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INTRODUCTION

The District's overall mission is to achieve clean air goals by leading the region in protecting
public health and the environment through innovative and effective programs, dedicated staff,
community involvement, and public education. Control of pollution emitted by stationary
sources is an essential part of that mission. Many stationary sources are subject to numerous
federal, state and District regulations and are required to obtain permits to operate. These rules
pertain to the District’s stationary source program elements that evaluate permits applications to
ensure compliance with air quality regulations, including necessary air pollution controls, and
consider the impacts of toxic air contaminant emissions.  The program also includes ongoing
inspection and enforcement to maintain a high level of compliance.

Historically, state and federal grants have partially offset the cost of the stationary source permit
and toxics programs. However, those revenues are required to support the unpermitted source
element of the stationary source programs. Fees provide the majority of the support to the
permit program. Fees are charged for the issuance and renewal of permits, source test
observations and report evaluations. Title V federal operating permits (for the largest sources),
air toxics emissions, and emission reduction credit banking have greater shortfalls in fee
revenues.

The current fees do not fully cover costs and reserve funds have reached critically low levels. In
fiscal year (FY) 13/14, reserve funds will run out and jeopardize the District's ability to meet its
responsibilities.

Staff is proposing to amend three rules to increase fees to the level necessary to fully recover
the cost of the stationary source program: Rule 107 — Alternative Compliance, Rule 301 —
Permit Fees - Stationary Source, and Rule 306 — Air Toxics Fees.

BACKGROUND

The Sacramento Metropolitan Air Quality Management District is the agency with primary
responsibility for achieving and maintaining clean air standards in Sacramento County. The
District currently does not meet state and federal health standards for ozone, and state health
standards for particulate matter with an aerodynamic diameter of 10 microns or less (PM10),
and particulate matter with an aerodynamic diameter of 2.5 microns or less (PM2.5). Ozone is
a strong irritant that adversely affects human health and damages crops and other
environmental resources. As documented by the U.S. Environmental Protection Agency (EPA)?,
both short-term and long-term exposure to ozone can irritate and damage the human respiratory
system, resulting in:

* decreased lung function;
+ development and aggravation of asthma,;
« increased risk of cardiovascular problems such as heart attacks and strokes;

! “Air Quality Criteria for Ozone and Related Photochemical Oxidants”, U.S. EPA, February 2006.
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increased hospitalizations and emergency room visits; and
premature deaths.

Particulate matter (PM) is a mixture of very small liquid droplets and solid particles. According
to the EPA, health studies have linked exposure to particulate matter, especially fine particles,
to several significant health problems, including:

Increased respiratory symptoms, such as irritation of the airways, coughing, or difficulty
breathing;

Decreased lung function;

Aggravated asthma,;

Development of chronic bronchitis;

Irregular heartbeat;

Nonfatal heart attacks;

Premature death in people with heart or lung disease; and

Increased risk of cardiovascular and cerebrovascular events in post-menopausal
women.

State and federal laws require the District to attain the health standards for these nonattainment
pollutants, maintain compliance with health standards for other pollutants, and protect the public
from emissions of toxic air contaminants. Control of pollution from stationary sources is the
primary function of the District?. The overall stationary source program consists of the following
elements:

Permit Program: develops and implements prohibitory rules affecting permitted sources,
issues and enforces local air quality permits, updates permitted sources’ emissions
inventories, processes emission reduction credits (ERCs), maintains and updates the
ERC bank registry, responds to public complaints at permitted sources, and supports the
Sacramento County Business Environmental Resource Center (BERC). The permit
program also implements the Title V operating permit program, which requires the
District’s largest emissions sources to obtain federally enforceable permits.

Air Toxics Program: evaluates toxic-emitting facilities subject to the Air Toxics “Hot
Spots” Information and Assessment Act®.

Unpermitted Source Program: develops and implements prohibitory rules affecting
unpermitted sources including some consumer products, small commercial sources,
residential or mobile sources; updates emissions inventories; conducts compliance
activities and responds to public complaints at unpermitted facilities. The unpermitted
source program also includes the activities related to Rule 421 — Mandatory Episodic
Curtailment of Wood and Other Solid Fuel Burning, also known as the “Check Before
You Burn” program.

Portable Equipment Registration Program (PERP): inspects portable equipment
registered with the California Air Resources Board (CARB) that operates in Sacramento
County.

2 california Health and Safety Code Section 40000.
3 california Health and Safety Code Sections 44300-44394.
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¢ Agricultural Burning and Engine Registration Programs: oversees the agricultural burn
program implemented by Sacramento County Agricultural Commissioner and registers
and inspects engines used in agricultural operations that are subject to the state
Airborne Toxic Control Measure (ATCM) for Stationary Compression Ignition Engines®”.

« Asbestos Program: reviews and enforces plans that minimize the release of asbestos
fibers during activities involving the removal, processing, handling and disposal of
asbestos-containing materials.

 Basinwide Air Pollution Control Council (contract): provides the District's share of
financial support to the Sacramento Valley Basinwide Air Pollution Control Council
(BCC). The BCC is authorized by state law to develop the air basin’s Smoke
Management Plan, and works in conjunction with the local districts within the basin to
minimize the air quality impacts of agricultural burning and to comply with state
requirements for reducing rice straw burning.

A robust District stationary source program is essential to the local business community
because it provides timely permits, standard environmental review, reduces the likelihood of
state and federal interventions in local business permitting and compliance decisions, and
allows the District to tailor air pollution control measures to meet local community needs. Local
implementation maintains a level playing field for compliant businesses and provides quick
responses to citizen complaints.

Funding for the stationary program is derived from fees established in District rules for activities
related to stationary sources, CEQA mitigation funds, as well as discretionary funding from
federal and state grants, and civil settlements. For the past several years, program revenues
have not been sufficient to cover the program cost, and the District has been using the existing
stationary source fund balance (i.e., a reserve account) to make up the differences. The
stationary source fund balance has reached a critically low level and funding source from other
District programs, such as funding for mobile source programs, is restricted and cannot be used
to fund the stationary source program.

Fees must be increased to fully fund the stationary source program, restore the permit program
and air toxics fund balances, and meet cash flow needs. Staff has performed a detailed
analysis of program costs and revenues that form the basis of the fee proposal.

LEGAL MANDATES

Section 42300 of the California Health and Safety Code (HSC) authorizes the District to
establish, by regulation, a permit system that requires any stationary source that may emit air
contaminants to obtain a permit from the Air Pollution Control Officer. HSC Sections 42311 and
41080 authorize the District to adopt, by regulation, a fee schedule to cover the cost of District
programs related to permitted stationary sources. HSC Section 42311 also authorizes annual
fee adjustments based on changes in the Consumer Price Index (CPI), defined in Revenue and
Taxation Code Section 2212 as the percentage change from April 1 of the prior year to April 1 of

* California Code of Regulations, Title 17, Section 93115.
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the current year in the California Consumer Price Index for all items. Increases to existing fees
are restricted by HSC Section 41512.7(b) to no more than 15% in any calendar year. In some
cases, this 15% per year limit on fee increases precludes reaching full cost recovery with one
fee adjustment. HSC Section 42311(a) states:

“...the fees assessed under this section shall not exceed, for any fiscal year, the
actual costs for district programs for the immediately preceding fiscal year with
an adjustment not greater than the change in the annual California Consumer
Price Index..., for the preceding year. Any revenues received by the district
pursuant to the fees, which exceed the cost of the programs, shall be carried
over for expenditure in the subsequent fiscal year and the schedule of fees shall
be changed to reflect that carryover.”

This statute requires an annual assessment of permit program costs and revenues and fee
adjustments, if necessary, to ensure that the fee revenues do not exceed program costs. The
proposed fees are based on our best cost and revenue projections at this time. The increase
needed exceeds the 15% limit, therefore, increases are proposed for several fiscal years. If
projected costs decline, or revenues increase, beyond our current projections, the proposed
FY14/15 and later fee increases must be reduced to equal the revised projected costs.

For the Title V operating permit program, Title 40 of the Code of Federal Regulations Part 70.9
requires the District to establish a fee schedule that is sufficient to cover the Title V permit
program cost. These costs include, but are not limited to, the cost to prepare generally
applicable regulations or guidance regarding the permit program or its implementation or
enforcement, to evaluate and act on Title V permit applications (initial permits, permit renewals,
administrative amendments, and minor or significant modifications), to implement and enforce
the program, to prepare emission inventories, and the general administrative costs of running
the permit program.

HSC section 44380(a) requires the District, pursuant to CARB regulations, to adopt a fee
schedule which recovers the District’'s costs to implement the Air Toxics “Hot Spots” Information
and Assessment Act® and which assesses a fee upon the operator of every facility subject to the
act.

REVENUE OVERVIEW
Fee rules or programs that support the stationary source programs include:

¢ Rule 301 — Permit Fees — Stationary Source, for the permit program, including Title V
and emission reduction credit processing.

s Rule 107- Alternative Compliance, Section 401, has the fee for processing permit
applications that request using emission reduction credits as an alternative to traditional
rule compliance.

® HSC Sections 44300-44394.
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The un

Rule 205 — Community Bank and Priority Reserve Bank Sections 312° and 313,
emission reduction credit processing from the District's credit banks.

Rule 306 — Air Toxics Fees, for the air toxics program.

Rule 311 — Registration Fees for Agricultural Compression Ignition Engines for the
agricultural engine registration program.

Rule 304 — Plan Fees, for the asbestos program.

PERP fee revenue.

permitted source program is funded with state and federal grants, civil settlements, and

CEQA mitigation fees revenues. These revenues are described below:

EPA 105 Grant: Section 105 of the Federal Clean Air Act authorizes the EPA to provide
grants to support state or local air pollution control agencies to implement air pollution
control programs. These grants may be used to supplement funding to cover the
stationary source program costs, but cannot be used to cover the cost associated with
the Title V permitting program.

CARB Subvention Money: HSC Sections 39801-39811 authorize CARB to provide
money to help the local air districts to implement programs to reduce air contaminant
emissions from stationary sources.

Civil Settlements: Civil settlements are penalties received for violations of District rules
and regulations. Most violations are resolved through the Mutual Settlement Program, a
voluntary program designed to settle violations in lieu of filing an action in court to
recover civil or criminal penalties pursuant to HSC Sections 42400-42402.

CEQA Mitigation Fee Revenue: CEQA mitigation fees are received when project
developers choose to pay fees in lieu of reducing emissions on site when emissions
from land use projects exceed the air quality significance thresholds. These fees are
then used to fund innovative projects that will result in emission reductions for
Sacramento County. The District uses land use mitigation fee revenue on a temporary
basis, to achieve emission reductions from the District's wood smoke programs’.

The following figures show the revenues from the fee rules or programs and the discretionary
revenues. From FY 07/08 to FY11/12, fee revenues and discretionary revenues remained fairly
constant. Program costs will continue to increase with inflation. As such, the District will rely

more h

eavily on the stationary source fund balance or will need to increase fees to cover the

program costs because the District cannot be certain of the amounts that will be received from
grants and settlements.

® Only the administrative fee for processing the loan application.
" The “Check Before You Burn” Program and the Wood Stove and Wood Fireplace Change Out Incentive
Program.
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FEE STUDY

In 2007, Staff hired an independent consultant to review the fees for the stationary source
programs. The fee study was completed in 2009, and a copy is included in Appendix C. The
study concluded that fee revenues were not sufficient to recover all program costs related to
Rule 301, Title V, Rule 304, and Rule 306. The following table shows the program shortfalls for

FY06/07, the fiscal year analyzed:

Total Costs Total Revenues Program Shortfall
(FY06/07) (FY06/07)
Rule 301 (excluding Title V) $6,071,770 $3,949,458 $2,122,312
Title V $115,652 $27,798 $87,854
Rule 304 $596,826 $274,150 $322,676
Rule 306 $131,104 $42,051 $89,053

The fee study cautioned that grant and settlement (discretionary) funding sources are not
guaranteed to be available or sufficient in the long-term to support program costs. In addition,
as the District adopts and implements new programs needed to meet state and federal
mandates that do not have dedicated revenue streams, the District will need to fund those
programs with discretionary revenues. To avoid exhausting limited discretionary revenue
streams, the fee study recommended that the District fully recover the cost of the stationary
source programs so that they can be supported without the need of revenue from other sources.

The fee study recommended several procedural changes to the District's implementation of the
permit program that would not require fee rule amendments, such as charging emissions fees
for all pollutants instead of just one pollutant for boilers, crematories, and engines, and charging
source test fees for gasoline dispensing facilities (GDFs). In 2010, the District reviewed the fee
rules and implemented these recommendations. In addition, the District reviewed the fee
schedule and re-assigned standby engines from miscellaneous fee schedule to the engine fee
schedule. These procedural changes increased revenues by approximately $430,000°,

The fee study also recommended several changes that would require modifications to the fee
rules. These changes included:

e Increase initial and renewal permit fees in Rule 301 to cover more of the permit program
cost.

¢ Revise the hourly rate in Rule 301 to accurately capture all costs associated with the
permit program cost.

e Implement a new annual Title V fee in Rule 301 to cover the activities that are not
covered in the current Title V operating permit fees. The current Title V operating
permit fees only recover the time spent processing Title V applications.

e Increase air toxics fee and add the authority to adjust fees in relations to the Consumer
Price Index (CPI) in Rule 306.

8 Letter to Board of Directors, Subject: Conduct a Public Heating and Adopt Resolution Approving Use of
FY10/11 SMAQMD Proposed Budget pending approval of the Final Budget, May 27, 2010.



Staff Report

Rule 107 — Alternative Compliance

Rule 301 — Permit Fees — Stationary Source
Rule 306 — Air Toxics Fees

May 14, 2013

Page 8

After the fee study was completed, Staff considered implementing the recommendations to
amend rules to increase fees; however, Staff decided to defer the needed fee increases
because local businesses were being adversely impacted by the downturn in the economy.

COST SAVING ACTIONS

We have taken several actions to avoid fee increases by improving program efficiencies and
reducing cost. The District reduced staffing levels by approximately six staff positions in the
stationary source program® since 2008. The employee association voluntarily waived the
contracted cost of living adjustment for FY 09/10 and FY10/11, a minimum of 2% each year, to
help minimize program cost increases. The current reduced Staff level is needed to effectively
implement air quality programs. Since the last comprehensive fee increase in 2001, the District,
CARB or EPA has adopted 79 rules or regulations requiring additional time to implement and
enforce. In addition, the number of permits has increased as seen the following figure.
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° Two inspectors, one permit engineer, one clerical, one program coordinator (40% allocated), and one
administrative division manager (40% allocated).
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Other changes to handle increased and more complex workload with reduced staff include:

Staff has developed equipment-specific procedures manuals for common permitted
stationary sources, including but not limited to boilers, internal combustion engines,
automotive coating operations, and GDFs. Each manual outlines the regulatory
requirements and information needed for each type of operation and are available to the
public through the District's website. In addition, Staff has developed equipment-specific
application forms, engineering evaluation templates, and permit templates for these
common stationary sources. These manuals, forms, and templates are used by the
District to streamline the application process. This process ensures that the applicant
receives the permit in a timely manner so that there are no delays in any projects.

Staff has improved inspection forms to reduce the time to fill and complete an inspection
report. In addition, sources with multiple permits have been consolidated into a single
inspection report to reduce writing repetitive information.

Staff has developed expertise in areas such as GDFs, Title V operating permits, source
test methodologies, soil vapor extraction operations, air toxics, and portable equipment,
which allows for quicker inspections and reduction in training costs.

The District has reduced travel and fuel cost by attending trainings locally or over the
internet, conducting meetings via phone or internet, purchasing fuel-efficient hybrid
vehicles, and reducing the number of vehicles in the District’s fleet.

Staff has arranged with other local government agencies to allow remote parking of
District vehicles. This allows field Staff to be more efficient by beginning their day closer
to the permitted facilities instead of coming into the office.

The District has improved its data management, which allows quicker access to data
and better data storage. This allows Staff to efficiently work on applications and/or
permits by reviewing pertinent historic data from specific stationary sources. The
improved data management also allows Staff to remotely access files, email, and other
resources while away from the office, which reduces back and forth travel time.

The District’'s working relationship with local building departments has streamlined the
demolition/renovation asbestos plan process, which allows Staff to focus more resources
on unnotified jobs where noncompliance with asbestos requirements is likely to be
greater.

The District has established an electronic payment system which is available on the
District’s website. This service expands the District’'s payment options to accept major
credit cards and debit or pre-paid debit cards. It also reduces Staff time to process in-
office payments.

The District refinanced the mortgage for the building, lowering the indirect cost to the
stationary source programs.

The District reduced funding to the Business Environmental Resource Center (BERC).
The District’s public notification method for rule development has changed from paper-
based mailing to electronic mailing. This change reduces Staff time in preparing a public
notification and lowers the public notification cost because there are fewer resources
involved (i.e. no printing services or stamps needed).
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FEE RULE DISCUSSION AND SHORTFALLS

Permit Program: Rule 301, Permit Fees — Stationary Source establishes fees for processing
new or modify existing permits, issuing and amending Title V permits, renewing local and Title V
permits, processing ERC applications, and depositing or withdrawing ERCs from the District
credit bank.

The last amendment to Rule 301 where fees were increased by more than the CPI'° was in

2001, which increased fees by 15%. The amendment also added language which allows the
Air Pollution Control Officer, with approval from the Board of Directors, to adjust fees annually
(as part of annual budget process) to reflect the change in the CPIl. The annual adjustment of
fees is necessary to meet increased costs due to inflation, help maintain the District’s level of
service, and avoid later large fee increases. Since 2001, fees were annually adjusted by the
CPI. In FY09/10 and FY11/12, the Board of Directors deferred a CPI adjustment for the fees
because of the struggling economy at that time'®. The CPI changes in FY09/10 and FY11/12
were 3% and 1.8%, respectively. Foregoing CPI increases for those two years makes the fees
4.9% percent lower in FY13/14 than they would be if the CPI increases had been approved.
The CPI deferral contributed to the shortfalls in the stationary source program.

In FY13/14, the cost of the general permit program is approximately $5,210,000. Revenues
from initial permit fees, renewal fees, source test fees, reinspection fees, ERC processing fees,
and District ERC Bank loan renewal fees cover approximately 90% of the program cost, leaving
a shortfall of approximately $495,000.

Title V Program: In addition to the local permits, the federal Clean Air Act requires federal
operating permits, known as Title V permits, for our major sources that are subject to Rule 207 —
Title V — Federal Operating Permit Program. These major sources pay both local permit fees
and Title V permit fees. Title V fees are established in Rule 301.

Title V permits are typically renewed every five years. In the periods between the renewals,
Title V permits may undergo three types of permit changes: administrative amendments, minor
modifications or significant modifications. The current Title V fee assesses an hourly rate
established in Section 308.12 of Rule 301 for the actual time spent on processing Title V permit
renewals or permit changes. The hourly rate fee does not authorize including costs for other
activities associated with the program, such as compliance inspections, enforcement activities,
training, and reporting to EPA. Revenues from the Title V program vary from year to year
depending on the number of permits modified and the number of sources renewing their Title V
permits. To determine the shortfall for the Title V program, Staff used an annual average for
Title V permit revenues based on the past five years from FY07/08 to FY11/12. The five-year
average of revenues collected from the Title V fee is approximately $64,000. For FY13/14, this
revenue was adjusted by the CPI and projected to be approximately $65,000. In FY13/14, the

10 california Consumer Price Index for all items, in accordance with Revenue and Taxation Code Section
2212.

' Rule 301 was amended in 2005 to add fees for small units subject to Rule 411 — NOx from Boilers,
Process Heaters and Steam Generators; however this amendment did not increase fees.

2 No CPI adjustment was proposed for FY10/11 because the CPI change was 0%.
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cost of the Title V operating permit program is approximately $186,000. The program shortfall is
approximately $121,000, or 65% of the program cost.

Air_ Toxics Program: A provision of state law known as the Air Toxics “Hot Spots” Information
and Assessment Act of 1987 requires toxic emissions sources to monitor and report toxic
emissions, perform detailed health risk assessments for some facilities, and where toxic risks
are high, take actions to mitigate those emissions. Some facilities, called core facilities™,
prepare their own unigue health risk assessments that District Staff reviews and
approves. District Staff performs health risk evaluations for some toxic sources known as
industry-wide sources rather than requiring each source to prepare a location-specific risk
assessment. Industry-wide sources include dry cleaners, gas stations, chrome plating facilities,
and diesel engines™. Rule 306 establishes fees to recover the costs of the air toxics program
from these sources. In FY13/14, there are 1,091 industry-wide facilities and 15 core facilities in
the program, and each facility is required to pay a fee corresponding to its toxics category
specified by the rule.

The last amendment to Rule 306 that impacted the District's portion of fees occurred in 1997,
when the current fee schedules were established’®. According to the Staff Report for the 1997
amendment, revenues collected at that time did not fully recover the cost of the air toxics
program. Discretionary funds such as CARB subvention money were used to cover the fee
revenue shortfall. In addition, Rule 306 does not include a CPI adjustment provision. As such,
program cost has increased due to inflation, yet air toxic fees have remained the same for the
past 16 years and CARB subvention monies are not available to support this program.

In future years, Staff anticipates the air toxic program revenues to decrease because the core
facilities are expected to reduce their toxic emissions and will be re-categorized into lower
paying fee categories. Core facilities in lower paying fee categories are not required to submit
plans to reduce their toxics emissions, reports of air toxics emissions, or health risk
assessments to the District for review and approval. As such, program cost will also decrease
slightly since there will be less work associated with those facilities.

In FY13/14, the cost of the air toxics program is approximately $168,000. Projected revenue
based on the number of facilities in the program is approximately $84,000, resulting in a
revenue shortfall of approximately $84,000 or 50%. The projected revenues and program costs
in future year will decrease and are shown in the following table:

FY13/14 FY14/15 FY15/16 FY16/17 FY17/18
Program Cost $168,490 $130,775 $133,632 $136,381 $140,339
Revenue $84,216 $82,585 $82,585 $82,585 $82,585
% Shortfall 50% 37% 38% 39% 41%

¥ HSC Section 44300-44394.

% Facilities with toxic emissions that are meet specific toxic/risk thresholds.

! Diesel engine-only facilities are treated similar to industry-wide facilities as recommended in CARB’s
Staff Report for the Proposed Amendments to the Emission Inventory Criteria and Guidelines Report for
the Air Toxics “Hot Spots” Program (p. 11 and 17).

'® The 2003 amendment removed the State fee from the rule and now references the State regulation.
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FUND BALANCE

Staff has continued to review and project the costs and revenues in the stationary source
program. For the past several years, program revenues have not been sufficient to cover the
program cost, and the District has been using stationary source fund balance to make up the
differences. The following figure shows the consumption of the existing stationary source fund
balance. As shown in the figure, the stationary source fund balance has reached a critically low
level, and the District is projected to consume its remaining funds by the middle of FY 13/14.
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The Government Finance Officers Association (GFOA) recommends that governmental
agencies establish a formal policy for a fund balance. The GFOA also recommends that the
fund balance should be, at minimum, no less than two months of operating revenues or
expenditures’’. Staff has considered the GFOA’s recommendation and has developed a fund
balance policy for a permit program fund balance, which includes the local permit program, Title
V program, unpermitted source program, PERP and agricultural engine registration program,
and for an air toxics program fund balance. The fund balances policy proposes that the fund
balance is equivalent to three months of operating revenues or expenditures because it may
take a maximum of three months to receive approval from the Board to remedy a financial
problem. This policy will be presented to the Board for their approval.

Staff has implemented several procedural changes to increase revenues, many cost saving
actions to be more efficient, and reduced the number of staff to maintain program cost in order
to avoid fee increases. However, the District has reached a critical point and can no longer
defer the needed fee increases recommended by the 2009 fee study.

' Government Finance Officers Association, Best Practice: Appropriate Level of Unrestricted Fund
Balance in the General Fund (2002 and 2009)(BUDGET and CAAFR), Approved by GFOA's Executive
Board on October 2009.
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PROPOSED AMENDMENTS

The significant proposed amendments for Rules 107, 301, and 306 are summarized below. For
a detailed list of changes, see Appendix A.

Rule 107 — Alternative Compliance

Rule 107 allows the use of emission reduction credits as an alternative compliance option for
business that might need additional time, or for various reasons want relief from specified
requirements in the District's Regulation 4. Rule 107 requires the owner or operator of a
stationary source requesting alternative compliance to submit an Authority to Construct
application and pay an application processing fee. Rule 107 Section 401 has not been changed
since adoption in 1996. The application processing fee is $91 per hour.

All alternative compliance applications require a new permit or revisions to an existing permit.
Therefore, Staff proposes to move the alternative compliance application processing fee from
Rule 107 to Rule 301. Staff will remove the application processing fee established in Rule 107
and instead reference the proposed application processing fee in Rule 301. Also, Staff is
proposing to make other non-substantial changes, such as updating prohibitory rule titles in
Rule 107.

Rule 301 — Permit Fees — Stationary Source

Staff is proposing the following significant amendments to Rule 301. The current fees, proposed
fees for FY13/14 to FY17/18 (excluding Title V fees), and number of permits in each fee
schedule are shown in Appendix B. A detailed summary of the stationary source program
projected expenditures and revenues with the proposed fee increases for FY13/14 through
FY17/18 are shown in Appendix E.

General (Local) Permit Program: Staff is proposing to increase all existing fees by 15% in
FY13/14. This fee increase will restore approximately 10% of the needed permit program fund
balance. Future fee increases are needed to maintain the District’s current Staff level and fully
restore the permit program fund balance. See below in section “Additional Fee Increases
Starting FY14/15" for more details.

Change of Name: Staff is proposing a new fee for a change in name or operator where a
change in ownership and/or location has not occurred. This fee is established to recover Staff's
time to update the name for each permit to which the requested name change pertains in the
District’s database. Staff is proposing to add a name change fee to Section 307.2 of $66 for the
first permit and $28 for each additional permit.

Source Test Fee for Gasoline Storage and Dispensing Equipment: Beginning in FY10/11,
facilities with gasoline storage and dispensing equipment have been subject to a revised source
test fee. Although the current fee in Rule 301 to observe a source test and review a source test
report is $1,307, in May 2010, after consultation with District counsel, Staff notified gas
dispensing facilities (GDFs) that the source test fee is too high relative to the time required for
gasoline storage and dispensing equipment. The notice stated that the District will assess an
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annual source test fee based on the hourly rate established in Section 308.12 instead, using an
average of 1.5 hours of work per year for underground tanks and an average of 0.75 hours of
work per year for aboveground tanks. The current fee charged for an underground tank is $204
and for an aboveground tank is $102 based on an hourly rate of $136 per hour. Staff is
proposing to include this in Rule 301 Section 308.7(b) as part of the renewal fee for GDFs. The
proposed fees are $234 for underground tanks and $117 for aboveground tanks, 15% higher
than the current fees based on the proposed hourly rate of $156 per hour.

