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DATE: December 20, 2012 
 
TO: SJVUAPCD Governing Board 

FROM: Seyed Sadredin, Executive Director/APCO 
Project Coordinator: Dave Warner 
 

RE: RECEIVE AND FILE DISTRICT’S ANNUAL OFFSET 
EQUIVALENCY REPORT TO THE FEDERAL 
ENVIRONMENTAL PROTECTION AGENCY 

 
 
RECOMMENDATION: 
 
Receive and file the District’s annual offset equivalency report 
(attached), submitted to the federal Environmental Protection Agency 
(EPA) for the 12-month period from August 20, 2011 through August 
19, 2012. 
 
BACKGROUND: 
 
Under the District’s New and Modified Source Review (NSR) Rule, new 
facilities and modifications to existing facilities that cause increases in 
emissions above certain levels are required to provide emission 
reduction credits (ERCs) as mitigation.  Although the District’s NSR 
rule, overall, is more stringent than the federal regulations, it does not 
exactly match the federal requirements in all respects.  In particular, 
the District’s NSR rule does not require discounting of ERCs at the time 
of use.  Discounting is a process of reducing the value of ERCs by 
adjusting them for emissions reductions that have been required by 
newer rules adopted since the original ERC banking action. 
 
After years of negotiation with EPA and stakeholders, the parties 
agreed to an offset equivalency system designed to assess overall 
equivalency with EPA regulations on an annual basis.  The details of 
this equivalency system have been embodied in the District’s NSR rule, 
Rule 2201, since December 19, 2002.   
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DISCUSSION: 
 
To demonstrate equivalency with the federal NSR offsetting requirements, the annual 
offset equivalency report must demonstrate both of the following: 
 

1. The District has required an equivalent or larger amount of offsets from new 
and modified stationary sources as would have been required under direct 
implementation of federal regulations; and 

2. The amount of reductions required by the District from new and modified 
stationary sources, after discounting at the time of use, equals or exceeds the 
amount of ERCs required under federal regulations. 

 
The concept of an equivalency demonstration is only possible because the District’s 
NSR program is, in several ways, more stringent than the federal requirements.  Under 
federal NSR, offsets are only required for new major sources and major modifications to 
existing sources.  For instance, for nitrogen oxides (NOx) and volatile organic 
compounds (VOC), prior to June 10, 2010, the federal offsetting requirements would 
have been triggered at facility emission levels of 25 tons per year.  In contrast, the 
District’s NSR rule, as mandated by the California Clean Air Act, requires offsets for 
facilities emitting 10 tons per year of NOx or VOC.  In addition to historically requiring 
offsets from smaller sources, the District’s program is more stringent than the federal 
program in other ways, allowing for further credits towards the equivalency 
demonstration.  Additional reductions that go beyond federal requirements and are 
therefore used by the District to show equivalency include the following: 
 

 Higher offset ratios 

 Extra discounting of credits at the time of banking  

 Reductions from application of BACT to existing minor sources 

 “Orphan” shutdowns (reductions from facility and equipment shutdowns for which 
ERCs are not granted to the owner) 

 
During this reporting period, there were sixty-six (66) projects that constituted either a 
new major source or a federal major modification.  This is a significant increase in the 
number of projects compared to past reporting periods, due to the re-designation as an 
extreme ozone non-attainment area, as detailed below.  As shown in the attached 
report, reductions required by the District exceed the amount required under the federal 
regulations. 
 
Although equivalency was shown for this reporting period, future equivalency 
demonstrations will be increasingly difficult due to the following: 
 

 The District was re-designated as an extreme ozone non-attainment area as of 
June 10, 2010.  This action has two impacts on our ability to continue to 
demonstrate equivalency: 
 

o It lowered the major source and federal offsetting requirement thresholds 
for NOx and VOC from the previous 25 tons per year to 10 tons per year.   
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As the federal offset threshold is now generally the same as the District 
offset threshold for these pollutants, this removed one area where the 
District’s rule was more stringent, and results in less extra reductions that 
can be claimed in the equivalency report. 
 

o Any increases in ozone precursor emissions at a major source are now 
considered to be major modifications at those sources, meaning that more 
increases will have to be addressed in the offset equivalency 
demonstration. 
 

 Continued development of additional rules by the District will limit the quantity of 
surplus reductions available for the equivalency demonstration. 

 
In pursuit of solutions to the eventual shortfall in our equivalency tracking system, 
District staff will continue working with ERC owners and other stakeholders during the 
next tracking year. 
 
 
 
Attachment:  Offset Equivalency Report to EPA (24 pages) 
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