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protocols for quantifying emission reductions.  This will complicate Pennsylvania's task of
preparing an Open Market Trading Rule.

The Small Business Compliance Advisory Committee will review the proposed rule.  The
committee is composed of four small business owners, representatives of the Sierra Club, the
Pennsylvania Department of Commerce, the Department of Environmental Programs, the
Chamber of Commerce and other individual participants.

(a) Impact of program’s eligibility requirements on small businesses.

Until the rule is formally drafted, it is not known whether the emission-trading program will
allow the trading of shutdown and curtailment credits, or whether a size standard for
participation will apply.  In comments to EPA's proposed OMTR, Pennsylvania stated its
agreement with EPA's OMTR requirement that shutdowns and curtailments "should not be
creditable actions...only a source's positive actions should create credits in the OMTR."

(b) How small businesses learn about the program.

The Small Business Compliance Advisory Committee employs a contractor.  Once the emission-
trading program is in place, the contractor will publish a relevant article in the committee's
newsletter.  Seminars, mailings, web sites, and bulletin boards will be used to publicize the rule
and to inform small businesses as to the rule’s affect on them.  The contractor’s mailing list will
include a small business inventory as well as individuals that have inquired about the program.17

(c) The extent of usage by the small business sector.

It is not clear how often the small business sector will use the emission-trading program being
developed in Pennsylvania.  The DER is aware that some protocols can be made simple enough
to keep the cost of generating an emission reduction credit within the reach of small businesses. 
However, the DER is also on record as opposing the benefit to small businesses of using
shutdowns and curtailment in emission trading.

                    
17 Scott Kepner of the Pennsylvania Department of Environmental Programs Bureau of Air Quality
Compliance and Enforcement is on the Small Business Compliance Advisory Committee.



Jack Faucett Associates/530 Final Report February 2002

SBA Office of Advocacy 35 Emission Trading for Small Businesses

8 PROPOSED INTERSTATE EMISSION TRADING

Many non-attainment areas for ozone and other pollutants (such as fine particulates and haze)
find that even after substantial reductions of all local ozone precursors, the area remains non-
attainment.  The reason is that ozone and its precursors, NOx and VOC, can be transported for
hundreds of miles.  Numerous days of ozone non-attainment in San Diego and the Eastern Desert
area in California occur for this reason.  Likewise, downwind areas in the Great Lakes and the
East Coast regions north of Virginia, cannot solve their ozone problems without help from
upwind areas.

The CAAA, as previously noted, address ozone issues by creating an Ozone Transport Region
composed of Maryland, Delaware, New Jersey, Pennsylvania, New York, Connecticut, Rhode
Island, Massachusetts, New Hampshire, Vermont, Maine, the northern portion of Virginia, and
the District of Columbia.  Within this region, even areas that do not themselves experience
NAAQS ozone violations must require emission offsets from new and expanded sources of VOC
and Nox.  Other guidelines, not normally required for attainment areas, must also be followed.

The attention to NOx emissions throughout the OTR is a new development.  In the past, ozone
SIPs have focused on the reduction of VOC only.  With respect to acid rain, the emphasis has
been on SOx reductions.  NOx emissions nationwide actually increased from 1983 to 1993,
according to EPA's Trend Reports.18  Hence the CAAA represents two major changes to ozone
reduction strategy.  These changes are (1) emission controls in attainment areas because of their
impact on far-away non-attainment areas, and (2) equal treatment of NOx and VOC unless given
dispensation by the Administrator of EPA.

The CAAA established the Ozone Transport Commission (OTC) to implement the NOx

reduction strategy.  The OTC formally adopted the September 1994 Memorandum of
Understanding (MOU).  This calls for all utility and large industrial combustion facilities to make
major NOx reductions, during ozone season, by 1999 and again by 2003.  These reductions would
be achieved by first establishing the 1990 baseline emissions for the affected sources and then
estimating the aggregate reductions needed by 1999 and 2003.  The collected data would then be
used to establish emission caps for each affected source.  Sources could buy or sell allocations to
meet actual emission requirements every ozone season.

Two interstate associations, the Northeast States for Coordinated Air Use Management
(NESCAUM) and the Mid-Atlantic Regional Air Management Association (MARAMA) formed

                    
18 U.S. EPA, OAQPS, National Air Quality and Emission Trends Report, 1993, October 1994.
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a NOx Budget Task Force.  The task force developed a model rule to implement the program
defined by the MOU.  They presented the rule in late 1995.  The rule represents a consensus
among the participating states on the issues involved in MOU implementation.  The model rule
will guide individual states as they develop state programs to implement the NOx Emission
Budget Program.

The NOx Budget Program Model Rule developed by NESCAUM/MARAMA is described in the
following section.  One issue remains unresolved; namely the relationship between the NOx

Budget and SIPs.  The program’s introduction addresses the interaction between the NOx Budget
and proposals for open market trading rules.  The NESCAUM/MARAMA Emissions Trading
Demonstration Project, which advances the concepts and practices of open market trading were
to have discussed this issue.  However, their Phase III report issued by the Emission Trading
Demonstration Project19 is silent on the subject.