Some GDFs, such as GDFs at marinas, are exempt from one part of the testing requirements
(Phase 1I*® vapor recovery). Currently, these facilities do not pay a fee for this review. Staff is
proposing to establish a fee for sources that are required to perform source tests only for the
transfer of gasoline into stationary storage containers (Phase 1)*° rather than having other fee
payers subsidize that activity. Staff estimates an average time of 0.5 hours per facility, and is
consequently proposing an annual source test fee of $78 for facilities subject only to Phase |
requirements.

Time and Materials Labor Rate Fee: Rule 301 establishes two hourly rates for time and
materials: $109 per hour in Section 308.11 for processing complex permit applications as
specified in Section 301.1 and $136 per hour in Section 308.12 for processing permits for
electrical generating equipment greater than 5 megawatts subject to fee schedule 8 (Section
308.9), observing multiple source tests exceeding 10 hours of review (Section 311), performing
reinspections (Section 314), processing applications for new emission reduction credits (Section
315), and processing Title V permit applications (Section 313). For processing Title V permit
applications, Staff is proposing to modify the fee structure. See “Title V Program Fee” below for
further discussion.

Staff reviewed the hourly rates to determine if they were sufficient to recover the cost of one
hour of Staff time provided to the applicant or permit holder. The hourly rate was determined by
dividing the total stationary source permit program cost by the number of Staff in the stationary
source program and the total number of hours worked per year by each Staff person. The total
program costs include staff labor, services and supplies, building, vehicles and other
administrative overhead costs. For FY13/14, the actual hourly rate needed is $169. See
Appendix F for more information. However, because fee increases are capped at 15% per year,
Staff is proposing to increase the hourly rates by 15%, to $125 in Section 308.11 and $156 in
Section 308.12. Future fee increases are necessary to reach full cost recovery and to have a
single hourly rate to recover Staff's time and material cost for all types of projects. See below in
section “Additional Fee Increases Starting FY14/15” for more details.

Title V_Program Fee: Major sources® must obtain a Title V permit in addition to their local
permits. That permit defines requirements subject to federal enforcement and provides an

'® Rule 449 — TRANSFER OF GASOLINE INTO VEHICLE FUEL TANKS

% Rule 448 — GASOLINE TRANSFER INTO STATIONARY STORAGE CONTAINERS

%0 A stationary source that has the potential to emit 25 tons or more per year of nitrogen oxides or volatile
organic compounds, 100 tons or more per year of any other regulated air pollutant, 10 tons or more per
year of any hazardous air pollutant or 25 tons or more per year of any combination of hazardous air
pollutants.



Staff Report

Rule 107 — Alternative Compliance

Rule 301 — Permit Fees — Stationary Source
Rule 306 — Air Toxics Fees

May 14, 2013

Page 15

expanded process for citizen review. Currently, the Title V operating permit fee is based on the
actual time spent processing a permit application at an hourly rate specified in Rule 301 Section
308.12. The average annual revenue is approximately $64,000 over the past 5 years. The
projected FY13/14 Title V program cost is $186,000. There is no fee, currently, to cover the
costs for Title V annual activities, such as inspections, reporting, and training. Staff investigated
Title V program fees in other air districts to identify other fee structures that would address this
problem and eliminate the shortfall.

Only two districts have addressed this problem. South Coast Air Quality Management District
(SCAQMD) uses a combination of hourly rate fees and flat-rate fees. The flat rate annual fee
recovers annual costs of Title V activities. Bay Area Air Quality Management District
(BAAQMD) uses flat fee rates for processing the different type of Title V applications, including
an application fee, and set annual fees for on-going activities related to the Title V program and
monitoring fees for facilities with continuous emissions monitors or parametric emission
monitoring systems.

Staff proposes to adopt the BAAQMD fee structure, without the monitoring fee, as shown in the
table below. Staff did not propose the SCAQMD fee structure because the hourly rate structure
is difficult to implement consistently and requires extra effort to track staff hours; some Title V
activities overlap with local permit activities; and the flat rate annual fee is the same for all
sources and does not account for the complexity (number of permitted emission units or
processes) of each Title V permit.

Type of Title V Application

Proposed SMAQMD Fee for FY13/14

Application Filing Fee*

$1,902 per application

Initial Title V Operating Permit

$1,841 per local permit

Title V Operating Permit Renewal

$801 per local permit

Significant Title V Permit Modification

$5,308 per local permit modified

Minor Title V Permit Modification

$2,700 per local permit modified

Administrative Title V Permit

$538 per application

Amendment
*Application filing fee is required for each Title V application submitted.

Staff set the fee amounts using the following steps:

1. The BAAQMD fees were applied to the District’'s Title V permit activities that occurred in
the 5-year period from FY07/08 to FY11/12.

2. The fee for each application type was increased by the same percentage until the annual
average revenues based on the new fee structure equaled the annual average revenue
during FY07/08 to FY11/12, approximately $64,000.

3. The proposed fees for FY13/14 were set by increasing each fee from Step 2 by 15%, the
maximum allowed by HSC Section 41512.7.

If the fee structure and amounts were changed as proposed in the table above, Staff projects
annual average revenues of approximately $74,000 in FY13/14 from the processing of Title V
applications. The projected FY13/14 Title V program cost is $186,000. Only a portion of that
cost, approximately $119,000, is associated with processing Title V applications. This cost
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includes the permitting Staff's time to process Title V applications and training of permitting Staff
to process Title V applications. There is still a shortfall of approximately $45,000.

No fees exist for the non-permit processing activities, such as training, inspections, and
reporting. Therefore, the cost for those activities will be used to establish an annual fee. The
number of local permits is indicative of the duration and complexity of inspections and provides
a useful surrogate to apportion training and other overall Title V program costs. There are 314
local permits to operate associated with Title V facilities. Staff proposes an annual Title V fee of
$214 per local permit to operate to cover the cost of the annual activities, or $67,000 per year.
Since no current fees are established to recover the on-going Title V activities, this fee will be
considered a new fee and will not be restricted by the 15% maximum increase cap as specified
in HSC Section 41512.7. In the future, when considering additional fee increases to fully cost
recover the Title V program as a whole, all proposed Title V fees, including the annual fee, will
be restricted by the 15% cap. Below is a breakdown of Title V program expenditures, revenues
with the new fee structure, and program shortfall in FY13/14. See Appendix F for a detailed
summary of the Title V program revenues with the proposed new fee structure.

Expenditures Revenues (FY13/14) | Program Shortfall
(FY13/14) Proposed Fees
Application Processing $118,835 $73,659 $45,176
On-going Annual Activities $67,399 $67,196 $203
Total $186,234 $140,855 $45,379

As seen above, a shortfall in revenues remains in the Title V program. To address this shortfall,
Staff is proposing additional fee increases for all Title V fees in later years. See section
“Additional Fee Increases Starting in FY14/15” below for more information.

Alternative Compliance Application Processing Fee: As mentioned above, Staff is proposing to
remove the alternative compliance application processing fee from Rule 107 and add it to Rule
301 Section 316. The current $91 per hour fee has not been changed since 1996. Staff is
proposing to increase the current hourly rate fee by 15% to $105 per hour because we consider
the existing fee to be a permit fee and therefore, cannot be increased by more than 15%. The
fee will be increased by 15% per year until reaching the actual hourly cost. See section
“Additional Fee Increases Starting in FY14/15” below for more information. See Appendix G for
the hourly rate calculations.

Public Notification Fee: Staff is proposing to add a public notification fee in Section 317 which
requires the applicant to cover the cost of the public notifications, where required. Some
common examples are public notifications for permit application for a stationary source within
1,000 feet of a K-12 school?, applications for modifying or renewing Title V operating permits?,
and applications for banking emission reduction credits®®.  When an application is required to
undergo a public notification, the District must publish the notice in a paper of general circulation
regarding the approval or disapproval of an application. The local newspaper charges a fee for

2l HSC Section 42301.6
22 Rule 207, Title V Federal Operating Permit Program, Sections 403 and 408
2 Rule 204, Emission Reduction Credits, Sections 404 and 406, and HSC Section 40713
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publication. In the past, the District has absorbed the cost since the District did not have the
authority to pass the fee to the applicant. There may also be additional staff costs to handle
some public notification where unusually long meetings are necessary or an extensive humber
of comments are received. This amendment gives the District the authority to recover the cost
by requiring the applicant to pay the actual publication cost and/or hourly rate fee.

Additional Fee Increases Starting in FY14/15: The fee increases discussed above do not reach
full cost recovery, in some cases, because of the 15% per year cap on fee increases in state
law. Therefore, fee increases in subsequent years are needed. The proposal specifies a
maximum percent increase for each type of fee for each fiscal year to reach full cost recovery
using current projections. Every year, Staff will review the expenditures and revenues for the
permit program. If the revenues with the proposed fee increases for that year exceed the
expenditures, then the APCO will implement a lower percent increase for that fiscal year as
required by HSC Section 42311(a). Staff will notify the Board of the action to lower the fee
increase below that specified in Rule 301. The following discusses each proposed fee increase
in detail:

s Title V Program Fees: In FY13/14, Staff is proposing to modify the Title V operating
permit fee structure, including adding an annual fee. However, this change will not fully
recover the Title V program cost. As such, Staff is proposing all Title V fees increase by
15% each year in FY14/15 and FY15/16, and by 6.5% in FY16/17. As shown below, by
FY16/17, revenues from Title V fees will be sufficient to fully recover the program cost.
For FY17/18 and thereafter, fees will only need to be adjusted by the CPI to maintain
program cost recovery.

FY14/15 FY15/16 FY16/17
Program Cost $189,614 $193,718 $197,681
Projected Revenues $161,983 $186,281 $198,389
Program Shortfall $27,631 $7,437 ($708)

e Time and Material Labor Rates in Sections 308.11, 308.12 and Section 316: As
discussed previously, the Time and Materials Labor rates do not reach full cost recovery
with a single fee increase. The hourly rate necessary for full cost recovery is calculated
based on the total stationary source permit program cost, the number of Staff associated
with the permit program, and the number of hours worked by each Staff person. The
current rates in Sections 308.11, for complex authority to construct applications, 308.12,
for electrical generation applications, ERCs, reinspections, and source tests; and
Section 316, for alternative compliance, are different. Therefore, the fee increases are
different depending on the increase needed to reach full cost recovery. Six years of fee
increase are needed for the alternative compliance application (Section 316) to reach full
cost recovery. This is one year more than proposed in the workshop noticed version of
Rule 301, but was discussed at the workshop. The proposed fee increases are shown
in the following table.
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Section FY14/15 | FY15/16 | FY16/17 | FY17/18 | FY18/19
Percent Increase 15% 15% 12.3% 3.4% CPI
308.11 | Hourly Rate
Proposed $144 $166 $186 $192 $196
Percent Increase 11.2% 4.3% 3.6% 3.4% CPI
308.12 | Hourly Rate
Proposed $173 $180 $186 $192 $196
Percent Increase 15% 15% 15% 15% 6.7%
316 Hourly Rate
Proposed $121 $139 $160 $184 $196
Hourly Rate Necessary for
Full Cost Recovery $173 $180 $186 $192 $196

e Source Test Fee for Gasoline Storage and Dispensing Facilities (GDFs) in Section

308.7(b):

The proposed annual GDF source test fee assumed that the tests require

actual staff time of 1.5 hours for underground storage tanks with Phase | and Il vapor
recovery systems, 0.75 hours for above ground storage tanks (Phase | and 1), and 0.5
hours for Phase | only tanks. Using the proposed increase specified for Section 308.12,
the FY14/15 and later proposed annual fees are:

Testing Gasoline FY14/15 | FY15/16 | FY16/17 | FY17/18
Requirements | Storage Tank
Percent Increase 11.2% 4.3% 3.6% 3.4%
Phase I and Il | Underground $260 $271 $281 $291
Phase I and Il | Aboveground $130 $136 $141 $146
Phase | Only All $87 $91 $94 $97

o All other fees in Rule 301: All other fees, initial permit fees, renewal fees, emissions
fees, permit condition revision fees, new change of name fees, duplicate permit fee, and
source test fees, will reach full cost recovery with the proposed FY13/14 fee increases.
In subsequent years, to maintain staff levels and restore the permit program fund
balance, Staff is proposing to increase fees by 3.6% each year through FY17/18. This
will immediately build a permit program fund balance to approximately three months of

the permit program cost.

FY13/14 FY14/15 | FY15/16 | FY16/17 | FY17/18
Ending Fund

Brlance $150,635 | $383,601 | $724.213 | $1,171.235 | $1,675,308
g%r;? Balance | «1 544,946 | $1,583,178 | $1,615,992 | $1,647,639 | $1,692,758
% of Goal 10% 24% 45% 71% 99%
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Rule 306 — Air Toxics Fees

In FY12/13, the air toxics program includes 18 core facilities and 1016 industry-wide facilities.
Currently, the toxic fees recover 55% of the program costs. By FY14/15, four core facilities will
no longer be subject to the air toxics program and fees because Staff expects their health risk
assessments (HRA) to show a cancer risk less than 1 in a million and a hazard index less than
0.1. Three of the remaining 14 core facilities will only require 4-year reviews to update
emissions, and consequently pay the lowest fee, $125, only once every 4 years. The other
eleven core facilities will remain or be re-categorized in the fee category where their health risk
assessment will show they have a cancer risk less than 10 in a million but greater or equal to 1
in a million and pay a fee ranging from $500 to $1,945. Staff is not proposing to increase fees
for the core facilities.

The industry-wide category includes the majority of the facilities and demands the majority of
Staff's time in the air toxics program. The current fee for this category is $60 per facility. This
fee has remained the same for the past 16 years even though program costs have increased
due to inflation. Our fees are low compared to the industry-wide fees in other air districts.

SMAQMD SCAQMD SJVAPCD YSAQMD PCAPCD
Rule 306 Rule 307.1 Rule 3110 Rule 4.9 Rule 610
Date of last 1/17/2008
fee increase 1/9/1997 7/1/2012 (effective 4/8/1998 7/16/1998
7/1/2009)
Industry-wide "
Fee Category $60 $117 or $156 $100 $125 $90

*Diesel engine-only facilities are subject to $117 per facility; other industry-wide sources are subject to
$156 per facility.

To fully recover the program cost, Staff is proposing to amend Rule 306 to increase fees for the
industry-wide category to $116 in FY13/14. The following table shows the program cost, the
projected revenues with the proposed fee increase to the industry-wide sources, and the total
ending fund balance for each year for the air toxics program. In FY13/14, the proposed fee
increases are not sufficient to fully fund the program, and the program shortfall is approximately
$23,000. This shortfall is planned to be funded by the existing stationary source fund balance.
No additional fee increase is needed starting in FY14/15 because program cost will decrease as
less Staff time is needed to implement the air toxics program. The projected revenues decline
from FY13/14 levels because of changes to core facilities to lower paying fee categories;
however, the revenues will be sufficient to fully cover the program cost and build a fund balance
dedicated to the air toxics program. By FY17/18, the air toxics program fund balance will be
equivalent to three months of the program cost. Also, see Appendix H for a detailed summary
of revenues with the proposed fee increases.
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FY13/14 FY14/15 FY15/16 FY16/17 FY17/18
Program Cost | _ $168,490 $130,772 $133,632 $136,381 $140,339
Revenue $145,312 $143,681 $143,681 $143,681 $143,681
Ending Fund 1 ¢53 17g)» $12,909 $22,958 $30,257 $33,600
Balance ' ' ’ ' '
2(‘)';? Balance $42,123 $35,920 $35,920 $35,920 $35,920
% of Goal 0% 36% 64% 84% 94%

*This shortfall will be covered by the existing stationary source fund balance.

Staff is proposing to add a provision to authorize the APCO the authority to adjust fees for
increase in the CPI similar to the provision established in Rule 301. Fees may be adjusted by
the CPI if needed to meet program costs only when the adjustment is proposed as part of the
budget and approved by the Board of Directors. As seen in the table above, the projected
revenues will fully recover the program cost until after FY17/18.

Staff is also proposing to amend the category description for stationary sources that are subject
to Fee Category 4. Currently, Fee Category 4 requires a stationary source to pay an annual
fee if it has a prioritization score greater than 10 and does not have an approved HRA. The
proposed amendment will require any stationary source where the APCO requires or reviews an
HRA, regardless of its prioritization score, to pay the fee. This amendment will allow the District
to recover the cost to review HRAs for stationary sources where the APCO has reason to
believe that the source’s toxic emissions may pose a significant risk to the surrounding area. If
a facility voluntarily requests review of an HRA, that fee is due when the request is made.

Fee Increase Options for Rule 301 and Rule 306

Staff is proposing additional options for fee increases to be considered for adoption. The
proposed changes for all changes in Rule 107, for the new fees for Change of Name, GDF
Source Test and Title V program for FY13/14 in Rule 301, and for all changes except the
industry-wide facility category fee in Rule 306 (as discussed above) will remain the same with all
of the options. Each option is discussed below and the proposed fee increases for Rule 301
and Rule 306 for each option is summarized in the following table.

Option 1A: This is the option that was discussed earlier. This option immediately begins to
restore fund balance and maintains current staff level.

Option 1B: This option also immediately begins to restore fund balance but also includes the
Administrative Division Manager position in FY14/15. This position has been unfunded since
2010 when that Administrative Division Manager accepted the 2-year service credit incentive for
early retirement. The cost of that incentive was fully recouped in FY11/12. Currently, the
duties of this position have been delegated to the Program Coordination Division Manager.

Option 2A: This option delays restoring the fund balance and maintains Staff. This option
increases most fees evenly for the next five years. This option lowers the initial fee increases in
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FY13/14 substantially compared to Options 1A and 1B.
Option 2B: This option also delays restoring the fund balance but restores the Administrative
Division Manager position in FY14/15.

FY13/14 | FY14/15 | FY15/16 | FY16/17 | FY17/18 | FY18/19
Rule 301:
All fees except those noted
below
Option 1A 15% 3.6% 3.6% 3.6% 3.6% CPI
Option 1B 15% 4.1% 4.1% 4.1% 4.1%
Option 2A 6.9% 6.9% 6.9% 6.9% 6.9%
Option 2B 7.2% 7.2% 7.2% 7.2% 7.2%
Title V fees
Option 1A or 2A New 15% 15% 6.5% CPI CPI
Option 1B or 2B Fees 15% 15% 7.5%
Hourly Rate in Section
308.11
Option 1A 15% 15% 15% 12.3% 3.4% CPI
Option 1B 15% 15% 15% 14.1% 3.9%
Option 2A 15% 15% 15% 14.7% 7.1%
Option 2B 15% 15% 15% 15% 7.5%
GDF Source Test Fees
and Hourly Rate in Section
308.12
Option 1A 15% 11.2% 4.3% 3.6% 3.4% CPI
Option 1B 15% 11.8% 4.3% 4.6% 3.9%
Option 2A 15% 7.3% 6.8% 7.0% 7.1%
Option 2B 15% 7.3% 7.4% 7.5% 7.0%
Hourly Rate in Section 316
Option 1A 15% 15% 15% 15% 15% 6.7%
Option 1B 15% 15% 15% 15% 15% 8.9%
Option 2A 15% 15% 15% 15% 15% 12.7%
Option 2B 15% 15% 15% 15% 15% 13.8%
Rule 306:
Industry-Wide Facility Fee
Option 1A or 2A $116 $116 $116 $116 $116 CPI
Option 1B or 2B $118 $118 $118 $118 $118

Option 3: This option is a bit of a hybrid option to immediately begin to restore the fund balance
but allows sources to elect to defer part of the initial fee increases for FY13/14. It would be
added on to either Option 1A or 1B. It allows sources to defer 7% of the total local permit
renewal fee in FY13/14. The deferred amount will be assessed in FY14/15 with a deferral fee of
25% for the amount deferred. The deferral option is only authorized for local permit renewal
fees (equipment fee and emissions fees). This option is the most difficult to administer because
we must track each business’ increase.
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The following table shows the effect of the deferral option. Permitted sources electing to use
this option will see an increase of 6.9% instead of 15% in FY13/14. The remaining portion of
the fee increase will be deferred to FY14/15 where the permitted sources will see an increase of
12.4% instead of 3.6% for Option 1A and 12.9% instead of 4.1% for Option 1B, compared to
what they would have paid in FY13/14 if had they not deferred a portion of their renewal fees.
Proposed fee increases in FY15/16 through FY17/18 will be the same as when fees are not
deferred.

Renewal Fees FY13/14 FY14/15 FY15/16 FY16/17 FY17/18
Option 1A w/ Option 3 6.9% 12.4% 3.6% 3.6% 3.6%
Option 1B w/ Option 3 6.9% 12.9% 4.1% 4.1% 4.1%

Option 4A, 4B, 5A, and 5B: These options correspond to Options 1A, 1B, 2A and 2B if half of
the program cost of the District ERC banks (Rule 205 - Community Bank and Priority Reserve
Bank) is allocated to all permit holders (Option 3 for Rule 205 proposal). See the staff report for
Rule 205 — Community Bank and Priority Reserve Bank for more information. The percent
increase amount for these options will be slightly higher than for Options 1A, 1B, 2A, and 2B in
order to recover the District ERC bank costs allocated to the permit program. The proposed fee
increases for Rule 301 and Rule 306 for these options are summarized in the following table.

FY13/14 | FY14/15 | FY15/16 | FY16/17 | FY17/18 | FY18/19
Rule 301:
All fees except those noted
below
Option 4A 15% 4.2% 4.2% 4.2% 4.2% CPI
Option 4B 15% 4.7% 4.7% 4.7% 4.7%
Option 5A 7.2% 7.2% 7.2% 7.2% 7.2%
Option 5B 7.5% 7.5% 7.5% 7.5% 7.5%
Title V fees
Option 4A or 5A New 15% 15% 6.5% CPI CPI
Option 4B or 5B Fees 15% 15% 7.5%
Hourly Rate in Section
308.11
Option 4A 15% 15% 15% 12.9% 4.5% CPI
Option 4B 15% 15% 15% 14.1% 5%
Option 5A 15% 15% 15% 14.1% 7.6%
Option 5B 15% 15% 15% 15% 7.5%
GDF Source Test Fees
and Hourly Rate in Section
308.12
Option 4A 15% 10.5% 4.3% 4.7% 4.5% CPI
Option 4B 15% 11.2% 4.9% 4.6% 5%
Option 5A 15% 6.0% 7.5% 7.6% 7.1%
Option 5B 15% 7.3% 6.8% 7.5% 7.5%
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FY13/14 | FY14/15 | FY15/16 | FY16/17 | FY17/18 | FY18/19
Hourly Rate in Section 316
Option 4A 15% 15% 15% 15% 15% 8.4%
Option 4B 15% 15% 15% 15% 15% 10%
Option 5A 15% 15% 15% 15% 15% 12.7%
Option 5B 15% 15% 15% 15% 15% 13.8%
Rule 306:
Industry-Wide Facility Fee
Option 4A or 5A $116 $116 $116 $116 $116 CPI
Option 5B or 5B $118 $118 $118 $118 $118

Option 6: This option is analogous to Option 3 and would be added on to either Option 4A or 4B.
This option allows sources to defer 6.8%, instead of 7% in Option 3, of the total local permit
renewal fee in FY13/14. The deferred amount will be assessed in FY14/15 with a deferral fee of
25% for the amount deferred. The deferred amount in this option is lower than in Option 3
because the amount paid by the sources electing to defer is higher.

The following table shows the effect of this deferral option. Permitted sources electing to use
this option will see an increase of 7.2% instead of 15% in FY13/14. The remaining portion of
the fee increase will be deferred to FY14/15, when the sources will see an increase of 12.7%
instead of 4.2% for Option 4A and 13.2% instead of 4.7% for Option 4B. Proposed fee
increases in FY15/16 through FY17/18 will be the same as when fees are not deferred.

Renewal Fees FY13/14 FY14/15 FY15/16 FY16/17 FY17/18
Option 4A w/ Option 6 7.2% 12.7% 4.2% 4.2% 4.2%
Option 4B w/ Option 6 7.2% 13.2% 4.7% 4.7% 4.7%

EMISSIONS IMPACT

The proposed amendments to Rules 107, 301, and 306 will increase fees to recover the
District’s cost to administer the stationary source permit program and air toxics program. These
amendments are administrative in nature and have no direct impacts on emissions or air quality.

SOCIOECONOMIC IMPACT /COST IMPACT

HSC Section 40728.5 requires a district to perform an assessment of socioeconomic impacts
before adopting, amending, or repealing a rule that will significantly affect air quality or emission
limitations. The District Board is required to actively consider the socioeconomic impact of the
proposal and make a good faith effort to minimize adverse socioeconomic impacts. Proposed
amendments to Rules 107, 301, and 306 are exempt from the requirements of this section
because the proposed amendments do not affect air quality or emission limitations.
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PRELIMINARY OUTREACH ON RULE CONCEPTS

Staff invited 31 businesses with District permits to an Industry Fee Task Force Meeting on
January 31, 2013. These businesses were representative of the various permitted sources in
Sacramento County. They included a local utility company, a school district, a hospital,
manufacturing plants, major sources (with Title V permits), an automotive coating facility and
gasoline dispensing facilities.

Prior to the meeting, the District received an email comment that opposed any fee increases.
The commenter did not attend the meeting. At the meeting, Air Pollution Control Officer Larry
Greene discussed in detail the District’'s current fiscal situation and the need for fee increases.
The discussions also included Staff's proposal for fee increases for the local permit program
and Title V program in Rule 301 and for the air toxics fee in Rule 306. Staff received several
guestions asking for more clarification of the District's funding sources and proposed fee
increases and one comment suggesting that the proposed fee increase be spread over a period
of time instead one large increase. After the meeting, Staff received one comment letter
suggesting some administrative changes regarding the collection of fees.

Staff met individually with a source that was unable to attend the day of the meeting. This
source expressed concern of the initial large fee increase in the first year and suggested that
fees be increased evenly over the five-year period. Staff also discussed the fee increases with
the Board of Director’s Personnel and Budget Subcommittee on February 28, 2013.

Staff will consider all of the comments and questions in developing the proposed amendments
to Rules 107, 301 and 306 for consideration by the Board of Directors in May 2013.

PUBLIC WORKSHOP

Staff held a public workshop to discuss the proposed amendments to Rules 301, 107, 205, and
306 on April 11, 2013. A public notice was mailed or emailed to interested parties, including all
permitted stationary sources, and was posted on the District web site on March 20, 2013. The
draft rules and staff report was made available for public review.

Staff received comments and questions concerning the proposed changes to the fee rules at the
public workshop and received written comments from our larger sources. All comments and
responses are included in Appendix |.

ENVIRONMENTAL REVIEW AND COMPLIANCE

Staff finds that the amendments to Rules 107, 301, and 306 are exempt from California
Environmental Quality Act (CEQA). Public Resources Code Section 21080(b)(8) and Section
15273 of the State CEQA Guidelines provide that the adoption or amendments of fee rules are
not subject to CEQA. To claim this exemption, the District must find that the amendments are
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for the purpose of meeting operating expenses. Amendments to Rules 107, 301 and 306 will
increase fees to help recover the cost to implement the permit and air toxics programs.

