CALIFORNIA AIR RESOURCES BOARD

SIP COMPLETENESS CHECKLIST
(Electronic Format)

*»*TO BE COMPLETED BY DISTRICT AND RETURNED TO ARB ***

All rules submitted to the EPA as State Implementation Plan (SIP) revisions must be supported by certain information and
documentation for the rule packages to be deemed complete for review by the EPA. Rules will not be evaluated for
approvability by the EPA unless the submittal packages are complete. To assist you in determining that all necessary
materials are included in rules packages sent to the ARB for submittal to the EPA, please fill out the following form and
include it with the rule package you send ARB. See the ARB's Guidelines on the Implementation of the 40 CFR 51,
Appendix V, for a more detailed explanation than is provided here. Adopted rules and rule amendments should be checked
against U.S. EPA's Guidance Document for Correcting Common VOC & Other Rule Deficiencies (Little Blue Book, August
21, 2001) to ensure that they contain no elements which will result in disapproval by EPA.

District: South Coast Air Quality Management District

Rule No: 1121

Rule Title: Control of Nitrogen Oxides from Residential Type, Natural Gas-Fired Water Heaters

Date Adopted or Amended: September 3, 2004

ADMINISTRATIVE MATERIALS
Note: All documents should be in electronic format. Items that have signatures, initials, or stamps may be scanned.

Not
Attached Attached N

X 0

>

COMPLETE COPY OF THE RULE: Provide an unmarked copy of the entire rule
as adopted or amended by your District Board.

O O |

X O] UNDERLINE AND STRIKEOUT COPY OF THE RULE: If an amended rule,
provide a complete copy of the rule indicating in underline and strikeout format
all language which has been added, deleted, or changed since the rule was last

adopted or amended.

O O X COMPLETE COPY OF THE REFERENCED RULE(S): For any rule which
includes language specifically referencing another rule, a copy of that other rule
must also be submitted, unless it has already been submitted to EPA as part
of a previous SIP submittal.

X O] O] PUBLIC NOTICE EVIDENCE: Include a copy of the local newspaper clipping
certification(s), stating the date of publication, which must be at least 30 days
before the hearing. As an alternative, include a copy of the actual published
notice of the public hearing as it appeared in the local newspaper(s). In this
case, however, enough of the newspaper page must be included to show the
date of publication. The notice must specifically identify by title and number
each rule adopted or amended.

X ] ] RESOLUTION/MINUTE ORDER: Provide the Board Clerk certified resolution or
minute order. This document must include certification that the hearing was
held in accordance with the information in the public notice. It must also list
the rules that were adopted or amended, the date of the public hearing, and a
statement of compliance with California Health and Safety Code Sections
40725-40728 (Administrative Procedures Act).

X O] O] PUBLIC COMMENTS AND RESPONSES: Submit copies of written public
comments made during the notice period and at the public hearing. Also
submit any written responses prepared by the District staff or presented to the
District Board at the public hearing. A summary of the public comments and
responses is adequate. If there were no comments made during the notice
period or at the hearing, please indicate N/A to the left.
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TECHNICAL MATERIALS
Note: All documents and forms should be in electronic format.

Not
Attached Attached N

X 0

>

RULE EVALUATION FORM: See instructions for completing the Rule Evaluation
Form and the accompanying sample form.

®D|

O O] NON-EPA TEST METHODS: Attach all test methods that are referenced in your
rule that do not appear in 40 CFR 51, 60, 61, 63, or have not been previously
submitted to EPA. EPA methods used in other media such as SW846 for solid
waste are not automatically approved for air pollution applications. Submittal of
test methods that are not EPA-approved should include the information and
follow the procedure described in Region 9's “Test Method Review & Evaluation

Process.”

O] O] X MODELING SUPPORT: Provide if appropriate. In general, modeling support is
not required for VOC and NOXx rules to determine their impacts on ozone levels.
Modeling is required where a rule is a relaxation that affects large sources ¢
100 TPY) in an attainment area for SO2, directly emitted PM10, CO, or NOx
(for NO2 purposes). In cases where EPA is concerned with the impact on air
quality of rule revisions which relax limits or cause a shift in emission patterns
in a nonattainment area, a reference back to the approved SIP will be sufficient
provided the approved SIP accounts for the relaxation and provided the approved
SIP used the current EPA modeling guidelines. If current EPA modeling
guidelines were not used, then new modeling may be required.

O O] X ECONOMIC AND TECHNICAL JUSTIFICATION FOR DEVIATIONS FROM EPA
POLICIES: The District staff report or other information included with the
submittal should discuss all potential relaxations or deviations from RACT,
RACM, BACT, BACM, enforceability, attainment, RFP, or other relevant EPA
requirements. This includes, for example, demonstrating that exemptions or
emission limits less stringent than the presumptive RACT (e.g., a CTG) meet
EPA’s 5 percent policy, and demonstrating that all source categories exempted
from a RACM/BACM rule are de minimus according to EPA’'s RACM/BACM

policy.

X O] O] ADDITIONAL MATERIALS: Provide District staff reports and any other
supporting information concerning development of the rule or rule changes. This
information should explain the basis for all limits and thresholds contained in
the rule.
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CALIFORNIA AIR RESOURCES BOARD

APCD/AQMD RULE EVALUATION FORM — Page 1
(Electronic Format)

. GENERAL INFORMATION

District: South Coast Air Quality Management District
Rule No(s): 1121 Date Amended: September 3, 2004

Rule Title(s): Control of Nitrogen Oxides from Residential Type, Natural Gas-Fired Water Heaters

Date Submitted to ARB: December XX, 2006

If an Amended Rule, Date Last Amended (or Adopted): December 10, 1999

Is the Rule Intended to be Sent to the U.S. EPA as a SIP Revision? X] Yes [] No (if No, do not complete remainder of form)

District Contact: Joe Cassmassi Phone Number: 909-396-3155 E-mail Address: jcassmassi@agmd.gov

Narrative Summary of New Rule or Rule Changes: [] New Rule  [X] Amended Rule

Rule 1121 - Control of Nitrogen Oxides from Residential Type, Natural Gas-Fired Water Heaters was amended to
address the technical infeasibility of meeting the rule final emission limit for NOx (10ng/J) by the compliance date of
January 1, 2005. The rule amendment extends the compliance date for the final NOx limit from one to three years
based on the size and type of water heater. The rule also extends the mitigation fee program for sale of units not
meeting the interim NOx limit of 20 ng/J.

Pollutant(s) Regulated by the Rule (Check): [ ROG X (Nox) [ so2
X o 0Opm O TAC (name):

. EFFECT ON EMISSIONS

Complete this section ONLY for rules that, when implemented, will result in quantifiable changes in emissions. Attach reference(s) for emission
factor(s) and other information. Attach calculation sheet showing how the emission information provided below was determined.

Net Effect on Emissions: X Increase*  [] Decrease** L1 N/A

Emission Reduction Commitment in SIP for this Source Category: The December 1999 amendment of Rule 1121 took credit
for NOx reductions of 1.4 tons/day in 2006, 4.5 tons/day in 2010 and 8.3 tons/day in 2015. Baseline emissions for the
submittal were 9.2 tons/day in 2006, 10.0 tons/day in 2010 and 11.0 tons/day in 2015. Emission reductions were
based solely on the final limit of 10 ng/J and did not take credit for reductions due to the interim standard of 20 ng/J or
mitigation fee projects. In addition, the amendment took credit for additional reductions due to a California Energy
Commission (CEC) energy recovery efficiency requirement of 76% (in the baseline). Relative to the 1997 AQMP
inventory of 14 tons/day in 2010, reductions would be 14 t/d - [1 - 0.76] = 3.4 t/d.

Inventory Year Used to Calculate Changes in Emissions: 2010 (10 tons/day) Area Affected: SCAQMD

Future Year Control Profile Estimate (Provide information on as many years as possible): See attached Table 1 and Table 2

CALIFORNIA AIR RESOURCES BOARD
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APCD/AQMD RULE EVALUATION FORM - Page 2
(Electronic Format)

Baseline Inventory in the SIP for the Control Measure: See attached Table 3 (11.4 tons/day in 1993, 13.1 tons/day in 2006
and 14 tons/day in 2010 for the 1997/1999 AQMP)

Emissions Reduction Commitment in the SIP for the Control Measure: 7.6 tons/day reduction in 2010 from the 14 tons/day
2010 baseline (see discussion under Emission Reduction Commitment in SIP for this Source Category).

Revised Baseline Inventory (if any): With adjustment for a new DOE efficiency standard, an updated 2010 baseline is 10.0
tons/day X (1 - 0.08) or 9.2 tons/day. A revised baseline for 2004 would be 9.0 t/d X (1-0.08) or 8.3 t/d.

Revised Emission Reduction Estimate (if developed):

With the January 1, 2005 compliance date delayed, this amendment results in a delay in emission reductions compared with
the1999 rule amendment. NOx emission reductions foregone are 0.4 tons/day in 2006 and 0.1 tons/day in 2010. However,
compared with the previous revision, NOx emission reductions from this source category are greater in 2015 by 0.6 tons/day.
The emission reductions submitted for this amendment include a reduction of 0.14 tons/day from projects funded by the
rule's mitigation fee and an 8% reduction off of baseline emissions due to a new Department of Energy efficiency standard
starting in 2004. Including these credits, the amended rule will result in NOx reductions of 1.0 tons/day in 2006, 4.4
tons/day in 2010 and 8.9 tons/day in 2015 from the baseline emissions used for the February 2000 revision. Additionally,
further reductions will be achieved through the mitigation fee for the interim emission limit in the rule.

The ending control factor for the rule is the same as for the 1999 amendment, but the baseline is revised due to new DOE
efficiency requirement. In 2015, the rule results in a 75% reduction in NOx for the 10 ng/J final emission limit compared to
40 ng/J. This 75% reduction in NOXx is applied to a revised 2015 baseline of 11.0 tons/day X (1 - 0.08) or 10.12 tons/day.
Additional reductions are achieved through projects funded by the mitigation fees for the interim emission limit.

Note that the district’s input to the Rule Evaluation Form will not be used as input to the ARB’s emission forecasting and
planning.

. SOURCES/ATTAINMENT STATUS

Districtis: [ Attainment X Nonattainment L] split

Approximate Total Number of Small (<100 TPY) Sources Affected by this Amendment: N/A
Percent in Nonattainment Area: N/A

Number of Large (> 100 TPY) Sources Controlled: N/A  Percent in Nonattainment Area: N/A

Name(s) and Location(s) (city and county) of Large (> 100 TPY) Sources Controlled by Rule (Attach additional sheets as
necessary): N/A

V. EMISSION REDUCTION TECHNOLOGY

Does the Rule Include Emission Limits that are Continuous? X Yes L1 No

If Yes, Those Limits are in Section(s) _ (c) of the Rule.

Other Methods in the Rule for Achieving Emission Reductions are: Mitigation fee program for interim emission limit

V. OTHER REQUIREMENTS

The Rule Contains:

Emission Limits in Section(s): _(c) ~ Work Practice Standards in Section(s): None Specified
Recordkeeping Requirements in Section(s): (d), (e), () Reporting Requirements in Section(s): (d), (e). (f)

CALIFORNIA AIR RESOURCES BOARD
R/1/2002
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APCD/AQMD RULE EVALUATION FORM - Page 3
(Electronic Format)

VI. IMPACT ON AIR QUALITY PLAN

X No Impact ] Impacts RFP (] Impacts attainment

Discussion: The 2003 AQMP attainment demonstration and State Implementation Plan (SIP) commitment will not be
compromised because the 2003 AQMP included a three ton set aside to account for delays in implementation when
technical assessments for rules indicate that technology did not develop as anticipated. A portion of those emissions will be
used to offset reductions that would have occurred if the technology was available and the January 1, 2005 compliance date
could be met.

R/1/2002



Table 1 - Future Year Control Profile for 2004 Amendment of Rule 1121 (tons/day)

2004 2005 2006 2007 2008 2009 2010+ 2011 2012 | 2013 | 2014 | 2015
Baseline Inventory (tons/day) 9.0 9.1 9.2 9.4 9.6 9.8 10.0 10.2 10.4| 10.6| 10.8| 11.0

Reduction - Mitigation Fee ** 0.03 0.15 0.19 0.19 0.19 0.19 019 0.16| 0.11

Reduction 10 ng/J & DOE * <0.1 0.1 0.9 1.6 2.5 3.3 4.2 5.1 6.1 7.1 8.0 8.9
Total Reductions <0.1 0.1 0.9 1.8 2.7 3.5 4.4 5.3 6.3 7.3 8.1 8.9
Remaining 8.9 9.0 8.3 7.6 6.9 6.3 5.6 4.9 4.1 3.3 2.7 2.1
Overall Control Efficiency 1% 1% 10% 19% 28% 36% 44% 52% 61% 69% 75% 81%
* The 1997/1999 SIP Equivalent Emission Reductions in 2010 for the 1999 and 2004 rule amendments are as follows:

1999 Rule and CM#99 CMB-06 Emissions 2004 amendment remaining emissions = 5.6 TPD
2010 Baseline for Control Measure = 14 TPD Therefore the 1997/1999 SIP equivalent reduction is:
Rule Reduction (2/2000 submittal) = 8.2 TPD =14.0-5.6 TPD
Remaining = 5.8 TPD = 8.4 TPD equivalent reduction
**  Mitigation fee projects have a typical lifetime of seven to ten years.
** The baseline emissions inventory and growth assumptions are from the 1999 rule amendment. The rule reductions are based on the NOx emissions
standard for each year and a 10 year operating life (10% of the water heaters are replaced each year - when they are 10 years old). The new DOE efficiency
standard results in about 8% less fuel used and 8% less NOx emissions per water heater.
Table 2 - Future Year Control Profile for 1999 Amendment of Rule 1121 (tons/day)
2004 2005 2006 [ 2007 2008 2009 2010 2011 2012 | 2013 | 2014 | 2015

Baseline Inventory (tons/day) 9.0 9.1 9.2 9.4 9.6 9.8 10.0 10.2 10.4| 10.6| 10.8| 11.0

Reduction - Interim Limit *

Reduction (10 ng/J) 0.8 1.4 2.2 2.9 3.7 4.5 5.4 6.3 7.2 8.1 8.3
Total Reductions 0.0 0.8 1.4 2.2 2.9 3.7 4.5 5.4 6.3 7.2 8.1 8.3
Remaining 9.0 8.3 7.7 7.2 6.7 6.1 5.5 4.8 4.1 3.4 2.7 2.8
Overall Control Efficiency 0% 8% 16% | 23% 31% 38% 45% 53% 60% | 68% | 75% | 75%
* No credit was taken for emission reductions due to interim limit in February 2000 SIP amendment.

Table 3-1997 AQMP CMB-06

1993 1998 2003 2004 2006 2010 2013 2014 2015
Inventory (ton/day) 11.4 12.1 12.7 12.8 13.1 14.0 14.7 14.9 15.1
Reduction (ton/day) 3.6 7.6
Remaining 9.5 6.4
Growth and CEC Factor (1998 Based) 1.05 1.06 1.09 1.16 1.22 1.24 1.25

Note: Linear Equation - ton/day = (0.1304 * year) - 248.4769 using 1993 and 2006 data points
and Linear Equation - ton/day = (0.2250 * year) - 438.25 using 2006 and 2010 data points




SUMMARY
MINUTES OF THE BOARD OF THE
SOUTH COAST AIR QUALITY MANAGEMENT DISTRICT

SAUNDRA McDANIEL, CLERK OF THE BOARD

FRIDAY, SEPTEMBER 3, 2004

Notice having been duly given, the regular meeting of the South Coast Air Quality
Management District Board was held at District Headquarters, 21865 Copley Drive,
Diamond Bar, California. Members present:

William A. Burke, Ed.D., Chairman
Speaker of the Assembly Appointee

Supervisor S. Roy Wilson, Ed.D. Vice Chairman
County of Riverside

Supervisor Michael D. Antonovich (arrived at 10:15 a.m
County of Los Angeles

Councilmember William S. Craycraft (arrived at 9:20 a.m )
Cities of Orange County

Mayor Beatrice J. S. LaPisto-Kirtley
Cities of Los Angeles County - Eastern Region

Mayor Ronald O. Loveridge
Cities of Riverside County -

Councilmember Jan Perry (left at 11:05 a.m.)
Cities of Los Angeles County — Western Region

Ms. Cynthia Verdugo-Peralta
Governor's Appointee

Supervisor James W. Silva (arrived at 9:20 a.m.
County of Orange

Councilmember Dennis R. Yates
Cities of San Bernardino County

Members Absent:

Ms. Jane W. Camey
Senate Rules Committee Appointee

Supervisor Bill Postmus
County of San Bernardino
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CALL _ _ ___ .

Pledge of Allegiance. Led by Mr. Loveridge
Opening Comments

Dr. Barry R. Wallerstein, Executive Officer. Announced that: 1) an article
on potential County cancer pockets appeared in the Los Angeles Times and that
the Health Effects Officer would be providing the Board with a summary memo
based on a new book by Dr. Mack of USC on the implications related to air
pollution;  2) staff recommended Agenda ltem No. 6 be pulled from the Consent
Calendar and considered by the Board along with Agenda ltem 29 under the
Board Calendar; and 3) staff provided an .addendum to Agenda item 18 (Annual
Report on AB 2766 Funds from Motor Vehicle Registration Fees for FY 2002-03)
based on a request at the Mobile Sources Committee meeting that CARB amend
its guidelines for local government expenditures.

(Mr. Craycraft and Mr. Silva arrived at 9:20 a.m.

CLOSED SESSION

The Board recessed to closed session at 9:15 a.m., pursuant to
Government Code section 54956.9(a) to confer with its counsel regarding
pending litigation which has been initiated formally and to which the District is a
party. The actions are: Engine Manufacturers Association, et al. v. SCAQMD,
et al, U.S. Supreme Court Case No. 02-1343; and People of the State of
California ex rel SCAQMD v. BP West Coast Products, LLC, et al., Los Angeles
Superior Court Case No. BC291876.

The Board reconvened at 10:15 a.m. District Counsel Barbara Baird
announced that the Board took no reportable action in closed session.

(Mr. Antonovich arrived at 10:15 a.m.

CONSENT CALENDAR

1 Minutes of August 6, 2004 Board Meeting

2. Set Public Hearing October 1, 2004 to Amend Rule 1122 — Solvent Degreasers

3 Execute Sole-Source Contract for Three-Year Maintenance and Service
Agreement for AQMD Headquarters’ Energy Management System

4, Authorize Final Payments on Completed Contracts with Closed Accounts



10.

11

12
13
14,
15,
16,
17.

18.

18

20.

Issue RFP for Technical Assistance for Advanced, Low- and Zero-Emission
Mobile and Stationary Source Pollution Control Technologies

Issue Program Announcement & Application for New CNG School Buses with
Funding from State’s Proposition 40, EPA and Chairman’s Modified School Bus
Initiative and Installation of Oxidation Catalysts with Funding from U.S. EPA

Approve Expenditures for Activities and Projects Selected by California

Natural Gas Vehicle Partnership During FY 2004-05 and Reallocate Budget
for FY 2003-04

Recognize Funds from Other California Air Poliution Control Districts and Air
Quality Management Districts for Current Upgrade to URBEMIS2002 Model
and Appropriate Funds to FY 2004-05 Budget

Recognize and Appropriate U.S. EPA Pollution Prevention Grant Funds for
Lubricant and Rust Inhibitor Study

Appropriate Funds from Designation for Litigation & Enforcement to District
Counsel’s FY 2004-05 Budget and Amend Contracts to Expend These Funds

Extend Contracts and issue RFP for Legislative Representation in Sacramento.
California

Issue RFP for Legislative Representation in Washington, D.C.

