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ELECTRIC GENERATING UNITS
AIR QUALITY STANDARD PERMIT SUMMARY DOCUMENT

. EXECUTIVE SUMMARY

The Texas Natural Resource Conservation Commission (commission) isissuing anew standard permit for electric
generating units. Thenew air quality standard permit will be effective June 1, 2001, and authorizes certain electric
generating unitsinstalled or modified after June 1, 2001 that generate electricity for use by the owner or operator
and/or generate electricity to be sold to the electric grid. The standard permit does not apply to electric generating
units permitted by rule under title 30 Texas Administrative Code Sections 106.101 (30 TAC Section 106.101),
Domestic UseFacilities, 106.511, Portable and Emergency Enginesand Turbines, 106.512, Stationary Enginesand
Turbines, or included on the list entitled “ De Minimis Facilities or Sources.”

. EXPLANATION AND BACKGROUND OF AIR QUALITY STANDARD PERMIT

ThePublic Utility Commission (PUC) of Texasanticipatesthat small el ectric generating units (EGUSs) may become
an attractive option for electric customers as an alternative to central station generating units as a primary source
of electricity dueto electric restructuring and electric reliability concerns. These EGUS, sited at or near aload that
will use all or most of the electricity generated, may be equipped to export electricity to the electrical grid. Until
now, many EGUs have been eligiblefor authorization under 30 TAC Section 106.512. However, anumber of EGU
technol ogies exist which can meet and exceed the emission limitsin 30 TAC Section 106.512. Thus, it would be
inappropriate to allow new or modified engines or turbinesto operate under the 30 TAC Section 106.512 emission
standards. Therefore, this standard permit contains emission limits more stringent than the emission limits in
30 TAC Section 106.512. Thestandard permit isdesigned to provide astreamlined permitting method to encourage
the use of “clean” EGU technologies.

1.  OVERVIEW OF AIR QUALITY STANDARD PERMIT

Thecommissionisissuinganair quality standard permit authorizing certain el ectric generating unitsunder authority
of the Texas Clean Air Act Section 382.05195 and 30 TAC Chapter 116, Subchapter F, Standard Permits. The
commission previously authorized the majority of the electric generating units under the conditions of a permit by
rule 30 TAC Section 106.512 or under Chapter 116, Subchapter B. This standard permit provides a streamlined
preconstruction authorization mechanism that may be used by any electric generating unit complying with its
reguirements and not prohibited by some other state or federal permitting statute or regulation. Theissuance of this
standard permit is consistent with the desire of the commission to simplify its regulatory structure and recognize
the potential significance of some sources by developing standard permits to replace existing permits by rule that
provide qualification criteriathat are lengthy and complex.

Thestandard permit isdesigned to allow for authorization of an electric generating unit. However, itisnot intended
to providean authorization mechanismfor all possibleunit configurationsor for unusual operating scenarios. Those
facilities which cannot meet the standard permit conditions may apply for a case-by-case review of an air quality
permit under 30 TAC Section 116.111.

V. PERMIT CONDITION ANALYSISAND JUSTIFICATION

The new standard permit for electric generating units creates a new authorization mechanism for construction or
modification of electric generating units (EGUS) previously authorized under 30 TAC Section 106.512 (permits by
rule) or apermit under 30 TAC Chapter 116. EGUs constructed and operated at adomestic residence for domestic
use are permitted by rule under 30 TAC Section 106.101; emergency engines and turbines are permitted by rule
under 30 TAC Section 106.511. Inarulemaking concurrent with issuance of this standard permit, the commission
isdisallowing the use of 30 TAC Section 106.512 to authorize construction or modification of electric generating
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units except for engines or turbines used to provide power for electric water pumps used for irrigating crops or for
the operation of facilities authorized under 30 TAC Chapter 106 Subchapter E, Aggregate and Pavement or the Air
Quality Standard Permit for Concrete Batch Plants. Any EGU not qualifying for this standard permit or a permit
by rule may still apply for a 30 TAC Section 116.111 permit for a case-by-case specific review. This standard
permit will require electric generating units to comply with certain administrative requirements, including
registration and possibly afee, executive director approval, and record keeping requirements, as well as general
requirements, including maximum emission limitations for NO,. This standard permit will require renewal of
registration every 10 years.

Applicability

Paragraph (1) of the standard permit outlinesthe applicability criteriaof the standard permit. This Standard Permit
appliesto new unitsinstalled, or existing units modified, after June 1, 2001 that cannot qualify for a permit by rule
(PBR) in 30 TAC Chapter 106.

Definitions

Paragraph (2) of the standard permit contains a definition of installed that was added to clarify that the generating
unit is considered installed when it begins generating electricity. The definitions of East Texas Region and West
Texas Region are from Senate Bill 7. Thus, the East Texas Region includes all counties traversed by or east of
Interstate Highway 35 or Interstate Highway 37, including Bosque, Coryell, Hood, Parker, Somervell and Wise
Counties. The West Texas Region includes all of the state not contained in the East Texas Region. The El Paso
areaisconsidered inthe West Texasregion for purposes of thisstandard permit, although it isconsidered separately
in Senate Bill 7. Different standardswill apply in each region based upon generating capacity, date of installation,
and hours of operation.

Administrative Requirements

Paragraph (3) of the standard permit outlines the administrative requirements all facilities must meet. Subsection
(A) requires registration of the proposed facilities in accordance with the regulatory requirements of 30 TAC
Section 116.611, including a current PI-1S. The commission has clarified that 30 TAC Section 116.610(a)(1)
emissions and distance limitations do not apply to electric generating units under this standard permit as the
emissions are only products of combustion.

Title30 TAC Section 116.614 requires afee of $450 for any standard permit registration unless otherwise specified
in a particular standard permit. This standard permit requires a $450 fee in accordance with 30 TAC Section
116.614 for any single unit or multiple units with a generating capacity of 1 MW or greater. The fee for units or
multiple units with agenerating capacity of lessthan 1 MW isreduced to $100.00, and the fee is waived for units
or multiple unitswith agenerating capacity of lessthan 1 MW that have certified nitrogen oxides (NO,) emissions
that are less than 10 percent of the standards required in this standard permit. This is to encourage the use of
ultra-clean technology. The commission believes afee of $450 isappropriate in the case of this standard permit to
recover staff expenses expended to review registration applications.

Subsection (C) states that facilities can not be constructed and/or operated until the applicant obtains from the
executive director written approval of the registration.

Subsection (D) establishes the recordkeeping requirements for compliance with the standard permit. Subsection

(E) reminds owners of electric generators powered by gas turbines that they must also meet any applicable
conditions of 40 CFR Part 60, Subpart GG and Subsection (F) clarifies that this standard permit does not exempt
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owners or operators from any 30 TAC Chapter 117 requirements that may apply because of being located in a
nonattainment area. Chapter 117 currently contains several exemptions from the requirements of Chapter 117 if
a small unit (10 MW or less) is registered under this standard permit. The commission plans to remove those
exemptionslater thisyear. Upon removal of those exemptions, all unitsauthorized under this standard permit must
comply with applicable Chapter 117 requirements.

General Requirements

Paragraph (4) of the standard permit outlinesthe general requirementsall facilitieswould haveto meet. Subsection
(A) requires the manufacturer or owner of the generating unit to certify the emissions of NO, from the electric
generating unit in pounds of pollutant per megawatt hour (Ib/MWHh). It also requires aname plate or label attached
to the unit containing this certification. Certification will require testing using Environmental Protection Agency
(EPA) Reference Methods, California Air Resources Board methods, or equivalent testing and shall be provided
upon request to the TNRCC.

To encourage efficient use of al the state’ s energy resources and to reduce inefficient emissions, the rule contains
two provisionsthat allow adjustmentsto meet the emission standardsfor special circumstances. First, to encourage
efficiency and reduce the need for additional heat sources, subsection (B) allows a DG unit which integrates
combined heat and power (CHP) operation to take acredit based upon the amount of heat recovered and establishes
requirements to ensure that the heat recovered is used and not wasted. By allowing creditsfor the use of CHP, the
commission hopes to encourage industry use of efficient combined heat and power applications for distributed
generation and to increase the market for these environmentally beneficial devices. Second, subsection (E)
establishes a higher NO, standard for generating units that use as fuel landfill gas, digester gas, or some oil field
gases. This higher standard is required because landfill gas contains contaminants that poison the catalyst in
catalytic converters used on rich burn reciprocating engines. This higher standard represents the best technology
available for lean burn engines. The sulfur content allowed for these gasesis aso increased to encourage the use
of oil field gasesthat would otherwise beflared. The commission feelsit isimportant to encourage the use of these
gasesto generate electricity rather than just flaring them.

Subsection (C) establishes the emissions standards for units 10 MW or less that must be certified based upon
whether the generator is located in the West Texas Region or the East Texas Region. The West Texas standards
represent BACT and should allow for clean reciprocating enginesto register under the standard permit, aswell as
clean diesel engines operating as peaking units. Theinitial East Texas standardsrepresent BACT recognizing the
unigue ozoneproblemsin East Texas and should allow for authorization of fuel cells, micro-turbines, cleanturbines
usi ng catalytic combustorsor flue gascleanup, and thevery cleanest reci procating enginesusi ng catal ytic converters.
The standard permit provides for a reduction of the initial East Texas standards in 2005 to address the ozone
situation in that area of the state. These output-based standardsinclude an adjustment to account for inefficiencies
associated with conversion of mechanical to electrical energy. The commission plansto reevaluate these standards
upon compl etion of aplanned study ontheenvironmental impact and market penetration of small electric generating
units.

Subsection (D) establishes standardsfor unitsgreater than 10 MW that represents BACT previously established for
simple cycle and combined cycle turbines. Without this provision, these larger units would be required to obtain
apermit since the permit by rule 30 TAC Section 106.512 is being amended to no longer allow most engines or
turbines used to generate electricity to be permitted by rule.
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Subsection (F) establishes the two methods of re-certifying the units after 16,000 hours of operation, but not less
frequently than every three years from the date of registration. To encourage the use of the manufacturer’s
recommended mai ntenance, re-certification may be accomplished using the maintenance program established and
certified by the manufacturer to keep the units operating in compliance with this standard permit. If the
manufacturer does not certify hismaintenance program or the owner/operator el ectsto not follow therecommended
maintenance schedule established by the manufacturer, the owner will re-certify by testing his own units.
Subsection (G) gives the specifications limiting the sulfur content in the liquid or gaseous fuel.

V. PROTECTIVENESS REVIEW

The protectiveness review was based on the review previously done for permit by rule, 30 TAC Section 106.512
Stationary Engines and Turbines (previously SE 6). Since protectiveness was demonstrated then and the emission
standardsrequired in this Standard Permit are much more stringent than those required in 30 TAC Section 106.512
no additional review was conducted.

VI. PUBLIC MEETING AND COMMENTERS

In accordance with 30 TAC Section 116.603, the commission published notice of the proposed standard permit in
the Texas Register and in daily newspapers of the largest general circulation in the following metropolitan areas:
Austin, Corpus Christi, Dallas, El Paso, Houston, the Lower Rio Grande Valley, Lubbock, the Permian Basin,
San Antonio, and Tyler. The notice was published on November 17, 2000. Theinitial comment period ran from
November 17, 2000 to December 19, 2000. However, in response to comment, the comment period was extended
to February 5, 2001.

VIlI. STAKEHOLDERSMEETING

At the request of several commenters, staff hosted a stakehol ders meeting on January 23, 2001 in Room 212W of
the TNRCC, Building C, located at 12100 Park 35 Circle, Austin. Notice of the meeting was posted ontheagency’s
web site on January 12, 2001. At that meeting, staff provided stakeholders with an update on the development of
the standard permit based on the comments received to that date. Stakeholders were also provided an opportunity
to make presentationsto the group and to participate in a“roundtable” discussion with staff and with each other on
the issue of the standard permit.

VIIl. COMMENTS

A public meeting on the proposal was held December 19, 2000 in Room 2210 of the TNRCC Building F, located
at 12100 Park 35 Circle, Austin. Oral comments were made by the following: Capstone Turbine Corporation
(Capstone); Catalytica Energy Systems (Catalytica); Energy Developments Incorporated (EDI); the Engine
Manufacturer’s Association (EMA); Good Company Associates (Good Company); Honeywell Power Systems
(Honeywell Power); and Public Citizen, Texas office (Public Citizen).

The period for written comments on the proposed standard permit closed at 5:00 p.m., February 5, 2001. Written
comments were submitted by the following: the American Council for an Energy-Efficient Economy (ACEEE);
the American Gas Cooling Center, Inc. (AGCC); ALSTOM Power Inc. (ALSTOM); American Electric Power
(AEP); Atmos Energy Corporation (Atmos); Austin Energy; Calpine Corporation (Calpine); Capstone; Catalytica;
Cotton, Bledsoe, Tighe & Dawson, P.C. (Cotton Bledsoe); Cummins, Inc., Cummins Inc./Onan (Cummins);
Dresser-Waukesha, Waukesha Engine Division (Waukesha Engine); DTE Energy Technologies (DTE); Deutz
Corporation (Deutz); EDI; the EMA on behalf of Caterpillar Inc., CumminsInc./Onan, Deere & Company, Detroit
Diesel Corporation, Deutz Corporation, General Motors Corporation, and Waukesha Engine Division; Encorp;
Energy Transfer Group, L.L.C. (ETG); Environmental Defense; Global Power Corporation (Global Power); Good
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Company; Holt Companies (Holt); Holt Power Systems (Holt Power); Honeywell Power; Hunt Power, L.P. (Hunt
Power); International Fuel Cells; the Natural Resources Defense Council (NRDC); the Office of the Attorney
General of Texas, Consumer Protection Division, Public Agency Representation Section (OAG - Public Agency
Representation Section); Plug Power Fuel Cell Systems (Plug Power); Public Citizen, Texasoffice (Public Citizen);
the Rallroad Commission of Texas, Alternative Fuels Research and Education Division (AFRED); Reliant Energy,
Inc. (REI); Solar Turbines Incorporated (Solar); Southern Union Gas Company (Southern Union); Sure Power
Corporation (Sure Power); the United States of America Department of Energy (DOE); United States of America
Environmental Protection Agency, Office of Atmospheric Programs (EPA); the United States Combined Heat and
Power Association (USCHPA); the Honorable Leticia Van de Putte, R. Ph., the Senate of Texas (Senator Van de
Putte); and Waukesha-Pearce Industries, Inc. (Waukesha-Pearce).

IX. ANALYSISOF COMMENTS

Support for Standard Permit

Environmental Defense applauded the commission for theforesight it has shown by proposing the standard permit
for small el ectric generating units. Environmental Defense stated that proliferation of small generation units, lacking
meaningful emission standards, could undermine measures adopted to reduce nitrogen oxides (NO,) emissionsin
the state implementation plans (SIPs). Public Citizen applauded the commission for using output-based measures
for regulating small electric generators and assuring that efficiency is considered. Good Company supported the
output-based measure. Capstone supported the intent and objective of the proposed standard permit, the
tapered-down NO, emission requirements over time, and the 9 parts per million (ppm), 5 ppm, 3 ppm profile of the
taper down.

The commission appreciates the support expressed by these commenters.

Commitment to Solve Dallas/Fort Worth (DFW) Nonattainment |ssue

Calpine stated its willingness and intent to play an integral rolein solving the DFW nonattainment issue by putting
state-of-the-art combined cycle generation to work in the DFW area.

