State of California The Resources Agency of California

Memorandum

To:Commissioner James D. Boyd, Avenal Presiding Member November 22, 2006
Commissioner John L. Geesman, Avenal Associate Member
Hearing Officer Gary Fay

Cc: Steven F. Gilliland
Joseph Stenger
Jane Luckhardt

From: B. B. Blevins Telephone: 916-654-4996

e N g 1@y Commission DOCKET
Sacramento CA 95814-5512 01 "A FC-2O

Subject: Avenal Application for Certification Update DATE NOV 22

Background: RECDNOV 22

On August 16, 2006, the Commission directed Federal Power Avenal, LLC (applicant) to provide by
September 25, 2006 all information identified in Order #06-0816-03 entitled: Commission Order on
Information Requirements (see attached Table 1 — List of Additional Information Needed to Bring the
Avenal Energy Project Application for Certification (AFC) Up to Date). The order specified that the

Avenal AFC would be terminated if the specified information was not provided by September 25,
2006.

On September 25, 2006, the applicant submitted five copies of its AFC Update for staff's review. Staff
has completed its review of the AFC Update and identified that in four technical areas, the AFC
Update submittal does not adequately provide the required information. Attachment A provides an
overview of the significantly deficient technical areas specified by the Commission: Biological
Resources, Transmission System Engineering, Water Resources, and Air Quality.

Furthermore, staff has identified nine technical areas with minor deficiencies: Air Quality, Alternatives,
Biological Resources, Cultural Resources, Land Use, Visual Resources, Soil and Water Resources,
Traffic and Transportation, and Waste Management (also identified in Table 1).

The following is a summary of the four significantly deficient technical areas as specified by the
Commission’s August 16, 2006 Order.

Biological Resources:

The applicant has not updated the Biological Assessment (BA) for submittal to the U.S. Fish and
Wildlife Service (USFWS) nor provided the required schedule for approval of the Biclogical Opinion
by USFWS.

Transmission System Engineering:

The AFC Update did not include a description and complete electrical one-line diagram of the 230 kV
Avenal Energy Project (AEP) Switchyard showing details of breakers (for generators and
interconnecting 230 kV transmission line), bus arrangements and disconnect switches with their
respective ratings.



The applicant did not submit a supplemental System Impact Study (SIS) based on a 2009 on-line
date, which is the expected first year of operation. Neither the revised SIS nor the review letters from
Pacific Gas and Electric and the California Independent System Operator indicating that the existing
SIS is adequate for the new online date were provided.

Water Resources:

The AFC Update does not provide an explanation as to how the proposed desalination/water
exchange system complies with Energy Commission water policy and does not demonstrate that
other alternatives (such as reclaimed water or dry cooling) are environmentally or economically
infeasible or that the proposed desalination/water exchange system is environmentally or
economically preferred.

Air Quality:

The applicant did not provide the permit application to the San Joaquin Valley Air Pollution Control
District by September 25, 2006, and did not provide verification that the permit application fees had
been paid or that the application had been deemed complete.

The status of the emission offset package provided in the AFC Update is inconsistent and unclear.

The U.S. Environmental Protection Agency’s (EPA) comments on the use of Pre-1990 Emission
Reduction Credits (ERC) have not been fully addressed with properly substantiated information
regarding ERC Reasonably Available Control Technology (RACT) adjustment consistency. The AFC
update materials are inconsistent regarding the use or non-use of Pre-1990 ERCs.



ATTACHMENT A

Technical Discipline: Biological Resources

» Update the Biological Assessment (BA) and submit a copy to USFWS. Provide an
anticipated schedule for completion of the Biological Opinion (BO).

Contrary to the order, the applicant has not updated the Biological Assessment (BA) for
submittal to the U. S. Fish and Wildlife Service (USFWS) and has indicated it will not do so
until ‘CEC staff's approval’ recommendation of the Update submittal occurs. The content and
format of a revised BA is subject to USFWS guidelines and an acceptable BA revision may
not be attained by simply submitting the approved AFC Update as suggested by the
applicant. Project scheduling could be seriously affected if the BA is delayed. The applicant
has also not provided the anticipated schedule for the Biological Cpinion (BO). Issuance of a
BO by the USFWS is tied to the completion of a suitable BA. While the applicant has
indicated that they have resumed communication with the California Department of Fish and
Game and the USFWS, staff has not been informed about the nature and outcome of this
interaction.

