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BEFORE THE | LLINO S PCLLUTI ON CONTROL BQARD

IN THE MATTER CF:

PROPCSED NEW 35 ILL. ADM CODE 217,
SUBPART W THE NOx TRADI NG PROGRAM
FOR ELECTRI CAL GENERATI NG UNI TS,
AND AMENDMENTS TO 35 I LL. ADM

CCDE 211 AND 217

held in the above-referenced title,

N N N N N

The foll owi ng proceedi ngs

MS. CATHERI NE F. GLENN, Hearing Oficer,

bef ore GEANNA M

RO1- 09
(Rul enmaki ng- Ai r)

wer e

hel d before

t aken

| AQUI NTA, CSR, a notary public

within and for the County of Cook and State of

I11inois,

West Randol ph Street,

Illinois, on the 26th day of Septenber,

2000,

schedul ed to conmence at 9:30 a.m

at the James R Thonpson Center, 100

Room 9- 031, Chi cago,

A D.,
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HEARI NG OFFI CER GLENN:  Good nor ni ng,

My nanme is Catherine @ enn, hearing

officer in this proceeding. |'d like to welcone

you here to this hearing being held by the

Illinois Pollution Control Board in the matter

of Proposed New 35 IIlinois Adm nistrative Code

217 Subpart W The NOx Tradi ng Program For

El ectri cal

Cenerating Units, and Arendnents to

35 IIlinois Adm nistrati ve Codes 211 and 217.

Present today on behal f of the

Illinois Pollution Control Board and seated to

ny left

is Dr. Ronald Flemal. Dr. Flemal is the

board menber coordinating this rul emaking.

Seated to Dr.

Flemal's left is Board Menber

Ni cholas Melas. Seated to Menber Melas' left is

his attorney assistant, Joel Sternstein. Seated

directly to nmy right, fromour technical unit,

i's Anand Rao,

Board Menber

court

ri ght

and seated next to M. Rao is

Marili MFawn, hi dden behi nd our

reporter, and seated to Menber MFawn's

is her

attorney assistant Bobb Beauchenp.

have pl aced copi es of the notice
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and service |ist

sign-up sheets on the table in

the back. Please note that if your nanme is on

L. A REPORTING (312) 419-9292

the notice |ist,

t he Board orders

you will only receive copies of

and hearing officer orders. |If

your nanme is on the service list, you wll

recei ve copi es of Board orders, hearing officer

orders, and any prefiled testinony that may be

filed.

Keep

inmndif your nane is on the

service list, you nust al so serve anything you

file with the Board with the nenbers on the

service list. Copies of the Board' s proposed

rule and the hearing officer order are also

| ocated on the table in the back

Al so

on the table in the back is a

letter fromthe Departnment of Community Affairs

-- Conmerce and

Community Affairs and a letter

fromthe Board to DCCA. On July 11th, 2000, the

II'linois Environnental Protection Agency filed

this proposal for rulenmaking to create 35

IIlinois Administrative Code Part 217 Subpart W

The NOx Tradi ng Program For El ectrica

Cenerating Units,

and Anendnents to 35 Illinois



22 Adnministrative Codes 211 and 217. On July 13th,
23 2000, the Board adopted for first notice the

24 Agency' s proposal

L. A REPORTING (312) 419-9292

1 Thi s proposal was published in the
2 II'linois Register on August 4th, 2000, at pages
3 11473 and 11493. Pursuant to Section 28.5(h) of
4 the Illinois Environnmental Protection Act, the
5 Board shal |l accept evidence and comments on the
6 econom ¢ i npact of any provision of the rule and
7 shall consider the economc inpact of the rule
8 based on the record.

9 Under Section 27(b) of the Act, the
10 Board shall request the Departnment of Conmerce
11 and Comunity Affairs, or DCCA, to conduct an
12 econom ¢ inpact study, or ECIS, on certain
13 proposed rules prior to adoption of those
14 rules. |f DCCA chooses to conduct the econonic
15 i npact study, DCCA has 30 to 45 days after such
16 request to produce a study on the econonic
17 i npact of the proposed rul es.

18 The Board nust make the econonic
19 i npact study or DCCA's expl anation for not

20 conducting the study available to the public at
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| east 20 days before a public hearing on the
econom ¢ i npact of the proposed rules. In
keeping with Section 27(b), the Board has

requested, by a letter dated August 1st, 2000,

L. A REPORTING (312) 419-9292

t hat DCCA conduct an ECIS for the aforementioned
rul emaki ng.

In addition to requesting that DCCA
conduct an ECI'S, the Board requested that DCCA
notify the Board within ten days after receipt
of the request whether DCCA intended to conduct
t he economi c inpact study. The Board further
noted that if it did not receive such
notification, the Board would rely on a record

-- on a letter from DCCA dated March 10th
2000, from DCCA as the required explanation for
not conducting the econom c inpact study.

The March 10th, 2000, letter from
DCCA notified the Board that DCCA woul d not be
conducti ng econom c i npact studies on rules
pendi ng before the Board because DCCA | acked
staf f and financial resources to conduct such
studies. The ten days for DCCA to notify the

Board have expired, and the Board has not
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received any notification fromDCCA that it wll

conduct an econom c inmpact study on the

above-referenced rul emaki ng.

Board will

Accordingly, the

rely on the March 10th letter from

DCCA as DCCA' s expl anation for not producing a

st udy.

L. A REPORTI NG (312) 419-9292

Copies of the letters fromthe Board and

to DCCA and a letter fromDCCA to the Board are

at the table in the back.

t heref ore,

The Board hol ds this hearing,

to conduct public coment on DCCA' s

expl anati on for not conducting an econom c

i npact study in this rulemaking and al so for the

pur pose of presenting testinony, docunents, and

comments by affected entities and ot her

i nterested parties.

person who testifies wll

i ke any ot her

to questioni ng.

Mor eover,

Li ke any other regul atory

regul atory hearing, any

be sworn and subj ect

this hearing will be

governed by the Board's procedural rules for

regul atory proceedi ngs. All

is relevant and not

Wl |

be adm tted.

i nformati on which

repetitious or privileged

Currently,

we have a third
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heari ng schedul ed for Tuesday, Cctober 10th,
2000 at 1:00 p.m in the Board' s hearing room on
the 11th floor of the James R Thonpson Center
It will be devoted to any Agency response to the
materials subnmtted at the second hearing

t oday.
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| intend to ask the Agency during

today' s proceedi ngs whether or not they wll,
i ndeed, request this third hearing. Let's see.
Bef ore taking testinony regarding the economc
i npact of the proposal, the Agency, | believe,
would like to say a few words regarding a notion
they intend to present a little later this
norni ng. So, perhaps, M. Kroack, if you'd Iike
to tell us about that notion, and after that we
will get started with hearing fromour wtnesses
who filed prefiled testinony.

M5. KROACK: Thank you. Good norni ng.
I''m Laurel Kroack with the Illinois EPA |
t hi nk nost of you know nme. |'mrepresenting the
Agency today in this matter. As nost of you,
|'"msure, are aware, on August 30th, 2000, the

United States Court of Appeals, the D.C
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Crcuit, issued an order extending the date for
full inplenmentation of the NOx SIP Call from May
1st, 2003, to May 31st, 2004.

USEPA has not issued any gui dance,
whet her formal or informal at this point in
time, to indicate howit intends to respond to

that order. In light of the order, though,

L. A REPORTI NG (312) 419-9292

10

IIlinois EPAis intending to submt an
additional rulemaking to the Board, probably on
Cctober 2nd.  That rul emaking will propose a
rate-based rule to address attai nnent for the
Metro East Nonattai nment Area, and it will have
a conpliance date of May 1st, 2003, to cover the
peri od between May 1st, 2003, and when t he NOX
SIP Call is effective.

The rate-based rule will affect the
sane class of units. However, it will be at an
em ssion rate of 0.25 pounds per nmillion Btu.

W have shared that rulenmaking with all of you
in the room W've had some -- | believe all of
you in the room have had sone di scussions on

it. W're fairly close to final, but we are not

quite ready to submt it at this point in tineg,
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probably next Monday. |If anything happens with
USEPA in the interim we nay propose changes to
that rule or changes to the rule we're currently
addr essi ng t oday.

Later today, and hopefully in a few
hours, we're going to submt a notion to anend.
That notion will address the conpliance date.

W'll nmove it from May 1st, 2003, to May 31st,

L. A REPORTI NG (312) 419-9292

11

2004. In that notion to anend, we will not be
adjusting at this point in time the allocations,
size of the conpliance suppl enent pool, or any
of those issues until we get further guidance
from USEPA on what it intends to do with those
matters.

The notion to anmend has sone ot her
housekeepi ng neasures, sone additional itens
that we've received, coments from several of
t he EGQUS about suggested | anguage changes t hat
we agree with, and we al so have a proposed
approval of the rule from USEPA that was
publ i shed in the Federal Register, and they've
rai sed a couple of issues that we intend to

correct with this notion as well.
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Just to be clear, we may be
suggesti ng additional |anguage changes in the
coment period if necessary, but we hope this
covers nost of them if not all of them and
that's all | have. Thank you.

HEARI NG OFFI CER GLENN:  Thank you,
Ms. Kroack. Before we get started then this
nmorning, | would like to ask if Board Menber

Flemal would Iike to add anyt hi ng?

L. A REPORTING (312) 419-9292

BOARD MEMBER FLEMAL: Wl cone everybody,
and | look forward to today's proceedi ng.

HEARI NG OFFI CER GLENN: What |1'd like to
do first is see if there's anybody who woul d
like to testify regarding DCCA' s | ack of an
econom ¢ inpact study. |If there is soneone who
would like to testify, please raise your hand,
and we will get you sworn in.

Ckay. Seeing that no one wants to
testify on DCCA's lack of an ECI S study, let's
get to the matter at hand then. W did receive
prefiled testinmony fromeight people. | would
like to have themtestify in the follow ng

order. After | read all of your nanes, let's

12
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get you all sworn in at the sane tine, and then

we can proceed accordingly.

The first witness today will

Shea from Goodwi n Environnental Consultants.

The second witness will be Joseph Darguzas of

CGoodwi n Envi ronnmental Consultants, M chael Menne

fromthe Ameren Corporation, Brian U baszewsk

fromthe American Lung Associ ation of

Met ropol i tan Chicago, M. Lenny Dupuis from

Dom ni on Environnental, followed by Derek

L. A REPORTING (312) 419-9292

Furstenwerth of Reliant Energy. Scott MIler

will follow him

Generation, and our |last witness today will

and he's from M dwest

Mary Schoen of Enron Corp.

be Tony

be

Pursuant to Section 28.5, prefiled

testinmony will be accepted into the record

wi t hout reading of the testinony at hearing

provided that the witness swears to the

testinony and is available for questioning.

Therefore, it's up to all of you individually

If you'd like toread it in, that's fine. |If

you'd like to sumarize your testinony, that

wel come as wel |,

what ever you are confortabl e

is

13
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doing. | would ask after you all are sworn in

and as you come up individually to testify that

you present a copy of your testinony if you have

it with you to ne and we will admt

read as an exhibit.

it as

So are there any questions, |

on any of that first of all? Al right.

if

guess,

Vel |,

let's begin. M. Shea, would you like to start

things this nmorning? 1'msorry. Could all of

you that are testifying first get sworn in, and

then we'll start with M. Shea.

L. A REPORTING (312) 419-9292

(Wtnesses sworn.)

HEARI NG OFFI CER GLENN:  Thank you.

M. Shea.

Cay,

MR SHEA: Hello. M nane is Tony Shea.

First, I'd like to thank you for allow ng ne

this opportunity to speak at today's hearing,

and just a correction, |I'mactually enployed by

ABB Energy Ventures of Princeton, New Jersey, as

proj ect manager, and Goodw n Environmental, they

are a consultant of ours who we had asked to

submt ny prefiled testinmony on ny behal f.

