
and cooling tower heat exchange systems) in Harris County subject to 30 TAC §115.722(a) or §115.761(a) and 
located at sites subject to the HECT Program as described in §101.391 and §101.392. 

Can allowances be used to satisfy all or part of offset requirements? 

Yes. With NNSR authorization, allowances can be used to satisfy all or part of the offset requirement. The 
NNSR offset requirement for new or modified facilities in the HGB area is 1.3 to 1.  

Allowances used to satisfy any part of the 1 to 1 portion of the offset requirement must also be used to 
simultaneously satisfy MECT or HECT Program compliance requirements. Therefore, allowances that are used 
to satisfy any part of the 1 to 1 portion of the offset requirement must be surrendered for compliance 
purposes at the end of each MECT or HECT control period1 for the life of the facility. 

Allowances used to satisfy any part of the 0.3 portion of the offset requirement must be permanently retired 
by being transferred to the TCEQ Offset Retirement Account before the facility commences operation.  

                                                           
1 January 1 through December 31 of each year 
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Refer to the Administrative Requirements section of this document for details regarding the process (forms, 
deadlines, etc.) for using allowances to satisfy offset requirements. 

Can allowances be used in conjunction with emission credits (EC) or discrete emission credits (DEC) to satisfy 
all or part of offset requirements?  

Yes, if authorized by the NNSR permit, you can use any combination of ECs, DECs, and allowances to satisfy 
offset requirements. See Example 1 

Can vintage (i.e., banked) allowances be used to satisfy offset requirements? 

No. Compliance with NNSR offset requirements must be demonstrated at the beginning of each control period 
(i.e., January 1 of each year); therefore, only allowances that are available on January 1 (i.e., current 
allowances) can be used. Because vintage allowances do not become available until after the January 1 
deadline, they cannot be used for offset requirements.  

ADMINISTRATIVE REQUIREMENTS 

What is the process of using allowances for offset requirements? 

To use allowances to satisfy any part of the 1 to 1 portion of the offset requirement, you must submit a Form 
ECT-4O (Application to Use Allowances as Offsets) to the EBTP. Allowances needed to satisfy the 1 to 1 portion 
of the offset requirement must be set aside before January 1 of the control period in which you expect the 
facility to commence operation. Therefore, you should submit Form ECT-4O at least 30 days prior to January 1 
of the calendar year in which the facility will commence operation. See Example 2 

To use allowances to satisfy any part of the 0.3 portion of the offset requirement, you must submit a Form 
ECT-4 (Application for Permanent Transfer of Allowance Ownership) to transfer the required allowances to 
the TCEQ Offset Retirement Account. By submitting the Form ECT-4, you are permanently transferring to the 
TCEQ ownership of the allowances needed to satisfy any part of the 0.3 portion of the offset requirement for 
all future control periods. The allowances needed to satisfy any part of the 0.3 portion of the offset 
requirement must be retired before the facility commences operation. Therefore, you should submit the 
required Form ECT-4 at least 30 days before the anticipated date that the new or modified facility will begin 
operation. See Example 2 

Note: Allowances set aside for use as offsets may devalue due to current or future regulatory requirements. 
Refer to the Allowance Devaluation section of this document for details regarding the devaluation of 
allowances used for offsets.  

ALLOWANCE DEVALUATION 

Can allowances used to satisfy the 1 to 1 portion of offset requirements devalue?  

Yes. Allowances set aside to satisfy any part of the 1 to 1 portion of offset requirements can devalue due to 
any future regulatory changes in accordance with §101.353(e) and §101.394(g). Should such devaluation 
occur, it is the owner’s responsibility to set aside the additional allowances needed to make up for the shortfall 
by submitting a Form ECT-4O (Application to Use Allowances as Offsets). You can also use ECs or DECs to 
maintain compliance with the offset requirements; however, it may be necessary to alter the NNSR permit to 
accommodate this change. 

Due to the mandatory HECT Program cap step downs in 2014, 2015, 2016, and 2017 (§101.394(a)(1)(B)), 
companies that elect to use HECT allowances for offsets must ensure that the step downs are accounted for 
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up-front by either setting aside additional HECT allowances or by using ECs or DECs to make up for the 
shortfall. See Example 3 

Can allowances used to satisfy the 0.3 portion of offset requirements devalue? 

MECT allowances transferred to the TCEQ Offset Retirement Account to satisfy any part of the 0.3 portion of 
offset requirements are considered permanently retired and will not devalue due to future regulatory changes.  

