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EXECUTIVE SUMMARY 
Texas Emissions Reduction Plan 

This third biennial report is provided by the Texas Commission on 
Environmental Quality (TCEQ) in fulfillment of the requirements of 
Texas Health and Safety Code 386.057 and 386.116(d). 

The Texas Emissions Reduction Plan (TERP) was established by the 
77th Texas Legislature in 2001, through enactment of Senate Bill 5, to 
help improve and maintain good air quality in areas throughout the state. 
In 2003, House Bill 1365 was enacted and: 

•	 established a new revenue source of vehicle title fee 
increases under Texas Transportation Code 501.138(a–b) to 
replace the $225 out-of-state vehicle registration fee 
determined to be unconstitutional. In addition, under Texas 
Tax Code 151.0515 the existing surcharge on the sale, 
lease, or rental of new or used off-road equipment 
increased from one to two percent, and a one-percent 
surcharge was added for the sale, lease, or use of model 
1997 and later heavy-duty diesel on-road vehicles under 
Tax Code 152.0215(a); 

•	 added a program for small business grants; and 
•	 increased the number of counties and the types of projects 

eligible for the Emissions Reduction Incentive and Small 
Business Grants programs. 

Since the start of the program, there have been several legislative 
revisions. House Bill 37, 78th Texas Legislature, 3rd Called Session, set 
appropriation levels for various TERP programs. House Bill 37, in 
conjunction with HB 43 of the 78th Regular Session, defined roles of the 
TCEQ and the Texas Council on Environmental Technology. The two 
bills also authorized the TCEQ, in consultation with the TCET, to 
establish and administer a New Technology Research and Development 
program. 

Additionally, HB 2481, 79th Texas Legislature, Regular Session, 
established cost-effective limits for locomotive and marine sector grant 
awards. The bill authorized the TCEQ to determine the maximum 
reductions available in those sectors, along with developing strategies to 
facilitate those reductions. The Houston Advanced Research Center is 
working on an analysis to assist the TCEQ in determining available 
reductions from these sectors. Once completed, the TCEQ will use the 
information from the HARC to prepare strategies for maximizing the 
reductions in emissions of nitrogen oxides (NOx) from the two sectors. 

Texas Emissions Reduction Plan, Biennial Report to the Texas Legislature 
TCEQ publication SFR-079/06 # December 2006   

v 



House Bill 2481 also directed the TCEQ to implement a new Rebate 
Grants program under the TERP incentive programs. The TCEQ is to 
award rebate grants in order to streamline grant applications, contracting, 
reimbursement, and reporting for certain projects. Also, HB 2481 
transferred the administration and implementation of the NTRD program 
from the TCEQ and the TCET to the Texas Environmental Research 
Consortium, a nonprofit organization based in Houston. It also repealed 
the statutory provision requiring the TCEQ to include NTRD information 
in the biennial report. 

Finally, HB 3469, 79th Texas Legislature, Regular Session, authorized the 
TCEQ to create and implement a new Clean School Bus Grants program 
to reduce emissions of diesel exhaust from school buses.  

Programs
Several government agencies are responsible for developing and 
implementing the current TERP programs. In addition to the TCEQ, these 
agencies include the Texas Comptroller of Public Accounts, the State 
Energy Conservation Office, the Public Utility Commission of Texas, and 
local governments. The Energy Systems Laboratory at the Texas 
Engineering Experiment Station of the Texas A&M University system 
assists in energy-efficiency and renewable energy research, along with 
emissions reduction calculations. A description of each program follows. 

Emissions Reduction Incentive Grants Program. Authorized in Health 
and Safety Code 386.102, this program, managed by the TCEQ, provides 
grants to cover the incremental costs of projects in the State’s 41 air 
quality nonattainment and near-nonattainment counties. Eligible projects 
include new purchases, replacements, repowers, retrofit technologies, 
infrastructures, and qualifying fuels. 

Rebate Grants Program. Health and Safety Code 386.117 directs the 
TCEQ to award rebate grants in order to streamline grant applications, 
contracting, reimbursement, and reporting for on-road heavy-duty vehicles 
and non-road equipment in the eligible counties in the nonattainment 
areas. Projects are limited to replacements and repowers.  

Small Business Grants Program. Per Health and Safety Code 386.116, 
businesses that own and operate one or two vehicles or pieces of 
equipment—one of which must be diesel-powered and a pre–1994 model 
vehicle—or pieces of non-road equipment with “uncontrolled emissions” 
are considered small businesses.  The TCEQ is to award grants to small 
businesses and approve them quickly. Eligible projects include repowers 
and replacements. 
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Clean School Bus Grants Program. This program, established under 
Health and Safety Code 390.002 and managed by the TCEQ per 386.052, 
is intended to reduce emissions of diesel exhaust from school buses. 
Eligible projects may include emissions-reducing add-on equipment. 

Heavy-Duty Motor Vehicle Purchase or Lease Incentive Program. 
This is a statewide program to reimburse a purchaser or lessee of an 
eligible new on-road heavy-duty vehicle for the incremental costs of 
purchasing or leasing the vehicle in lieu of a higher-emitting diesel 
powered vehicle. A heavy-duty vehicle is defined as a motor vehicle with 
a gross vehicle weight rating of 10,000 pounds or more. This program is 
managed by the TCEQ, but has not yet been implemented due to funding 
constraints. 

Light-Duty Motor Vehicle Purchase or Lease Incentive Program. 
Per Health and Safety Code 386.152, this program is administered by the 
state comptroller and the TCEQ. The program gives financial incentives 
(rebates) for the purchase or lease of an eligible new car or light truck, 
model 2003 or newer. To be eligible, the vehicles must meet the U.S. 
Environmental Protection Agency’s standards for Tier 2 Bin 4 (or cleaner) 
NOx emissions and must have been purchased or leased after August 1, 
2002. This program has not yet been implemented due to funding 
constraints. 