The commission appreciates Calpine’s commitment to help solve the DFW nonattainment issue.

Request for Extension of Origina Comment Period

Good Company, DOE, Encorp, and Cummins requested an extension of the original comment period.
Theoriginal comment period was extended from December 19, 2000 to February 5, 2001.

Combining Gas Turbines and Duct Burners

Catalytica commented that if the best available emission rate for duct burnersis currently 0.1 pounds per million

British thermal unit (Ib/MMBtu), then the standard permit should require the appropriate emission level from the
turbine and limit the duct burner to 0.1 Ib/MMBtu.
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Thestandard permit hasoutput-based standar ds (poundsof NO, per megawatt-hour) and doesnot regulate
based upon the use of specific technologies, such asduct burners. Therefore, no changes were madeto the
standard permit in response to this comment.

Statewide Applicability of Proposed Standard

ACEEE, AEP, ALSTOM, Cotton Bledsoe, Encorp, Environmental Defense, Good Company, Honeywell Power,
NRDC, Public Citizen, Solar, Southern Union, USCHPA, and Waukesha Engine commented on the statewide
applicability of the proposed standards. ACEEE and USCHPA commented that areas that maintain environmental
attainment should be given a greater technology choice than the nonattainment areas of downtown Houston and
Dallasbased on thetheory that state-wide emissions can be decreased by all owing theimplementation of distributed
technol ogiesthroughout Texas, and sincetransmission and distributionlossesin rural partsof the state may bemore
than in urban areas. AEP commented that the emission limitations should be based on siting the plant in an
attainment area with special provisions being added for equipment being installed in nonattainment areas.
ALSTOM stated that statewide applicability of the standard permit could be catastrophic for the implementation
of distributed generation (DG) in NO, attainment areas and increase demand for existing, higher polluting plants.
Cotton Bledsoe questioned the appropriateness of applying the same emission standard to East and West Texassince
West Texas has the potential to become a maor power generating and exporting region but has not “used up” its
portion of the NO, increment as has East and Central Texas. Encorp recommended that two permits, each with
different standards, be developed, one for attainment areas and the second for nonattainment areas. Encorp
explained that adoption of a single statewide standard is arbitrary and capricious and penalizes areas which have
maintained good air quality by eliminating the possibility of cheaper DG power. Environmental Defense
commented that it may be appropriate in the first years of the revised standard permit to apply a different set of
standards for East and West Texas. However, Environmental Defense commented that all sourcesin East Texas
subject to the standard permit need to achieve the same standard set out for nonattainment areas. Good Company
recommended that the commission establish “ attainment area” and “ nonattainment area’ limits. Honeywell Power
recommended that different emission standards be developed for attainment and nonattainment areas of the state.
Honeywell Power stated that such an approach would match appropriate technol ogy with each areaat minimal cost
totheratepayer. NRDC commented that applying different standardsto an East Texas and West Texasregion may
be useful for some interim period but that the ultimate goal should be a strong, statewide final emission standard.
Public Citizen supported the commission proposal to divide the state into East and West Texasfor emission limits.
Solar proposed that the standard permit set different standards for attainment and nonattainment areas. Southern
Union recommended that the proposed standard permit apply only to sources|ocated in 0zone nonattainment areas
that do not have aFederal Clean Air Act, Section 182(f) waiver for nitrogen oxides. Southern Union recommended
that sourcesin areas designated as attainment or unclassified, or in areas with a Section 182(f) waiver, continue to
be permitted by rule under FCAA Section 106.512. Waukesha Engine recommended limiting applicability of
additionally restrictive NO, standards for DG units to nonattainment areas only.

Thecommission agreesthat in the case of an ozone precur sor, such asNO,, different standar dsshould apply
in different areas of the state. The standard permit has been revised to include the Senate Bill (SB) 7
(76th Legislature, 1999) definitions of “ East Texasregion” and “West Texasregion” (revised toincludethe
El Pasoregion). Thus,theEast Texasregion includesall countiestraver sed by or east of | nter state Highway
35or Interstate Highway 37, including Bosque, Coryell, Hood, Parker, Somervell, and Wise Counties. The
West Texasregion includesall of thestatenot contained in the East Texasregion. Asstated, theEl Pasoarea
is considered in the West Texas region for purposes of this standard permit, although it is considered
separately in SB 7. Different standardswill apply in each region based upon generating capacity, date of

Page 6 of 41



installation, and hours of operation. The commission plans to conduct a study to determine the
environmental impact of DG on the State of Texas. Thestandardsfor each region will bereevaluated at the
conclusion of that study.

Recordkeeping and Reporting Requirements

Good Company commented that the recordkeeping and reporting requirements are burdensome for residential and
small business uses. NRDC recommended that units between 10 kilowatts (kW) and 50 kW be subject to reduced
recordkeeping requirements.

Electric generating units used exclusively for domestic purposes are permitted by rule under 30 TAC
Section 106.101 which has no recordkeeping or reporting requirements. The commission believes that
requiring records of the hour s of operation and maintenance scheduleisreasonablefor all units, including
those between 10 kKW and 50 kW. The standard permit has no reporting requirements per se. Instead,
recordsrequired by the standard permit must be provided upon request to the commission.

Registration Fee

Good Company commented that the $450 registration fee is burdensome for residential and small business uses.
Hunt Power commented that smaller scale DG technologies could be unfairly penalized with aflat fee of $450.
Hunt Power recommended that the permit fee should be applied asadollar per kW amount. NRDC recommended
that units between 10 kW and 50 kW pay aregistration fee of 0.15% of the capital cost of the project regardlessif
that amount islessthan $450. Plug Power recommended that the registration fee be afactor of “x” dollarsand the
power output of the unit.

Thecommission hasrevised thefee schedule from a $450 registration feefor all unitsto afee scale based on
generating capacity of a unit. Unitsor multiple units with a generating capacity of 1 megawatt (MW) or
greater will besubject toa$450 fee; unitsor multipleunitswith agenerating capacity of lessthan 1 MW will
be subject to a $100 fee; unitsor multiple unitslessthan 1 MW that have certified NO, emissionsthat are
lessthan 10% of the required standardswill be granted a feewaiver. Thefeeisintended to recover staff
expensesin reviewing theregistration. Thecommission reduced thefeefor smaller unitsbecause a $450 fee
may be a substantial per centage of theinitial cost to oper ate some small units. The commission haswaived
thefeefor ultra-clean small unitsto encouragetheir use. The commission notesthat unitsused exclusively
for domestic purposes are per mitted by rule under 30 TAC Section 106.101 which requiresno fee.

Registration of Propane-fueled or Gaseous-fueled Units

AFRED recommended that propane-fueled or gaseous-fueled units of 30 kW or less be permitted by rule. In the
aternative, AFRED recommended a phased-in implementation over a period of four years for propane-fueled or
gaseous-fueled units less than 30 kW and at a reduced permitting cost. AFRED commented that these units will
most likely be used by residential customers and small businesses and sometimes in rural attainment areas.

Propane-fueled or gaseous-fueled unitsof 30 kW or lessused exclusively for domestic pur posesar eper mitted
by ruleunder 30 TAC Section 106.101 which requiresno fee. The commission hasreduced the fee to $100
for units, like propane-fueled or gaseous-fueled units, operating under 1 MW. Should these unitsemit less
than 10% of thestandards, nofeeisrequired. Theintent of the standard permit isto providea streamlined
preconstruction authorization mechanism for all electric generating units.

Page 7 of 41



Fee Exemption for State Agencies

The OAG - Public Agency Representation Section recommended that state taxpayer-supported facilities, such as
state agencies and institutions of higher learning, should be exempt from paying the registration application fee.
The OAG - Public Agency Representation Section explained that state agencies operate on limited budgets and that
afee requirement could have serious financial impacts on the larger agencies.

No change has been made directly in response to this comment. State agencies have historically paid all
required fees required by the commission for various permitting projects regardless of the media. The
standard per mitisconsistent with thisprocess. It should benoted that the proposed r egistration feehasbeen
reduced for small unitsand waived for ultra-clean units.

Applicability of Standard Permit to Wind or Solar-Driven Generators

Cotton Bledsoe asked whether the standard permit requirements apply to aternative energy DG projects, such as
wind and solar power.

The standard permit requirements do not apply to wind and solar units. Since they do not have air
emissions, the commission does not regulate them under the Texas Clean Air Act.

Applicability of Standard Permit to Emergency Engines or Turbines

NRDC commented that a benefit of the standard permit is that it clarifies that the exemption for emergency
generators applies only to generators that run only when there is aloss of power on the electric grid. Waukesha
Engine endorsed the exclusion of emergency generatorsin paragraph (1)(C). EMA approved of the exclusion of
emergency EGUs from the scope of the standard permit’s applicability. EMA also supported a permitting
exemption for DG unitsinstalled for operation in the case of “ Stage I11” power shortages such as are occurring in
Cdlifornia.

Thecommission appreciatesthe support of thecommenters. Emer gency enginesand tur bineswill continue
to be permitted by rule under Section 106.511, rather than be authorized under this standard permit.
However, thecommission notesthat Section 106.511 appliesonly tounitssatisfyingitsrequirementsand that
Section 106.511 does not usetheterm “Stagell1.”

ACEEE proposed that Section 106.511 be modified to tighten the regulations on emergency backup generators.
Good Company recommended that the commission establish a new standard, to alow installation of standby
generators, or the retrofit of existing standby generators, in away which meets certain minimum emission levels
in order that they might be interconnected to the grid and provide power during an ERCOT/ISO stage three, or
higher, emergency. Good Company stated that the commission should work with the PUC to establish similar
protocolsfor localized situationsthat may occur inthefuture. Good Company recommended that standby unitsand
Stage I emergency unitsbe exempt from the standard permit. Public Citizen agreed with the commission that there
should be different limits for emergency generators but was concerned that the language in the rulesis not “tough
enough” to assure that emergency plantsarerequired to apply for apermit if used more than afew hours each year.
Public Citizen recommended that the operations limit be decreased to no more than 100 hours per year. Public
Citizen recommended that the commission explicitly require a change in use patterns to require registration and
compliance with emission limits and recommended that emergency generators be tested at night or at hours that
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would minimally affect ozoneformation. Public Citizen recommended arequirement that all mechanicswho work
on emergency engines or turbines undergo a training and certification process, and that they be prohibited from
modifying a backup unit to provide voltage stability or dispatchability until permitted under the standard permit.

The commission did not propose amendmentsto Section 106.511 as part of thisaction, and therefore, these
comments ar e beyond the scope of thisstandard permit action.

The OAG - Public Agency Representation Section commented that the exemption for emergency units contained
in paragraph (1)(C) would prohibit the use of DG in times of high demand. The OAG - Public Agency
Representati on Section recommended changing paragraph (1)(C) by deleting theword* exclusively” and adding the
following language after the word meter: “or when conditions on the grid are such that the power source is
unreliable or power quality isquestionable.” The OAG - Public Agency Representation Section explained that as
the use of DG expands and the load on the grid increases, it will be desirable to have large customers that are
capable of producing their own electricity, thereby reducing the demands on the utility.

The definition of emergency has been removed from the standard permit to avoid confusion between the
standard permit and Section 106.511 which per mits by rule emergency engines and turbines.

Applicability of Standard Permit to Non-road Engines and Portable Units

EMA commented that portable DG units are nonroad engines; therefore, the standard permit should not apply to
portable DG units because the commission is “specificaly and expressly preempted” from regulating nonroad
engines pursuant to Federal Clean Air Act, Section 209(e). EMA stated that the commission should adopt the
definition of “nonroad engine” contained in 40 Code of Federal Regulations Section 89.2. Good Company
recommended that the standard permit not apply to portable units.

The commission agrees with this comment and does not consider portable “nonroad engines’ that are not
on asitemorethan 12 monthsa stationary source. Therefore, thisstandard per mit does not apply to these
units.

Applicability of Standard Permit to Units Generating More than 10 MW

ALSTOM recommended increasing the upper range of applicability to 15 MW because there are a number of
industrial gasturbinesoffered by maor suppliersinthe 10to 15 MW bracket which may benefit DG if the standard
permit option is available. Catalytica commented that a number of turbines operate in the 10 MW area and that
settingthelimit at 10 MW would give acompetitive advantage to some model sjust below thelimit, while hindering
competing models just above the limit. Catalytica stated that there are almost no popular models in the 15 to
25 MW range and, therefore, suggested that the standard permit apply to units up to 20 MW. Sure Power
commented that the proposed 10 MW sizelimit will inhibit the use of DG systemsin many datacenter applications.
Sure Power commented that if Texasisto set asize limitation, then 50 MW, asisthe casein California, should be
considered and that Best Available Control Technology (BACT) should be required.

The standard permit has been revised in response to these comments. The commission has issued the
standard permit with a provision for electric generating units greater than 10 MW that has separate
standardsthat represent BACT for natural gas-fired turbines. The commission believesthischangetothe
standard permit is appropriate to provide these clean units greater than 10 MW the opportunity to use a
streamlined preconstruction authorization mechanism.

Affect of Standard Permit on Ability to Authorize Under Regular NSR Permitting
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Global Power stated that issuance of the standard permit should not preclude authorization of small electrical
generating units under aregular new source review (NSR) permit.

Thisstandard per mit doesnot preclude authorization by NSR. Any owner or operator may request aNSR
permit. Thisstandard permit and the permit by rule are provided as streamlined alter natives, if the unit
meets the requirements of the permit by rule or the standard per mit.

Applicability of Standard Permit to Landfill to GasEnergy (LFGTE) Projects, Stranded Gasto Energy Projects, and
Unitsusing Flare Gas

REI commented that the proposed standard permit should not apply to LFGTE projects because the proposed
emission limits cannot be met by internal combustion engines fueled by landfill gas. REI commented that the
proposed standard permit will eliminate the development of LFGTE projects in Texas and that LFGTE projects
should continue to be permitted by rule under Section 106.512. Deutz commented that DG engines fueled by
landfill/digester gasrequiretheir own specific NO, standard becausethe contents of thefuel prohibit the application
of standard aftertreatment technologies. Deutz recommended a standard of 0.6 grams per brake horsepower-hour
(g/bhphr) whichisthe standard adopted by the South Coast Air Quality Management District for theseunits. Deutz
recommended a +/- 10% tolerance be added to the 0.6 g/bhphr standard to take into account the variable nature of
landfill/digester gas. Deutz commented that areasonable standard for landfill/digester gas projectsis necessary to
realizethe significant energy recovery and economic benefits of these projects. Deutz commented that commission
regulations need to address the specific engine applications that make use of “stranded gas.” Deutz stated that
stranded gas, often too far from pipelines to be affordable shipped to market, can be used to generate electricity.

Toencouragetheuseof somegasesthat would otherwisebeflared or vented totheatmospher e, thestandard
permit wasrevised toinclude an East TexasNO, standard to be applied exclusively to unitsthat use asfuel
landfill gas, digester gas, or some oil field gases (stranded gas). The NO, standard of 1.77 pounds per
megawatt-hour (Ib/MWHh) is equivalent to 0.6 grams per hor sepower -hour (g/hp-hr) and was established
based upon alean burn engine, sincecatalytic converter sar e poisoned by contaminantsfound in landfill gas.
SincethisNO, standard can be met by existing technology, it would beinappropriateto allow these unitsto
continue to be permitted by rule under the less stringent standardsin Section 106.512. Unitsin the West
Texasregion using these fuelsmay comply with the West Texasregion standar ds contained in the standard
per mit.