Thr ough our subsidiary,

G and

14
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Prairie Energy, our conpany is devel oping a 500
megawatt conbi ned cycle electric generating
facility in Bartlett, which is in DuPage County,
IIlinois. W're also considering future
devel opnent of additional units at the Bartlett
site, although no definite plans for such units
exist as yet. W currently project start-up of
our facility may occur during the second quarter
of 2003.

The recently issued | EPA
construction permt for Grand Prairie's Bartlett

facility provides for a maxi mum NOXx emi ssion

L. A REPORTING (312) 419-9292

rate of 0.017 pounds per mllion Btu when
burni ng gas and 0. 043 pounds per mllion Btu
when burning oil, both at maximumload. This is
far below the target average enission rate of

0. 15 pounds per mllion Btu for all budget

EGJs. Neverthel ess, we project that our May 1st
t hrough Sept enber 30th seasonal NOx emni ssions
for 2002 and for subsequent years nay be as nuch
as 90 tons and that we would be in conpetition
for allocation of the required NOx all owances

fromthe new source set-aside for the years

15
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2003, 2004, and 2005.

Previ ous testinony by Agency

Wi t nesses suggests that 50 or nore new power

pl ants may be conpeting for a share of the 1,535

al | onances avail able fromthe new source

set -aside for 2003, 2004, and 2005. Testinony

by Richard Bulley, Executive Director of MAIN,

at the August 23rd, 2000, Board hearing on

peaker plants indicates that additiona

generating capacity beyond that which presently

exists in the MAIN region is essential for

provi sion of reserve generating capacity margins

necessary for reliable service.

L. A REPORTING (312) 419-9292

W bel i eve the proposed nunber of

al | onances for new sources will fall far short

of what is needed to accommbdate this additiona

capacity. W recognize that the nunber of new

source set-aside allowances is limted by

statute to five percent of the total EGJ budget,

but we're al so very concerned about the

availability of sufficient allowances on the

open market as a reasonabl e and affordabl e cost

to neet the needs of all

new sources that wll

16
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have a need for them

If all owances are not avail able or
cannot be purchased at an affordable price, we
woul d be left at a serious conpetitive
di sadvant age and unabl e to produce the revenue
stream during the May through Septenber contro
peri od necessary to recover our investnent.

Equal Iy inportant, electric energy
custonmers in Illinois may see a supply shortage
during sunmer peak dermand periods if new y-added
generating capacity cannot be operated because
al | onances are not avail abl e.

W recommend, therefore, that the

Board nmai ntain the new source set-aside at the

L. A REPORTI NG (312) 419-9292

statutory maxi nrum and that the Agency seek

| egi sl ative approval to increase the nmaxi num new
source set-aside to a level commensurate with
need to neet the projected increasing demand and
to mai ntain adequate capacity reserve. The size
of the new source set-aside shoul d be what ever
is required to allow allocation to new sources
at the sanme ratio of allowances allocated to

al | ownances needed as is applicable to existing
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sources listed in Appendix F of proposed Subpart
w

W al so urge that the percent new
sour ce set-aside proposed by the Agency for 2006
and subsequent years be increased to the
statutory maxi mumw th a provi sion that any such
al |l onances not allocated to new sources be
distributed to existing budget EGJs on a pro
rata basis. This would help new EGJs conpete
with existing EGUs on a nore nearly |evel
playing field than provided in the Agency's
pr oposal

W al so question the fairness of the
Agency's proposal to charge a fee for all owances

all ocated fromthe new source set-aside for EQUs

L. A REPORTI NG (312) 419-9292

18

whi ch begin operation after January 1st, 2003,
whi ch exceeds what the Agency requires to
adm ni ster the NOX tradi ng program

As proposed, any fee revenue which
exceeds the Agency's cost for admnistering the
NOx trading programw ||l be distributed to
existing EGUs. This effectively results in new

EGUs being forced to subsidize the operations
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of their conpetitors in what is supposed to be a
free market for whol esale electrical power. It
is our contention that it is unreasonable and
unfair to place such a disproportionate cost
burden on new sources. The legislation allows,
but does not nmandate fees for new source

al | onances.

We urge the Board to reject this
part of the Agency's proposal or at least to
l[imt the fees to a | evel commensurate with the
Agency's administrative costs. Another concern
we have is that the Agency's proposal encourages
continued operation of old, conparatively
i nefficient EGUs because all ocation of
al | onances is based on historic heat input

rather than either future heat input or net

L. A REPORTI NG (312) 419-9292

19

electric output. A nuch nore environnentally
friendly approach would reward energy efficiency
by basing the allocation of allowances on net
generation or adjusting the allocations for net
heat rate so that conparatively efficient EGQUs
woul d receive nore all owances.

This woul d cause | ess reliance on
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ol der units and greater reliance on newer units
and would result in | ower aggregate em ssions of
not just NOx, but particulate matter, carbon
nonoxi de, sul fur dioxide, VOM and carbon

di oxi de as well.

W believe that with these changes
this would result in a nore equitable and
environnental |y sound programfor limting NOx
em ssions fromelectric generating facilities.
Thank you.

HEARI NG OFFI CER GLENN:  Thank you, M. Shea.
Bef ore we ask questions of you, could | ask that
you nmake a notion to have your prefiled
testinony adnmitted as an exhi bit, please?

MR SHEA: | nove to have ny prefiled
testinmony admtted as --

HEARI NG OFFI CER GLENN:  An exhi bit?

L. A REPORTI NG (312) 419-9292
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That's fine. Anyone object? The notion is
granted. |I'mgoing to get a copy of your
testinony. Do you have one? This will be
marked as Exhibit 30. At the Board's hearing on
August 28th, we already admtted Exhibits 1

through 29. Just give a nonent to mark this,
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and then we will have sonme questions.
(Exhibit No. 30 marked
for identification,
9-26-00.)

HEARI NG OFFI CER GLENN:  Ckay. Let's
see. Wiat I'd like to do is see if there are
any questions fromthe Board first of M. Shea
and then go to the Agency and then the nenbers
of the public that are present.

BOARD MEMBER FLEMAL: A clarification on
your own anticipated em ssions at Bartlett, that
is 90 tons for the ozone season is what you're
anticipating woul d be your --

MR SHEA: That woul d be the maxi mum

BOARD MEMBER FLEMAL: |t would be your
maxi mum It could be |less than that dependi ng
upon how much you need to run the facility?

BOARD MEMBER FLEMAL: That's correct.

L. A REPORTING (312) 419-9292

HEARI NG OFFI CER GLENN:  Anyone el se from
t he Board have a question for M. Shea?

MR RAO That 90 tons, is that a
permtted rate or an annual --

MR SHEA: The 90 tons is based on the

21
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permtted nunber, yes.

MR RAO And in your testinony you --
you know, your reference to cost allowances, you
said, you know, you'd Ilike it to be a reasonabl e
and af f ordabl e cost.

Has your conpany nmade any estinates
of what it thinks is a reasonable and affordable
cost for allowances?

MR SHEA: The fee for the all owances?

MR. RAG  Uh- huh.

MR SHEA: Wat we think woul d be
reasonabl e and fair would be no nore than what
is required for the administrative cost for the
Agency to handle this creating program

MR RAO Thank you.

HEARI NG OFFI CER GLENN:  Wbul d t he Agency
like to ask any questions of M. Shea?

MS. KROACK: W have no questions of this

wi tness. Thank you.

L. A REPORTING (312) 419-9292
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HEARI NG OFFI CER GLENN: Menbers of the
public? Ckay.
M5. MFAWN | have a question.

Based on your answer to M. Rao, if



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

1

2

3

the fees are limted to the Agency's

adm ni strative costs, then it will always be

cheaper to do your trading through the Agency?

MR SHEA: The problemthat we have with

the proposal as it stands is that any fees above

the costs required by the Agency woul d be

redi stributed back to the existing EGJs.

M5. MFAWN. So that's what the real

problemis?

MR SHEA: Yes.
M5. MFAWN:  Thank you.

HEARI NG OFFI CER GLENN:  Are there any

ot her questions of M. Shea this norning?

Seei ng none, M. Shea, thank you very nuch for

your testinony this norning.

MR, SHEA: Thank you.

HEARI NG OFFI CER GLENN:  Next we will hear

fromM. Darguzas, please. Good norning.

MR, DARGUZAS: Good norning. Menbers of

t he Board, Madam Hearing O ficer, Agency

L. A REPORTING (312) 419-9292

representatives, good norning, and thank you for

the tinme and courtesy of hearing us out today.

would Iike to ask that ny previously filed

23
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witten testinony be entered into the record,
and | also have a sunmary of the renmarks that
I'"d like to mark this norning that | would al so
like to ask be entered this norning as a public
comment .
HEARI NG OFFI CER GLENN:  That' s fi ne.
Let's do that now, if you don't m nd.
MR DARGUZAS: Do you mind if |
approach?
HEARI NG OFFI CER GLENN: Pl ease.
MR DARGUZAS: This is the prefiled.
HEARI NG OFFI CER GLENN: Ckay. W will
mark the prefiled testinony of M. Darguzas as
Exhibit 31 and we will mark the suppl enent al
testinony of M. Darguzas as Public Conment No.
2.
(Exhibit No. 31 marked
for identification,

9- 26- 00.)

L. A REPORTING (312) 419-9292

(Public Comment No. 2

marked for identification,
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9-26-00.)

MR DARGUZAS: Does that nean | have to
try harder?

HEARI NG OFFI CER GLENN: M. Darguzas, |
woul d ask that you woul d send a copy of this
public comrent to everyone on our service |list.

MR DARGUZAS: Yes, nma' am

HEARI NG OFFI CER GLENN:  Thank you very
much. Pl ease begin.

MR DARGUZAS: |1'd like to just summari ze
a few of what | believe are key points that |
would like to bring forward for your attention
My nane, again, is Joe Darguzas. |'man officer
with a newy forned conpany cal |l ed EnviroPower.
W' re headquartered in Lexington, Kentucky, but,
in fact, have a project going through the
permtting process in southern Illinois.

I'"d like to distinguish our project,
per haps, from sone of the other gas turbine
conbi ned cycle units that are kind of the rage
here in lllinois at this tine. W are proposing

to build a solid fuel, in fact, coal waste -

L. A REPORTI NG (312) 419-9292

primarily coal waste fired circulation fluidized
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bed in central Illinois. 1In addition to neeting
all of the best available control technol ogy air
em ssions, our project will also elimnate a
solid and a water waste problemthat exists in
and around coal mines. W wll use the refuse,
the coal refuse and the coal tailings that were
produced in the coal cleaning process, perhaps,
as long as 50 years ago as our fuel source for
our project.

Wth that introduction, |I would I|ike
to, again, highlight a fewitens of confusion
that | have about the proposed rule. | don't
under stand why the Agency seens to be favoring
the existing or the so-called Appendi x F
generating units in this rulemaking. This and
what | woul d consider the nore restrictive new
source set-aside program proposed by the Agency
will hurt small start-up conpanies |like
Envi r oPower .

| really strongly believe that
Agency rul emaki ng shoul d not shift economc
devel opnent opportunities to other parts of the

country by inposing rules that are nore
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stringent than those bei ng proposed or being
considered in the states contiguous to
Illinois.

Just to give an exanple of, again,
why | believe that our clean coal fluidized bed
t echnol ogy deserves special consideration is
that our uncontrolled NOX emssions will be
about .2 pounds per nillion Btu, which is |ower
than all of the existing generating unit sources
listed in the Agency's technical support
docunment. W are proposing SNCR s contro
technol ogy and our target NOx emi ssion with SNCR
on a solid fuel waste fuel whole refuse plant is
about .07, which, again, puts us anong the best
of the best in the Agency's technical support
docunent .