Energy-Efficiency Grants Program. The PUC has jurisdiction over this 
program, per Health and Safety Code 386.202. The PUC regulates energy-
efficiency programs to meet demand-reduction goals in the 41 counties. 
HB 1365 removed funding for grants through the PUC; however, the PUC 
still administers energy-efficiency programs to reduce NOx emissions. 

Texas building energy performance standards. Local governments have 
the responsibility to administer and enforce the standards found in the 
International Energy Conservation Code and the chapter on energy 
efficiency in the International Residential Code. The Energy Systems 
Laboratory is responsible for determining energy savings from adopted 
energy codes. The program is authorized by Health and Safety Code 
388.003. 

Energy-efficiency programs in certain political subdivisions. 
This program requires counties and political subdivisions in the affected 
areas to establish the goal of reducing energy consumption by 5 percent 
per year in publicly owned facilities through 2007 and to implement cost 
effective energy-efficiency measures. As required by Health and Safety 
Code 388.005 and 399.006, organizations report their progress each year 
to the SECO, which is part of the Office of the Comptroller. 
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New Technology Research and Development. Authorized in Health and 
Safety Code Chapter 387, the primary objective of this program is to 
promote the development and commercialization of technologies that will 
support projects that can be funded under the TERP Emissions Reduction 
Incentive Grants program. In 2005, the 79th Texas Legislature, Regular 
Session, adopted HB 2481, transferring the administration and 
implementation of the NTRD program from the TCEQ to the TERC.  
The program is funded via a contract with the TCEQ. In addition, HB 
2481 repealed the statute requiring the TCEQ to report information on the 
NTRD program to the legislature.  

Funding 
TERP Allocation* 

Agency 2002 2003 2004 2005 2006 
Texas Council on 
Environmental 
Technology $1,502,855 $2,607,722 $0 $0 $0 
Public Utility 
Commission of Texas 1,580,872 2,743,095  0 0 0 
Texas Commission 
on Environmental 
Quality 14,041,021 24,363,675 141,785,496 176,623,958 128,520,574 
Energy Systems 
Laboratory 182,724 317,059 3,062,470 2,236,613 952,019 
Texas Comptroller of 
Public Accounts 3,223,337 5,593,065  0 0 0 
Unallocated Revenue 47,409 27,571 

Total allocation $20,578,219 $35,652,187 $144,847,966 $178,860,571 $129,472,593 
*For fiscal 2002–03, allocation amounts are from the Texas Comptroller of Public Accounts. For fiscal 2004–06, amounts 
are from Comptroller and TCEQ records. 

Status and Results to Date 
Emissions Reduction Incentive Grants Program. The TCEQ has 
established guidelines and technical supplements for administering the 
Emissions Reduction Incentive Grants program. Additionally, for every 
round of funding, a Request For Applications is released. Each RFA 
highlights TERP goals, areas and projects eligible for funding, and 
application details. Cost-effectiveness measures and limits on emission 
reduction costs per ton are also included in the RFA. The average cost per 
ton for projects funded as of August 31, 2006 is $4,447.12. 

Since the first round of the program in 2001, 895 projects have been 
funded at a cost of $335,909,827 (fiscal 2002–06).  The projected 
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reductions in NOx emissions are 75,534 tons, for an average of 35.65 tons 
per day in 2007. The TCEQ is also in the process of awarding grants to 
projects applied for under the second application round for fiscal 2006. 
There are 302 eligible applications, totaling $79,278,410, with an 
estimated reduction in NOx emissions of 26,638 tons. 

Additionally, the TCEQ has awarded a third-party grant to allow the 
Railroad Commission of Texas to implement a forklift initiative program 
using TERP funds. The TCEQ has another agreement with the North 
Central Texas Council of Governments for various TERP projects, 
including refuse hauler projects. These contracts are accounted for in the 
$335.9 million in funding to date and the NOx reductions mentioned 
above. 

The TCEQ is also negotiating a $5 million third-party grant with the Texas 
General Land Office to fund natural gas projects in the eligible areas.  

Rebate Grants Program. A Notice of Rebate Grants was released in 
April 2006 to launch a pilot Rebate Grants program. This program uses 
default factors, including default usage levels, for calculating reductions in 
emissions. Applying was made easier and precalculated rebate amounts 
were used. 

The TCEQ allocated $10 million to this initial pilot program. In all, 168 
rebate grants were awarded for a total of $9,594,088. Of the projects, two 
were for non-road equipment, while the rest were for on-road vehicles. 

Small Business Grants Program. The TCEQ has awarded grants to over 
213 small business projects, totaling $13,338,906 in funding. These numbers 
represent small business grants funded through the Emissions Reduction 
Incentive Grants program and the Rebate Grants program. 

Clean School Bus Grants Program. Implementation of the clean school 
bus program has been awaiting the allocation of funds. However, school 
bus projects have been funded under the Emissions Reduction Incentive 
Grants program.   

Heavy-Duty Motor Vehicle Purchase or Lease Incentive Program. 
Due to reduced revenue from SB 5 (77th Texas Legislature) sources, no 
funds were used for this program. The program is still authorized and 
could be implemented in the future if sufficient funds become available.  
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Light-Duty Motor Vehicle Purchase or Lease Incentive Program.  
The program was suspended by the Comptroller in 2002 due to an 
inadequate fund balance from SB 5 revenue sources. Since fiscal 2003, the 
legislature has not appropriated funds to the program. This program is still 
authorized and could be implemented if the legislature does appropriate 
funds. 

Energy-Efficiency Grants Program. The PUC is required to report 
reductions in energy demand, peak loads, and associated emissions. 
During 2005, utilities cumulatively exceeded their goals for savings in 
demand by 27 percent. The transmission and distributions utilities, which 
are responsible for implementing the energy-efficiency program, projected 
growth in demand for 2005 at 1,048 megawatts. The estimated annual 
reduction in NOx for 2005 was 89.420 tons. 

Texas building energy performance standards. The Energy Systems 
Laboratory determines savings of electricity and natural gas in 
nonattainment and affected counties for energy-complaint new 
construction. 