REQUIRED FINDINGS

Finding

Finding Determination

Authority: The District must find that a
provision of law or of a state or federal
regulation permits or requires the District to
adopt, amend, or repeal the rule.

The District is authorized to amend Rules 107, 301,
and 306 by California Health and Safety Code
(HSC) Sections 40001 and 40702. The District is
authorized to increase fees to fully recover the
District’s costs by HSC Sections 41080 and 42311
for the permit program, HSC Section 44380(a) for
the air toxics program, and 40CFR70.9 for the Title
V program.

[HSC Section 40727(b)(2)].

Necessity: The District must find that the
rulemaking demonstrates a need exists for the
rule, or for its amendment or repeal.

The proposed amendments to Rule 107, 301, and
306 are necessary to fully recover the District’s
cost to implement the permit program, Title V
operating permit program, and air toxics programs.
[HSC Section 40727(b)(1)].

Clarity: The District must find that the rule is
written or displayed so that its meaning can be
easily understood by the persons directly
affected by it.

Staff has reviewed the proposed rule amendments
and determined that they can easily be understood
by the affected parties. In addition, the record
contains no evidence that the persons directly
affected by the rule cannot understand it.

[HSC Section 40727(b)(3)].

Consistency: The rule is in harmony with, and
not in conflict with or contradictory to, existing
statutes, court decisions, or state or federal
regulations.

The proposed amendments to the rules do not
conflict with and are not contradictory to existing
statutes, court decisions, or state or federal
regulations.

[HSC Section 40727(b)(4)].

Non-Duplication: The District must find that
either: 1) The rule does not impose the same
requirements as an existing state or federal
regulation; or (2) that the duplicative
requirements are necessary or proper to
execute the powers and duties granted to, and
imposed upon the District.

The proposed amendments to the rule do not
duplicate any existing state or federal laws or
regulations.

[HSC Section 40727(b)(5)].

Reference: The District must refer to any
statute, court decision, or other provision of law
that the District implements, interprets, or
makes specific by adopting, amending or
repealing the rule.

HSC Section 42311 for the permit program, HSC
Section 44380(a) for the air toxics program, and
40CFR70.9 for the Title V program.

[HSC Section 40727(b)(6)].

Additional Informational Requirements: In
complying with HSC Section 40727.2, the
District must identify all federal requirements
and District rules that apply to the same
equipment or source type as the proposed rule
or amendments.

Rules 107, 301, and 306 establish fees to cover
the cost to implement the District’s permit program
and air toxics program. The fees do not conflict
with any federal requirements.

[HSC Section 40727.2(9)].
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APPENDIX A
LIST OF CHANGES TO RULE
Rule 107, Alternative Compliance
NEW EXISTING
SECTION | SECTION PROPOSED CHANGES
NUMBER | NUMBER
101.2 same Corrected the title for the referenced Code Federal Regulations
section.
102.1 same Updated rule title.
102.2- same Removed language referring to compliance timeline after March
102.3 1997 since this rule language is no longer relevant.
102.7- same Updated rule titles.
102.9
102.11 102.10 Moved rule to be in sequential order.
102.10 102.11 Section renumbered.
102-Note same Since this rule was last amended, the referenced rules have been
SIP approved except Rule 460. Added provision that SIP approval
of Rule 107 does not constitute automatic SIP approval of changes
to any of the listed prohibitory rules after the date of adoption of Rule
107.

401 same Removed the fee and referenced the fee in Rule 301. Proposed
amendment in Rule 301 added a new fee for processing alternative
compliance application at a $105 per hour. See proposed changes
to Rule 301.

406.1- same Updated rule titles.
406.2
406.4 same Updated rule titles.
501.2 same Added process heaters and steam generators to clarify all units
applicable to this requirement.
Rule 301, Permit Fees — Stationary Source
NEW EXISTING
SECTION | SECTION PROPOSED CHANGES
NUMBER | NUMBER

101 same Added alternative compliance application fee to the purpose of the
rule.

200 same Added references to the definitions used in Rule 207, Title V —
Federal Operating Permit Program.

202 N/A Added new definition for “Change of Name” to specify an
administrative name change on the permit where no other changes
have occurred.

203-205 202-204 | Sections renumbered.
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NEW EXISTING
SECTION | SECTION PROPOSED CHANGES
NUMBER | NUMBER

206 N/A Added new definition for “Initial Title V Operating Permit,” consistent
with Rule 207, for this new fee.

208 205 Moved the term “Permit Renewal Fee” to be in alphabetical order.

207 206 Section renumbered.

209 N/A Added new definition for “Permit to Operate” consistent with Rule
201. This refers to the local, not Title V, permit.

210 N/A Added new definition for “Permit to Operate-Modified” to specify local
permits that have been modified and that will required the owner and
operator to submit a significant or minor Title V permit modification
application. Modified local permits are included when assessing
fees for processing significant or minor Title V permit modification
applications.

211 207 Section renumbered.

212 N/A Added new definition for “Title V application” to specify an application
submitted pursuant to Rule 207 for determining filing fee.

213 N/A Added new definition for “Title V Operating Permit Renewal” to be
consistent with Rule 207 and distinguish from local permit renewals.

300 same All subsections have increased existing fees by 15%.

N/A 302.2 Deleted section. This section applies to boilers that need to comply
with the NOx emission limits in Rule 411- NOx from Boilers, Process
Heaters and Steam Generators. The last compliance date for these
boilers was October 27, 2009; therefore, this fee is no longer
applicable.

306.2 same Added the phrase “and no increase in emissions or health risk” to
ensure that the fee only covers simple permit modifications and
excludes emission units that need to be evaluated for BACT and
offsets, which entail more work. Added the phrase “or the initial
permit fee in Section 308, whichever is lower” after the fee. This
amendment will allow the District to charge the lower initial permit
fee for a simple permit modification.

307 same Added “NAME” to Section Title. New requirement for a change of
name was added to this section.

307.1 307 Section renumbered into a subsection.

307.2 N/A Added new fee for a change of name where a change of ownership
has not changed. Change of name fee is $66 for the first permit and
$28 for each additional permit.

308.3 same Replaced “thousands” with “millions” to be consistent with the correct
units in the table.

308.5 same Added “crematory” to specify that crematories are subject to the fees
in this section.
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NEW EXISTING
SECTION | SECTION PROPOSED CHANGES
NUMBER | NUMBER

308.7 same Section renumbered into subsections (a) and (b). Subsection (b)
added new fee for observing source test and evaluating reports at
facilities with gasoline storage and dispensing equipment. Fee for
underground gas tank is $234 per facility (1.5 hours times the
proposed hourly rate in Section 308.12). Fee for aboveground gas
tank is $117 per facility (0.75 hours times the proposed hourly rate in
Section 308.12). Fee for facility subject to only Phase | testing
requirements is $78 (0.5 hours times the proposed hourly rate in
Section 308.12). Implements existing policy established instead of
higher source test fee in Section 311.

308.12 same Removed reference to Section 313. Title V fees are no longer based
on an hourly rate. Added Section 317 to authorize cost recovery for
extraordinary time consuming public notifications.

311.1 311 Added language to clarify that source test fee in this section does
not apply to gasoline dispensing facilities. Source test fee for
gasoline dispensing facilities is proposed in Section 308.7(b).

313.1 313 Replaced the hourly rate fee structure with fee for service fee
structure.

313.2 N/A Added new Annual Title V fee of $214 per Permit to Operate. This
fee covers the work not captured in Section 313.1.

314 same Grammatical corrections.

316 N/A Added fee for processing alternative compliance application at $105
per hour. This fee was originally established in $91 in Rule 107.
When moving the fee to Rule 301, the fee was increased by 15%.

317 N/A Added new fee that requires the applicant to pay for the actual cost
for publication when public notification is required.

402 same Grammatical corrections.

403 same Added an exception to authorization to adjust fees for the Consumer
Price Index. Fees will not be CPIl-adjusted if fees are raised by the
percent increase specified in the new Section 404.

404 N/A Added percent fee increases for each type of fee for FY14-15

through FY 17/18. This section will sunset on July 24, 2018.
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Rule 306, Air Toxics Fees

NEW EXISTING

SECTION | SECTION PROPOSED CHANGES

NUMBER | NUMBER

102 N/A Added “Applicability” section to the rule. This section specifies the
facilities that are subject to the fees in this rule.

202 N/A Added new definition for “Approved Health Risk Assessment (HRA)”
consistent with the requirement in the HSC Section 44362, e.g. as
used in Section 301.1.

203-205 202-204 | Sections renumbered.

206 N/A Added new definition for “facility” consistent with HSC Section
44304.

N/A 205-210 | Remove definitions for the fee categories. Each fee category is
described in Section 301.

207-210 211-214 | Sections renumbered.

211 215 Replaced “District's” with “California Air Pollution Control Officers
Association Facility”. Staff uses the prioritization guidelines
developed by California Air Pollution Control Officers Association.

212-213 216-217 | Sections renumbered.

214-215 218-219 | Sections renumbered and removed acronyms.

216 220 Section renumbered and added “facility” in the definition to be
consistent with the “Stationary Source” definition in Rule 202, New
Source Review.

217 221 Section renumbered and added “health” to be consistent with the
definition in the new Section 202.

301.1 same Removed “classification and” to remove redundancy.

301.1(a) same Increased fee for industry-wide facility from $60 to $116.

301.1(c) same Modified the language to clearly describe the fee category.

301.1(d) same Modified the language to specify that for a stationary source where
the APCO requires or reviews a HRA but it has not been approved to
pay a fee according to the fee schedule. Also, added that a fee is
due on request if a facility voluntarily requests the District to review a
HRA (not required).

301.1(e) — same Modified the language to clearly describe the fee categories.

()

301.2 301.2 Modified the language to clearly describe the fee category.

302 302 Removed “classification and” to remove redundancy.

402 402 Modified the language to remove redundant terms.

403 N/A Added section to give APCO the ability to adjust fees relative to the
CPI using the same process and index historically used in Rule 301
— PERMIT FEES — STATIONARY SOURCE. Limits increase to
amount needed for full toxics program cost recovery.
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APPENDIX B

TABLE OF FEE CHANGES FOR RULE 301
(Excluding Title V fees)



RULE 301 PROPOSED RENEWAL FEE INCREASES - OPTION 1A
Current Fee |FY13/14| FY14/15 | FY15/16 | FY16/17 | FY17/18 | # of Permits*
SCHEDULE 1 ELECTRIC MOTOR (HP)
LEVEL 1 <5 $326 $375 $389 $403 $418 $433 221
LEVEL 2 5-<50 $654 $752 $779 $807 $836 $866 482
LEVEL 3 50 - <200 $1,307 $1,503 $1,557 $1,613 $1,671 $1,731 121
LEVEL 4 >200 $2,615 $3,007 $3,115 $3,227 $3,343 $3,463 87
SCHEDULE 2 FUEL BURNING (MMBTU/HR)
LEVEL 1 <1 $163 $187 $194 $201 $208 $215 25
LEVEL 2 1-<10 $326 $375 $389 $403 $418 $433 853
LEVEL 3 10 - <50 $654 $752 $779 $807 $836 $866 74
LEVEL 4 50 - <100 $1,307 $1,503 $1,557 $1,613 $1,671 $1,731 9
LEVEL 5 >100 $2,615 $3,007 $3,115 $3,227 $3,343 $3,463 20
SCHEDULE 3 ELECTRICAL ENERGY (KVA)
LEVEL 1 <150 $654 $752 $779 $807 $836 $866 9
LEVEL 2 >=150 $2,615 $3,007 $3,115 $3,227 $3,343 $3,463 7
SCHEDULE 4 INCINERATOR (SQ FT)
LEVEL 1 <10 $654 $752 $779 $807 $836 $866 3
LEVEL 2 10 - <40 $1,963 $2,257 $2,338 $2,422 $2,509 $2,599 23
LEVEL 3 40 - <100 $2,615 $3,007 $3,115 $3,227 $3,343 $3,463 2
LEVEL 4 >100 $3,270 $3,761 $3,896 $4,036 $4,181 $4,332 0
SCHEDULE 5 STORAGE CONTAINER (GALLONS)
LEVEL 1 <40K $654 $752 $779 $807 $836 $866 24
LEVEL 2 40K - <400K $2,615 $3,007 $3,115 $3,227 $3,343 $3,463 7
LEVEL 3 >400K $5,231 $6,016 $6,233 $6,457 $6,689 $6,930 21
SCHEDULE 6.a GASOLINE DISPENSING (NOZZLES)
LEVEL 1 Phase Il Exempt $315 $362 $375 $389 $403 $418 41
LEVEL 2 < 7 Nozzles $612 $704 $729 $755 $782 $810 209
LEVEL 3 8 Nozzles $696 $800 $832 $864 $896 $928 105
10 Nozzles $870 $1,000 $1,040 $1,080 $1,120 $1,160 26
12 Nozzles $1,044 $1,200 $1,248 $1,296 $1,344 $1,392 108
14 Nozzles $1,218 $1,400 $1,456 $1,512 $1,568 $1,624 2
16 Nozzles $1,392 $1,600 $1,664 $1,728 $1,792 $1,856 11
18 Nozzles $1,566 $1,800 $1,872 $1,944 $2,016 $2,088 2
20 Nozzles $1,740 $2,000 $2,080 $2,160 $2,240 $2,320 3
24 Nozzles $2,088 $2,400 $2,496 $2,592 $2,688 $2,784 3
30 Nozzles $2,610 $3,000 $3,120 $3,240 $3,360 $3,480 2
36 Nozzles $3,132 $3,600 $3,744 $3,888 $4,032 $4,176 6
SCHEDULE 6.b GASOLINE DISPENSING (TANK)
Phase | only $0 $78 $87 $91 $94 $97 4
Underground Tanks $204 $234 $260 $271 $281 $291 514
Aboveground Tanks $102 $117 $130 $136 $141 $146
SCHEDULE 7 IC ENGINES (HP)
LEVEL 1 <50 $163 $187 $194 $201 $208 $215 4
LEVEL 2 50 - <250 $326 $375 $389 $403 $418 $433 631
LEVEL 3 250 - <500 $654 $752 $779 $807 $836 $866 276
LEVEL 4 500 - <1000 $1,307 $1,503 $1,557 $1,613 $1,671 $1,731 219
LEVEL 5 >1000 $2,615 $3,007 $3,115 $3,227 $3,343 $3,463 306
SCHEDULE 9 MISC
LEVEL 1 ALL $654 $752 $779 $807 $836 $866 256
Total # of Permits: 4716
Current Fee |FY13/14| FY14/15 | FY15/16 # of Permits
RENEWAL EMISSION FEE FOR CO, NOX, ROG, SOX or TSP
Any Pollutant Schedule 6 (per ton) $58 $67 $69 $71 $74 $77 518
Any Pollutant All Other (per ton) $60 $69 $71 $74 $77 $80 4198
Total # of Permits: 4716
* As of 3/20/2013
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RULE 301 PROPOSED INITIAL PERMIT FEE INCREASES - OPTION 1A

Current Fee [FY13/14( FY14/15 | FY15/16 | FY16/17 | FY17/18
SCHEDULE 1 ELECTRIC MOTOR (HP)
LEVEL 1 <5 $654 $752 $779 $807 $836 $866
LEVEL 2 5-<50 $1,307 $1,503 $1,557 $1,613 $1,671 $1,731
LEVEL 3 50 - <200 $2,615 $3,007 $3,115 $3,227 $3,343 $3,463
LEVEL 4 >200 $5,231 $6,016 $6,233 $6,457 $6,689 $6,930
SCHEDULE 2 FUEL BURNING (MMBTU/HR)
LEVEL 1 <1 $326 $375 $389 $403 $418 $433
LEVEL 2 1-<10 $654 $752 $779 $807 $836 $866
LEVEL 3 10 - <50 $1,307 $1,503 $1,557 $1,613 $1,671 $1,731
LEVEL 4 50 - <100 $2,615 $3,007 $3,115 $3,227 $3,343 $3,463
LEVEL 5 >100 $5,231 $6,016 $6,233 $6,457 $6,689 $6,930
SCHEDULE 3 ELECTRICAL ENERGY (KVA)
LEVEL 1 <150 $1,307 $1,503 $1,557 $1,613 $1,671 $1,731
LEVEL 2 >=150 $5,231 $6,016 $6,233 $6,457 $6,689 $6,930
SCHEDULE 4 INCINERATOR (SQ FT)
LEVEL 1 <10 $1,307 $1,503 $1,557 $1,613 $1,671 $1,731
LEVEL 2 10 - <40 $3,924 $4,513 $4,675 $4,843 $5,017 $5,198
LEVEL 3 40 - <100 $5,231 $6,016 $6,233 $6,457 $6,689 $6,930
LEVEL 4 >100 $6,541 $7,522 $7,793 $8,074 $8,365 $8,666
SCHEDULE 5 STORAGE CONTAINER (GALLONS)
LEVEL 1 <40K $1,307 $1,503 $1,557 $1,613 $1,671 $1,731
LEVEL 2 40K - <400K $5,231 $6,016 $6,233 $6,457 $6,689 $6,930
LEVEL 3 >400K $6,541 $7,522 $7,793 $8,074 $8,365 $8,666
SCHEDULE 6 GASOLINE DISPENSING (NOZZLES)
LEVEL 1 Phase Il Exempt $315 $362 $375 $389 $403 $418
LEVEL 2 < 7 Nozzles $1,223 $1,406 $1,457 $1,509 $1,563 $1,619
LEVEL 3 8 Nozzles $1,384 $1,592 | $1,648 $1,704 | $1,768 | $1,832
10 Nozzles $1,730 $1,990 $2,060 $2,130 $2,210 $2,290
12 Nozzles $2,076 $2,388 $2,472 $2,556 $2,652 $2,748
14 Nozzles $2,422 $2,786 | $2,884 | $2,982 | $3,094 | $3,206
16 Nozzles $2,768 $3,184 $3,296 $3,408 $3,536 $3,664
18 Nozzles $3,114 $3582 | $3,708 | $3,834 | $3978 | $4,122
20 Nozzles $3,460 $3,980 $4,120 $4,260 $4,420 $4,580
24 Nozzles $4,152 $4,776 | $4,944 | $5112 | $5304 | $5,496
30 Nozzles $5,190 $5,970 $6,180 $6,390 $6,630 $6,870
36 Nozzles $6,228 $7,164 | $7,416 | $7,668 | $7,956 | $8,244
SCHEDULE 7 IC ENGINES (HP)
LEVEL 1 <50 $326 $375 $389 $403 $418 $433
LEVEL 2 50 - <250 $654 $752 $779 $807 $836 $866
LEVEL 3 250 - <500 $1,307 $1,503 $1,557 $1,613 $1,671 $1,731
LEVEL 4 500 - <1000 $2,615 $3,007 $3,115 $3,227 $3,343 $3,463
LEVEL 5 >1000 $5,231 $6,016 $6,233 $6,457 $6,689 $6,930
SCHEDULE 9 MISC
LEVEL 1 ALL $1,307 $1,503 $1,557 $1,613 $1,671 $1,731
SCHEDULE 10 TIME AND MATERIALS LABOR RATE
HOURLY RATE ALL $109 $125 $144 $166 $186 $192
SCHEDULE 11 TIME AND MATERIAL LABOR RATE
HOURLY RATE ALL $136 $156 $173 $180 $186 $192
SOURCE TEST OBSERVATION AND EVALUATION REPORT
Source Test (First 10 Hours) $1,307 $1,503 $1,668 $1,751 $1,839 $1,922
Additional Time (Per Hour) $136 $156 $173 $182 $191 $200
REVISIONS OF CONDITIONS WITH NO INCREASE
$654 $752 $779 $807 $836 $866
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Introduction

Overview

The Sacramento Metropolitan Air Quality Management District’s (District’s) overall mission isto achieve clean air
goals by leading the region in protecting public health and the environment through innovative and effective
programs, dedicated staff, community involvement, and public education.

The District’s work involves interaction with local, state, and federal government agencies; the business community;
environmental groups; and private citizens.

The District is governed by a 14-member Board of Directors (the Board) composed of:

All five Sacramento County Supervisors,

Four members of the Sacramento City Council,

One member representing each of the Cities of Citrus Heights, Elk Grove, Folsom, and Rancho Cordova, and
One member representing the Cities of Galt and Isleton.

The Board reviews and approves al District rules, programs, and budgets.

Does the Executive Office of the District include:

e the APCO/Executive Director;
e theDistrict Counsdl;
e | egidativeLiaison.

During the period of the review by KPMG LLP (KPMG), the District was organized into five divisions. Since the
time of KPM G’ sreview (after June 30, 2007), the Mobile Sources Division and Strategic Planning Division
(including Communications office and Land Use Section) have been combined into one division. The merging of
these two divisions will not have a significant impact on the allocation of administrative costs for the District. A
discussion of the divisions is described below:

e The Administration Division provides fiscal oversight of the District’s programs. This Division also handles
contracts, human resource management, public information requests, and computer and telecommunication
systems.

e The Land Use and Mobile Source Division includes the District’s Communication Office, Land Use Section,
and Mobile Source Section. The Communication Office provides public information, media support, and
information outreach to the community. The Land Use Section provides air quality analysis and commentary on
development projects within Sacramento County. The Mobile Source Section devel ops and implements
market-based innovative programs to reduce emissions from on- and off-road mobile sources in Sacramento.

e The Program Coordination Division includes the Plan Coordination Section, which handles planning and
emissionsinventory. The Technical Services Section includes air monitoring, emission reduction credit (ERC)
bank, and rule devel opment.

e The Stationary Source Division includes the Permit Section, which handleslocal air quality permits, federa
Title V permits, and the air toxics program. The Field Operations Section ensures compliance with permit
conditions and District rules and regulations.

The District receives program revenue from a variety of sources, including:

e Stationary and area source air pollution permitting fees;
e Loca Measure A salestax;
e Motor vehicleregistration fee surcharges;



Environmental document preparation and processing fees;
Asbestos removal plan fees;

Variance petition fees;

State toxics emission fees;

Penalties and settlements;

State and federal grant and subvention funds; and
Emissions credit |oan fees.

The District’s programs include stationary and area source regulation and permitting, mobile source pollution
reduction incentives, public outreach and education, the Spare the Air program, emission inventory and air quality
planning, air monitoring, rule development, and emission credit banking.

The District isresponsible for the development, implementation, monitoring, and enforcement of air pollution
strategies in Sacramento County and itsincorporated cities. The District is also responsible for the protection of the
public’s health and welfare through the enforcement of rules and regulations to reduce air pollution as stated in the
Federal Clean Air Act and the California Clean Air Act.

Fee Authority

Californialaw® establishes several different authorities to assess feesto recover the costs of operating local district
air quality programs. The greatest fee revenues collected from District Rule 301 rely on the District’ s authority to
establish and increase stationary source permit fee schedules granted by the California Health and Safety Code
section 42311. The code states that:

“A district board may adopt, by regulation, a schedule of annual fees for the evaluation, issuance, and renewal of
permits to cover the cost of district programs related to permitted stationary sources authorized or required under
this division that are not otherwise funded. The fees assessed under this section shall not exceed, for any fiscal year,
the actual costs for district programs for the immediately preceding fiscal year with an adjustment not greater than
the change in the annual California Consumer Price Index, as determined pursuant to Section 2212 of the Revenue
and Taxation Code, for the preceding year.”

This authority is further limited to a 15 percent increase annually, as stated in California Health and Safety Code
section 41512.7, for any district with an annual budget of $1,000,000 or more.

The Clean Air Act, TitleV, 42 USCA Section 7661a (b) (3) requires the District to assess fees sufficient to recover
the direct and indirect costs of operating the federal permit program. The Title V fees are a part of Rule 301.

The Study

General Information

The Contractor met with an internal working group of key District staff to coordinate the development of the study.
District staff provided information concerning program costs, equipment/process information, fees, and emissions
data. The study involved the following tasks:

A. Identify and document background and emerging issues related to the District’s cost recovery of activities
associated with District fees through interviews, document reviews, review of relevant statutes and regulatory
authority, and other sources including District Rules 301, 304, 305, and 306.

B. Identify and document the complete costs associated with fee-related activities through areview of District
financial and time-accounting data, employee interviews, and other collection methods as necessary. Consider
direct costs, indirect costs, overhead, capital costs, and all other relevant costs. Develop and document a specific

! Hedlth and Safety Code Section 40701.5, 40711, 41080, 41512 et. seq., 42311, and 44380.
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methodology for analyzing the rel ationship between the costs of regulatory and associated fees on an annual
basis for the following programs:

Permitting

Enforcement

Alternative Compliance Permitting
Emission Inventory

Emission Reduction Credits

Rule Devel opment

Air Monitoring

Planning

C. ldentify and document the past, current, and projected revenues associated with each Permit Fee Schedule and
other fees. Link total relevant costs of activities to fee schedules. Provide a narrative and matrix/graph
comparison of costs to revenue, including foreseeable future scenarios.

D. Identify and document factors that should be utilized in assessing the equity of individual fee schedules towards
source categories and industries.

E. Develop and document recommendations for adjusting fees in the short-term (up to one year) and in the
long-term (one to five years) as necessary to recover costs of current and foreseeable future fee-related activities
in an equitable manner amongst fee payers. The recommendations should address fee adjustments to achieve
full cost recovery.

The District has recently experienced growth in its regulatory responsibilities and program activity costs and
requested a fee study to evaluate the existing fee structure and provide short- and |ong-term recommendations that
would fully and equitably recover fee-related costs for the District. Changes in regulatory responsihilities of the
District have been constant, long-term, and significant. The District is concerned that the cumulative increasesin
responsibility that carry with them increased costs be considered. The District requested that the fee study focus on
the following:

A cost comparison of program activities to the associated revenues received from eligible funding sources;
An analysis of how the costs are apportioned among fee payers;

A comparison of fee schedules to other air quality districts;

A review and assessment of fee structure appropriation for all source categories,

An exploration of alternative fee recovery opportunities; and

A methodology for estimating costs that will provide the District with atool for setting fees and planning
budgets in the future.

Our Cost Recovery Approach

KPMG's approach was to utilize our Activity-Based Costing methodology to determine the cost for each service the
District provides and develop equitable alternative revenue generation structures for the 10 programs identified in
RFP No. 2006-026. The fundamental steps embodied in this approach were to:

Identify issues and regulations associated with District services,

Identify and classify the services provided by District;

Assess the cost of those services;

Determine the existing revenue level for each service;

Propose aternative revenue-generating structures that will align service costs with revenues,
Perform project costs and revenues anaysis; and

M ake process improvement recommendations.
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In order to determine the appropriate rate structure to meet the District’ s financial needs in an equitable manner,
KPMG utilized our standard “ cost of service” analysis approach. Under this methodology, we identified current
system inequities and inefficiencies and evaluated the District’s success in achieving its current public policy goals
under this system. This overview provided uswith a basis for beginning our work.

Revenues

Revenue associated with Rules 301, 304, 305, and 306 increased dlightly from Fiscal Year (FY) 2005/2006 to FY
2006/2007. This change was mainly due to an increase of $197,857 ininitial permit revenue. Below is agraph
(Graph 1) comparing revenue from FY 2005/2006 and FY 2006/2007.