Due to the mandatory HECT Program cap step downs in 2014, 2015, 2016, and 2017 (§101.394(a)(1)(B)), 
companies that elect to use HECT offset allowances must ensure that the mandatory step downs are 
accounted for up-front by retiring additional HECT allowances or by using ECs or DECs to make up for any 
shortfall. After the final cap step down in 2017, HECT allowances that are permanently retired to satisfy any 
part of the 0.3 portion of offset requirements will not devalue due to future regulatory changes.  

OTHER QUESTIONS  

Can allowances used to satisfy offset requirements be banked for future compliance with the MECT or HECT 
Program? 

No. The full quantity of allowance used to satisfy any part of the 1 to 1 portion of the offset requirement must 
be surrendered at the end of every control period for the life the facility. Allowances used to satisfy any part of 
the 0.3 portion of the offset requirement are considered permanently retired and will not be returned for 
compliance with the MECT or HECT Program.  

Once allowances are used to satisfy offset requirements, can they be used for any other purpose? 

No. Allowances set aside to satisfy any part of the 1 to 1 portion of the offset requirement are exclusively 
linked to the facility whose emissions are being offset and must be surrendered in full at the end of every 
control period for the life of the facility. Allowances used to satisfy any part of the 0.3 portion of the offset 
requirement are considered permanently retired and cannot be used for any other purpose.  

What happens to allowances used to satisfy offset requirements if the company does not construct or 
commence operation of the facility?  

If the facility is not constructed or operated, then any allowances that have been set aside or retired to satisfy 
offset requirements will be released for use in future control periods. The company must notify the EBTP of 
this change by submitting an EBTP Change of Information form and sufficient documentation showing that the 
facility was not constructed or operated. Additionally, the company should revise or void the NNSR permit to 
remove authorization for the NNSR major modification. 

What happens to allowances used to satisfy offset requirements if a company identifies alternative means 
of satisfying the offset requirements? 

If alternative means for satisfying the offset requirements are found (e.g., use of ECs or DECs to satisfy all or 
part of the offset requirement), then the allowances that have been set aside or retired to satisfy the offset 
requirements will be released for use in future control periods. However, any allowances that were used to 
satisfy the offset requirements prior to the year that the alternative means take effect will not be returned. 
The company must notify the EBTP of this change by submitting an EBTP Change of Information form and 
sufficient documentation (including the NNSR permit alteration) to show that allowances will no longer be 
used to satisfy offset requirements. See Example 4 
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What happens when a facility using allowances to satisfy offset requirements is permanently shut down? 

Once the facility is permanently shut down, the allowances will no longer be set aside for the 1 to 1 portion of 
the offset requirement and can be used as normal allowances from the beginning of the next control period 
onward. Allowances transferred to the TCEQ Offset Retirement Account to satisfy any part of the 0.3 portion of 
the offset requirement are considered permanently retired and are not returned when the facility shuts down. 
The owner must notify the EBTP of the shut down by submitting an EBTP Change of Information form and 
sufficient documentation (including the NNSR permit alteration) to show that the facility has been 
permanently shut down.  

Can an Emission Reduction Credit (ERC) be generated from the shutdown of a facility that used allowances 
to satisfy offset requirements? 

It may be possible to generate an ERC from the shutdown of a facility that used allowances to satisfy offset 
requirements by submitting a Form EC-1 (Certification of Emission Credits). However, the owner of the facility 
shall permanently retire one ton per year of allowances for every ton per year of ERCs generated. The amount 
of ERCs generated from shutting down the facility will be determined in accordance with the applicable 
requirements in 30 TAC Chapter 101, Subchapter H, Division 1. 

Who is responsible for compliance with offset requirements if the facility is sold? 

If a facility using allowances to satisfy the 1 to 1 portion of offset requirements is sold, the new owner assumes 
responsibility for simultaneously satisfying the 1 to 1 portion of the offset requirement and the allowance 
surrender requirement of the MECT or HECT Program from that point forward. Compliance with the 0.3 
portion of offset requirements is considered to be already satisfied. This is because the amount of MECT or 
HECT allowances needed to meet the 0.3 portion of the offset requirement has already been retired by 
transferring permanent ownership of these allowances to the TCEQ prior to the start of operation of the 
facility.  

To ensure continued compliance with the offset requirements, the buyer of the facility must notify the EBTP by 
submitting an EBTP Change of Information form.  