To be a little nore specific, our
project is scheduled to start up about the sane
time as the ozone season in 2004. Based on
advi ce that we've received fromthe Agency, our
air permt application is suggesting a testing
program where we will try to denonstrate
sust ai nabl e NOx emi ssion |evels no greater

than .12 pounds per mllion and perhaps as | ow

L. A REPORTI NG (312) 419-9292
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as the .07 nunber that | just nentioned.

| presune that the Agency will then
nmake the nunber we denonstrate our permt
[imt. If | understand the rules correctly, in
a matter of only a few years after we
denonstrate the | owest possi ble NOx em ssion
| evel s that we can achieve, we'll only be
granted al |l owances that are about half of what
we' ve just denonstrated as the best we can do.
That seens to me to be unfair on its face. W
woul d rather support -- we do support and we'd
rather see a rul emaking that would either grant
us al l owances based on the .15 pounds per
mllion Btu that EPA i s suggesting or our
permtted NOx | evel, whichever is |ower, but not
to then -- then to cut us in half after we've
denonstrated the best that we can possibly do.

Thank you very much for hearing ne

out this norning.

HEARI NG OFFI CER GLENN:  Thank you, M. Darguzas.

MR DARGUZAS: Joe woul d be fine.
HEARI NG OFFI CER GLENN:  Are there any
questions for our witness fromthe Board this

nor ni ng?

L. A REPORTI NG (312) 419-9292
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BOARD MEMBER FLEMAL: Let ne just try to
clarify those nunbers that you're talking about
interns of the emssions in the units of tons.
In your prefiled testinmony, Exhibit 31, you say
that your expected seasonal NOXx emi ssions is
1,100 tons.

MR, DARGUZAS: Approximtely, yes, sir.

BOARD MEMBER FLEMAL: And is that the
figure that's already hal ved that you speak of,
or do you anticipate that the allocation woul d
actually be half of this 11007

MR DARGUZAS: As best | can recall, that
number is based on the before half number. It's
based on the .12 pounds per mllion.

BOARD MEMBER FLEMAL: So 550 tons over
the season is what you're anticipating?

MR DARGUZAS: |If we can denonstrate our
control technol ogy, yes, sir.

HEARI NG OFFI CER GLENN:  Any furt her
guestions fromthe Board? Does the Agency have
any questions of this witness?

M. KROACK: Yes. W just have one
question. Good norning, M. Darguzas.

MR DARGUZAS: Joe.

L. A REPORTING (312) 419-9292
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M5. KROACK: Joe.

Are you aware that the allocation
nmet hodol ogy for a source such as yours woul d
allowit toroll into the flex portion of our
al I ocati on net hodol ogy after you' ve been in
operation for three or four years?

MR DARGUZAS: Yes, ma'am

M5. KROACK: Are you aware that once
you've rolled in the flex portion, no fee wll
be charged for those all owances?

MR DARGUZAS: Yes.

M5. KROACK: Thank you. That's all the
guesti ons we have.

HEARI NG OFFI CER GLENN:  Thank you, Ms. Kroack.
Do any nenbers of the public have a question for
our witness this norning?

Seeing that there are no further
guestions of M. Darguzas, we thank you very
much for your tine.

MR DARGUZAS: You' re wel come.
HEARI NG OFFI CER GLENN:  Ckay. M.
Menne.
MR, RIESER.  Good norni ng, Madam Heari ng

Oficer. M/ nane is David Rieser with the | aw

L. A REPORTING (312) 419-9292
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firmof Ross and Hardies, and |I'm |l ooking for an
extra copy of our testinony that was prefil ed,
there you go, to have it nmarked as | believe it
woul d be Exhibit 32.
HEARI NG OFFI CER GLENN:  Thank you,
M. Reser. W wll mark the prefiled testinony
of M. Mchael Menne as Exhibit 32.
(Exhi bit No. 32 narked
for identification,
9-26-00.)
MR RIESER M nane is David Rieser with
Ross and Hardies. |'mhere on behalf of Ameren
Corporation. | would like to call M. Mnne to
sumari ze his testinony that we' ve already
prefiled. | also have at the table M. Steven
Whitworth with Aneren Corporation to respond to
speci fic technical questions that the Board and
the public mght have as to the operation of the
facilities, but 1'd like to call M. Menne.
He'll be our principal wtness.
HEARI NG OFFI CER GLENN:  Thank you, M.
Ri eser. M. Menne.
MR, MENNE: Good norning. As was

nmentioned, ny nanme is Mke Menne. M title is
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manager of the environnmental, safety, and health
departnent, Ameren Services division of Aneren
Corporation. Qur offices are based in downtown
St. Louis, Mssouri, and |I'mresponsible for
provi di ng gui dance and devel opi ng strategies for
envi ronnental conpliance throughout the Ameren
system M staff and | have followed the

devel opnent of the NOx control regul ations at
both the state and national |evel for the past
several years. | will be basically just doing a
summary of the witten statenments. So | may be
junping around a little bit to try and j ust
sumari ze what | have to say.

Ameren operates six |large generating
stations in Illinois. W burn a variety of
fuels, including coal, oil, and natural gas wth
a total generating capacity of nearly 3300
nmegawatts. These are identified as EGJUs under
this proposal and are listed in Appendix F
These are base load facilities which provide
electricity for central and southern Illinois
homes and busi nesses. Aneren has also installed
over 600 negawatts of new peaki ng capacity in

IIlinois over the past two years and is planning
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several additional units may be |located within
the state.

As such, Ameren should be viewed as
a conpany representing both extensive existing
units and a significant nunber of new units that
will be affected by this rule. | wish to note
for the record that Aneren has been acknow edged
as a leader in NOx control acconplishnents at
our coal-fired generating facilities. Beginning
in 1991, AnerenUE began a series of research
projects and install ed advanced conbusti on
control technol ogi es on several of our
generating units. Qur continuing conmtnent and
goal is to achieve the | owest possible NOX
em ssions on these units which has resulted in
unpr ecedent ed success.

For the year 1999, AmerenUE operated
the owest NOx emitting large coal -fired
generating unit in the nation and six out of the
ten lowest emtting units in the country. Qur
work with the Electric Power Research Institute
in applying these technol ogies -- new

t echnol ogi es on one of our cyclone-fired boilers
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NOx enissions, resulted in that cyclone-fired
boil er being the | owest NOx emtting
cyclone-fired unit in the nation, and it earned
t he conpany the Governor's Pollution Prevention
Award for M ssouri in 1998.

W're currently working to instal
t hese technol ogi es on all our other Aneren
generating units, including our largest units in
IIlinois and are planning to install additiona
i nnovati ve technol ogies on our Illinois units
within the next couple of years.

I wish to express our appreciation
for all the hard work that the Illinois EPA
staff has given to this process. This rule
represents the nost stringent and costly
pol lution control requirement in the history of
the operation of our existing generating units.
| believe the Agency knew this going into this
process and knew this would be a difficult and
contentious regulation. W have discussed the
issues with the other generators in the state

and have attenpted to arrive at consensus
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Wiil e we do have a few m no
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r

ssues

with the proposed rule, we believe the Agency

has worked hard to seek participation o

f

st akehol ders and to provi de consensus sol utions

to difficult problens. Aneren conmends the | EPA

for its hard work in devel opi ng the proposal and

its thoroughness in presenting its proposal to

the Board and to the public.

There are three main issues

W sh

to cover in nmy testinony today. These are with

regard to the so-called .25 rule which was

alluded to earlier by the Illinois EPA,

all ocation of allowances, which | think is

t he

probably going to be the main subject that you

hear from different people here today,

the issue of early reduction credits.

and al so

Wth regard to the .25 rule, you

m ght ask the question why am | bringing up the

.25 rule? W're talking about a SIP Cal

which is a .15 rule. The first thing

rul e,

woul d

like the Board to understand is that in the

devel opnent of coming up with a contro

NOX
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we were very close to having a consensus on

devel oping this .25 rule that the Agency
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referenced earlier.

The .25 rule was a rule that a
nunber of states had proposed as their answer to
the SIP Call. W believe the .25 rule not only
is all that is necessary for attainnent of the
one-hour standard in the St. Louis area, but we
al so believe that the additional nodeling work
that is being done on the .25 controls in the
state woul d al so have shown attainnent with the
one- hour standard in the Chicago area.

W al so believe that the .25 rule
can satisfy all the requirements under the C ean
Air Act for downwi nd transport of emissions from
IIlinois sources on their inpacts to
nonattai nment areas. |In other words, what |'m
suggesting is we believe, and | think the Agency
was concurring with us, and we're still working
on sone nodeling studies and things, that a .25
rule was what we needed to do to satisfy the SIP

Call issues. Now, since the court upheld the
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SIP Call and the EPA has now come in and
basically forced NOx tonnage budgets on the
state, that is the reason why we're exam ni ng

the rule that is before you today.
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W wanted to nake you aware and we
feel that the .25 rule was all that was legally
and technically required to satisfy the SIP Cal
if it wasn't for the fact that the federal EPA
is forcing the states' hand to adopt the SIP
Cal | neasure.

| wanted to address a little bit of
the difference in the cost between conpliance
with the .25 rule and the proposed rule with
points that 1'lIl make later on. |In the Areren

electric generating units in Illinois,

conpliance to neet the .25 rule would be roughly

around $30, 000, 000 on our units, and for that -
for that kind of cost, we would reduce about
12,000 tons of NOx. The rule that's before you
today is going to cost us around $130, 000, 000.
For that additional $100, 000, 000, you reduce
about 2800 tons. So the point I'mtrying to

nmake is sinply as you get down to these | ower
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| evel s, that the benefit you get for the noney
you're applying, it really dimnishes. You have
a point of diminish in returns. The costs go up
very expedientially as you get to | ower and

| ower levels. Wen you start tal king about the
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al |l onance al |l ocati on schenmes, that's an
i mportant concept to renenber.

The second reason | wanted to bring
up the .25 rule is sinply because of the fact
that there's still a lot of litigation going on
out there with regard to the NOx SIP Call. A
nunber of industries and states are going to be
appealing this NOx SIP Call rule to the Suprene
Court. There's already litigation ongoing with
regard to the NOx tonnage budgets that are being
allocated to the states. There's also
litigation going on with Clean Air Act, Section
1.6 petitions.

So a lot of these things can have an
effect on whether or not the federal NOx SIP
Call rule will ultimately be put in place, and
if that is not put in place in a nunber of

nei ghboring states, then we would like to see
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the .25 rule inplenented here in the state of
Illinois and not go forward with the NOx SIP
Call, and that's one reason we have encouraged
the Agency to develop a .25 rule for the My
2003 conpliance tinme. So that rule will be in

pl ace i f something happens with the NOx SIP Call

L. A REPORTING (312) 419-9292

38

rule.

There's a second area | wanted to
address with regard to all owance all ocati ons.
You're going to hear a | ot today about different
schenmes for allocating all owances to new units
and to existing units. | think it's inportant
for the Board to understand that the Agency has
been working on this issue for a long tine,
probably the | ast couple of years or nore, and
t hey have | ooked at a lot of different
al | ocati on schenes.

The basi c problemwe have here is
that the EPA has not given us enough tons to go
around. That's what it really amounts to. So
existing units are going to be required to
expend exorbitant costs to try and get their

em ssions down to a level to try and neet this
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rule. At the sane tine, there's a |ot of new
generation coming in. They're going to have to
take units fromthe set-aside fromthe existing
units as well as they may have to go into the
mar ket to purchase all owances in order for them
to operate each year.

This is a bad situation for both
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types of units as far as |I'm concerned because
the NOx budget is sinply too |ow, but, in our

vi ew, what the Agency has come up with is
probably the nost and fair equitable approach
You start with a five percent set-aside for the
new units, and then after a couple of years, you
begin to go into a flex portion where the new
units that have been in operation will gradually
begin to get nore and nore of the all owance
share, and then over the next couple of years,
they get a greater percentage until you get out
to ten years where basically everybody gets
shares based on the heat input, and we think
that it took a lot of thought to go into that
process. It considered the fact that there's a

| ot of generation that has gone in the | ast
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coupl e of years and is coming in on line, and it
is gradually allow ng those new units as they
come in to get access to nore tons.

