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June 16, 2014

Dave Warner

Deputy Air Pollution Control Officer

San Joaquin Valley Air Pollution Control District
1990 East Gettysburg Avenue

Fresno, CA 93726

Dear Mr. Warner,

Thank you for the opportunity to provide comments on your Preliminary Decision for a significant title
V permit modification and to issue an Authority to Construct (ATC) for installation of twenty-nine (29)
additional wine storage/fermentation tanks at the Bear Creek Winery facility located at 11900 N. Furry
Road, Lodi, CA (Project # N-1133555).

EPA has three primary concerns with the evaluation performed for this project. First, the analysis
provided in both Appendixes F and G of the evaluation assume that the only “achieved-in-practice”
level of control is what is stated in the 2009 version of the District’s BACT guidelines for Wine Storage
and Fermentation tanks. The evaluation does not consider or evaluate whether any additional control
level has been achieved in practice. Second, the “technically feasible” analysis provided includes several
assumptions that are not justified and are inconsistent with EPA’s Cost Manual guidance. These
assumptions led to increased cost-effective rates. Third, the evaluation incorrectly applies the definition
of Baseline Emissions found in Rule 2201 to determine the quantity of offsets required for this project.
A discussion of each issue is provided below. '

Evaluation of Achieved in Practice Controls

On May 5, 2014, EPA provided the District with a comment letter regarding the requirement to
adequately evaluate whether any control technology has been “achieved in practice” for wine
fermentation/storage tanks. In that letter, we expressed our concerns with the methodology and criteria
the District used to perform the achieved in practice analysis. For this proposed permit, the evaluation is
deficient because it relies on the achieved in practice determination, as stated in the District’s Best
Available Control Technology (BACT) Guideline 5.4.14, dated 10-6-2009 and provides no new analysis
to determine if any additional emission reduction controls have been achieved in practice. Therefore
EPA is requesting that the District revise the evaluation for this project to provide a complete achieved
in practice analysis, consist with the comments and guidance provided in our May 5™ Jetter.

Evaluation of Technically-Feasible Controls

While the District’s evaluation adequately identifies and ranks technically feasible control technologies
(Steps 1-3 in a top-down BACT analysis), the cost-effective analysis in Step 4 is flawed for several
reasons. First, it does not use the best cost data available for technically feasible controls identified for
the proposed project. For example, in estimating the capital investment costs of a thermal oxidizer, the
District uses a cost in 1999 dollars and then adjusts it to 2014 dollars by applying an average annual
escalation rate of 2.75%. No specific basis was provided for the 2.75% escalation rate. The District
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should use the most recent cost data available, and if necessary adjust those costs to current year dollars
using an appropriate cost index, such as the Chemical Engineering Project Cost Index. Generally it is the
responsibility of the applicant to supply project specific information as part of their application, and the
Districts responsibility to review and confirm this information.

EPA also notes that for the fermentation tanks, compared to the storage tanks, the District uses a
completely different methodology to calculate the cost of a regenerative thermal oxidizer unit. Given
these inconsistencies, EPA is requesting that the District obtain newer cost data for thermal oxidizer
installations and apply a consistent methodology for estimating overall costs. Second, there are several
deviations from the methodology in EPA’s Cost Manual. A 7% interest rate should be used for these
calculations, as this rate is both consistent with OMB guidance and provides consistency with other
permit actions being evaluated nationwide. Making this revision to the interest rate would change the
CRF from 0.163 to 0.1424 (assuming a 10 year equipment life). This will lead to a 13% reduction in the
annualized capital costs.

Under the Cost Manual methodology, “Owner’s Cost” is often not allowed, as it may double-count
engineering fees and contractors fees. Before it is included, the District must specify what is included in
these costs and ensure they are not double counted elsewhere. EPA believes a project contingency of
20% is too high, and a better estimate would be in the range of 10-15% of Total Capital Investment. In
addition, the evaluation does not provide any explanation as to what is covered by the project
contingency costs to ensure these are appropriate costs. Engineering costs are usually estimated as a
percentage of purchased equipment costs, (usually 10% or less) and not total direct costs. In addition,
these costs are not defined. The permit applicant should provide a basis for these estimates and what
actions/costs are specifically included.

The District’s evaluation of both condensation and absorption control technologies rely on previous cost
and operation estimates for a different wine fermentation and storage facility. The District uses the six-
tenths rule to determine size adjusted cost estimates for several types of equipment. In general this
estimation technique (six-tenths) should only be used when no other information is available to estimate
these costs. There can be a high degree of variability and uncertainty when applying the six-tenths rule
in this way and its use is generally considered acceptable only when cost estimates within plus/minus
20% are desired. Even with a study-level cost estimate, use of the six-tenths rule must be applied with
caution.

Another example is the District’s use of a 10 year equipment life for the waste fermentation tanks seems
to be arbitrary, and not based on the vendors persuasive estimates for a 25 year equipment life. The
evaluation should explain why the District chose only a 10 year equipment life when the equipment
vendor has stated it has an expected life of 25 years. For this project, a more accurate approach would
be for the source to obtain project specific control equipment and cost information from the control
equipment vendors. In this case, EPA notes that two separate control equipment vendors have provided
public comments on this project, providing more detailed cost information. A project specific cost-
effective analysis is always preferred when making a case-by-case BACT determination, which is
required for this project.