Graph 1
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Thefollowing table (Table 1) further details the Rule-related revenue by funding source for Rule 301. While there

was an increase in revenue for Initial Permitting Fees and Renewal Permitting Fees, it was not enough of an increase

to cover program costs. To make up for the gap between Rule-related revenue and program costs, the District has
had to use funding from other sources. State Aid and Planning Services Revenue are two of the sources that have
been used by the Digtrict to help offset the increased costs of Rule 301-related activities. Thisis discussed further in

the Observations and Recommendations sections of the report.

Table 1. Rule 301 Revenues by Source

Revenue Source 2005/2006 | 2006/2007 | Difference

Reinspections $ 6,891 | $ 7,203 | $ 312
Title V Permit Fees (Exceptional Lic/Per per Compass) $ 40942 |$ 27,798 | $ (13,144)
Source Test $ 61830]|% 53509|% (8,321)
Initial Permit Fees $ 691,705|% 889,561 |$ 197,857
Annual Permit Renewal Fees $2,5635,957 | $2,563,156 | $ 27,199
ERC Renewal $ 9,300 |$ 24,205 | $ 14,905
State Aid - Other Misc. Programs $ 336,020 |$ 360,241 |$ 24,221
Planning Services Charges $ 43655|% 23,785|% (19,870)
Total Revenue $3,726,300 $3,949,458 $ 223,158

Current Fee Structure

The District currently has the authority to collect fees based on rules established and approved by the Board. As part
of our review, we analyzed fees associated with the fee rules listed below:

Permitting fees for Stationary Sources (Rule 301);

Asbestos Plan fees (Rule 304);

Environmental Document Preparation and Processing fees (Rule 305); and
Air Toxics fees (Rule 306).

Permitting fees for Rule 301 make up the largest fee-related revenue source for the District and consist of the most
complicated fee structures and schedules, so these fees were a magjor focus of our study. Permitting fees for
Stationary Sources are divided into two fee categories: Initial permit fees and Renewal permit fees. Initial permits
are required for any business or person to obtain an Authority to Construct/Permit to Operate before installing or
operating new equipment or processes that may release or control air pollutants. Initial permit fees are a one-time fee
that is collected prior to construction or operation. In addition to the Initial fees, an annual Renewal feeis collected
to cover the cost of annual inspections. The Renewal fee is approximately half of the price of the Initid permit fee.
The District has the authority to increase fees to cover the increasing costs of these inspections and the processing of
the Initial permit applications.

Over the past 10 years, the District had one feeincreasein FY 2001/2002 of 15 percent in an attempt to bridge the
gap between program costs and revenue. At the same time, the District established an annual fee increase based on
the Consumer Price Index. As part of our study, we compared the fee increases of the Sacramento Metropolitan Air
Quality Management District (SMAQMD) to four other air quality districts. The fee increases identified by other
districts were mostly adjustments based on changes to the CPI. The Monterey Bay APCD increased feesin 6 percent
addition to the CPI adjustment for FY s 2005/2006 and 2006/2007. The Bay Area AQMD increased feesin each of
the ten years reviewed, but their increases were not uniform across all fee schedules. San Joagquin Valley APCD has
not had afee increase in the ten years surveyed. South Coast AQMD instituted a 30 percent fee increase for their
major fee categories of athree-year period (FY 2005/2006 to 2007/2008). Table 2 is a summary of the fee increases
over the past ten years for the SMAQMD compared to the other districts surveyed.



Table 2: Summary of Fee Increases Compared to Other Districts

Summary of District Fee Increases

Monterey Bay APCD Bay Area AQMD San Joaquin Valley APCD South Coast AQMD Sac. Met. AQMD
Increase Increase Increase Increase Increase
Year Percentage Percentage Percentage Percentage Percentage
FY 1998/99 3.40% 3.10% 0.00% 3.00% 0.00%
FY 1999/00 3.80% 15.00% 0.00% 3.00% 0.00%
FY 2000/01 4.20% 4.30% 0.00% 3.00% 0.00%
FY 2001/02 6.50% 4.40% 0.00% 3.00% 15.00%
FY 2002/03 1.80% 5.30% 0.00% 3.00% 4.30%
FY 2003/04 3.30% 1.60% 0.00% 3.00% 2.80%
FY 2004/05 6.20% 3.00% 0.00% 3.00% 2.70%
FY 2005/06 8.00% 7.00% 0.00% 10.00% 1.70%
FY 2006/07 2.00% 8.50% 0.00% 10.00% 3.90%
FY 2007/08 3.40% 6.00% 0.00% 10.00% 4.20%
Sum of Increases 42.60% 58.20% 0.00% 51.00% 34.60%

With the exception of the San Joaquin Valley APCD, which has not had afee increase?, SMAQMD has had the
fewest number of increases and the smallest cumulative increase in rates over the past 10 years. These increases
have not been sufficient to allow the District to recover its permit-related costs as discussed in the Observations and
Recommendations sections of the report.

2 The San Joaquin Valley APCD did establish new fees for some equipment, such as an unpermitted registration fee,
to help recover their enforcement activities costs for equipment that does not require permit.
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Methodology

Direct Fee-Related Costs

To identify the full costs of the fee-related programs included in our study, we needed to be able to identify the
direct activity costs associated with each program. These costs include both the direct personnel and direct
nonpersonnel costs necessary to support each of the fee-related programs. Because the District does not track costs
a aprogram level, we had to rely on the allocation methodology described in the Cost Allocation Methodology
section below to distribute these direct costs down to the activities they support.

Indirect and Overhead Costs

In addition to direct costs, KPM G a so identified the District’ sindirect and overhead costs supporting the fee-related
programs. We then performed an analysis of al indirect and overhead costs and the activities of the District to
identify the appropriate type of costs and level of services applicable to each of the fee-related programs. Again, as
the Digtrict does not track costs at a program level, we had to allocate these indirect and overhead costs. Our
methodology is documented in the Cost Allocation Methodology section of the report.

Cost Allocation Methodology

In order to allocate costs down to the divisions and the programs they support, KPMG had to develop a cost
allocation methodology for the District. This methodology allowed us to determine the costs associated with the
administration of the programs in our review. Because the District does not currently track expenses down to the
program level, it was necessary for us to develop an allocation methodology that accurately distributed costs to the
programs they support. Our methodology was devel oped through interviews with key personnel, the use of the FY
2006/07 General Ledger (G/L), the FY 2007/08 Annual Budget, and the utilization of other SMAQMD documents
and reports.

Electronic versions of the FY 2006/07 G/L and FY 2007/08 Annual Budget were obtained from the Accounting
Department. After gathering the expense information, we sorted and summarized the G/L by Order Number, which
identifies individual transactions by Division, Funding Source, and Program. This sorting allowed usto identify
expenses charged to each Division and to summarize all expenses into the following five categories:

Administration;

Mobile Sources;
Program Coordination;
Stationary Sources; and
e Strategic Planning.

All expense transactions are coded with multiple pieces of information; using the G/L Account, Allocation, and
Order Number headings, we were able to group revenues and expenses. These titles were also instrumental in
applying additional descriptions to transactions in order to further distinguish expenses. Because all Order Numbers
and Allocation Numbers uniquely identify adivision and type of expense, they can be used to properly identify
expenses that were not coded with Divisional information. For example, in instances where the G/L Account or
Divisional information was missing, or did not coincide with the other information presented, the Order Number
could be used to determine the Division. Or, if the Order Number was missing, then the Allocation Number could be
used. We used these unique identifiers to help us code al expensesincurred to the proper Division. After properly
coding all expenses to their appropriate Divisions, we added categories (Payroll, Non Payroll, Other Expenses, etc.)
to further aid in the allocation process. Once this information was added for each transaction, a pivot table was
created to more effectively group transactions by Division and Account Expense Type.

Once expenses were sorted by Division and category, we were able to begin to allocate the administrative costs to
the remaining four Divisions (Mobile Sources, Program Coordination, Stationary Sources, and Strategic Planning).
These administrative costs are alocated to the divisions because they are considered indirect costs or costs that



support the divisions' activities. Some administrative division costs that exclusively serve one division, such as
salaries for the contract staff that support mobile source incentive program, are excluded from the allocation below
and instead reflected in the division’s expense allocation tables that follow, beginning with Table 6. Administrative
costs were allocated based on total payroll costs for each division. We decided to use payroll costs for our allocation
methodology based on interviews with District staff and our review of District overhead costs and how they support
the divisionsin the District. The total payroll costs for each division were then divided by the total payroll costsfor
the District (minus Administrative Payroll costs) to determine the percentage of total payroll costs for each division.

We then used these percentages to allocate all Administrative Payroll costs to the four divisions as shown in Table 3
below.

Table 3: Administrative Payroll and Benefits Allocation

Program Stationary  Strategic
Account Type Administration Mobile Source Coordination Source Planning Grand Total
Payroll-Salary $ 1,533,488 | $ 899,237 | $ 1,310,893 | $2,204,655 | $1,069,015 | $ 7,017,288
Payroll-Benefits $ 800,510 | $ 241,955 | $ 309,050 | $ 531,151 | $ 236,305 | $ 2,118,971
Total Costs $ 2,333,998 | $ 1,141,192 | $ 1,619,942 | $2,735,806 | $ 1,305,319 | $ 9,136,258
Payroll Costs $ 1,141,192 $ 1,619,942 $2,735806 $1,305,319 $ 6,802,260
Percentage of Payroll 17% 24% 40% 19% 100%
Administrative Allocation $ 391,567 $ 555,836 $ 938,713 $ 447,883 $ 2,333,999
Reallocated Total $ 1,532,758 $ 2,175,779 $3,674519 $1,753,202 $ 9,136,258

After we allocated the Administrative Payroll coststo the four divisions, we allocated all of the Administrative
Expenses to the division. This allocation was done using the same percentages of total payroll costs used for the
Administrative Payroll alocation above. This allocation is shown in Table 4.

Table 4: Administrative Expense Allocation

Program Stationary Strategic

Account Type Administration Mobile Source Coordination Source Planning Grand Total
Fixed Assets $ 6,908 - $ 159,440 $ 166,348
Interfund Charges $ 12,200 - $ 368,762 $ 380,961
Non Payroll Expenses | $ 1594669 $ 9284375 $ 880,242 $ 268,708 $1,804,838| $13,832,832

$ - $ -

$ - $ - $ - $ - $ - $ -
Total Expenses $ 1,613,777 $ 9,284375 $ 1,039,682 $ 637,470 $1,804,838 | $14,380,141
Total (-interfund ch.) $ 1,601,577
Allocation Percentage 17% 24% 40% 19% 100%,
Administrative Allocation $ 268,691 $ 381,412 $ 656,340 $ 307,335 $ 1,613,777
Reallocated Total $ 9,553,066 $ 1,421,094 $1,293810 $2,112,172 $14,380,142




We did a separate alocation for the Administrative Expenses coded under Other Expenses. These expenses are for
interest expenses and leasing expenses. Since Mobile Sources does not share the facilities with the other divisions, it
was excluded from the cost alocation. The results of this allocation are shown in Table 5.

Table 5: Other Expenses Allocation

Program Stationary  Strategic

Account Type Administration Coordination Source Planning Grand Total

Other Expenses $ 407,794 $ 407,794
Payroll Costs $ 1,619,942 |$2,735,806 |$1,305,319 | $ 5,661,068
Percentage of Payroll 29% 48% 23% 100%
Allocation Percentage 29% 48% 23% 100%
Other Expenses Allocation $ 116,692 |$ 197,073 |$ 94,029 [ $ 407,794
Reallocated Total $ 116,692 |$ 197,073 |$ 94,029 | $ 407,794

Once we allocated al of the administrative costs to the remaining four divisions, we summarized the total expenses
(Payroll and all other expenses) for each division. Because we were only concerned with costs associated with
Program-related activities, we then separated out Program Coordination and Stationary Sources for further
alocation as they are the two divisions that perform the work that is directly supported by the fee rules being
studied. Table 6 details the divisional direct costs and the administrative payroll and expenses (indirect costs).

Table 6: Direct and Indirect Cost Allocation Summary

Direct Costs Indirect Costs
Division Payroll Expenses Total Admin. Payroll | Admin. Expenses | Other Expenses Total
Mobile Source $1,141,192 | $ 9,284,375 | $10,425,566 | $ 391,567 | $ 268,691 | $ - $ 660,258
Program Coordination $1,619,942 | $ 1,039,682 | $ 2,659,625 | $ 555,836 | $ 381,412 | $ 116,692 | $1,053,941
Stationary Source $2,735806 | $ 637,470 | $ 3,373,276 | $ 938,713 | $ 656,340 | $ 197,073 | $1,792,126
Strategic Planning $1,305319 | $ 1,804,838 | $ 3,110,157 | $ 447,883 | $ 307,335 | $ 94,029 | $ 849,246
Total Costs $6,802,259 | $12,766,365 | $19,568,624 | $ 2,333,999 | $ 1,613,778 | $ 407,794 | $4,355,571

Stationary Sources Allocations

The Stationary Sources Division provides support to the following programs: Rule 301 (permitting program), 304
(ashestos program), and 306 (air toxic program). In order for usto alocate costs down to the program level, we had
to be able to measure the amount of effort supporting each of these programs in the division. Because the District
does not currently track time and expenses down to the program level, we had to use other methods to allocate costs.
In order to apply these divisional expenses to the program level, KPMG used the FY 2007/08 Budget and L abor
Distribution Report, which is tracked to the program level. Individual employee effort is estimated for their
involvement in program-related activities in the Budget. We used the estimated level of effort for each employee
and their budgeted salary to develop total budgeted payroll costs for each program. We then summarized the
percentage of budgeted salaries related to total salaries for the division to determine the percentage attributable to
each program. This percentage was used to calcul ate the amount of actual salaries (based on FY 2006/07 Payroll)
attributable to each program. This detailed calculation can be seen in Exhibit 4.

After determining the percentage of actual salaries attributable to each program, we allocated all divisional costs
down to each program. These costs (Division Expenses, Administrative Payroll, and Administrative Expenses) were
allocated to each program based on the percentage of divisional salaries associated with each program. Once this
alocation was done, we had an estimate of the total payroll and expenses for Stationary Sources for each program as
shownin Table 7.



Table 7: Stationary Sources Allocation

Account Type Stationary Source
Payroll $ 2,735,806

Fixed Assets $ -
Interfund Charges $ 368,762
Non Payroll Expenses $ 268,708
Other Expenses $

$

637,470

Subtotal Stationary Source (Excluding Payroll)

Subtotal Stationary Sources (Including Payroll) 3,373,276
Admin Payroll Allocation (includes overhead costs)  $ 938,713
/Admin Expense Allocation $ 656,340

Subtotal Admin Expense Allocation $ 1,595,053
Other Expenses Allocation $ 197,073

Total Stationary Source Expense $ 5,165,403

T

Expense Admin Payroll Admin Expense Other Expense

Payroll Allocation Allocation Allocation Allocation Allocation Total
Rule 301 (Includes Unpermitted Sources) $ 2,230,193 82% $ 519,657 $ 765,226 $ 535,040 $ 160,652 $4,210,768
Rule 304 $ 272,934 10% $ 63,596 $ 93,649 $ 65,479 $ 19,661 $ 515,319
Rule 306 $ 69,438 3% $ 16,180 $ 23,826 $ 16,659 $ 5,002 $ 131,104
Other Rules (PERP and Rule 302) $ 163,241 6% $ 38,037 $ 56,011 $ 39,163 $ 11,759 $ 308,211
$ 2,735,806 100% $ 637,470 $ 938,712 $ 656,341 $ 197,074 $5,165,402

Program Coordination Allocations

The allocation methodology used for the Program Coordination Division was very similar to the one used for
Stationary Sources. We used the Labor Distribution Report from the FY 2007/08 Budget and discussions with
Program Coordination management to determine the level of effort associated with support program activities for
Rules 301 and 304 and all other Program Coordination activities. Divisional Expense, Administrative Payroll, and

Administrative Expenses were then allocated to each program and activity based on the percentage of total salaries
asshown in Table 8.

Table 8: Program Coordination Allocation

Program
Account Type Coordination
Payroll $ 1,619,942
Fixed Assets $ 159,440
Interfund Charges $ -
Non Payroll Expenses $ 880,242
Other Expenses
Subtotal Program Coordination (Excluding Payroll) $ 1,039,682
Subtotal Program Coordination (Including Payroll) $ 2,659,624
Admin Payroll Allocation (includes overhead costs) $ 555,836
Admin Expense Allocation $ 381,412
Subtotal Admin Expense Allocation $ 937,248
Other Expenses Allocation $ 116,692
Total Program Coordination Expense $ 3,713,565
Admin Admin Other Less

Payroll Expense  Payroll Expense Expenses Offsetting

Allocation Allocation Allocation Allocation Allocation Revenue Total
Rule 301 $ 814524 50% $ 522,763 $ 279,480 $ 191,778 $ 58,674 $ (6,218) 1,861,002
Rule 304 $ 35555 2% $ 22,819 $ 122200 $ 8,371 $ 2,561 81,507
Other Program Costs (Planning, Emissions, Air Monitoring) $ 769,863 48% $ 494,100 $ 264,156 $ 181263 $ 55457 1,764,839

$ 1,619,942 100% $1,039,682 $ 555,836 $ 381,412 $ 116,692 $3,707,348
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After we had alocated all divisional administration and expense costs down to the programs, we summarized the
total costs by program as shown in Table 9.

Table 9: Summary of Program-Related Costs

| Stationary Sources | Program Coordination Total
Rule 301 $ 4,210,768 $ 1,861,002 | $ 6,071,770
Rule 304 $ 515,319 $ 81,507 | $ 596,826
Rule 306 $ 131,104 $ 131,104
Other Rules (PERP and Rule 302) $ 308,211 $ 308,211
Total Rule Expenses s 5,165,402 [ $ 1,942,508 | $ 7,107,911
Other Program Costs (Planning, Emissions, Air Monitoring) $ 1,764,839 | $ 1,764,839
Total SS and PC Costs with Administrative Allocations |'$ 5,165,402 | $ 3,707,347 | $ 8,872,749

Rule 301 Allocation

Because program activities for Rule 301 are separated into two different categories (Initial Permitting and Renewal
Permitting) which both receive their own funding, it was necessary for usto allocate all program costs for Rule 301
down to these categories. Again, we used the Labor Distribution Report breakdown for Stationary Sources Division
staff from the FY 2007/08 Budget to determine the level of effort associated with each activity under Rule 301. We
then allocated all Stationary Sources and Program Coordination costs for Rule 301 based on the percentage of effort
for each activity (initial vs. renewal) from the Labor Distribution Report for the Stationary Source Division. Each
activity (Initial Permitting and Renewal Permitting) was allocated divisional expenses, administrative expenses, and
administrative payroll costs. These costs and the allocation are shown in Table 10 below.

Table 10: Rule 301 Allocation

Rule 301 Payroll

Stationary Sources

Program Coordination

Less ERC offsetting Revenue
Total Rule 301 Payroll Costs

Rule 301 Areas
Direct Costs
SS Permitting (Initial)
SS Field Ops (Renewal)
Total Direct

Rule 301 Support Services

PC Permitting (Rule Development)
Reinspection

SS Other

PC Other

Total 301 Support Services

Total Rule 301 Payroll Costs

Rule 301 Allocations
Rule 301 SS Expenses
Rule 301 PC Expenses
Total
Rule 301 SS Admin Payroll
Rule 301 PC Admin Payroll
Total
Rule 301 SS Admin Expenses
Rule 301 PC Admin Expenses
Total

Rule 301 SS Other Expenses Allocation
Rule 301 PC Other Expenses Allocation
Total
Total Rule 301 Allocations

Total Rule 301 Costs

Initial Permits
Renewal Permits
Total Costs

2,230,193
814,524
(6,218)
3,038,499

LR RN

882,352
1,112,171
1,994,523

@|e o

$ 416,998

235,670
391,308
1,043,976

@|e o

$ 3,038,499

519,657
522,763
1,042,420
765,226
279,480
1,044,707
535,040
191,778
726,818

PO PDDP DO D

160,652
58,674
219,326

@B e

$ 3,033,271

$ 6,071,770

Expense Allocation Rule 301 Support  Expense Admin Payroll Admin Expense Other Expenses
Direct Salary Percentage Services Allocation  Allocation Allocation Allocation Total Costs
$ 882,352 44% $ 461,842 $ 461,154 $ 462,165 $ 321,535 $ 97,027 $2,686,076
$ 1,112,171 56% $ 582,134 $ 581,266 $ 582,541 $ 405,283 $ 122,299 $3,385,694
$ 1,994,523 100% $ 1,043976 $1,042,420 $ 1,044,707 $ 726,818 $ 219,326 $6,071,770
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Rule 301

Based on our cost allocation model and the revenue figures provided by the District, there is a shortfall of $2.1
million between the costs and revenues for Rule 301 programs. This shortfall is mostly due to alarge variance
between initial permitting costs and initial permitting revenue. This variance accounts for roughly 75 percent of the
$2.1 million shortfall. Thisisfurther illustrated in Table 11.

Table 11: Rule 301 Costs and Revenues Collected and Allocated

Direct Salary  Expense Allocation Percentage  Total Costs
Permitting (Initial Permits) $ 882,352 44% $ 2,686,076
Field Ops (Renewal Permits) $ 1,112,171 56% $ 3,385,694
Total $ 1,994,523 100% $ 6,071,770
Rule 301 Permitting (Initial Permits) Field Ops (Renewal Permits)
Total Costs $ 6,071,770 $ 2,686,076 $ 3,385,694
Revenue
Reinspections (7,203) $ (7,203)
Title V Permit Fees (Exceptional Lic/Per per Compass) (27,798) $ (27,798)
Document/File Review (53,509) $ (23,672) $ (29,837)
Initial Permit Fees (889,561) $ (889,561)
Annual Permit Renewal Fees (2,563,156) $ (2,563,156)
Licenses/Permits - Other (24,205) $ (10,708) $ (13,497)
State Aid - Other Misc. Programs (360,241) $ (159,366) $ (200,875)
Planning Services Charges (23,785) $ (10,522) $ (13,263)
Total Revenue (3,949,458) (1,093,829) (2,855,629)
Total Costs (Less Revenue) $ 2122312 $ 1,592,247 $ 530,065

In addition to the shortfall for initial permits, thereis also a $530,000 difference between revenue collected and
alocated to renewal fees and the total costs for renewal permits.

The renewal permit fees are divided into nine schedules. Each schedule is made up of numerous fee levels. We
allocated total renewal costs from Table 11 to the Rule 301, Section 308 fee schedules based on the estimated level
of effort required for each inspection multiplied by the number of permits for each schedule. We then compared the
revenue and costs for renewal permits at the schedule level. The revenue figures in the table below are based on the
number of permitsin each schedule and level and the fees that should be collected for each permit (Schedule Fees,
Emission Fees, Reinspection Fees, and Toxic Fees). The differencein total fee revenue between Table 11 and Table
12 isdueto the difference in the fees that were actually collected (Table 11) and the fees that should have been
collected based on the number of permits (Table 12). The results are shown in Table 12.

Table 12: Rule 301 Renewal Permit Costs and Revenue

Percentage of Total |Cost By Schedule Emissions [Reinspection Difference of Cost

Schedule Renewal Time Schedule Fees Fees Fees Toxics Fees|Total Fees |and Revenue

Schedule 1 28.20%| $ 954,744 |$ 751,042 |$ 96,048 | $ 3211 $ 9,935 | $ 860,236 | $ (94,508)
Schedule 2 19.31%] $ 653,796 | $ 289,490 | $ 84,662 | $ 1231 $ 1,417 | $ 375,692 | $ (278,104)
Schedule 3 0.59%| $ 20,021 |$ 20,751 ]|% 3,774[$% - $ 95|$ 2462019 4,599
Schedule 4 0.58%] $ 19595|$ 39,778 | $ 3,544 | $ 241 | $ - $ 43563]9% 23,968
Schedule 5 1.59%] $ 53,672 |$ 128,047 | % 3,174 | $ - $ 11509 ($ 142,730 | $ 89,058
Schedule 6 16.07%] $ 544,250 | $ 429,949 |$ 38,794 | $ 3260 |$ 29,165|% 501,168 | $ (43,082)
Schedule 7 18.17%] $ 615,032 ]| $ 305551 |$ 47,042 ] $ 118 $ 3,632 |$ 356,243 | $ (258,789)
Schedule 9 15.47%|$ 524584 |$ 377,160 |$ 63,300 $ 723($ 4,945 [$ 446,128 | $ (78,456)
ﬁotal 100%| $ 3,385,694 | $2,341,768 | $ 340,338 [ $ 7,676 [$ 60,598 | $2,750,380 | $ (635,314)

Based on Table 12, the greatest revenue shortfalls appear to be associated with Schedules 1, 2, 6, 7, and 9. These
schedules had the largest variance between costs and revenue when costs were allocated based on the estimated level
of effort required for each inspection. Based on this analysis, it would appear that fees for Schedules 1, 2, 6, 7 and 9
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are less than what would be required to cover renewal activity costs. A table detailing the revenues and costs of each
schedule and level can be found in the Cost Allocation Model at the end of the report in Exhibit 4.

Title V Costs and Revenues

A portion of the costs and revenues included in the analysis of Rule 301 above is associated with the Title V
Program. The Title V Program is afederally enforceable operating permit program established by the Clean Air Act.
The Clean Air Act, TitleV, 42 USCA Section 7661a (b) requires that fees recover the direct and indirect costs of
operating the federal permit program. The specific fee requirements and costs to be included are defined in
regulations promulgated by the Environmental Protection Agency at 40 CFR Part 71, Section 71.9. District costs
associated with Title V include initial permitting, renewal permitting, modifications to existing permits, program
monitoring, program administration, and District overhead costs. Fees associated with Title V are currently collected
based on actua hours spent by SMAQMD staff. These fees are associated with initial permits, renewal permits, and
modifications to existing permits. District costs associated with program monitoring, program administration, and
District overhead costs are not currently being recovered. The costs and fee revenue of Title V Permits over the past
five years are detailed in Table 13 below.

Table 13: Title V Costs and Revenue

Fiscal Year |Program Costs |Program Revenue Difference of Cost and Revenue
02/03 $ 46,380 | $ 57,920 | $ 11,540
03/04 $ 54911 | $ 80,880 | $ 25,969
04/05 $ 150,987 | $ 47972 | $ (103,015)
05/06 $ 222,848 | $ 40,942 | $ (181,906)
06/07 $ 115,652 | $ 27,798 | $ (87,854)
ﬁotal $ 590,778 | $ 255,512 | $ (335,266)

Based on the table above, the District has under-recovered its Title V costs over the past five fiscal years. As
program costs have increased over the last few years, program revenue has decreased, creating a shortfall of roughly
$340,000 over the past five years. In addition, the annual inspection costs and ongoing expenses associated with
tracking changes in the national Title V regulations and policies are not currently being allocated to the program
costs above, but would exacerbate the cost recovery problem. These costs are currently being alocated to Rule 301.
Fees should be restructured to recover the costs for these activities as well as covering the 130 percent shortfall in
current fee revenues.