Energy-efficiency programs in certain political subdivisions. 
The number of Texas jurisdictions adopting the 5 percent goal for public 
facilities increased from 176 in 2002 to 271 in 2005. Compared with 2001, 
electricity consumption has been reduced by 2,132,663 kilowatt hours.   

Future Considerations for the TERP Programs
Issues that will be addressed by the TCEQ during the remainder of fiscal 
2007 and into the fiscal 2008–09 biennium are outlined below. 

Emissions Reduction Incentive Grants Program 
•	 The priority for use of the remaining fiscal 2007 grant funds will be 

to meet the remaining NOx emission reduction commitments in the 
State Implementation Plan to be achieved by 2007. 

•	 The TCEQ will also develop goals for use of TERP funds to help 
address new NOx emission reduction targets under the new  
eight-hour ozone standard. These goals will include new cost-per-ton 
targets based on the projected funding and the reductions in NOx 
emissions needed. 

•	 Cost-per-ton criteria will also be evaluated each year in relation to the 
types of projects being submitted by applicants. Adjustments may be 
considered as appropriate to further encourage applications from 
targeted emission sectors. 
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Rebate Grants Program and Small Business Grants Program 
•	 The TCEQ will continue to allocate a portion of the funding for the 

Rebate Grants program. 
•	 The Small Business Grants program will continue to be implemented 

as a part of the Rebate Grants program. 

Clean School Bus Grants Program 
•	 The TCEQ will develop criteria for the Clean School Bus Grants 


program in preparation for implementing the program whenever 

funds become available.  


New Technology Research and Development Program 
•	 The TCEQ will continue to administer a contract with the TERC to 

implement the NTRD program. The TERC is responsible for 
establishing the program’s priorities. 

Legislative Issues 
Exceptional item requests have been included in the TCEQ’s legislative 
appropriations request, including: 
•	 appropriation of all projected revenue received in the TERP Fund; 
•	 funding for the Clean School Bus Grants program at $1 million per 

fiscal year; and 
•	 authorization for four additional full-time equivalents for the 


TCEQ’s administration of the TERP to address its expanding 

monitoring and fiscal administration needs. 


The TCEQ has neither proposed nor taken a position on any legislative 
changes to the criteria for the TERP. TCEQ personnel are available to 
provide any data and information that may be needed to assist the 
Legislature in evaluating proposals from stakeholders regarding the TERP. 
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I. OVERVIEW 
The 2006 Texas Emissions Reduction Plan (TERP) Legislative Report is 
submitted by the Texas Commission on Environmental Quality (TCEQ) in 
fulfillment of the requirements of Texas Health and Safety Code 386.057 
and 386.116(d). 

Purpose 
The TERP was established by the 77th Texas Legislature in 2001, through 
enactment of Senate Bill 5.  The goals of the TERP, as set forth in SB 5, 
are to: 

•	 ensure that the air in this state is safe to breathe and meets 
minimum federal standards established under the federal 
Clean Air Act (Section 7407, Title 42, United States Code); 

•	 develop multi–pollutant approaches to solving the state’s 
environmental problems; and 

•	 adequately fund research and development that will make 
the state a leader in new technologies that can solve the 
state’s environmental problems while creating new 
business and industry in the state. 

The focus of the TERP is to reduce emissions of nitrogen oxides (NOx) 
through voluntary financial incentive programs.  The TERP programs 
were originally intended to replace reductions that would have been 
achieved through two mandatory measures (time restrictions on use of 
construction and industrial equipment and the requirement to replace older 
off-road equipment with new equipment) that SB 5 directed the TCEQ to 
remove from the State Implementation Plan for the Dallas–Fort Worth and 
Houston–Galveston–Brazoria one-hour ozone nonattainment areas.   
The SIP commitments totaled 55.2 tons per day to be achieved in 2007.  
The Austin and San Antonio areas are also each committed to achieve 2.0 
tpd of NOx reductions in 2007 from TERP in 2004 Early Action Compacts 
developed for these areas.  In addition, the Beaumont–Port Arthur 
nonattainment area is committed to 3.0 tpd in reductions.  Other areas 
(Tyler–Longview, Corpus Christi, El Paso, and Victoria) in nonattainment 
or near-nonattainment status for ground-level ozone are encouraging 
participation in the TERP program to help reduce NOx emissions.  
Appendix 1 lists the counties affected by the TERP programs. 

In April 2004, the U.S. Environmental Protection Agency announced its 
designations of eight-hour ozone nonattainment areas.  The Beaumont– 
Port Arthur nonattainment area includes Hardin, Jefferson, and Orange 
counties. The Dallas–Fort Worth nonattainment area consists of Collin, 
Dallas, Denton, Tarrant, Ellis, Johnson, Kaufman, Parker, and Rockwall 
counties. The Houston–Galveston–Brazoria nonattainment area is 
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Brazoria, Chambers, Fort Bend, Galveston, Harris, Liberty, Montgomery, 
and Waller counties.  The San Antonio area, consisting of counties Bexar, 
Comal, and Guadalupe, was also designated nonattainment, but has a 
deferred effective date as a result of implementing an Early Action 
Compact.  Projects in all of these counties are eligible for TERP funding. 

As efforts shift from addressing the one-hour ozone standard to the new 
eight-hour standard, existing SIP commitments, such as TERP, will be 
accounted for in new plans. 

Texas Emissions Reduction Plan Advisory Board
The TERP Advisory Board is a 15-member body created under SB 5.  
Five members each are appointed by the Governor, Lieutenant Governor, 
and Speaker of the House of Representatives.  The Board also includes 
seven ex officio members.  A list of members is included in Appendix 2. 