At the sanme tinme what it's doing for
existing units, the existing units, we don't
know what our allocations are going to be once
those flex -- fixed/flex portions start to kick

in. W knowthat this will continue to ratchet

L. A REPORTING (312) 419-9292

our em ssions over time. W're going to have to
install nore pollution control equipnent over
time, but it creates a large uncertainty for us
because we're not sure exactly how many
al l onances we're going to have to get. W're
not sure of the level and the degree of
pol l ution control equi pnrent we m ght have to add
in those future years. So it does create an
uncertainty for us. It's a problemfor us, but
we do believe that the systemthe Agency has
conme up with is probably the nost fair and
equi t abl e appr oach

I would |ike to address a coupl e of
things that have conme up in the prefiled

testinony of others and that you' ve already
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heard a little bit today. One is with regard to
new units suggesting that they should get a
point -- NOx allocation schene for their new
units associated with .15 pounds per mllion
basel i ne, and they say that's what the existing
units allocation schenme is based on so that they
are making a plea that they should get the sane
sort of NOx allocations.

First of all, | think it's inportant

L. A REPORTI NG (312) 419-9292

for the Board to note that existing units will
not be getting enough tons all owances in NOx
tons to allow us to us operate at a .15 | evel.
It's going to be much I ower than, and that's for
a couple of reasons. First of all, when EPA set
up a baseline tonnage budget for these states,
they did that based on Btus generated in 95-96
time frame fromthe electrical generating units
inthe state. They then applied a growh
projection factor to the Btus that were
generated in those historic years out to 2007
and predicted what Btus would be generated in
the state after you assune a certain anount of

growt h.
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The Btus that they projected were
supposed to account for both new and exi sting
units. In fact, the Btus that were generated in
the state just by existing generators during
1998 al ready exceeded what EPA projected our
Btus would be in the state for the year 2007,
and they went higher than that in '99. They're
going to go higher again this year. So what
that causes us to do is instead of having a .15

tonnage al | owance systemthat we have that would
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allow us to operate at .15 pounds per mllion

we have to subtract out the growth that is
incurring in the state, and that is going to
require our units to neet sonething like a .12
or .11 pounds per mllion Btu average just at
the start of this program This is for existing
units.

Anot her reason for that is because
of the five percent set-aside for new sources.
That al so conmes out of our budget. So that
drives the actual emission rate that we wll
have to neet on our existing generating units

down, and, as | said, that will go down | ower
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So our point is sinply that even the
existing units are not getting NOx allocation
tons equivalent to .15 tinmes our current
em ssion levels. It's nmuch lower than that. So
we woul d strongly disagree with giving new units
sonet hing at .15 pounds per nmillion |evel
because we're not even getting those kind of
tonnage all ocati ons.

The second thing is sinply that nost

new units will operate or will need nuch | ess
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than that |evel of tonnage for operation. Most
units will -- nost new units will need 50 to 100
tons, a couple hundred tons per year during the
ozone season. There are sone exceptions like
the gentleman who just testified who has a nuch
| arger database for units.

However, to allow themto get
al | onances based on .15 would be two to three
times as nany tons as they actually need to
operate during the season. Existing units are
not asking for any excess allowances. It's

going to be difficult enough for us just to get
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down to the all owances that we are given under
this program So we would not want to see
al | onances just given away to new sources.
That's going to nake it nuch nore difficult for
all of us to live under the permt.

| also just wanted to address
sonet hing that may cone up since sone of the
prefiled testinmony is with regard to retiring
existing generators. W've worked with nost of
the generators in the state, the conpanies that
operate generating facilities in the state and

have for many years and have a nunber of
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conmittees to discuss a nunber of issues. | am
not aware of any existing generators in the
state that have any plans for retirenment over
the lifetime or at least until 2010 when these
al | ocations basically becone equal for al
sources, and after 2010, the allocations are
based on actual heat input. So those retired
units, if a unit does retire after that, they're
not going to get allowances anynore. So | don't
think there's really an issue with retirenent of

the units.
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The | ast issue

want ed to di scuss

was with regard to early reduction credits. |If

you're trying to follow along with ny testinony,

this picks up about three pages fromthe end

right at the bottom Early reduction credits

are extrenely valuable to existing units in the

state because they provide the tine for the

devel opnent and installation of new innovative

and possibly less costly control

t echnol ogi es,

and they al so provide the tinme necessary to

install and start up nost expensive and

long-lead tine control technol ogi es.

Agai n, the problemhere is that

L. A REPORTING (312) 419-9292

there are a very limted nunber of early

reduction credits avail abl e.

Under the proposed

rule, half of the early reduction credits will

be made avail able for reductions in 2001 and the

other half in 2002. W believe the Agency

should stick with this schedul e because of the

shift in the conpliance date for this rule that

was alluded to earlier, allowing the early

reduction credits to be used in 2004 and 2005,

assum ng that the federa

EPA wi | |

allow that to
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happen.

One of the things that's in the

proposed rule, as | understand it, is that the

years i

n which you will earn early reduction

credits will slide if the conpliance date for

the SIP Call slides, which it now has, and

basi ca
to see

reducti

ly what we're saying is we would not Iike
that happen. W'd like to see the early

on credits remain in 2001 and 2002, and

then apply in 2004 and 2005.

First,
reducti
conpani

reducti

Qur logic for this is as foll ows:
we fully expect that the pool of early
on credits will be oversubscribed. Thus,
es will prorate the anmount of early

on credits they can earn. This results
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in considerable uncertainty as to the anount of

early reduction credits any given conpany m ght

be able to obtain, thus reducing the ability of

a conpany to know what controls will be needed

to conply with during -- to conply with the rule

during

season.

t he 2004 and presumably 2005 ozone

If you delay all or part of the

distribution of early reduction credits, it wll

resul t

in a greater oversubscription of the poo

46



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

and increase the uncertainty for those conpanies
trying to earn those credits, and it wll
penal i ze conpani es whi ch have expended
considerable time and cost to reduce em ssions
at an early date.

Second, during the devel opnent of
the Federal NOx SIP Call rule, it's always been
assunmed that early reduction credits will be
earned in 2001 and 2002. To delay this schedul e
will be a major setback in the achi evenent of
early air quality inprovenents and the
schedul i ng of NOx control projects planned for
EGJs. W also do not believe that one or two
pol lution control projects at any one site

shoul d consunme a nmajor portion of the available
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ERCs in any one year.

To get the nost air quality benefit
and the largest variety of sources wthout
significant penalties to early NOx reduction
plans, we firmy believe the Agency shoul d keep
the original early reduction credits baseline
and schedul e for obtaining the early reduction

credits as proposed in the rule without the date
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adj ust nent provi si ons.

The ot her concern we have is with
regard to the schedul e of how the Agency is
pl anning to issue the early reduction credits.
Basically, their schedule would call for themto
i ssue the credits in May of the follow ng year

In other words, if they were to
allow early reduction credits to be earned in
year 2003, we would not know what our early
reduction credits were until My of 2004, which
is right at the beginning of that ozone season
So really although they might provide a little
buffer in terms of tons, we would not be able to
count on themfor how we were going to nmanage
conpliance in the year 2004. W believe that

since early reduction credits are based on
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conti nuous em ssion nonitoring information that
the Agency will have by the end of Cctober of
the year in which they are earned, we would
really ask the Board to accelerate the schedul e
in ternms of when they would issue early
reduction credits.

This is al so anot her reason why we
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believe early reduction credits should remain in
the years 2001 and 2002 because that will give
us sone certainty as to how nany credits we have
for conpliance in the 2004 ozone season. It
will at least give us a year's worth of tine to
pl an on what |evel of control we're going to
need for that particul ar season
Wth that, 1'd just like to say that

we appreciate the opportunity to provide these
coments today. |'d be happy to address any
questi ons you m ght have.

HEARI NG OFFI CER GLENN:  Thank you,
M. Menne. Do we have questions fromthe
Boar d?

BOARD MEMBER FLEMAL: Per haps, you coul d
clarify for me just a little bit your position

with respect to the .25 rule.
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My understanding is that you believe
that the .25 rule would be adequate to neet our
requi renents to cone into conpliance with the
nati onal anbient air quality standards; is that
correct?

MR MENNE: That's correct.
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BOARD MEMBER FLEMAL: And that if that
was the only requirenent before us, what we
ought to be entertaining is just the .25 rule
and not hing nore stringent?

MR MENNE: That's correct.

BOARD MEMBER FLEMAL: However, we do have
sonet hi ng el se before us, and that's Part 96,
the NOx SIP Call, and Section 9.9 of the
Envi ronnental Protection Act requires us to
adopt a trading program which is also Part 96.

MR MENNE: That's correct.

BOARD MEMBER FLEMAL: If, in fact, those
latter requirements remain before us, thenis
there any utility to be entertaining .25 at
all?

MR MENNE: First of all, let nme say that
under the Clean Air Act, had the NOx SIP cal

Process worked the way we believe it shoul d have
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under the Clean Air Act, states shoul d have been
all owed to develop their own plans to address
the transport issue, which I think is the Part
96. It's not only nonattainment. It's the

transport issue.
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W believe the .25 rule would have
satisfied the requirenents under the dean Ar
Act fromboth an air quality standpoint and a
| egal standpoint because the 96 rul es were
basi cally being forced upon the states and
saying that if you don't do this, we're going to
i ssue a federal inplenentation pernmit, then we
have to agree with this rule, and | should say
at the outset that we support the rule the way
it has been devel oped fromthe standpoint that
we have to neet a .15 cap and trade program

You ask why it should be entertained
anyway, and | still think that there is sone
chance that things will happen at the federa
level and the Part 96 rule will be chall enged.

It may be thrown out. Parts of them may
change. |f that happens under the state
| egislation, as | understand it, if other states

do not cone in full conpliance with the SIP
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Call, that would prohibit the state of Illinois
fromdoing the sanme thing, as | understand it.
So what we believe is that we should

have a .25 rule in place so we have sonething to



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

1

2

3

make sure that we address the attai nment and
standard in the St. Louis and Chi cago area

and have a fall-back position for the transport
i ssue as wel|.

BOARD MEMBER FLEMAL: Shoul d we adopt,

t hough, a transport program as you put it, a
Part 96 program even though there are these
uncertainties at the federal and nmaybe state
level as well?

MR MENNE: Are you asking that we try to
make the 25 rule also presuned to be the
attainnent -- part of the attainnent for the
Chi cago area and the transport issue as well as
attai nnent for --

BOARD MEMBER FLEMAL: |' m wonderi ng what
your perspective | guess on that would be.
think I know the answer, but let's put it on the
record.

MR MENNE: | think it would be nice to

have that record. |I'mnot sure in the tine
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frane that we have to deal with trying to get
that rule in that you can do all the nodeling

studi es and denonstrations that's necessary to

52
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do that. A lot of that work was ongoi ng, but |
don't know where that stands.

I think once the court upheld the
SIP Call, | think a ot of the nodeling that was
bei ng done in the Mdwest on the .25 contro
strategi es nmay have been del ayed indefinitely or
sone of it may be going on. |'mnot sure.

You have to nake a nunber of other
denonstrations to nmake the case for that rule
addressing those other issues, and while that's
ongoing, | don't knowif it can be done in tinme
to address the tinme requirenents in the SIP Cal
and the need to get a .25 rule in by 2004.

BOARD MEMBER FLEMAL: | want to ask M.
Menne about anot her subject matter. |Is there
anybody who wants to follow up on that?

It seens to ne that if we're going
to have a trading programat all, a functiona
tradi ng program as opposed naybe to sonet hi ng
that's just on paper, you have to have both a

supply and demand. | think we're hearing
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53

abundantly that there's going to be a big dermand

for allowances from your perspective
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W11l there be a supply for
al | onances over this next decade if we put in
this progran?

MR MENNE: Yes, there will be. For one
thing, utility conpanies are fairly notorious
for overconpliance, and they do that for obvious
reasons, but when you get down to a certain
level, particularly with the programthat's
established here, a .15 cap and trade, the only
way to get down there on nost -- | should say on
several of the existing generating units, you're
going to have to apply certain expensive contro
technol ogies. The one that's out there that's
nost selected is catalytic reduction

If you apply that technol ogy, you're
going to overconply with these regulations. |If
you do that, you're going to have excess tons
available. | should also say that any other
state, as | understand it, any other state that
al so adopts a conpliance SIP Call rule, we wll
be allowed to trade with them and so there wll

be a nmarket that opens up across numerous states
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that they will be able to get their tons from
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BOARD MEMBER FLEMAL: Do you see that
there are likely to be states that will be
supply states and demand -- others that will be
demand states just because of the regulatory

structure that we're dealing with?

