STATE OF CAL.Iil:ORNIA - THE RESOURCES AGENCY ’ ARNOLD SCHWARZENEGGER, Governor

CALIFORNIA ENERGY COMMISSION

1516 NINTH STREET
SACRAMENTO, CA 95814-5512
WWW.ENergy.ca.gov

May 7, 2009
Mr. Donal O'Callaghan DOC K ET
Director of Light & Power 06-AFC-4
City of Vernon
4305 South Santa Fe Avenue DATE MAY 07 2009
Vernon, California 90058 RECD. MAY 08 2009

Dear Mr. O’Callaghan:

Subject: Status of your Application for Certification and Schedule for Obtaining
Needed Air Quality Offsets

The Application for Certification (AFC) for the Southeast Regional Energy Project
(06-AFC-4) was filed with the Energy Commission on June 30, 2006. The AFC states
that the City of Vernon is proposing to use the South Coast Air Quality Management
District's (SCAQMD) Priority Reserve Credit program to offset the-proposed generation
facility’s criteria air pollutant emissions. However, the Priority Reserve program is no
longer available to power plants. On March 31, 2009 the SCAQMD sent a letter to the
City denying its application for a Title V Permit to Construct.

Consequently, it is uncertain as to whether your project will soon have a clear path
forward to obtain the necessary emission reduction credits to mitigate project impacts
and to allow for eventual certification by the Commission. Since the project as proposed
may not have sufficient offsets without use of the Priority Reserve, the staff believes the
City of Vernon should provide information that indicates how the project can be licensed
and why the Commission should continue to process the application. Upon receipt of

" your response staff will determine if further work on the project is warranted at this time,
or due to the SCAQMD decision and letter, whether it would be appropriate to ask the

. project siting committee to suspend or terminate the project until such time as there is a
clear path forward to certification.

Background

In August 2007, the SCAQMD amended its Priority Reserve Rules by establishing air
quality and economic criteria that allowed these offsets to be purchased from the
Priority Reserve program for new power plants licensed by the Energy Commission.
The SCAQMD, under Rule 1309.1, limited these power plant credits, requiring
developers to have a one-year power sales contracts and a license from the Energy
Commission to construct their facility before the SCAQMD Board would release any
credits for that facility. Plants being proposed by municipal utilities were allowed only
enough credits to build projects that would serve their native load. Alternatively, they
would also be considered for credits if they had a signed long term contract with
Southern California Edison or San Diego Gas & Electric, or they could apply for a Board
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waiver of the contract requirement. The SCAQMD also limited the total amount of new
electricity generating capacity that could access Priority Reserve credits to no more
than 2,700 megawatts.

[

The SCAQMD Priority Reserve Rule was challenged in Superior Court and in July 2008,
the court decision found the air district's environmental analysis for the rulemaking was
inadequate under the California Environmental Quality Act (CEQA). The court’s decision
concluded that a legally sufficient environmental document would require significant
new analysis. To date, there is no indication that the SCAQMD will commence another
rulemaking to cure the deficiencies the court found in the environmental document. As a
consequence, the SCAQMD is unable to issue any offsets for power plants in need of a
permit at this time. The SCAQMD is now working to modify its regulations to allow
permits for non-power plant facilities, but has no plans to develop new rules applicable
to power plants.

Your Offset Strateqy and Schedule

Before deciding whether to recommend suspension or termination of the application, the
staff wishes to extend you the opportunity to demonstrate that you have an effective
strategy and schedule for obtaining the needed offsets through valid programs. This
strategy should also include a plan to secure the applicable Determination of
Compliance (i.e., a Preliminary Determination) from the SCAQMD which identifies the
sources and timing of offsets. Staff will review your response and your schedule and
forward its recommendation to the Executive Director, and subsequently to the
Committee overseeing the licensing proceeding for your project. Please respond by
June 8, 2009.

If you have any questions regarding this letter, please feel free to call Eileen Allen,
Siting & Compliance Office Manager at (916) 654-4082 or contact her by e-mail at
eallen@energy.state.ca.us.

Sincerely,

MELISSA JONES
Executive Director
MJ/jcm

cc: Mohsen Nazemi, P.E., Deputy Executive Officer
South Coast Air Quality Management District
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APPLICATION FOR CERTIFICATION
FOR THE SOUTH EAST REGIONAL ENERGY

CENTER (FORMERLY CITY OF VERNON)

APPLICANT

Donal O'Callaghan
Director of Light & Power
City of Vernon

4305 So. Santa Fe Avenue
Vernon, CA 90058
docallaghan@ci.vernon.ca.us
rtoering@ci.vernon.ca.us

John Carrier, CH2M Hill
Environmental Consultant
2485 Natomas Park Dr., #600
Sacramento, CA 95833-2937
john.carrier@ch2m.com

APPLICANT'S COUNSEL

Jeff A. Harrison, City Attorney
City of Vernon

4305 So. Santa Fe Avenue
Vernon, CA 90058
jharrison@ci.vernon.ca.us

Michael Carroll,

Counsel for Vernon

Latham & Watkins

650 Town Center Drive,

20th Floor

Costa Mesa, CA 92626-1925
michael.carroll@Iw.com
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INTERESTED AGENCIES