II. FUNDING 
TERP funding sources were first established by SB 5, with subsequent 
changes made by HB 1365.  The funding sources from the Texas Tax 
Code and Texas Transportation Code are listed below: 

•	  Tax Code 151.0515(b) and 151.0515(b)(1): 1 percent surcharge on 
sale price or lease/rental amount of off-road diesel equipment sold, 
rented or leased (HB 1365 was effective July 2003, the surcharge 
was increased to 2 percent and a storage, use, and consumption 
surcharge added); 

•	 Tax Code 151.0215(a): 2.5 percent surcharge of the total 
consideration on sale or lease of model year pre–1997 vehicles 
over 14,000 lbs (effective July 2003, HB 1365 added the surcharge 
for the use of such vehicles and a surcharge for 1997 or later model 
year vehicles of 1 percent); 

•	 Transportation Code 502.1675: ten percent surcharge of total fees 
due for registration of truck tractors and commercial motor 
vehicle; 

•	 Transportation Code 501.138(a): As of July 2003, a portion of 
certificate of the vehicle title fee—$20 out of $33 fee for 
applicants in nonattainment counties and $15 out of $28 fee for 
applicants in other counties; and  

•	 Transportation Code 548.5055: $10 fee on commercial motor 
vehicles required to be inspected. 
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Table 1. TERP Revenuea 

Funding Source 2002 2003 2004 2005 2006 
2.5 percent fee on 
sale/lease of 1996 
& earlier on-road 
diesel (fiscal 2002 
and 2003) $3,341,212 $6,588,855 $0 $0 $0 
2.5 percent / 1.0 
percent fee on 
sale/lease of on-
road diesel (HB 
1365 change in 
fiscal 2003) 0 0 8,505,535 12,247,883 14,611,331 
vehicle title 
transfer 0 6,073,528 98,821,625 97,318,231 102,835,154 
10 percent 
commercial vehicle 
registration 
surcharge 6,731,067 8,601,846 8,022,887 8,900,303 9,636,479 
$10 commercial 
vehicle inspection 
surcharge 2,769,994 4,089,899 4,323,949 4,580,918 4,872,956 
1 percent fee on 
sale/lease of off-
road diesel (fiscal 
2002 and 2003) 7,553,317 9,766,128 0 0 0 
2 percent fee on 
sale/lease of off-
road diesel (HB 
1365 change in 
fiscal 2003) 0 0 21,932,726 28,004,181 35,660,170 

Subtotal 20,395,591 35,120,256 141,606,721 151,051,516 167,616,090 

Interest 182,628 531,931 1,458,161 5,693,207 14,515,500 

Total Revenue $20,578,219 $35,652,187 $143,064,882 $156,744,723 $182,131,590 
Transfers and 

Reallocationsb 1,783,084 22,115,848 

Total Funds $144,847,966 $178,860,571 
aActual fee revenue as listed in the Comptroller’s Annual Cash Report for 2002–06. 

bTransfers and reallocations include funds from the absorption of TCET, reallocated funds previously disbursed to

other agencies, and unspent funds from prior years. 
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Prior to HB 37, 78th Texas Legislature, 3rd Called Session, the following 
represented the appropriations of revenue collected for TERP: 

•	 72 percent to the TCEQ to administer the Emissions 
Reduction Incentive Grant and Heavy-Duty Motor Vehicle 
programs.  Not more than 15 percent is to be used for the 
Heavy-Duty Vehicle program.  In addition, not more than 3 
percent may be used for funding infrastructure projects 
under the Emissions Reduction Incentive Grants program; 

•	 10 percent to the Texas Comptroller of Public Accounts to 

administer the Light-Duty Motor Vehicle Purchase or 

Lease Incentive program; 


•	 7.5 percent to the Public Utility Commission of Texas to 

administer the Energy-Efficiency Grant program; 


•	 7.5 percent to the Texas Council on Environmental 

Technology for the New Technology Research and 

Development program, of which $250,000 was allocated 

for administration expenses, up to $200,000 was allocated 

for a health effects study, and $500,000 to be deposited in 

the state clean air account to supplement funding for air 

quality planning activities in affected counties; and 


•	 3 percent for administrative costs incurred by the TCEQ, 
the Comptroller, the PUC, and the Energy Systems 
Laboratory at the Texas Engineering Experiment Station of 
Texas A&M University system. 

Effective October 20, 2003, HB 37 appropriations are as follows:   

•	 87.5 percent to be used for the Emissions Reduction 

Incentive program. 


•	 9.5 percent to be used for the NTRD program, of which 
$500,000 is to be deposited to the Clean Air Account to 
supplement funding for air quality activities in the 41 
counties, a maximum of $250,000 to be used for 
administrative costs, and a minimum 20 percent to support 
air quality research in the Houston–Galveston–Brazoria and 
Dallas–Fort Worth nonattainment areas; 

•	 1.5 percent to cover administrative costs associated with 

the Emissions Reduction Incentive program, with a 

maximum of $606,845 to be spent in fiscal 2004 and a 

maximum of $551,540 in fiscal 2005; and 


•	 1.5 percent to the Laboratory to be used for administrative 

costs associated with the Texas Building Energy

Performance Standards program, with a maximum of 
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$950,421 in fiscal 2004 and not more than $953,616 in 
fiscal 2005. 

For fiscal 2006, not more than $116,323,671 may be used for incentive 
grants and not more than $116,323,670 for fiscal 2007. Lists of TERP 
Fund revenue and fiscal year budgets are included in Appendices 3 and 4.  

III. PROGRAM ACCOMPLISHMENTS 
Emissions Reduction Incentive Grants Program 

This program is managed by the TCEQ and provides grants to fund the 
incremental costs of projects in the state's 41 ozone nonattainment and 
near-nonattainment counties.  Eligible projects include new purchases, 
replacements, repowers, retrofit technologies, infrastructure, and 
qualifying fuels. For a project to be eligible, it must be certified to emit 25 
percent less NOx than the baseline engine, based on the federal standard 
for that engine.  Certification means approved by the EPA, the California 
Air Resources Board, or otherwise accepted by the TCEQ.  

For each round of grant funding, a Request For Applications (RFA) was 
released. With each RFA, the TCEQ conducted workshops and provided 
outreach material for potential applicants, along with the program 
guidelines and technical supplements. Applicants were able to access 
information via the TERP website, <www.terpgrants.org>, and receive 
assistance from TCEQ staff through the TERP Hotline, 1-800-919-TERP.  