Public Citizen recommended astandard permit for landfill gas generators sincethey have unique emissions profiles
and control limits that may need to be different from other generators. Good Company recommended that units
using flare gas should be exempt from the standard permit.

TheseparateNO, limit applicableonly tounitsthat uselandfill gas, digester gas, or someoil field gasestakes
into account theuniqueemission profilesand control limitsof theseunits. With thechangesdiscussed in the
previous response to comment, the commission finds no additional reason to develop a standard permit
exclusively for these units. Furthermore, it isthese same emission profilesand control limits of these units
that requirethe commission to regulate these units and not exempt from the standard permit.

Applicability of Standard Permit to Ultra-Clean Electric Generating Units or Non-Combustion Generating Units
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Plug Power recommended that the commission consider a“zero” or “deminimis’ threshold category below which
registration for the standard permit is not required or is otherwise provided, based upon ultra-clean technologies,
such as solar, wind, and fuel cells or based upon a generation process, such as whether any fuel iscombusted. As
an alternative, Plug Power recommended that the commission give consideration to a power output threshold
approach below which registrationisnot required or isgranted pro forma. International Fuel Cellscommented that
its PC25 fuel cell hasNO, emissions of 0.0267 Ib/MWh and carbon monoxide (CO) emissions of 0.0017 Ib/MWh
and that in cogeneration applications fuel cellstypically approach 85% combined efficiency.

The commission intends the standard permit to apply to all electric generating units that emit air
contaminants. Thus, generating units driven by the sun or by the wind are not subject to this standard
permit. However, fuel cells that use natural gas or a converter fuel are subject to the standard permit
becauseof their NO, emissions. Nevertheless, in an effort toencour agetheuseof ultra-clean technology, such
asfuel cells, thecommission hasrevised the standard permit. Theregistration fee hasbeen waived for units
generating lessthan 1 MW that have NO, emissions that are less than 10% of the standards. Fuel cells
should be ableto satisfy thisrequirement and thus qualify for the fee waiver. 1n addition, the commission
encour ages ultra-clean distribution technology to petition the commission for inclusion on thelist entitled
“DeMinimis Facilitiesor Sources’ referenced under 30 TAC Section 116.119. Sourceson thislist require
no registration prior to construction.

Applicability of Standard Permit to EGUs less than 1.5 MW

NRDC commented that the standard permit should explicitly state that it covers generators from 10 MW to either
10 kW or 0 kW. NRDC commented that the lower end should be 0 kW if the commission reduces the fee and
record-keeping burden on very small generators. NRDC commented that in the alternative 10 kW could be used
to ease the regulatory burden on the smallest generators which will primarily be used by individuals and small
commercia customers. NRDC commented that the standard permit should be made mandatory for unitstoo small
to be covered by existing minor NSR. NRDC commented that if this step is not taken, small generators currently
exempted from minor NSR permitting will not opt into the standard permit.

The commission hasrevised the standard permit to apply to all electric generating unitsregardless of size
so that all of these units which meet the standard permit may have a streamlined preconstruction
authorization mechanism. Aspreviously discussed, thecommission hasreduced theregistration feefor very
small and very clean units.

Good Company commented that generating units less than 100 kW should be exempt from any standard for now
and that a standard for those units could be developed over the next few years.

No change was made in response to thiscomment. Units generating lessthan 100 kW used exclusively for
domestic pur posesarepermitted by ruleunder 30 TAC Section 106.101 which requiresnoregistration. The
commission hasreduced the feeto $100 for unitsoperating under 1 MW. If these unitsemit lessthan 10%
of the standards, no fee is required. The intent of the standard permit is to provide a streamlined
preconstruction authorization mechanism for all electric generating units.

AEP commented that smaller DG systemsof 1.5 MW and less should be kept in apermit by ruleregistration system

and DG systemsand unitsbetween 1.5 MW and 10 MW should use the proposed standard permit. AEP commented
that thiswill allow the deployment of this technology with relative ease to that sector of the regulated community
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(homeowners and small commercial) that would be most adversely impacted by a permitting requirement.
Waukesha Engine recommended that smaller units be exempt from the CO and NO, emission limits.

Thecommission notesthat unitsconstr ucted and oper ated at adomesticresidencefor domestic purposesar e
per mitted by ruleunder 30 TAC Section 106.101. Aspreviously discussed, the fee hasbeen reduced to $100
for unitsunder 1 MW and eliminated for very clean unitslessthan 1 MW. Thecommission anticipatesthat
most small commer cial entities using the standard per mit will register unitslessthan 1 MW.

Authorization Period under Standard Permit

Public Citizen recommended that the commission limit thelife of the standard permit and require generators subj ect
to it to update their technologiesto BACT levels every ten years. Sure Power commented that license renewal in
ten yearswill createan uncertainty burden since* high availability power supply” facilitiesnormally havelifecycles
of 20 yearsor longer. Sure Power commented that an uncertain renewal process could deter development of clean
DG in Texas.

Provisionsfor amending or revoking a standard permit areincluded in Chapter 116, Subchapter F. Those
rules require that standard permits be renewed at least every ten years. Those rules also provide a
mechanism, as appropriate, for updating technology. Comment on those rulesis beyond the scope of this
commission action and, therefore, no change has been made to the standard permit in response to these
comments.

Definition of “Modified”

The OAG - Public Agency Representation Section and WaukeshaEnginerecommended that Section (1)(A) include
an appropriate definition of a“modified unit.” Global Power requested clarification of what is meant by the word
“modified.”

The term “modified” is defined in 30 TAC Section 116.10(9) “Modification of existing facility.” This
definition appliesto this standard per mit.

Clarification of When Construction Begins

Cotton Bledsoe asked for clarification whether “ dirt work” or setting of askid for askid-mounted DG project could
begin before commission approval of the application.

Toeliminate questionson start of construction and to eliminate the ability to “ start construction” on a unit
prior to the implementation of a more strict NO, standard, the standard permit was revised to include a
definition of “installed.” The NO, standards are based upon an “installed” date.

Clarification of Term “ Site”

Cotton Bledsoe recommended clarification of the word “site”. Cotton Bledsoe asked whether a manufacturing

facility may put two separate DG skids, one at each building in a manufacturing complex of up to 10 MW each, or
whether the facility is considered asingle “site” and limited to 10 MW of DG projects total.
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For purposesof this standard permit, theterm “site” isused asdefined in 30 TAC Section 122.10(29).
Clarification of Applicability of Standard Permit to a Site

Waukesha Engine recommended that paragraph (3)(A) clarify that the standards apply tothe DG siteasawholeand
not to each unit individually to provide owners and operatorsflexibility in operation. Global Power also endorsed
this position.

The standard permit was not changed in response to this comment because the commission is specifically
regulating the NO, emissions from each electric generating unit registered under the standard permit.
Although the NO, standard in the standard per mit appliesto each electric generating unit, thereferenceto
multiple units at an account only appliesto the fee deter mination.

Stakeholder Involvement in Establishing Emission Limits

Honeywell Power recommended that the emission limitsbe qualitatively determined using aconsensus processthat
involves al stakeholders and that one aspect of this process should be to broadly evaluate the consequences and
value of avariety of generation options. DOE, Cummins, EDI, Public Citizen and Good Company supported a
collaborative effort to set theemission limits. AGCC requested that aworkshop be held with stakeholdersto derive
amethodology that appropriately cal culates and compares emissions impacts of electrical generation alternatives
relativetothegrid. Global Power recommended that the commission work with EMA and its membersto establish
practical NO, and CO limits. AFRED recommended that the commission establish aworking group of stakeholders
to evaluate present emissions and potential emission reductions and to develop regul atory options that protect air
quality but alow the market for these units to develop.

In addition to the public meeting required by rule, staff hosted a stakeholder s meeting at the stakeholder’s
request on January 23, 2001. Thecommission thanksall stakeholder swho have participated in thestandard
permit development processthusfar. Thepublic comment period for written commentswas extended until
February 5, 2001 at the request of the stakeholders, and all submitted written and oral comments have
provided the basisfor therevisionsin theissued standard permit. The commission intendsto continueto
involve stakeholdersin any further developmentson thisissue.

Study to Determine Potential Impact of DG on Texas

Good Company recommended that the commission consider entering into astudy of thetechnology and itspotential
applications, aswell as, available emission reduction technol ogies applicable to generation units of the size under
consideration prior to attempting to develop this standard permit. Good Company requested that the commission
adopt the standards Good Company submitted if the commission decided to issue the standard permit before such
astudy was complete. DOE suggested that the commission conduct a study to determine the potential DG impact
on Texas and offered to share the cost of such astudy. DOE stated that consideration of technology-specific goals
may benecessary before devel opment of broad output-based standards. EM A and Cumminsstated that the proposed
emission standards are not supported by any assessment of impacts on emissions inventories.

Thecommission intendsto participatein astudy in conjunction with theDOE and the PUC to determinethe

environmental impact and define the market potential of DG (electric generating units of 10 MW or less).
However, the commission believesit isimportant to proceed with issuing this standard permit prior to the
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completion of the study because of the very real potential for increased preconstruction authorization
applications for electric generating units, especially small units. Upon completion of the study, the
commission plansto reevaluate the standard permit to ensurethat the standards are set at an appropriate
level.

The Nitrogen Oxide Emission Limitations

Hunt Power commented that if the commission methodology of central station unit comparisons is to be fairly
applied, appropriate central station technology should be used to make the comparison. Hunt Power used the duty
cycle of apower plant as an example of afactor that must be considered when determining appropriate emission
limitations. Hunt Power also commented that the standards must recogni ze the short-run benefit of DG in reducing
central station power plant emissions. Hunt Power commented that if the commission deemed a specific emission
limit for a central station unit in a given duty cycle, the alowable emission limit for DG in the same duty cycle
should be 10% higher than the central station technology based solely on linelosses. Hunt Power commented that
the commission’s standards must recognize the overall contribution that DG technol ogies make to improve air
quality by taking into account the physical power system realities, which require re-dispatch of generating plants.
Hunt Power commented that to the extent that an end use customer or DG project developer incorporates these
technologiesinto asingle site project, we believe the customer or owner of the site should receive 100% credit for
the energy generated by these non-polluting technol ogies, applied against thermal generating resourcesthat are part
of the overall site or project.

The NO, standards originally proposed were based upon BACT for recently permitted combined cycle
central power stations. In responseto these comments, the standardsrequired in the standard per mit have
beenrevised toreflect BACT for electric generating unitsin poundsof NO, per MW hour adjusted toreflect
asimplecyclepower plant. In addition, these output-based standar dsinclude an adjustment to account for
inefficiencies associated with conversion of mechanical to electrical energy. While no specific creditswere
included for line losses except in the conversion to Ib/MWh, a 100% credit was allowed for any combined
heat and power added.

AEP commented that the current state of the technology on the DG systems will not meet the stringent standards
asoutlined in the proposal and the high cost and operational difficulties associated with post-combustion control
equipment will make it prohibitive to install DG equipment in the state. AEP commented that the DG systems
should be allowed to be permitted at a BACT rate that was in effect 120 months prior to the submission of the
application with a reduction in the standard over the next five years. AEP commented that this will allow DG
technology to mature and catch up with the traditional combined cycle type of equipment.

BACT isrequired by the TCAA and 30 TAC Section 116.602(c) for standard permits. Therefore, the
commission does not have the authority to make the suggested change. However, as discussed previoudly,
the standard permit was revised to reflect BACT for simple cycle power plants, as well as the cleanest
reciprocating engines.

Austin Energy commented that since the Central Texas region is nearing ozone nonattainment, the emission rates
should be weighted toward the clean end of the spectrum of possible emission rates, but that the emission rates
should not be so strict that no manufacturer will be able to meet them in a cost-effective manner. Austin Energy
commented that it isin the process of building a new facility near Austin that consists of four large peaking-type
gasturbinesthat will have selective catal ytic reduction (SCR) emissions control devices added to the units. Austin
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Energy commented that the emissions target for these unitsis below 5 ppm NO,. Austin Energy commented that
it hasfound that it can invest the added cost of the SCR into its new power plant in an economically viable manner.
Austin Energy commented that this fact should be considered during the negotiations regarding emission rates for
the various forms of DG and cogeneration. Austin Energy commented that the cost of al of the equipment that
would nominally be utilized for emergency backup generation only (the generator and the prime mover) should not
beincludedinthecontrol cost-effectivenessdeterminationsbecause afacility would haveto pay for thesegenerators
whether they are DG or not. Austin Energy commented that only the incremental cost of adding the emissions
control devices should be used for determining the emission control cost-effectiveness.

Thecommission appr eciates Austin Ener gy’ sconcer n about the air quality of the Central Texasregion and
agrees that emission controls can be cost-effective for electric generating units. By setting output-based
standards and not distinguishing between driver-types, more clean and more efficient unitsare rewarded
and recent gainsin air quality from clean central power plantswill not be negated. This standard permit
does not require emergency generators to use additional controls unless they switch service from
emer gency-only to peaking applications.

Austin Energy commented that it is concerned that by allowing several small but comparatively high-emitting
sourcesinto the air shed, any gainsthat have been made recently to improving the air quality in Texasthrough NO,
reductions made at centralized power plants will be negated. Austin Energy commented that this increase would
lead to an increase in the emission reduction requirements that would be necessary from the mobile source sector.

Thecommission isalso concer ned about theimpact of small but compar atively high-emitting sourceson the
gains made by recently permitted low emitting centralized power plants. The standard permit as issued
requiresBACT in the East Texasregion to address the nonattainment problemsin the area.

NRDC supports the proposed standard permit and the commission’s efforts to establish user-friendly emissions
standards for small electric generators. NRDC commented that the standard permit will close agap in existing air
pollution regulations and encourage the development of small clean electricity generators to address capacity
concerns in Texas. NRDC endorsed the aggressive emission limits in the standard permit because use of the
standard permitisoptional. NRDC commented that the approach for setting standardsendorsedinthe Federal Clean
Air Act requires new unitsto perform at least aswell asthe best unit in that technological family, and the result of
that approach isto allow the market place to set the rate of tightening in emissions standards. NRDC commented
that technological family being regulated here is the customer-owned generation market. However, NRDC
commented that no generation technology should be allowed to profit by being dirtier than other technologies and
for that reason recommended that the commission explicitly link the standard permit requirements starting in 2007
to the emission rates being achieved by combined cycle natural gasturbines. Environmental Defense commented
that it isirresponsible to argue that engine manufacturers should be alowed to emit at ratesthat are 40 to 70 times
higher than existing fleet or new central station power plantsthat must achieve 93% emission reductions (achieving
an emissions rate of approximately 0.1 Ib/MWh) and when other much cleaner alternatives are available. In
addition, Environmental Defense commented that the commission must consider the cumulative effectsfrom rapid
deployment of small generating units in determining the appropriate emission standard under the standard permit
given the fact that rapid growth in DG is expected. Environmental Defense commented that a strict emission
standardisachievable. Environmental Defense endorsed Capstone’ srecommended NO, emission standard schedule
of: 0.40 Ib/MWh in 2001; 0.19 Ib/MWh in 2003; and 0.08 Ib/MWh in 2005. Environmental Defense commented
that DG should not be subsidized by low-emitting large generators. Environmental Defense commented that it small
generators should not be allowed to emit at rates 40 to 70 times higher than large generators when the large
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generators are spending millions of dollarsto reduce emissions and incur the additional cost of acquiring emission
offsets. Environmental Defense stated that it would understand the reasonableness of “backing off” the emission
standardsiif it were accompanied by a 1.3 to 1 emission offset requirement.