Public Affairs Report

Hearing Board Report

Civil Filing and Civil Penalties Report

Lead Agency Projects and Environmental Documents Received by AQMD
Rule and Control Measure Forecast

Annual Report on AB 2766 Funds from Motor Vehicle Registration Fees for
FY 2002-03

Summary of Changes to FY 2003-04 Approved Budget

Status Report on Major Projects for Information Management Scheduled to Start
During First Six Months of FY 2004-05



4.

Agenda ltem 11 was withheld for discussion. Mr. Yates indicated he
would ‘abstain on ltem #7 because he received a campaign contribution.
Mr. Antonovich indicated he would abstain on ltem No. 7 due to a conflict of
interest. Chairman Burke indicated he would abstain on ltem #4 because
Southern California Gas is a source of income and on Item #7 because American
Honda is a source of income. Ms. LaPisto-Kirtley disclosed that one of the grant
recipients under ltem 29 is her employer, the Los Angeles Unified School District,
but she had been advised by District Counsel that she could participate because
a government exception to the conflict of interest rule applies.

DR. WILSON MOVED APPROVAL OF AGENDA ITEMS
1 THROUGH 5, 7 THROUGH 10, AND 12 THROUGH 20,
AS RECOMMENDED BY STAFF, WITH THE FOLLOWING
MODIFICATION TO THE RECOMMENDED ACTION ON
ITEM 18:

‘2. Direct staff to request that CARB establish a guideline
requiring local government staff to highlight proposed
AB 2766 expenditures to the City Council/Board of
Supervisor level during their annual budget approval
process.” :

THE MOTION WAS SECONDED BY MS. LaPISTO-KIRTLEY,
AND CARRIED BY THE FOLLOWING VOTE:

AYES: Antonovich [except Item 7], Burke: [except Items
4 & 7], Craycraft, LaPisto-Kirtley, Loveridge,
Perry, Silva, Verdugo-Peralta, Wilson, and Yates
[except Item 7].

NOES: None.

ABSTAIN Antonovich and Yates [on Item 7 only], Burke
[on ltems 4 & 7 only]. . _ T

ABSENT: Carney and Postmus.

21 items Deferred from Consent Calendar

11 Extend Contracts and Issue RFP for Legislative Representation in
Sacramento, California

Noting the deficit to the AQMD’s General Fund, Mr. Yates
recommended that the Board release the RFP and choose one advocate
to represent the District.
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Dr. Wallerstein noted the success that the District achieved since
Senator Polanco and Mr. Lind were brought aboard to provide strategic
advice and lobbying. The proposal is to approve a one year extension
with Richard Polanco and Allan Lind in their current contracts and to
release RFP to solicit proposals for additional Ieglslatnve representation in
Sacramento.

Ms. Verdugo-Peralta and Ms. La Pisto-Kirtley noted the valuable
services that Senator Polanco and Mr. Lind provide to the AQMD.

ON MOTION OF MS. LaPISTO-KIRTLEY, SECONDED
BY DR. WILSON, THE BOARD APPROVED AGENDA
ITEM NO. 11, AS RECOMMENDED BY STAFF, BY THE
FOLLOWING VOTE:

AYES Antonovich, Burke, Craycraft, LaPisto-Kirtley,
Loveridge, Perry, Silva, Verdugo-Peralta, and
Wilson.

NOES: Yates.

ABSENT: Carney and Postmus.

BOARD CALENDAR

22,  Administrative Committee
23,  Legislative Committee
Mobile Source Committee
25,  Stationary Source Committee
26. Technology Committee
Mobile Source Air Pollution Reduction Review Committee
California Air Resources Board Monthly
ON MOTION OF MS. LaPISTO-KIRTLEY, SECONDED
BY MS. VERDUGO-PERALTA, AND UNANIMOUSLY
CARRIED (Absent: Carney and Postmus), THE BOARD

RECEIVED AND FILED AGENDA ITEMS 22 THROUGH 28,
AS RECOMMENDED BY STAFF.



29,
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Issue Program Announcement & Application for New CNG School Buses with
Funding from State’s Proposition 40, EPA and Chairman’s Modified School Bus
Initiative and Installation of Oxidation Catalysts with Funding from U.S. EPA

Approve Grants to Retrofit Diesel School Buses with Particulate Traps, Purchase
Cleaning Equipment Systems and Install Insulation Blankets: Issue New Program
Announcement and Application for Retrofit of School Buses with Particulate
Traps and Insulation Blankets; and Consider Changes to Implementation
Procedures of Chairman's Initiative on Lower-Emission School Bus Program

to Allow Transfer of Funds from School Bus Replacement Component to School
Bus Retrofit Component

Fred Minassian, Planning & Rules Manager/Science & Technology
Advancement, gave the staff report for Agenda ltems 6 and 29. The fourth item
under staff's recommended actions for Agenda Item 29 initially presented two
options for the Board’s consideration:

Option 1, Allocation within Initial Funding

or

Option 2, Reissue Program Announcement with Cost Share

In response to public comments presented at the August 27, 2004
Technology Committee meeting, the item was revised to include a third option for
the Board's consideration:

Option 3, Fund Transfer from School Bus Replacement in _School
Bus Retrofit.

Staff recommended that the Board elect Option 2.

An addendum sheet to Agenda ltem No. 29 was distributed by staff
to Board members and copies were made available to the public. The
addendum, Private School Bus Operator's Cost-Share Information, was
inserted as the last page of Attachment 1 to Program Announcement &
Application #PA 2005-04.

The following individuals addressed the Board to comment on ltems 6 and
29.

RICK BENFIELD, Tumbleweed Transportation

Expressed support for Option No. 3; and noted that everyone wants
cleaner air by reducing exhaust emissions, and to reduce children’s exposure to
harmful emissions from school buses. (Submitted written comments)




RICK FEINSTEIN, Colton Joint Unified School District
JULIE MASTERS, National Resources Defense Council
TODD CAMPBELL, Coalition for Clean Air

ROBERT VAN DRIEL, First Student Inc. ,

Expressed support for Option No. 2; noting that it would result in the
greatest number of clean school buses; and commented that public school bus
fleets should have priority for public funding over private fleets which operate on
profit.

DAN CHADD, A-Z Bus Sales
Noted that in an effort to assist the AQMD in meeting its goals, A-Z Bus
Sales forwarded to staff its pricing structures for PM traps.

RON SMITH, Lake Elsinore Unified School District

Expressed support for Agenda ltem No. 6; opposed Option No. 3 for
Agenda Item No. 29, expressing a preference that all the money go to school
buses and infrastructure; and read a statement from Darren Water, Assistant
Superintendent for Business Services for Lake Elsinore, urging the Board not to
take away funds to replace school buses, and to further review offset
infrastructure costs for public schools.

ON MOTION OF DR. WILSON, SECONDED BY
MS. LaPISTO-KIRTLEY, AND UNANIMOUSLY CARRIED
(Absent: Carney and Postmus), THE BOARD APPROVED
AGENDA ITEMS 6 AND 29, ELECTING OPTION NO. 2,
REISSUE PROGRAM ANNOUNCEMENT WITH -COST
SHARE, AS RECOMMENDED BY STAFF, WITH THE
MODIFICATION TO ITEM 29 TO INCLUDE THE ADDENDUM
TO PA #2005-04, PRIVATE SCHOOL BUS OPERATOR'S
COST-SHARE INFORMATION.

Ms. LaPisto-Kirtiey requested that staff seek additional funding for
infrastructure; and to continue to provide the cost differential and assistance to
school districts for CNG buses.

PUBLIC HEARINGS

30.

Amend Rule 1121 - Control of Nitrogen Oxides from Residential Type, Natural
Gas-Fired Water Heaters

Staff waived the oral report on Agenda Item No. 30. The public hearing
was opened, and the Board heard testimony from the following individual.



31

DAVID SUTULA, Gas Appliance Manufacturers Association (GAMA)

Expressed support for a delay, noting that the water heater manufacturers
did not have sufficient opportunity to research and develop the technologies
needed to meet the 10 nanograms-per-joule limit; and requested that the Board
consider an exemption for power- and direct-vent units.

Jill Whynot, Planning & Rules Manager/Planning, Rule Development, and
Area Sources, noted that staff proposed a three-year delay of the rule’s limits.
Staff will continue to work with industry, and will provide a progress report to the
Board nine months before the compliance date.

There being no further public testimony, the public hearing was closed

ON MOTION OF MS. LaPISTO-KIRTLEY, DULY SECONDED,
AND UNANIMOUSLY CARRIED (Absent: Carney and
Postmus), THE BOARD ADOPTED RESOLUTION NO. 04-25,
AMENDING RULE 1121 AND CERTIFYING THE FINAL
SUBSEQUENT ENVIRONMENTAL ASSESSMENT, AS
RECOMMENDED BY STAFF.

Amend Rule 2007 - Trading Requirements

Ms. Verdugo-Peralta announced that she was advised by District Counsel
to recuse herself and leave the dais during testimony on Agenda Item No. 31 due
to her husband’s employment with Southern California Edison.

Elaine Chang, DEO of Planning, Rule Development, and Area Sources,
gave the staff report. The public hearing was opened, and the Board heard
testimony from the following individual.

BILL QUINN, California Council for Environmental & Economic Balance (CCEEB

Expressed support for the staff proposal to limit power generators from
trading privileges until the Board votes on the other RECLAIM rule amendments,
currently scheduled for November 2004; and opposed any further delay beyond
that in allowing power generators full trading privileges. '

Written Comments Submitted by:

Califarnia Air Resources Board

There being no further public testimony, the public hearing was closed.
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ON MOTION OF MS. LaPISTO-KIRTLEY, SECONDED BY
MR. YATES, AND UNANIMOUSLY CARRIED (Absent: Carney,
Postmus, and Verdugo-Peralta), THE BOARD ADOPTED
RESOLUTION NO. 04-26, AMENDING RULE 2007 AND
CERTIFYING THE NOTICE OF EXEMPTION, AS
RECOMMENDED BY STAFF.

Informational Hearing and White Paper for Proposed Amendments to RECLAIM

AGENDA ITEM NO. 32 WAS CONTINUED TO THE
OCTOBER 1, 2004 BOARD MEETING, AS RECOMMENDED
BY STAFF.

(Ms. Perry left at 11:05 a.m.)

33.

Receive Evaluation Report on Emissions from Flaring Operations at Refineries
and Direct Staff to Initiate Amendment to Rule 1118

Carol Coy, DEO of Engineering & Compliance, gave the staff report. The
public hearing was opened, and the Board heard testimony from the following
individuals.

TODD CAMPBELL, Coalition for Clean Air

Noted that it is prudent to move forward with a fair approach through the
working group to address the situation; and requested that the Board support
staft's recommendation.

JUAN CARLOS PICENO

AGUSTIN EICHWALD

CAROL PICENO

MARIA QUINTERO, Communmes for a Better Envnronment (CBE)

1) Urged the Board to strengthen the rules for refinery flaring operations
and eliminate non-emergency flares. 2) Noted that self-monitoring results in
underestimated numbers; and that the air in the Wllmlngton community is being
contaminated by the flares.

CAROLIN A. KEITH, ExxonMobil and Western States Petroleum Association
JOE SPARANQ, Western States Petroleum Association (WSPA)

Noted that flares ensure safe operations at the facilities; the refineries
have reported significant reductions in emissions from flares during the past two
years, and that methods for potential emission reductions are not universally
applicable. Requested that rather than approving the commencement of
rulemaking, the Board direct staff to work with industry under the auspices of the
District's Refinery Committee.




10-

Mr. Craycraft noted that all parties are willing to continue working on
improving the emissions from flare systems; that progress has been made at the
refineries; concern has been shown to the communities affected by flares; and
that cooperative  monitoring between industry and the District is a positive
process during the rule development period. '

Ms. Verdugo-Peralta expressed her appreciation to the refineries that
have reduced the amount of flares that have occurred; and noted that the
concerns of the affected communities must be recognized, and that the District
has the responsibility to make sure the health of the community members are not
adversely affected.

JULIE MASTERS, National Resources Defense Council (NRDC)

Expressed full support of staff's study and recommendations, and the
comments made by the Coalition for Clean Air and the affected members of the
public.

There being no further public testimony, the public hearing was closed

Dr. Wallerstein confirmed that staff would work cooperatively with the
refiners through the Refinery Committee and the rulemaking process; and that
staff would closely watch and interact with the Bay Area AQMD, which is
currently in the rule making process on this subject.

ON MOTION OF MS. VERDUGO-PERALTA, SECONDED BY
DR. WILSON, AND UNANIMOUSLY CARRIED (Absent:
Carney, Perry, and Postmus), THE BOARD RECEIVED THE
REPORT AND DIRECTED STAFF TO INITIATE AMENDMENT
OF RULE 1118 BASED ON THE EVALUATION REPORT
OF EMISSIONS FROM FLARING OPERATIONS AT
REFINERIES, AS RECOMMENDED BY STAFF.

OTHER BUSINESS - NONE

PUBLIC COMMENT PERIOD - (Public Comment on Non-Agenda Items, Pursuant to
Government Code Section 54954.3)

DUNCAN McKEE

Noted that the agencies in the Los Angeles County do not communicate amongst
each other; that there is a lack of cooperation; and his concern is allowing a facility to
burn plastic and rubber.

Chairman Burke directed District Prosecutor Peter Mieras to address Mr. McKee's
concerns.
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ADJOURNMENT

There being no further business, the meeting was adjourned by Chairman Burke
at11:55 a.m.

The foregoing is a true statement of the proceedings held by the South Coast Air
Quality Management District Board on September 3, 2004.

Respectfully Submitted,

e

ROSE JUAREZ
Senuor Deputy Clerk

Date Minutes Approved:

(_,/ MJ\W

“Dr. William A. Burke, Chairman™—

ACRONYMS

CARB = California Air Resources Board
CNG = Compressed Natural Gas

FY = Fiscal Year

RFP = Request for Proposals



ATTACHMENT E
RESOLUTION NO. 04-

A Resolution of the Governing Board of the South Coast Air
Quality Management District (AQMD) certifying the Final Subsequent
Environmental Assessment for Proposed Amended Rule 1121 — Control of
Nitrogen Oxides from Residential -Type, Natural -Gas Fired Water Heaters.

A Resolution of the AQMD Governing Board amending Rule
1121 — Control of Nitrogen Oxides from Residential -Type, Natural Gas-Fired
Water Heaters.

WHEREAS, the AQMD Governing Board has determined with
certainty that the Proposed Amended Rule 1121 — Control of Nitrogen Oxides
from Residential- Type, Natural-Gas Fired Water Heaters, is a “project” pursuant
to the terms of the California Environmental Quality Act (CEQA); and

WHEREAS, the AQMD has had its regulatory pogram certified
pursuant to Public Resources Code §21080.5 and has conducted CEQA review
pursuant to such program (AQMD Rule 110); and

WHEREAS, AQMD staff prepared a Draft Subsequent
Environmental Assessment (SEA) pursuant to its certified regulatory program and
state CEQA Guidelines 815252 setting forth the potential environmental
consequences of Proposed Amended Rule 1121 — Control of Nitrogen Oxides
from Residential - Type, Natural -Gas Fired Water Heaters; and

WHEREAS, the Draft SEA was circulated for a 45-day public
review and comment period from June 5, 2004 to July 20, 2004, no comments
were received, and a Final SEA has been prepared; and

WHEREAS, it is necessary that the adequacy of the Final SEA be
determined by the AQMD Governing Board prior to its certification; and

WHEREAS, Cadlifornia Health and Safety Code 840727 requires
that prior to adopting, amending or repealing a rule or regulation, the AQMD
Governing Board shall make findings of necessity, authority, clarity, consistency,
non-duplication, and reference based on relevant information presented at the
public hearing and in the staff report; and

WHEREAS, the AQMD Governing Board has determined that a
need exists to adopt the Proposed Amended Rule 1121 — Control of Nitrogen
Oxides from Residentid-Type, Natural Gas-Fired Water Heaters to allow more
time to develop water heaters that can meet the rule limits; and
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WHEREAS, the AQMD Governing Board obtai ns its authority to
adopt, amend, or repeal rules and regulations from 88 39002, 40000, 40001,
40440, 40441, 40702, 40725 through 40728, 41508, and 41700 of the California
Health and Safety Code; and

WHEREAS, the AQMD Governing Board has determined that
Proposed Amended Rule 1121 — Control of Nitrogen Oxides from Residential -
Type, Natural Gas-Fired Water Heaters, as proposed to be amended is written or
displayed so that its meaning can be easily understood by the persons directly
affected by it; and

WHEREAS, the AQMD Governing Board has determined that
Proposed Amended Rule 1121 — Control of Nitrogen Oxides from Residential -
Type, Natural Gas-Fired Water Heaters, as proposed to be amended is in harmony
with, and not in conflict with or contradictory to, existing federal or state statutes,
court decisions, or regulations; and

WHEREAS, the AQMD Governing Board has determined that
Proposed Amended Rule 1121 — Control of Nitrogen Oxides from Residential -
Type, Natural Gas-Fired Water Heaters, as proposed to be amended does not
Impose the same requirements as any existing state or federal regulation and the
proposed rule is necessary and proper to execute the powers and duties granted to,
and imposed upon, the District; and

WHEREAS, the AQMD Governing Board has determined that
Proposed Amended Rule 1121 — Control of Nitrogen Oxides from Residential -
Type, Natural Gas-Fired Water Heaters, as proposed to be amended, references the
following statutes which the AQMD hereby implements, interprets or makes
specific: Health and Safety Code 40001(a) (rules to meet air quality standards);
40440(a) (rules to carry out the gan); 40702 (adoption of rules and regulations);
and

WHEREAS, Health and Safety Code 840727.2 requires the AQMD
to prepare a written analysis of existing federal air pollution control requirements
applicable to the same source type being regulated whenever it adopts, or amends
arule, such that the AQMD’s analysis of Proposed Amended Rule 1121 is
included in the staff report; and

WHEREAS, the AQMD Governing Board has determined that the
socioeconomic impact assessment of the Proposed Amended Rule 1121 — Control
of Nitrogen Oxides from Residential-Type, Natura Gas-Fired Water Heaters is
consistent with the Governing Board March 17, 1989 and October 14, 1994 Board
Socioeconomic Resolutions for rule adoption; and



WHEREAS, the AQMD Governing Board has determined that the
socioeconomic impact assessment of the Proposed Amended Rule 1121 — Control
of Nitrogen Oxides from Residential-Type, Natura Gas-Fired Water Heaters is
consistent with the provisions of Health and Safety Code 8§ 40440.5, 40440.8 and
40728.5; and

WHEREAS, staff has determined that Proposed Amended Rule
1121 will not have a negative cost impact because the proposed rule allows for
compliance with the current interim limit by January 1, 2005 or an extension of
the deadline provided that a mitigation fee is paid in lieu of compliance with the
interim limit; and

WHEREAS, the AQMD Governing Board has reviewed and
considered the staff's findings related to cost impacts of Proposed Amended Rule
1121 — Control of Nitrogen Oxides from Residential-Type, Natural Gas-Fired
Water Heaters set forth in the socioeconomic impact assessment made public with
the agenda package for this meeting, and hereby finds and determines that cost
impacts are as set forth in that assessment; and

WHEREAS, the AQMD Governing Board has actively considered
the Socioeconomic Impact Assessment and has made a good faith effort to
minimize such impacts; and

WHEREAS, a public hearing has been properly noticed in
accordance with the provisions of Health and Safety Code § 40725; and

WHEREAS, the AQMD Governing Board has held a public hearing
in accordance with al provisions of law;

WHEREAS, the AQMD Governing Board specifies the Manager of
Proposed Amended Rule 1121 - Control of Nitrogen Oxides from Residential -
Type, Natural Gas-Fired Water Heaters as the custodian of the documents or other
materials which constitute the record of proceedings upon which the adoption of
this proposed project is based, which are located at the South Coast Air Quality
Management District, 21865 Copley Drive, Di amond Bar, California; and

NOW, THEREFORE, BE IT RESOLVED, that the AQMD
Governing Board hereby certifies, pursuant to the authority granted by law, the
Final SEA for Proposed Amended Rule 1121 — Control of Nitrogen Oxides from
Residential - Type, Natural Gas-Fired Water Heaters; and

BE IT FURTHER RESOLVED, that the AQMD Governing Board
does hereby adopt a Statement of Findings and Statement of Overriding
Considerations pursuant to state CEQA Guidelines 8815091 and 15093,
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respectively, which are included in Attachment 1, attached and incorporated herein
by reference; and

BE IT FURTHER RESOLVED, that the AQMD Governing Board
does hereby make a finding of infeasibility with regard to the January 1, 2005
compliance date for the final emission limit for Rule 1121 — Control of Nitrogen
Oxides from Residential - Type, Natural Gas-Fired Water Heaters; and

BE IT FURTHER RESOLVED, that the AQMD Governing Board
does hereby amend, pursuant to the authority granted by law, Proposed Amended
Rule 1121 — Control of Nitrogen Oxides from Residential-Type, Natural Gas-
Fired Water Heaters, as set forth in the attached and incorporated herein by
reference.