Per Health and Safety Code 386.106, grants may not be awarded to 
projects that exceed $13,000 per ton of NOx emissions reduced.            
The TCEQ has the authority to set cost per ton limits lower than the 
maximum amount authorized in the statute. For each RFA round, the 
TCEQ established a maximum cost per ton for eligible activities.  The cost 
per ton is calculated by dividing the requested grant amount by the total 
number of tons of NOx reductions for the project.  Since the start of the 
Emissions Reduction Incentive Grants program, the cost per ton has been 
lowered from $13,000 in the first round of funding in fiscal 2002 to 
$5,500 in the second round of fiscal 2006. 

House Bill 2481, 79th Texas Legislature, directed the TCEQ to establish 
lower cost per ton limits for locomotive and marine vessel projects than 
for projects involving other emission sources. For the latest round of 
funding, locomotive and marine projects were limited to a cost per ton of 
NOx reductions not to exceed $2,500.  

Cost per ton limits are also set for third-party grants.  In August 2004, the 
TCEQ and Railroad Commission of Texas entered into an inter-
governmental cooperative agreement to allow the RRC to use TERP funds 
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for a forklift initiative program.  The program funds the purchase of lower 
emitting forklifts and replacing, repowering, or retrofitting higher polluting 
forklifts. In addition, the TCEQ has an agreement with the North Central 
Texas Council of Governments to use TERP funds for emissions reducing 
projects. 

Table 2. Emissions Reduction Incentive Grants Funded to Datea 

(as of August 31, 2006) 

Areab 

Number 
of 

Projects 

Total Projected 
NOx 

Reductions 
(Tons)c Grant Amount 

Average Cost 
Per Ton/NOx 

d 

Projected 
2007 NOx 

Reductions 
(tons/day) 

Austin 128 3,407.0604 $18,996,652.21 $5,575.67 2.0030 

Beaumont/Port Arthur 34 3,436.0757 14,895,239.86 4,334.96 2.4097 
Corpus Christi 19 1,100.4675 5,644,623.97 5,129.30 0.7310 

Dallas/Fort Worth 248 23,572.6735 99,068,924.79 4,202.70 10.1736 
El Paso 6 611.7792 2,847,404.08 4,654.30 0.3655 

Houston/Galveston/Brazoria 396 35,184.4279 157,192,559.98 4,467.67 16.3075 
San Antonio 43 5,216.9585 21,192,532.31 4,062.24 2.0892 
Tyler/Longview 16 1,749.1942 9,959,565.32 5,693.80 0.8545 
Victoria 5 224.2001 954,984.69 4,259.52 0.1301 
RRCe 1,031.4680 5,157,340.00 5,000.00 0.5894 

Total 895 75,534.3049 $335,909,827.20  $4,447.12 35.6534 
aIncludes Small Business Grants, Rebate Grants, and third-party grants. 

bProjects are listed by primary area, but may operate in more than one area. 

cTotal NOx emission reductions are estimated to occur over the life of the projects. 

dThe average cost per ton is based on the dollars awarded divided by the projected tons of NOx to be reduced by the projects. 

eRailroad Commission of Texas third-party funds that have not been assigned to specific projects. The RRC has received a total of

$8 million.  Funded projects are distributed in the appropriate areas in the table and average $4,844.35 per ton. 


Information regarding individual projects, including project descriptions, 
grant amounts, projected reductions in NOx emissions, and cost 
effectiveness, may be found in Appendix 5.  Specific information about 
infrastructure projects, as required under Health and Safety Code 
386.057(b)(2), is included in the tables. Appendix 8 lists the projects 
selected for grants under the fiscal 2006 second round application period. 
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To minimize the risk of fraud, a three-tiered Quality Assurance and Fraud 
Prevention and Detection Program was developed.  The three levels are 
listed below. 

1. Application phase — maintain a uniform process when doing 
application reviews, review and verify technologies, confirm emission 
reductions and cost effectiveness calculations, maintain an electronic 
database, and perform duplicate reviews. 

2. Contract phase — for consistency, use template documents and 
obtain approval from TCEQ legal and central contracting offices on each 
contract, follow written grant management procedures, reviews for 
reimbursement requests are done by fiscal and program staff and program 
management, maintain an electronic database for contract and fiscal 
information, and perform on-site monitoring visits.  An external auditor is 
contracted to physically verify grantees’ expenditures by performing on-
site reviews of records and confirm the location and use of equipment.  

3. Tracking and reporting phase — require grantees to track usage and 
report to the TCEQ every six months, utilize internal and external auditors 
to perform desk and on-site reviews of activities, maintain contract 
provisions for return of funds if the usage does not meet contract 
commitments or is not tracked and reported.  This phase, along with on-
site audits by the TCEQ, verifies the project’s actual NOx emission 
reductions and usage of the funded vehicle/equipment in the affected areas 
during the activity life. Appendix 9 includes data from usage reports 
received by grantees. 

Rebate Grants Program
The TCEQ has implemented a Rebate Grants program to implement a 
portion of the TERP, as authorized under Health and Safety Code 386.117, 
related to implementation of a new Rebate Grants program and 386.116, 
Small Business Incentives. 

This pilot program tested the effectiveness and efficiency of forms, 
processes, and procedures for the new rebate grants program.  The Notice 
of Rebate Grants (NRG) invited participants, as well as the public, to 
comment on the new process. Minor application changes have been made 
for the next round of funding based on comments received. 

Activities eligible for a rebate grant are intended to reduce NOx emissions 
in the designated eligible counties from on-road heavy-duty diesel 
vehicles and non-road diesel equipment.  Rebate grants were based on 
pre–approved maximum rebate grant amounts for eligible on-road and 
non-road replacement and repower projects. 
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The program is funded through the Emissions Reduction Incentive Grants 
program and is administered under the same program guidelines, quality 
assurance, and monitoring procedures.   