The commission appreciates NRDC’'s and Environmental Defense’s comments. The standards in the
standar d permit arebased upon BACT for thecleanest type of equipment available. Dueto concer nsabout
potential transmission and distribution problems in remote areas of West Texas, the standard for these
peaking unitsoperating lessthan 300 hoursper year representsTier | non-road engine standar ds pr oposed
by EPA. The East Texas standards reflect BACT to account for the ozone nonattainment issuesin this
region, but also provide for the use of clean peaking applications. The future year standard will be
reevaluated upon completion of the planned DG study. Additionally, because the standard per mit applies
to unitsgreater than 10 MW and the proposed standar ds have been revised, the commission has proposed
removal of theexemption for electric generating unitscontained in Chapter 117. Thus, oncethisexemption
isremoved from Chapter 117, electric generatingunitsunder 10 MW, operating under thestandard per mit,
will be subject to Chapter 117.

Good Company recommended a site-internal emissions trading system that would allow sites to select the most
appropriate and cost-effective technology for each application. Good Company stated that sites should receive
credits based on the net emission reductions achieved at a site due to DG implementation.

Providingfor emission tradingat asiteor at an account would unnecessarily complicatethe standar d per mit
which wasdesigned to bean expedited method of authorizing clean electric generating units. Therefore, the
standar d per mit wasnot changed inresponsetothiscomment. A flexibleper mit under 30 TAC Chapter 116,
Subchapter G provides a mechanism for the flexibility described in the comment.

Environmental Defense commented that the current DFW and Houston/Galveston (HGA) SIP does not account for
emissions increases brought about by increased utilization of small generation that is exempt from major source
permitting and offset requirements. Environmental Defense commented that the only way to remedy the failureto
account for increased emissionsfrom small generating sourcesisto establish emission ratesthat ensure cumulative
emissions from these sources over the next seven yearsthat will not have ameasurable impact on air quality in the
affected regions.

As previoudly stated, the commission has proposed removal of the exemption for small electric generating
unitsregistered under thisstandard per mit from Chapter 117 because of the potential impact upon the SIP
from units operating under the standard permit. In addition, the results of the planned DG study will be
used to evaluate the 2005 East Texasregion standard. The standards applicableto the East Texasregion
drastically cut the limits currently permitted by rule under 30 TAC Section 106.512 and will require even
cleaner technology for futureinstallations.

Environmenta Defense commented that effect of the standard permitson the availability of adequate power should
not be afactor in deciding on the appropriate emission standards since adequate power is already available. Inthe
aternative, Environmental Defense commented that deployment of energy efficiency measures would solve most
electricity sufficiency and reliability problems.

Although adequate power is generally readily available throughout the state, the commission believesthis
standard permit will bemost useful in areas of the statethat either do not have adequate power available or
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inadequate transmission and distribution systems for the power. The standard permit includes strict
emission standardsto protect the environment, including the requirement for future installations to meet
increasingly stricter standards. Theinclusion of acredit for CHP usealso benefitsthosewho chosetoinstall
and oper ate mor e efficient unitsand eliminate the need for additional fossil fueled heat sour ces.

Public Citizen recommended more stringent standardsfor nonattainment areas and commented that the state should
be required to examine the cumulative impact of these emissions in nonattainment areas. Public Citizen
recommended that the commission adopt abifurcated rulethat would alow EGUsto be permitted as proposed under
the standard permit but in nonattainment areas require individual permitswith offsets. Public Citizen commented
that this would assure that the addition of any new source must be aggregated into the SIP caps and that they are
“permittable” under the limits. Public Citizen commented that this would assure that the technol ogies used meet
the Lowest Achievable Emission Rate (LAER) standard.

Asdiscussed earlier, by establishing thestandardsfor both the East Texasregion and theWest Texasregion
in the standard permit, thecommission isableto ensurethat BACT in the East Texasregion addressesthe
unique nonattainment issues in that area of the state. Individual New Source Review permits would be
required for any project that trigger s nonattainment review which would include LAER.

Public Citizen questioned the wisdom of placing diesel unitsin neighborhoods or in office clusters where citizens
would be continuously exposed to carcinogens and encouraged the commission to keep in mind various air quality
issues and deadlines that must be met in upcoming years when choosing the standard permit’ s emission standards.
Public Citizen encouraged the commission to evaluate the impact of other pollutants from DG because of thelong
useful life of some DG units. Public Citizen also stated that pricing of electricity in thefuturewill likely encourage
the use of DG and this fact should aso be considered when establishing emission limits.

The commission agreeswith Public Citizen’s concern about diesel units because of the higher emissions of
NO, and other air pollutants. Theonly standard in the standard per mit that would authorize diesel engines
which usecurrent technology isthestandard for peaking unitsoperating 300 hoursor lessin theWest Texas
region. Partsof theWest Texasregion may havetransmission and distribution limitations in a deregulated
market, but by limiting the hour s of operation, theimpact of all pollutants are minimized.

Public Citizen recommended that the commission modify the standard permit to assure that some or all of the
emissionsfrom EGUsare controlled under itsgeneral authority to adopt regulations necessary to prevent significant
deterioration of air quality. Public Citizen recommended that the commission establish a docket to develop
appropriate emission levels for EGU pollutants and incorporate the findings of that inquiry into aBACT review.

Thestandard permit requiresBACT and replacestheuseof permit by rule 30 TAC Section 106.512 that has
less stringent standards for NO,. Any BACT determination for permits under review will look at all
technology available, not just recently permitted units. In addition, facilities which trigger Prevention of
Significant Deterioration per mitting would not be eligible to use the standard per mit.

Plug Power supported the fact that the proposed standard permit treats different electric generation technologies
identically with respect to the air emission standards.

The commission appreciates Plug Power supporting the position that the standar ds should be the same for
all unitsto encour age the use of the cleanest and most efficient units.
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Senator Van de Putte stated that the standard permit inappropriately applied emission standards for one type of
technology for the regulation of another and encouraged the commission to apply abroader, integrated solution to
the regulation of emissions from the power generation sector. She also stated the proposed standard permit must
berevised to allow DG technologiesto benefit the Texas environment and economy. Honeywell Power stated that
adirect application of combined cycle plant emission standards to the DG industry does not necessarily maintain
the current level of air quality. Honeywell Power stated that many factors, as they relate to the operation and use
of combined cycle plants and DG, affect air quality. Holt and Holt Power commented that the commission’s
approach to setting the emission limitshas no basisin United States environmental law or regulatory practice. They
stated that the commission has set an environmental standard for several categories of equipment based on the peak
performance of a different technology in a completely different size category. They stated that the commission
should set challenging but attainable emission limits based on the best performance of each DG technology with
consideration given to the technical capabilities and economic factors associated with each technology. They
requested that there be an opportunity for public review and comment beforethisruleisfinalized. Solar commented
that comparing DG technologies to large combined cycle gas turbines (CCGT) is inappropriate because of
differencesin system efficiency, linelosses, and air dispersion characteristics. Solar commented that the standards
for DG technologies should be based on technology-based standards (New Source Performance Standards) or
case-by-case assessment of technical and economic feasibility (BACT/LAER). Solar commented that lack of DG
will harm markets that are not served adequately by central station power plants. EMA and Cummins stated that
the standards are not reflective of sound public policy since they “will effect a de facto ban” on small electrical
generating units powered by reciprocating internal combustion engines (RICE). EMA and Cummins stated that the
NO, standards should be based on the best available emission control technologies for RICE DG units instead of
the standards applicable under the HGA SIP to combined cycle power plants. EMA stated that since the proposed
standardseffect adefacto ban on RICE, ownersand operatorsof will not refurbish or upgrade existing RICE. EMA
stated that the decision not to refurbish existing RICE will adversely affect air quality and energy concerns. AGCC
commented that the apparent purpose of the proposed standard permitisto ban all DG except for certain renewables
andfuel cells. AGCC stated that aban on DG resultsin asituation wherevery few companiesrepresenting the same
technol ogy control themulti-billion dollar electricity-generating industry and that such asituation appearstoviolate
the spirit (if not the letter) of Section 18 of the Texas Constitution, which states: " Perpetuities and monopolies are
contrary to the genius of afree government, and shall never be allowed.” AGCC stated that such asituation results
in higher electricity and natural gas prices for ratepayers, harms Texas agricultura industry, and degrades the
environment. AGCC also stated that case-by-case full permit hearings create a hardship for DG projectsof 1 MW
or less because those requirements may eliminate the economic feasibility of those projects. ETG stated that the
proposed emission standards will have the effect of limiting competition by eliminating market entrance of smaller
competitors and power projects but with no concomitant benefit to air quality since the economic lives of older
technologies and equipment will be extended. ETG requested that the commission not take any action that sets
standards beyond the reasonable economic capabilities of those who build and supply generating equipment. The
OAG - Public Agency Representation Section commented that the commission should reexamine the emission
standards to ensure that these standards are achievable using technology that is available now.

The commission has revised the standard permit in response to these comments. The standard per mit
containsdifferent standardsto account for different technologiesavailable and the mode of oper ation of the
units. Theoriginal draft used natural gas-fired combined cycle power plantsasthebasisfor the standards.
However, in responseto comments, the commission divided the stateinto two regions and allowed different
technologies to be used in each. In the West Texas region, nonattainment is not a major concern so the
standards allow for the cleanest reciprocating engines as well as turbines, micro-turbines, and fuel cells.
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These standards do not ban any clean equipment and even clean diesels meeting the EPA Tier 1 non-road
enginestandardscan beused for peakingin West Texas. Inthe East Texasregion, wher e concern for ozone
formationisgreater, thestandar dsshould allow for authorization of fuel cells, micro-turbines, clean turbines
using catalytic combustors or flue gas cleanup, and the very cleanest reciprocating engines using catalytic
converters. Thecommission alsorecognizesthat the cleanest technology availablewill beneeded to maintain
the current level of air quality and to improve it in nonattainment and near-nonattainment areas. The
revised standards are output-based to encourage the use of the most efficient and cleanest technology
available and to encourage smaller unitslocated at or near the user to avoid the line losses associated with
only afew central power plants. Thelessstringent standar dsshould encouragethe use of small unitswhere
appropriate and do not represent a ban on any technology that is clean. The TCAA authorizes the
commission to control the quality of the state’'s air, issuing permits that meet or exceed BACT. The
commission consider ed thisstandar d per mit in an open meeting at which timethepublichad theopportunity
to comment on the standard per mit.

DOE dso stated that consideration of technology-specific goals may be necessary before development of broad
output-based standards.

The standard permit contains emission limits that allow for authorization of a variety of clean electric
generating units. Thecommission planstousetheresultsof aplanned study with the DOE to determinethe
environmental impact and market penetration of DG unitsin Texasto determine the appropriate outlying
standardsfor DG technology.

AGCC aso commented on the importance of considering how reduction of one pollutant may increase emissions
of another pollutant.

I nfor mation reviewed on the enginesthat can meet the NO, standardsin the standard permit indicatesthat
these engines ar e efficient combustion sour ces so that increasesin pollutants dueto the NO, standardsare
anticipated to be minimal, if at all.

ACEEE commented that comparing DG technologies to baseload generating technologies such as CCGT is
inappropriate. ACEEE proposed that the commission consider using state-of-the-art peaking units as the
comparison technology for DG systems. Sure Power commented that the comparison of DG only to new combined
cyclegeneration neglects other emissions attributabl e to the system as awhole (DG emissions should be compared
to grid emissions plus the emissions from use of uninterruptible power supplies plus the emissions from the use of
backup diesel units). Sure Power commented that in markets requiring high-availability power, DG emissions
should be compared against the grid plusdiesel generatorsused to assurereliability. Catalyticacommented that the
commission’ sdecision to set emission limitsbased onthe best emission level achievablefrom large combined cycle
units does not take into account that most DG units will be ssmple cycle nor that small units cannot achieve the
efficiencies of large combined cycle systems. Catalyticacommented that no unitsin the size range covered by the
proposed permit will be able to achieve the levels required after January 1, 2005. Catalytica commented that the
commission could establish emission limits based on the best performance available from a gas turbine and allow
credit for emission reductions resulting from heat recovery. Catalytica commented that by its emission levelsthe
standard permit seems to be mandating heat recovery, and that if that is the case, the commission should develop
astandard permit for non-heat recovery applications. Catalyticacommented that it would likethe proposed standard
permit to give credit for use of combustion control technology over NO, control technology applied to a boiler
becauseemissionsat start-up from theformer arelessthanthelatter. DTE commented that adoption of the standard
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permit will prevent implementation of DG in Texas while suppressing total market opportunities for DG. DTE
commented that thisresult will harm end-usersrequiring personalized sol utionsthat the el ectric grid cannot provide,
and society in general. AGCC stated the proposed standard permit will result in electricity capacity shortfalls and
priceincreases, increased emissions of global warming gases, and reduced competition in the el ectricity-generation
sector. Good Company requested that the commission examine the costs and benefits of the proposed standard
permit. Sure Power commented that the stringent emission limitations will drive customers to use the traditional
grid plus diesel backup, since the diesels are permitted by rule.

As previoudly discussed in response to the standar ds proposed, the commission has modified the standard
permit torepresent BACT for morethan just combined cycle central station plants. The standardsin the
issued standard permit will allow for the cleanest reciprocating engines aswell asturbines, micro-turbines
and fuel cells. Thisshould allow the use of clean equipment, givean incentivefor using CHP without setting
standardsthat would requireit, and provide economic incentivefor reliability power to be generated at the
point of use as opposed to relying on central plant power with emergency backup.

USCHPA stated that DG units should be given credit for abated transmission and distribution (T & D) linelosses
equa totheaverage T & D lossesin Texas because DG reduces the amount of electricity that central station plants
must transmit. ACEEE proposed that the commission devel op asystem for providing small generators with credit
for avoiding transmission losses. ACEEE recommended that emission ratesfor on-site generation be at least 9.0%
higher than theemissionratesof state-of-the-art central combined cyclegasgenerators. Good Company commented
that the commission should at a minimum allow afair credit for on-site generation to account for line losses and
enhanced power quality and ensure that emissions are measured as total power avoided rather than net power
produced on site. Good Company recommended that peaking power applications be given higher line loss and
power quality adjustments because peaking power is used when line losses are greatest. Good Company
recommended a 30% credit. ALSTOM commented that no credit is given for avoided transmission losses from
central generation by using DG despite thefact that in periods of high demand transmission losses may reach 30%.
Good Company requested that the commission recognize the variety of needs which DG meets asit developsthe
standard permit. Good Company commented that the emissions from DG applications should, at a minimum, be
compared to the emissions of either peaking units or the electrical generation system average, rather than the
basel oad combined cycle gas turbine plant. Good Company commented that the commission should determine a
fair credit that will account for the avoided line losses and enhanced power that DG affords since increased DG
generation means decreased central station emissions. Austin Energy estimated that typical line losses within its
service area (the Austin Metro area) are between 8.0% and 10% on a hot day.