MR MENNE: That's possible. It's really

hard to predict because we're going into new

territory here because of the stringency of the

standard. It really is going to drive people to

go to very low levels on existing units, but I
am confident that -- you know, portions of this
program have al ready been put in place in the

nort heast .

There is a nmarket that has devel oped

there. There will be a market that will devel op

inthis case as well. It will happen sinply
because of the need to overconply with the
regul ations for sone certainty, and, as | say,
as you get down to lower levels, that wll
create excess tons for others to purchase.

Qur conpany is going to be on both
sides of this equation because we have quite a

few new units coming in as well as a |ot of
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existing units.

MR RAO | have a couple of questions
regardi ng the cost inpact that you discussed in
your prefiled testinony.

Thi s $130, 000, 000 cost figure that
you present, is that for all your existing and
new proposed facilities in Illinois?

MR MENNE: These are retrofit costs for
our existing units. The new units are basically
operating at pretty nmuch the best avail able
technol ogy now. W would not envision having to
do nmore on those other than sonehow limt the
operation of those units.

MR RAO Do you have sone kind of a
break down of the cost of how you arrive at this
130, 000, 000 dol l ar figure?

MR MENNE: Yeah. W can provide that.
Basically, the 30 million is broken up into
multiple projects over nultiple years as opposed
to the existing generating units. The
$100, 000, 000, which is the bulk of it, is for
sel ective catalytic reduction on two units.

Now, these are fairly firmcosts. Those are

costs that conme from actual bids from suppliers.
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MR RAO If you have, you know, that
i nformation, that could hel pful, and if you can
provide that information to the Board.

And, al so, you referenced to a study
performed by H Zi nder & Associates in your
prefiled testinony?

MR MENNE: Yes.

MR RAO And you indicate that this
report would be rel eased shortly?

MR MENNE: Yes.

MR, RAO Do you have any idea when that
report is going to conme out?

MR MENNE: Well, we hope it will be
conpl eted before the filing date of comments
closes for this hearing. W would be happy to
provi de that.

MR RAO Thank you.

MR, STERNSTEIN. | have one m nor point,
M. Menne. You earlier testified that, as
M. Rao was saying, there being an extra
$100, 000, 000 cost to reduce em ssions under, |
believe, it was .15 standard that the Agency is
proposi ng, and how many extra tons woul d that be

of em ssions reductions?

L. A REPORTING (312) 419-9292
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MR MENNE: | believe we came up with a
figure of 2800 tons.

MR STERNSTEIN. It's 2800 tons. kay.

I just wanted to clarify that. Thank you.

HEARI NG OFFI CER GLENN:  Are there any
further questions fromthe Board?

M5. MFAWN:  You nade a statenent in your
testinony that the approach concerning the 0.25
rule would require existing EGJUs to reduce their
NOx to 40 to 75 percent --

MR MENNE: That's correct.

M5. MCFAWN:  -- below the current, and
t hen you say al ready reduced?

MR MENNE: That's correct.

M5. MFAWN: Wiy were those al ready
reduced?

MR MENNE: They're already reduced
because of the NOx control requirenents under
t he Federal Acid Rain program

Ms. McFAVWN.  Thank you.

HEARI NG OFFI CER GLENN:  Does the Agency
have any questions?

M5. KROACK: Yes. W have a nunber of

guestions. Thank you. Good norning, M. Mnne.

L. A REPORTI NG (312) 419-9292
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You nade a nunmber of statenents in
your prefiled testinony here today about 0.25
pounds of NOx per Btu as being sufficient to
denonstrate attai nnent for the Lake M chigan
ar ea.

Can you tell me what the basis for
those statenents are?

MR MENNE: The basis for that statenent,
really, | believe it was a statenent that your
office nade. W're not suggesting that that
denonstrati on has been made. From what we
understand, the -- | believe it was in
M. Kaleel's testinmony the inprovenents between
a .25 rule and a .15 rule in the Chicago area is
on the order of one to three parts per nillion

| believe that, fromwhat |
understand of the way the nodeling has cone out,
we're still right on the edge whether or not the
attai nnent can be denonstrated in Chicago within
the 25 standard. M understanding is part of ny
staff has worked very closely with the Agency
and LADCO and ot her groups in doing nodeling
work on the Lake M chigan study, and ny

understanding is that a denonstration coul d be
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made possibly using an alternative nodel

There are two accept abl e nodel s t hat
the EPA will allow in making attainment
denonstrations. Additional refinements and
adj ustnents to existing nodeling work nay erase
that one or two parts per mllion to nake it
attainable. That's the basis of ny statenent.
I don't know that we said that, in fact, that it
woul d nmake it, but | believe we said it could
make it.

M5. KROACK: Do you know that attai nnent
nodeling is still going on in each of the
i ndividual jurisdictions in the Lake M chigan
regi on?

MR MENNE: Yes.

MS. KROACK: And did you know that the
Agency itself is conducting additiona
nodel i ng?

MR MENNE:  Yes.

M5. KROACK: And did you know that part
of that is to help for additional em ssions from
NOx em ssions fromthe so-called peaker units
and for other adjustnments, such as nobile

em ssi ons?
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MR MENNE: Yes.

M5. KROACK: Back to your testinony on
costs for a mnute, just a couple of questions.

When you eval uated the cost per ton
of NOX renoved, did you use the sane basis as
USEPA used in the NOx SIP Call for assessing the
cost, overall cost, of the NOx SIP Call?

MR MENNE: We tried to. I'mnot sure if
we used the exact fornula that they did or not.
| believe we attenpted to use the sane
depreciation over, | think it was a 15-year
basi s, that we based those costs on, annualized
costs over 15 years.

MS. KROACK: So did you | ook at em ssions
fromthe base 2007 em ssions to the expected
reductions fromthe NOx SIP Call to calculate
cost effect based on tonnage reduction fromthat
2007 base to the NOx SIP Call base?

MR MENNE: By the 2007 base, you nean
uncontrol | ed?

M5. KROACK: Uncontrolled with grow h,
growth factor applied.

MR MENNE: Yes. | believe that's the
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assuned in that baseline in terns of controls

already being on to sone extent, but it's

uncontrol | ed, that

Cal I .

baseline, to the NOx SIP

The margi nal cost |'mtal ki ng about

inmy testinony, I'mtalking a nargi na

reduction cost of 8200 tons. That is the

di fference between

MB. KROACK

.25 and the SIP Call.

Thank you for clarifying

that. | think | have one nore question. @dve

nme a nonent here.

The next question | have is you nmade

a statenent here today about the 0.25 pounds per

NOx enission rate being sufficient to address

transport in the region covered by NOx SIP Call

Can you tell me what the basis for

that statement is?

MR MENNE

The basis for that statenent

is nodeling work that has been done by the

M dwest Qzone Group and their consultants.

MB. KROACK

nodel i ng?

So that actually was

61
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MS. KROACK: Ckay. Thank you.
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HEARI NG OFFI CER GLENN: Does anyone el se
have any questions of M. Menne? Yes, M.

Ur baszewski

MR, URBASZEWSKI: M. Menne, is LaG ange
Power an Anmeren Conpany?

MR MENNE: Yes, it is.

MR URBASZEWBKI: | believe Areren is in
the process of switching that unit fromcoal to
gas-fired generation, correct?

MR MENNE: That's correct.

MR URBASZEWSKI :  And under the rules,
you view that as not a shutdown of the unit, but
a control technol ogy?

MR MENNE: It is a repowering of the
unit.

MR URBASZEWSKI :  Repoweri ng?

MR MENNE:  Yes.

MR URBASZEWSKI : However, you are going
to be getting an allocation for that facility
based on coal generation, correct?

MR MENNE: Initially, | would assumne
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MR URBASZEWSKI : However, it wll

operate under gas and needing far fewer NOx
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al |l ocations?

MR MENNE: Under the flex provisions,
woul d eventual ly get the anobunt of heat input
that goes into that unit.

MR, URBASZEWSKI :  Thank you.

HEARI NG OFFI CER GLENN: Does anyone el se
have questions this norning of M. Menne? Al
right. Seeing there are no nore questions
M. Menne, thank you very much for your tine
t hi s norni ng.

Let's go off the record for just a
few m nutes, please.
(Di scussi on had
off the record.)

HEARI NG OFFI CER GLENN:  We're going to
take a ten-mnute break. |If everyone would
pl ease return at 11:00 o' cl ock. Thank you.

(Break taken.)
HEARI NG OFFI CER GLENN: It is 11:10. W

are back on the record, and the Agency woul d
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would like to do at this point is suspend the
testinony for alittle while and give the Agency

an opportunity to present their notion, wal k us
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through it, and then take questions on the
notion, and then we will resune testinony.

If the tine cones that we need to
break for lunch, we will do that, and without
further ado, Ms. Kroack, would you like to --

M5. KROACK: Actually, M. Herst wll
subnmit it since she was the drafter

HEARI NG OFFI CER GLENN:  Great. M.
Herst, would you like to present your notion to
amend?

M5. HERST: W would like to submt this
notion to amend as whatever exhibit it comes out
to be.

HEARI NG OFFI CER GLENN: | have a copy
here. W will admt it as Exhibit No. 33.

(Exhi bit No. 33 narked
for identification,
9-26-00.)

HEARI NG OFFI CER GLENN:  Did you have
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t he audi ence today?

M5. KROACK: Does anybody need a copy of

the notion to anend?

HEARI NG OFFI CER GLENN

If we need nore
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copies, we'll get th
copi es of the notion
nmore? Al right.

Ms. Hers

MB. KROACK

em made.

Are there enough

, or do we need to nmake

t?

Actual ly,

"1l go through

it. M. Herst is the attorney of record on the

motion. So | felt she should submt it.

| think the best way to do this, to

go through this, is to go through the attachnent

B, which is in the back of the notion. Wen we

put the notion toget

her, we broke it down to

changes we were rmaking in response to the

court's August 30th,

2000, order in the NOx SIP

Call litigation. The next nunber of changes

wer e changes that we were making to respond to

USEPA' s condi tiona
Federal Regi ster on

proposed conditiona

approval
March --

approval

published in the
it was -- the

publ i shed at
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vol une 65 of the Federa

August 31st, 2000, and then

addi ti ona

Regi ster, page 52967 on

t here had been sone

conmments we had received from

representatives of the electrical generating

units here today on mnor |anguage changes that

we agreed to make.
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So rather than breaking it down that

way and skipping through the rule, I'Il just

start what the attachnent.

We're proposing to

anend Sections 211.1320 and 211.1324 to add the

| anguage al |l ocation of allowances as described

in as you can see in the underlined | anguage.

Just to denote that, for the

pur poses of commence conmerci al operation and

conmence operati on,

part 217, deal with allocati

those terns, as applied to

on of all owances,

and this was a conment of Aneren through their

attorney, M. Rieser. Secti

on 211. 1515, the

change there is the change necessitated by the

court's ruling denoting that

period, it's a partial

on May 31st

rat her than May

The next change,

in the 2004 contro

control period beginning

1st.

it's Part 217,

66
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217. 750, purpose. Again, the change there is
addi ng the |l anguage to reflect the 2004 control
period as a partial control period. 217.736
conpliance requirenents, we nmake a change in
Subsection D, as in dog, (3), again, the

| anguage is to denote the change in the start of

this programfrom May 1st, 2003, to May 31st,
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2004.

The next change we nake in that
section is Subsection F. W had it broken into
Subsections F(5)(a) and F (5)(b), and M. Rieser
poi nted out to us that the owner or the operator
of the budget electrical generating unit has
excess em ssions is the one that's subject to
the fine rather than the account
representative. It was a drafting error. W
broke that section into two sections, Subsection
F(5) and Subsection F(6) to the account
representative's responsibility is to surrender
al | onances and the owner/operator is the
responsi bl e party for fines, penalties, or other
assessnents.