Table 3. Rebate Grants Funded to Date 

Areaa 

Number of 
Rebate 
Grants Grant Amount 

Total 
Projected NOx 

Reductions 
(Tons)b 

Projected NOx 
Reductions 

Beaumont/Port Arthur 0 $274,614 50.7613 0.0289 
Dallas/Fort Worth 32 2,320,437 426.6722 0.2411 
Houston/Galveston/Brazoria 136 7,389,463 1,350.19 0.7702 
Total 168 $9,984,514 1,827.62 1.0403 
aProjects are listed by primary area, but may operate in more than one area. 
bTotal NOx emission reductions are estimated to occur over the life of the projects. 

Small Business Grants Program
The Small Business Grants program targets small businesses and other 
entities that own and operate not more than two vehicles or equipment, 
one of which must be diesel-powered and a pre–1994 model year vehicle 
or non-road equipment with “uncontrolled emissions” as defined in Health 
and Safety Code 386.116. The program was first established in fiscal 
2004. 

The program is a streamlined way for small businesses in the 41 counties 
to apply for financial assistance to replace or repower vehicles or 
equipment, via a simplified application process.  The program is funded 
through the Emissions Reduction Incentive Grants program and is 
administered under the same program guidelines, quality assurance and 
fraud prevention and detection program measures. 

The TCEQ has incorporated the small business grants into the Rebate 
Grants program. A minimum of $5 million of the $10 million rebate grant 
program funding was set aside for small businesses.  Of the 168 Rebate 
Grants awarded, 118 were small businesses, accounting for $7,224,161 in 
funding. 

In addition to workshops, TCEQ’s Small Business and Local Government 
Assistance staff assisted with outreach efforts in the eligible areas.  They 
provided presentations for local association and small business meetings.  
They also helped applicants with program and application questions.   

To date, the TCEQ has funded 213 small business projects through various 
grant programs.  These grants total $13,338,906.  Small business projects 
are listed in Appendix 5. 
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Clean School Bus Grants Program
Health and Safety Code 390.002 requires the TCEQ to establish and 
administer a clean school bus program.  Grants will fund projects to help 
reduce the exposure of school children to diesel exhaust from school 
buses. Projects may include diesel oxidation catalysts, diesel particulate 
filters, and emissions-reducing add-on equipment.  The TCEQ is 
developing the procedures, application forms, and guidelines for the 
program.  The program will be implemented once funds are allocated. 

Heavy-Duty Motor Vehicle Purchase or Lease Incentive 
Program 

This is a statewide TCEQ rebate program to cover the incremental cost 
difference of purchasing or leasing cleaner heavy-duty vehicles (10,000 
pounds or greater). Rules and guidelines were adopted in 2001, but due to 
reduced revenues, no funds have been allocated to the program.   

Light-Duty Motor Vehicle Purchase or Lease Incentive 
Program 

This program is similar to the Heavy-Duty Motor Vehicle Purchase or 
Lease Incentive program and applies to vehicles weighing less than 10,000 
pounds. The program is to be administered jointly by the state comptroller 
and the TCEQ. Rules and guidelines were adopted in 2001, but the 
program was suspended in 2002, due to an inadequate fund balance.  Since 
2003, no funds have been appropriated for this program by the 
Legislature. 

Energy-Efficiency Grants Program
The PUC has jurisdiction for the Energy-Efficiency Grants program.  In 
fiscal 2002 and 2003, the PUC provided grants to electric companies in 
the TERP-eligible counties to reduce electricity consumption.  The PUC 
approved templates for a variety of energy-efficiency technologies to be 
implemented that contribute to a reduction in electric consumption.  
Lower energy consumption results in a reduction in electric production 
and an avoidance of NOx producing emissions.  Funding for this program 
was eliminated by the Legislature in 2003.   

The PUC is required to report the reductions of energy demand, peak 
loads, and associated emissions.  During 2005, utilities cumulatively 
exceeded their demand-savings goals by 27 percent.  The transmission and 
distributions utilities, which are responsible for implementing the energy-
efficiency program, projected growth in demand for 2005 at 1,048 
megawatts. 
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Table 4. 2005 Energy-Efficiency Program 

Expenditures Customer Energy Cost Savings Demand Savings 
(megawatts) 

Energy Savings 
(megawatt hours) 

$78,929,907 initial year—2005 $53 million goal 142.17 496,890 
ten-year project life $290 million achievement 180.75 

The energy-efficiency programs are administered by electric companies, 
but the work is completed by third parties contracted by the utilities.  
These contractors install the energy-efficiency measures and calculate the 
savings. The PUC has hired an independent third party to verify the 
results of the programs.  The review will be completed in October 2006. 

The PUC, EPA, TCEQ, and the Energy Systems Laboratory developed 
calculations to calculate the emissions reductions from energy-efficiency 
programs.  The Laboratory has estimated the annual reduction of NOx 
emissions for 2005 at 89.420 tons.  For more information and to view the 
PUC’s report, visit 
<www.puc.state.tx.us/electric/projects/25309/25309.cfm>. 

Texas Building Energy Performance Standards
Health and Safety Code 388 was created by SB 5 to establish new state 
minimum construction standards for efficiency in buildings and to 
encourage higher levels of efficiency relative to this new baseline by 
recognizing locally enhanced codes, above code building performance, 
and exemplary efforts by publicly owned facilities. 

Local governments have the responsibility, per Health and Safety Code 
388.003, to administer and enforce the standards found in the International 
Energy Conservation Code and the Energy Efficiency chapter of the 
International Residential Code. The Laboratory is responsible for 
determining the energy savings from energy code adoption and, when 
applicable, from more stringent or above code performance ratings.  The 
Laboratory is required to provide an annual report of these reductions to 
the TCEQ. 

More information regarding the Laboratory’s latest report to the TCEQ is 
available on their website at <www.esl.eslwin.tamu.edu/annual-
reports/year-2005.html>. 