Rule 304 Costs and Revenue

Fees associated with the Rule 304 asbestos program are for renovation and demolition, naturally occurring asbestos,
fleet inventory reports, and applications. In addition to the costs associated with the processing of permits related to
these fees, the District also incurs costs for policing the asbestos program. Table 14 below shows the cost of

Rule 304 for the Stationary Sources and Program Coordination Divisions and the revenues generated by fees
collected during our period (July 1, 2006 through June 30, 2007). These costs are detailed further in Exhibit 4,
SMAQMD Cost Allocation Workbook, at the end of the report.

Table 14: Rule 304 Costs and Revenue

Program Difference of Cost
Stationary Sources Coordination Total Costs | Revenue and Revenue
Rule 304 | $ 515,319 | $ 81,507 | $ 596,826 | 274,150 (322,676)

Based on Table 14, the Didtrict is not collecting adequate revenue to support the asbestos program. According to
SMAQMD staff, one of the reasons that program costs are exceeding revenues is that there are significant costs
associated with policing the asbestos program that are not currently recovered by fees. This fee, authorized by H& S

Code Section 41512.5, is not restricted by the 15 percent cap. Therefore, the plan fees should be increased to recover
these additional costs.
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Rule 305

Rule 305 fees are for environmental document preparation and processing. Fees associated with Rule 305 are
currently charged based on actual hours spent preparing and processing environmental documents. During our
period of study (July 1, 2006 through June 30, 2007), there were no costs identified with this program. As aresult,
we did not assess if the program is adequately recovering its costs. Please see Short-Term Recommendation #4
relating to the District’ s revision of hourly labor costs that will affect cost recovery under thisrule.

Rule 306 Costs and Revenue

Rule 306 fees are Air Toxic fees charged to stationary sources to recover the costs of implementing the Air Toxics
“Hot Spots’ Information and Assessment provisions in state law®. These fees are assessed based on their sources,
classification, and categorization. Table 15 shows the cost of Rule 306 for the Stationary Sources Division and the
revenues generated by fees collected during our period (July 1, 2006 through June 30, 2007). These costs are
detailed further in Exhibit 4, SMAQMD Cost Allocation Workbook, at the end of the report.

Table 15: Rule 306 Costs and Revenue
Difference of Cost and
Stationary Sources | Revenue Revenue

Rule 306 | $ 131,104 42,051 (89,053)

Based on thistable, the District is not collecting adequate revenue to support the Air Toxic program. One of the
reasons that program costs are exceeding revenuesis that there is not a mechanism in Rule 306 to increase costs on
an annua basis based on a Cost of Living Adjustment (COLA). As aresult, as costs have increased from year to
year, revenues have not increased to cover program costs.

3 CaliforniaHealth and Safety Code Section 44300 et. seq.
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Equity of Current Fee Schedules

This section addresses equity between fees collected through Rule 301, Stationary Source Permit Fees. One of the
concerns of the District is whether permit fees charged to businesses are fair or “equitable” based on the current fee
structure. Do fees accurately reflect the cost to the District of conducting inspections and other activities associated
with issuing and renewing permits for the various business sectors? Each Rule 301 fee schedule may be used by one
or more business sectors. A list of the sectors by fee schedule islisted in Table 15.1. In addition, within some of the
fee schedules there are different fees assessed by equipment size. It is difficult to determine the equity of the current
fee structure asit relates to the District’ s fee payers because the District does not currently track itstime or expenses
in great detail. Because time and effort are not tracked to the program, rule, schedule, or even permit level, itis
difficult to determine how much effort is involved with each permit evaluation and inspection. Thisinformation
would be necessary to compare different feesin the schedules and to determine if fees were being charged in line
with the level of effort it takes to do the inspections. Until thislevel of tracking is instituted by the District, the
District will be unable to accurately assess the equitability of the current fee structure.

In the absence of thisinformation, equity conclusions are drawn from the information contained in Table 12 and
Table 15.1. Our analysis of Rule 301 renewal costs and fees in the Comparison of Allocated Costs and Current
Revenue section above contains more detailed information about which schedules appear to be recovering costs
proportionate to the level of effort estimated to be involved in inspections and other permit-related activity. For
schedules that are currently under-recovering costs, we have addressed thisissue in the

Short-Term Recommendations section.

Table 15.1: Equity Assessment for Business Sectors

Schedule Schedule Title Business Sectors Revenue
Shortfall
1 Electric Motor Horsepower Abrasive blasting, all coating operations (e.g., $(94,508)

autobody shops, printers, cabinet shops),
construction materials (e.g., concrete plants,
asphalt plants, and mining operations using
electric motors)

2 Fuel Burning Boilers and water heaters used by avariety of $(278,104)
commercia and industrial operations (e.g., dry
cleaners, swimming pool heaters, space and
water heatersin hotels and other commercial
buildings), large-scale electrical power
generation turbines, and bakeout ovens

3 Electrical Energy Chemical processing $4,599
4 Incinerator Crematories $23,968
5 Stationary Containers Gasoline bulk storage, solvent, and other $89,058
chemical storage
6 Gasoline Fueling Retail-style gas stations $(43,082)
7 Internal Combustion Engines | Mining operation engines, natural gas $(258,789)
production wells, and various emergency uses
(e.g., electricity production, utility water
pumping, fire protection)
9 Miscellaneous Chrome plating, degreasersused in $(78,456)
manufacturing operations, and various other
eguipment
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Results from Surveys of Other Districts

As part of our fee study, we were asked to survey four other air quality districts to gain a better understanding of
how they address some of the issues facing the SMAQMD. These issues were focused around the fee structures used
by other districts, revenue sources utilized by other districts, and how other districts cover program coststhat are
either unfunded or underfunded. We will mention afew of the results from the survey here. A summary of al the
other districts' responses can be found in the Exhibits section after the report.

Our survey focused on the following areas:

Emission fees;

Activity fees (additional feesfor specia permit processing and renewals);
Cost recovery for unpermitted sources,

Revenue supporting public outreach;

Per-capitafees;

Small business discounts;

Initial and renewal permit fees;

Additional revenue sources for enforcement; and

Collection of AB2588 fees.

Emission Fees

Responses to our question related to the percentage of permit revenue generated from emission fees varied greatly.
Disgtricts reported collecting from O percent to 68 percent of their permit fee revenue from emission fees. In addition,
districts were divided as to whether the fees were based on actual emission versus potential to emit.

Activity Fees

Activity fees for most districts are charged on an hourly basis for actual time spent. There were some flat fee
categoriesidentified for afew activities. Please see Exhibit 3 for more detail.

Unpermitted Sources

Responses to this question varied. Please see Exhibit 3 for individual district responses.

Public Outreach

Most districts offset the cost of public outreach programs with fees collected through permitting and emissions.
Per-Capita Fees

Three of the four districts surveyed do not collect per-capita fees.

Small Business Discounts

Half of the districts surveyed offer small business discounts. These discounts are for the permit processing fees and
not the renewal fees.

Initial and Renewal Permit Fees
Initial permit fees for two of the districts surveyed were based on an average amount of time required to inspect and

approve a permit request. Renewal fees were only tied to initial fees for one of the four districts surveyed. They
reported that renewal fees were generally half of the initial fees. For all other districts, there was no relationship
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between initial fees and renewals. Exhibit 3 contains additional information regarding the relationship of initia and
renewal permit fees for each district surveyed.

Additional Revenue Sourcesfor Enforcement

One of the districts surveyed reported collecting fees to support this program. The other districts support
enforcement costs through emission fees, EPA 105 grants, subvention, interest income, and other general fund
revenue derived from county property taxes.

Collection of AB2588 Fees

For all districts surveyed, these fees are collected on an annual basis.
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Observations and Recommendations

Key Observations

Observation #1: Employee' stime and effort is not tracked to a sufficient level to allow for a cost analysisfor each of
the Rule 301 schedules.

The only division of employee time between programs is done for budgeting purposesin a Labor Distribution
report. Because actual employee time is not charged to a specific program or project code, it is very difficult to
determine the level of time and effort involved in various activities. Without this type of information, it is very
difficult to evaluate the costs related to various activities and to compare the actua costs associated with different
schedules and fee levels or between fee programs—asbestos, permits, and toxics.

Observation #2: Fee revenue is not sufficient to recover all program costs related to Rule 301, Title V, Rule 304, and
Rule 306.

Under the current fee structure, revenue generated by permit feesis insufficient to cover fee-related program costs.
In FY 2006/2007, the District collected approximately $3.9 million in revenue for stationary sources under Rule 301
and Title V. Based on our cost allocation model, the District’s costs associated with permitting activities under Rule
301 and Title V were approximately $6.1 million. This allowed for a shortfall of approximately $2.2 million
between what is collected to support the programs, and what the programs actually costs. The direct cost shortfall

for the Title V program was identified as approximately $88,000 for FY 2006/2007 as shown in Table 13. The Clean
Air Act, TitleV, 42 USCA Section 7661a (b) requires that fees charged are sufficient to recover the direct and
indirect costs of operating the federal permit program. Fees for Rule 301 and Title V are not sufficient to cover
program costs.

A similar situation exists for Rule 304 ($596,826 in program costs vs. $274,150 in program revenue resulting in a
shortfall of $322,675) and Rule 306 ($131,104 in program costs vs. $42,051 in program revenue resulting in a
shortfall of $89,053).

Observation #3: Revenue from other sourcesis being used to offset the difference between program costs and permit
fee revenue.

In FY 2006/2007, the District used approximately $2.6 million from alternative revenue sources such as money
collected through settlements and penalties, subvention, and federal aid through the Environmental Protection
Agency to fund the difference between program costs and fee revenue. The problem with using these other revenue
sources to fund the shortfall in fee revenuesis that there is no guarantee that these other revenue sources will
continue to be available in the long-term to support program costs. In addition, as District costs increase with
inflation, these funding sources have been stable or declining. In addition, increases in staff costs when new rules are
established to meet state and federal mandates are not accompanied with corresponding state or federal grants to pay
for those activities. The District has the authority to charge for permitsto fully cover the cost of these programs so
that they can be supported without the need of revenue from other sources.

Observation #4. Two of the four districts surveyed charge for actual emission, one district charges based on
potential to emit, and one district does not charge for emissions.

For the two districts that charge based on actual emissions, 15 percent to 18 percent of their permit revenue comes
from emissions fees. The district that charges based on potential to emit receives 68 percent of its permit revenue
from emission fees. SMAQMD currently charges based on actual emissions and recovers approximately 12 percent
of itstotal permit revenue from emission fees. The original design of equipment and emissions fees was to recover
25 percent of the program costs with emissions fees and 75 percent of the program costs with equipment (schedul€)
fees. Asthe Digtrict establishes rules that require sources to reduce emissions, the Digtrict typically incurs increased
costs to implement those rules, yet the emissions fee revenues to recover those costs are reduced.
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Observation #5: The costs for compliance efforts for sources that do not require permits are borne by permitted
SOUICES.

Approximately 20 percent of the Field Operations Section of the Stationary Source Division is associated with

inspecting unpermitted sources. In addition, approximately 0.85 FTE is expended providing compliance assistance
and following up on complaints about unpermitted sources.
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Short-Term Recommendations (in the next year)

Recommendation #1: The District should consider changing the way it charges for emission fees to allowing for
separate charging for al pollutants.

Therulesfor emissions fees are already structured to allow for thistype of fee structure, so this change could be
implemented without a rule change. Based on our discussions with Stationary Source staff and our review of the
documentation provided to us, we have determined that there are significant revenue increases that could be gained
by making this type of change to the fee structure. Table 16 below details the potential increasesin emission fees
this recommendation could generate (this table was provided by the Stationary Sources Division).

Table 16:; Potentia Increase in Emission Fees
Potential Additional Renenues that Could be Generated by Charging for More Pollutants:

Option #1 - Include CO, ROG and PM10 in the emission fees for boilers, crematories, and engines:

Revenues Before Changes Revenues With Proposed Changes
Schedule Fees: $2,557,475 Schedule Fees: $2,557,475
Emissions Fees:  $401,330 Emissions Fees: $675,136
NOR Fees $4,350 NOR Fees $4,350
Toxics Fees $59,791 Toxics Fees $59,791
$3,022,946 $3,296,752

Additional Revenues Generated: $273,806

Option #2 - Include CO, ROG, SOx and PM10 in the emission fees for boilers, crematories, and engines:

Revenues Before Changes Revenues With Proposed Changes
Schedule Fees: $2,557,475 Schedule Fees: $2,557,475
Emissions Fees:  $401,330 Emissions Fees: $783,720
NOR Fees $4,350 NOR Fees $4,350
Toxics Fees $59,791 Toxics Fees $59,791
$3,022,946 $3,405,336

Additional Revenues Generated: $382,390

The revenue increase associated with Option #2 above would be equivalent to a 95 percent increase in emission fees
($382,390/$401,330 = 0.95). If this percentage increase is applied to all emission fees for renewal permits, the
increase in revenue would have an immediate effect on the difference between schedule costs and fee revenue,
reducing the revenue shortfall for renewal permits significantly. Table 17 illustrates the impact of theincreasein
emission fees based on the number of active permits and their associated fees as of June 30, 2007 and not on the
actual revenue collected from renewal permits.
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Table 17: Impact of Emission Fee Increase

Cost By Schedule Emissions [Emission Fee Reinspection Difference of Cost and Difference of Cost and

Schedule  |Schedule |Fees Fees Increase of 95% |Fees Toxics Fees |Total Fees Revenue with Increase _|Revenue without increase

Schedule 1 954,744 751,042 96,048 187,294 3,211 9,935 951,482 (3,263) (94,508)
Schedule 2 653,796 289,490 84,662 165,091 123 1,417 456,121 (197,675) (278,104)
Schedule 3 20,021 20,751 3,774 7,359 - 95 28,205 8,185 4,599
Schedule 4 19,595 39,778 3,544 6,911 241 - 46,930 27,335 23,968
Schedule 5 53,672 128,047 3,174 6,189 - 11,509 145,745 92,073 89,058
Schedule 6 544,250 429,949 38,794 75,648 3,260 29,165 538,022 (6,227) (43,082),
Schedule 7 615,032 305,551 47,042 91,732 118 3,532 400,933 (214,099) (258,789)|
Schedule 9 524,584 377,160 63,300 123,435 723 4,945 506,263 (18,321) (77,675)
Total 3,385,604 2,341,768 340,338 663,659 7676 60,598 3,073,701 (311,993) (635,314)

The emission fee increase would reduce the shortfall in scheduled revenues for renewal permit activities from
$635,314 to approximately $312,000.

Recommendation #2: The District should consider charging for additional costs incurred due to complexities if
initial permitting activity costs run over an established threshold of time.

Under the current fee structure, fee payers are typically charged aflat fee for the processing of their Initial Permit
applications and the associated inspections. If, during the review of the application and within 30 days of the receipt
of the application, the District determines that, due to complexities of the application, the permit processing will
require significant effort, then Rule 301, Section 301 authorizes the Air Pollution Control Officer to charge the
applicant an hourly rate. The District should consider utilizing this option more often for its more complex
applications. It is our understanding that at the time of this report, hourly rate charges for Authority to Construct
application reviews are rarely used. Rule 301 establishes 10 hours as the “ established threshold.” This
recommendation should re-evaluate that 10-hour threshold using the updated hourly rate (Recommendation #5) and
recommend an alternative minimum threshold. For example, if the minimum initial fee is $600 and the hourly rateis
$200/hour, then the minimum hour threshold should be $600/$200 = 3 hours. This threshold should then be
uniformly applied to al initial permit evaluations.

Recommendation #3: The District should consider increasing its fees for Stationary Source Permits (initial permits)
so that the revenues collected can offset alarger portion of the Districts fee-related costs.

Based on the current fee structure, the District needs to consider increasing Stationary Source initial permit fees by
the maximum of 15 percent each year for the next four years to better recover the baseline fees needed to support FY
2006/2007 expenses. This projection does not factor in the increased cost of permit related programs over that same
four-year period (FY 2006/2007 costs held constant). It should be noted that increased District costs (including
COLA) will have an effect on the calculations in this schedule and should be factored into this model when the
associated costs and fees are known. Additionally, if Recommendation #5 isimplemented and results in increases to
the hourly rates charged, the calculations in Table 18 will be affected. Table 18 below demonstrates the impact of a
15 percent increase over the next four years.

Table 18: Projected Initial Permit Fee Revenue

Fee Increase of 15% per year

2006/2007 2007/2008 2008/2009 2009/2010 2010/2011
Revenue Current Costs[Current Revenue [Difference [Revenue [Difference [Revenue [Difference [Revenue [Difference |Revenue [Difference
Initial Permit Fees $ 2,686,076 | 889,561 | (1,796,515)] 1,022,995 | (1,663,081) 1,176,444 | (1,509,632)] 1,352,911 | (1,333,165)] 1,555,848 | (1,130,228)

Recommendation #4: The District should consider increasing its fees for Stationary Source Permits (renewal
permits) so that the revenues collected can offset alarger portion of the District’s fee-related costs.

The District should consider increasing the following renewal permit fees by the identified percentage per year for
the required number of years to better recover renewal permit fee costs (Revenue fees in this table include the

95 percent emission fee increase identified in Recommendation #1 above). It should be noted that increased District
costs (including COLA) and the increased number of permits each year will have an effect on the calculationsin this
schedule and should be factored into this model when the associated costs and fees are known.
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Table 19: Projected Renewa Permit Fee Revenue with 95 percent Increase in Emission Fees

|_ Base Year Year 1 Year 2 Year 3

Schedule Cost By Schedule Difference of Cost |Percentage [Adjusted Net result of |Percentage |Adjusted Net result of |Percentage |Adjusted Net result of
Number (FY 2006/2007) Total Fees |and Revenue Increase Fees increase Increase Fees increase Increase Fees increase
Schedule 1 954,744 951,482 (3,263) 1% 960,996 6,251.94 0% - - 0% - -
Schedule 2 653,796 456,121 (197,675) 15% 524,539 | (129,256.47) 15%| 603,219.89 (50,575.61) 10%| 663,541.88 9,746.38
Schedule 3 20,021 28,205 8,185 0% - - 0% - - 0% - -
Schedule 4 19,595 46,930 27,335 0% 0% 0%

Schedule 5 53,672 145,745 92,073 0% - - 0% 0%

Schedule 6 544,250 538,022 (6,227) 1% 543,403 (847.27) 0% - - 0% - -
rSCheduIe 7 615,032 400,933 (214,099) 15% 461,073 | (153,959.25) 15%| 530,233.76 (84,798.32) 15%| 609,768.82 (5,263.26)
|Schedule 8 781 - (781) 0% - B 0% - - 0% - -
[Schedule 9 523,803 506,263 (17,540) 5% 531,576 7,773.00 0% 0%

If the District does not elect to increase emission fees by the 95 percent identified in Recommendation #1 above, the
following tables (Table 20 and 20a) would represent the fee increases and period required for fee recovery based on
FY 2006/2007 costs.

Table 20: Projected Renewal Permit Fee Revenue Without 95 percent Increase in Emission Fees

I_ Base Year Year 1 Year 2 Year 3
Schedule Cost By Schedule Difference of Cost |Percentage [Adjusted Net result of [Percentage |Adjusted Net result of |Percentage [Adjusted Net result of
Number (FY 2006/2007) Total Fe and Revenue Increase Fees increase Increase Fees increase Increase Fees increase
Schedule 954,744 860,236 (94,508) 119 954,862 117.48 0% - - 0 - -
Schedule 653, 7 375,692 (278,104) 159 432,046 | (221,749.70) 15%]| 496,852.67 | (156,942.83) 10 546,537.94 | (107,257.57)
Schedule 0, 24,620 4,599 0 - - 0Y - - 0 - -
Schedule 4 9, 43,563 23,968 0 0Y 0
Schedule 5 3, 142,730 89,058 0 - - 0Y 0
Schedule 6 544, 501,168 (43,082) 9 546,273 2,023.33 09 - - 0 - -
Schedule 7 615,0: 356,243 (258,789) 15Y 409,679 | (205,352.63) 15%]| 471,131.37 | (143,900.71) 15%] 541,801.07 (73,231.01)
Schedule 8 7 - (781) 09 - - 0Y - - 09 - -
Schedule 9 523,80 446,128 (77,675) 15Y 513,047 (10,755.95) 3%]| 528,438.62 4,635.47 0Y
Table 20a Year 4 and 5 of Table 20
| Year 4 | Year 5
Schedule Percentage Adjusted Net result of Percentage |Adjusted Net result of
Increase Fees increase Increase Fees increase
0 s N 09 . .
15 628,519 (25,277), 5 659,945 6,149.06

0 - - 0 - -

0 0

0 0

0 - - 0

159 623,071 8,039 0
0% - - 0%
0% 0%

Recommendation #5: The District should revise its hourly rate calculation to more accurately capture all costs
associated with its hourly rates.

Hourly rate calculations should include actual salary costs, fringe benefit costs, overhead costs, and administrative
costs for the hourly employee classification being developed. These costs would then be divided by the number of
hours the District determines to be acceptable for billing expectations. The District should consider developing one
blended hourly rate to be used for all services rather than having a separate rate structure for each classification of
employee. Thiswould provide for greater simplification of the billing process and eliminate differencesin costs
based on the level of staff involved in the work. When recalculating hourly rates, the District may be limited in the
amount of increases allowable each year due to the 15 percent cap on rate increases. This could result in
multiple-year increases being necessary to fully recover hourly costs. When this rate revision is completed, and the
Rule is amended, the District should also include a COLA increase in the Rule to keep pace with increasing salary
Ccosts.

Recommendation #6: Rule 304 (Asbestos Plan) fees should be increased to cover the shortfall between program
costs and revenues.

Costs associated with the asbestos program are currently exceeding revenues by approximately $323,000. The
District should revise its fee structure to better recover its program costs. The asbestos plan fees must be increased
by 118 percent to fully recover the cost of this program. These fees are not subject to the 15 percent per year cap on
increasing fees. The District may need to review its fee structure and determineif it can increase its feesto fully
recover the costs of the asbestos program.

Recommendation #7: Rule 306 (Air Toxic Fees) should be increased to cover program costs and the fee structure
should include annual COLA increases.
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Rule 306 for the Air Toxic Fee program does not generate adequate fees to cover the cost of the program. The
District should consider a one-time fee increase or a staggered fee increase over a couple of yearsto cover the costs
of the program. Additionally, Rule 306 for the Air Toxic Fee program does not include a COLA increase.
Implementing a COLA increase would help the District increase revenues in the future and help programs fees keep
pace with increasing costs.

Recommendation #8: The District should consider changing from an actual emissions model to a potential to emit
model.

The District should analyze the difference between charging the actual emission feesit currently charges and what
would be charged in a potential-to-emit model. If the District would benefit from this change, then it should consider
implementing it. During our survey of other air quality districts, we determined that two of the four districts
surveyed charge based on actual emissions, and emission fees represented 15 percent to 18 percent of their permit
revenue. One of the four districts charges based on potential to emit and it receives 68 percent of their permit
revenue from emission fees. SMAQMD currently charges based on actual emissions and recovers approximately

12 percent of itstotal permit revenue from emission fees. Changing to a potential-to-emit model could significantly
increase emission fee revenues.

In addition, eliminating the emissions fee and replacing it with a potential-to-emit fee would add the efficiency of a
one-time calculation of the fee at the inception of the permit. Feeswould initialy be adjusted to account for the lost
revenues due to the elimination of the emission fees. The eimination of the emission part of the equation could help
avoid areduction of the fees arbitrarily relative to costs that would occur from the fluctuationsin the annual
emission fees that are currently realized.

Additional Sources of Revenue Identified but not Explored
Recommendation #9: Source Test Fees could be implemented for Rule 301.

Source test fees are not currently charged for gas stations under Rule 301. An analysis of these estimated costs of
tests indicated that the average review time was 1.5 hours per test, and approximately $145,000 in unrecovered costs
during 2007. When amending Rule 301, the District should consider adding a section to alow for the charging of
source test fees to gas stations to increase revenues and help recover the costs of these observing and reviewing
these tests.

Recommendation #10: The District should consider implementing an annual Title V fee.

The District is not currently recovering program monitoring, administrative, and other overhead costs associated
with the Title V program. The District should consider implementing an annual fee of fee increase for Title V to
cover the costs associated with these activities.

Recommendation #11: The District should consider implementing a tracking system to more accurately track Title V
program costs and adjust Title V feesto cover those costs.

The Title V Program is afederally enforceable operating permit program established by the Clean Air Act. The
Clean Air Act, TitleV, 42 USCA Section 7661a (b) requires that fees recover the direct and indirect costs of
operating the federal permit program. The specific fee requirements and costs to be included are defined in
regulations promulgated by the Environmental Protection Agency at 40 CFR Part 71, Section 71.9. Asaresult, the
District should consider implementing a tracking system to better allow for tracking of Title V program costs so that
it is ableto recover these costs as required by the Clean Air Act and the Environmental Protection Agency
guidelines.
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Long-Term Recommendations (1 to 5 years)

Recommendation #12: The District should continue to track actual time and effort associated with permitting
activities and should begin tracking actual time associated with other program and permit activities.

At the time of the study, the District had aready begun to track employees actual time spent performing
permit-related activities. Employees are currently tracking their time associated with inspections of each permit.
Thistracking should be continued until the District has enough reliable data to assess the amount of time it takes to
complete all of their permit-related activities. These datawill allow the District to determine an average amount of
inspection time for each type of permit. This average could then be trandlated into a cost of inspection using an
established hourly rate. The District would then be able to compare this cost to the current fees charged for the
permit and determine the equity of the existing fee structure.

The District should also implement a time accounting system for all staff performing program and rule-related
activities to gain a better understanding of the total costs of programs and rules. These other activities represent
overhead costs that should be attributed to the programs and rules they support, if possible.

Recommendation #13: The District should reassess the complexity of its fee structure and consider simplifying it.

After the District determines the cost associated with processing and inspecting each type of permit it issuesit
should consider simplifying its permitting fee structure. If the District gathers adequate data following
Recommendation #11 above, it should be able to determine if the current fee structure is appropriate based on the
actual time it takes to do an inspection. Several things should be considered: (1) whether it is appropriate to maintain
the current structure that assumes that initial permit evaluations/inspections cost twice the annual inspection and (2)
whether to add schedules for additional equipment types that are currently grouped within one schedule. This may
result in more schedules but could minimize schedule levelsto more accurately reflect the amount of time required.

Recommendation #14: The District should track employees' time and effort to allow for a cost analysis for each of
the Rule 301 schedules.

The District has begun tracking this information. When sufficient data has been collected, the District should
re-evaluate the fees schedules established in Rule 301.