Interstate emission trading program development has increased.  As the NESCAUM/ MARAMA
Model Rule neared completion, another organization, the Ozone Transport Assessment Group
(OTAG) started developing a broad interstate trading framework for emission reduction credits
between sources of ozone precursors.  The OTAG was charged by the EPA with implementing
the CAAA, with respect to ozone, in the thirty-seven states east of the Mississippi.  Also, the
Western Governor's Association has announced its Air Quality Initiative to develop a regional
approach.  The approach, which is based on the cap and trade concept, would control the
precursors to fine particulates and haze.

The final section of this report discusses NESCAUM's NOx Budget Program Model Rule.

Program 9: Northeastern States for Coordinated Air Use Management (NESCAUM)/Mid-
Atlantic Regional Air Management Association (MARAMA) NOX Budget Program Model
Rule

As discussed above, the NOx Budget Program Model Rule is intended to facilitate region-wide
NOx reduction required for regional non-attainment areas to meet the NAAQS.  Many sources
affected by the budget are not in non-attainment areas.

The budget program involves the following steps:

• Preparation of an emission baseline for 1990 by OTC.  This was completed.

                    
19 NESCAUM/MARAMA, Emissions Trading Demonstration Project, Phase III, Summer 1996.
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• The OTC allocation of emission allowances for 1999 and 2003.  Emissions were
allocated to each state.  Each state will now be responsible for the allocation of allowable
emissions to specific sources in the state.

• Emission limits by the state for each targeted source during the ozone season (May
through September).  These limits are to be less than, or equal to, the allowances they
hold for the season.  One allowance equals one ton of NOx.

• Emission allowance trading between sources.  This is referenced in the Model Rule as
"cap and trade."

• Source monitoring and annual reporting of emissions.  During a reconciliation period
(October though December) sources may trade for additional permits needed to match
their emissions if such permits are available.

• Penalties plus allowance reductions equaling three times the violated amount if a source's
emissions exceed its allowances.

• Surplus allowance banking at the end of an ozone season for use in the next season.  The
OTC will control the use of banked emissions by raising the ratio of allowances to
emissions to 2 to 1 when the total of banked emissions exceeds ten-percent of the total of
annual emission allowances.

In addition to these established principles, the Model Rule also addresses issues for further study.
It is believed that the rule should contain language functionally linking the NOx Budget Program
to other emission trading programs, such as open market trading programs.  Also, it is felt that
the program should include sources outside the OTR.  Lastly, the program should permit non-
utility parties, who implement energy savings, to obtain allowances for their creation of emission
reductions.

(a) Impact of program’s eligibility requirements on small businesses.

The program is limited to utility and large industrial combustion facilities that have decreased
NOx emissions beyond the amounts required for RACT.  It is unlikely that small businesses will
be able to participate in the program except by possibly creating energy savings as non-utility
parties.  Since the OTC has not addressed this issue, it is not clear what opportunities will be
available.
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(b) How small businesses learn about the program.

The means have not been established for small businesses to receive information, even if the
program is shown to provide them with opportunities.

(c) The extent of usage by the small business sector.

Given the lack of clear evidence regarding small business participation, their potential use of the
program is judged to be small or non-existent.  However, there is a slight possibility that small
businesses could benefit from and would participate in energy saving programs.  These programs
would allow them to earn allowances they could sell to large entities directly affected by the
program.
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9 CONCLUSIONS

The potential exists for emission trading programs to benefit small businesses in their roles as
buyers and sellers.  However, one question still needs to be addressed: To what extent are these
programs utilized, either currently or prospectively?

Many people were interviewed for this study.  Of that group, only those involved in the recently
inaugurated open market trading system in Michigan, envision small businesses reaping major
benefits.  They foresee that small businesses could create DERs by installing more stringent
emission controls.   Those DERs could then be sold to large businesses.  Other programs see
small businesses as ERC suppliers, but only as a result of shutdowns or production curtailments.

Opportunities for small businesses (or any other group) to benefit as ERC purchasers are few.  In
regions with bad air quality, small businesses are required to purchase ERCs to offset new
emissions.  Since this participation is a requirement and not voluntary, it cannot be counted as a
trading benefit.  Rather, it is a method of meeting the air quality goals of small businesses.  The
RECLAIM program in the SCAQMD, is one program in which small businesses can purchase
ERCs.  Another program in which this is possible, is the open market trading rule in Michigan. 
Pennsylvania’s proposed rule will also permit small businesses to purchase ERCs.

Transaction costs will hamper small business participation in emission trading.  Most NSR rules
impose high transaction costs on any ERC provider.  Indeed, many protocols for open market
trading rules are not yet developed.  Therefore, small businesses seeking to use these systems are
forced into creating protocols.  Complicated protocols can be costly to small businesses. 
Michigan and Pennsylvania are aware that simple protocols will appeal to small businesses.

Emission trading is still in the nascent stage.  The potential benefits to small businesses exist, but
rules and protocol development will determine whether emission trading is boon or bust for
small businesses.