Therevised standardsin the standard permit issued are no longer exclusively based on recently permitted
combined cycle power plants. Dividing the state into two regions and setting separ ate standardsin each
region allowed for mor etechnologiesand eliminated the need to meet the efficiency of acombined cycleunit.
This relaxation of the standards to reflect simple cycle turbine and even reciprocating engines provides
enough flexibility to adequately account for the 10% linelossesavoided. The commission does not believe
that it isappropriateto credit the highest possible line losses of 30% to allow equipment that cannot meet
the BACT standardsto be competitive.

USCHPA suggested that the allowable emission limitsbe adjusted to allow for multiple DG technologies, including
simple-cyclegasturbinesand controlled gasengines. USCHPA stated that the only availabletechnol ogy that meets
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the requirements in the proposal isthe fuel cell but that fuel cells, at a cost of $1,500 to $3,000 per kilowatt-hour
(KWh) installed, are cost-effective only for asmall number of “high-valueindustries.” ALSTOM stated that DG
will only succeed asa*“mix of technologies’ so that consumers may have maximum choice in how their power is
generated. ALSTOM stated that the mix would include reciprocating engines, micro-turbines, wind, solar, small
to medium-sized gas turbines, fuel cells, and other technol ogies as they become available. ALSTOM commented
that a standard for turbines and one for reciprocating engines are necessary for DG to successfully grow in Texas.
ALSTOM stated that it seems impractical to compare emissions, on alb/MWh basis, from asmall DG unit to that
of a combined cycle gas turbine where efficiency is relatively high and exhaust cleanup, though expensive, is a
smaller proportion of total cost. AGCC commented that “force-fitting” the state implementation plan for Houston
and Galveston on the remainder of Texas, the maority of which isin attainment, is “counterproductive for the
greater good of Texas’ and consumers from other states who rely on natural gas from Texas. AGCC commented
that mandating BACT would preclude more logical Reasonably Available Control Technologies (RACT) which
could underminelegitimate environmental objectives. AGCC commented that mandating combined-cycleturbine
“merchant plants” would decrease competition and increase water and natural gas consumption (thereby increasing
emissions). AGCC commented that combined-cycle emission reductions may be significantly overstated since
emissions from those units may vary significantly as afunction of inlet air temperature.

As previously discussed in responses to other comments on the standards, the commission hasrevised the
standards based upon East and West Texas regions and upon the operating schedule of the units. The
original draft used natural gas-fired combined cycle power plants as the basis for the standards, but by
dividing the state into two separ ate regions, the standard per mit issued allows different technologiesto be
used. IntheWest Texasregion nonattainment isnot amajor concer n, sothestandardsallow for the cleanest
reciprocating enginesaswell asturbines, micro-turbinesand fuel cells. Even clean dieselsmeetingthe EPA
Tier 1 non-road engine standards can be used for peaking. Inthe East Texasregion, the standards should
allow for authorization of fuel cells, micro-turbines, clean turbines using catalytic combustorsor flue gas
cleanup, and the very cleanest reciprocating engines using catalytic converters. This mix of technologies
should give the user sthe flexibility to choose the most appropriate equipment for the location.

AGCC commented that an ideal credit formula should be based upon actual overall emissions reduced since the
emissions that accompany overal British thermal unit (Btu) consumption are of primary importance. AGCC
commented that for DG, credit should be based upon a given DG system’s emissions relative to the grid, and for
CHP, credit should also compensate for emission differences between heat recovery and use of an on-site furnace
or boiler. AGCC provided an alternative formula.

The commission appreciates AGCC’scommentson CHP credits, and tried to give adequate credit for CHP
installations without over complicating the calculations required. To simplify the calculations and
demonstrationsrequired, therevisonsin the standard permit credit 100% of the useful heat recovered and
no longer require a standar dized system.

Waukesha-Pearce urged the commission to carefully study the reduction systemsit is advocating with respect to
initial cost, operational cost, and total impact on air quality. Waukesha-Pearce expressed concern that the
commission is mandating large reductions too quickly with the proposed standard permit and the proposed levels
in 30 TAC Section 117.206(C)(9). Waukesha-Pearce stated that the proposed emission limits create a situation
wherethe cost of controls equals or exceeds the cost of the engine. AGCC commented that the trade-offs between
minimizing criteria emissions, minimizing adverse economic impacts, and maximizing conservation of finite
resources must be comprehensively addressed to minimize unintended consequencesof the standard permit emission
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limits. AGCC aso commented that |east-cost/integrated resource planning are being ignored. AGCC explained
that most commercially-available DG technol ogies arel essexpensive than most combined-cycle power plantswhen
the cost of transmission and distribution infrastructure is included in the cost of combined-cycle power plants.
AGCC stated that ignoring such factors usually resultsin higher costs to consumers, fewer consumer choices, and
deterioration of the environment. EMA and Cummins stated that the proposed emission standards are not cost-
effective. Cummins stated that the proposed standard permit is not reasonable. Globa Power commented that the
decision to base the proposed emission limits on emission limits achievable by recently permitted large combined-
cycle power plantsis misguided and impractical and provided emission, cost, and anecdotal evidencein support of
its proposition. Global Power opposed emission limits that would require widespread use of SCR technology to
achieve them because of the potentia problems associated with SCR use. Global Power stated that the proposed
emission limits would create a severe economic hardship for businesses in Texas because the standard permit, in
effect, prohibits DG and, therefore, DG cannot be used to supplement the inadequacies of the electric grid
transmission and distribution system. Global Power recommended that the standard permit should reflect the
emissions capabilities of small gas turbines and reciprocating engines without post-combustion treatment except
in nonattai nment areas, where non-sel ective catalytic reducers (NSCR) would berequired in the exhausts of natural
gas-fueled rich burn engines and turbines that utilize non-dry low NO, combustion systems. Global Power would
beinfavor of emission limitsfor diesel enginesin attainment areasthat requirethe use of commercially-viable SCR
technology, while diesel engines in nonattainment areas would be required to obtain aregular NSR permit.

Aspreviously discussed in responsesto commentsabout the standar ds, theissued standar d per mit hasbeen
revised to include different standards based upon the area of the state and operation of the unit. The
commission believesthat these new standardsreflect BACT for what isavailablefor clean technology today
in most cases without additional expensive controls.

Good Company recommended credit for any emission reductionsor increase of on-site efficienciesattributedto DG
units at asite. For example, an owner or operator should be credited for replacement of two industrial boilers by
alesser emitting DG unit. Encorp commented that permitting should be on a “weighted environmental impact”
basis and dependent on available options.

Thecommission believestheseissues should be addressed in a case-by-casereview per mit, such asaflexible
permit, rather than thestandard permit issued. Therefore, no changetothestandard permit was proposed.

AGCC commented that water usage issues have not been considered. AGCC stated that combined-cycle power
plant cooling water consumption equatesto about 5.71 acre-feet per megawatt-year but that DG unitsdo not. AGCC
commented that the standard permit encouragesreliance on combined-cycle power plantsand that reliance onthose
unitsnegatively impactstheagricultureindustry, especially inthe panhandl e of Texas, wherecombined-cycleplants
and agriculture sources compete for a limited amount of water. AGCC commented that insufficient water for
agriculture sources in the panhandle will result in detriment to the state and the nation. DTE commented that DG
benefitsinclude reduced use of land and water resources associated with construction of new central station power
plantsand expansion of transmission and distribution facilities. DTE aso commented that since DG islocated near
the end-user, DG doesnot have significant linelosses resulting from transmission of electricity over long distances.
Solar commented that operation of a 25 ppm or 15 ppm gas turbine during an emergency is better than operation
of liquid fuel-based emergency unit and that the emission standards should take this into account.

Asrevised, thestandard per mit should encour agetheuseof smaller, clean generatingunitsnear theend-user
where thereis a limited power supply or distribution system and would, therefore, reduce the need for
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additional central power stationsthat require cooling tower sthat use large quantities of water to condense
thesteam back intowater. TheNO, standardsthat wer e established based upon BACT will ensurethat the
cleanest unitsare used.

Good Company encouraged the commission to recognize that small-scale generation, when and if it becomes a
significant economic alternative, will not besimply an alternativefor large-scal e, centrally-generated el ectric power,
but that it holds promise for providing power quality and reliability characteristics not available from the larger
power grid. Good Company commented that the commission should consider the impact of the standard permit on
the economy. Good Company recommended that the commission recognize three classes of on-site applications
(emergency, peaking, and primary power) and that standards be set based upon the best available technology
assessment of the applicable technology for each. Good Company recommended that the commission recognize
the technical and economic feasibility of a variety of equipment in different size ranges. Good Company
commented that the standards should not be based upon the assumption that fuel cells are the best available
technology.

Thestandard permit, asrevised, includesstandar dsfor largeand small unitsaswell asincentivesfor theuse
of small unitsand unitsthat operate a limited number of hours. To encourage efficiency, standardswere
established in pounds of emissions per unit output, but were not established separately for different types
of technology. The standards will allow for very clean reciprocating engines as well as turbines,
micro-turbines, and fuel cells.

Good Company commented that a separate standard permit that includesaless stringent standard for unitsused less
than 720 hours could reduce the need for either the use of older, out-dated central station and “must run” plants, or
the need to start up diesel backup generator sets. Good Company commented that the commission should consider
the standard emission levels in comparison to the most outmoded generation rather than the new utility-scale
generation. Good Company commented that by limiting the use of these machinesto after 10 am., the commission
could limit the contribution of any NO, emissionsto ground level ozone formation, as well.

Thestandard permit hasbeen revised to allow unitsin theWest Texasregion to operate up to 300 hoursper
year at ahigher standard which could reducetheneedsmentioned. Thisshould allow diesel enginesmeeting
EPA’sTier | dieseal off-road standardsto be used for peaking. Thestandardsin the East Texasregion are
mor e stringent to recognize the nonattainment concernsfor thisregion. Sincethe commission isrequired
to apply at least BACT, it isdifficult to set standards based on outmoded generation rather than current
technology.

Southern Union recommended that sites|ocated in nonattainment areas, with total DG capacity of lessthan 300 kW
and emissionslessthan 5.912 Ib/MWh, continue to be permitted by rule under 30 TAC Section 106.512. Southern
Union explained that under this scenario, total NO, emissionswould be approximately 7.8 tons per year (assuming
continuous operation). Global Power suggested that units with a nameplate rating of 150 kW or less, with alimit
of three such units per site, have relaxed emission standards. ACEEE recommended that the regulationsfor on-site
generation set forth in the standard permit be loosened.

No change has been made in response to this comment. Without proper controls, a proliferation of small
unitscould negatively impact the commission’ sobligation to demonstr ate attainment with ozone standar ds.
As previoudly stated, the standard permit was revised so that more types of facilities could meet it. In
addition, the commission wantsto encour agethe use of emer ging ultra-clean technologies, such asfuel cells,
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for small generation units. Finally, very clean small unitsmay petition the executive director to belisted on
thelist entitled “ DeMinimisFacilitiesor Sources’ and avoid theneed toregister under thisstandard per mit,
if approved and added to thelist.

Environmental Defense stated that the standard for West Texas should be set in thefirst period to allow new units
to utilize internal combustion engine (ICE) technology but be fueled and operated in amanner that produces |ower
emissions. Environmental Defense recommended a 2001 - 2002 NO, standard of 1 Ib/MWh for those units since
an |CE engine fueled by natural gas can achieve a standard of 1 Ib/MWh without SCR post-combustion control.
Environmental Defense recommended a 2003 - 2004 NO, standard of 0.3 Ib/MWh since Caterpillar has publicly
stated that it expects to achieve a standard of 0.3 [b/MWh very soon with lean burn natural gas I CEs.

Thecommissionisissuingthestandar d per mit which includessepar atestandar dsapplicabletoan East Texas
region and aWest Texasregion. TheWest Texasstandardsrepresent BACT for natural gas-fired lean burn
and rich burninternal combustion engines. Thestandardsrecommended by Environmental Defensewould
not allow lean burn enginesto use the standard per mit without adding SCR, which the commission has not
determined to be needed in the West Texasregion. The West Texas standards will be reevaluated at the
completion of the planned DG study and may be adjusted, if needed.

Environmental Defense commented that if the East Texas NO, standards of 0.19 pounds per megawatt-hour
(Ib/MWHh) and 0.08 Ib/MWh for 2003 and 2005 are maintained then micro-turbine technology will benefit from
increased production and concomitant decreasing production costs. Environmental Defense reasoned that
micro-turbine technology will then be economic for use in West Texas, as well as East Texas, by 2005. For that
reason, Environmental Defense recommended that for thetimebeing, the West Texastarget for 2005 should remain
0.08 Ib/MWh.

Thestandard permit hasan initial East Texasregion standard for units(10MW or less) oper atingmor ethan
300 hoursper year of 0.47 Ib/MWh to bereduced to 0.14 Ib/MWh in 2005. Units(10 MW or less) operating
300 hoursor less per year must comply with a standard of 1.65 Ib/MWh to be reduced to 0.47 Ib/MWh in
2005. The commission will reevaluate the 2005 standard after completion of the planned DG study. The
standardsin East Texasrepresent BACT for theozone nonattainment areasin East Texas. Thecommission
agreesthat asclean technology, such asmicro-tur bines, becomes morecommer cially available, therewill be
mor e options for the ownersor operatorsof these electric generating units. Thiscan be considered when,
and if, new standardsfor West Texas are proposed.

NRDC commented that anumber of commenters claim that because the proposed emission rates cannot be achieved
by all generation technologies that the standards are too strict. NRDC commented that technology forcing
regulations by their very nature should only be achievable by the best technologies, and that thereis clearly aset of
small generators that can meet the standards proposed by the commission as long as the standards are adjusted for
phased-in efficiency. NRDC commented that Capstone, in their comments, suggested adjusting the commission
proposed standards to reflect gradual improvements in efficiency. NRDC supported Capstone’s suggested NO,
emission rates of 0.40 Ib/MWh today, 0.19 Ib/MWh in 2003, and 0.08 Ib/MWh in 2005.

The commission appreciates NRDC’s comments and support for the concept that standards apply to all
technologies so long as they are achievable. The standard permit wasrevised to reflect this concept. The
standard permit has an initial East Texasregion standard for units (10 MW or less) operating more than
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300 hoursper year of 0.47 Ib/MWh to bereduced to 0.14 Ib/MWh in 2005. Units(10 MW or less) operating
300 hoursor less per year must comply with a standard of 1.65 Ib/MWh to be reduced to 0.47 Ib/MWh in
2005. The standard permit contains standards that represent BACT for various electric generating unit
technologies. TheEast Texasregion standar dswill ber eevaluated upon completion of theplanned DG study.

Honeywell Power commented that practical emission limitsshould be set that arewithinthe DG industry’ s* reach”
both technically and economically, and that these limits will result in cleaner ambient air and economic benefits.
Honeywell Power recommended thefollowing NO, emission limits: 2001, 2.0 Ib/MWh; 2002, 1.0 Ib/MWh; 2003,
1.0 Ib/MWh; 2004, 0.3 Ib/MWh; 2005, 0.3 Ib/MWh. Honeywell Power stated that their recommended emission
limitsare achievable by most manufacturersin the given time period and are significantly lower than the aggregated
existing fleet. Honeywell Power stated that they have no technology that can meet the proposed emission
limitations. Capstonerecommended thefollowing NO, emissionlimitsover time: 0.41b/MWh; 0.191b/MWh; 0.08
Ib/MWh. Capstone stated that commission assumed too high an efficiency for CCGT on which the commission
based its standards. Capstone’ s recommendation assumes amore realistic efficiency (30% - 35%) for these units.
Capstone commented that the emission standards should be stepped down as the efficiency of CCGT's goes up.
Capstone commented that the standards shoul d reflect that reduced linel ossesattributed to DG. Solar recommended
the following NO, emission levels for natural gas-fueled gas turbines across all duty cycles: 1.06 Ib/MWh until
2004 and 0.68 Ib/MWh from 2005 to 2010. Solar commented that the proposed standards would require add-on
controls to achieve and make such projects too expensive to construct.