Third, on pages 10 and 11, and in Appendix E of the evaluation, the requirements and calculations
necessary to determine if the project will result in a Federal Major Modification (FMM) are laid out. The
evaluation states that the Net Emission Increase (NEI) for the project is 16,762 1b/yr of VOC and that
the project is thus “determined to be a FMM for VOC.” EPA notes that in the evaluation, the District



correctly notes that these are “new emission units in this project” and therefore the Baseline Actual
Emissions are zero. EPA believes this part of the evaluation correctly calculates the baseline emissions
and determines that the project will result in a FMM.

On pages 14 and 15 of the evaluation, the District lays out the offset calculations for this project; after
determining that the facility is an existing Major Source for VOC and the post-project stationary source
potential to emit (SSPE2) is greater than the offset thresholds specific in Rule 2201. The following
equation is provided to calculate the amount of offsets required:

Offsets Required (Ib/year) = (X[PE2 - BE] + ICCE) x DOR, for all new or modified emissions units
in the project,
Where,
PE2 = Post Project Potential to Emit, (Ib/year)
BE = Baseline Emissions, (Ib/year)
ICCE = Increase in Cargo Carrier Emissions, (Ib/year)
DOR = Distance Offset Ratio
and
BE = Pre-project Potential to Emit for:
 Any unit located at a non-Major Source,
« Any Highly-Utilized Emissions Unit, located at a Major Source,
« Any Fully-Offset Emissions Unit, located at a Major Source, or
+ Any Clean Emissions Unit, Located at a Major Source.

otherwise,
BE= Historic Actual Emissions (HAE)

EPA notes that the above definition of Baseline Emissions (BE), mostly summarizes the definition of
this term in Rule 2201, Section 3.7, but does not provide the specificity regarding the fact that for all the
units, except those located at a non-Major source, the unit must also have Specific Limiting Condition
(SLC). (Emphasis added) EPA has always understood that the District has interpreted this provision to
mean that if an existing emissions unit met any of these requirements, then the Baseline Emissions for
the existing unit would be its pre-project potential to emit. This interpretation is supported by the fact
that only existing units could already have a SLC. The baseline emissions for a new unit, which by
definition is not one of types of units listed, would then default to HAE, which are always zero for a new
unit, given that by definition a new unit has never operated and thus has never had any emissions. EPA
also notes that in the stated equation the abbreviation is for “PE2”, defined as Potential to Emit (as
indicated by the PE) and post-project (as indicated by the 2). This is different than the abbreviation of
“§SPE2”, which is defined as Stationary Source (SS) post-project Potential to Emit (PE2). Thus it is our
understanding that the amount of offsets required for new equipment must be based only on the
increased emissions, with no regard for the existing amount of emissions emitted or permitted (under a
SLC) for the facility (or group of emission units).

However, instead of applying the definition of BE as described above, the District’s evaluation refers to
Appendix C for discussion and states:

...potential emissions from wine tanks must be determined with consideration of the total tank
population at the facility. As established in District Project N-1100320, all tanks at this facility
meet the District' determination of achieved-in- practice BACT (and are thus Clean Emission



Units), therefore ¥BE is taken to be the pre-prbj ect Potential to Emit of all wine tanks at the
facility which is given by the existing Specific Limiting Condition on the permits.

First, EPA notes that there is no discussion in Appendix C. Instead Appendix C is simply a list of the
daily post-project potential to emit (PE2) for the fermentation tanks. In addition, there is no explanation
for the first statement, and EPA disagrees that the “potential emissions from wine tanks must be
determined with consideration of the total tank population at the facility.” Second, as discussed by EPA
above, Rule 2201 and the CAA' do not allow the consideration of existing emissions when determining
emission increases from new emission units. Therefore we believe that the amount of offsets required, as
calculated on the bottom of page 15 of the evaluation is incorrect and that the correct calculation should
be as follows, using the same equation provided above:

Offsets Required (Ib/year) = (X[PE2 - BE] + ICCE) x DOR

Where: PE2 = 16,762 1b/yr of VOC
BE=0
ICCE=0
DOR=1.5

Offsets Required (Ib/year) = 25,143 Ib/yr of VOC

In light of the issues discussed above, EPA is requesting that the District provide us with a revised
achieved in practice analysis (and if necessary a revised cost analysis) that addresses the issues raised
above for this proposal prior to issuing the ATC. We are concerned that the facility is subject to offset
requirements and that such offsets are currently not being required. The source must also provide the
necessary offsets, as calculated above, prior to the District issuing the ATC for this project. If you have
any questions, please contact Laura Yannayon at (415) 972-3534 or myself at 415-972-3 974, if you have
any questions related to this matter.

Sincerely,

Getardo C. Rios
Chief, Permits Office
Air Division

Enclosure
cc: Arnaud Marjollet, Director of Permit Services, SJV District

cc: Mike Tollstrup, CARB
cc: Matt Salazar, Enforcement Division, EPA

' See CAA Section 182(e)(2).