Section 217.758, permitting
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requi renents, these changes, again, are tied to
the date of the NOx SIP Call noving them forward
one year as the NOx program noved forward one
year. W didn't attenpt to account for any
partial adjustments making the rule too
conplicated and only applicable for one year

So we noved those dates from 2002 to 2003, and

that would be in Subsections A(4), A(5), and
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A(6) in section 758.

A comment in 217.758, Subsection (3)
was a change we nade based on M. R eser's
request stating basically how the permt --
budget permit works in that it's folded into an
existing permt, federally enforceable pernmt,
for the unit if one exists already. It was
clarifying | anguage.

Section 217.760, NOx trading budget,
we made changes in Subsections A(1l) and A(2) to
change the dates -- to slide the dates by one
year based on the court's order. Subsection
217.760(b), we changed the Agency may to the
Agency shall based on a comment of M. R eser on

behal f of Ameren, and this is the | anguage that
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requires us to adjust the budget avail able for
all ocation for units opting into the program
217.764, we nmade changes in
subsections, or proposing changes to be nore
accurate, Subsections A, B, C, D, E, and F to,
again, slide the dates one year to reflect the
change of the court in the NOx SIP Call
i mpl enentation date, and | don't intend to go

t hrough those one by one. |It's self-explanatory
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I think.

217.768 is the new source set-asides
for new budget EGUs. W are proposing a change
to a nunber of subsections here. Again, these
changes are to reflect the slide of the dates
frominplenmentation of the NOx SIP Call based on
court order, and these changes appear in
Subsections B, C F, G H I, J, K and L.
Section 217.770 is the early reduction credits
for budget electrical generating units. Wen we
| ooked at this section, we weren't -- it wasn't
clear to us what USEPA was going to do with the
early reduction credits portion of the NOx SIP

Call, whether they will slide the dates that
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al | onances may be earned to add years to all ow
2003 to be an additional year which you nay earn
early reduction credits or whether they'll keep
the sane two years or whether they'll nake it
instead of '01, '02, and '03, it will be '02 and
' 03.
W al so weren't clear what dates

they would require that those early reduction
credits be used, whether it would remain '04 or

whet her they would add '05. Cbviously, '03

L. A REPORTING (312) 419-9292

doesn't work because the programisn't in
effect. Based on that and the comrents fromthe
el ectrical generating units in our last neeting
followi ng the issuance of this order, we
proposed to do the following: W are going to
allow early reduction credits to be earned in
01, '02, and '03 to be used in '04, and we've
added | anguage, where |ater control periods
aut hori zed by USEPA, which we hope will allow us
to allow the EGJUs to use those early reduction
credits in later years if USEPA so authorizes.
For reductions in '03, we are

all owi ng reductions to be earned in "03 only if
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t he conpliance suppl enent pool set aside for '01
isn'"t fully distributed, and the reason for that
is we are concerned that our SIP revision may
not be approved by USEPA. If it is not, the NOx
SIP Call currently provides that if your SIP
isn't approved, you may not distribute early
reduction credits prior to that date. So we are
concerned that that mnight happen. W also
wanted to provide the flexibility that it they
weren't used in -- weren't earned

in'01l or '02, they could be earned in '03 as
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wel I .

No. |f USEPA does not approve it by
May 1st -- our SIP revision by May 1st of '01
and we wanted to slide the dates, early
reduction credits could be used for two years,
and those are the reasons that we nade the
changes in Subsection (2), and it shows that
early reduction credits can be earned over three
years, and Subsection F(2)(a), it says if USEPA
has approved this subpart as a SIP revision, not
nore than one-half the total early reduction

credit allowances can be earned, the reductions
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made in the control period 2001, and, B, not
nore than one-half of the total early reduction
credit allowances for reductions made in the
control period 2002 and, C, any early reduction
al | onances not allocated pursuant to the
Subsections F(2)(a) or (b) of the section
reductions nmade in the control period 2003.

In Subsection E, going back one, we,
again, provide for the use of the early
reduction credits for later years if USEPA
permits this in any rul enmaki ng or guidance. In

G we had concerns that -- concern was expressed

L. A REPORTING (312) 419-9292

by Aneren, anong others, that the date by which
the Agency inforned the el ectrical generating
units whether they were getting ERCs and how
many they would be getting was too late. So we
noved that date from May to March, and we added
Subsection 3) to allow for any early reduction
credits that are earned in 2003, and H and |
again, reflect the nmovenment of the NOx SIP Cal

i mpl ement ati on date by one year, and | al so

refl ect when early reduction all owances nay be

used allows for additional tinme as USEPA m ght
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aut horize, and then the |ast changes that we're
proposing are in 217.782, and this is allowance
all ocations to budget opt in units. W are
addi ng Subsection A(6) to provide that sources
that may opt in may not be any unit |ocated at a
source listed in Appendix D of this part.
Appendi x D of this part, as you nay
recall, are the nonelectrical generating units
which will be subject to a sinmlar rulenmaking in
a future proceeding, and for the purposes of
integrity of their different all owance
all ocation pools, we felt that we need to nake

this | anguage clear that they could not opt in
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to Subpart W but had to opt instead to Subpart,
to be proposed, U, and the |ast change in here,
217.782(b)(2)(b) of the |Ianguage change was
based on a comment by USEPA stating that we
woul d allow -- allocate all owances to the budget
opt inunit by multiplying it by the | esser of
the unit's baseline NOx em ssion rate determn ned
pursuant to Section 217.776(c) or the | owest NOx
em ssions limtation applicable to that unit for

the year of the control period in which
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al  onance al |l ocations are given as opposed to
the control period a year prior, and this was a
USEPA approvability coment, and we felt it
appropriate to suggest that change today.
| believe |I've covered them and

am nore than happy -- | will provide various
Agency people to answer any questions you m ght
have on the proposed changes.

HEARI NG OFFI CER GLENN:  Thank you,
Ms. Kroack. Do any nenbers of the Board have
guestions of anything in the notion? Let's open
it up to the public. Does anyone in attendance
t oday have any specific questions? Let's go

with M. Rieser and then we'll go to M.

L. A REPORTI NG (312) 419-9292

Ur baszewski

MR RIESER  Thank you, Madam Heari ng
Oficer. Looking at 217.756(f), page two of the
attachnent you nodified the original F(5), F(5)
and F(6), but F(6) still has the -- states that
t he owner/operator of the budget EGJ shall pay
any fine. | think we had suggested that the
shal | pay suggested that there was a regul atory

requi renent that any fine levied be paid and
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that would be both a regulatory requirenment and
a permt requirement since I think these things
are also incorporated into the pernmit.

I had suggested | anguage that would
say that the owner/operator woul d be potentially
liable for a fine in addition to the renoval of
the surrender of the allowances, rather than
there being an apparent regul atory requirenent
that the owner/operator nust pay a fine in this

ci rcunst ance

M5, KROACK: kay. |I'mnot sure that we
under st ood your comment on that level. W'l
ook at it and we'll address it in our witten
comment s.

MR RIESER  Thank you very much.

L. A REPORTI NG (312) 419-9292
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HEARI NG OFFI CER GLENN: M. Urbaszewski ,
did you have a question?

MR URBASZEWSKI : Yes. Just for the
all ocations for the 2004 season, the abbreviated
season taking one nonth of a five-nonth ozone
season, that May 31st date, is it your
understanding that all allocations are going to

be given out for that four-nonth period rather
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than five-nmonth period and, therefore, EGJ will
be al l owed essentially at a 20 percent increase
in em ssions over the control period?

MR LAWER This is an issue that USEPA
will have to address, and at this point, we
don't know how they're going to address it. W
know t hey' re consi dering different options, and
so at this point, we've witten it the way we've
witten it, and we're going to have to see.

So it's possible. In answer to your
guestion, it's possible that if EPA deci des,
because they issued the allocations, and they
decide that all of those will be available in
the first year, that's the way we'll view it
al so, but we don't know.

MR URBASZEWSKI: But it's your

L. A REPORTI NG (312) 419-9292
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understanding that it has to be consistent
across the domain because of tradi ng reasons?

MR LAWER  Yes.

HEARI NG OFFI CER GLENN:  For the record,
that was M. Law er fromthe Agency.

MR LAWER Sorry.

HEARI NG OFFI CER GLENN.  Are there any
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ot her questions on the notion? |If after |unch
peopl e come up with nore questions, we will open
the floor back up so you'll have a chance to
look at this nore closely during the |unch

hour .

If there are no nore questions right
now on the notion, however, we will go back to
hearing fromour witnesses that filed prefiled
testimony. kay. M. Wbaszewski, would you
like to present your testinony, please?

MR URBASZEWSKI: Shall 1?
HEARI NG OFFI CER GLENN:  Yes, pl ease.
W'll admit M. U baszewski's testinony as
Exhibit No. 34.
(Exhi bit No. 34 narked
for identification,

9- 26- 00.)
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MR URBASZEWSKI: My nane is Brian
Urbaszewski. [I'mthe director of environnental
heal th prograns for the American Lung
Associ ation in Metropolitan Chicago. However, |
amfiling joint coments on behal f of the Lung

Association, the Illinois Environnental Council,
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t he Environnental Law and Policy Center, and
the Illinois Public Interest Research G oup or
I1linois PIRG

The Anerican Lung Associ ation of
Met ropol i tan Chicago was founded in 1906 to
concur tuberculosis. Today the Lung Association
is conmtted in elimnating all respiratory
di seases, including cancer, enphysena, and
asthma. Qur mission is to pronote the
i mportance of lung health to reduce the pain and
suffering caused by |lung disease, the third
| eadi ng cause of death and disability in the
United States. W represent nore than a mllion
peopl e in Chicago and the suburbs who suffer
fromsonme formof |ung disease, including nore
than 96,000 children with asthma. Wth that
intro, I'd like to go directly to nmy testinony.

These groups support the Illinois

L. A REPORTING (312) 419-9292

Envi ronnental Protection Agency's proposal to

i mpl ement a control level of .15 pounds per
mllion Btu standard for electrical generation
units in lllinois. W disagree with the Agency

on how best to inplenent this NOX reduction

78
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programthat incorporates this |evel of

em ssions reduction. Al though the state is
allowed flexibility in adopting the EPA nodel
rule, the .15 |l evel em ssion standard for EGUs
nmust be net if the state chooses to participate
in an interstate market in which tradable NO
pol lution all owances can be bought and sol d.
The standard shoul d not be weakened since in
addition to the federal requirenment for

i nterstate ozone transport control and the
threat of federal inplenmentation plan if the
state fails to neet this obligation, the
proposed | evel of NOx reduction is also
necessary, we believe, for the Agency's plan to
nmeet one-hour ozone standard in the Chicago
Qzone Nonattai nnment area, and |'m basing that
all egation on the information that was presented
by the Agency as an exhibit at the |ast

neeti ng.
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In fact, several significant
uncertainties provide serious doubts as to
whet her the proposed rule will adequately

protect public health. The reasons are the
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Agency has mi scal cul at ed ozone precursor

em ssion reductions in the recent past and
underesti mated them Federally approved nethods
for calculating those ozone precursor emn ssions
used by the Agency substantially underestimate
actual real world em ssions of ozone precursors,
and it is unclear how a .15 pounds per mllion
Btu rule woul d ensure that citizens of the state
do not suffer from ozone |evels deened

unheal thful for sensitive individuals.