Energy-Efficiency Programs in Certain Political 
Subdivisions 

Under Health and Safety Code 388.05, political subdivisions in 
nonattainment areas or affected counties were required to establish an 
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energy consumption reduction goal of 5 percent per year, beginning 
January 2002. The State Energy Conservation Office’s role is to evaluate 
the effectiveness of the local entities’ efforts and report its findings to the 
TCEQ. Following passage of SB 5 in 2001, SECO worked with the U.S. 
Department of Energy and EPA to form the Texas Energy Partnership.  
The Partnership provides leadership and resources for affected 
jurisdictions in setting goals, determining strategies, and reporting energy 
savings data and progress. Examples of strategies include locally-
mandated or voluntary “green” building energy codes that go beyond the 
state minimum, street lighting and traffic signal lighting improvements, 
and energy conservation retrofits for buildings, including lighting, 
windows, appliances, and cool roofs. 

In the fourth year after implementation, the number of jurisdictions 
adopting the 5 percent goal increased to 271, up from 176 in 2002.  The 
overall results of the program, using 2001 as the base year, are a 5 percent 
average energy consumption reduction by the reporting jurisdictions.  Data 
from the reporting entities indicates that electricity consumption has 
decreased by 2,132,663 kilowatt hours. 

Various programs have been implemented to decrease energy 
consumption.  Cities have installed light emitting diode (LED) traffic 
signals to replace the existing incandescent lamps.  Other political 
subdivisions have established employee energy management teams to 
determine energy efficiency measures for implementation.  The SECO’s 
2006 report highlights actions taken by political subdivisions.  The report 
can be viewed at <www.seco.cpa.state.tx.us/sb5compliance.htm>. 

Energy-Efficiency Programs and the Texas SIP
The programs administered by the PUC and SECO under the mandates of 
the SB 5 and SB 7 provide avenues for potentially creditable emission 
reductions to be claimed in the Texas State Implementation Plan. Accurate 
quantification of emission reductions from energy-efficiency and 
renewable energy is challenging due to the complex nature of the 
electrical grid system.  At any given time, it is impossible to determine 
exactly where on the electrical grid electricity comes from for any certain 
electrical user.  In order to factor in the degree of the complexity of the 
electrical grid and the uncertainties in the data and methods used, emission 
reduction estimates are modified using a discounting formula to arrive at 
the reduction estimates reported in the SIP.  Where possible, the State has 
included energy-efficiency and renewable energy (EE/RE) credits in SIPs 
as explained below. 

San Antonio (SAT) area:  The San Antonio Early Action Compact 
claims 0.06 tpd of NOx reductions for energy-efficiency measures as a 
result of SB 5 and SB 7. The Energy Systems Laboratory, the Local 
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Metropolitan Partnership for Energy, and the Brooks Energy 
Sustainability Laboratory of the Texas Engineering Experiment Station 
developed the methodology used to calculate the reductions. 

Dallas–Fort Worth area: The DFW 5% Increment of Progress SIP 
included emission reduction credits of 0.72 tpd in 2007 for EE/RE 
programs in the DFW eight-hour ozone nonattainment area in place in 
2003. The reductions were based on electricity and natural gas usage 
reductions expected to occur following implementation of the Texas 
Building Energy Performance Standards for single and multi–family 
residences in place as of May 1, 2001. These reductions also include less 
energy use because of energy-efficiency measures implemented by local 
governments and utilities as reported to the SECO and to the PUC. 

Houston–Galveston–Brazoria area:  As summarized in the December 
2002 HGB SIP revision, a methodology was developed to estimate NOx 
reductions resulting from EE/RE measures. This method has been 
improved with the support of the EPA and the Laboratory.  The EPA’s 
Emissions and Generation Resource Integrated Database (E-GRID – 2007) 
was used to spatially allocate the energy reductions in each of the eight 
HGB counties to electric generating units (EGU) located in those counties 
as well as in counties outside the HGB area.  However, this methodology 
does not address the complication created from the NOx Mass Emissions 
Cap and Trade program in the HGB area.  The MECT program caps the 
NOx emissions at point sources, including EGUs in the HGB ozone 
nonattainment area.  If an EGU is located within the HGB ozone 
nonattainment area and demand on that EGU is reduced due to effective 
EE/RE programs, then the EGU may emit less NOx than its cap allows.  
The EGU could then have excess NOx allowances that could be sold or 
traded within the HGB area, which could adversely impact the net 
reduction of NOx emissions in the region.  House Bill 2129 (2005) 
required TCEQ to again consider SIP-creditable emission reductions for 
energy-efficiency programs for the HGB area.  It was determined that if an 
EGU opted to lower its cap because EE/RE measures reduced energy 
demand, SIP credit could be provided.  This is consistent with the EPA’s 
2004 guidance regarding SIP credits for emission reductions from electric-
sector EE/RE programs. 

IV. Future Considerations for the TERP Programs
Issues that will be addressed by the TCEQ during the remainder of fiscal 
2007 and into the fiscal 2008–09 biennium are outlined below. 

Emissions Reduction Incentive Grants Program 
•	 The priority for use of the remaining fiscal 2007 grant funds will be 

to meet the remaining NOx emission reduction commitments in the 
State Implementation Plan to be achieved by 2007. 
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•	 The TCEQ will also develop goals for use of TERP funds in future 
years to help address new NOx emission reduction targets under the 
new eight-hour ozone standard. These goals will include new cost 
per ton targets based on the projected funding and the reductions in 
NOx emissions needed. 

•	 Cost per ton criteria will also be evaluated each year in relation to 
the types of projects being submitted by applicants.  Adjustments 
may be considered as appropriate to further encourage applications 
from targeted emission sectors. 

Rebate Grants Program and Small Business Grants Program 
•	 The TCEQ will continue to allocate a portion of the funding for the 

Rebate Grants program. 
•	 The Small Business Grants program will continue to be implemented 

as a part of the Rebate Grants program. 

Clean School Bus Grants Program 
•	 The TCEQ will develop criteria for the Clean School Bus program in 

preparation for implementing the program whenever funds become 
available. 