Dated:

Clerk of the District Board
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Attachment 1 - Statement of Findings and Statement of Overriding Considerations

INTRODUCTION

Proposed amended Rule 1121 — Control of Nitrogen Oxides from Residential Type, Natura
Gas-Fired Water Heaters is a “project” as defined by the California Environmental Quality
Act (CEQA) (Cdlifornia Public Resources Code 8821000 et seq.). The South Coast Air
Quality Management District (SCAQMD) is the lead agency for the proposed project and,
therefore, has prepared a Subsequent Environmental Assessment (SEA) pursuant to CEQA
Guidelines 815162(a)(1) and SCAQMD Rule 110. The purpose of the SEA is to describe
the proposed project and to identify, analyze, and evaluate any potentially significant
adverse environmental impacts that may result from adopting and implementing the
proposed project.

The Draft SEA for the proposed amendments to Rule 1121 was prepared and circulated for a
45-day public review and comment period from June 4, 2004 to July 20, 2004. No
comments were received during the public review period.

SUMMARY OF THE PROPOSED PROJECT

Rule 1121 currently requires specific NOx emission limits for al new residential water
heaters with heat input less than 75,000 British thermal units (Btu) per hour. The NOx
compliance limits are:

An interim requirement of 20 ng/J; and
A final requirement of 10 ng/J.

Rule 1121 aso includes an aternative compliance option which allows manufacturers to pay
mitigation fees in lieu of meeting the interim rule requirement of 20 ng/J. The intent of the
mitigation fees is to fund air quality emission reduction projects to achieve NOx emission
reductions equivalent to what would have been achieved upon meeting the interim rule
requirements.

The proposed amendments to Rule 1121 primarily extend the final requirement compliance
dates based on water heater capacity. For example, for water heaters less than or equal to 50
galons, the compliance date is extended to January 1, 2006; for water heaters greater than
50 gallons, the compliance date is extended to January 1, 2007; and for direct- vent, power-
vent and power direct-vent water heaters, the compliance date is January 1, 2008.

The proposed amendments to Rule 1121 also include definitions of words and acronyms
intended to clarify the language in the rule; revisions to the mitigation fee program and
require a fina progress report for direct-vent, power-vent and power direct-vented water
hegters.

SIGNIFICANT ADVERSE IMPACTS THAT CANNOT BE REDUCED BELOW A
SIGNIFICANT LEVEL

The SEA identified “air quality” as the only area that may be significantly adversely
affected by the proposed project. The SEA identified delayed NOx emission reductions as a
result of extending the final NOx emission limit compliance date an operationa air quality

PAR 1121 Attachment 1-1 August 2004



Attachment 1 - Statement of Findings and Statement of Overriding Considerations

impact. The SEA also included information regarding the progress of the Mitigation Fee
Program in reducing NOx emissions.

EXTEND FINAL EMISSION LIMIT COMPLIANCE DATE - Extending the
final NOx emission limit compliance date to January 1, 2006 for water heaters less
than or equa to 50 gallons, to January 1, 2007 for water heaters greater than 50
galons is expected to result in a delay in anticipated NOx emission reductions, and to
January 1, 2008 for direct-vent, power-vent and power direct- vent water heaters.

DELAYED MITIGATION FEE PROGRAM REDUCTIONS - Existing Rule
1121 contains a mitigation fee program as an aternative option for complying with
the interim emission limits by July 1, 2002. The mitigation fee program alows a
manufacturer to pay mitigation feesin lieu of complying with the 20 ng/J NOx limit.
The mitigation fees collected by the SCAQMD from water heater manufacturers are
placed in a restricted account and used to fund air quality projects to achieve NOx
emission reductions equivalent to what would have been achieved upon meeting the
interim rule requirements. As a conservative “worst-case” analysis, the SEA
concluded that the mitigation fees collected did not provide sufficient funding to
obtain equivalent NOx emission reductions. This conclusion is considered a “worst-
case” analysis because existing Rule 1121 includes a mitigation fee option. Inherent
in this option is that al anticipated NOx emission reductions would be achieved by
complying with the interim compliance requirement. Further, the mitigation fee
program is not designed to achieve equivalent NOx emission reductions the year the
fees are collected. It is understood that there is an inherent delay between the
collection of mitigation fees and the emission reductions that occur from funded
projects. Over the life of the funded projects, more emission reductions will be
realized, or may be exceeded, although not necessarily during the same year as the
mitigation fee payment. Thisis allowed under the existing rule.

The air quality impacts from implementing the proposed project (e.g. delaying the fina
compliance dates), are shown in Table 1. The emissions inventory used to anayze the
project-specific impacts incorporate the new DOE energy efficiency requirements to
maintain consistency with the Staff Report for PAR 1121, and the assumption that 10
percent of the existing water heaters are replaced each year. Table 2 shows the “worst-case”
NOx emission reductions foregone as a result of the manufacturers choosing the mitigation
fee option rather than complying with the interim limit of 20 ng/J, which is allowed under
existing Rule 1121. Both individually and together, these two air quality effects exceed the
SCAQMD’s daily significance threshold for NOx each year beginning in 2005 through the
year 2014. Therefore, NOx emission reductions foregone are considered to be a significant
adverse operational air quality impact.

PAR 1121
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Attachment 1 - Statement of Findings and Statement of Overriding Considerations

TABLE 1
NOx EMISSION REDUCTIONS FOREGONE FROM DELAYING THE FINAL
COMPLIANCE DATE

(Ibs/day)
YEAR
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
-1,000 -800 -800 -600 -400 -200 -200 -200 (/] 10/] 10/]
*SCAQMD operational significance threshold for NOx is55 pounds per day

TABLE 2
NOx EM1SSION REDUCTIONS FOREGONE® ASA RESULT OF THE
MANUFACTURERS CHOOSING THE MITIGATION FEE OPTION
(Ibs/day)

YEAR

2005 2006 | 2007 | 2008 | 2009 | 2010 2011 2012 | 2013 | 2014 | 2015
-2,120® | -2120 | -2,120 | -2,120 | -2,120 | -2,120 | -2,120 | -1,320 %] @ @

*SCAQMD operational significance threshold for NOx is 55 pounds per day.
@ NOx emission reductions foregone analyzed here are a “worst-case” conclusion because existing Rule 1121
currently allows manufacturers to participate in the mitigation fee program.
(b) This amount reflects two and one half years of use of the mitigation fee program.

The current version of Rule 1121 allowed water heater manufacturers to ether meet the
interim emission limit of 20 ng/J or pay a mitigation fee to the SCAQMD to later fund NOx
emission reduction programs. As a result, these mitigation fee programs would inherently
have a lag time in achieving emission reductions. Over the life of these mitigation fee
program projects, more emission reductions are realized, although not necessarily during the
same year as the mitigation fee payment. The current Mitigation Fee Program has been
funded by the water heater manufacturers at $805,000 for a 15 month period from July 2002
to October 2003. During that period of time, an estimated 146 tons per year of emission
reductions would have been achieved had the manufacturers fully complied with the interim
limit. However, based on the anticipated $5,400 per ton cost-effectiveness, the total
equivalent amount of emissions reductions would be 149 tons.

In June 2004, the Governing Board approved funds of $804,197 using the Rule 1121
Mitigation Fee Program for four projects which will have a life expectancy of well over 15
years and with annual emission reductions of 51 tons, starting in 2005.
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Attachment 1 - Statement of Findings and Statement of Overriding Considerations

These reductions during the lifetime expectancy for these projects alone would more than
adequately recover the total 149 tons per year of emissions forgore.> Additional monies will
still be accumulated until January 1, 2005, which would provide additional monies to
purchase emission reductions to offset any forgone emissions. Also, since the mitigation fee
program is proposed to be extended with an increase in the mitigation fee to reflect the
current cost of reducing emissions from recent emission credit generation projects, further
and more timely emission reductions are expected during the extended mitigation fee
program. As with the existing mitigation fee program, the revised mitigation fee program
may have alag time before anticipated NOx emission reductions are achieved.

STATEMENT OF FINDINGS

Public Resources Code §21081 and CEQA Guidelines 815091(a) state that no public agency
shall approve or carry out a project for which a CEQA document has been completed which
identifies one or more significant adverse environmental effects of the project unless the
public agency makes one or more written findings for each of those significant effects,
accompanied by a brief explanation of the rationale for each finding. Additionally, the
findings must be supported by substantia evidence in the record (CEQA Guidelines
§15091(b)). Asidentified in the Final SEA the proposed project has the potential to create
significant adverse operational air quality impacts due to NOx emission reductions foregone.
The Governing Board, therefore, makes the following findings regarding the proposed
project. The findings are supported by substantial evidence in the record as explained in
each finding. This Statement of Findings will be included in the record of project approval
and will aso be noted in the Notice of Determination.

NOx emission reductions foregone from extending the final emission limit
compliance date and the delayed emission reductions from the manufacturers
choosing the existing mitigation fee option cannot be mitigated to insignificance.

Finding and Explanation: The air quality analysis concludes that extending the final
emission limit compliance date will cause NOx emission reductions forgone for each year
beginning in 2005 through the year 2014. In 2015, actual NOx emission reductions will be
realized and will no longer be foregone.

The emission reductions foregone include the effects of modifications to the proposed
project made subsequent to the circulation of the Draft SEA for public review and comment.
The proposed project was modified to exempt direct-vent, power-vent and power direct-
vented water heaters (both less than or equal to a 50 gallon capacity and greater than a 50
galon capacity) from the interim compliance emission limit of 20 ng/J until January 1,
2008. These water heaters comprise less than two percent of the total water heater market
subject to this rule. This change from the Draft SEA to the final SEA does not ater the

! The 149 tons per 15-month period or 120 tons per year is based on an average natural gas usage of 190 therms per
year. Based on the same average natural gas usage, the estimated annual emission reductions from reducing 10
percent of the water heater population from 40 ng/J to 20 ng/J is 146 tons per year (0.4 ton per day). The
discrepancy between the 120 and 146 tons per year is due to the estimated number of water heaters assuming a 10
percent turnover rate used in the November 1999 Rule 1121 Staff Report and the projected number of water heaters
to be sold provided by the manufacturers that participated in the mitigation fee program.
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Attachment 1 - Statement of Findings and Statement of Overriding Considerations

conclusion of “significant adverse air quality impacts’ (due to emission reductions foregone)
made in the Draft SEA nor does it trigger any conditions that require recirculation of the
CEQA document pursuant to CEQA Guidelines 815088.5.

It should be noted that existing Rule 1121 currently alows water heater manufacturers to
either meet the interim emission limit of 20 ng/J or pay a mitigation fee to the SCAQMD to
later fund NOx emission reduction programs. Inherent in the mitigation fee option is the
consideration that all anticipated NOx emission reductions from complying with the interim
compliance limits may not be achieved. Further, the mitigation fee program by design
would inherently have a lag time in achieving equivalent emission reductions. Over the life
of mitigation fee program projects, more emission reductions are realized, although not
necessarily during the same year as the mitigation fee payments. For example, the current
Mitigation Fee Program fres been funded by the water heater manufacturers at $805,000 for
a 15-month period from July 2002 to October 2003. Based on the anticipated $5,400 per ton
cost-effectiveness, the total equivalent amount of emissionreductions would be 149 tons.

In June 2004, the Governing Board approved funds of $804,197 using the Rule 1121
Mitigation Fee Program for four projects which will have a life expectancy of well over 15
years with annual emission reductions of 51 tons, starting in 2005. The emission reductions
during the lifetime expectancy of these projects alone would more than adequately recover
149 tons of emissions, but not in 2002-2003 to offset the emissions foregone. Additional
monies will continue to accumulate until January 1, 2005, which will provide additional
monies to purchase emission reductions to offset any forgone emissions. Also, since the
mitigation fee program is proposed to be extended with an increase in the mitigation fee to
reflect the current cost of reducing emissions from recent emission credit generation
projects, additional emission reductions are expected during the extended mitigation fee
program.

The Governing Board finds that no feasible mitigation measures have been identified that
will reduce to insignificance, the significant adverse NOx air quality impacts. CEQA
Guidelines 815364 defines "feasible” as "capable of being accomplished in a successful
manner within a reasonable period of time, taking into account economic, environmental,
social, and technological factors.”

The Governing Board finds further that the SEA considered project alternatives pursuant to
CEQA Guidelines 815126.6, but did not identify an aternative which would reduce to
insignificant levels the significant air quality impacts identified for the proposed project.
Further the proposed project achieves the best balance of meeting rule objectives and
providing manufacturers of residential type, natural gas-fired water heaters with greater
compliance flexibility. The no project alternative will not meet the project goals of alowing
manufacturers additional time to meet final NOx emissions limits because compliance by
January 2005 is infeasible.

The Governing Board further finds that all of the findings presented in this “ Statement of
Findings” are supported by substantia evidence in the record.

The record of approval for this project may be found in the SCAQMD’s Clerk of the
Board' s Office located at SCAQMD Headquarters in Diamond Bar, California.
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STATEMENT OF OVERRIDING CONSIDERATIONS

If significant adverse impacts of a proposed project remain after incorporating mitigation
measures, or N0 measures or aternatives to mitigate the adverse impacts to less than
significant levels are identified, the lead agency must make a determination that the benefits
of the project outweigh the unavoidable adverse environmental effects if it is to approve the
project. CEQA requires the decisionrmaking agency to balance, as applicable, the
economic, legal, social, technological, or other benefits of a proposed project against its
unavoidable environmental risks when determining whether to approve the project (CEQA
Guidelines 815093 (a)). If the specific economic, legal, social, technological, or other
benefits of a proposed project outweigh the unavoidable adverse environmerta effects, the
adverse environmental effects may be considered “acceptable” (CEQA Guidelines §15093
(@). Accordingly, a Statement of Overriding Considerations regarding potentialy
significant adverse operational air quality impacts resulting from the proposed project has
been prepared. This Statement of Overriding Considerations is included as part of the
record of the project approval for the proposed project. Pursuant to CEQA Guidelines
§15093(c), the Statement of Overriding Considerations will also be noted in the Notice of
Determination for the proposed project.

Despite the inability to incorporate changes into the project that will mitigate potentially
significant adverse air quality impacts to a level of insignificance, the SCAQMD's
Governing Board finds that the following benefits and considerations outweigh the
significant unavoidable adverse environmental impacts:

1. The anaysis of potentia adverse environmental impacts incorporates a “worst-case”
approach. This entails the premise that whenever the analysis requires that assumptions
be made, those assumptions that result in the greatest adverse impacts are typicaly
chosen. This method may overestimate the actual adverse emission impacts resulting
from the proposed project. In reality, the emission reductions foregone may be less than
assumed in the Final SEA, resulting in lower NOx air quality impacts, especially with
regard to the effects of the mitigation fee program because this provision is currently a
provision in existing Rule 1121.

2. Thelong-term effect of PAR 1121, other SCAQMD rules and AQMP control measuresis
the reduction of emissions district-wide, contributing to attaining and maintaining the
state and federal ambient air quality standards. PAR 1121 will continue to limit NOx
emissions from residential type, natural gas-fired water heaters, abeit over a longer
period of time, and not result in significant adverse cumulative air quality effects. The
amendments to Rule 1121 will not increase NOx emissions, but rather will delay
originaly anticipated NOx emission reductions from sources subject to the rule.
Additionally, PAR 1121 provides overall human health benefits by reducing criteria
pollutant emissions from residential type, natural gas-fired water heaters over time.

3. Dedaying implementation of the final emission limit of 10 ng/J is expected to provide
additional time for the manufacturers to integrate new burner systems with new water
heater designs to reduce NOx emissions. Allowing time for the manufacturers to resolve
the technical issues associated with redesigning the water heaters will help ensure that
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NOx emission reductions anticipated for the rule will occur. Compliance by January
2005 isinfeasible so it is necessary to extend the final compliance dates.

4. Even assuming a “worst-case” scenario of NOx emission reductions foregone, this impact
would decline over time as old water heaters are replaced with new units that comply
with the 10 ng/J requirement.

5. In the settlement agreement for the 1999 AQMP amendment, a provision was included
for findings of infeasibility in the event technology-forcing rules are not able to be met.
The 2003 AQMP has a three ton per day set aside to account for the delay in emission
reductions when technical assessments for rules indicate that technology did not develop
as anticipated. As stated in the Draft staff report for PAR 1121, it is infeasible for
manufacturers to meet the current final emission reduction limits by January 1, 2005.

6. PAR 1121 includes a provision to extend and increase the mitigation fee program to
reflect the current cost of reducing emissions from recent emission generation projects. It
is expected that this proposed provision will achieve additional NOx emission reductions
in the future beyond what is expected to occur under the existing mitigation fee program.

The Governing Board finds that the above-described considerations outweigh the
unavoidable significant effects to the environment as aresult of the proposed project.

MITIGATION MONITORING PLAN

When making findings as required by Public Resources Code 821081, the lead agency must
adopt a reporting or monitoring program for the changes to the project which it has adopted
or made a condition of project approval in order to mitigate or avoid significant effects on
the environment (Public Resources Code §21081.6 and CEQA Guidelines §15097).

During the evaluation of the proposed amendments to Rule 1121, no project-specific
mitigation measures were identified that could reduce air quality impacts. As a result, the
SCAQMD Governing Board finds that, in the case of PAR 1121, a Mitigation Monitoring
Plan need not be prepared since no feasible mitigation measures have been identified.
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RESOLUTION NO. 04-25

A Resolution of the Governing Board of the South Coast Air
Quality Management District (AQMD) certifying the Final Subsequent
Environmental Assessment for Proposed Amended Rule 1121 —~ Control of
Nitrogen Oxides from Residential-Type, Natural-Gas Fired Water Heaters.

A Resolution of the AQMD Governing Board amending Rule
1121 — Control of Nitrogen Oxides from Residential-Type, Natural Gas-Fired
Water Heaters.