Thestandard permit wasrevised in responseto these comments. The standardswereadjusted torepresent
BACT for more than just the most efficient combined-cycle turbines and are similar to the standards
proposed by thecommenters. Thestatewasdivided intotworegionswith different standar dsfor unitsunder
10 MW because of the nonattainment issuesin the East Texasregion. TheWest Texasregion standardsfor
unitslessthan or equal to 10MW are 21 Ib/MWh for unitsoper atinglessthan or equal to 300 hour sper year
and 3.111b/MWh for all other units. Thestandard permit hasan initial East Texasregion standard for units
(10 MW or less) operating morethan 300 hours per year of 0.47 Ib/MWh to bereduced to 0.14 Ib/MWh in
2005. Units (10 MW or less) operating 300 hours or less per year must comply with a standard of
1.65 Ib/MWh to be reduced to 0.47 Ib/MWh in 2005. The initial standards in the standard permit are
achievable by the cleanest reciprocating engines and turbines without expensive controls as well as
micro-turbinesand fuel cells. Thestandard per mit now containsemission limitsthat do not requireadd-on
controls.

EMA and Cumminsstated that the proposed emission requirementsare not technologically feasiblefor RICE. EMA
stated that the proposed interim standard is an order of magnitude more stringent than what can be achieved by the
most advanced lean-burn spark-ignited (Sl) RICE. EMA also stated that the proposed standard is an order of
magnitude more stringent than the expected federal NO, limit for heavy-duty diesel on-highway engines expected
to become final in 2007.

Thestandard permit wasrevised in responseto these comments. The proposed standar dswer ebased upon
what had been permitted for combined-cycle central power plants and was not achievable by most of the
smaller engines. However, theinitial standardsin thestandard per mit, asrevised, represent BACT that the
cleanest RICE and turbines can meet today, aswell as micro-turbinesand fuel cells.

DOE suggested that the commission consider aninterim ruling targeting singledigit NO, with futurereductionsthat
match research and devel opment goalsfor various DG technologies. DOE stated that commercial offerings do not
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exist which will guarantee the proposed 2005 standard can be met. Encorp commented that a determination should
be made of the expected distribution and size of DG unitsin the state in an effort to determine the impact of DG.

Thecommission planstoparticipatein astudy with the DOE to deter minetheenvironmental impact, mar ket
potential, and technology availablefor small electric generating units. Theresultsof thisstudy will be used
to reevaluate the 2005 East Texasregion standard.

Cummins stated that the standard permit should take into account that NO, and particulate matter (PM) emission
levelsfrom diesel reciprocating engines in heavy-duty on highway applicationswill have been reduced by 90% by
2002 and that expected near-term standards would require another 90% reduction of these emissions or 99%
reduction from unregulated levels. Cummins stated that emission reductions should be staged over time asthe cost-
effectiveness of technology advances.

ThestandardsintheWest Texasregion allow for theuseof diesel enginesmeetingtheTier 1 non-road engine
standardsfor 300 hoursor less. If the planned DG study demonstratesthe market potential for additional
diesel useand that thetechnology will continuetoimprove, revisionstotheWest Texasr egion standardsmay
be considered. Please note that emergency backup generators powered by diesel engines can still be
authorized under 30 TAC Section 106.511, Portable and Emergency Engines and Turbines.

Global Power stated that the proposed emission limits are not viable for any small electric generating units using
proven technology that is currently available or under development. Global Power disagreed with the agency’s
intention, presented at the January 23, 2001 stakehol der meeting, to retain the proposed emission standardsfor years
2003 and 2005. Global Power said that to do so will discourage, if not eliminate, the raising of capital to develop
the DG market since companies will not put resources into a market that has unattractive economics and
“Iimpassable” environmental regulations.

As previoudly discussed, the standard permit was revised in response to these comments with a single
step-down for the East Texasregion in 2005. Theinitial standard reflects BACT for unitsavailabletoday.
The East Texasregion 2005 standard will be reevaluated once the planned DG study is completed.

EMA endorsed the aternative permitting standards that Good Company submitted during the January 23, 2001
stakeholder meeting. ALSTOM recommended a standard of 0.4 Ib/MWh for today’ s turbines (in ssmple, open
cycle) and a standard of 0.22 Ib/MWh for 2005. ALSTOM commented that the standard permit’s 2005 standard
of 0.08 Ib/MWhiscost prohibitive. ALSTOM commented that rel axing thelong-term proposed standardsto 9 ppm
may encourage the development of small DG in al areas of the state. ALSTOM explained that arelaxed standard
should decrease demand for existing plant generation and accel erate the improvement of air quality since modern
gas turbines can meet 9 ppm which is an order of magnitude more clean than existing plants in some areas of the
state. AGCC stated that the commission should not mandate unaffordable emission reduction technologies since
RACT for reciprocating engines can provide economically manageable NO, emission of 0.5to 1 Ib/MWh, thereby
reducing NO, emissions somewhere between one-third and one-sixth the emissions of the grid average. AGCC
commented that overall emission reductions from DG are further increased when rejected heat is recovered to
displace less clean combustion processes. Waukesha Engine recommended less stringent CO and NO, emission
standards in paragraph (3)(C) and (D) according to the following: Rich-burn SI RICE: 1.86 Ib/MWh CO,
0.62 Ib/MWh NO,; Lean-burn SI RICE: 0.93 Ib/MWh CO, 0.93 Ib/MWh NO,. Southern Union requested that the
commission reevaluate the proposed emission limits and provide justification that existing, readily available
combustion units can meet the limits without an inordinate amount of post-combustion controls. Southern Union
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requested that the proposed standard permit be revised to reflect the additional time provided for in the version of
the SIP rule adopted by the commission (the first step-down extends until December 31, 2006 rather than
December 31, 2004).

Thecommission hasmadechangestothestandard per mit in responsetothesecomments. Thestatehasbeen
divided into two regions to address the need for more stringent requirements in the East Texas region
because of the ozone nonattainment problem and inclusion of near nonattainment areas in much of that
region. TheWest Texasregion standards for unitslessthan or equal to 10 MW are 21 Ib/MWh for units
oper ating lessthan or equal to 300 hoursper year and 3.11 Ib/MWh for all other units. Thestandard per mit
hasan initial East Texasregion standard for units (10 MW or less) operating mor ethan 300 hour s per year
of 0.47 Ib/MWh to bereduced to 0.14 Ib/MWh in 2005. Units (10 MW or less) operating 300 hoursor less
per year must comply with a standard of 1.65 Ib/MWh to be reduced to 0.47 Ib/MWh in 2005. The
commission decided that asingle-step down four year sfrom now ismor eappr opriatethan thetwo step-down
approach over four years because the two step-down approach does not provide manufacturers time to
develop, test, and market products. The East Texas region 2005 standard will be reevaluated upon
completion of the planned DG study. Asdiscussed previously, different standards are based upon region,
date of installation, and hours of operation. Standards, based upon hours of operation, have also been
included for unitsgreater than 10 MW.

Southern Union recommended NO, emission limits of 2.0 g/hp-hr for internal combustion gas-fired engines and
3.0g/hp-hr for turbinesrated at 500 horsepower (hp) or morefor sourceslocated in attainment or unclassified areas,
since the commission’s March 2000 “Revised Draft of BACT for Gas Turbines’ states that sources meeting these
limits could be permitted by rule under 30 TAC Section 106.512. Encorp recommended that NO, and carbon
dioxide (CO,) emission limits should be based on specific information about current best avail able technology for
DG units. Encorp recommended that emission limitsshould bebased ontheoverall el ectrical and thermal efficiency
of the unit. Encorp commented that emission limits should be in units of tons per year. Encorp commented that
emission limits should be based on comparisons between the various commercially available DG units and not
between DG units and large combined-cycle turbine central plants.

Asdiscussed previously, the emission standardsin theissued standard per mit have been revised, although
not to the extent suggested by these comments. Permitsby Rulein Chapter 106 do not necessarily r epr esent
BACT. Permit by rule, Section 106.512 has not been revised since 1992. This standard per mit represents
BACT, asrequired by 30 TAC Section 116.602(c), with consideration given to the region of the state and
operating mode. Establishing the standard in Ib/MWh encour ages the cleanest and most efficient units
regardless of the technology.

Catal yticasuggested that paragraph (3)(C) and (D) includethe averaging period to be used to determine compliance.
Catalytica suggested a three-hour averaging period.

Thestandard per mit hasnot been revised in responseto thiscomment. The commission believesthat there
is not enough data available to justify including a three-hour averaging period. A one-hour standard is
consistent with NSR per mitting on a pound per hour basis.

DTE commented that the proposed NO, emission standardsfor DG can only be met with today’ semerging fuel cell

and renewable energy (wind and solar) based DG technologies. DTE commented that even if an end-use customer
were to use an emerging micro- or mini- gas turbine technology with waste heat recovery, the resulting NO,
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emissions, when corrected for the waste heat recovered, would be too high to meet the January 1, 2003 standard.
DTE commented that the commission should consider deploying the strict standard for DG NO, only within ozone
nonattainment areas.

The standard per mit has been revised in response to these comments. Asdiscussed previously in response
to other comments, the standard per mit issued has been revised to represent BACT that will include more
technologiesthan just fuel cellsand micro-turbines, and to include different standardsfor the West Texas
and East Texasregions.

DTE commented that the time frame for deployment does not provide enough time for technology development to
meet the standard. Therefore, DTE recommended modifying the time line for implementation to alow
combustion-based technol ogy timeto advanceto apoint whereit can meet the outlying standards. Solar commented
that the timing proposed in the “ stair-step” approach isinappropriate because it does not allow time for technology
development. Solar recommended afive-year or ten-year window at each emission level. Solar also commented
that project delays may trigger a different emission level than that for which the equipment was designed.

In response to this comment, the standard permit contains a single step-down in 2005 for the East Texas
region. The commission will reevaluate this standard upon completion of the planned DG study.

Public Citizen supported the multi-stage process proposed by the commission and supported establishing interim
standards and providing for alater review of technology. Public Citizen recommended conducting areevaluation
of the technology in October 2002 after the implementation of the Tier 2 standards.

Thecommission appr eciatesthesupport of Public Citizen. Aspreviously discussed, thestandard per mit has
been revised toretain the step-down featurefor the East Texasregion, but extended to 2005 to haveasingle
step-down. Upon completion of the planned DG study, the commission will reevaluatethisstandard, aswell
aswhether the standardsin East Texasrequire adjustment.

Public Citizen commented that the emission reductions and technologies proposed by engine and turbine
manufacturers are far too low given the federal Tier 2 and Tier 3 emission levels that will soon be required.

The commission appreciatesthe effort of the engine and turbine manufacturersin providing information
about emissions from their products, but agrees with Public Citizen that the emission standards provided
by manufacturersdo not represent BACT for electric generators. However, theinitial standard has been
revised to allow for use of the standard permit by clean RICE which represent BACT.

Public Citizen recommended thefollowing NO, standardsfor base-load applicationsin East Texas: under 560 kW:
a2001 standard of 1.2 Ib/MWh and a2003 standard of 0.23 [b/MWh; between 560 kW and 2 MW: a2001 standard
of 1.1 Ib/MWh and a 2003 standard of 0.23 Ib/MWh for; between 2 MW and 10 MW: a 2001 standard of
0.23Ib/MWh and a 2003 standard of 0.23 Ib/MWh. Public Citizen recommended the following NO, standards for
peaking applications in East Texas. under 560 kW: a 2001 standard of 2.3 Ib/MWh and a 2003 standard of
2.3 Ib/IMWh; between 560 kW and 2 MW: a 2001 standard of 2.3 Ib/MWh and a 2003 standard of 2.3 Ib/MWh;
between 2 MW and 10 MW: a2001 standard of 1.5 Ib/MWh and a 2003 standard of 1.5 Ib/MWh. Public Citizen
recommended aWest Texas 2001 NO, standard equivalent to Tier 2 for units generating under 560 kW and a2003
standard equivalent to Tier 3; a 2001 West Texas NO, standard equivalent to Tier 2 for units generating between
560 kW and 2 MW and a 2003 standard equivalent to Tier 3; and a 2001 West Texas standard equivalent to low
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NO, for units generating between 2 MW and 10 MW and a 2003 standard equivalent to low NO,. Public Citizen
commented that its 2001 standard represents best practices today and that its 2003 standards are commercially
achievable somewhere in the nation. Public Citizen supported the position taken by Environmental Defense and
NRDC for 2006 but recommended that the commission review the technology in October 2002. Public Citizen
commented that its break point at 2 MW reflects the fact that few diesel units are sold below 2 MW while turbines
prevail due to cost and efficiency factors. Finally, Public Citizen recommended that the commission review
emissionsfor generators under 37 kW because they are unregul ated for the most part and need to be studied for the
2002 review. Good Company recommended the following NO, emission standardsfor nonattainment areas. Good
Company recommended a 2001 NO, standard of 1.2 Ib/MWh for a base-load unit generating under 560 kW and a
2003 standard of 1.2 Ib/MWh and a 2006 standard of 0.6 Ib/MWh; a 2001 NO, standard of 1.1 Ib/MWh for a
base-load unit generating between 560 kW and 6 MW and a 2003 standard of 1.1 Ib/MWh and a 2006 standard of
0.47 Ib/MWh; and 22001 NO, standard of 0.6 Ib/MWh for abase-load unit generating between 6 MW and 10 MW
and a 2003 standard of 0.47 Ib/MWh and a 2006 standard of 0.23 Ib/MWh. Good Company recommended a 2001
NO, standard of 7.2 Ib/MWh for a peaking unit generating under 560 kW and a 2003 standard of 7.2 Ib/MWh and
a2006 standard of 2.51b/MWh; a2001 NO, standard of 6.2 Ib/MWh for apeaking unit generating between 560 kW
and 6 MW and a 2003 standard of 6.2 Ib/MWh and a 2006 standard of 2.2 Ib/MWh; and a 2001 NO, standard of
4.4 |b/IMWh for a peaking unit generating between 6 MW and 10 MW and a 2003 standard of 4.4 Ib/MWh and a
2006standard of 1.5 Ib/MWh. Good Company recommended that units generating under 37 kW be exempt from
the standard permit. Good Company recommended the following NO, emission standards for attainment areas:
Good Company recommended a 2001 NO, standard of 21 Ib/MWh for units generating under 10 MW and a 2003
standard of 21 Ib/MWh and a 2006 standard of 14 Ib/MWh. Good Company recommended that units generating
under 37 kW be exempt from the standard permit because most of these unitswill be used for residential and small
business applications. Good Company recommended that the commission adopt EPA’ s non-road mobile engine
standard for the areas of the state that are in attainment.