City of Huntington Park

Att; Albert Fontanez,
Assistant Planner

6550 Miles Avenue
Huntington Park, CA 90255
afontanez@huntingtonpark.org

City of Maywood

Att: Felipe Aguirre &

*Paul Phillips, CAO

4319 E. Slauson Ave
Maywood Ca 90270
paul.phillips@cityofmaywood.com
felipe.aquirre@cityofmaywood.com

Christine Bucklin, P.G.
*Michel Iskarous. P.M.
Dept. Toxic Substances
Control

9211 Oakdale Ave.
Chatsworth, CA 91311
cbucklin@dtsc.ca.gov
miskarous@dtsc.ca.gov

Mohsen Nazemi

South Coast Air Quality
Mgmt. District

21865 E. Copley Drive
Diamond Bar, CA 91765-4182
mnazemil@agmd.gov

INTERVENORS

California Unions for

Reliable Energy

Marc D. Joseph &

Gloria D. Smith

Adams Broadwell Joseph

& Cardozo

601 Gateway Blvd., Ste. 1000
South San Francisco,
California 94080
gsmith@adamsbroadwell.com
mdjoseph@adamsbroadwell.com

Irwin Miller, President
Rite-Way Meat Packers, Inc.
5151 Alcoa Avenue

Vernon, California 90058
irwin@rose-shore.com

Communities for a Better
Environment

Bahram Fazeli

5610 Pacific Boulevard,
Ste. 203

Huntington Park CA 90255
bfazeli@checal.or

Communities for a

Better Environment
Shana Lazerow

1440 Broadway, Ste. 701
Oakland, CA 94612
slazerow@cbecal.org

Mothers of East L. A.
Lucy Ramos, President
P. 0. Box 23151

Los Angeles, CA 90023



INTERVENORS (Cont.)

Antonia Mejia
3148 Aintree Lane
Los Angeles, CA 90023

Miguel Alfaro

2818 East Guirado Street
Los Angeles, Ca 90023
Los Angeles City Council
District No. 14

Council Member Jose Huizar
200 N. Spring Street, Rm 465,
City Hall

Los Angeles, CA 90012
councilmember.huizar@lacity.org

Los Angeles City Council
Dist. No. 9

Council Member Jan Perry
200 N. Spring Street,

Rm 420, City Hall

Los Angeles, CA 90012
Jan.Perry@Iacity.org

Teresa Marquez, President
Boyle Heights Resident
Homeowners Association, Inc.
3122 East 3rd Street

Los Angeles, CA 90063

David Pettit & Tim Grabiel
Natural Resources
Defense Counsel

1314 Second Street
Santa Monica, CA 90401

dpettit@nrdc.org
tgrabiel@nrdc.org

Ellen Sandt,

Deputy Chief Executive
Howard Choy,

Division Manager,

Energy Management

Internal Services Department
clo Behnaz Tashakorian, Esq.
Allison Morse, Esq.

628 Kenneth Hahn

Hall Of Administration

500 W. Temple Street

Los Angeles, CA 90012-2713
btashakorian@counsel.lacounty.gov

ENERGY COMMISSION

JULIA LEVIN
Commissioner and
Presiding Member
jlevin@energy.state.ca.us

JAMES D. BOYD

Vice Chairman and
Associate Member
jboyd@energy.state.ca.us

Gary Fay
Hearing Officer
gfay@eneryg.state.ca.us

Mike Monasmith
Project Manager
mmonasmi@energy.state.ca.us

Jared Babula
Staff Attorney
jbabula@energy.state.ca.us

Public Adviser
publicadviser@energy.state.ca.us




DECLARATION OF SERVICE

I, April Albright, declare that on May 8, 2009, | served and filed copies of the attached
Status of Your Application for Certification and Schedule for Obtaining Needed Air
Quality Offsets. The original document, filed with the Docket Unit, is accompanied by a
copy of the most recent Proof of Service list, located on the web page for this project at:
[www.energy.ca.gov/sitingcases/cityofvernon]. The document has been sent to
both the other parties in this proceeding (as shown on the Proof of Service list) and to
the Commission’s Docket Unit, in the following manner:

(Check all that Apply)

FOR SERVICE TO ALL OTHER PARTIES:

v__ sent electronically to all email addresses on the Proof of Service list;

v by personal delivery or by depositing in the United States mail at Sacramento
California with first-class postage thereon fully prepaid and addressed as
provided on the Proof of Service list above to those addresses NOT marked
“email preferred.”

AND

FOR FILING WITH THE ENERGY COMMISSION:

v sending an original paper copy and one electronic copy, mailed and emailed
respectively, to the address below (preferred method);

OR
depositing in the mail an original and 12 paper copies, as follows:

CALIFORNIA ENERGY COMMISSION
Attn: Docket No.

1516 Ninth Street, MS-4

Sacramento, CA 95814-5512

docket@enerqy.state.ca.us

| declare under penalty of perjury that the foregoing is true and correct.

Original signed by
April Albright