WHEREAS, the AQMD Governing Board has determined with
certainty that the Proposed Amended Rule 1121 — Control of Nitrogen Oxides
from Residential-Type, Natural-Gas Fired Water Heaters, 1s a “project” pursunant
to the terms of the California Environmental Quality Act (CEQA); and

WHEREAS, the AQMD has had its regulatory program certified
pursuant to Public Resources Code §21080.5 and has conducted CEQA review
~ pursuant to such program (AQMD Rule 110); and

WHERFAS, AQMD staff prepared a Draft Subsequent
Environmental Assessment (SEA) pursuant to its certified regulatory program and
state CEQA Guidelines §15252 setting forth the potential environmental
consequences of Proposed Amended Rule 1121 - Control of Nitrogen Oxides
from Residential-Type, Natural-Gas Fired Water Heaters; and

WHEREAS, the Draft SEA was circulated for a 45-day public
review and comment period from June 5, 2004 to July 20, 2004, no comments
were received, and a Final SEA has been prepared; and

WHEREAS, it is necessary that the adequacy of the Final SEA be
determined by the AQMD Governing Board prior to its certification; and

WHEREAS, California Health and Safety Code §40727 requires
that prior to adopting, amending or repealing a rule or regulation, the AQMD
Governing Board shall make findings of necessity, authority, clarity, consistency,
non-duplication, and reference based on relevant information presented at the
public hearing and in the statf report; and

WHEREAS, the AQMD Governing Board has determined that a
need exists to adopt the Proposed Amended Rule 1121 — Control of Nitrogen
Oxides from Residential-Type, Natural Gas-Fired Water Heaters to allow more
time to develop water heaters that can meet the rule limits; and



WHEREAS, the AQMD Governing Board obtains its authority to
adopt, amend, or repeal rules and regulations from §§ 39002, 40000, 40001,
40440, 40441, 40702, 40725 through 40728, 41508 and 41700 of the Cahforma
Health and Safety Code; and

WHEREAS, the AQMD Governing Board has determined that
. Proposed Amended Rule 1121 - Control of Nitrogen Oxides from Residential-
Type, Natural Gas-Fired Water Heaters, as proposed to be amended 1s written or
displayed so that its meaning can be easily understood by the persons directly
affected by it; and

WHEREAS, the AQMD Governing Board has determined that
Proposed Amended Rule 1121 — Control of Nitrogen Oxides from Residential-
Type, Natural Gas-Fired Water Heaters, as proposed to be amended 1is in harmony
with, and not in conflict with or contradictory to, existing federal or state statutes,
court decisions, or regulations; and

WHEREAS, the AQMD Governing Board has determined that
Proposed Amended Rule 1121 — Control of Nitrogen Oxides from Residential-
Type, Natural Gas-Fired Water Heaters, as proposed to be amended does not
impose the same requirements as any existing state or federal regulation and the
proposed rule is necessary and proper to execute the powers and duties granted to,
and imposed upon, the District; and

WHEREAS, the AQMD Goveming Board has determined that
Proposed Amended Rule 1121 — Control of Nitrogen Oxides from Residential-
Type, Natural Gas-Fired Water Heaters, as proposed to be amended, references the
following statutes which the AQMD hereby implements, interprets or makes
specific: Health and Safety Code 40001(a) (rules to meet air quality standards);
40440(a) (rules to carry out the plan); 40702 (adoption of rules and regulations);
and

WHEREAS, Health and Safety Code §40727.2 requires the AQMD
to prepare a written analysis of existing federal air pollution control requirements
applicable to the same source type being regulated whenever it adopts, or amends
a rule, such that the AQMD’s analysis of Proposed Amended Rule 1121 is
included in the staff report; and

WHEREAS, the AQMD Governing Board has determined that the
socioeconomic 1mpact assessment of the Proposed Amended Rule 1121 — Control -
of Nitrogen Oxides from Residential-Type, Natural Gas-Fired Water Heaters is
consistent with the Governing Board March 17, 1989 and October 14, 1994 Board
Socioeconomic Resolutions for rule adoption; and



WHEREAS, the AQMD Governing Board has determined that the
socioeconomic impact assessment of the Proposed Amended Rule 1121 — Control
of Nitrogen Oxides from Residential-Type, Natural Gas-Fired Water Heaters is
consistent with the provisions of Health and Safety Code §§ 40440.5, 40440.8 and
40728.5; and

WHEREAS, staff has determined that Proposed Amended Rule
1121 will not have a negative cost impact because the proposed rule allows for
compliance with the current interim limit by January 1, 2005 or an extension of
the deadline provided that a mitigation fee is paid in lien of compliance with the
interim limit; and

WHEREAS, the AQMD Governing Board has reviewed and
considered the staff's findings related to cost impacts of Proposed Amended Rule
1121 — Control of Nitrogen Oxides from Residential-Type, Natural Gas-Fired
Water Heaters set forth in the socioeconomic impact assessment made public with
the agenda package for this meeting, and hereby finds and determines that cost
impacts arc as set forth in that assessment; and

WHEREAS, the AQMD Governing Board has actively considered
the Socioeconomic Impact Assessment and has made a good faith effort to
minimize such impacts; and

WHEREAS, a public hearing has been properly noticed in
accordance with the provisions of Health and Safety Code § 40725; and

WHEREAS, the AQMD Governing Board has held a publlc hearing
in accordance with all provisions of law;

WHEREAS, the AQMD Governing Board specifies the Manager of
Proposed Amended Rule 1121 - Control of Nitrogen Oxides from Residential-
Type, Natural Gas-Fired Water Heaters as the custodian of the documents or other
materials which constitute the record of proceedings upon which the adoption of
this proposed project 1s based, which are located at the South Coast Air Quality
Management District, 21865 Copley Drive, Diamond Bar, California; and

NOW, THEREFORE, BE IT RESOLVED, that the AQMD
Governing Board hereby certifies, pursuant to the authority granted by law, the
Final SEA for Proposed Amended Rule 1121 — Control of Nitrogen Oxides from
Residential-Type, Natural Gas-Fired Water Heaters; and

BE IT FURTHER RESOLVED, that the AQMD Governing Board
does hercby adopt a Statement of Findings and. Statement of Ovemriding
Considerations pursuant to state CEQA Guidelines §§15091 and 15093,

-3-



respectively, which are included in Attachment 1, attached and incorporated herein
~ by reference; and ‘

BE IT FURTHER RESOLVED, that the AQMD Governing Board
does hereby make a finding of infeasibility with regard to the January 1, 2005
compliance date for the final emission limit for Rule 1121 — Control of Nitrogen
Oxides from Residential-Type, Natural Gas-Fired Water Heaters; and

BE IT FURTHER RESOLVED, that the AQMD Governing Board
does hereby amend, pursuant to the authority granted by law, Proposed Amended
Rule 1121 — Conirol of Nitrogen Oxides from Residential-Type, Natural Gas-
Fired Water Heaters, as set forth in the attached and incorporated herein by
reference.

AYES: Antonovich, Burke, Craycraft, LaPisto-Kirtley, Loveridge, Perry,

Silva, Verdugo-Peralta, Wilson, and Yates.
NOES: None.
ABSENT: Carney and Postmus.

- B . .
Dated: C}; - 3} - E’}’% ,&%M.’{J&_L\ )/]/(i “ /(x%"-%""’”‘““ij/

./ Saundra McDaniel, Clerk of the Board




RULE 1121

@

(b)

(Adopted December 1, 1978)(Amended March 10, 1995)(Amended December 10, 1999)

(Amended September 3, 2004)

CONTROL OF NITROGEN OXIDESFROM RESIDENTIAL
TYPE, NATURAL GAS-FIRED WATER HEATERS

Applicability
This rule applies to manufacturers, didributors, retalers, and ingalers of naturd gas
fired water heaters, with heat input rates less than 75,000 Btu per hour.

Definitions
For the purpose of thisrule:

@
2)

BTU means British thermd unit or units.
DIRECT-VENT WATER HEATER means a water heater with air intake and

(32)

(43)

54

(65)

(76)

&9

exhaud ducts that use a gravity system to collect air from outsde abuilding for

combustion and exhaust combustion byproducts to the outsde of a building.

HEAT INPUT means the heeat of combustion released by fudls burned in a unit
based on the higher heating vaue of fud. This does not include the enthdpy of
incoming combustion ar.

HEAT OUTPUT means the product H, as defined in Section 9.3 of the
Protocol.

INDEPENDENT TESTING LABORATORY means a testing laboratory that
meets the requirements of Digtrict Rule 304, subdivision (k) and is gpproved by
the Didrict to conduct certification testing under the Protocol.

MITIGATION FEE is an emission reduction option, in which monies collected
by the Didrict from water heater manufacturers are placed in a restricted fund
and are used to fund stationary and mobile source emission reduction programs
targeted at equivaent NO, emisson reductions as to those that would have
otherwise occurred and have been approved by the Digtrict’s Governing Board.
MOBILE HOME WATER HEATER means a closed vessel manufactured
exclusvely for mobile home use in which water is heated by combustion of
gaseous fud and is withdrawn for use externd to the vessdl at pressures not
exceeding 160 psg, including the gpparatus by which heset is generated and all
controls and devices necessary to prevent water temperatures from exceeding
210°F (99°C).

NOy EMISSIONS means the sum of nitric oxide and nitrogen dioxide in the
flue gas, collectively expressed as nitrogen dioxide.
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Rule 1121 (Cont.) (Amended September 3, 2004)

(©

9)

POWER-VENT WATER HEATER means a water heater with a blower

(10)

ingdled to asss in the expulson of exhaust gases.
POWER DIRECT-VENT WATER HEATER means awater heater with an air

(118)

(129)

(139)

(143)

intake duct outsde of a building with a blower indaled to asss in the expulson
of exhaust gases.

PROTOCOL means South Coast Air Quality Management Didtrict Protocol:

Nitrogen Oxides Emissions Compliance Testing for Natural Gas-Fired
Water Heaters and Small Boilers, January 1998.

RATED HEAT INPUT CAPACITY means the heat input capacity specified
on the nameplate of the combustion unit. If the combustion unit has been
dtered or modified such that its maximum hesat input is different from the heet
input capacity specified on the nameplate, the new maximum heet input shal be
considered as the rated heat input capacity.

RECREATIONAL VEHICLE means either a motor home, travel trailer, truck
camper, or camping trailer, with or without motive power, desgned for human
habitation for recreationa, emergency, or other occupancy, as defined pursuant
to Section 18010 of the Cdifornia Hedlth and Safety Code.

WATER HEATER means a closed vessel other than a mobile home water
heeter in which water is heated by combustion of gaseous fud and iswithdrawn
for use externd to the vessdl a pressures not exceeding 160 psig, including the
gpparatus by which hest is generated and all controls and devices necessary to
prevent water temperatures from exceeding 210°F (99°C).

Requirements

@

@)

Until July 1, 2002, no person shal manufacture for sdle, digtribute, sdll, offer for

sde, or ingal within the South Coast Air Qudity Management Didtrict any gas-

fired water heaters unless the water heater is certified pursuant to subdivison

(d) to aNOy emisson leve of lessthan or equd to:

(A) 40 nanograms of NOy (calculated as NO») per joule of heat output (93
Ib per billion Btu of heat output); or

(B)  55ppmv at 3% O, dry (71 Ib per billion Btu of heat input).

On or after Juy 1, 2002, no person shdl manufacture for sale, distribute, sdll,

offer for sde, or ingal within the South Coast Air Quality Management Didrict

any gasfired water heaters unless the water heater is certified pursuant to

subdivision (d) to aNOy emisson leve of less than or equd to:
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Rule 1121 (Cont.) (Amended September 3, 2004)

3

(4)

Q)

(A) 20 nanograms of NO (calculated as NO9) per joule of heat output
(46.5 |b per billion Btu of heat output); or

(B) 30 ppmv at 3% O, dry (35 Ib per billion Btu of heat input); or

(C)  the emisson limit specified in subparagraph (c)(1)(A) or (c)(1)(B)
provided the manufacturer of the water heater meets the requirements
of subdivison ().

On or after January 1, 20056, for water heaters less than or equa to 50 gallon

capacity, excdluding direct-vent, power-vent and power direct-vent water

hesters; on or after January 1, 2007 for water heaters greater than 50 galon

capacity, excdluding direct-vent, power-vent and power direct-vent water

hesters; and on and after January 1, 2008 for al direct-vent, power-vent, and

power direct-vent water heaters, no person shadl manufacture for sde,

digribute, sdl, offer for sde, or ingdl within the South Coast Air Qudlity

Management Didrict any gas-fired water heaters unless the water heater is

cartified pursuant to subdivision (d) to a NO, emisson levd of less than or

equd to:

(A) 10 nanograms of NO (calculated as NO») per joule of heat output (23
Ib per billion Btu of heat output); or

(B) 15 ppmv at 3% O,, dry (17.5 Ib per hillion Btu of heat input).

On and after January 1, 2000, no person shal manufacture for sae, distribute,

I, offer for sde, or ingdl within the South Coast Air Qudity Management

Didrict any gas-fired mobile home water heaters unless the water heater is

certified pursuant to subdivison (d) to a NO, emisson levd of less than or

equd to:

(A) 40 nanograms of NO (calculated as NO») per joule of heat output (93
Ib per billion Btu of heat output); or

(B)  55ppmv at 3% O, dry (71 Ib per billion Btu of heat input).

The manufacturer of any water hester manufactured for sde in the digtrict shall

clearly display on the shipping carton and the name plate of the water hester:

(A)  themodd number;

(B) thedate of manufacture; and

(C)  thecetificaion gatus.




Rule 1121 (Cont.) (Amended September 3, 2004)

(d)

(6)A Notwithgtanding the requirements in paragraph (c)(3), until July 1, 20056, any

(7)

person may digribute, sdll, offer for sde, or inddl any-gas-fired water heaters
less than or equd to 50 galon capacity that areis manufactured prior to January
1, 20056 and in compliance with the-emissionteva—specified-in paragraph
©)(2).

Notwithstanding the requirements in paragraph (c)(3), until July 1, 2007, any

(8)

person may didribute, sdl, offer for sde, or indal gas-fired water heaters
greater than 50 gdlon capacity that are manufactured prior to January 1, 2007
and in compliance with paragraphs (c)(2).

Notwithgtanding the requirements in paragraph (c)(3), until July 1, 2008, any

person may distribute, sdl, offer for sale, or install gas-fired direct-vent, power-
vent, or power direct-vent water heaters that are manufactured prior to January
1, 2008 and in compliance with paragraphs (c)(2).

Cetification

@

@)

The manufacturer shal obtain confirmation that each mode of water hester
complies with the applicable requirements of subdivison () from an
independent  testing laboratory prior to applying for certification.  This
confirmation shal be based upon emisson tests of a randomly selected unit of
each modd and the Protocol shall be adhered to during the confirmation testing
of al water heaters subject to thisrule.

When gpplying for certification of water heeters, the manufacturer shal submit

to the Executive Officer the following:

(A) A datement that the modd is in compliance with subdivision (c). The
gtatement shdl be signed by the manufacturer and dated, and shall attest
to the accuracy of al satements;

(B)  Generd Information
0] Name and address of manufacturer,

(i) Brand name, trade name and
(i) Mode number, asit appears on the water heater rating plate;

(C) A destription of each mode being certified; and

(D) A source test report verifying compliance with subdivison (c) for each
mode to be certified. The source test report shall be prepared by the
confirming independent testing laboratory and shal contain dl of the
elements identified in Section 10 of the Protocol for each unit tested.
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3

(4)

Q)

(6)

The source test shal have been conducted no more than ninety days
prior to the date of submittal to the Executive Officer.
When gpplying for certification of water heaters, the manufacturer shal submit
the items identified in paragraph (d)(2) no more than ninety days after the date
of the source test identified in subparagraph (d)(2)(D).
When gpplying for certification of water heeters for compliance with the
emisson limit specified in paragraph (c)(2) or (c)(3), the manufacturer shdl
submit the information identified in paragraph (d)(2) at least 90 days prior to the
effective compliance date specified in ether paragrph (c)(2) or (c)(3),
repectively.
The Executive Officer shdl certify awater heater mode which complies with the
provisions of subdivison (c) and of paragraphs (d)(1), (d)(2), and (d)(3).
Certification gatus shall be vdid for three years from the date of gpprova by
the Executive Officer. After the third year, recertificatiion shal be required
according to the requirements of paragraphs (d)(1) and (d)(2).

(eh Mitigation Fee
Any manufacturer that elects to submit a mitigation fee to the Didrict to meet the NO,
emission level established under subparagraph (¢)(2)(C) shdll:
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Rule 1121 (Cont.) (Amended September 3, 2004)

@

@)

3

submit a Mitigation Fee Plan to the Executive Officer 180 days prior to
complying with the provisons of paragraph (c)(2), where the Mitigation Fee
Pan includes.

(A)  thename of the manufacturer;

he_amount-of NO aaallaala

(B)S)-the compliance period that the mitigation fee covers shal not exceed a
12-month time period; and
(C)YB) the number of water heaters sold over the compliance period, which
shall be based on sales records or invoices of water heatersin a similar
mode and sze that were sold in the digtrict over the past 12 months.
receive written verification from the Executive Officer that the Mitigation Fee
Plan was gpproved prior to complying with the provisions of paragraph (c)(2);
on and after January 1, 2005, pay a mitigation fee at the beginning of the
compliance period in the amount of $3.00 per water hester sold as specified in
subparagraph (e)(1)(C), over the time period the mitigation fee covers as
specified in_subparagraph (€)(1)(B); and before January 1, 2005, pay a
mitigation fee in the amount of $5,400 per ton of NOx multiplied by the amount
of NOx emission reductions needed as specified in Equation 1;
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Equation 1:

2000 10,000

where:

(ULE

(9

(h)

MF = Mitigation fee, Dollars
t = Time period that mitigation fee covers as specified in subparagraph (f)(1)(C)
n = Number of water heaters sold as specified in subparagraph (f)(1)(D)

4 labd water heaters identified in the Mitigation Fee Plan;

) maintain records and report sales of water heaters covered by the Mitigation
Fee Plan and f the number of water heaters originaly estimated exceed the
number of water hesters identified in subparagraph (e)(B(1)(BC), the water
hester manufacturer shdl update the Mitigation Fee Plan within 60 days after
the end of the compliance period. Make these records available to the
Executive Officer upon request, for aperiod of at least three years after the end
of the compliance period.

Enforcement

The Executive Officer may periodicaly inspect distributors, retailers, and indtalers of
water heaters located in the District and conduct such tests as are deemed necessary to
insure compliance with subdivison (c).

Exemptions

The provisons of thisrule shdl not goply to:

@ Water heaters with a rated heat input capacity of 75,000 Btu per hour or
greater.

(20  Water heaters used in recrestional vehicles.

Fina Progress Report

On or before April 1, 2007, any person that manufacturers direct-vent, power-vent or
power direct-vent water heaters for sde within the South Coast Air Basin shall submit
to the Executive Officer afind progress report that shdl incdlude:
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Rule 1121 (Cont.) (Amended September 3, 2004)

(i)

(1)

Identification of efforts that have been made to reach commercidization of

2

direct-vent, power-vant, and power direct-vent water heaters that meet the
NO, emisson levd specified under paragraph (€)(3);
A description of the technologies used to meet the NO, emisson levd for

€)

direct-vent, power-vent, and power direct-vent water heaters specified under

paragraph (c)(3); and
Complete documentation for at least three Bboratory test results each for

direct-vent, power-vent, and power direct-vent water heaters developed to
meet the NO, emission level specified under paragraph (c)(3) that shal include
the emissons rate measured by an independent testing laboratory using he
SCAQMD protocol specified under paragraph (b)(11) or other protocol
approved in advance by the Executive Officer.