Technical Discipline: Transmission System Engineering

e Detailed descriptions, drawings and one-line diagrams of the new inferconnection facilities
and terminations to the existing grid (including preliminary environmental impacts for the
new line if necessary).

The AFC Update did not include a description and complete electrical one-line diagram of the
230 kV Avenal Energy Project (AEP) Switchyard showing details of breakers (for generators
and interconnecting 230 kV transmission line), bus arrangements and disconnect switches
with their respective ratings.

With regards to the expansion of Pacific Gas and Electric's (PG&E) Gates substation, the
AFC Update did not provide a description and necessary drawings (pre and post-project) of
the expansion with arrangements of buses, termination breakers and disconnect switches in
an electrical one-line diagram. The submittal did not state if the expansion could be done
within the existing fence line of the substation.

» Submit the System Impact Study (SiS) or Facility Study (FS) previously completed for the
new transmission line. If the studies submitted are not based on 2009 system conditions
(to conform to changed on-line date) the applicant must provide review letters from PG&E
and the CA ISO verifying the validity of the SIS or FS for 2009 system conditions.

The applicant did not submit a supplemental SIS based on a 2009 on-line date, which is the
expected first year of operation. Since the supplemental study dated April, 2003 is not based
on the 2009 on-line date, the applicant was required to provide a new revised SIS based on
2009 system conditions or submit review letters from PG&E and the CA ISO verifying the
validity of the submitted SIS for 2009 system conditions. Neither the revised SIS nor the
review letter were provided.



Technical Discipline: Water Resources

e Include a discussion of how applicant will comply with Energy Commission policy which
prohibits the use of fresh inland water for power plant cooling except in the limited
circumstance where it is demonstrated that the use of other water supply sources or
methods of cooling would be environmentally undesirable or economically unsound.

The AFC Update states that the revised project will: “use desalinated Pacific Ocean water for
cooling. The water supply will be obtained from one of two desalination facilities owned by
Poseidon Water, LLC (Poseidon). Through water exchanges, the Kern County Water Agency
(KCWA) will deliver the project water supply. This supply will meet the Project’s average
annual and peak daily water demand and will be delivered via the San Luis Canal and the
City of Avenal turnout adjacent to the site. The Project proposes to bring a new supply of
water to Kings County, for its operations, without impacting the water supply in the
surrounding area.”

The above paragraph is the only information provided on this new proposed water source,
The discussion is inadequate, failing to discuss the physical, environmental, and economic
elements of the proposal. The AFC Update does not provide an explanation as to how the
proposed desalination/water exchange system complies with Energy Commission water
policy. In the 2003 Integrated Energy Policy Report (Public Resources Code, Div. 15,
Section 25300 et esq.), the Energy Commission adopted a policy stating it will approve the
use of fresh water for cooling purposes by power plants it licenses only where alternative
water supply sources and alternative cooling technologies are shown to be “environmentally
undesirable” or “economically unsound.” The AFC Update does not demonstrate that other
alternatives (such as reclaimed water or dry cooling) are economically infeasible or that the
proposed desalination/water exchange system is environmentally or economically preferred.

e Evaluate all alternative water sources and cooling systems in accordance with current
water use policy which prohibits the use of fresh inland water for power plant cooling
except in the limited circumstance where it is demonstrated that the use of other water
supply sources or methods of cooling would be environmentally undesirable or
economically unsound. Include a thorough analysis of the feasibility/availability of dry
cooling and recycled water options, including agricultural irrigation return water.

The economic and environmental infeasibility of using dry cooling in combination with an
alternative local water source (recycled or brackish water) was not established by the
applicant in the September 25, 2006 filing. Nor does the submitted AFC Update provide
sufficient information for staff to evaluate the reliability of the proposed use of desalinated
Pacific Ocean water exchanged for surface water. The two desalination facilities the
applicant refers to have not yet been built, so staff believes that their future availability is
speculative.