New Technology Research and Development Program 
•	 The TCEQ will continue to administer a contract with the Texas 


Environmental Research Consortium to implement the NTRD 

Program.  The TERC is responsible for establishing the program

priorities. 


Legislative Issues 
Exceptional item requests have been included in the TCEQ’s legislative 
appropriations request, including: 

•	 appropriation of all projected revenue received in the TERP 
Fund; 

•	 funding for the Clean School Bus Grants program at $1 million 
per fiscal year; and 

•	 authorization for four additional full-time equivalents for the 
TCEQ’s administration of the TERP to address its expanding 
monitoring and fiscal administration needs. 

The TCEQ has neither proposed nor taken a position on any legislative 
changes to the criteria for the TERP. TCEQ staff is available to provide 
any data and information that may be needed to assist the Legislature in 
evaluating proposals from stakeholders regarding the TERP. 
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Appendix 1 


TERP Eligible Counties 


Bastrop Bexar Brazoria Caldwell Chambers 
Collin Comal Dallas Denton Ellis 
El Paso Fort Bend Galveston Gregg Guadalupe 
Hardin Harris Harrison Hays Henderson 
Hood Hunt Jefferson Johnson Kaufman 
Liberty Montgomery Nueces Orange Parker 
Rockwall Rusk San Patricio Smith Tarrant 
Travis Victoria Waller Williamson Wilson 
Upshur 
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Appendix 2 


TERP Advisory Board Members 
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Appendix 2 

TERP Advisory Board Members 

Appointed by the Governor 

Dr. Purnendu Kumar Dasgupta 
Representing the Texas Council on Environmental Technology  

John Goodman 
Representing the Air Conditioning Manufacturing Industry 

L. Elizabeth Gunter 
Representing the Electric Power Industry 

Dr. Naomi Lede’ 
Representing Regional Transportation 

Mark Rhea 
Representing the Trucking Industry 

Appointed by the Speaker, Texas House of Representatives 

Art Daniel 
Representing the Construction Industry 

Carmen P. Castillo 
Representing Consumer Groups 

Ralph Arrell 
Representing the Fuel Industry 

Jerry Harris 
Representing the Agriculture Industry 

Steve Late 
Representing the Automobile Industry 
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Appointed by the Lieutenant Governor 

Michael Flores 
Representing the Energy-Efficient Construction Industry 

Vacant 
Representing the Fuel Cell Industry 

Thomas “Smitty” Smith 
Representing the Environmental Community 

Jim Crites 
Representing the Air Transportation Industry 

John Mikolaitis 
Representing the Engine Manufacturing Industry 

Ex Officio Members 

Hon. Kip Averitt 
Chair, Senate Natural Resources Committee 

Hon. Dennis Bonnen 
Chair, House Environmental Regulation Committee 

Lynne Haase 
Manager, Implementation Grants Section, Texas Commission on Environmental Quality 

Soll Sussman 
Alternative Fuels Coordinator, Energy Resources, Texas General Land Office 

Dan Kelly 
Director, Alternative Fuels Research and Education Division, Railroad Commission of 
Texas 

Dub Taylor 
Director, State Energy Conservation Office, Texas Comptroller of Public Accounts 

Sandra Rennie 
Mobile Source Team Leader, EPA Region 6  
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TERP Revenue 
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TERP Budget 
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Appendix 5 

TERP Projects Funded to Date 

The following is a list of projects funded to date through the Emissions Reduction 
Incentive Grants program. The Project ID represents the year of funding, the grant 
round, unique project number, and type of grant. 

Sample Project ID:  200620351ER 

The first four numbers represent the fiscal year of funding.  200620351ER 
The next number represents the round of funding during that year.  200620351ER 
The following four numbers are the project’s assigned number.  200620351ER 
The last two letters indicate the type of grant.  200620351ER 

ER—Emissions Reduction Incentive Grants  
SB—Small Business Grants  
RG—Rebate Grants 
SR—Small Business Rebate Grants 
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Appendix 9 


Usage Reporting 


Self Reported NOx Reductions—Tons Per Day 
Totals (All Years through Fiscal 2006) 

Areaa 
Contractual 
Obligations 

Self 
Reported Achieved 

Austin 0.5550 0.5101 92% 
Beaumont-Port Arthur 0.5335 0.5169 97% 
Corpus Christi 0.0976 0.0917 94% 
Dallas-Fort Worth 2.3101 2.1749 94% 
El Pasob 0.0000 0.0000 
Houston-Galveston-
Brazoria 1.6119 1.3034 81% 
San Antonio 0.3434 0.3076 90% 
Tyler-Longview 0.4267 0.4224 99% 
Victoria 0.0009 0.0004 39% 
Total 5.9413 5.3895 91% 

aSelf reported usage is compiled for the primary area of the contractual obligations. 
bEl Paso projects have not started reporting usage. 
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Appendix 10 

Acronyms and Abbreviations 

Comptroller Texas Comptroller of Public Accounts 

DFW  Dallas–Fort Worth 

EAC Early Action Compact 

EE/RE Energy-efficiency and renewable energy 

EGU electric generating unit 

EPA U.S. Environmental Protection Agency 

HARC Houston Advanced Research Center 

HB House Bill 

HGB Houston–Galveston–Brazoria 

Laboratory Energy Systems Laboratory, Texas Engineering Experiment Station, 

Texas A&M University System 

LED light-emitting diode 

MECT Mass Emissions Cap and Trade program 

NCTCOG North Central Texas Council of Governments 

NOx nitrogen oxides 

NTRD New Technology Research and Development 

PUC Public Utility Commission of Texas 

RFA Request For Applications 

RRC Railroad Commission of Texas 

SB Senate Bill 

SECO State Energy Conservation Office 

SIP State Implementation Plan 

TCEQ Texas Commission on Environmental Quality 

TCET Texas Council on Environmental Technology 

TERC Texas Environmental Research Consortium 

TERP Texas Emissions Reduction Plan 

tpd tons per day 
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