  

http://www.tceq.texas.gov/airquality/banking/erc_program.html
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EXAMPLES 

EXAMPLE 1 

A new HECT-applicable flare is permitted with a maximum allowable emission rate of 10.0 tons per year (tpy) 
of VOC emissions (which includes both HRVOC and non-HRVOC species). The total VOC offsets required for the 
flare is 13.0 tpy.  

With authorization of the NNSR permit, and taking into account any potential devaluation due to the 
mandatory HECT cap step-downs, the company could do any of the following: 

• Use HECT allowances for both the 1:1 and 0.3 portions of the offset requirement (13.0 tpy, with 10.0 
tpy set aside as offset allowances and 3.0 tpy transferred to the TCEQ Offset Retirement Account); 

• Use HECT allowances for the 1:1 portion (10.0 tpy) and VOC ECs and/or DECs for the remaining 0.3 
portion (3.0 tpy); 

• Use HECT allowances for the 0.3 portion (3.0 tpy) and use VOC ECs and/or DECs for the remaining 1:1 
portion;  

• Use HECT allowances for part of the 1:1 portion (e.g., 7.5 tpy) and use VOC ECs or DECs for the 
remaining portion of the offset requirement (5.5 tpy from VOC ECs and/or DECs); or 

• Use HECT allowances for part of the 0.3 portion (e.g., 1.5 tpy) and use VOC ECs or DECs for the 
remaining portion of the offset requirement (11.5 tpy from VOC ECs and/or DECs). 

EXAMPLE 2 

A company elects to use MECT allowances to satisfy the entire NOX offset requirement for a new boiler 
permitted with a maximum allowable emission rate of 100.0 tpy of NOX that will commence operation in the 
HGB area on July 1, 2015.  

The company must submit the Form ECT-4O no later than December 2, 2014 to set aside 100.0 tpy of MECT 
allowances as offset allowances in the associated compliance account. The allowances will be available for 
compliance beginning January 1, 2015. Due to the “simultaneous use” aspect of the 100.0 tpy of MECT 
allowances set aside to meet the 1 to 1 portion of the offset requirement, these offset allowances will be 
surrendered for compliance purposes at the end of each MECT compliance period from 2015 onwards. 

The company must also submit a completed Form ECT-4 transferring permanent ownership of 30.0 tpy of 
MECT allowances to the TCEQ Offset Retirement Account no later than June 1, 2015. By submitting the Form 
ECT-4, the company has permanently transferred ownership to the TCEQ of 30.0 tpy of MECT allowances 
needed to satisfy the 0.3 portion of the 1.3 to 1 NOX offset requirement for the 2015 and all future MECT 
control periods. 

EXAMPLE 3 

The owner of a flare permitted with a Maximum Allowable Emission Rate (MAER) of 10.0 tpy of VOC sets aside 
10 tpy of HECT allowances as offset allowances beginning with the 2013 HECT control period. The owner is 
intending to use HECT allowances to offset the 1:1 portion of the offset requirement. Due to the scheduled 
HECT cap step down from 2014 onwards, the 10.0 tpy of HECT allowances devalues as follows: to 9.0 tons in 
2014; 8.5 tons in 2015; 8.0 tons in 2016; and finally to 7.5 tpy from 2017 onwards. The company has to identify 
and set aside additional offset allowances such that the MAER of 10.0 tpy is offset every year, i.e., set-aside 
additional offset allowances equal to 11.0 ton in 2014, 11.5 tons in 2015, 12.0 tons in 2016, and 12.5 tpy in 
2017 and every year thereafter.  
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EXAMPLE 4 

The owner of a MECT-applicable boiler permitted with a maximum allowable emission rate of 100.0 tpy of NOX 
sets aside 100.0 tpy of MECT allowances to satisfy the 1 to 1 portion of the NNSR NOX offset requirement 
(while using alternative means to comply with the 0.3 portion of the offset requirement). The boiler 
commences operation in the 2014 MECT control period.  

In 2016, the company identifies and decides to use 100.0 tpy of NOX ECs for the NOX offset requirement 
starting in the 2017 MECT control period. With EBTP and NNSR approval of the use of the NOX ECs (per the EC 
program requirements), MECT allowances will no longer be set aside for the 1 to 1 portion of the offset 
requirement. The owner notifies the EBTP and the 100.0 tpy of MECT allowances are released to the owner for 
use from the 2017 MECT control period onward. However, the 300.0 tons of MECT allowances surrendered for 
the NOX NNSR permit offset requirement for the 2014, 2015, and 2016 control periods are considered used 
and will not be returned. 
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