Envi ronnental i sts, therefore,
propose an alternative proposal which will
significantly increase the likelihood that the
health of the citizens of Illinois are
adequately protected. Qur proposal, as set
forth, go into the details, utilizes an
out put - based al l ocation and real |l ocation
nmet hodol ogy that has al ready been proposed
previously; includes a new source set-aside that

will award NOx al | owances sufficient to all ow

L. A REPORTING (312) 419-9292

post-1995 EGJs to operate; requires an equa
real l ocati on of NOx allowances to existing old

and new EQJ units based on the rate of 1.5

80
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2

pounds per megawatt hours; continues a new
source set-aside of at least five percent of the
EQUJ budget in the out years beyond the first
real | ocation period, and, five, includes an
additional set-aside that awards NOx al | owances
to energy efficiency and renewabl e energy
projects that displace NOx em ssions from EGJs.
I"lI'l skip what | allege are m scal cul ati ons of
past em ssions reductions by the Agency. They
have been corrected in the nine percent rate of
progress plan for the Chicago Nonattai nnent
Area, and | would also like to say that although
the Lake Mchigan Air Directors Consortium the
entity that nodels attai nment strategies for
II'linois and the Mdwestern states al so assures
us that the same mstakes did not occur in the
attai nnent nodel presented to the Board.

wanted to present this, however, as a fact that
nm st akes do happen and that m stakes
overestimati ng em ssions reductions have been

made.
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In addition, shortfalls in em ssion

reducti ons needed for an attai nnent
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1

denonstrati on nmay al so be beyond the control of
the Agency. Mich of Illinois' emssions

i nventory of ozone precursors, and the Agency
nmay be seriously underestimating the actual rea
worl d em ssions fromthese courses even while
usi ng approved federal nethodologies. | want to
say on May 12th, 2000, the National Acadeny of
Sci ences issued a report, Modeling Mbile Source
Em ssi ons, which noted that the nobile node
substantially underesti mates VOC em ssi ons of
unburned fuel fromcars and nitrogen oxides from
di esel trucks. Both are major sources of ozone
precursors in the Chicago area. On-road nobile
sources are responsible for 37 percent of all
VOC emi ssions and 55 percent of the NOX

em ssions in the Chicago nonattai nment area
according to the Agency.

The likelihood that em ssions
reducti ons have been underestimated from nobile
sources makes a .15 pound per million Btu NOX
rule or a 1.5 pounds per nmegawatt hour NOX rul e,

all the nore inportant to ensure that the

L. A REPORTI NG (312) 419-9292

Chi cago Ozone Nonattai nment Area neets the

82
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one- hour standard by 2007 attai nment deadl i ne.

I1linois was also required to submt
an attai nment plan for neeting the one-hour
standard back in 1994 and this plan is still not
in place, but we hope it will be in by the end
of the year. To the state's credit, Illinois
EPA was a | eader in the Qzone Transport
Assessnment Group's, OTAG s, search for a
regi onal approach to the ozone problem and this
devel opnent led to the NOx SIP Call from USEPA

Yet, even if the Agency believes the
reductions required by the NOx SIP Call are
sufficient in scope to bring the Chicago
Nonattai nment Area into attainment with the
one- hour standard, significant health probl ens
wi |l persist due to unhealthful ozone levels in
t he region.

Recent nedi cal studies have shown
that ground-1|evel ozone is even nore of a
persi stent and damagi ng phenonmena than
previously thought, and this know edge led to
the nmore protective eight-hour National Anbient

Air Quality standard pronul gated by USEPA in

L. A REPORTI NG (312) 419-9292
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1997.

In addition, in 1999, the USEPA
chose the eight-hour concentration |evel of
ozone corresponding to the ei ght-hour ozone
National Ambient Air Quality Standard as, quote,
unheal thy for sensitive populations in its use
inthe Alr Quality Index. The AQ, or Ar
Quality Index, is used nationally to communicate
air quality to the general public, and it's
governed by Section 319 of the federal Oean Air
Act, which requires USEPA to establish this
uniformAir Quality Index. This requirenent is
i ndependent of the statutory provisions
governi ng establi shment and revision of the
National Anmbient Air Quality Standards.

However, USEPA noted in using this level to
provide information to the public on air quality
and health that the scientific record and
concl usi ons underlying studi es that exam ned the
healt h i npacts of ozone are nore than sufficient
as a basis for decisions on the |evels at which
the public should be notified about health risks
associated with daily air quality.

So even though heal th warnings are

L. A REPORTI NG (312) 419-9292
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i ssued on days when the eight-hour ozone
concentration reaches | evel s unhealthy for
sensitive groups, it is unclear how nmuch
i nprovenent the .15 pounds per million Btu
standard proposed by the Agency for EGUs will
provide in | owering these eight-hour ozone
levels. As the Agency stated in the first
hearing on this matter, the Lake M chi gan region
endured 36 days in 1999 al one when the anbi ent
ozone | evel s exceeded ozone | evel s deened
unheal thy for sensitive groups.

In fact, based on nedical and
epi dem ol ogi cal research that docunents health
effects related to ozone exposure and using
actual 1997 anbi ent ozone neasurenents, a study
has been done that estinates the inpact of ozone
| evel s on the popul ati ons of 37 states covered
in the OTAG region, which is a larger group of
states than the actual nunber of states that
have to conply with the NOx SIP Call, but it was
the original study area.

The study concl uded that amnbi ent
| evel s of ozone in Illinois were responsible for

nunerous health inpacts, including 7,200

L. A REPORTI NG (312) 419-9292
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emergency roomyvisits, 2,400 hospital em ssions
for respiratory reasons, as well as over an

addi tional 310,000 asthma attacks. Short-term
exposure to ozone has al so been linked to a
variety of mnor synptons, including cough, sore
throat, head cold. This study estinated that
over 4,000, 000 instances of such m nor synptons
occur in Illinois as well.

At best, the draft rule, along with
subsequent rules for other NOx emnission sources,
coming forth fromthe Agency may conply with the
legal requirements of the NOx SIP Call, but will
still leave Illinois with air unhealthy for
sensitive groups. Geat uncertainty stil
exi sts whether the Agency proposed rules wll
neet federal requirenents protect and public
health in Illinois. This is true since we know
actual ozone precursor em ssions are
under esti mat ed and conput er nodel i ng based on
t hose em ssions inventories is being used to
bol ster clains of attainnent with the one-hour
standard. Illinois citizens face continuing
heal th danger from ozone | evels even bel ow t he

one- hour National Anmbient Air Quality Standard

L. A REPORTING (312) 419-9292
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for ozone that has been desi gnated unhealthy for
-- has been desi gnated as unheal t hf ul

In short, the Agency approach is not
consistent with the Illinois Constitution, which
states that each person has the right to a
heal t hf ul environnent and that the public policy
of the state and the duty of each person is to
provide and maintain a heal thful environment for
the benefit of this future generation

G ven the uncertainty, the Board
nmust therefore decide which interested party
shoul d get the benefit of this doubt, the
pol luting industry which has an interest in
limting enmissions controls, or the citizens of
[I'linois who have no choice but to breathe these
em ssi on by-products and suffer the health
consequences. W believe that the public
deserves the benefit of that doubt.

I"d like to now go into sone
suggest ed rul e changes. The nethods proposed by
the Agency for awarding initial NOx all owances
to EGJ and the fixed-flex systemwhich del ays
the full inplenentation of the USEPA proposed

nodel rul e trading system beyond 2011 are

L. A REPORTING (312) 419-9292
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flaned, and forgive ne if I'moff about a year
or two. | tried to adjust ny dates to account
for the 2004 date that the court just cane out
with. Environmentalists reconmend that the
draft Illinois NOx reduction rule should be

nodi fied to, again, use an output-based

al |l ocation and real | ocati on met hodol ogy; include
a new source set-aside that will award NOX

al | onances sufficient to allow post-1995 EGJs to
be operated; require and equal reallocation of
NOx al l owances to existing old and new EGU units
based on a rate of 1.5 pounds per negawatt

out put - base standard; continue the new source
set-aside of at |least five percent in the out
years beyond the first reall ocation period; and
i ncl ude an additional set-aside for energy
efficiency and renewabl e energy projects.

A NOx reduction rule for Illinois
shoul d create an incentive for all EGQJs to
produce electricity with the | east anount of
snog-form ng or ozone formng pollution per unit
of electrical power generated. Wthin the scope
of an Illinois NOx tradi ng program NOX

al | ocati ons should be allocated on an
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out put - based neasure such as pounds of NOx per
megawatt hour that directly reflect the
pol lution efficiency of electrical generation
The states of Massachusetts, New Jersey, and
Connecti cut have adopted such a systemand are
using a rate of 1.5 pounds per negawatt hour
nodi fi ed heat-input based allocation
net hodol ogy, as proposed by the Agency, awards
NOx credits based sinply on the amount of fue
burned and does not encourage pollution
efficiency and rewards existing ol der and
pollution inefficient generation facilities by
m nimzing i ncentives to achi eve hi gher
efficiency in generation. By higher
efficiencies, | nmean pollution per electricity
gener at ed.

A new source set-aside should al so

be sufficient to provide allocations to all

generators expected to be operating at the start

of the programin 2004. Even though this is
currently prohibited by a state | aw passed in
1999, which limts the new source set-aside to
five percent of the EGU budget, and Illinois

rule should reflect the goals of the nationa
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USEPA nodel NOx reduction rule in treating both
ol der and post-1995 generation facilities
equally in any allocation and reallocation

nmet hodol ogy. It is our contention that the
Agency and the CGeneral Assenbly severely
underestimate the demand for new source
set-aside allocations, and as structured, the
five percent cap in the new source set-aside
unfairly raised the operating costs of new, nore
pollution efficient, electrical generation units
whil e favoring older, nore polluting, pre-1995
el ectrical generation units.

After the period covered by the
initial three-year allocation is conplete and
assum ng a new source set-aside is adequate to
cover the needs of all new EGUs in the first
three years of the program EGUs that operated
prior to 1995 and received initial NOX
al | ocations and the newer post-1995 EGJs shoul d
be treated equally in a reallocation mnethodol ogy
based on generation efficiency. W believe both
subsets of the EGQUs shoul d have equal access to

credi ts awarded.
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post - 1995 EGJs, should receive allocations for
the fourth and fifth years of the program based
on the standard of 1.5 pounds per megawatt
hour. If there is an oversubscription of the
avai |l abl e al | owances, they should be prorated
anong t hese EQU sources based on recent
hi storical electrical generation

Facilities that do not operate
within an allocation period and recei ve NOXX
allocations fromthe state for that period
shoul d not be granted all owances for subsequent
periods. Initial baseline heat input for EGJs
operational prior to 1995 should not be used to
lock in guaranteed allocations until the eighth
year of the programas the Agency has proposed.
The Agency itself has noted that an all owance
al l ocated by the Agency or by USEPA under the
NOx tradi ng program does not constitute a
property right. |[If a facility has pernmanently
ceased operation prior to reallocation, it does
not need a NOx allocation for subsequent contro

periods, and gifting NOx allocations to a
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is inconsistent with the principle that the
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allocation is not a property right.

W al so believe that a five percent

new source set-asi de should be kept in the sixth

year of the program The energy efficiency and

renewabl e energy set-aside, the Agency's draft

rule al so misses an exceptional opportunity to

establish an energy efficiency and renewabl e

energy set-aside, which would simultaneously

reduce the costs of conplying with the NOx SIP

Call while providing Illinois with major

econoni c and environnental benefits. W

strongly recommend that the Board reject the

Agency's shortsighted action in dismssing the

need for this programand require the creation

of an energy efficiency and renewabl e energy

set-aside. The set-aside should include at
| east ten percent of the Illinois EGJ NOX
budget .