Recommendation #15: The District should reassess the Cost Allocation Methodology in two or three years.
After the District has gathered sufficient activity and cost information (Recommendation #12 and #14), it should

reassess its fee structure and compare actual costs incurred and average costs of rule-related activities and compare
those costs to the current fee structure.
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Exhibits

Exhibit 1: Fee Study Workplan
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Sacramento Metropolitan Air Quality Management District (SMAQMD)
Fee Structure Study

Task 1

Background and Authority Review

Workplan Step

Work Paper Number or Comment

Task 1 — Background and Authority Review
KPMG will identify and document the relevant issues
and relevant statutes, regulatory authorities, and district
rules governing user fees. Thisreview and anaysis
will be the backbone of the development of the user
feesfor the programs identified in the RFP. Additional
background and relevant information will be identified
through interviews with project key stakeholders and
program managers and staff.

Objective 1: Develop the scope and schedule of the
study and gather basic documentation to become
familiar with the Sacramento Metropolitan Air
Quality Management District (SMAQMD).

A. Gather documents related to the Fee Structure Study
(The Study).

B. Conduct an entrance conference with SMAQMD
staff.

C. Establish lines of communication between the
project team, SMAQMD management and interested
districts

Objective 2: Gain an under standing of the function,
goals and organizational structure of the
SMAQMD.

A. Review interview narratives prepared during the
survey / scoping phase and determine which items
identified are pertinent to our study. Document those
items that appear appropriate and follow-up with the
appropriate interviewee to confirm that these are in fact
the appropriate criteria.

B. Review documents gathered in step 1.1.A above.

C. Conduct interviews with key staff to gain an
understanding of the operation of the programs under
review.

Objective 3: Work to establish and document a
detailed workplan for the performance study.

A. Develop the study objectives and detailed work

stepsin line with the tasks defined in the Proposal.
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Sacramento Metropolitan Air Quality Management District (SMAQMD)
Fee Structure Study

Workplan Step Work Paper Number or Comment

B. Submit the study objectives and detailed work steps
to the Key Client Stakeholders for comment.

C. Incorporate comments from the Stakeholders in the
study objectives and finalize objectives and workplan.

D. Develop the study program detailing specific steps
to be conducted to meet the objectives identified.

E. Present the study program to the Key Client
Stakeholders for comments and approval.

F. Incorporate comments from the Key Client
Stakeholders and finalize the study program.

Task 2
Program Costing

Study Step Work Paper Number or Comment

Task 2 - P

To identify the full costs of the fee-related programs
included in this project, KPMG will identify the direct
activity costs associated with each program. Thiswill
include identification of personnel and non personnel
costs required to provide each of the fee-related
programs.

In addition to the direct costs, KPMG will identify
SMAQMD costs not directly identified to perform the
fee-related programs. We will perform an analysis of
all costs and activities of SMAQMD to identify the
appropriate type of costs and level of services
applicable to each of the fee-related programs. KPMG
will document specific allocation methodologies for
each type of indirect costs alocated to the fee-related
programs to be included in the user fee rate structure.

Objective 1: Identify salary and wage costs
associated with each program.

A. Obtain copies of budgets, expenditures, and labor
distribution reports associated with each program
under review.

B. Review information gathered above to gain an
understanding of the salary and wage costs associated
with each program under review.

C. Conduct interviews with staff to determine which
direct costs are associated with each fee permit rule.

D. Develop a Process Workflow of theinitial and
renewal permit activity.
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Sacramento Metropolitan Air Quality Management District (SMAQMD)
Fee Structure Study

Study Step

Work Paper Number or Comment

E. Summarize total direct costs for each program and
fee rule area under review.

Objective 2: Identify the non-salary costs allocable
to each program.

A. Obtain copies of budgets, expenditures, and labor
distribution reports associated with each program
under review.

B. Review information gathered above to gain an
understanding of the non-salary costs associated with
each program under review.

C. Conduct interviews with staff to determine how to
associate non-salary costs with each program.

D. Summarize total non-salary costs for each program
under review.

Objective 3: Identify the overhead costs associated
with each program.

A. Obtain copies of budgets, expenditures, and labor
distribution reports associated with each program
under review.

B. Review information gathered above to gain an
understanding of the overhead costs associated with
each program under review.

C. Identify all overhead costs and develop an alocation
methodology to assign all applicable overhead costs to
all SMAQMD programs.

D. Summarize total overhead costs for each program
under review.

Objective 4: I dentify the capital costs and any other
relevant costs associated with each program.

A. Obtain copies of budgets, expenditures, and
financial information for the district

B. Review information gathered above to gain an
understanding of the capital costs associated with each
program under review.

C. Summarize tota capitol costs for each program
under review, if applicable.

Objective 5: Summarize all costs by
department/function/program (Feerelated vs. Non
Feerelated).

A. Summarize al costs identified above into 5 separate
divisions (Administrative and Facilities, Mobil
Sources, Program Coordination, Stationary Sources,
and Strategic Planning).

B. Divide divisional costs between divisiona
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Sacramento Metropolitan Air Quality Management District (SMAQMD)
Fee Structure Study

Study Step

Work Paper Number or Comment

administration, fee/permit/rule related costs, and other
non fee/permit/rule related costs.

C. Allocate District Administrative costs down to each
divisional cost category.

D. Allocate Divisional Administration costs down to
the fee related and non fee related categories.

E. Allocate all applicable Program Coordination costs
in support of rule development to the Stationary
Services Department fee related cost categories.

F. Summarize al fee/permit/rule related costs by
overhead and direct cost categories.

Objective 6: Identify permit related activity costs by
rule number and summarize costs down to the
schedule level.

A. Conduct interviews to determine which employees
provide support under each rule category.

A-1 Of the employees identified above,
determine which are involved in Initia
Permitting activities and Annual Renewal
activities.

B. Meet with department staff to determine if there are
any costs associated with specific rule or fee areas (eg.
specialized equipment that is only used in support of
certain types of inspections) that should be charged
directly to those rules or categories.

C. Conduct interviews and use questionnaires to
determine which employees conduct inspections
associated with each fee schedule area and the amount
of time and other costs associated with the inspections.

D. Summarize direct labor and expense costs
associated with each fee schedule.

E. Allocate al other overhead and expense related
costs to the fee schedule level based on total direct
costs summarized above.

Task 3

| dentify Revenue

Study Step

Work Paper Number or Comment

Task 3 — Identify Revenue

Working closely with SMAQMD, we will compile a
projection of revenues to compare against permit
related expenses. Revenues will be reviewed from the
perspective that they are driven by costs. That is, the
amount of revenue to be raised must be equal to the
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Sacramento Metropolitan Air Quality Management District (SMAQMD)
Fee Structure Study

Study Step

Work Paper Number or Comment

costs (operating and capital) for the corresponding
period.

Objective 1: Determinethe current sour ces of
available revenue utilized by the District and
compareto prior years.

A. Interview key staff members to identify current
revenue sources and levels.

B. Gather FY 06/07 revenue information by funding
source.

C. Obtain prior FY 05/06 revenue information by
funding source.

D. Compare current year revenue to prior year revenue
and document any significant differences.

Objective 2: Determine the appr opriateness of each
sour ce of Revenue used to fund the programs under
review.

A. Interview key staff to determine revenue sources
utilized to support program costs.

B. Gather applicable rules and regulations related to
revenue sources.

C. Review rules and regulations related to revenue
source and compare actual use of revenue to the
acceptable uses identified in the rules and regul ations.

Task 3.1 — Review Additional Revenue
Sources

Further analysis of SMAQMD operations costs and
revenues will yield information pertaining to possible
sources of revenue that are not fully utilized under the
existing fee structure. Again, using KPMG'sanalysis
of cost of services approach and linking that to the
present SMAQMD revenues, we will uncover any
possible sources of revenue not being fully realized.
Once these are identified, we will report on the revenue
impact of these sources.

Objective 1: Determineif there are additional
funding sour ces available to the District.

A. Interview staff to determine if any additional
sources of revenue are available to the District

B. Review current funding sources utilized by the
district and compare them to available funding sources
and identify any additional sources available.

Task 3.2 — Compare Cost to Revenues
KPMG will develop a matrix based on our previous
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Sacramento Metropolitan Air Quality Management District (SMAQMD)
Fee Structure Study

Study Step

Work Paper Number or Comment

analysiswhich will identify all expenditures by major
category and revenue sources of the programs
identified in the RFP. This matrix will identify current
cost and use information as well as future scenarios to
be used in future revenue modeling.

Objective 1. Develop a matrix based on previous
analysisidentifying all expendituresby major
category and revenue sour ces.

A. Using the cost information obtained in task 2 above,
create amatrix of costsidentified by program and
category.

B. Review cost categories for appropriateness.

Objective 2: Develop a matrix based on previous
analysisidentifying all revenue by major category
and revenue sour ces.

A. Using the revenue information obtained in task 3
above, create amatrix of revenue identified by
program and category.

B. Review revenue categories for appropriateness.

Objective 3: Compare cost information and revenue
information identified aboveto identify areaswhere
costs and revenues do not match up.

A. Observe cost and revenue comparisons in the matrix
and identify areas where costs exceed revenue sources
and if applicable, where revenue sources exceed costs.

B. Summarize information obtained aboveinto a
matrix table for further analysis and review.

C. Identify where fees recovered through permitting do
not cover the expenses associated with the activities
identified above.

Task 4

Develop Fee Update M ethodologies

Study Step

Work Paper Number or Comment

Task 4 — Develop Fee Updates
Methodologies

KPMG will develop recommendations for SMAQMD
to periodically validate and update the user fee
schedules with current information and future
scenarios. The update methodology will take into
consideration full cost recovery aswell as maintaining
equity among fee payers. These recommendations will
be dependent on the events and information identified
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Sacramento Metropolitan Air Quality Management District (SMAQMD)
Fee Structure Study

Study Step

Work Paper Number or Comment

in the previous tasks.

Objective 1: I dentify feerevenue required by
program/schedule necessary for feesto cover all
costs associated with each program/schedule.

A. Analyze deficits and surpluses in revenue by fee
category identified in Task 3 above.

B. Gather statistical information for the current number
of permits sold by fee and price category.

C. Based on the current number of permits sold,
calculate the necessary per permit cost required to fully
fund the programs based on current expenditures.

Objective 2: I dentify feeincrease or decrease
necessary to balance out program/schedule costs
with revenue collected.

A. Compare current fee revenue with revenue required
to fully fund each program and identify the fee changes
necessary for each program to be fully funded.

Objective 3: Identify costs associated with the
variouslevels of permitsand comparethem tothe
current fee structure.

A. Interview staff involved with permit inspections for
each fee schedule and determine the level of time and
effort required on average to inspect each level of
permit.

B. Use information gathered above to determine the
estimated cost for inspection of each level of permit.

C. Compare the current fee structure to the costs
associated with permit inspection above to determine
where fees are not consistent with the effort required to
inspect them.

D. Document the results of step C above and
summari ze the differences between costs and fees.

Objective 3: Develop a fee change plan that will
allow for the increase/decr ease of program feesin
accordance with program fee change guidelines

A. Based on fee increases and decreases necessary to
fully fund each fee category, create a fee increase plan
identifying the amount of fee increase necessary for
each fee category to become self sufficient.

B. Meet with District Staff to discuss the proposed fee

increases and gain feedback.
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Sacramento Metropolitan Air Quality Management District (SMAQMD)

Fee Structure Study

Study Step

Work Paper Number or Comment

C. Adjust the proposed fee increases based on District

Staff feedback.

Task 5

| dentify Operational I mprovements

Study Step

Work Paper Number or Comment

Task 5 — [dentify Operational Improvements
Working closely with SMAQMD, during the
identification of services and costs associated with
each of the fee programs, we will identify duplicate
costs or servicesthat may lead to operational
improvements including productivity, efficiency, and
cost savings for SMAQMD’ s programs and services.

Objective 1: Throughout the project, work with
SMAQMD staff to identify opportunities for
operational and processimprovements.

A. Identify opportunities for operational and process
improvements.

B. Communicate observed opportunities for
improvement with SMAQMD staff.

C. Document observed opportunities to improve the
quality, productivity, efficiency, and effectiveness of

the District’ s programs, operations and services.

Study Task 6
Prepare Interim and Final Report

Study Step

Work Paper Number or Comment

Task 6 — Prepare Interim and Final Report
Our recommendations will carefully consider the
revenue adequacy and administrative simplicity
guidelines. The recommended structures will be
incorporated into the fee model to alow the
comparison of existing and proposed structures on the
revenues of the SMAQMD and fee payers.

All pertinent data, calculations, evaluations, and
projections used in the development of conclusions,

and recommendations will be incorporated in a draft
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Study Step

Work Paper Number or Comment

report for review by SMAQMD. Based upon
comments, we will finalize and present the final report.
The report will clearly set forth al underlying
assumptions used in the development of forecasts, as
well asidentify data sources.

KPMG iswilling to present the results of our study to
any group the SMAQMD deems appropriate. We have
included two meetings and one presentation in our cost
estimate and will attend additional meetings on atime
and materials basis at the direction of SMAQMD. All
visual aids used in our presentation will become the
property of SMAQMD.

Objective 1: Report preliminary findings
(summarized by task) to SMAQMD.

A. Develop and report preliminary findings to
SMAQMD.

B. Meet with SMAQMD staff to review findings for
accuracy and validity.

C. Make changes to findings based on SMAQMD staff
input.

D. Finalize preliminary finds and deliver them to
SMAQMD

Objective 2: Develop adraft report and deliver it to
SMAQMD staff.

A. Prepare and submit a draft report to SMAQMD
staff.

B. Discuss draft report with SMAQMD staff and
gather comments on report content.

C. Respond to comments regarding draft report and
include responses in the fina report.

Objective 3: Develop afinal report and deliver it to
SMAQMD staff.

A. Prepare and submit afina report to the SMAQMD.

B. Discussfina report with SMAQMD staff at a
project close out meeting.
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Fee Study - Other District Questions
October 10, 2007

In identifying potential approaches for the restructuring of fees for SMAQMD, KPMG is
surveying selected Air Quality districts in an effort to address deficiencies within the
current SMAQMD fee system. The following is a partial list of statutory provisions
pertaining to fee authority that are used to support the current fee structure of
SMAQMD. What other provisions, if any, are used to support the fee structure of your

district?

Health and Safety Code sections 40701.5 (general funding authority,
including per capita fees), 41080(a) (may assess fees and permitted and
other sources of air pollution subject to regulation by the district), 41081
(DMV fees), 41512 (sampling fees), 41512.5 (nonpermitted sources for
costs connected to review and enforcement of plans) 41512.7 (15% cap) ,
42311(a) (permit fees), 42311(f) (toxic fees), 42311(g) (area wide and
indirect sources), 42311.2 (fee limits).

It is our aim to understand the rationale behind your fee structure in order to aid
SMAQMD. Below are questions pertaining to specific areas of interest to SMAQMD.
Please answer all questions as thoroughly as possible. If you have any questions or
concerns, please contact Aaron Stewart with KPMG.

1.

Emission fees
+ What percentage of total permit revenues is from emission fees?
+ Are fees assessed for potential emissions or actual emissions?
Activity fees - Are additional flat fees or other charges (such as applying an
hourly rate) assessed for special permit processing/renewal activities? Below
are some examples.
o Issuing initial Title V permits, Title V renewals, inspections at Title V
sources
Processing permits that trigger offset requirements
Processing permit as the lead agency under CEQA
Processing permits that require public noticing
Extending the authority to construct permit expiration date
Processing permits that include toxic air contaminant evaluations
e Reviewing and observing source emissions testing
If additional hourly fees are assessed, are they subject to the 15% cap in
HSC 41512.7? (30% for small districts)
What are the cost recovery mechanisms used to implement and enforce
district rules that apply to unpermitted sources such as residential water
heaters, architectural coatings, and adhesives?
What fees or revenues support the costs of public outreach (for new rule
requirements not Spare the Air type programs), rule development, emission
inventory, banking and processing emission reduction credits, and air
monitoring activities?



8.

9.

How are per capita fees assessed (authorized by California Health and Safety
Code Section 40701.5)?

Are special fees, discounted fees, or other mechanisms used to reduce fees
for small businesses?

How do the fees for initial permitting relate, if at all, to renewal fees? For
example are the renewal fees half the initial permitting fees.

What other revenue streams are used to support the permit/enforcement
programs?

10. How are AB 2588 fees collected? Is it based upon an annual fee or when

inventories are updated?



A
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The South Coast AQMD
(AQMD)

MONTEREY BAY
UNIFIED AIR
POLLUTION
CONTROL
DISTRICT

SAN JOAQUIN VALLEY AIR
POLLUTION CONTROL DISTRICT

Bay Area Air Qualit
Mangement Division

Emission fees

What percentage of total permit revenues is from

emission fees?

Approximately 18% of AQMD’s
total General Fund revenues
comes from emission fees.

68%

0%

Approximately 15% of BAAQMD
permit fees are derived from
emission fees.

Are fees assessed for potential emissions or actu

al emissions?

Actual emissions, for the largest
emitters (4 tons/year or greater)
for emissions above four tons and
a flat rate (currently $99.09 per
facility) assessed for up to four
tons for all facilities.

Potential emissions but|
not at 100% operation.
Adjustments are made
for the expected
operation of the
equipment.

Emission fees are assessed
based on actual emissions.

Activity fees - Ar
Below are some

e additional flat fees or other cha
examples.

rges (such as applying an hourly rate) assessed for special permit processing/renewal activities?

Yes, we assess additional fees
(many on an hourly basis) for
additional work such as expedited
permit processing, health risk
assessments, source testing,
CEQA review, toxic assessment,
public noticing requirements for
Title V facilities

Yes. See Below.

For the majority of permit applications
processed, District Rule 3010 requires only a
flat application filling fee of $60. An additional
hourly fee is charged only for certain categories
of projects, for instance, those that are subject to
a refined health risk assessment or a public
notice process. Our Permit Services hourly rate
for 2007 is $86.00 per hour. This is a weighted
average labor rate which is updated annually by
our Finance Department.

Additional flat fees are charged
for processing various types of
Title V permit applications. .

Issuing initial Tit

le V permits, Title V renewals, ins

ections at Title V sou

rces

See above.

TitleV permit
issuance/renewals are
done on an hourly basis
i.e. time actually spent.
TitleV inspections are
included in fees no extra
charge.

Title V permit processing is charged an hourly
fee.

Fees for Title V public notices
and Title V hearings are based
on actual cost recovery. See
BAAQMD Regulation 3,
Schedule P for details

Processing permits that trigger offset requirements

See above.

Processing permits that

trigger offsets CEQA

Lead/public notice are al
charged at our base
(average) rate which
represents approximately
6 hrs engineering time.

If the engineering time
exceeds this amount
additiona time may be
charged on an hourly
basis.

N/A

N/A

Processing permit as the lead agency under CEQA

See above.

See above

CEQA Review

Fees for the District’s activities
as CEQA lead agency are based
on actual cost recovery.

Processing permits that require public noticing

See above.

See above

ATC Projects — NSR & COC Noticing, ATC
Projects - School Notices

Fees for public noticing for Title
V and the Waters Bill are based
on actual cost recovery. There
are no additional fees for public
notices required under NSR.

Extending the authority to construct permit expiration date

See above.

Extending ATC flat fee
unless the operation has
commenced in which
case emission fee also
applies.

ATC Projects — NSR & COC Noticing, ATC
Projects - School Notices

The fee for extending an
Authority to Construct is 50% of
the initial fee for applying for a
new A/C.

Processing permits that include toxic air contaminant evaluations




See above. Processing permitsthat  [N/A Additional fees are required for
emit toxics - flat charge conducting toxic air contaminant
currently $150. evaluations. The specific fees

are specified by source type in
the various Fee Schedules in
BAAQMD Regulation 3.
Reviewing and observing source emissions testing
See above. Reviewing and N/A No additional fees are assessed

observing source
emissions testing - no
charge.

for reviewing or observing
source tests

Other activities that incure hourly charges are:
Indirect Source Review Rule Processing,
Refined HRA, and Voluntary Development
Mitigation Contracts.

Additionally, the District's permit renewal fees
(Rule 3020) provide the funding to maintain an
effective permitting and enforcement program.

We are in the process of amending our fee rules
which will consist of an immediate eight-percent
increase in most District fees, followed by a
second eight-percent increase in FY 09/10, and
an expansion of the applicability of the permit
application evaluation fee for all ATC/PTO
applications so that the costs of application
processing are directly recovered by the District
via the assessment of an hourly fee. Anticipated

adoption date is the 1% quarter of 2008.

If additional hourly fees are assessed, are they su

bject to the 15% cap in HSC 41512.7? (30% for small districts)

AQMD fees are capped at CP!I
unless the AQMD Board makes a
finding that increases above CPI
are necessary to pay for the
program costs. (cost recovery).

All our District
generated fees are
increased by the same
percentage. We do
not have separate
percentages for
various fee schedules.

Not sure we understand the question. Our
hourly fees are recalculated each year based on
labor costs. Annual increases have never been
anywhere near the 15% statutory limit.

Hourly fees increase at a rate
less than 15% per year.

What are the cost recovery mechanisms used to implement and enforce

heaters, architec

tural coatings, and adhesives?

district rules that apply to unpermitted sources such as residential water

We are currently working on a fee
proposal that will recover the cost
associated with architectural
coatings. We do charge a source
testing/lab analysis to
manufactures for the testing of
water heaters.

Cost recovery for
regulation of
unpermitted sources -
none unless the ag
registration program
falls into this category.

The District's permit fees are supplemented by
an annual EPA grant of approximately $1.9
million and an annual State Subvention of
approximately $900,000.

The BAAQMD generally does
not recover costs to implement
and enforce District rules that
apply to non-permitted sources.
Registration fees have been
proposed for non-permitted
commercial charbroilers. Risk
screening fees are assessed for
exempt sources, if the facility
requests the District to conduct a
risk screen to support the
exemption.

What fees or revenues support the costs of public outreach (for new rule requirements not Spare the Air type program

inventory, banking and processing emission redu

ction credits, and air monitoring activities?

s), rule development, emission

Those activities are supported by
Emission Fee revenues.

General permit fees.
Banking is charged on
an hourly basis.
AB2766 funds used for
mobile source fraction
of air monitoring
activities. Public
education outreach
uses AB2766 funds.

In addition to the federal and state grants
referred to in answer #4 above, the District
utilizes DMV Surcharge Fee revenue to support
eligible activities. Many of the activities listed in
this question are partially supported by DMV
Fees.

Permit fees support activities
related to stationary source rule
development, emissions
inventory, banking and
processing ERCs. Fees do not
support air monitoring activities.

How are per capita fees assessed (authorized by California Health and Safety Code Section 40701.5)?




Does not apply to South Coast.

Cities and Counties
are billed $0.23 per
capita annually based
on population figures
issued by the
California Dept. of
Finance in May or

The per capita fees assessed under CHSC
40701.5(b) do not apply to the SIVUAPCD.
CHSC section 40701.5(c) specifically prohibits
San Joaquin from collecting these fees.

The BAAQMD does not assess
per capita fees under H&S
Section 40701.5.

each year.
7 Are special fees, discounted fees, or other mechanisms used to reduce fees for small businesses?
Yes, the AQMD offers a 50% No specific discounts |[No. However, the District does have a Small Permit application fees for small
permit processing fee discount to |but we do charge a Business Assistance Program to help small businesses are reduced by 50%.
small businesses who qualify different rate for businesses understand and meet their air quality|No discount is given for renewal
under AQMD'’s definition of a small{sources over 300 obligations. fees.
business. Businesses with 10 or [tons/year.
fewer employees and gross
receipts of $500,000 a year or
less.
8
How do the fees for initial permitting relate, if at all, to renewal fees? For example are the renewal fees half the initial permitting fees?
The initial permit processing fee is [The first years Initial permitting fees are not generally related to [Renewal fees are generally half
based upon the average amount oflemissions fees are the renewal fees. the initial permitting fee. Initial
time necessary to process that assessed at the time of permitting fees also include
type of equipment or process. initial permitting as additional filing fees, and may
Standard processing fees are part of the cost of the include additional risk screening
established for groups or types of |[initial permit (other fees that don’t apply to permit
equipment or processes and costs/charges are the renewals.
broken into eight categories (A average time to
through H). Renewal fees are process and toxics).
much less and are designed to Subsequent year's
cover the cost of our compliance |emissions fees are the
program. same as the initial
emission fee.
9 What other revenue streams are used to support the permit/enforcement programs?
Emission fees can also be used to |EPA 105 grant, These fees are collected by the district to Other than fees, general fund
cover shortfalls in permit process [subvention, interest recover the operating costs of its programs revenue derived from county
and permit renewals. property taxes are the major
revenue stream used to support
permit/enforcement programs,
under H&S Section 40271.
10 How are AB 2588 fees collected? Is it based upon an annual fee or when inventories are updated?

Fees are billed once per year and
are either a small flat fee for area
wide sources such as gas stations
or dry cleaners and facilities with
at least one emergency standby
diesel engine, or a larger fee
based on health risk assessment
categories.

Based on an annual
fee for permits subject
to the program

AB2588 fees are collected annually through the
fee schedules in District Rule 3110.

AB 2588 fees are collected at
the time of permit renewal which,
in most cases, is on an annual
basis.

What other provi

sions, if any, are used to support

the fee structure of your district?