Program Adminigtration

On and after (date of adoption), the Executive Officer is authorized to use up to 5% of

the mitigation fee funds collected in any given year for program adminidtration.
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RULE 1121

@

(b)

(Adopted December 1, 1978)(Amended March 10, 1995)(Amended December 10, 1999)

(Amended September 3, 2004)

CONTROL OF NITROGEN OXIDESFROM RESIDENTIAL
TYPE, NATURAL GAS-FIRED WATER HEATERS

Applicability
This rule applies to manufacturers, didributors, retalers, and ingalers of naturd gas
fired water heaters, with heat input rates less than 75,000 Btu per hour.

Definitions
For the purpose of thisrule:

@
2

3

(4)

)

(6)

()

(8)

BTU means British thermd unit or units

DIRECT-VENT WATER HEATER means a water heater with air intake and
exhaust ducts that use a gravity system to collect air from outsde a building for
combustion and exhaust combustion byproducts to the outside of a building.
HEAT INPUT means the heat of combustion released by fuels burned in aunit
based on the higher heating vaue of fud. This does not include the enthdpy of
incoming combustion ar.

HEAT OUTPUT means the product H, as defined in Section 9.3 of the
Protocol.

INDEPENDENT TESTING LABORATORY means a testing laboratory that
meets the requirements of Digtrict Rule 304, subdivision (k) and is gpproved by
the Didrict to conduct certification testing under the Protocol.

MITIGATION FEE is an emission reduction option, in which monies collected
by the Didrict from weter heater manufacturers are placed in a restricted fund
and are used to fund stationary and mobile source emission reduction programs
targeted at equivaent NO, emisson reductions as to those that would have
otherwise occurred and have been approved by the Digtrict’s Governing Board.
MOBILE HOME WATER HEATER means a closed vessel manufactured
exclusvely for mobile home use in which water is heated by combustion of
gaseous fud and is withdrawn for use externd to the vessdl at pressures not
exceeding 160 psig, including the gpparatus by which heet is generated and all
controls and devices necessary to prevent water temperatures from exceeding
210°F (99°C).

NOy EMISSIONS means the sum of nitric oxide and nitrogen dioxide in the
flue gas, collectively expressed as nitrogen dioxide.
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(©

©)

(10)

(11)

(12)

(13)

(14)

POWER-VENT WATER HEATER means a water heater with a blower
indaled to assg in the expulson of exhaust gases.

POWER DIRECT-VENT WATER HEATER means awater hegter with an air
intake duct outsde of a building with ablower indaled to assst in the expulson
of exhaust gases.

PROTOCOL means South Coast Air Quality Management Didtrict Protocol:

Nitrogen Oxides Emissions Compliance Testing for Natural Gas-Fired
Water Heaters and Small Boilers, January 1998.

RATED HEAT INPUT CAPACITY means the heat input capacity specified
on the nameplate of the combustion unit. If the combustion unit has been
dtered or modified such that its maximum hesat input is different from the heet
input capacity specified on the nameplate, the new maximum hesat input shal be
considered as the rated heat input capacity.

RECREATIONAL VEHICLE means either a motor home, travel trailer, truck
camper, or camping trailer, with or without motive power, desgned for human
habitation for recreational, emergency, or other occupancy, as defined pursuant
to Section 18010 of the Cdifornia Hedlth and Safety Code.

WATER HEATER means a closed vessel other than a mobile home water
heater in which water is heated by combustion of gaseous fud and iswithdrawvn
for use externd to the vessdl a pressures not exceeding 160 psig, including the
gpparatus by which hest is generated and all controls and devices necessary to
prevent water temperatures from exceeding 210°F (99°C).

Requirements

@

@)

Until July 1, 2002, no person shal manufacture for sdle, digtribute, sdll, offer for

sde, or ingal within the South Coast Air Qudity Management Didtrict any gas-

fired water heaters unless the water heater is certified pursuant to subdivision

(d) to aNOy emisson leve of lessthan or equd to:

(A) 40 nanograms of NOy (calculated as NO») per joule of heat output (93
Ib per billion Btu of heat output); or

(B)  55ppmv at 3% O, dry (71 Ib per billion Btu of heat input).

On or after duly 1, 2002, no person shdl manufacture for sale, distribute, sdll,

offer for sde, or ingal within the South Coast Air Quality Management Didrict

any gasfired water heaters unless the water heater is certified pursuant to

subdivision (d) to aNOy emission leve of less than or equd to:
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3

(4)

Q)

(6)

(A) 20 nanograms of NO (calculated as NO9) per joule of heat output
(46.5 |b per billion Btu of heat output); or

(B) 30 ppmv at 3% O, dry (35 Ib per billion Btu of heat input); or

(C)  the emisson limit specified in subparagraph (c)(1)(A) or (c)(1)(B)
provided the manufacturer of the water heater meets the requirements
of subdivison (e).

On or after January 1, 2006, for water heaters less than or equd to 50 gdlon

capacity, excluding direct-vent, power-vent and power direct-vent water

heaters; on or after January 1, 2007 for water heaters greater than 50 gallon

capacity, excluding direct-vent, power-vent and power direct-vent water

heaters; and on and after January 1, 2008 for al direct-vent, power-vent, and

power direct-vent water heaters, no person shadl manufacture for sde,

digribute, sdl, offer for sde, or ingdl within the South Coast Air Qudlity

Management Didrict any gas-fired water heaters unless the water heater is

certified pursuant to subdivison (d) to a NO, emisson levd of less than or

equd to:

(A) 10 nanograms of NO (calculated as NO») per joule of heat output (23
Ib per billion Btu of heat output); or

(B) 15 ppmv at 3% O,, dry (17.5 Ib per hillion Btu of heat input).

On and after January 1, 2000, no person shdl manufacture for sde, didtribute,

I, offer for sde, or ingdl within the South Coast Air Qudity Management

Didrict any gas-fired mobile home water heaters unless the water heater is

certified pursuant to subdivison (d) to a NO, emisson levd of less than or

equd to:

(A) 40 nanograms of NO (calculated as NO») per joule of heat output (93
Ib per billion Btu of heat output); or

(B)  55ppmv at 3% O, dry (71 Ib per billion Btu of heat input).

The manufacturer of any water heater manufactured for sde in the didrict shal

clearly display on the shipping carton and the name plate of the water hester:

(A)  themodd number;

(B) thedate of manufacture; and

(C)  thecetificaion gatus.

Notwithstanding the requirements in paragraph (c)(3), until July 1, 2006, any

person may digribute, sdll, offer for sde, or inddl any-gas-fired water heaters

less than or equal to 50 gallon capacity that are manufactured prior to January

1, 2006 and in compliance with paragraph (c)(2).
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(d)

(1)

(8)

Notwithstanding the requirements in paragraph (c)(3), until July 1, 2007, any
person may didribute, sel, offer for sde, or indal gas-fired water heaters
greater than 50 gallon capacity that are manufactured prior to January 1, 2007
and in compliance with paragraphs (c)(2).

Notwithstanding the requirements in paragraph (c)(3), until July 1, 2008, any
person may digtribute, sell, offer for sde, or indal gas-fired direct-vent, power-
vent, or power direct-vent water heaters that are manufactured prior to January
1, 2008 and in compliance with paragraphs (¢)(2).

Cetification

@

@)

3

The manufacturer shal obtain confirmation that each mode of water hester
complies with the applicable requirements of subdivison () from an
independent  testing laboratory prior to goplying for cetification.  This
confirmation shal be based upon emisson tests of a randomly selected unit of
each model and the Protocol shall be adhered to during the confirmation testing
of al water heaters subject to thisrule.

When gplying for certification of water heaters, the manufacturer shal submit

to the Executive Officer the following:

(A) A datement that the modd is in compliance with subdivison (¢). The
gtatement shdl be signed by the manufacturer and dated, and shdl attest
to the accuracy of al satements;

(B)  Generd Information
0] Name and address of manufacturer,

(i) Brand name, trade name and
(i) Modd number, as it appears on the water heater rating plate;

(C) A destription of each mode being certified; and

(D) A source test report verifying compliance with subdivison (c) for each
modd to be certified. The source test report shall be prepared by the
confirming independent testing laboratory and shdl contain dl of the
elements identified in Section 10 of the Protocol for each unit tested.
The source test shal have been conducted no more than ninety days
prior to the date of submittal to the Executive Officer.

When gpplying for certification of water heeters, the manufacturer shal submit

the items identified in paragraph (d)(2) no more than ninety days after the date

of the source test identified in subparagraph (d)(2)(D).
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(€

4 When gpplying for certification of water heeters for compliance with the
emisson limit specified in paragraph (c)(2) or (c)(3), the manufacturer shal
submit the information identified in paragraph (d)(2) at least 90 days prior to the
effective compliance date specified in ether paragraph (c)(2) or (¢)(3),
repectively.

) The Executive Officer shdl certify awater heater mode which complies with the
provisions of subdivison (c) and of paragraphs (d)(1), (d)(2), and (d)(3).

(6) Certification status shdl be vdid for three years from the date of gpprova by
the Executive Officer. After the third year, recetification shal be required
according to the requirements of paragraphs (d)(1) and (d)(2).

Mitigation Fee
Any manufacturer that elects to submit a mitigation fee to the Didrict to meet the NO,
emission level established under subparagraph (¢)(2)(C) shdll:
@ submit a Mitigation Fee Plan to the Executive Officer 180 days prior to
complying with the provisons of paragraph (c)(2), where the Mitigation Fee
Man includes.
(A)  thename of the manufacturer;
(B)  the compliance period that the mitigation fee covers shdl not exceed a
12-month time period; and
(C)  the number of water heaters sold over the compliance period, which
shall be based on sales records or invoices of water hegtersin a similar
mode and size that were sold in the digtrict over the past 12 months.
2 receive written verification from the Executive Officer that the Mitigation Fee
Plan was gpproved prior to complying with the provisions of paragraph (c)(2);
3 on and after January 1, 2005, pay a mitigation fee a the beginning of the
compliance period in the amount of $3.00 per water heater sold as specified in
subparagraph (€)(1)(C), over the time period the mitigation fee covers as
specified in subparagraph (€)(1)(B); and before January 1, 2005,_pay a
mitigation fee in the amount of $5,400 per ton of NOx multiplied by the amount
of NOx emission reductions needed as specified in Equation 1;
Equation 1:

MF =$5,400/ton” & -
& 2000 10,000
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(f)

(¢)

(h

where

MF = Mitigation fee, Dollars
t = Time period that mitigation fee covers as specified in subparagraph (f)(1)(C)
n = Number of water heaters sold as specified in subparagraph (f)(1)(D)

4 label water heatersidentified in the Mitigation Fee Plan;

) maintain records and report sales of water heaters covered by the Mitigation
Fee Plan and if the number of water heaters origindly estimated exceed the
number of water heeters identified in subparagraph (€)(1)(C), the water heater
manufacturer shal update the Mitigation Fee Plan within 60 days after the end
of the compliance period. Make these records available to the Executive
Officer upon request, for a period of a least three years after the end of the
compliance period.

Enforcement

The Executive Officer may periodicaly inspect digributors, retallers, and ingdlers of
water heaters located in the Didtrict and conduct such tests as are deemed necessary to
insure compliance with subdivison (c).

Exemptions

The provisons of thisrule shdl not goply to:

@ Water heaters with a rated heat input capacity of 75,000 Btu per hour or
greater.

2 Water heaters used in recregtiona vehicles.

Fina Progress Report

On or before April 1, 2007, any person that manufacturers direct-vent, power-vent or

power direct-vent water heaters for sale within the South Coast Air Basin shdl submit

to the Executive Officer afind progress report that shal include:

@ Identification of efforts that have been made to reach commercidization of
direct-vent, power-vent, and power direct-vent water heaters that meet the
NO, emisson level specified under paragraph (c)(3);

() A description of the technologies used to meet the NO, emisson levd for
direct-vent, power-vent, and power direct-vent water heaters specified under
paragraph (c)(3); and

3 Complete documentation for at least three Bboratory test results each for
direct-vent, power-vent, and power direct-vent water heaters developed to
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meet the NO, emission level specified under paragraph (c)(3) that shal include
the emissons rate measured by an independent testing laboratory using the
SCAQMD protocol specified under paragraph (b)(11) or other protocol
gpproved in advance by the Executive Officer.

0] Program Adminigtration
On and after September 3, 2004, the Executive Officer is authorized to use up to 5% of
the mitigation fee funds collected in any given year for program administration.
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BACKGROUND

Rule 1121 — Control of Nitrogen Oxides from Resdentid Type, Naturd Gas-Fired Water Heaters,
was originaly adopted in December 1978 and established a nitrogen oxide (NOy) emisson limit of 40
nanogramgjoule (ng/J) for resdential weater heaters. The rule was amended in December 1999 to
lower the nitrogen oxide emisson limit. The amendment reduced the NOy limit in two steps from 40
ng/Jto 20 ng/J on July 1, 2002 (interim limit) and 10 ng/J on January 1, 2005 (find limit). All four
subject manufacturers elected to pay an emissonmitigation fee, an option provided in the rule, inlieu of
meseting the July 1, 2002 interim limit.

The rule required manufacturers to provide a report by July 1, 2003 on their progress toward meeting
the find emission limit in the rule. Staff has received and reviewed these reports and had meetings with
representatives of water heater manufecturers and the Gas Appliance Manufacturers Association
(GAMA). Staff submitted a report to the Governing Board in January 2004 and the Board directed
daff to proceed with evauation for rule development.

GAMA and the manufacturers have requested a delay in the compliance dete for the find rule limit for
maost units and an exemption for power and direct vented water heaters. GAMA and the manufacturers
have proposed that the 10 ng/J limit for amaospheric resdentia type water heeters of 50 gallons or less
capacity be delayed one year until January 2006. In addition, they have also proposed a two year
delay for resdentid water hegters greater than 50 gallon capacity, and a full exemption from both find
and interim standards for direct vented and power vented water heaters.

The reasons for requesting the delay are both technicad and business rdlated. The manufacturers have
focused much of their efforts on meeting a new flammable vapor ignition resstance (FVIR) standard,
new U.S. Depatment of Energy (DOE) efficiency requirements and changing over to a new foam
blowing agent for producing water hegter insulation foam which is not an ozone depleting compound.
They require additiond time to integrate the new burner sysemsinto the new design water hesters.

GAMA and the manufacturers have adso proposed extending the mitigation fee program. They have
also proposed smplifying the fee by changing to one based on the number of units sold in the Didtrict,
and increasing the fee above the current level.

PROPOSED RULE AMENDMENTS

Staff is proposing to extend the compliance date for the find rule limit and continue the mitigation fee as
a compliance option for the interim rule limit of 20 ng/J. Manufacturers would have to meet the find
emisson limit in the rule by January 1, 2006, for conventiond water heaters of 50 gallon capacity or less
and by January 1, 2007, for conventiond water heaters greater than 50 gallon capacity. Steff is
proposing athree year delay, until January 1, 2008, for direct-vent, power-vent, and power direct-vent
water heaters. Manufacturers proposed arevised fee of $2.50 per water heater for the mitigation feein
the rule. Staff proposes to set the fee at $3.00 per unit (current fee is equivaent to $1.82 per unit) to
reflect current control costs. Staff dso proposes to dlow the Executive Officer to recover

ES-1 August 2004
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adminigrative cogs of up to 5% for administering emission reduction projects and for the mitigation fee
program.

The proposed rule language dso includes minor changes to address the trangtion from the exigting
mitigation fee program to the new proposed fee program on date of adoption. The proposed rule dso
alows new units meeting the existing sandard and manufactured before the compliance date for the new
standard to be sold to customers for up to Sx months after the compliance date. Staff is not proposing
any exemptions from the find rule limit.

IMPACT ASSESSMENT

Staff has prepared an andysis of the impacts of a dday in implementation of the find rule limit. A one
year delay, until January 1, 2006, for the less than or equa to 50 gdlon units, an additiona year delay
until January 1, 2007 for greeter than 50 gdlon units, and athree year delay for direct-vent and power-
vented units, will result in less emisson reductions than projected for the origind rule (Figure 1) until the
year 2014. When emisson reductions due to a new U.S. Depatment of Energy (DOE) efficiency
requirement for water heaters are incorporated into the cacuation, greater emisson reductions are
achieved for each new unit sold starting in January 2004.

Figure 1 - Emission Reductions of Proposed Amended Rule
Compared With Current Rule
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* PAR 1121 emission reductions include reduction due to new DOE energy efficiency requirements and reductions from the
projects funded by the mitigation fee program.
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The current mitigation fee program will offsst some of the foregone reductions sarting in 2005 (0.14
ton/day) and future projects financed by the mitigation program will provide additiond (not yet
quantified) reductions garting in 2006. Taking into account emisson reductions from the DOE
efficiency requirement and the mitigation fee program, the proposed delay of thefind rule limit resultsin
about 0.5 tons per day of nitrogen oxide emissons foregone in 2005, about 0.4 tons per day in 2006,
and more than 0.1 tons per day in 2010, compared with the origind rule. However by 2015, tota
emission reductions are greater because of the new DOE efficiency requirement (Figure 1. The
proposed amended rule achieves atota reduction of 81% by 2015 compared with a 75% reduction in
the origind rule.

The delay in emisson reductions of 0.4 ton per day in 2006 and 0.1 ton per day in 2010 will not
jeopardize AQMD's PM10 or ozone atainment demongration. The 2003 Air Qudity Management
Plan (AQMP) has a three ton per day set aside to account for delay in reductions when technicd
assessments for rulesindicate that technology did not devel op as anticipated.

In the Settlement Agreement for the 1999 AQMP amendment, a provison was included for findings of
infeasbility in the event technology forcing rules are not adle to be met. For the purposes of state
implementation plan commitments, an infeasibility finding can be made if the proposed control
technology is not reasonably likely to be available by the implementation date in question. As described
in this saff report, it isinfeasble for manufacturers to meet the find rule limit by January 1, 2005.

To mass produce water heaters at a lower NO, limit, there are severd steps that requiretime. New
burners and water heater designs must meet DOE  efficency standards, pass lint, dust and oil tests, as
well as other safety measures. Changes to one component of the water heater often affect the design of
other components. Once a satisfactory design is developed and tested, there are mandatory safety and
reliability tests that must be done. Additiona time is needed to change the production line in order to
mass produce water heaters. It is infeasible for the January 1, 2005 date to be met due to the amount
of technicad work dill needed. The remaining time is not sufficient to develop, test and produce water
heaters. Staff has worked with the manufacturers and is recommending a one-year delay for
conventiond water heaters 50 gallon capacity and less, two years for conventiona water heaters greater
than 50 gdlon capacity, and three years for direct-vent, power-vent, and power direct-vent water
heaters. Staff is not recommending a full exemption from the interim and find rule limits for direct-vent
and power-vented water heaters because technology is available to meet these limits and the proposed
amended rule provides additiond time to develop and test technology for these types of water hegters.