Technical Discipline: Air Quality

The major and minor air quality information adequacy issues determined from the review of
the September 25, 2006, AFC Update are provided below, followed by a discussion of
correspondence and submittals provided after September 25™ and their effect on information
adequacy.



Major Issues
San Joaquin Valley Air Pollution Control District

e San Joaquin Valley Air Pollution Control District (SJVAPCD) Application Package —
Applicant must submit all information necessary for the SUIVAPCD to complete a
Determination of Compliance, verification that permitting fees have been paid, and that
SJVAPCD has determined that the application is complete.

The applicant did not provide the permit application to the District by September 25, 2006,
and did not provide verification that the permit application fees had been paid or that the
application had been deemed complete in the AFC Update.

Emissions Offset Package

¢ Emissions Offset Package — If the applicant proposes to use pre-1990 offsets, include
discussion of whether such offsets are consistent with U.S. EPA recommendations for
Reasonably Available Control Technology (RACT) adjustment. If the applicant is
proposing inter-pollutant trading of offsets, offset calculations must be updated to include
current regional emissions and ambient conditions.

The status of the emission offset package as provided by the applicant in the AFC Update is
inconsistent and unclear. The AFC Update air quality section text and main air quality section
text removed all of the pre-1990 VOC ERCs and all SO, credits from the offset package,
while Attachment 6.2.3 retains the pre-1990 VOC credits and the SO, credits that were
deleted from the AFC Update and main air quality section. None of the ERC lists properly
update the District ERC certificate numbers, which have changed in the intervening years.
The RACT adjustment compliance discussion for the three Pre-1990 VOC ERC sources
(from a single plant shutdown} was not provided, as required.

Response to U.S. EPA Comments

e Response to U.S. EPA Comments — Discuss what changes have been made to the
proposed project to respond to comments made by U.S. EPA regarding the use of pre-
1990 offsets, the proposed use of interpollutant trading, and the BACT analysis. If
changes were not made in each of these areas, please explain why.

The AFC update provides an adequate response to EPA’s previous comments regarding the
project’'s BACT emission levels, source testing and definition of startup. However, as noted
above, EPA’s comments on the use of Pre-1990 ERCs have not been fully addressed in
Appendix 6.2.3 with properly substantiated information regarding ERC RACT adjustment
consistency, and as noted above, the AFC update materials are inconsistent regarding the
use or non-use of Pre-1990 ERCs.

Minor Issues
Environmental Setting Update

e Environmental Setting — Baseline descriptions must include most up-to-date status of
aftainment, emission inventory, and ambient conditions for calculation of impacts.
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Regional atmospheric studies or an updated emission inventory and ambient conditions
must be used in the formulation of appropriate inter-poliutant trading ratios for offsets.

PMZ2.5 standards were promulgated after the submittal of the original AFC in 2001.
Additionally, the federal ozone standard was revised and certain poliutant attainment status
described in the original AFC has changed. While PM2.5 ambient data was provided, the
AFC Update did not identify the San Joaquin Valley Air Basin’s federal and state
nonattainment status for PM2.5. Additionally, the discussion of the federal ozone standards
was not updated to note the revocation of the 1-hour standard and implementation of the 8-
hour standard, and the carbon monoxide attainment status described on page 6.2-8 was not
updated.

Emissions Offset Package

e Emissions Offset Package — If the applicant proposes to use pre-1990 offsets, include
discussion of whether such offsets are consistent with U.S. EPA recommendations for
Reasonably Available Control Technology (RACT) adjustment. If the applicant is
proposing inter-pollutant trading of offsets, offset calculations must be updated to include
current regional emissions and ambient conditions.

The AFC update does not provide inter-pollutant offset calculations that have been updated
to include current regional emissions and ambient conditions. The applicant stated in the AFC
Update that information needed to update these calculations does not exist; however, this
assertion has not been documented or approved by the District.