Thecommission agreesthat the emission standardsoriginally proposed should berevised but did not agree
entirely with the standar ds proposed by Public Citizen and Good Company because they wer e too complex
and contained toomany options. Rather thecommission hasissued thestandard per mit toincludedefinitions
from SB 7 for an East Texasregion and aWest Texasregion, asrequested. TheEast Texasregion includes
all of the nonattainment ar eas, except the El Paso area, and isthe same area alr eady identified as needing
special consideration due to the ozone “ near-nonattainment” for several other major metropolitan areas.
Different standar ds have been included based upon theregion, date of installation, and hour s of operation.
Thereareno special standardsfor very small units, but very clean small unitsmay belisted asade-minimis
source. Standards have also been added for units greater than 10 MW based upon hours of operation to
encour age streamlined per mitting of clean units. The standardsin West Texasrepresent BACT for clean
generators and allow for relaxed standards for peaking unit operating 300 hoursor less. The East Texas
standards for units operating more than 300 hours represent BACT which is comparable to recently
per mitted central station power generation plantsto protect the ozone nonattainment ar eas of East Texas.
Thecommission notesthat thestandard per mit r epresentsasubstantial reduction in emissionsper mitted by
rule under 30 TAC Section 106.512.

Carbon Monoxide Requirement and Other Pollutants
Capstone recommended that unburned hydrocarbons, rather than CO, be regulated because the primary

environmental concern isthe unburned hydrocarbon emissions. Cotton Bledsoe asked whether the waste gas credit
appliedto CO emissions. EMA stated that the proposed CO standard would require enginesto incorporate catalytic
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oxidation aftertreatment. Solar recommended that the CO standard be changed to 1.3 Ib/MWh becauseit represents
the upper limit of the range for which manufacturers will guarantee CO but that actual emissions are often much
lower. Sure Power commented that the CO emission limit of 0.9 [b/MWh seems very restrictive and could result
in significant added cost of additional catal ytic reduction to both gas reciprocating engines and gas turbine systems.
Sure Power agreed that CO emissions should be aslow as practicable and requested that the commission reconsider
where the CO number should be established.

Thestandard per mit hasbeen revised toremovethe CO emission limit. Thecommission evaluated thedata
availablefor CO and unburned hydrocar bonsemissionsand deter mined that since output-based standards
require high efficiency, the CO standard was not necessary.

DOE encouraged discussion of emission trade-offs before setting an emission limit. I1n support of this suggestion,
DOE stated that often times regulation of one pollutant increases the emission of non-regulated pollutants. DOE
implied that this phenomena should be accounted for in a cost/benefit calculation. AGCC also commented on the
importance of considering how reduction of one pollutant may increase emissions of another pollutant.

No change hasbeen madein responseto thiscomment. Thecommission doesnot believethat the NO, limits
will contributetolargeincreasesin other air contaminantsbecausethe standar dsreward efficient operation
of aunit.

Combined Heat and Power (CHP)

NRDC supported the commission’ streatment of CHP. USCHPA commended the commission for recognizing the
inherent efficiency improvements and emission reductions that CHP systems afford. ACEEE supported the
commission’s efforts to encourage the adoption of CHP systems. Solar supported the effort to encourage the
adoption of CHP systems and the decision to credit recovered heat equally with useable e ectricity.

Thecommission appreciatesthe support for CHP. The CHP credit isdesigned to encourage userstoinstall
and use CHP toimprovetheefficiency of thesegeneratingunitswherethereisavalid need for therecovered
heat.

AGCC assumed that the intention of the heat recovery credit isto provide 0.23 pounds of NO, and/or 0.9 pounds
of CO for every 3.4 million Btu recovered and, therefore, suggested that the second sentence in paragraph (3)(E)
berevisedto soreflect. However, AGCC commented that the second sentencein paragraph (3)(E) and itssuggested
revision do not address the variability and relationships between overall efficiency and heat recovery of CHP.
AGCC aso commented that the credit for CHP should al so reflect that DG CHP will reduce NO, and CO emissions
from traditional commercial and industrial combustion processes (furnaces, boilers). Sure Power commented that
the proposed standard permit provides inadequate credit for CHP applications. For example, in the case where
waste heat is used to drive an absorption chiller, this heat should be credited with the average heat rate of the
generatorsin the grid as awhole, rather than just 3.4 million Btu per delivered MWh, asin the proposed standard
permit.

By way of clarification, the commission intends the CHP credit to work in the following manner. If, for
example, an owner of a 10 MW unit in compliancewith the standard permit recover sand applies 3.4 million
Btu of heat for some useful purpose, the unit may emit NO, in an hourly amount equal to that of an 11 MW
unit. Thus, supposethat a 10 MW unit issubject to a NO, emission standard of 0.47 Ib/MWh. Thehourly
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NO, ratefor that unit is4.7 pounds of NO, per hour. If 3.4 million Btu of heat isrecovered from that unit,
the permissible NO, rate for that unit is5.17 pounds of NO, per hour.

However, the standard per mit hasbeen revised in responseto thiscomment. Sincethe CHP credit doesnot
takeinto account thevariability of therelationship between over all efficiency and heat recovery of CHP, the
commission removed the requirement that the unit maintain a minimum efficiency of 55%. However, the
commission did not changethe CHP credit itself. Thecommission believesthecredit isappropriateand that
it clearly and simply acknowledges and encourages reduced NO, emissions concomitant with use of heat
recovery. Thestraightforward credit alsokeepstherecor dkeeping requirementstoaminimum. Attempting
to assign a credit based on the NO, emissions of the unit replaced by use of heat recovery would makethe
standard per mit complex.

ACGG stated that the commission would better serve the public by awarding tradable emissionsreductions credits
for promoting CHP systems.

Thestandard permit asastreamlined preconstr uction authorization mechanismisnot an appropriateavenue
for implementing a tradable emissions reduction credit program, nor doesit preclude participation in an
existing emission reduction credit trading program. Therefore, the standard permit was not changed in
response to thiscomment.

AGCC commented that the commission should mandate CHP as BACT rather than combined-cycle turbines.

The standard permit has been changed since the commission agr eesthat applying combined-cycleturbines
standardsto all electric generating unitsisnot appropriate. However, mandating CHP asBACT would be
inappropriate since many owners and operator s have no practical use for recovered heat. Therefore, the
standard per mit was not changed in responseto thislatter comment.

AGCC commented that paragraph (3)(E)(ii) and (iii) lacks a time parameter and suggested the time parameter be
yearly averages.

The standard permit has been revised to remove paragraph (3)(E)(ii) (55% minimum efficiency for units
taking CHP credit) from the standard permit. However, paragraph (3)(E)(iii) (20% heat recovery of total
ener gy output) hasbeen retained. Therequirement that the heat recovered must equal at least 20% of the
total energy output of the CHP isa requirement that must be satisfied at any given time. Otherwise, the
recor dkeeping requirements of the standard per mit become unnecessarily complex.

Austin Energy commented that the efficiency requirements need to beincreased by 10% since central station power
plants are approaching 50 - 55% efficiency rates. Austin Energy commented that cogeneration should only receive
credit for heat recovered in excess of the efficiency goal (useful energy out/fuel in).

Thestandard permit wasnot changed in responseto thiscomment because of the commission’ sdecision not
to apply central station power plant emission limitsto all electric generating unitsinitially. In addition, the
commission believes that any application of heat recovery is beneficial because it represents efficient unit
oper ation and ener gy conser vation.
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ALSTOM stated that standard CHP packages do not exist because many factors, such as size of the equipment,
steam conditioning requirements, process requirements, and existing plant requirements must be considered when
designing such a package. Catalytica commented that heat recovery systems do not lend themselves to a
standardized design. Catalyticarequested that paragraph (3)(E)(i) be del eted because systemsinthe1l- 10 MW size
range are not i ntegrated with the heat recovery system. AEP commented that paragraph (3)(E)(i) should be changed
to alow aproject developer to design and integrate equi pment from more than one vendor. AEP commented that
this will alow equipment to be used from manufacturers that do not integrate their own DG systems with heat
recovery equipment. Good Company commented that the proposed requirement that CHP systems be sold as a
standard unit is not feasible and should not be a requirement of the standard permit.

Thecommission agreeswith thesecommentsand hasremoved therequirement that toobtain credit for CHP
the unit must be sold as an integrated standar dized package.

Waste Gas Credit

AEP commented that the proposal to allow creditsto be generated and used for the use of gasthat would otherwise
bevented or flared isavery good way to promote the use of waste gases. Environmental Defense supported giving
additional credit to generators that use waste gas or renewable fuels and those that install their facilitiesin a CHP
application. Public Citizen supported giving credit for thereuse of waste heat. Solar supported the concept of waste
gas to energy projects and stated that these projects are size and technology specific and do not belong in a
permit-by-rule arena.

The commission appreciates the commenter’s support for the waste gas credit.

Solar commented that for gas turbines, the proposed emission levels are technically unachievable on landfill gas
applications. Solar commented that if the waste gas recovery language remains in the rule, the 25% increase in
allowable emissions when the standard is 0.08 Ib/MWh will not encourage DG implementation for this or any
application. Hunt Power commented that the 25% credit for use of flare gas is insufficient and encouraged the
commission to develop a methodology which will encourage the beneficial use of what is today a wasted energy
resource, by fairly comparing the “before” and “ after” air emissions from the useful combustion of flaregas. DTE
commented that the waste gas provisions are overly restrictive and eliminate the use of waste gas as a fuel for
purposes of DG. Cotton Bledsoe asked for confirmation that this provision is intended to utilize a 25% larger
hypothetical unit in calculating total allowable emissions. Honeywell Power recommended that the commission
provide a more generous incentive for the use of flare gasin DG sets, otherwise manufacturers will not have the
motivation to manufacture DG setsthat useflare gasasafuel. Inthe alternative, Honeywell Power recommended
that the commission implement a plan that encourages the use of flare gas based on a showing of the emission
reductionsthat can be achieved using flaregas. Capstone recommended that users of waste gas be provided a100%
credit for their use. Capstone stated that the proposed 25% credit may discourage the use of waste gasesfor power
generation and result in continued flaring of these gases. AGCC stated that a 25% credit for gas that would
otherwise be wasted seems restrictive to the point of being counterproductive. EMA supported extending
meaningful allowances ( 400%) against the permitting standardsfor DG unitsoperating on landfill and waste gases.
EPA commented that the proposed standards cannot be achieved by LFGTE projectsthat use the latest and lowest
NO, engines, even if the credit for the use of flared gasis applied to the project, because landfill gas poisons the
catalyst and has different flow, composition, and Btu characteristicsthan natural gas. EPA stated that new LFGTE
internal combustion engines in common use by industry emit at or below 2.0 Ib/MWh and reduce emissions of
methane, a greenhouse gas, and volatile organic compounds. Because of the environmental benefits of LFGTE
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projects and the recent PUC mandate for renewable energy technologies, EPA encouraged the commission to
evaluate the impact that the standard permit would have on the development of LFGTE projects, notwithstanding
that LFGTE projects may apply for aregular NSR permit. ALSTOM recommended a 100% credit for the use of
flare or waste gas to recognize that any low emissions technology application using the gas is an acceptable
improvement over venting or flaring of the gas. Waukesha Engine recommended that paragraph (3)(F) incorporate
emission standards commensurate with the engine-out capability of lean-burn SI RICE. Global Power commented
that the “waste” gas credit isinsufficient. Global Power commented that DG units using “waste”’ gas should be
permitted based on the best avail able commercially viable technol ogy that does not use SCR-type post-combustion
clean-up device. EDI commented that an issued standard permit, rather than granting a25% credit to unitsthat use
“waste” gasasafuel, should instead establish adifferent set of emissionlimitsfor theseunits. EDI commented that
the emission limits should be based on current BACT emission standards in West Texas and LAER emission
standardsin East Texas, asjustified by taking into account the emissionsfrom flaring or venting and from the other
form of electrical generation offset by the operation of the small electric generating unit. EDI recommended the
following emission limits for these units. in the West Texas region, NO, emissions shall not exceed 5.0 Ib/MWh
and CO emissions shall not exceed 6.0 Ib/MWh; in the East Texas region, NO, emissions shall not exceed
2.0 Ib/MWh and CO emissions shall not exceed 6.2 Ib/MWh. Environmental Defense commented that the
commission should follow two principles in establishing the adjustments for use of waste gas: 1) the tighter the
overall emission limits under the standard permit, the more flexibility that can be accorded to these applications,
and 2) the method of calculating adjustments and verifying applications should be kept simple. Public Citizen
thought that the 25% creditistooinexact. Public Citizen commented that most co-generated waste heat will be used
to displace some operation with calculable emissions, such as a boiler, heating unit, or air conditioner. Public
Citizen commented that the credit should be based on the emissions of the displaced equipment multiplied by the
hours of operation of the DG unit, especially in nonattainment areas.

Inresponsetoall of thesecomments, thecommission haschanged thestandar d per mit sothat it now contains
aspecific East Texasregion NO, standard of 1.77 Ib/MWh for unitsthat useasfuel landfill gas, digester gas,
or oil field gases containing lessthan 1.5 grains hydrogen sulfide or 30 grainstotal sulfur compounds. The
commission acknowledgesthat engines currently using landfill gas cannot achievethe NO, standard in the
proposed standard permit because of limitations in current technology, and that the 25% credit is not
sufficient to bridge the current technological gap. The commission also recognizes the useful benefit in
generating electricity with afuel that isusually flared or vented to theatmosphere. Consistent with the goal
of astreamlined, ssmpleauthorization mechanism, thecommission believesthat applying a specific standard
for these unitsrather than aformula based on variousfactorsismoreappropriate. Thestandard for these
units should allow for the cleanest lean burn engines. Asdiscussed above, the CO requirement has been
removed from the standard permit. Unitsin the West Texasregion using these fuels may comply with the
West Texasregions standards contained in the standard permit.

Limitations on Sulfur in Fuel

Cotton Bledsoe stated that aten grain standard isavery low standard and may prevent many waste gas applications
of DG.

The commission agreesthat in certain gasfieldsit isappropriateto allow for a higher sulfur content. The
standard permit wasrevised to allow gasesthat contain lessthan 1.5 grainsof hydrogen sulfideor 30 grains
of total sulfur to beused asfuel. Thecommission believesthat the 10 grain sulfur limit for natural gasfuel
ismorethan generousin most areas of Texas.
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Consistent Nationwide Standards for EGUs

Honeywell Power stated that coordination of efforts on anationwide level is paramount for successfully providing
generation optionsto Texas ratepayersthat are environmentally friendly. Honeywell Power recommended some
form of coordination with California on the issue of DG emissions. Good Company encouraged the commission
to pursue development of the standard permit in conjunction with other state (California) and national efforts
currently underway. EMA encouraged the commission to follow other ongoing issues and efforts related to
DG around the nation. EMA cited to efforts on the part of the DOE in thisarea, the California statelegislature, and
the Ozone Transport commission.

Thecommission hasbeenin contact with CaliforniaAir Resour cesBoard (CARB) personnel, EPA personnd,
and DOE per sonnél asthisstandar d per mit hasbeen drafted. Thecommission plansto participatewith DOE
and the PUC on a study of technology and market potential for small electric generating units. The
California South Coast Air Quality Management District standardswer e used to help establish BACT for
r eciprocating engines.

Future Regulatory Treatment of Electric Generating Units

Honeywell Power recommended that the commission phase out existing DG and shaft power units over a period
of three to five years and that “in-kind” replacement of these units should be prohibited. Honeywell Power
suggested that an exemption from the phaseout be provided to owners and operators who cannot economically
justify replacement of the equipment. Honeywell Power stated that such a phaseout would significantly improve
air quality.