Staff recommends the Board make a finding of infeasbility at the September 3, 2004 public hearing.
This Saff report serves as anotice of intent to make infeagbility findings.
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INTRODUCTION

Rule 1121 — Control of Nitrogen Oxides from Resdentid Type, Naturd Gas-Fired Water Heeters,
was originaly adopted in December 1978 and established a nitrogen oxide (NO,) emisson limit of 40
ng/J for resdentia water hesters. In December 1999, the rule was amended to lower the nitrogen
oxide (NOy) emisson limitsin therule. The rule aso required manufacturers to provide areport by July
1, 2003 on their progress toward meseting the find emisson limit in the rule.  Staff reviewed these
reports and had meetings with representatives of water heater manufacturers and the Gas Appliance
Manufacturers Association (GAMA). GAMA and the water heater manufacturers have requested a
dday in the compliance date for the find rule limit, as well as an exemption for power vented and direct
vent water heaters. Staff submitted a report to the Governing Board in January 2004 and the Board
directed staff to proceed with evaluation for rule development.

REGULATORY HISTORY

Rule 1121 was adopted by the AQMD’s Governing Board on December 1, 1978. The objective of
thisrule is to reduce NOy emissions from naturd gas-fired residentid water heaters. Rule 1121 applies
to manufacturers, digtributors, retailers, and ingtalers of resdentia naturd gas-fired water heaters less
than 75,000 Btu per hour in the Basin.

Starting n 1982, Rule 1121 required that gas-fired water heaters meet an emisson limit of 40 ng/J of
heat output for gas-fired resdertid water heaters. An emission limit of 50 ng/J was established for gas-
fired mobile home water heaters.  Although most AQMD rules that regulate NO, combustion sources
are based only on an input-based NO, concentration emission limit, such as parts per million (ppm) of
NOy, the NOy limit under Rule 1121 was expressed in nanograms of NOy per joule of heat output
(ngJ). Rule 1121 uses these units to account for the energy efficiency of the water heater. Thus,
provided that the water heater can meet the ecified ng/J NOy limit, amore efficient water heater can
have a higher NO, concentration.

In 1995, Rule 1121 was proposed to be amended to lower the emission limit for resdentid water
heaters. At that time, manufactures asked the AQMD to delay a more stringent emisson limit because
they were initiating their efforts to develop technology to mitigate risk from flammable vapors. The
AQMD agreed to delay development of a new emissons limit for the rule. However, the rule was
amended to incorporate anew certification test protocol and require re-certification every three years
unless the manufacturers participated in an AQMD approved NOy vaidation program. The new
emisson cetification testing protocol, NO, Compliance Testing for Natural Gas-Fired Water
Heaters and Small Boilers, replaced requirements for certification pursuant to ANS standard
Z21.10.1-1975. The new certification test protocol was developed jointly by various members of the
American Gas Asociatiion (AGA), the Center of Emissions Research and Analysis, and AQMD dtaff.
The 1995 Rule 1121 amendments retained the origind NO, emission limits
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In December 1999, Rule 1121 was amended to reduce the NOy emisson limit. The amendment
reduced the NOy limit in two steps from 40 ng/J to 20 ng/Jon July 1, 2002 and 10 ng/Jon January 1,
2005. Alternate equivdent emisson limits expressed in part per million were dso added. Theruledso
required manufacturers to provide a report by July 1, 2003 on their progress toward mesting the fina
emisson limit in the rule. The December 1999 amendment of Rule 1121 was estimated to result in an
8.3 tons/day reduction (75%) by 2015.

Rule 1121 was included in the Settlement Agreement for the 1999 AQMP amendment. The Settlement
Agreement included a commitment to begin implementation of Rule 1121 by 2005. Up to a 1-year
extenson was dlowed. The agreement dlows for additiond extensonsif the Governing Board makes a
finding of infeegibility.

AFFECTED INDUSTRIES

There are currently four mgjor weter heater manufacturers in the United States that produce gas-fired
resdentid type water hesters for sale in the Didrict under a wide variety of brand names. The mgor
manufacturers are American Water Heaters Company; A.O. Smith; Bradford-White Corporation; and
Rheem Manufacturing Company. The manufacturing Stes and headquarters for these water hester
manufacturers are dl located outsde of Cdifornia. In the last decade there has been consolidation
within the industry. Severd manufacturers have been purchased by larger corporations resulting in these
four companies producing 99% of the resdentid water heaters sold in the Digtrict.

The four water heater manufacturing companies produce a wide variety of products including: bailers,
electric and gas storage water heaters, instantaneous water heaters, and hot water storage tanks where
water is heated by another source such as aboiler or by solar heating. These manufacturing companies
aso make combination solar and electric water heater tanks that can be used with other companies
solar collectors.

Based on data from Southern Cdifornia Gas Company, there are gpproximately 4 million naturd gas-
fired water heaters with a hest input less than 75,000 Btu/h located in residences and mobile homes and
36,000 located in commercid establishments within the AQMD’s jurisdiction. Other types of
resdential water heaters sold in the Didtrict are not subject to Rule 1121. Electric water heaters are not
a combustion source and gas-fired ingantaneous water heaters sold in the Didtrict have burnersin asze
range gregter than those regulated by Rule 1121 (=75,000 Btu/h). The gas fired instantaneous water
heaters sold in the Didrict are regulated by AQMD Rule 1146.2. For locations needing only smdl

amounts of heated water, small eectric instantaneous weter heaters are available.

Water heater manufacturers that intend to offer naturd gas-fired water heaters for sde inthe AQMD
are required to test and obtain certification that each modd is compliant. These requirementsin therule
are not being changed.

PAR 1121 is dso a point of sae rule, which is enforced at the manufacturer, distributor, retailer and
inddler levd. The current and proposed rule dso dlow units meeting the existing standard and
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ddivered to digtributors and saes outlets before the compliance date to be sold to customers for up to
sx months after the compliance date. This provision assures a continuous supply of water heatersto the
public and contractors.

The proposed amendments to Rule 1121 will provide manufacturers of gas fired iesdentia water
heaters additiona time to comply with the find rule limit. They may choose to comply with the interim
rule limit or they can eect to pay a mitigation fee. In any case, manufacturers must ill manufacture
compliant units up to andincluding 50 gallon capacity meeting the find rule limit by January 1, 2006 and
compliant units greater than 50 gallon capacity by January 1, 2007.

In the past five years, water heater manufacturers have redesigned water heaters to meet new regulatory
requirements. They have developed technology to ress ignition of flanmable vaporsin the air supply to
the water heater (industry standard), changed blowing agents for creating foam insulation (U.S. EPA),
and increased the minimum energy efficiency for dl water heaters (U.S. Department of Energy). Figure
2 illugtrates the compliance dates for these regulatory requirements.

Figure 2- Current Water Heater Regulatory Requirements
2002 2003 2004 2005 2006
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REDUCING NOyx EMISSIONS

There are a variety of burner types that have been tested by manufacturers to meet the find emission
limit for Rule 1121. For resdentid water heaters, manufacturers have focused on premixed
atmospheric burners. These burners mix fuel and air before the mixture is ignited a the surface of the
burner.
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The most promising technologies for resdentid water heaters are premixed radiant burners. In
premixed radiant burners, air and fud are combusted dowly on the porous surface of the burner at the
ar-ges interface. Radiant burners are generdly made of ceramic or metd fibers. Radiant burners
evenly digribute heat which stabilizes the flame and prevents "hot spots.” When hot spots are
prevented, NO, emissions are minimized.

There are a variety of burner and materia manufacturers that have developed atmospheric, pre-mixed,
ceramic or metd fiber matrix burners. Manufacturers of ceramic and meta fiber radiant burners and
other types of gas-fired gppliances have burners with emisson levels a or below the interim (20 ng/J)
and find (10 ng/J) rule limits. These low NOx burners are manufactured for a wide range of
applications. Available information shows that the interim and find rule limits are achievable in both
naturd draft and fan-asssted gpplications. Radiant burners can meet the rule limits within a range of
conditions (i.e., amount of excess air) and use a variety of ignition technologies.

Water heater manufacturers are currently working with burner manufacturers to develop burners that
will meet the 10 ng/J emisson limit. However, they require additiond time to develop and test burners,
perform reliability and safety testing, and convert production lines. It is not feasible to meet the January
1, 2005 compliance date in the rule. Staff is proposing a one to three year delay of the find rule limit
based upon size and type of water heater.

TYPES OF WATER HEATERS

There are a wide variety of products available to provide hot water in resdentid and commercid

gpplications. Proposed Amended Rule 1121 only regulates gas-fired water heaters less than 75,000
Btwh  The four companies making equipment subject to this rule and other manufacturers produce
boilers, eectric and gas-fired storage water heaters, dectric and gas-fired instantaneous water hesters,
and hot water storage tanks where water is heated by another source such as a boiler or by solar
heating. Water hester manufacturing companies aso make combination solar and dectric water heater
tanks. In other countries, combination solar and gas-fired water heaters are dso available.

Within the category of gas-fired storage water heaters, there are four types which differ in the way
combustion ar and combustion exhaust are handled. In conventiond gas-fired storage water hesters,
combustion air enters at the bottom of the units and combustion products are vented through an exhaust
duct to the outside of the building. Power-vent water heaters are smilar to conventiona water hesters
except that they have a blower (fan) at the top of the water heater to assst in the expulsion of exhaust
gasses to the outsde of the building. The combustion ar for direct-vent water hesters comes from
outsde the building through a duct to the outsde of the building. Power direct-vent water heaters have
aduct to the outside for combustion air and have a blower on the exhaust duct to assst in the expulsion
of exhaust gases.

Each type of water heater has advantages. For example, solar and gas-fired water heaters sold in
Europe are used in locations without access to utilities and where liquefied petroleum gas is available.
Boilers are often used in colder climates to provide both hot water and comfort heeting. The locd price

1-4 August 2004



PAR1121 Final Staff Report

of dectricity and naturd gas is often the deciding factor in the choice of a gas-fired or eectric water
heater.

Each system for water heating results in emissons of nitrogen oxides. Electric water heaters do not emit
nitrogen oxides themsdaves, but they result in increased power plant emissons. Solar water hedting is
the technology with the grestest potentid to reduce emissons from the heating of hot water for
resdentid and commercid use. A variety of solar water heating systems are avalable. However, for
most gpplications an additiona source of heat is needed when sunlight is not available.

The Department of Energy has studied the energy use and economics of solar water heating. Solar
water hesting systems are more expensive to inddl than either eectric or gas-fired water heaters.
However, combination solar/dectric water heating systems use less energy and are typicaly more cost-
effective than dectric water heaters over the lifetime of the system.

Solar water heating saves energy and reduce emissions in comparison with a natural gas-fired water
heater. However, solar/dectric water hegting is usudly not cost-effective in comparison to natura gas-
fired water heaters a the current price of natural gas. Solar water heating can be cost-effective in the
condruction of new buildings. When evauating indalation in existing homes, there are additiond factors
to consder. Solar water heating systems typicaly require larger storage tanks (80 to 120 galon Sze
range). The larger Sze is needed for storage of hot water for the evening and morning hours and for
keeping the solar collector sysem from overheating. Many exising homes are not able to
accommodate these larger storage tanks without remodeling.
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OVERVIEW

Rule 1121 — Control of Nitrogen Oxides from Residentia Type, Natura Gas-Fired Water Heaters,
was amended in December 1999 to lower the nitrogen oxide (NOy) emission limitsin the rule. The
amendment reduced the NO, limit in two steps from 40 ng/Jto 20 ng/Jon July 1, 2002 and 10 ng/Jon
January 1, 2005. All four subject manufacturers eected to pay an emisson mitigation fee, an option
provided in the rule, in lieu of meeting the duly 1, 2002 interim limit.

The rule dso required manufacturers to provide a report by July 1, 2003 on their progress toward
meeting the find emisson limit in the rule. Staff has received and reviewed these reports and had
meetings with representatives of water heater manufacturers and the Gas Appliances Manufacturers
Asociation (GAMA). Staff reviewed the reports and held meetings with manufacturers to discuss their
progress. Staff submitted a report to the Governing Board in January 2004 and the Board has directed
daff to proceed with evauation for rule development.

In their progress reports and subsequent mestings, the manufacturers have requested a delay in the
compliance dete for the find rule limit for mogt units and an exemption for power and direct vented
water heaters. GAMA and the manufacturers have proposed that the 10 ng/J limit for amaospheric
resdentia type water heaters of 50 gallons or less capacity (typicdly 30, 40 or 50 gdlon) be delayed
one year until January 2006. In addition, they have aso proposed atwo year delay for residential water
heaters greater than 50 galon capacity (60, 65, 75, 100 and 120 galon capacity). While some units
greater than 50 gdlons capacity have burners rated at lessthan 75,000 Btwh, most have larger burners
and are exempt from Rule 1121. They are subject to AQMD Rule 1146.2 - Emissons of Oxides of
Nitrogen from Large Water Heaters and Sl Boilers, with emisson limits of 40 ng/J for equipment
rated 75,000 Btu'h to 400,000 Btuh. Staff intends to revisit Rules 1146, 1146.1 and 1146.2 in 2005
to ensure the latest best available retrofit control technology (BARCT) isincorporated. Currertly, units
greater than 50 gallons and direct vented and power vented units, in total, make up about 6% of sdesin
the Didtrict.

GAMA and the manufacturers have proposed exempting direct vented and power vented units (with an
exhaud fan) from the find and interim rule limits. Direct vented units obtain their combustion air directly
from outsde the building through a ventilation duct that is coaxid with the exhaugt duct. Direct vent and
power vented units account for about 2% of salesin the Didtrict. Currently, units greater than 50 gallons
and direct vented and power vented units, in total, make up about 6% of salesin the Didtrict.

GAMA and the manufacturers have aso proposed extending the mitigation fee program for the time
period of the dlay. They have dso proposed smplifying the fee by changing it to one based on the
number of units sold in the Didtrict. The current emisson based feeis equivaent to about $1.82 per unit
sold. GAMA and the manufacturers originaly proposed the fee be set at $2.50 per unit for emissions
down to the fina rule limit. Project proposals submitted to the AQMD under the Rule 1121 mitigation
program have cost-effectiveness of agpproximately $16,000 per ton for one year projects and $8,000
per ton for two year projects. Staff is proposing afee of $3.00 per water heater (based on the $8,000
per ton for two year projects) to more closdly reflect the cost of the projects needed to mitigate
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emissons. Staff is dso proposing that up to 5% of this fee be used to offset AQMD's adminigrative
costs. Thisis acceptable to the manufacturers.

The reasons for requesting the delay are both technica and business rdlated. The manufacturers have
focused much of ther efforts on meeting a new flammable vapor ignition resistance (FVIR) standard,
new U.S. Department of Energy (DOE) efficiency requirements (10 CFR 430) and changing over to a
new foam blowing agent, which is not an ozone depleting compound, for insulation foam They require
additiond time to integrate the new burner sysems into the new design water heaters. Therefore,
compliance by January 2005 isinfeasible.

PROPOSED AMENDED RULE 1121 REQUIREMENTS

Steff is proposing to extend the compliance date for the find rule limit and continue the mitigation fee as
a compliance option for the interim rule limit of 20 ng/J. Manufacturers would have to meset the find

emisson limit in the rule by January 1, 2006 for conventiona water heaters of 50 gallon capacity or less,
by January 1, 2007 for conventiond water heaters greater than 50 galon capacity and by January 1,
2008 for direct-vent, power-vent, and power direct-vent water heaters. Manufacturers have requested
an additiond year delay for units greater than 50 gallons because these larger units typicdly use different
(larger) burners and the combustion process must be fine tuned for each combination of burner and
combustion chamber. While the manufacturers have requested an exemption for direct-vent, power-
vent and power direct-vent water heaters, daff is proposing athree year delay for these types of water
heaters so manufacturers will have additiond time to develop technology to meet the find emisson limit
in these types of water heaters. Information avalable from manufacturers of burners and other

appliances indicates that it is possble to meet the emissons levels of the interim and find rulelimitsina
wide range of applications and conditions.

To mass produce water heaters at a lower NO, limit, there are severd steps that require time. New
burners and water heater designs must meet DOE  efficiency standards, pass lint, dust and oil tests, as
well as other safety measures. Changes to one component of the water heater often affect the design of
other components. Once a satisfactory design is developed and tested, there are mandatory safety and
reliability tests that must be done. Additiona time is needed to change the production line in order to
mass produce water heaters. It isinfeasible for the January 1, 2005 date to be met due to the amount
of technicad work dill needed. The remaining time is not sufficient to develop, test and produce water
hesters.  Staff has worked with the manufacturers and is recommending a one-year delay for
conventiona water heaters 50 galon capacity and less, two years for conventiona water heaters greeter
than 50 galon capacity, and three years for direct-vent, power-vent, and power direct-vent water
heaters. Staff is not recommending a full exemption from the interim and find rule limits for direct-vent
and power-vented water heaters because technology is available to meet these limits and the proposed
amended rule provides additiona time to develop and test technology for these types of water hegters.
The above rationde for not meeting the find rule limit (10 ng/J) is dso applicable to the interim limit of
20 ng/J, i.e., there was not sufficient time to determine a satisfactory design to meet DOE efficiency
dandards, pass lint, dust and oil tests, as well as safety measures and then to show mandatory safety
and religbility teding by the conpliance date. As mentioned earlier, the FVIR, DOE dficiency
requirements (10 CFR 430) and changing over to a new foam blowing agent, which is not an ozone
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depleting compound, for insulation foam did not provide enough time for the water heater manufacturers
to meet the interim limit and therefore, they decided to participate in the Mitigation Fee Program o they
could concentrate on the above safety issues.

A final progress report on direct-vent, power-vent, and power direct-vent water hesters will be
required of manufacturers of these types of water heaters nine months before the January 1, 2008
compliance date. The find progress reports will provide detailed informetion regarding the
manufacturers efforts to comply with the find emisson limit for direct-vent, power-vent, and power
direct-vent water heaters.

The proposed rule language dso includes minor changes to address the trangtion from the exigting
mitigation fee program to the new proposed fee program on date of adoption. The proposed rule dso
alows new units meeting the exigting standard and manufactured before the compliance date for the new
standard to be sold to customers for up to six months after the compliance date.

The current emission based fee is equivadent to about $1.82 per unit sold. The mitigation fee for the
proposed rule amendment ($3.00 per unit) reflects the current cost of reducing emissions from recent
emission credit generation projects.

The cost-effectiveness of proposed projects approved for the water hester mitigation program is
approximately $16,000 per ton of NO, reduced each year. For two year projects, thisis equivalent to
about $8,000 per ton of NO, reduced. A cost-effectiveness of $8,000 per ton ($4.00/pound) is
equivalent to afee of about $2.70 per unit for emissions down to the interim rule limit.

The new proposed mitigation fee program will continue to be used through the extension dates and aso
through the sdll through period. Staff aso proposes to dlow the Executive Officer to recover AQMD's
adminidrative cods in fee collection and administering emission reduction projects by usng no more
than 5% of the fees collected.
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IMPACT ANALYSIS

Staff has prepared an andyds of the impacts of a dday in implementation of the find rule limit. When
emisson reductions due to anew U.S. Department of Energy (DOE) efficiency requirement for water
heaters are incorporated into the caculation, greater emisson reductions on a per unit basis are
achieved for each new unit sold starting in January 2004. The new efficiency standard results in greeter
reductions than projected for the origind rule after dl older units are replaced by new more efficient
units, but this does not make up for the delay in reductions until the year 2014.

A one year delay, until January 1, 2006, for the less than or equal to 50 gdlon units, an additiond year
dday until January 1, 2007 for greater than 50 gdlon units, and a three year delay for direct-vent,
power-vent and power direct-vent units will result in less emisson reductions than projected for the
origind rule until 2014 (Figure 1).