Direct and Cumulative Impacts

o Direct and Cumulative Impacts — If there have been any changes to source characteristics
since 2001, ambient background conditions, or cumulative sources (within a 6-mile
radius), applicant must remodel and recalculate project impacts.

The Avenal project source characteristics, namely the carbon monoxide, nitrogen dioxide,
and sulfur dioxide emissions from the gas turbines and the auxiliary boiler have been revised.
An update to the modeling impact results was performed through recalculating by scaling the
old modeling results using the turbine emissions rather than remodeling. However, while
conservative, this approach does not meet the clear requirement of remodeling and
recalculating to account for the changes to the source characteristics, and is not technically
accurate because the project includes multiple sources that did not have identically scaled
emission revisions, so scaling of the total impacts for these three pollutants would not
correctly delineate the effects of the variable emissions changes from all of the project’s
emission sources.

Additionally, the Applicant did not provide the discussion and analysis of cumulative impacts
required by the order. The applicant should have provided documentation from the San
Joaquin Valley Air Pollution Control District (SJVAPCD or District) that there were no
cumulative sources so no cumulative modeling analysis is necessary, or the applicant should
have provided information on those cumulative sources along with a cumulative modeling
analysis. The applicant did note that they requested updated cumulative source information
from the District on August 9, 2006 but had not received a response in time for the AFC
Update.



Best Available Control Technology (BACT)

e BACT - If NOx and VOC levels have not been updated to ensure consistency with current
BACT requirements, include discussion explaining why this was not done.

Emission inventory was updated to account for changes in Best Available Control Technclogy
(BACT) emission levels for the gas turbines; however, an update to account for the District's
BACT requirement to use ultra-low sulfur fuel in the diesel engines was not provided.

Post-September 25 Submittals and Correspondence

Air Permit Application — October 4, 2006

The air permit application, dated October 2, 2006, was received by the District on October 4,
2006, and was found to be incomplete.

Staff Correspondence with Applicant's Air Quality Consultant — October 11, 2006

Energy Commission Contractor Staff discussed the offset package inconsistencies with the
applicant’s air quality consultant, Sierra Research, and was told that the offset package ERC
sources had not changed from those proposed in the 2001 PDOC.

Air Permit Application Additional information — October 26, 2006

Additional information to support the air permit application was submitted to the District on
October 26, 2006. This information was provided to the Energy Commission on November
15, 2006.

This additional permit application information provides the following items found to be missing
or deficient in the September 25, 2006 AFC Update:

Clear and adequate emission offset package

Discussion of ERC RACT adjustment compliance for pre-1990 ERCs
Updated BACT information for the diesel engines

Updated LORS compliance information for the diesel engines

The air permit application also included subsequent revisions to the turbine emissions and
revised turbine screening level modeling results. The applicant reduced the proposed turbine
PM10 emissions to currently accepted levels for 7F gas turbines, which in turn allowed the
offset package to remain sufficient considering the changes in District policy regarding the
addition of interpollutant offset ratios and distance ratios.

Staff Correspondence with District — as of November 13, 2006

Staff has been in regular correspondence with the District's permit services manager since
early October 2006. It was the District that indicated that the permit application was received
on October 4", as the applicant did not provide the Energy Commission a copy of the
October 2™ submittal to the District. The permit application status as of November 13" was
incomplete pending an update of the engine emissions provided on page 6.1-1.4 of the
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October 26 applicant submittal, which does not meet District BACT requirements. The District
anticipates that the application will be deemed complete after the submittal of this updated
engine emissions information.

The District has stated that the permit fees situation will not be resolved until the AFC status
is confirmed by the Energy Commission. Assuming the current AFC (01-AFC-20) goes
forward then the applicant does not have to pay any fees at this time and will pay later based
on District staff hours and other accrued costs.

The District has indicated that they will address any corrections needed to update the
interpollutant offset calculations and will assess whether revisions to the operating emissions
modeling analysis are needed during the permit process.

Staff Correspondence with District — as of November 20, 2006

The District has determined that the Avenal application is complete. It expects to issue a
completeness letter by November 22, 2006.
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