The South Coast AQMD (AQMD)
is also governed by H&S Code
Chapter 5.5, beginning with
Section 40400. Our fee authority
is contained in Article 7 -
Variances and Permits, beginning
with Section 40500 and Article 8 -
Financial Provision, beginning with
Section 40520. Specifically, H&S
Sections 40500.1, 40502,
40510,40510.5, 40510.7, 40511,
40512, 40522, 40522.5 and
40523. The AQMD, as do many
other air districts, receives vehicle
registration monies. The authority
is covered under H&S Code
Sections 44200-44257 and Motor
Vehicle Code Section 9250.11

N/A

N/A




A
LA/ !‘I/L 2/

Exhibit 4: Cost Allocation Model

- 28 -



y6T'v¢6'€c$ LST'OTT'E $ 9sz'elE'€ $ G29'659°C $ 996'ser'0T _$ 0/G'sse'y  $ [el0l puel
veL'L0r ¢ v6.'20V $ sasuadx3 130
2€8'Ce8'eT $ [ 8€8'v08'T $ 80.'89¢ $ 2ve'oss $ GLE'Y8C'6 $ 699'v6S'T $ sosuadxd |oihed UON
196'08€ $ 29.'89¢ $ 0022t $ sabreyd pungiauj
8v€'99T §$ OvY'6ST $ 8069 $ S19SSY paXxid
8GC'0ET'6 $ | 6TE'GOET $ 908'GeLC $ 266191 $ 2Z6T'TYT'T $ 666'CEEC $ lloJAed

[e1ol pueis| Buluue|d o1baresiS 924n0S AJeuoljelS  UONeUIPI00) Welfold 921Nn0S J[IGON ulwpy adA1 1unoday

aWweN uolIsIAIqQ

sasuadx3 [e10
JO00XI0/\ UOIEIO||Y 1S0D




o16a1enlS  Aleuonels

welbold

8GZ'9ET'6 $ <¢02'€SL'T$ 6TS'V/9'€$ 61L.'GLT'C $ 8GL'CES'T $ [el0L pajedojesy

666'cEE'C $ €88 Yy $ €T.'866 $ 9€8'GSS $ 19S'T6€ $ uol1ed0||v aAllelsiulwupyY

%00T %6T %0t %t %.T Ilo4Aed 10 abelusdlad

0922089 $ 6TE'S0E'T$ 908'GEL'C$ CV6'6T9'T $ C6TTIVT'T $ $1S0Q ||04Aed

8G2'9ET'6 $ | 6TE'SOE'TS 908'GELCS ZPB'6TI'T $ 2Z6T'IVI'T $ 666'EEE'C $ S1S0Q |el0L

[4550 14 $|ovi'e $ 96£'9 $ T90'v $ 6T.°C $ 96E'V $ suyauag-|j01Aed{00052T0T

6v72'68 $ 67268 $ syjauag-01Aed|000t72T0T

T6.'09. $|2SST8 $ 086'€6T $ 090°€TT $ 0ve'ss $ 658'98¢ $ suyauag-|j0iAed|[000£2T0T

6TV'98€ $| ¥96'vS ¢ 8S8'YTT ¢ +9S'T9 $ S0S'€9 $ 825'T6 $ sijauag-01Aed|00022T0T

T02'T98 $|67¥0°96 $ 8T6'GTCc $ G9E'0ET $ T6E'06 $ 8.v'8CE $ syjauag-01Aed|000T2T0T

LEE'TY $ | 266 $ 18.°'S $ 18.'S $ 10S'S $ ETE'0C $ Arejes-101Aed{00T#TT0T

590'¢Y $|ETOTT $ T990T ¢ Ov.'v $ 200'TT $ 0S9'v $ Asejes-||0iAed[00ZETTOT

G8Y'e $ G8Y'¢C $ Arejes-|01Aed{00%72TT0T
- $ - $ Arejes-|101Aed{0022TT0T

€0.L'vST $/809'2r ¢ 86865 $ vvO'VT $ T€C'T $ 226'9¢ $ Asejes-||0iAed[00TZTTOT

869'9//.9 $ | ZEV'TTO'TS 0€8'GeT'Cc$ /2€'98¢'T $ 005188 $ €09'TLP'T $ Arejes-|01Aed{000TTTOT

[e10] puels Buruue|d 901N0S UOITRUIPIO0D 89JN0S 31O\ UoelIsiuIWpy adA] 1uN020y 1UNODJ2Y /D

uonedo|ly [[0iked UpyY
300GHI0A\ UOIEIO||Y 1S0D




ZrT'08E'vT$ 2LT'C2TT'C2$ 0T18'€62'T$ +60°'T2H'T $ 990°€SS'6 $ [el0] pajedo|esy
0022t % abueyd punpaiul
L/S'TO9'T $ Ge€'20€ ¢ OVT'VWW9 ¢ ZCIV'18E $ 169892 $ uoled0||v sAllellsiulwpy
%00T %6T %0t %t %/.LT abejusdled uoiedIo|Y
//G'T09'T ¢ ("yd punpaiul-) [ejoL
TYT'08E'YT$ | 8E8'Y08'T$S 0.V'LE€9 $ ¢89'6E0'T $ G/E'V8Z'6 $ [11'€T9'T $ sasuadxz [e10]]
- $ - $ - $ - $ - $ - $
- $ - $
2€8'2€8'cT$ [ 8€8'v08'T$ 80,892 $ 212’088 $ G/E'Y8C'6 $ 699'V6S'T $ [ sesuadx3 jjoihed uoN
79608 % 29.'89¢ $ 002'2T $ sabreyd punpiaiuj
877€'99T $ Ovi‘6ST $ 806‘9 $ S19SSYy paxiH
[e101 puelio Buluue|d 92IN0S UONRUIPIOOD 824N0S 3|IgON UolelISIUIWpPY adA] 1unoooy
o1barenns Aleuonels weiboud

uoneoo||y dx3 ulwpy
Y0000/ UOIRDO||Y 1S0D




LyT'S $ LYT'S $ sosuadx3 |joifed UON 00192202
09z'se $ 666'S $ T92'zce ¢ sesuadx3 |jolhed UON 00292202
0ST $ 0ST $ sasuadx3 |joifed UON 00192202
oT2'0z  $ 92 $ o€ $ G59'02 ¢ sasuadx3 |loifed UON 0092202
Lv0'6 $ 192 $ 8608 $ Pb9 $ St $ sasuadx3 |loifed UON 0022202
96T'8TT $ €191 $ 18586 $ vIe $ Tel'T ¢ sesuadx3 |jolhed UON 00922202
(0z8) $ (0z8) $ sosuadx3 |joifed UON 00902202
08S'S $ ov8 $ 68 $ Pr8'T $ 2¥9 $ ¥9T'C $ sasuadx3 |loifed UON 00.6T202
020'T $ 0Z0'T ¢ sesuadx3 |joihed UON 00E£6TZ0Z
TEV'6 $ TEV'6 $ sasuadx3 ||0iAed UON 00T6T20Z

- $ - $ sosuadx3 |joifed UON 00S8TZ0Z
so0z'vs $ 9G69'ST $ 8ve'89 $ 102 $ sosuadx3 |joifed UON 00TLTZ0Z

- $ - $ sasuadx3 ||0iAed UON 00%0T202
€G2'sz  $ 8S0't $ TvE'w $ zIv'. $ 6ES'T $ v06'8 $ sasuadx3z |loifed UON 00580202
T $ T $ sosuadx3 |joifed UON Z0T80Z0Z
0.8 $ 0.8 $ sasuadx3 |joifed UON 00180202
ose'sy  $ Lve $ €Y'y $ zev $ €sp $ ¥.T'2€ $ sasuadx3z |loifed UON 009.0202
LEV'T $ LEV'T $ sasuadx3 ||o1fed UON 00590202
90¥'9T  $ O0SS'T $ ST $ 9ot $ 9ot $ TIS'YT ¢ sasuadx3 |joihed UON 00T90Z02
0€T'98 ¢ 0€T'98 ¢ sasuadx3 |joihed UON 00TS0202
Zrs'9 $ 0T6 $ S6 $ T¥8'C $ 99 $ 6£9'C $ sasuadx3 |loifed UON 00570202

- $ - $ sasuadx3 ||0iAed UON 00%70202
29T'.L. $ €697 $ 9/9'ST $ L22'6 $ 28¢'s $ ¥8T'6E ¢ sasuadx3 |jolhed UON 006£0202

- $ - $ sasuadx3 ||olhed UON 208€£0202
z82'L $ LTS $ 6V6'C $ 99 $ €91 $ 665'c $ sasuadx3z |loifed UON S08£0202
v28'T $ 6v $ v/.'T ¢ sasuadxd ||oifed UON ¥08£0202
995 $ - $ 29 $ 00S $ sasuadx3 |joifed UON £08£0202
926 $ ST. $ - $ 2Ie $ sesuadx3 |j0iAed UON 009£0202
T26'TE  $ VI6'C $ 2/2'6 $ T0S'8 $ L0E'Y $ 198'90 ¢ sasuadx3 |l0ifed UON 00SE0202
¥56'06  $ ¥0S'ST $ 1g£2T $ ove'et $ 2S8'TT $ 2¢6'.€ ¢ sesuadx3 |jolhed UON 00620202
9€0'9T  $ €169 $ 95 $ 69¢ $ 6£9'8 ¢$ sasuadx3 |loifed UON 0020202
812'¢ $ 812'c $ sesuadx3 |joihed UON 00£20202
291 $ 291 $ sasuadx3 |loifed UON £0220202
zee $ (eom) $ gee $ sesuadxd ||oihed UON 20220202
9et'T $ zee $ €0T $ €Iv $ 889 $ ssasuadx3 ||oiAed UON 00220202
(z91) $ - $ (291) $ sosuadx3 |joifed UON 00TZ0Z0Z
¥9€'82T $ SPI'6 $ 67098 $ 8/6'8 $ 122'vZ $ Ssosuadx3 |joihed UON 00500202

|el0] puelo mc_ccm_n_ o_mwu«w\:w 921N0S >‘_mco_~muw uoleuipiood c.:m\_mo‘_n_ 921N0S 9|IqoN ulwupy wQ>._. 1unoJJdy 1UNn0o2JY 1/9

uoneodo||y [|101Aed UON UlWpY
}00gXYI0M\ UOIeI0||Y 1S0D




0L9'v6S'T $ 600'90€ $ T9ETHY9 $ 19.'6LE $ 2es'L9¢ $ uoiedo||vy ulupy

%00T %6T %0Y %Ye %.T % uaping ulupy

Z€8'ZE8'ET$ 8E8'V08'T $ 80,892 $ 2v2'088 $ G/EV8Z'6  $ 0/9'76S'T$ [e101 pueis
9GeC $ 96e'z  $ sesuadx3 |joihed UON 00686202
/20'S0T  $ /Z0'SOT $ sasuadx3 |joifed UON 00.86202
GI8 $ GI8 $ sasuadx3 |joifed UON 00296202
¥98 $ ¥98 $ sasuadx3 |joifed UON 00VE£6202
128'T $ 128'T $ sesuadx3 |joihed UON 00626202
060'C $ TIT $ 999 $ vz $ 902 $ €/8 $ ssasuadx3 ||oiAed UON 00926202
v.i€ $ 2 $ zog $ sasuadx3 |joifed UON 00526202
892°C $ 892'z ¢ sesuadx3 |joihed UON 00£26202
¥18'86 $ T66'S $ v $ 6V $ LEV'6 $ eee'sg ¢ sasuadx3 |loifed UON 00226202
Sv9'C $ 229'T $ LGP $ 999 $ sosuadx3 |joifed UON 00TZ6202
€v0'8 $ vT $ ezv'. $ §lz $ 1€ $ sasuadx3 |joifed UON 00668202
8zZv'T $ 09 $ eev $ 0€T $ 29T $ 299 $ ssasuadx3 ||oiAed UON 00868202
€L1'T $ €L1'T $ sasuadx3 ||o1fed UON 00T¥8202
STLC $ GTL'Z ¢ sesuadx3 |joihed UON 0218202
ovL'vz $ 9zs $ 188C $ J2e'Tz ¢ sesuadx3 |jolhed UON £02T8202
9Er'TE $ 9/8'¢ $ 008'T $ 688'C $ 210'S $ 898°2T ¢ sasuadx3 |loifed UON Z0ZT8202
€56'2TT $ 890'T $ 159 $ 985'S $ €¥9'SOT ¢ sasuadx3 |loifed UON TOZT8202
(0) $ 690'€ $ (690'c) ¢ sosuadxz |l0iked UON 00218202
GGT'8.  $ 0¢8 $ 980'€T $ 00S'Y $ T.0C $ 699'/G ¢ sasuadx3 |j0lhed UON 00TT8202
€6£'290'2T$  T86'SPL'T $ 016'22 $ £92'599 $ 9T6'8YT'6 ¢ €Ceveyr $  Sesuadx3 |joihed UON 00T65202
91 $ 91 $ sasuadx3 |joifed UON 0015202
91e'e9 $ 91€'c9 ¢ sasuadx3 |joihed UON 00TESZ0Z
(0) $ (0) $ sosuadx3 |joifed UON 00225202
€8.'86T $ 16t'6 $ Z€€'68T $  sasuadx3 |loifed UON 00125202
€1 $ €1 $ sasuadx3 |joifed UON G0905202
669'28 $ 669'2G $ Ssosuadx3 |joihed UON 00505202
000'0T  $ 000'0T $ sesuadx3 |joihed UON 00205202
g9T'Z $ G9T'C $ sosuadx3 |joifed UON 00EVYZ0T
goz'S $ zes'e $ 57 $ sasuadx3 ||01Aed UON 00ETEZ0Z
- $ - $ sasuadx3 ||olhed UON 00262202
8SL'eT $ e $ 880'CT $ 0cy'T  $ sesuadx3 |joihed UON 00T62202
€02'82T $ O $ 9 $ 99 $ 0€T'8¢T ¢ sasuadx3 |jolhed UON ¥0G/2202
8¢ $ 8¢ $ sasuadx3 |loifed UON £0G6.2202
0 $ (0) $ 0 $ sosuadx3 |joifed UON T0S.2202
62105 $ 6.0T $ 06.'T $ 219 $ GET'T¥r ¢ sasuadx3 |loifed UON 0052202
- $ - $ sasuadx3 ||oJAed UON 00592202

|el0] puelo mc_ccm_n_ o_mwu«w\:w 921N0S >‘_mco_~muw uoleuipiood Em\_mo‘_n_ 921N0S 9|IqoN ulwupy wQ>._. 1unoJJdy 1UNn0o2JY 1/9

uoneodo||y [|101Aed UON UlWpY
}00gXYI0M\ UOIeI0||Y 1S0D




ZE8'CEB'ETS L¥8'0TT'C $ 00016 $ 600'092'T $ L06TSS5'6 $ S[e10L pajeso|esy

[e101 pueiS buluue|d 916918S 282IN0S AleuollelS  UOlBUIpIo0) welbold 82.n0S a|IqoN ulwpy adA] 1uno020y 1UN022Y /9

uoneodo||y [|101Aed UON UlWpY
}00gXYI0M\ UOIeI0||Y 1S0D




(1ua1) Buises)| 01 pale(al SI 000 0STS x«
asuadxa 1salajul 0] parejal sl 0/9'/G2$ «

o16a1enlS  Aleuonels welbold

v6.°/0r $ 62076 $ €/0°26T $ 269'9TT $ [ej0L paredo|eay
¥6.'20vr ¢ 6206 $ €£.026T $ <2C699TIT ¢ uoleoo||y sasuadx3 Jaylo
%00T %ET %8Y %62 abejusolad uoneoo||y
%00T %ET %8Y %62 llo1Aed jo abejusdiad
890'T99'G $ 6TE'SOS'T$ 908'GEL'C$ 2V6'6T9'T ¢ S1s00 ||0JAed
v6L' L0V $ ¥6.' L0V $ sasuadx3 JaYo
[e10] puels Buiuue|d 32IN0S UOIlRUIPIOOD UuOlRNISIUIWPY adAl 1Un02JY|

uoneoo||y asuadx3 18Yyl10
H00PLIO UOITEIO||Y 1S0D




817£'99T $ 9ze'T $ 81.'C $ G80'T9T $ 6ST'T $ S[e10L paledo|jesy

806'9 $ 9¢e'T $ 8..'C $ SY9'T $ 6ST'T $ uoledo||v ulwpy

%6T %0t %1¢C %.LT % usping ulwpy

81€'99T $ Ovy'65T $ 806'9 $ [e]10L puel
817£'99T $ Ovy'6GT $ 806'9 $ S19SSY paxid 00E0EVEY
[e10] puel Buluue|d 21681eNS  92IN0S AJeUORIS  Uuoleulploo) weibold 82In0S 8|IqoN urwupy adA] 1UN022Y 1UNO2DY /D

uoneI0||Y S18SSY paxiH ulwpy
300Qg3I0AA UONBIO||Y 1S0D




afJeyd 92InN0S Areuonels %00T e ase sabieyd punpaiu] 4

GE'T96'08€ $ 2/'T9/'89€ $ €966T'CT $ [el10L puely
GE'T96°08€ $ <2/.'T19.'89€ $ €966T'CT $ sabreyd pungaiul 00626505

[e101 puels 921n0s Areuonels ulwpy adAl 1unoooy UN022Y /9

aweN uoIsIAIg unowy Jejjod Jo wns

UONEdO|IY PUNKSIU UIWPY
300GHI0A\ UOIEIO||Y 1S0D




0T

20v'saT's $

€10°26T

0vE‘959

€T.'8E6

0729 $ %00T 908'GELC

17280 $
YOT'IET $
6TE'STS $
89.°01C'v $

[eiol

6G.L'TT
200‘S
T99'6T
259'09T $
uoneso||y
asuadx3 1ayl0

$
$
$
$

€9T'6E
6G9°9T
6.1'G9
0v0'seS $

uo1e0||v
asuadx3 ulwpy

$
$
$
$

TT0'9S
9z8'ce
619'€6
922'59/
uoneo||y
[101Aed uiwpy

& hHAH ABA

w
1808 $ %9 Tv2'€9T $
08T'9T $ %E 8169 $
965'€9 $ %O0T ¥E6'CLe $
/G9'6TS $ %28 €61'0€C'C $
uo1e0||v uoneoo||Vv ||0lked
asuadxg

20v'S9T'S 3

€10°26T $

€G0'G6S'T $

0v€'959 $
€T.'8E6 $

9/2'elE'e

0L7'LE9

80.'89¢
29/.'89¢

@ & hHh RBA

908'SeL‘C
221nog Aleuolels

(zog aIny pue dy3d) se|ny Jay10
90€ 3Ny
70€ 9Iny

(s@24nos paniwiadun sapnjaul) TOE a|nNy

asuadx3 a2inos Aleuolieis [elol
uonedo||y sesuadx3 Jayio

uoNe20|y asuadx3 ulwpy [e101gns
uonedo||y asuadx3 uiwpy
(S1S09 peaYIaA0 SapN|oul) UoeJ0||Y |j0iAed UIWLPpY

(J]o1Aed Buipnjou]) seainos Areuonels [e101qns

(joiRed Buipnjox3) 221n0S Areuonels eiogns
sasuadx3 Jayi0
sasuadx3 ||olhed UON
sabreyD punyau]
S18sSy paxi

[l0iAed
adA] 1unoooy

$82In0S Areuonels
500G3I0M UONEIO||Y 150D




T

LvE'L0L'E$

269'9TT $

ZIv'18e $

9€8'GSS $

289'6E0'T$ %00T 2i6'619'T

6E8'179L'T
L0S'T8
200'T98'T

[eloL

LSP'SS $
196 ¢

(812'9) $ ¥.9'86 ¢

9NuUaA9y

ssaT

Uo11BOO||Y UOITEeD0||Y UOIeIO||Y
Bunmiesyo sesuadx3gy

1PYI0

€92'18T $
1.8 $
8LLT6T $

asuadxg
ulwpy

95T'v9C $
002CT $
087'6.¢ $

|j01Ked
ulwpy

$
00T'v6 $ %8Y €98'69. $
618'2C $ %¢ GGG'GE $
€9/1'225 $ %0S v2S'v18 $
uoneso||y uoled0||v
asuadx3 |104Aed

GOG'ETL'E $

2699TT $

8ve'le6 3

ZIy'18E $
9e8'eGS ¢

¥29'659°C_ $

289°6€0°T

©“

Zre'08s8 $
- $
OovY'6GT $
Zr6'6T9'T ¢
uoleuIploo)d
welbouid

(Bulioluoy 41y ‘suoissiwg ‘Buruue|d) s1so) welboid 18Yl0

¥0€ 3aIny
TOE 3aInyd

asuadx3 uoleulploo) welbold [e10]
uonedo||y sesuadx3 Jayio

uoNeo0||y asuadx3 ulwpy [e101gns
uoned0||y asuadx3 uiwpy
(S1S09 peaYIaA0 SapN|oul) UoIed0||Y |j0iAed UIWPpY

(jjoiAed Buipnjou]) uoneuipioo) weibolid [e101gns

(j]o1Aed Buipnjox3) uoneuiplood weibold [e1ogns
sasuadx3 1ayi0
sasuadx3 ||olhed UON
sabreyd punyau]
S1assy paxid

[lolAed
adA] 1unoooy

uoireulpioo) welbolid
500G3I0M UONEIO||Y 150D




4"

05.'2/8'8 $|/¥€'202'€ $ | zov'sat's $ | SUO11BD0||Y dAIRJISIUIWPY YIM S1S0D Od pue SS [e10L
6E8'79L'T $[6€8'79L'T $ (Bunionuow Iy ‘suoissiwz ‘Buluue|d) s1sod welboid J8Yi0
TT6'20T'.  $|80S'2v6'T $ [ zov'sot’s $ | sasuadx3 a|ny [e101
11280 $ 11280 $ (zog 8aIny pue dy3d) sa|ny J18y10
YOT'TET $ YOT'TET $ 90€ 8|ny
928965 $ | 20518 $ 6TE'STS $ ¥0€ a|nd
0,,.T.0'9 $|200'798'T $ 89.°0TC'v $ TOE 8a|ny
[e1ol uoljeulplood weibold | ssainos Areuonels |

sasuadx3 a|ny
JO00XI0/\ UOIEIO||Y 1S0D




€T

0/.'T/0'9¢ 9zE€'6TCc $ 8T892L $ L0LVY0'T$ 02r'Zv0'T$ 9Z6'€v0'T $ 9%00T €25'766'T

¥69'G8e'c$ 662'¢cCcT ¢ €8¢'SO¥ $ TPS'c8S $ L92°'T8S $ VET'Z8S $ %9S T.TCIT'T
9/0'989'c$ L20'.6 $ GES'TZE $ S9T'Z9v $ VST'IOY ¢ 28TV $ %bv 25288
uolledo|ly  uoledo||v S99IAIBS  abejusdlad Alefes 10811

S1S0Q [e101L  uoled0||V
sasuadx3g
|sYy10

uolyedo||vy
asuadxgy
ulupy

||[01hed asuadx3 1oddns uole20||y
ulwpy TOE 9Ny asuadx3g

0LL'TL0'9
TLZ'EE0'E

9ze'61C
¥29'8S
259091

818'9¢L
8LL'T6T
0v0'SES
L0L'7¥0'T
08v'6.¢
922's9L
0Zt'ev0‘T
€9.'22S
LS9'6TS

661'8€0'E

9L6'€V0'T
80€'T6E
029's€e

866'9TY

£25'766'T
TLTCIT'T
zse'zss

GLE'Y8Z'6
667'8€0'E
(812'9)
¥25'v18
€6T'0£2'C

$
$
$

B H

B H R DR AR A H

& B H @ FH|A

B H R HH

S1S0Q [el0L
Slwiad [lemauay

S1S0D TOE 3Ny [e101

Suolred0||v TOE 3Iny [e10L

[eiol

uoied0||y sesuadx3 J1ayl0 Od TOE 9Ny
uonedo||y sasuadx3 J1ayl0 SS TOE 9Ny

[erol]
sasuadx3 ulwpy Dd TOE 3Ny
sasuadx3 ulwpy SS TOE 3Ny

[eloL

Jl0i1Red ulwpy Od TOE ainy

|loifed ulwpy SS TOE 9Ny
elol

sasuadx3 Od TOE 9y

sosuadx3 SS TOE 9Ny
SuoIed20||VY TOE 31Ny

s1s0Q [|04Aed TOE 3|NY (B30

S92IAI8S uoddns TOg [eloL
lay10 Od
1ayl0 ss

uonoadsuiay
(luswdojanaq any) Bumiwiad Dd
$891AJ8S 10oddns TOE 91Ny

108.11Q [e10L
(remauay) sdo piai4 SS
(remur) Bumiwiad SS
S1S0D 10311

sealy T0E 3Ny

1500 [|04Aed TOE BINY [e10 ]
anuanay Bumasyo DY3 ssa
uolyeuipioo) welboid
$821n0S Areuonels

|101Aed 10 aINy

uonedo|ly TOE 3Ny
300COM UOIBIO||Y 1S0D




T

(T9T'v28'9) anuanay bBunioddns weibolid elol

(0T2€65'2) anuanay parejay a|ny €101
(860'¢) saoueleA 2206.6.6
(000°00%'T) sweibolid yiesH - pIv [eispa- 00685656
(000°00T) awoou| 1sal18| 000TV616
(z19'060'T) SUETIENEIST e} 0007E6£6

anuaAldy pale(ay a|ny J19yl0

(TS¥'082') anuanay 21199ds ajny [e101

(TS0'2Y) 90€ 8Ny anuaA3Y [e10L
(Ts0'zy) 894 SUOISSIWT SOIX0| 8re1s 0206.6.6

90g 8Ny

(0sT'v22) ¥0€ 8Ny anuaAay [e10]
(rv8'2L2) S994 Ue|d S01Sagsy 9T06.6.6
(90g'T) SuoD Yoal 099 ¥206.6.6

¥0€ aIny

(z6L'vT) €0E a|ny anuaAay [e10l
(z6L'vT) $894 uing by £5062626

€0€ a|ny

(8st'676'€) TOE 8|nY anuaA3Y [e10]
(g82°€2) sabirey) sao1as Buluueld 00T79696
(T¥2'09¢) swelboid "9SIN JBYIO - PV 8reIS 00695656
(soz'v2) 18U10 - siwiad/sasual 00062626
(981'€95'2) S99 [eMaUsY NWIad [enuuy 25062626
(195'688) $994 Jwiad [emul 15062626
(605°'€9) M3IADY 3]I4/iuswnoo( G£062626
(862'22) (ssedwo) Jad 1ad/o17 reuondadx3) sea- Nwiad A 9iL ¥£062626
(£02'2) suonoadsulay T£062626

TOE 8Ny
aweN 1unod2y 1UN02JY /9

9NuUaNDy

9NUBAIY

Y00Q3J0/\ UOIRDO|Y 1S0D




aT

590'0E£S $ /¥2'26S'T $ 21£'22T1'C $ (8nuanay ssa) 150D [e101
(629'558'2) (628'€60'T) (85¥'676') anuansy [e10]
(1829Z'cT) $ (6T 22S'0T) $ (g82'€2) safreyd seoines buluueld
(28'%.8'002) $ (8T'99€'6ST) $ (T¥2'09¢) sweibold "SI JBYl0 - pIY are1s
(TO"26¥'CT) $ (66°202°0T) $ (s0z'v2) 18410 - SHWISd/Sasus9lT
(9G8T'€95'2) (9G8T'€95'2) S99 [emMauay NWIad [enuuy
(T95'688) (195'688) $894 JWwIad [enu|
(82°2£8'62) $ (22 T29'€2) $ (605'€9) MBIABY B|I4/luswndoq
(00'86.°22) $ (861'12) (ssedwo) Jad 1ad/or] reuondsox3) seed nuiiad A 9L
(00°c0z'L) $ (e0z'2) suonoadsuiay
9NU3N3Y
v69'G8E’'S $ 9/0'989'C $ 0..'TL09 $ S1S0D [e101
(snwiad remsuay) sdo pii4 (sHwiad rentur) bumiwiad TOE 3Ny
0/2'T/0'9 $ %00T £25'v66'T $ eyl
¥69'G8E'E $ %99 T.TC2ITT $ (suwiad [emauay) sdo pjaid
9/0'989'C $ %by z2se288 % (suwuad remup) bumiwiad
S1S0D |e101 abeiuaolad uoneoo||y asuadxg Alejes 10a1ig

SIS0 [enpisay TOE 8Ny
H00PLIO UOITEIO||Y 1S0D




9T

(r1£'GE9) $ | 08€'05.°2 86509 $]9/9°2 8EE'0VE $ | 892°TrEC 769°'G8E‘E %00T [e1ol
(529°21) $|82T'ovy $ | Sve'v $l€cL $|ooc'co $]09T'2.8 $]€08'€es $ |%.LV'ST 6 3|NPayods
(182) $ - - $ - - $ - 18L %200 8 9|npayos
(682'852) $ | eve'ose $ | ces'e $ | 8TT $|2v0o'Ly $|TSS'SOE  $ | 2E0'ST9 $ |%.1°8T / 3|Npayods
(z80'cy) $[89T'T06 $[S9T'62 $|092'€ $|v6.'8¢ ¢ |6¥6'62y $|0G2'vrS $ %2091 9 9|npayods
850'68 $locL'eyT $[60STT $ - $|viT'E $ | 20821 $ | 2/9'cs $ |%6S5°T G 39|npayods
896'€Z $|leoser ¢ - $ | T¥2 $ | v¥S'E $|8..'6E $ | S65'6T $ %850 ¥ 9|Npayos
66S't $|029've $|s6 $ - $|viL'e $ | 162'0¢2 $ | T20'02 $ %650 € 9|Npayods
(y01'8.2) $|269'G/E $|LTV'T $]€cT $1299'Y8 $|06v'682 $|962°€59 $ |%TE6T ¢ 9|npayods
(805'v6) $]9€2'098 $|SE6'6 $| 112’ $]8v096 $|2v0'1S. $ | vvl'vS6 $ |%02°82 T 38|npayods

anuanay pue| see4 [e10]|Ssa4 SOIXOL Saa4 EEN S994 3/Npayos awi]l [emauay| o|npayds
150D J0 82uaIaid uonoadsuiay| suoissiwg| ajnpayos Ag1s0o| Jeiol jo abejusoiad

SaNUaAal pue SIS02 8|NPaYdS TOE
Y000XI0/ UONRIO||Y 1S0D




Staff Report

Rule 107 — Alternative Compliance

Rule 301 — Permit Fees — Stationary Source
Rule 306 — Air Toxics Fees

May 14, 2013

Page D-1

APPENDIX D

STATIONARY SOURCE PROGRAM
FY13/14 EXPENDITURES AND REVENUES WITHOUT PROPOSED FEE INCREASE
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Rule 301 — Permit Fees — Stationary Source
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APPENDIX E

STATIONARY SOURCE PROGRAM
PROJECTED EXPENDITURES AND REVENUES WITH PROPOSED FEE INCREASES
(FY13/14 TO FY17/18)
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APPENDIX F

TITLE V OPERATING PERMIT PROGRAM
REVENUES WITH PROPOSED NEW FEE STRUCTURE

The current Title V fee assesses an hourly rate established in Section 308.12 of Rule 301 for
the actual time spent on processing Title V permit renewals or permit changes. Because
revenues from the Title V program vary from year to year depending on the number of permits
modified and the number of sources renewing their Title V permits, Staff estimated an annual
average for Title V permit revenues based on the past five years from FY07/08 to FY11/12. The
five-year average of revenues collected from the Title V fee is approximately $64,000.