The current rule dlowed water heater manufacturers an option of either meeting the interim emisson
limit of 20 ng/J or paying a mitigetion fee to the Didtrict to later fund NOx emission reduction programs.
As a reault, these mitigation fee programs would inherently have a lag time in achieving emisson
reductions.  Over the life of these mitigation fee program projects, more emisson reductions are
redized, dthough not necessaxily during the same vear as the mitigation fee payment.  The current
Mitigation Fee Program has been funded by the water heater manufacturers at $805,000 for a 15
month period from July 2002 to October 2003. Based on the anticipated $5,400 per ton cost-
effectiveness, the totd equivaent amount of emissions reductions would be 149 tons.

In June 2004, the Governing Board approved funds of $804,197 using the Rule 1121 Mitigation Fee
Program for four projects which will have a life expectancy of wel over 15 years and with annud
emisson reductions of 51 tons, starting in 2005. These reductions during the life time expectancy for
these projects done would more than adequately recover the tota 149 tons of emissions forgone.
Additiond _monies will ill be accumulated until January 1, 2005, which would provide additiond
monies to purchase emisson reductions to offset any forgone emissons.  Also, Snce the mitigation fee
program is proposed to be extended with an increase in the mitigation fee to reflect the current cost of
reducing emissons from recent emisson credit generation projects, further and timdier emisson
reductions are expected during the extended mitigation fee program.

The current mitigetion fee program will offset some of the foregone reductions sarting in 2005 (0.14
tons/day) and future projects financed by the mitigation program will provide additiona (not quantified)
reductions garting in 2006. When emisson reductions due to the new U.S. Department of Energy
(DOE) efficiency requirement for water heaters and the mitigation projects are incorporated into the
cdculation, the dday of the find limit and resulting forgone emission reductions are further mitigated by
results+ about 0.4 tons per day mrere-of nitrogen oxide emissons in 2006 and morethan 0.1 tons per
day in 2010 compared with the ergiardle10 ng/J requirement.
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Figure 1 - Emission Reductions of Proposed Amended Rule
Compared With Current Rule
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* The emissions for PAR 1121 include the reduction due to the new DOE energy efficiency requirement and reductions from
projects funded by the mitigation fee program. The DOE efficiency requirement results in an 8% reduction in emissions. The
baseline inventory includes the growth assumptions from the staff report for the 1999 rule amendment. The emission reductions
are calculated based on the emission standard for each year and the assumption that 10% of the existing water heaters are
replaced each year (10 year operating life).

The SIP commitment for this rule in 2006 and 2010 will not be met directly by emission reductions from
implementing thisrule. The attainment demondration and State Implementation Plan (SIP) commitment
will not be compromised because the 2003 AQMP included a three ton set aside to account for delays
in implementation when technical assessments for rules indicates that technology did not develop as
anticipated. A portion of those emissions will be used to offset reductions that would have occurred if
the technology was avalable. However by 2015, total emission reductions are greater because of the
DOE efficiency requirement (Figure 1, PAR 1121). The proposed amended rule achieves a totd
reduction of 81% by the year 2015 compared with a 75% reduction projected in the origind rule.

The Settlement Agreement for the 1999 AQMP amendment includes a commitment to begin
implementation of Rule 1121 by 2005. Up to a Lyear extension B adlowed. In the Settlement
Agresment, a provison was included for findings of infeasibility in the event technology forcing rulesare
not able to be met. For the purposes of state implementation plan commitments, an infeasibility finding
can be made if the proposed control technology is not reasonably likdy to be available by the
implementation date in question. As described in this saff report, it is infeasible for manufacturers to
mest the find rule limit by January 1, 2005. Staff recommends the Board make a finding of infeasibility
a the September 3, 2004 public hearing. This daff report serves as a notice of intent to make
infeegbility findings Staff is recommending a 1-year delay of the find rule limit for water heaters 50
gdlons or less, which represents gpproximately 94 percent of the units sold in the Basin. A 2year
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delay is proposed for greater than 50 gallon water heaters and a 3-year delay is proposed for direct-
vent, power-vent, and power direct-vent units. By 2010, emission reductions of 7.6 tons per day (tpd)
were assumed for the 1999 AQMP amendment. This was based on the inventory at that time, which
estimated the remaining emissons from water heaters of 6.4 tpd in 2010. Since the 1999 AQMP
amendment, the inventory has been adjusted to reflect new federd Department of Energy efficiency
sandards. More efficient water heaters have approximately 8 percent lower NOx emissons. Taking
this into consderation, the remaining emissions for the year 2010 under the proposed amendments are
estimated at 5.7 tpd, which islower than the 1999 AQM P amendment projection for that yesar.

Even though gtaff is recommending more than a 1-year delay for approximately 6 percent of the water
heaters, the remaining emissions in the year 2010 under the proposa will be less than the remaining
emissonsin the year 2010 for the 1999 AQMP amendment. Therefore, the SIP commitment is il met
under PAR 1121.

CALIFORNIA ENVIRONMENTAL QUALITY ACT (CEQA) ANALYSIS

Pursuant to the California Environmenta Quadity Act (CEQA) and AQMD Rule 110, the AQMD has
prepared environmenta documentation evauating potentid dgnificant adverse environmenta impacts
associated with implementing the proposed amendments to Rule 1121. A draft Subsequent
Environmenta Assessment (SEA) was prepared and released for a 45-day public review and comment
period from June 4, 2004 to July 20, 2004. A Find SEA will be prepared for the September 3, 2004
public hearing.

SOCIOECONOMIC ASSESSMENT

A socioeconomic assessment has been prepared and isincluded in Appendix C of this report.
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INCREMENTAL COST-EFFECTIVENESS

Hedlth and Safety Code Section 40920.6 requires an incremental cost-effectiveness andyss for Best
Avallable Retrofit Control Technology (BARCT) rules or emisson reduction strategies when there is
more than one control option which would achieve the emission reduction objective of the proposed
amendments, relative to ozone, CO, SOx, NOx, and their precursors. The proposal to amend Rule
1121 does not require emisson controls or emission reduction strategies and does not impact existing
equipment. Therefore, theincrementa cost- effectiveness analys's requirement does not apply.

COMPARATIVE ANALYSIS

Under Hedlth and Safety Code Section 40727.2, the AQMD is required to perform a comparative
written analysis when adopting, amending, or repealing arule or regulation. The comparative andyssis
relaive to existing federal requirements, existing or proposed AQMD rules and air pollution control
requirements and guiddines which are gpplicable to indudtrid, indtitutiond, and commercid bailers,
steam generators, and process hesters.

The AQMD dgaff is not aware of any date or federd requirements regulating ar pollution that are
gpplicable to Rule 1121-type units. PAR 1121 does not impose a new emisson limit or sandard,
make an existing limit or sandard more Sringent, or impose new or more siringent monitoring, reporting
or recordkeeping requirements.  Since units subject to PAR 1121 do not require permits to operate,
Best Available Control Technology reguirements under the AQMD’ s New Source Review Program are
not applicable.
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SUMMARY

The Settlement Agreement for the 1994 SIP requires the Didrict to amend Rule 1121 by January 2000
with an implementation date beginning in 2005 to achieve 7.6 tons per day reduction by 2010 as
reported in the 1997 AQMP inventory. It dlows an extenson of one year. A technicd infeeshility
finding needs to be made if the Didtrict needs to extend the implementation date beyond 2005.

Steff is proposing to extend the compliance date for the find rule limit and continue the mitigation fee as
a compliance option for the nterim rule limit of 20 ng/J. Manufacturers would have to meet the find
emisson limit in the rule by January 1, 2006, for conventiond water heaters of 50 gallon capacity or less
and by January 1, 2007, for conventiond water heaters greater than 50 gallon capacity. St is
proposing athree year delay, until January 1, 2008, for direct-vent, power-vent, and power direct-vent
water heaters. However, due to the energy efficiency standards of the CaliferniaDepartment of Energy
Commisson, the proposed amendment would continue to achieve at least 7.6 tons per day by 2010
(see Appendix A).

Staff proposes to set the fee for the mitigation program in the rule at $3.00 per unit (current fee is
equivaent to $1.82 per unit) to reflect current control costs and to extend the mitigation fee through the
rule extenson and el through dates. Staff adso proposes to dlow the Executive Officer to recover
adminigtrative costs of up to 5% for administering emisson reduction projects and for the mitigation fee
program.

The proposed rule language dso includes minor changes to address the trangtion from the existing
mitigation fee program to the new proposed fee program on date of adoption. The proposed rule aso
dlows new units meeting the exiging sandard to be sold to customers for up to Sx months after the
compliance date for the new standard.
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Original Rule Inventory

Rule 1121: (20 ng/J in 2003; 10 ng/J in 2005)

2004] 2005] 2006] 2007{ 2008| 2009]| 2010] 2011| 2012{ 2013| 2014| 2015
Inventory (ton/day) 9.0 9.1 9.2 9.4 9.6 9.8] 10.0( 10.2] 104 10.6] 10.8 11.0

Reduction - Interim Limit (L29] (1.29] (1.29] (1.29] (L.29] (129 (1.29] (1.29] (0.8%)] (0.3%)

Reduction (10 ng/J) 0.8 1.4 2.2 2.9 3.7 4.5 5.4 6.3 7.2 8.1 8.3
Total Reductions 0.0 0.8 1.4 2.2 2.9 3.7 4.5 5.4 6.3 7.2 8.1 8.3
Remaining 9.0 8.3 7.7 7.2 6.7 6.1 5.5 4.8 4.1 3.4 2.7 2.8
Overall-ControtEfficiency 0%| 8%| 16%| 23%| 31%| 38%| 45%| 53%| 60%| 68%| 75%| 75%

* Emission reduction if manufacturers had produced water heaters meeting the interim rule limit instead of using the mitigation fee program.

Proposed Amended Rule Including New DOE Efficiency Standard

PAR 1121
2004] 2005] 2006] 2007 2008| 2009| 2010+ 2011] 2012| 2013| 2014] 2015
Inventory (ton/day) 9.0 9.1 9.2 9.4 9.6 9.8 10.0 10.2 10.4 10.6 10.8 11.0
Reduction - Mitigation Fee ** 0.14 0.14 0.14 0.14 0.14 0.14 0.14 0.14 0.14 0.14
Reduction 10 ng/J & DOE <0.1 0.1 0.9 1.6 2.5 3.3 4.2 5.1 6.1 7.1 8.0 8.9
Total Reductions <0.1 0.3 1.0 1.8 2.6 3.5 4.4 5.3 6.2 7.2 8.1 8.9
Remaining 8.9 8.8 8.1 7.6 7.0 6.3 5.6 4.9 4.2 3.5 2.7 2.1
Overall Control Efficiency 1% %] %] 19%| 27%| 35%| 44% | 520%| 60%| 68%| 75%| 81%
**1997/1999 SIP Equivalent Emission Reductions for 2010 are calculated as follows:
CM#99 CMB-06 Emission Data: PAR 1121 remaining emissions = 5.6
2010 Baseline = 14 TPD Therefore the SIP equivalent reduction is:
Reduction = 7.6 TPD =14.0-5.6 TPD
Remaining = 6.4 TPD =8.4TPD

*** Mitigation fee projects assumed to have a project lifetime of ten years.

**** The baseline emissions inventory and growth assumptions are from the 1999 rule amendment. The rule reductions are based on the NOx emissions

standard for each year and a 10 year operating life (10% of the water heaters are replaced each year - when they are 10 years old). The revised DOE efficiency

standard results in up to 8% less fuel used and 8% less NOx emissions per water heater.
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PUBLIC COMMENTS

On June 17, 2004, a public workshop and CEQA scoping meeting was held a the SCAQMD
headquarters to solicit information and suggestions from the public regarding Proposed Amended Rule
1121. Five people attended the workshop and provided comments. Additional comments were aso
received by staff prior to and subsequert to the public workshop.

PUBLIC WORKSHOP COMMENTS

1 Comment:
Response:
2. Comment:
Response:
3. Comment:
Response:
4, Comment:

How many manufacturers are there?

There are four companies in the country that produce gas-fired storage water
heaters.

What emission leve do the units meet that manufacturers pay the mitigation fee for
and what isthe total emissons forgone?

The water heaters that manufacturers must pay the fee for meet the 40 ng/Jlimit. 1f
you use the difference between that limit and the find limit (10 ng/J) to esimate the
emissions forgone for the number of units sold each year, it is about 0.75 tons per
day. The difference between 40 ng/J and the interim limit (20 ng/J) would be about
0.5 tons per day of emissons.

It does not look like the Department of Energy requirement for increased energy
efficiency is taken into account in the emissons esimates. Is the life-cycle of the
product taken into account?

The daff report has been revised to more clearly date that the efficiency
requirement and the life-cycle of the products are taken into account. In addition,
the emission caculations have been refined to reflect that reductions from the DOE
requirement occur during 2004 and 2005.

The new energy efficiency requirement is assumed to reduce emissons from each
new water heater by eight percent (8%). Thelife-cycle of the product is also taken
into account. The assumption used is that ten percent (10%) of the exiging units
are replaced with new units each year. The units are replaced when they are 10
years old.

The report states that the direct-vent and power vent units tend to be larger and
have greater emissons. That is not necessarily true.
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Response:

The comment has been addressed in the Staff Report. Staff has reviewed a sample
of source tests for these types of water heaters and confirmed that emissons are
gmilar or lower than conventiona water hesters.

OTHER PUBLIC COMMENTS

5.

6.

Comment

Response

Comment;

Response:

Require the revised mitigation fee cdculation ($3.00 per water heater) to become
effective on or after January 1, 2005 instead of on the date of adoption.

Staff has revised the proposed amended rule to have the mitigation fee payment
caculation change on January 1, 2005, as requested.

GAMA and water hester manufactures have requested an exemption for direct-
vent, power direct-vent and power-vented water heaters from the find and interim
emisson limits The Subsequent Environmental Assessment did not use the
industry proposd for one of the dternatives. The combustion chamber, burners
and combustion process are different than for the mgority of conventional water
heaters and it will require additiond research and development to comply with the
find limit. These categories of water heaters only account for about 2% of sdesin
the AQMD and account for only 2% of emissons.

The proposed amended rule does not differentiate between conventiond units and
direct-vent and power-vented water heaters. The development of technology to
meet the find emisson limit and flanmable vapor ignition resdance (FVIR)
requirements for direct-vent and power-vented units would be concurrent. The
industry would find it dfficult to develop water heaters that meet the find emisson
limit and the FVIR requirements at the same time.

Manufacturers of ceramic and metd fiber radiant burners and other types of gas-
fired gppliances have burners with emisson leves at or below the interim (20 ng/J)
and find (10 ng/J) rulelimits  These low NOXx burners are manufactured for awide
range of gpplications. Available nformation shows tha the interim and find rule
limits are achievable in both natura draft and fan-asssted applications. Radiant
burners can meet the rule limits within arange of conditions (i.e., amount of excess
ar) and use a vaiety of ignition technologies  However, water heater
manufacturers have not provided sufficient information why low NOx lurnersin
direct-vent and power-vented water heaters are not feasble and cannot meet
ether thefind limit (10 ng/J) or the interim limit (20 ng/J).

Saff has no new information a this time regarding the difference in cost of a
changeover to a different burner system for these types of water heaters compared
with conventiond water heaters. Based on industry sdes information, daff
estimates that in the AQMD there are at least 80,000 direct-vent and power-
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7. Comment
Response

8. Comment

vented residential water heeters in the size range regulated by Rule 1121. These
categories of water heaters represent about 2% of sdes or about 8,000 water
heaters sold in the Basin per year. Thisisalarge number of water hesters.

The upcoming PM 2.5 attainment requirement by 2014-2015 requires dl feasble
NOx reductions. Recognizing that current regulatory requirements and research
and development may require more time, staff proposes this deadline be extended
for three years.

Table 51 in the draft SEA is a summary of the project dternatives which were
analyzed pursuant to CEQA Guiddines 815126.6. These dternatives were
developed by modifying specific components of the proposed project. Pursuant to
CEQA Guiddines 15126.6, an environmental document shall describe a range of
reasonable dternatives to the project which would feasbly attain most of the basic
objectives of the project but would avoid or substantidly lessen any of the
ggnificant effects of the project, and evduate the comparaive merits of the
dternatives.  An environmental document need not consder every conceivable
dterndive to a project. Rather it must consder a reasonable range of potentidly
feedble dternatives that would foster informed decison-making and public
participation. Further, because an environmenta document must identify ways to
mitigate or avoid the significant effects that a project may have on the environmernt,
the discusson of dternatives shdl focus on dternatives to the project which are
cgpable of avoiding or substantialy lessening any significant effects of the project.

When developing dternatives, saff attempted to craft an aternative consstent with
the industry proposa based upon the information available at that time, taking into
consderation State Implementation Plan commitments for Rule 1121. The specific
dternative recommended by the commentator is not within the scope of the
andyss of dternaives because it would result in emisson reductions foregone
greater than any of the dternatives andyzed. [f the staff proposa for proposed
amended Rule 1121 is adopted by the Board, there is a commitment in the rule for
a future technology report back to the board. Based upon available information at
that time, the Board could direct gaff to promulgate further amendments to Rule
1121 that are more consstent with the industry proposd.

Industry has requested an additiond progress report be included in therule.
Staff has proposed an additiona progress report in the rule for direct-vent and
power-vented water heaters nine months prior to the find compliance date for

these water heaters.

LNG fueswill be used in greater quantitiesin the future. It is not known how these
fudswill affect low NOx burner performance.
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0.

Response

Comment

Response

Thank you for the comment. The Rule 1121 emisson limits gpply to natura gas-
fired resdentia type water heaters and the rule does not differentiate based on fuel
qudity.

The increase cost of gas water heaters may cause consumers to switch to eectric
water heaters and could result in increased generation of NOX.

Gas-fired water heaters outsdll dectric units in the AQMD because of the loca
difference in the cost of hesting water with gas versus eectricity. While there are
emissions associated with the use of dectric water heaters, the power plantsin the
AQMD are controlled to the level of BARCT or BACT and are among the lowest
palluting.  Furthermore, power plants are under RECLAIM; therefore, any
potentia increasein emissions will be capped by the program.
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SOCIOECONOMIC ASSESSMENT

There are currently four mgor manufacturers of gas-fired, tank-type water heaters. According to data
from the water heater manufacturers as of 2003, there were approximately 328,600 water heaters sold
with 50 gdlons or less cgpacity and 17,300 water heaters sold with more than 50 gdlons capacity in the
digrict annually.* If the July 1, 2002 interim limit (20 ng/J) had been achieved, these water heaters would
have resulted in gpproximately 116 tons per year of NOx emission reductions.

In lieu of complying with the July 1, 2002 limit, the four manufacturers have opted to pay amitigation fee a
$5,400 per ton of NOx (equivdent to $1.82 per water heater). Under the exiding rule, these
manufacturers may continue the payment until January 1, 2005 when the find limit (10 ng/J) becomes
effective. The mitigation fee under the proposed amendments to Rule 1121 is based on $3 per water
heater sold as opposed to a “per ton” bads. In addition, the find compliance limit is extended to January
1, 2006 for water heaters with 50 galons or less, to January 1, 2007 for those with more than 50 gallons,
and to January 1, 2008 for direct vented and power vented water heaters regardless of their Sizes.

The Environmental Assessment of Proposed Amended Rule 1121 evauates the staff proposal and two
other dternatives. Under Alternative B, the fina compliance date will be January 1, 2006 for dl the water
heaters. Alternative C has January 1, 2007 as the find compliance date for water heaters with 50 galons
or less and January 1, 2008 for those more than 50 gallons and exempits direct vented and power vented
water heaters from the 10 ng/J find emisson limit. Other aspects of the proposed amendments remain
intact under Alternatives B and C.