By statutory authority, NSR air per mitsonly apply to new or modified facilities, though ownersor operators
of existing facilitiesmay voluntarily operatetheir unitsunder thestandard per mit. Requiringexisting units
to be replaced would requirerulemaking that is beyond the scope of this standard per mit.

Certification and Recertification Requirements

ALSTOM stated that the proposed certification approach is reasonable for the purpose of guaranteeing emissions
at commissioning and for continuous operation for athree-year period. ALSTOM applauded the apparent aim of
the certification approach to shift certification responsibility from the operator to themanufacturer. ALSTOM stated
that the 10% sample rate for recertification is reasonable because sales of small gas turbines for this purpose will
likely number in the tens or hundreds, rather than thousands. Austin Energy commented that the certification
requirement in paragraph (3)(B) makes sense if a manufacturer is providing the entire prime
mover/generator/emissions control device as a packaged unit. Austin Energy commented that there should be
certification provisions made for an entity that desires to add emissions control devices to existing or new prime
moversor for units configured on site from equipment provided by different manufacturers. Capstone commented
that recertification based on testing of 10% of the DG fleet would be burdensome if DG thrives. Therefore,
Capstone recommended the following: 1.0% of theinstalled base should betested. If more than 25% fail to meet
the standard, then 10% of the base should betested. If 25% of thissamplefail, then the entire fleet should betested.
Failing units would be required to be retrofitted and recertified. Cummins stated that the certification and
recertification plan is not sound standard practice for high volume, mass-produced equipment. Global Power
commented that the manufacturer certification requirement cannot be met if post-combustion devices are added to
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the exhaust stream because manufacturers of DG-size reciprocating engines and turbines do not manufacture
post-combustion devices nor market integrated systems.

The standard permit has been revised so that manufacturersor ownersmay certify units. Thecommission
wanted ownersand oper ator s of existing unitsan opportunity to usethe standard per mit. Thecommission
alsoremoved the 10% recer tification samplerateby manufacturer sand, instead, will requirerecertification
of units by ownersor operatorsevery 16,000 hour s of operation but not lessfrequently than every 3 years.
Recertification may beaccomplished by following a maintenance schedulethat a manufacturer certifieswill
ensure continued compliance with the required NO, standard or by third party testing of the unit using
appropriate EPA reference methods. The requirement that manufacturerstest 10% of the fleet was not
consistent with most air pollution control regulatory requirements which place the onus of testing on the
owner or operator of the unit.

AGCC stated that the recertification requirements create a hardship for DG projects of 1 MW or |ess because those
requirements may eliminate the economic feasibility of those projects. AGCC also recommended that the
commission approvethe use of hand-held NO, and CO metersinstead of EPA reference methods and/or compliance
assurance monitoring (CAM).

The standard permit has not been revised in response to these comments. The commission anticipatesthat
most owners or operators will recertify by ssmply operating the unit consistent with the manufacturer’s
maintenance schedule. This should keep costs to recertify to a minimum. The standard permit was not
changed to allow for recertification using a portable analyzer because the EPA reference methods are
considered amorereliablemethod for specifically identifying the quantity of an air contaminant. However,
thestandard permit doesallow CARB methodstoalsobeused for certification. Finally, thestandard per mit
doesnot specifically require CAM. However, owner sor oper ator sof sitesrequired tooper ateunder afederal
oper ating permit and concer ned about the applicability of CAM aredirected to 30 TAC Section 122.702 for
applicability infor mation.

Waukesha Engine recommended that paragraph (3)(B) clarify who is required to certify the emissions from
generating units and to affix the specified label.

The standard permit was revised in response to thiscomment. Paragraph (4)(A) providesthat either the
manufacturer or the owner may certify the unit. The person certifying the unit should display that
certification on the unit’snameplate or on a label attached to the unit.

Plug Power recommended that the commission enforce the compliance at the manufacturing or distribution
facilities, and not at the individual residential customer.

Unitsconstructed and oper ated at adomesticresidencefor domesticusearepermitted by ruleunder 30TAC
Section 106.101 and not subject tothisstandar d per mit. Therefor e, thestandard permit hasnot been revised
in responseto thiscomment. Title 30 TAC Section 106.101 does not require certification.

Plug Power recommended that the commi ssion use the PUC-proposed approach of having anindependent third party

certify that the DG commercial model meetsthe emission standards. Plug Power commented that, ideally, the PUC
certification of compliance with the technical interconnection requirements and the commission certification of
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compliance with the emission standards would be accomplished by the same independent third party and through
the same document applied for, and issued jointly by, the commission and PUC.

Aspreviously discussed, amanufacturer or an owner may certify compliancewhilean owner or athird party
may recertify a unit. A dual commission/PUC DG certification program is not in place at thistime. If,
however, it becomes apparent that such a certification process would be useful because of the number of
DG unitsbeing constructed, the commission isopen to studying thefeasibility of such a program should the
PUC beinterested.

Catalyticacommented that if the intent of paragraph (3)(B) isto commit the equipment supplier to stand behind the
emission claim, the appropriate term would be * guarantee.” Catalyticaal so commented that if theintent isto have
acertification process where the supplier demonstratesthe emission level, the certification process must be spelled
out somewhere in advance of the use of the permit.

Catalytica’sinterpretation of proposed paragraph (3)(B) iscorrect; however, thecommission believesthere
is no appreciable benefit to using the word “guarantee” as opposed to theword “ certify” so the standard
per mit wasnot changed in responsetothiscomment. Thestandard per mit doesnot providefor certification
by a supplier; only a manufacturer or an owner or operator may certify the unit.

Catalyticaasked whether undergoing EPA’ senvironmental technology verification (ETV) programor California’'s
precertification program would constitute certification under the standard permit. Catalyticaasked what specifically
needs to be certified.

Asthestandard permit isissued, only EPA’ sreference methods, CARB’smethods, or an equivalent testing
method, upon a showing by a petitioner of its equivalency, may be used to certify aunit. A manufacturer
or owner or operator iscertifying that the NO, emissionsfrom the electric generating unit (the combustion
source driving the generator) meet the applicable pound per megawatt-hour NO, emission limit in the
standard per mit.

Public Citizen recommended that the commission assure that the referenced EPA test protocols match those
proposed for real-world Texas DG use and not just those appropriate for emergency generators.

The standard permit was not changed in response to this comment since EPA reference methods, when
properly used, arealong-standing, reliablemethod for deter mining NO, emissionsfrom astationary sour ce,
regar dless of the stationary source being tested. For thisreason, the commission will accept certifications
using EPA reference methods. The commission will also accept CARB methods because they closely track
EPA reference methods.

Plug Power recommended that the commission consider registering models of electric generation

technologies, not individual units or groups of units.

M anufacturerschoosingto certify their unitswill certify that theemissionsfrom theunit meet thestandards
established in the standard permit. If the manufacturer certifiesamodel meetstherequired standardsand
hastest datato validatethiscertification, the commission will accept thiscertification. Ownersor operators
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authorizing units not certified by a manufacturer must certify the unit using the test methods previously
discussed.

Cotton Bledsoe asked whether “accompanying papers’ from a manufacturer or manufacturer’s web site as to
emission rates satisfy the nameplate requirement.

The standard permit was not changed in response to this comment. The standard permit allows the
certification of NO, emissions to be displayed on the nameplate or on a label attached to the unit. The
commission believesthiswill enable commission enfor cement per sonnel tomor equickly deter mineif theunit
iscertified to meet therequired standard. Therefore, accompanying paperswill not satisfy the nameplate
requirement.

Concern about Existing Fleet of Electric Generating Units and NSR Permitting of EGUs

NRDC commented that the standard permit takes the first step in controlling the emissions from small electricity
generators but that it does not address the aready installed base of generators, nor prohibit units from seeking a
traditional site-specific minor NSR permit at potentially higher emission rates. NRDC called on the commission
to continue its efforts as soon as final action on the standard permit is taken to close these gaps.

Regulatingthecurrently installed base of EGUsgoesbeyond thescopeof thisstandar d permit. Thestandard
per mit only appliesto new or modified unitsinstalled and oper ated after the effective date of thisstandard
permit. Requiring existing unitsto upgradewould requirerulemaking, although ownersor operatorsmay
voluntarily register existing unitsunder this standard permit.

By statute and rule, the standard permit must reflect BACT for the units authorized under it. The
commission believesthat the issued standard permit reflects BACT for a variety of units of different sizes
and operating characteristics. Therefore, persons applying for a regular NSR permit at emission levels
higher than inthestandard per mit will berequired toshow why theBACT standardsin thestandard per mit
should not apply to their EGU.

Impact of the Proposed Standard Permit on the Agricultural and Oil/Gas Industries

ATMOS commented that the proposed standard permit would result in asevere hardship ontheagricultural industry
and economy of West Texas because engines, rather than electric grid, are often used to power irrigation equipment
in thisregion. DTE commented that the standard permit will negatively impact Texas' economy if it applies to
existing reciprocating and gas turbine engines currently used for water pumping/irrigation and oil and natural gas
recovery.

I nresponsetothesecommentsand commentsreceived on 30 TAC Section 106.512, theamendment to30 TAC
Section 106.512 expected tobeadopted by thecommission concur rently with issuanceof thisstandar d per mit
allowsfor enginesor turbinesused exclusively to provide power to electric pumpsused for irrigating crops
to be permitted by rule. Aspreviously noted, the standard per mit only appliesto new or modified engines
or turbines. The majority of engines or turbines used in oil and natural gas recovery are not used for
gener ating electricity and should continue to be per mitted by rule under 30 TAC Section 106.512.

X. STATUTORY AUTHORITY

This standard permit isissued under Texas Clean Air Act (TCAA), Tex. Health & Safety Code Sections 382.011,
which authorizes the commission to administer the requirements of the TCAA, 382.023, which authorizes the
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commission to issue orders necessary to carry out the policy and purposes of the TCAA, 382.051, which authorizes
the commission to issue a permit for numerous similar sources, and 382.05195 which authorizes the commission
to issue standard permits.
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Air Quality Standard Permit for Electric Generating Units
Effective Date June 1, 2001

This standard permit authorizes electric generating units that generate electricity for use by the owner or operator

and/or generate el ectricity to be sold to the electric grid, and which meet all of the conditionslisted inthe paragraphs
below.

(1)  Applicability

This standard permit may be used to authorize electric generating units installed or modified after the
effective date of this Standard Permit and that meet the requirements of this standard permit.

2 Definitions

(A) EastTexasRegion- All countiestraversed by or east of Interstate Highway 35 or Interstate Highway
37, including Bosque, Coryell, Hood, Parker, Somervell and Wise Counties.

(B) Installed - agenerating unit isinstalled on the site when it begins generating electricity.
(C)  West Texas Region - Includes al of the state not contained in the East Texas Region.

(©)) Administrative Requirements

(A)  Electric generating units shall be registered in accordance with 30 TAC Section 116.611,
Registration to Use a Standard Permit, using acurrent Form PI-1S. Unitswhich meet the conditions
of this standard permit do not have to meet 30 TAC Section 116.610(a)(1), Applicability.

(B)  Registration applicationsshall comply with 30 TAC Section 116.614, Standard Permit Fees, for any
single unit or multiple units at a site with atotal generating capacity of 1 MW or greater. The fee
for units or multiple units with a total generating capacity of lessthan 1 MW at a site shall be
$100.00. Thefee shall be waived for units or multiple units with atotal generating capacity of less
than 1 MW at asite that have certified NO, emissionsthat are less than 10 percent of the standards
required by this standard permit .

(C©)  Noowneror operator of an electric generating unit shall begin construction and/or operation without
first obtaining written approval from the executive director.

(D)  Recordsshal be maintained and provided upon request to the TNRCC for the following:
(1) Hours of operation of the unit; and

(i) Maintenance records and/or testing reports for the unit to document re-certification
of emission rates as required below.
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(4)

(E)

(F)

Electric generators powered by gas turbines must meet the applicable conditions, including testing
and performance standards, of 40 Code of Federal Regulations Part 60, Subpart GG, Standards of
Performance for Stationary Gas Turbines.

Compliance with this Standard Permit does not exempt the owner or operator from complying with
any applicable 30 TAC Chapter 117 requirements.

General Requirements

(A)

(B)

(©

Emissions of nitrogen oxides (NO,) from the electric generating unit shall be certified by the
manufacturer or owner or operator in pounds of pollutant per megawatt hour (Ib/MWh). This
certification must be displayed on the name plate of the unit or on alabel attached to the unit. Test
resultsfrom Environmental Protection Agency (EPA) Reference Methods, CaliforniaAir Resources
Board methods, or equival ent testing used to verify thiscertification shall be provided upon request
to the TNRCC.

Electric generating units that use combined heat and power (CHP) may take credit for the heat
recovered from the exhaust of the combustion unit to meet the emission standards in paragraphs
(4)(C), (4)(D), and (4)(E) . Credit shall be at the rate of one MWh for each 3.4 million BTUs of heat
recovered. To take credit for CHP, the owner or operator of units not sold and certified as an
integrated package by the manufacturer:
(1) must provide as part of the application documentation of the heat recovered, electric
output, efficiency of the generator alone, efficiency of the generator including CHP,
and the use for the non-electric output, and

(i) the heat recovered must equal at least 20 percent of the total energy output of the
CHP unit.

Except as provided in paragraph (4)(E), NO, emissions for units 10 MW or less shall meet the
following limitations based upon the date the unit is installed and the region in which it operates:

East Texas Region:
(1) Unitsinstalled prior to January 1, 2005 and
@ operating more than 300 hours per year - 0.47 Ib/MWHh;
(b) operating 300 hours or less per year - 1.65 Ib/MWHh;
(i) Unitsinstalled on or after January 1, 2005 and
@ operating more than 300 hours per year - 0.14 Ib/MWHh;

(b) operating 300 hours or less per year - 0.47 Ib/MWHh;
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(D)

(E)

(F)

(®)

West Texas Region:
0] Unitsinstalled and operating more than 300 hours per year - 3.11 |[b/MWh;
(i) Unitsinstalled and operating 300 hours or less per year - 21 Ib/MWh.

Except asprovided in paragraph (4)(E), NOx emissionsfor unitsgreater than 10 MW shall meet the
following limitations based upon the mode of operation:

0] Unitsinstalled and operating more than 300 hours per year - 0.14 Ib/MWh;
(i) Unitsinstalled and operating 300 hours or less per year - 0.38 Ib/MWh.

In the East Texas Region, electric generating units that use as fuel landfill gas, digester gas, or ail
field gases containing lessthan 1.5 grainshydrogen sulfide or 30 grainstotal sulfur compoundsshall
meet a NO, emission of 1.77 Ib/MWh.

To ensure continuing compliance with the emissions limitations, the owner or operator shall
re-certify a unit every 16,000 hours of operation, but no less frequently than every three years.
Re-certification may be accomplished by following a maintenance schedul e that the manufacturer
certifieswill ensure continued compliance with the required NOx standard or by third party testing
of the unit using appropriate EPA Reference Methods to demonstrate that the unit still meets the
required emission standards.

Gaseousfuelscombustedinthese €l ectric generating unitsshall contain no morethan ten grainstotal

sulfur per 100 dry standard cubic feet. Liquid fuels shall not be a blend containing waste oils or
solvents and shall contain less than 0.05 percent by weight sulfur.
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