Staff is proposing to adopt the BAAQMD fee structure, without the monitoring fee. The
proposed fee structure establishes fees for processing Title V permit applications and an annual
fee for annual activities not directly related to the time spent processing Title V permit
application. To determine all fees related to processing Title V applications, Staff first applied
the proposed fee structure to the Title V permit activities that occurred in the 5-year period from
FYQ07/08 to FY11/12. The proposed fees are set so the annual average revenue from the new
fees is equal to the actual annual average revenues over the same time period, approximately
$64,000. This is shown in the following table in the columns for “5-year total” and “Annual
Average (permit)”.

The proposed fee amounts for FY13/14 were then set by increasing the existing fee amounts by
15%, which are shown on the following page in the bottom table. As a result, the projected
revenues for FY13/14 for processing Title V permit applications increased by 15%, as shown in
the following table in column “Annual average (permit)” to approximately $74,000.

For the annual activities not related to processing Title V application, Staff proposes to establish
an annual fee based on the number of local permit to operates. There are 314 local permits to
operate associated with Title V facilities. To cover the cost of the annual activities, $67,000 per
year in FY13/14, the annual fee was proposed at $214 per permit to operate. The projected
revenues from the annual fees are shown in the following table in the column “annual fee”.

For FY13/14, the following table shows the projected annual average permit fee revenues, the
annual fees and the total Title V program revenues. The total revenue for FY13/14 ($141,000)
is the total annual average revenues ($74,000) plus the total annual fees ($67,000). The
proposed fees do not fully recover the program costs. A shortfall of $45,379 (24%) remains.
Staff is proposing all Title V fees increase by 15% each year in FY14/15 and FY15/16, and by
6.5% in FY16/17. Since these is no increased proposed for FY17/18, the anticipated Title V
revenues with the proposed increases are shown for FY14/15 to FY16/17. The proposed fees
for FY14/15 to FY16/17 are shown on the following page in the bottom table.
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APPENDIX G
RULE 301 HOURLY RATE CALCULATIONS
(THRU FY17/18)

Currently, Rule 301 establishes two fee schedules with hourly rates: $109 per hour (Section
308.11) for processing complex permits and $136 per hour (Section 308.12) for processing
permits for electrical generating equipment greater than 5 megawatts, observing multiple source
tests exceeding 10 hours of review, performing reinspections, processing emission reduction
credits, and processing Title V permit applications. (The proposed amendments will modify the
Title V fee structure, and Title V fees will no longer rely on the hourly rate fee.)

The hourly rate is determined using the stationary source permit program costs, staff, services
and supplies, building, vehicles and other administrative overhead costs shown in Appendix D
and E. The hourly rate is calculated by the following equation:

1 1
Total program cost .
Hourly Rate ($/hour) = ($/F;Jro%ram) X Total FTEin X  Hour per year
permit program per FTE

Hour per FTE is the hours a full time employee can provide service in a year (less the holidays,
vacations, and sick leaves). The hour per FTE is estimated to be 1350 hours and is based on
the following billable hours calculation:

Billable Hours Calculation

Hours Type Description
2080 Total hours 52 weeks X 40 hours/week
(160) Vacation Assumed 4 weeks per year includes

floating holidays
(120) Sickleave  Assumed use yearly accrual
(156) Admintime Assumed 3 hrs/week for meetings
(84) Holiday 10.5 holidays/year
(120) Training Assumed average 3 weeks/year
(90) Al Other ;I’rying to factor on average parental
eave etcetera

1350 Hours to use for billable time

Below is the calculated hourly rate per fiscal year. In FY12/13, the current hourly rates are $109
per hour and $136 per hour. Staff is proposing to increase the hourly rate fee to the extent
allowed by the HSC Section 41512.7(b).

Fiscal Year Permit Program Cost Full Time Hours by FTE Hourly Rate
Employee
FY13/14 $5,405,693 23.71 1350 $169
FY14/15 $5,604,335 23.94 1350 $173
FY15/16 $5,802,370 23.94 1350 $180
FY16/17 $6,006,650 23.94 1350 $186
FY17/18 $6,218,010 23.94 1350 $192




Staff Report

Rule 107 — Alternative Compliance

Rule 301 — Permit Fees — Stationary Source
Rule 306 — Air Toxics Fees

May 14, 2013

Page H-1

APPENDIX H

AIR TOXICS PROGRAM
REVENUES WITH PROPOSED FEE INCREASE
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APPENDIX |
COMMENTS AND RESPONSES

SMAQOMD INDUSTRY FEE TASK FORCE MEETING

Written Comments Received Prior to the Meeting

John Lane, Teichert (1/28/2013):

Comment #1: | would like to attend this meeting and understand better the District’s intentions
on this. As you can imagine, we too are impacted by the recession and revenue issues and
further fee increases impact our viability. With only a 6 day notice of this meeting, | would like to
ask that the District consider rescheduling so that people can arrange their schedules
accordingly. | am currently committed to another meeting but will attempt to make other
arrangements. If rescheduling is not possible, please send me any available materials to
consider.

Response: Staff originally sent email invitations to all selected businesses on January 17, 2013
through an emailing system and later resent the email invitation through Microsoft Outlook on
January 25, 2013. Staff did not receive many requests to reschedule the meeting and did not
do so. However, Staff offered the commenter the opportunity to sit-down with Staff to go over
the presentation and the fee proposal. A colleague of the commenter attended the meeting.

Lee Gamboa, Gamboa's Body and Frame (1/29/2013):

Comment #2: | will not be attending, but | will tell you my position: no new taxes/fees.

Response: Staff preformed a comprehensive review of the District’'s expenditures and revenues
and determined that the revenues are not sufficient to cover program cost and the fund balance
has reached a critically low level. Actions to increase fees are needed in FY13/14 to continue to
maintain the reduced staff levels to provide timely permitting and complaint response to local
businesses and the public and restore prudent fund balance.

Industry Fee Task Force Meeting
January 31, 2013

Attendee:

Rene Toledo, SMUD

Bob Braun, Huhtamaki Inc.

Erica Gonzalez, Aerojet

Pamela Vanderbilt, CH2M Hill (representing Sac County Airport)
Brain Lee, AMPAC Fine Chemicals

Justin Gorman, Proctor & Gamble

Becky Wood, Teichert

Mark Burch, EarthGrains

Kyle Deane, RagingWires Data Center
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Questions/Comments:

Comment #3: Do you fund the air monitor stations?
Response: Yes, but it is not funded with stationary source-related funds.
Comment #4: Do you get subvention funds for any of this (air monitoring)?

Response: We receive CARB subvention funds, but we do not use it to fund the air monitoring
program.

Comment #5: Are those numbers (for permit applications on slide “Permitting Section”) on an
annual basis?

Response: Yes.

Comment #6: How come those numbers add up incorrectly? (On Slide “Workload Increase Due
to New Rules and Regulations” for the number of federal regulations adopted.)

Response: The total number shown for federal regulations is incorrect. It should be 100
instead of 71 federal regulations adopted.

Comment #7: Is the hourly rate fee used as a credit for Title V permit fees?

Response: The current fee structure assesses the Title V permit fees at hourly rate for the
actual time spent processing the Title V application. Staff is proposing to change the fee
structure from an hourly rate to a flat fee schedule.

Comment #8: Is the hourly rate increased by 15% every year to FY17/18?

Response: No. The hourly rate may be increased up to 15% until FY17/18 to reach full cost
recovery rate. Rule 301 has two different hourly rates: one for processing complex permits
(schedule 10 currently at $109 per hour) and the other for processing Title V fees, ERCs, and
re-inspections (schedule 11 currently at $136 per hour). Staff is also proposing to move the
hourly rate to process alternative compliance applications from Rule 107 (currently at $91 per
hour) to Rule 301. For this hourly rate, Staff is proposing another year of fee increases in order
to reach full cost recovery. See the proposed rule language for the proposed fee increases for
each of the hourly rate.

Comment #9: Why is SMAQMD moving away from an hourly rate to a flat rate for Title V fees?
Hourly rate would give you the flexibility to charge where the work is done. Why not leave the
hourly rate for permitting and establish a flat fee for enforcement/compliance?

Response: The current fee structure only recovers the cost to process Title V applications
(administrative amendment, minor and significant modification, and 5-year permit renewal). It
does not recover the cost for on-going activities such as Title V inspections and reporting to
EPA or indirect activities such as reviewing new federal regulations (GHG tailoring rule) or
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responding to EPA’s inquiries. Also, the current fee structure is difficult to implement
consistently in part because the work to process local permit and Title V permit often overlaps
and extra effort is involved to accurately track staff hours. The proposed flat rate fees will
ensure that the District is consistently charging Title V fees for each type of Title V application.
The proposal includes establishing a new proposed annual Title V fee for annual on-going and
indirect activities.

Comment #10: Businesses appreciate an increase that spreads over time instead of a one-time
large increase. Also, businesses would like to have certainty so businesses could plan for 5
years or so.

Response: Staff is bringing several options for fee increases to be considered by the District’s
Board of Directors. One of those options proposes the percent of fee increases be the same for
the next five years for most fees, including initial permit and permit renewal fees.

Comment #11: Is there CPI on top of the fee increases?

Response: No. The fee increases include a CPI.

Written Comments Received After the Meeting

Rene Toledo, SMUD (2/6/2013):

Comment #12: For projects and/or applications subject to the hourly time and material labor
rate fee (currently listed in Sections 308.11 and 308.12), please consider adding a monthly
invoicing requirement to Section 400 of the rule. The monthly invoice could itemize the work
completed by AQMD staff during the previous month and allow you to collect fees as a project is
processed.

Response: Monthly invoicing will require additional Staff time that will add more direct costs to
the programs. Staff does not think it is appropriate at this time to add more cost to the programs
with revenue shortfalls.

Comment #13: Exclude Schedule 8 (5MW plus generators) from the fee deposit provision of
Section 301.1, since fees would be collected on a monthly basis.

Response: Staff is not proposing to implement monthly invoices. See response to Comment
#12.

Comment #14: Revise the fee rule to collect pollutant fees of PM10 instead of total suspended
particulate (TSP), since BACT, offset, and major source trigger levels are based on PM10 (not
TSP).

Response: The District has prohibitory rules regulating TSP, such as Rule 405 — DUST AND
CONDENSED FUMES. Facility that emits TSP should be responsible for their emissions and
pay the associate emission fees. As such, Staff is not changing the pollutant.
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Comments from Meeting with Candice Longnecker, Granite Construction (2/21/13):

Comment #15: Over the last two years, the fees (for the Bradshaw facility) have slightly
increased?

Response: The fee increases are due to the adjustment in CPl. Fees have not had a
comprehensive increase since 2001.

Comment #16: Have the District considered a provision that provides discount for “good actors”
(facility that has not received a Notice of Violation) or credits for a facility that is “going green”
(reducing carbon footprint)?

Response: Staff did not consider a provision for “good actors”. The renewal fees pay for two
components of compliance work. The first component is the inspection of the facility. The
second component, which is a benefit for compliant companies, ensures that the “bad actors”
are not out there. By doing this, no company will be at a disadvantage. Staff did not considered
giving credits for facilities that are “going green” because fees are used to support the local
permit program, and the local permit program does not regulate greenhouse gas emission.

Comment #17: Granite has been discussing a new way to permit portable equipment through
the District instead of through the state. By doing this, the facility will pay the permitting fees
directly to the District to help implement and enforce the portable equipment program.
Response: Comment noted.

Comment #18: A 15% increase in the first year would be a huge burden on Granite. Granite
understand that the District will need a fee increase and requests that the percent increase is
spread more evenly over a period of time.

Response: See response to Comment #10.

PUBLIC WORKSHOP FOR RULES 301, 107, 205, AND 306

Note: A combined workshop was held for proposed amendments to Rule 301, Rule 107, Rule
205 and Rule 306. Only comments pertaining to the proposed amendments to Rule 301, Rule
107 and Rule 306 are shown below. Other comments made during the public workshop period
will be added in the Staff Report for Rule 205.

Written Comments Received Prior to the Workshop

William Grow, Sacramento Regional County Sanitation District (3/21/2013):

Comment #19: When do the higher gees go into effect?

Response: The proposed amendments will be effective on the date of adoption. For Rule 306,
Staff plans to bring the proposed changes to be considered for adoption at the May 23, 2013
Board hearing. For Rule 301 and Rule 107, State law requires two public hearings on these fee
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rule changes. Staff plans to bring the proposals to the District’'s Board of Directors on May 23,
2013 for the first public hearing. At the July 25, 2013 Board meeting, Staff will ask the Board to
consider for adoption the final rule proposal.

Comment #20: For Air Toxics Hot Spots program, we were charged $95 per site. Where is this
fee under the current regulations and what would be the new, higher fee under the proposed
changes?

Response: The $95 toxics fee per facility is the fee for the industry-wide facility category. It is a
combination of a District fee ($60) as specified in Rule 306 — Air Toxics Fees, Section 301.1(a)
and State fee ($35) as specified in Title 17 of the California Code of Regulation, Sections
40700-40705. Here is a link to a summary of the State air toxics fees:
http://www.arb.ca.gov/ab2588/2588feetable.htm. The industry-wide facility category includes
gas dispensing facilities, dry-cleaners, chrome-platers, and diesel engine-only facilities. Staff is
proposing to increase the District fee for industry-wide facility from $60 to $116 (for option 1A).

Public Workshop for Rule 301, Rule 107, Rule 205, and Rule 306
April 11, 2013

Attendee:

David Green, DMEA

Rene Toledo, SMUD

Michael Anderson, Sacramento County MSADWMR (Kiefer Landfill)
William Brunson, Apple Inc.

Yolanda Grigsby, Sacramento Area Sewer District

Steve Nebozuk, Sacramento Regional County Sanitation District
Jason Chu, SYAR Industries Inc.

Erica Gonzalez, Aerojet

Philip Meyer, City of Sacramento

Becky Wood, Teichert

Questions/Comments:

Comment #21. If the Board adopts the fee increases, when will they take effect?

Response: The fee increases will take effect immediately upon adoption. Also see response to
Comment #19.

Comment #22: Do all of the penalty fees go back into the stationary source program?
Response: Yes.
Comment #23: Does the Board have the authority to increase penalty fees?

Response: Statutory limits for penalties are set in state law. However, the District, like many
other California districts, has a Mutual Settlement Program (MSP) that includes calculations for
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determining the penalty for voluntary settlements of violations. In February 2013, the Board
approved an amendment to the MSP calculation that effectively increased penalties by 25%.

Comment #24: Regarding the public notification fee, can you give examples of the cost for
public notices? In Rancho Cordova, the cost for advertising is lower than for the Sacramento
Bee.

Response: State law requires us to publish notices in a newspaper of general circulation within
the District, so we put public notices in the Sacramento Bee. The cost for a typical legal
classified ad is $150 — $200. In some cases, such as when a proposed source will emit toxic air
contaminants within a 1,000-foot radius of a school, notices are sent by U.S. mail. This type of
notice requires printing and postage, so the cost is much higher, ranging from $500 to $800. As
discussed in the Staff Report, if noticing activities are extensive, Staff may also charge for
Staff’s time using the hourly rate in Section 308.12 of Rule 301.

Written Comments Received After the Public Workshop

Chelsea Westerberg, Aerojet (4/11/2013):

Comment #25: California manufacturers such as Aerojet face a disproportionate regulatory
burden related to their competitors in other states. Data compiled by the California
Manufacturing and Technology Association from government sources demonstrate a
precipitous, sustained decline in the manufacturing sector over time and dismal job growth in
California relative to other states.

Response: Of the top ten U.S. cities with the worst ozone pollution, nine are in California. The
Sacramento area ranks sixth. There are greater demands to reduce air pollution than in other
areas of the country. If we don’t make required progress toward achieving air quality standards,
EPA could impose sanctions that would impact businesses and suspend regional transportation
funding. On the other hand, the Sacramento area meets the federal standard for fine particulate
matter. Staff's effort to control sources, including unpermitted sources such as fireplaces and
wood stoves, helped the region meet the federal health standard. As such, the District is not
required to adopt additional control measures that would add costs to our permitted sources. To
continue to avoid additional regulatory burden, the Sacramento area must remain in attainment.
The proposed fee increases are needed for the District to continue effectively implementing the
stationary source programs.

Comment #26: Regulatory agencies such as SMAQMD bear some responsibility for these
trends and adding to the cumulative regulatory burden through imposition of higher fees,
especially during a period of economic instability, will only make a bad situation worse.

Response: Staff understands the potential impacts that the fee increases may cause to the
regulated community; however, the proposed fee increases are necessary to effectively
implement the stationary source program to meet state and federal requirements and reduce
emissions. Also see response to Comment #25.To better quantify the impacts of the propose
fee increases, an independent firm is performing an economic impact analysis on the proposed
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fee increases. The results of the analysis will be included with the Board package for the May
23 Board hearing.

Comment #27. Some state environmental regulatory agencies are taking concrete actions to
reduce the cost and administrative burdens their programs impose on the regulated community.
For example, the Water Resources Control Board is making efforts to align resources. The
Legislature adopted language to the State Budget requiring CARB to account for prior fee
revenue income and expenditures and to forecast staffing, operations, and contract
expenditures by major program area for the next fiscal cycle. The Brown administration has
developed a program to assist businesses in navigating the permit requirements and offsetting
the cost of doing business in California. The district’'s proposed fee increases are dramatically
out of step with this state-level emphasis on controlling regulatory program costs and otherwise
reducing burdens on the regulated community.

Response: As stated in the Staff Report, the District has implemented several procedural
changes to increase revenues, many cost saving actions to improve efficiency, and has reduced
6 staff positions related to the stationary source program in order to avoid a fee increase since
2001. For this upcoming fiscal year, the District is projected to reach a critical point and can no
longer defer the needed fee increases. A detailed breakdown of the expenditures and revenue
without the proposed fee increases by stationary source program for FY13/14 can be seen in
Appendix D. In addition, the District prepares a budget each year that goes through a public
hearing process. The detailed budget shows past actual and upcoming expected revenues and
expenditures for each of the District’'s program areas. Staff is proposing to increase fees to
maintain a prudent level of services to the local business partners and the general public. These
fee increases are also reflected in the FY13/14 budget that will be discussed at the May 2013
Board meeting.

Where District Staff has had the ability to avoid imposing fees, we have worked hard to do that.
Specifically, we have done extensive work to avoid imposing Clean Air Act Section 185 fees on
major sources like Aerojet. Section 185 fees for Aerojet would have been $204,170, and the
total fees that would have been due from all major sources are over $4 million through 2011.
We continue to work with EPA to formally terminate the Section 185 fee obligation. No
additional fees were paid by our major sources to support our efforts on their behalf.

Comment #28: The SMAQMD has projected that the proposed fee increases will result in over
a 70% increase in Aerojet’s fees within the next three years. SMAQMD’s proposed Rule 301
changes will impose a 15% increase in costs in FY13/14 for all of our 158 local permits, as well
as new fees to support our Title V permit. The increases in Rule 301 alone would result in over
a $56,000 increase in fees in FY13/14.

Response: The proposed fee increases in Rule 301 and Rule 205 (the subject of another Staff
Report) will result in an increase of $56,000 in fees for Aerojet in FY13/14. The increases from
Rule 301 changes will result in approximately $48,000. The majority of Aerojet’s fee increase
will come from the new annual Title V fees, or approximately $30,000. Aerojet is the most
complex Title V facility in our District because it has more than 150+ local permits to operate.
Because of the size of the facility, Staff spends numerous hours ensuring the facility complies
with all local, state and federal rules and regulations.
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Comment #29: Aerojet, as well as other companies in the District, not only need to comply with
local SMAQMD rules, but also new vehicles rules imposed by CARB which have already
resulted in a significant cost impact. These type of fee increases and compliance costs cannot
be easily be passed on to our customers and will required further cost cutting measures and
inhibit job growth within our Sacramento facility.

Response: Staff acknowledges the cost impacts from other regulatory agencies, but we are not
able to analyze the impacts from those costs. Nonetheless, the District is faced with budgetary
issues and needs to increase fees. Staff will analyze the economic impacts from these fee
increases. See response to Comment #26.

In addition, the District identifies areas in the mobile source program to help reduce cost from
the state’'s vehicle rules, especially for the larger sources. Millions of incentive dollars have
been used to upgrade vehicles with retrofits of emission control devices or to replace vehicles.
Furthermore, these incentive programs implemented by District have achieved many tons of
emission reductions. Specifically, the reduction in particulate matter emissions has helped the
region meet the federal health standard for fine particulate matter. If we did not meet this
standard, the District would have been mandated to adopt further emission control measures to
help attain the standard. Additional control measures would add increase costs to permitted
sources in order to comply with the emission requirements.

Comment #30: Aerojet would like to request SMAQMD to consider an additional cost reduction
measure with response to inspections by potentially reducing the number of inspections per
year on processes/equipment that are consistently in compliances. Currently, all of our local
permits are inspected once per year. From 2008 to date, SMAQMD inspectors have visited our
site over 80 times and inspected over 150 permitted processes/equipment every year. During
this period, Aerojet has not received any NOVs as a result of a SMAQMD inspection. Aerojet is
proposing that the inspection frequency be reduced for permits or facilities that have remained
in compliance for a specified period of time such as 5 years. Many of our permits have remained
unchanged for many years and have always been in compliance. Due to the consistency of
these permits, the majority of the administrative costs for SMAQMD to maintain these permits
are presumably costs related to inspections. By reducing the amount of inspections done per
year, the SMAQMD could save on staff time and labor costs associated with this process.

Response: The District has already, through staff reductions, reduced the percentage of
inspections at facilities to the point that is critical to maintaining compliance rates. This
inspection prioritization has already been made to address less frequent inspections for facilities
that are more likely to be in compliance. Aerojet has had a number of violations at their facility
in the last five years (although we recognize these are self-reported and not the result of
inspections.) This, and being a Title V source, demands that all permitted units be subject to
annual inspections at a minimum. Based on the size of the campus, the inspection cannot be
completed in a single day, or for that matter, in a few days. As such, we are regularly at Aerojet
to conduct inspections.

The District has recognized that there is a direct relationship between inspection frequency and
compliance rates. We have found that less frequent inspections have resulted in more time
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allotted to handling the results of non-compliance, such as increased Notices of Violation and
more time spent in court. The net benefit to the cost of the program of reduced inspections is
therefore less than might be expected.

Tim Israel, County of Sacramento, Department of Waste Management and Recycling

(4/15/2013):

Comment #31: The projected Title V fee revenues SMAQMD calculated appear to be
underestimated. The projected revenues appear to account only for fees associated with the
annual fee and the five year renewal. Revenues from the revision of local permits do not
appear to be included in the SMAQMD estimate. DWMR requests that SMAQMD staff consider
re-evaluation of the projected revenues taking into account the fees that will be charged for
revisions to local permits and adjust the proposed Title V permit fees accordingly.

Response: Title V fee revenue projections for each Title V facility are based on the annual
average for all past permitting activities that occurred from FYQ07/08 through FY11/12 and the
new annual fee for Title V permits. Fee revenues from specific future Title V permit
modifications were not considered because Staff was unable to project future applications to
modify a Title V permit or the type of permit modification (administrative amendment or minor or
significant modification). Kiefer Landfill had one permit renewal and one significant modification
from FYQ7/08 through FY11/12. In this five-year period, the total of the fees paid was $19,307,
or an annual average of $3,861. For these fee calculation purposes, if these same applications
were submitted for the next five years, Kiefer will pay an annual average fee of $4,441 for permit
renewal and modification, a 15% increase from the annual average fee, and a new annual Title
V fee of $3,552, for a total of $7,993 in FY13/14.

Staff agrees with the estimates of fees noted in the comment letter, which are based on specific,
anticipated permit actions for Kiefer Landfill over the next four years. The number of anticipated
permit actions is significantly higher than the historical average that Staff used to estimate future
Title V fees. Under the current hourly rate structure, Kiefer would also be assessed fees for
Staff time spent on Title V permit actions that are greater than the historical average. The five-
year historical average was used to estimate future fees because Staff cannot predict the
specific number and type of future Title V applications from every Title V source or the actual
amount of staff time that will be spent processing future Title V permit applications.

As stated in the Staff Report, if the revenues with the proposed fee increases for a specific year
exceed the expenditures, then the APCO will implement a lower percent increase for that fiscal
year as required by HSC Section 42311(a).

WRITTEN COMMENTS RECEIVED FOR MAY 23, 2013 BOARD HEARING

Nitin Patel, Maaco (April 25, 2013)

Comment #32: We strongly object to any fee increases, as it will impact us in this bad
economy.

Response: See responses to Comments #2, 25, and 26.