The proposed amendments will take effect upon their adoption, which is currently scheduled for September
2004. The socioeconomic andlysis of the proposed amendments herein examines the amounts of mitigation
fee payments up to the find compliance dates by assuming that the four manufacturers will continue their
payments and using their submitted data on water heaters as of 2003. Table C-1 compares the paymerts
under the exiting rule, the proposed amendments, and Alternatives B and C.

Rdative to the exidting rule, based on a per unit, as opposed to a per emission bass, the mitigation fee
payment under the proposed amendments will increase by $1.2 million by the end of 2006. The four
manufacturers would pay less under Alternative B and more under Alternative C than the proposed
amendments.  Extending the compliance dates under PAR 1121 provides additiond time for the
manufacturers to meet the find emisson limit of 10 ng/J. Under PAR 1121, if a manufacturer directly
complies with the find emisson limitation requirement, it would not pay a mitigation fee. However, the cost
to comply earlier would be higher than delayed compliance.

1 In the last few years corporation consolidation has resulted in the formation of the four manufacturers that
produce 99 percent of the residentiad gas-fired water heaters sold in the district.
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Table C-1 - Annual Mitigation Fee Payment

Payment Period Exiging Rule | Proposed Amendments | Alternative B Alternative C
(Mitigetionfee | (Mitigation fee: Jan. (Mitigation feer | (Mitigation feer
until Jan. 2006 for < 50 gdlons, Jan. 2006 dl | Jan. 2007 <50
2005)" Jan. 2007 for > 50 water galons and Jan.
gdlons, and Jan. 2008 heaters)” 2008 for > 50
for direct vented and gdlons)”
power vented)
Sept. to Dec. 2004 $209,000 $ 345,900 $345,900 $345,900
2005 0 1,037,800 1,037,800 1,037,800
2006 0 51,900 0 1,037,800
2007 0 20,800 0 51,900
Totd" $209,000 $1,456,400 $1,383,800 $2,473,500
*The total may not be equal to the sum of individual numbers due to rounding.
"$5,400/ton of NOX.
"$3/water heater.

The January 1, 2005 date for the find compliance limit of 10 ng/Jin the exidting rule is currently not feesible
because of the limitation of technology. If the current mitigation fee program is extended for another year,
the total fee payment will be $836,000 in 2005. The amount of the mitigation fee payment under the
proposed amendments beyond $836,000 ($1,037,800 - $836,000 = $201,800) reflects a fee increase
that is necessary because of the increase in current control costs of those projects financed by the
mitigation fee program in order to achieve equivdent emisson reductions. Although the research and
development cost toward the compliance with the find limit is unknown due to confidentiality, the proposed
amendments would delay the spending on research and development and implementation of technology,
thereby providing compliance relief to the four water hester manufacturers.  Such benefit is expected to
compensate for the fee increase.
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BOARD MEETING DATE: September 3, 2004 AGENDA NO. 30

PROPOSAL :

SYNOPSIS:

COMMITTEE:

Amend Rule 1121 - Control of Nitrogen Oxides from Residential
Type, Natural Gas-Fired Water Heaters

Rule 1121 was amended in December 1999 to lower the emission
limits for water heaters. Manufacturers submitted an interim report
relative to their progress in meeting the final emission limit and
staff provided a summary of this information and recommendations
at the January 9, 2004 Board Meeting. In order for equipment
manufacturers to address other national regulatory requirements
and technical and manufacturing issues, staff is proposing to delay
implementation of the final rule limit one to three years depending
upon the size and type of the water heater and to modify the
mitigation fee program. Thisitem also serves as a notice of intent
to make infeasibility findings, as required in the settlement
agreement for the 1999 AQMP amendment.

Stationary Source, July 23, 2004, Reviewed

RECOMMENDED ACTION:

Adopt the attached resol ution:

1. Certifying the Final Subsequent Environmental Assessment (SEA) for Proposed
Amended Rule 1121 — Control of Nitrogen Oxides from Residential Type, Natural
Gas-Fired Water Heaters;

W

Adopting the Statement of Findings and Statement of Overriding Considerations;
Making afinding of infeasibility regarding the January 1, 2005 compliance date for

the Rule 1121 final rule limit; and
4. Amending Rule 1121 — Control of Nitrogen Oxides from Residential Type, Natural
Gas-Fired Water Heaters.

EC.JW:AYL:WB

Barry R. Wallerstein, D. Env.
Executive Officer




Background

Rule 1121 — Control of Nitrogen Oxides from Residential Type, Natural Gas-Fired
Water Heaters, was amended in December 1999 to lower the nitrogen oxide (NO,)
emission limitsin therule. The amendment reduced the NO, limit in two steps from 40
ng/Jto 20 ng/Jon July 1, 2002 and 10 ng/J on January 1, 2005. All four manufacturers
used an option in the rule to pay a mitigation feein lieu of meeting the July 1, 2002
interim limit.

The rul e also required manufacturersto provide areport by July 1, 2003 on their
progress toward meeting the final emission limit intherule. Staff presented a summary
of these reports at the January 2004 Governing Board meeting and the Governing Board
directed staff to proceed with rule development. Since that time, staff has met with
representatives of water heater manufacturers and the Gas Appliances Manufacturers
Association (GAMA). Industry requested a delay in the compliance date for the final
rule limit, achange in the mitigation fee program, and an exemption for some types of
water heaters.

Affected Facilities

Gas-fired storage water heaters are used by most residences and commercial enterprises
in the South Coast Basin (Basin). There are over four million gas-fired water heatersin
the Basin. There are four water heater manufacturers who provide 99% of all the
different types of water heaters purchased in the Basin The manufacturers of gas-fired
storage water heaters are all located outside of the state.

Proposed Rule

Staff is proposing to extend the compliance date for the final rule limit and continue the
mitigation fee as a compliance option for the interim rule limit of 20 ng/J.
Manufacturers would have to meet the final emission limit in the rule by January 1,
2006, for conventional water heaters of 50 gallon capacity or less and by January 1,
2007, for conventional water heaters greater than 50 gallon capacity. Staff is proposing
athree year delay, until January 1, 2008, for direct-vent, power-vent, and power direct-
vent water heaters.

Staff proposes to set the mitigation fee at $3.00 per unit to reflect current control costs.
Staff also proposes to allow the Executive Officer to recover administrative costs of up
to 5% for administering emission reduction projects and for the mitigation fee program.

The proposed rule language aso includes minor changes to address the transition from
the existing mitigation fee program to the new proposed fee program on date of
adoption. The proposed rule also allows new units meeting the existing standard and
manufactured before the compliance date for the new standard to be sold to customers
for up to six months after the compliance date. Staff is not proposing any exemption
from thefinal rule limit.



Public Process

During the rulemaking process, staff conducted a Public Workshop and CEQA scoping
session on June 17, 2004 to present the proposed rule. Staff has also met a number of
times with manufacturers and GAMA to discuss technology development and industry's
request for adelay of the final rule emission limit.

Key Issues

Rule 1121 interim progress reports required manufacturers of water heaters to provide
specific information, which included a description of technology, emission test results,
identification of technical and productions issues and an estimated manufacturing date.
The information in the progress reports submitted by manufacturers was consistent.
Manufacturers reported that progress had been made towards meeting the final rule
limit; however more time is needed because a number of national safety, energy and
environmental standards were delayed and must now be met concurrent with the Rule
1121 final limit.

I ssues raised by the manufacturers and GAMA focus on the need to meet the District
final rule limit and standards for flammable vapor ignition resistance (FVIR) and energy
efficiency at the sametime. Implementation of these other standards has been delayed
from the original proposed dates and now must be met at about the same time as Rule
1121'sfinal emission limit. The implementation dates for the Rule 1121 emission
standards were set in part based on the expectation of earlier implementation dates for
the FVIR and energy efficiency standards. TheFVIR standard was phased-in starting in
July 2003 with non-vented atmospheric units 50 gallons or less. Larger units and non
conventional units have later compliance dates. The new federal energy efficiency
standard had to be met by January 2004.

Manufacturers need more time than anticipated to develop technologies that will both
meet the final rule limit and the above-mentioned standards. A wide variety of burners
have been evaluated. In addition, it is more difficult to meet the final rule emission
limit with the addition of alint, dust, and oil test to the FVIR standard. Radiant burners
are more easily impacted by an accumulation of lint, dust or oil.

Manufacturers have indicated that they can meet the final limit for conventional water
heaters with a one to two year delay. They have requested a one year delay for
conventional units that are 50 gallons or less and atwo year delay for conventional units
greater than 50 gallons. The additional year delay for larger unitsis requested because
these units have larger burners and they are still being redesigned to meet new safety
and energy standards during the next year.

Manufacturers have also requested an exemption from both the final and interim
emission limits for direct-vent and power-vented water heaters. Manufacturers have
spent most of their developmental efforts on smaller conventional water heaters. This
typeisthe most common type of gas-fired water heater sold for residential applications
in Southern California. Other types of unitsinclude direct-vent units and those with



fans to ensure combustion exhaust if vented to the outside of abuilding. Direct-vent
units draw air from outside the space where the water heater isinstalled, typically
through a combination (coaxial) exhaust and ventilation duct to the outside of the
building. Power vented units have longer exhaust ducts and draw air into the
combustion chamber by use of an auxiliary exhaust fan. Water heater manufacturers
have not provided information on testing of low NOx burners in direct-vent or power-
vented units. Additional time is needed to evaluate low NOx burnersin these types of
water heaters.

When the District submitted Rule 1121 for the state implementation plan (SIP), no
credit was taken for water heaters produced to meet the interim standard of 20 ng/J.
Manufacturers have proposed to extend the mitigation fee program and change the fee
structure to one based on the number of water heaters sold in the Basin. They proposed
afee of $2.50 per water heater. Staff has proposed a mitigation fee of $3.00 per water
heater. The current feeis equivalent to about $1.80 per water heater. The fee of $3.00
per water heater is necessary to obtain sufficient and timely emission reductions to
offset the reductions forgone by manufacturers choosing to pay the mitigation fee
instead of meeting the interim limit.

At the time of the SIP submittal, it was not known which companies would produce
water heaters meeting this standard and which would pay mitigation fees to offset
emissions. All four manufacturers have elected not to produce water heaters that meet
the interim standard and all are using the mitigation fee program to offset their
emissions. Mitigation Fee projects funded by this program were approved by the
Governing Boardin June 2004. These projects will reduce NOx emissions by
approximately 0.14 tons per day for at least 10-15 years of project life that, in total, will
produce sufficient reductions to offset the emissions. However, in order to generate
sufficient reductionsin atimelier manner, i.e., within 2 years of project life, to offset the
reductions that would have been achieved by water heaters meeting the interim
standard, an increase in the mitigation fee is needed Increasing the mitigation fee can
provide additional and timelier emission reductions which cannot be quantified at this
time.

A oneyear delay, until January 1, 2006, for the less than or equal to 50 gallon units, an
additional year delay until January 1, 2007 for greater than 50 gallon units, and athree
year delay for direct-vent, power-vent and power direct-vent units will result in less
emission reductions than projected for the original rule until 2014. When emission
reductions due to the new U.S. Department of Energy (DOE) efficiency requirement for
water heaters and the mitigation projects are incorporated into the calculation, the delay
of thefinal limit resultsin about 0.4 tons per day more of nitrogen oxide emissionsin
2006 and more than 0.1 tons per day in 2010 compared with the original rule.



AQMP and Legal Mandates

Rule 1121 isincluded in the Settlement Agreement for the 1999 AQMP amendment. A
provision was included in the agreement for findings of infeasibility in the event
technology forcing rules are not able to be met. An infeasibility finding can be made if
the proposed control technology is not reasonably likely to be available by the
implementation date. Asdescribed in the staff report, it isinfeasible for manufacturers
to meet the final rule limit by January 1, 2005. The Settlement Agreement allows
extension of the implementation date by one year. Although the staff proposal includes
asmall portion of water heaters that would have their compliance date extended by up
to three years, the reduction commitment of 7.6 tons per day could still be achieved by
2010 by the water heaters that will be in compliance by January 2006 when the state and
federal energy efficiency standards are considered.

The 2003 AQMP attainment demonstration and State |mplementation Plan (SIP)
commitment will not be compromised because the 2003 AQMP included a three ton set
aside to account for delays in implementation when technical assessments for rules
indicate that technology did not develop as anticipated. A portion of those emissions
will be used to offset reductions that would have occurred if the technology was
available.

California Environmental Quality Act (CEQA) Analysis

Pursuant to the California Environmental Quality Act (CEQA) and AQMD Rule 110,
the AQMD has prepared environmental documentation evaluating potential significant
adverse environmental impacts associated with implementing the proposed amendments
to Rule 1121. A draft Subsequent Environmental Assessment (SEA) was prepared and
released for a 45-day public review and comment period from June 4, 2004 to July 20,
2004. A Final SEA isincluded as a part of the attached package for the public hearing
on the proposed rule.

Socioeconomic Analysis

The socioeconomic analysis of the proposed amendments examined the amounts of
mitigation fee payments up to the final compliance dates by assuming that the four
manufacturers will continue their payments and using their submitted data on water
heaters as of 2003. Relative to the existing rule, the mitigation fee payment under the
proposed amendments will increase by $1.2 million by the end of 2007. However,
extending the compliance dates under PAR 1121 provides additional time for the
manufacturers to meet the final emission limit of 10 ng/J. Under PAR 1121, if a
manufacturer directly complies with the applicabl e interim or final emission limit, it
would not pay amitigation fee.

Conclusion and Staff Recommendation
To mass produce water heaters at alower NO, limit, there are several steps. New
burners and water heater designs must meet DOE efficiency standards, pass lint, dust



and oil tests, as well as other safety measures. Changes to one component of the water
heater often affect the design of other components. Once a satisfactory designis
developed and tested, there are mandatory safety and reliability tests that must be done.
Additional timeis needed to change production lines in order to mass produce water
heaters.

It isinfeasible for the January 1, 2005 date to be met due to the amount of technical
work still needed. The remaining timeis not sufficient to develop, test and produce
water heaters. Staff has worked with the manufacturers and is recommending a one-
year delay for conventional water heaters 50 gallon capacity and less, two years for
conventional water heaters greater than 50 gallon capacity, and three years for direct-
vent, power-vent, and power direct-vent water heaters. Staff is not recommending afull
exemption from the interim and final rule limits for direct-vent and power-vented water
heaters because technology is available to meet these limits and the proposed amended
rule provides additional time to develop and test technology for these types of water
heaters. A final progress report from water heater manufacturers will be required to
show progress made toward meeting the final rule limit from direct-vent, power-vent,
and power direct-vent water heaters.

As described in the staff report, it isinfeasible for manufacturers to meet the final rule
limit by January 1, 2005. Staff recommends the Board make afinding of infeasibility
regarding the January 1, 2005 compliance date for the final rule limit.

Attachments

Summary of Proposal

Key Issues and Responses

Rule Development Process

Key Contacts List

Resolution

Proposed Amended Rule

Final Staff Report with Socioeconomic Impact Assessment
Final Subsequent Environmental Assessment

IOmMmooOm»



ATTACHMENT A
SUMMARY OF PROPOSAL

Proposed Amended Rule 1121 — Control of Nitrogen Oxides
from Residential Type, Natural Gas-Fired Water Heaters

Delay final emission limit of 10 ng/J by one year for conventional water heaters lessthan or
equal to 50 gallons, two years for conventional water heaters greater than 50 gallons and
three years for direct-vent, power-vent and power direct-vent water heaters,

Extend the mitigation fee program for the interim rule limit for three years and change the
feeto $3.00 per water heater (currently about $1.80 per water heater).

Require manufacturers to provide a report on progress towards meeting the interim and
final rule limits for direct-vent, power-vent and power direct-vent water hegters.




ATTACHMENT B
KEY ISSUES AND RESPONSES

Proposed Amended Rule 1121 — Control of Nitrogen Oxides
from Residential Type, Natural Gas-Fired Water Heaters

Issue: The Rule 1121 final emission limit should be delayed to allow manufacturers
additional time to develop the technology, test the new design and change the
manufacturing process.

Response: The proposed amended rule provides additional time to meet the final
emission limit. Staff has worked with the manufacturersto allow sufficient time to
modify conventional water heaters and provide additional development time for other
types of water heaters.

Issue: The Rule 1121 mitigation fee program should be changed to a fee based on the
number of water heaters sold.

Response: The mitigation fee has been changed to a proposed fee of $3.00 per water
heater .

Issue: Rule 1121 should exempt direct-vent, power-vent and power direct-vent water
heaters from both the final and interim emission limit. They are a small fraction (2%)
of the water heaterssold in the District. The cost for modifying these types of water
heaters would be high.

Response: Industry has not provided test data in the interim progress reports to indicate
that the interim and final emission limits cannot be met by those types of water heaters.
Information from burner manufacturers suggests that the final limit can be met in these
types of water heaters. While the percentage of these water heatersissmall, thereare
approximately 80,000 of these types of water heatersin the District. In addition, if
these water heaters are exempt from both limits, then they would account for
approximately 8% of the total emissions fromwater heaters. Manufacturers have not
provided any information on the cost of complying with the rule limits for this type of
water heater.




ATTACHMENT C
RULE DEVELOPMENT PROCESS

Proposed Amended Rule 1121 — Control of Nitrogen Oxides
from Residential Type, Natural Gas-Fired Water Heaters

Initial Rule Development
February 2004

!

Public Workshop and CEQA Scoping: June 17, 2004
Stationary Source Committee Briefing: July 23, 2004

Approximately 700 rotices mailed for the Public Workshop /
CEQA Scoping Meeting to manufacturers, the Gas Appliance
Manufacturers Association, burner manufacturers and other
interested parties

\
CEQA Draft SEA Released for
45-Day Review
Release Date: June 4, 2004

y

Set Hearing: August 6, 2004

y

Public Hearing: September 3, 2004

Seven (7) months spent in rule development.



ATTACHMENT D
KEY CONTACTSLIST

A.O. Smith Water Products Company
American Water Heater Company
Bradford White Corporation
California Air Resources Board (CARB)

Gas Appliance Manufacturers Association, Inc.
Schott Glas

Southern California Gas Company
Rheem Manufacturing Company



South Coast
52| Air Quality Management District

———= 21865 Copley Drive, Diamond Bar, CA 91765-4178

(909) 396-2000 » www.agmd.gov

May 16, 2008

Mr. Alex Krichevsky

Air Pollution Specialist
Stationary Source Division
Air Resources Board

1001 I Street

Sacramento, CA 95812

Re:  SIP Submittal: Rule 1121 - Control of Nitrogen Oxides from Residential Type,
Natural Gas-Fired Water Heaters

Dear Mr. Krichevsky:

Attached you will find information pertaining to Rule /721 which was amended by the
South Coast Air Quality Management District (AQMD) Governing Board on September
3,2004.

We are requesting that upon your review and concurrence the attached information be
provided to EPA for its review and inclusion in the SIP.

If you have any questions on this submittal, please contact Joe Cassmassi at (909) 396-
315s.

Sincerely,

Elaine Chang, DrPH

Deputy Executive Officer

Planning, Rule Development & Area Sources
JC:GQ:WB
Attachments:

SIP Completeness Checklist

Clean and strikeout copies of amended rule

Proof of Publication

Signed Board Resolution/Minutes

APCD/AQMD Rule Evaluation Form

Staff Report {includes public comments & responses)

cc:  Andrew Steckel/EPA Region IX (w/o attachments)
Mary Leonard/SCAQMD (w/o attachments)
Rule 1121 {w/o attachments)
SIP File (w/attachments)
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