As the USEPA stated in a Quidance

Docunent descri bi ng how states could set up

set - asi des,

states have a great opportunity to
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t ake advant age of the econom c and environnental
benefits of energy efficiency and renewabl e

energy in developing a NOx transport mitigation
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strategy. By including an energy efficiency and
renewabl e energy set-aside in a state's NOX
Budget Tradi ng Program states can prevent
growh in NOx em ssions, avoid building
addi tional generating capacity, save energy and
consuner dollars, and put additional jobs and
nmoney into their local economes. This is from
-- the reference is fromthe USEPA gui deli nes.
USEPA succinctly stated three key
reasons for a state to include an energy
efficiency and renewabl e energy set-aside; to
reduce the total econom c cost of neeting the
proposed NOx cap; to pronote energy efficiency
by accel erating the adopti on of energy efficient
practices and technol ogies; and to reduce future
C02-related liabilities by recognizing the
positive inpacts of energy efficiency and
renewabl e energy on carbon em ssions. Such a
set - asi de woul d possibly al so assist in reducing

el ectrical demand and nmay reduce stress on the
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regional transm ssion and distribution system or
electricity transport that woul d ot herw se be

expected to occur due to electrical |oad

gr owt h.
L. A, REPORTI NG (312) 419-9292
Detailed witten public coments
setting forth reconmendati ons on how Il1inois

shoul d establish its set-aside will be provided
in the near future by the Environmental Policy
Center and will draw on two subsequent docunents
that the USEPA has cone out with for gui dance on
how to design such a set-aside

Envi ronnental i sts strongly believe
t he above el enents in an output-based rule are
necessary to construct the nost equitable and
efficient systemfor inproving air quality and
public health in the Chicago region, while
neeting the demands of the NOx SIP Call. It
woul d be unfortunate if, due to the fast-track
nature of this rul emaki ng, these provisions were
not included in the final rule and the rule
i mpl enented -- and the rul e was not inpl enented
right the first time. |If, due to lack of tinme

under the fast-track requirenents, the Board
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determines that it is prevented from

i ncorporating these adnmittedly najor
restructuring elenents into the final rule,
there is still an opportunity for inprovenent in

the framework the Agency has put forth as the
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94

proposed rul e.

The foll owi ng descri bes how to nove
the rule towards providing the necessary public
health protections: Using an input-based
system as the Agency has proposed, all EGJs
shoul d be treated equally in the NOx allocation

-- the NOx allowance real |l ocation process.

At the first reallocation for the
fourth year of the program EGUs given
al | ocations based on pre-1995 operational status
or fromthe new source set-aside or which were
not awarded all ocati ons because of the snall
size, but were forced to buy NOx credits on the
open mar ket should receive NOx al |l ocations based
solely on the recent heat input of that facility
and a rate of .15 pounds per Btu. Reallocation
i n subsequent years should continue this

nmet hodol ogy.
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The Ceneral Assenbly deregul ated the
electricity industry in lllinois in 1997 in part
to pronote conpetition in the supply of
electricity. Yet, in early 1999, the Cenera
Assenbly limted the new source set-aside for

the post-1995 EGJs in the NOx trading programto
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a maxi mum of five percent of the total ECQU
budget. As the Agency has noted, in recent
nonths, it has becone apparent that this is
insufficient to cover the allocations needed by
t hese new EGJs and coul d underestimate the
actual need by nore than a factor of six.

Del i berately depriving the vast
maj ority of new sources, many of which are
al ready operating or are under construction, of
NOx allocations that they will need severa
years in the future to put new electric
providers at a conpetitive disadvantage. They
nmust incur additional costs to neet nore
stringent environnmental regulations than the
ol der, pre-1995 generation facilities nust neet,
yet they are being forced to pay their direct

conpetitors for NOx allocations they need if
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they wish to operate.

Meanwhi | e, ol der, nore polluting
facilities are given credits necessary to
operate at a far higher enissions. The state is
operating at cross-purposes here by encouragi ng
conpetitive sources of generation and cl eaner

sources of generation, yet installing
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conpetitive barriers to the new generation
sources that would provi de energy.

Al t hough the five percent new source
set-aside maximumis witten into Illinois |aw,
the Agency still has the opportunity to operate
a nore equitable NOX reallocation system The
nodel rule would have all EGUs operating in 2004
that were given allocation based on pre-1995
operational status given the allocations from
t he new source set-aside or those facilities not
awar ded al | ocati ons, but which were operationa
and purchased NOx credits on the open narket, an
equi tabl e NOx real |l ocati on based solely on the
heat input of that facility. Al so, such EGJs
woul d be awarded NOx allocations at the first

real l ocation period for the fourth year of the
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program based on their heat input tines a rate
Btu of .15 pounds per nmegawatt Btus. No dua
track em ssions rate structure would exist as
t he Agency has proposed for those EGJUs in
operation prior to 1995 and t hose whi ch becane
operational after this date.

If there were not enough credits to

award all such EGJs under this nethodol ogy an
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amount necessary to cover enissions at those
EGUs, such allocation would be prorated anong

t hese sources based on heat input. Such a
system woul d be repeated i n subsequent periods
as additional new source EGQJs becane operationa
and were then added to the inventory of EGUs
that would periodically receive reallocated NOx
al | ocati ons.

Simlar to the output-based system
this nodel rule systemal so rewards generation
efficiency. Awarding NOx all owances to all
generators at a rate of .15 pounds per mllion
Btus or less if allowances are prorated anbng an
oversubscri bed pool of EGJs would |ikely award

the EGUs with the | owest NOX rates a nunber of
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al | onances greater than woul d be needed to cover
actual emssion at these facilities. These
extra NOx al | owances, achieved sinply because of
such | ow em ssion rates, would provide sone
conpensation for the expenses incurred in
achieving extrenely [ ow NOx em ssion rates.
If the Agency believes this system

suggested by the USEPA in the nodel rule, it too

austere a program for existing, pre-1995 EGUs,
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there is still additional roomfor inprovenent
over the systemcurrently proposed by the
Agency. However, it should be noted that this
| ast proposal offer the |east anount of
i nprovenent over the Agency's approach and of
the three approaches listed from
environnentalists as a way to create a
responsi ble NOx EQJ rule for the state, this
garners the | east anount of enthusiasm

As noted previously, the nunber of
new EGJs al ready operating, under construction
or which have applied for a permt vastly
oversubscri be the five percent new source

set-aside for the first three years of the NOx
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program Due to growth in the electrical

generation industry, unforeseen by the Agency or

the General Assenbly, or even by Conmonweal t h

Edi son and spoken to this fact in Board hearings

on peakers, the Board shoul d avoid repeating the

short changi ng

The board shoul

of new EGUs in subsequent years.

d ensure that in and beyond the

fourth year of the program NOx allocations

adequate to cover actual em ssions should be

provided through the reallocati on mechanismto

L. A

new, post-1995

REPORTI NG (312) 419-9292

EGUs in operation at the start of

the program True equal allocations, which was

t he previous proposal, this is our second, based

sol ely on heat

i nput woul d commence at the

second reallocation in the sixth of the year

progr am

Agai n, the Agency has stated that

t he demand f or

facilities now

NOx al |l ocations fromthese new

stands at approximately 11,000

tons if all are constructed and operated.

Al though, it is unlikely all of the projects

currently proposed will be built and operated as

proposed t oday,

it would be prudent to assune
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that over the next several years prior to the
start of the programthe same anmount of capacity
woul d be built, especially since demand for
el ectrical capacity continues to rise.

At present, under the provisions of
t he proposed rule, the Agency notes that in the
fourth year of the program 6,017 NOx al |l owances
woul d be nade avail able to new EGUs t hat
comenced operation four years previous.
However, this is still approximately half the

nunber of allocations such new EGUs are expected

L. A REPORTI NG (312) 419-9292

to need to operate. In order to right the
proposed i nequitable distribution of credits in
the initial allocation, the rule should expand
the flex portion and decrease the fixed portion
of the allocations for the reallocation in the
fourth year of the program

Rat her than the 80 percent of the
initial allocation reserved for the use of ol der
or pre-1995 EGQJs in the first reallocation known
as the fixed portion, this percentage should be
significantly lower. |If a ten percent energy

efficiency and renewabl e energy set-aside is
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created and a five percent new source set-aside
remains in the fourth year of the program the
remai ni ng 85 percent of EGQUJ al |l ocations
avai | abl e shoul d nunber 26,096. |If the need for
post-1995 EGJs that were in operation prior to
the first year of the programis expected to be
at least 11,000 tons, then the percentage of
al | onances that is reserved for pre-1995 EGUs
shoul d only be 15 percent rather than 80
per cent .

Even if the Agency elimnates the

energy efficiency and renewabl e energy set-asi de

L. A REPORTI NG (312) 419-9292
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and keeps the new source set-aside at two
percent, the percentage of allowances that are
reserved for pre-1995 EGUs shoul d represent only
63 percent of the available EGQU budget. Again,
this conpares to 80 percent in the Agency's
proposed rul e.

In 2009, or the sixth year of the
program EGUJ allocations shoul d be based on heat
i nput alone. This is what the USEPA nodel rule
proposes should occur in the first reallocation

period for the fourth year of the program All
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EQJs shoul d be awarded al l ocati ons based on heat
input times a rate of .15 pounds per negawatt
Btu. Again, if the pool is oversubscribed, such
al I ocations should be prorated anong all EGU
sources based on heat input.

Heat input used should cl osely
reflect the actual heat input in that future
time, not the original heat input nunbers the
Agency used to set the allocations for pre-1995
EGQJs at the start of the program Reallocation
should be tied to actual operation of the plants
preceding the reallocation. |If a facility has

permanent |y ceased operation in the period prior

L. A REPORTING (312) 419-9292

to reallocation it does not need a NOx
al |l ocation for subsequent control periods.
Again, presenting NOx allocations to a
nonoper ati onal or possibly even nonexi stent EGQU
casts doubt on the claimthat this allocation is
not a property right.

Again, this systemwould bel atedly
award facilities with |ow rates of NOx emi ssions
for achieving such rates and providing

el ectrical power to the public while inposing
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the | east anount of pollution.

The proposal put forth by the Agency
indicates that Illinois is attenpting to do the
bare mnimumin controlling |evels of air
pol lution, rather than doing what is right and
necessary to protect the health of Illinois
citizens, especially young children, the
el derly, and those with serious medical
conditions. Even with an eventual fina
attai nnent strategy for the one-hour ozone
standard based on the federal NOx SIP Call, this
plan will still fail to actually get the Chi cago
region to a point where air quality is

reasonably protective of public health. Thank
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you.
HEARI NG OFFI CER GLENN:  Thank you,
M. Urbaszewski. Do any nmenbers of the Board
have any questions regarding this testinony? Do
any nenbers of the Agency have any questions of
M. Urbaszewski ?
MS. KROACK: W have no questions.
HEARI NG OFFI CER GLENN:  Any menbers of

the public wish to ask M. U baszewski any
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guestions?
M5. MFAWN:.  Then | have sone questions.

HEARI NG OFFI CER GLENN:  Ckay.

Ms. McFAWN. | thought naybe the audi ence
woul d have sone. | like to hear those first
actual ly.

On page seven of your prepared
testinony, you talk about fixing the current
Agency proposal, and you have a framework that
you' ve described, and at paragraph la you talk
about allocations being based solely on the
recent heat input of that facility, and in your
schenme, what woul d you consi der the recent heat
i nput ?

MR URBASZEWSKI: Well, | think the way
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t he Agency proposes it is that anywhere from six
years previous counts as recent heat input,
which would put it in 2001 through 2003. That
woul d be acceptable to us.

I think if you use 2003, four years
before the start of the program you would only
get the heat input for that year. You could

al so average 2002 and 2003 or if you were in
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operation by 2001, | think you could pick the
two hi ghest heat inputs between 2001 and 2003;
is that correct? So it would use the existing
Agency proposal for that.

M5. McFAVWN.  Ckay. You tal k about
permanently closed facilities being allocated
NOx al | owances.

Are you -- if they get that
al l ocation, how do you see themusing those --
using the allocation since they are cl osed?

MR URBASZEWBKI: Well, we view the
initial allocation process as unequal and
significantly favoring the owners and operators
of older coal-fired power plants as gas-fired
power plants built prior to 1995. | asked that

guestion of the gentlenman from Ameren. They
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said we need as many all ocations as we can get
from 95 percent of the EGQU budget because we're
not going to be able to neet this | evel of .15,
but yet Ameren is actually swi tching one of
their coal plants to gas.

They are getting an allocation based

on their coal heat input and their NOx emni ssion
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needs,
up and runni ng,
runni ng on gas,

NOX em ssi ons.

but yet when the programis going to be
that facility is going to be
and it's going to have far |ess

They' re capturing that el enent

and using it to cover em ssions for that

facility and perhaps other facilities.

They may

al so be able to nonitorize that and sell it on

t he open narket.

That's good for Aneren, but

that al so excludes a | ot of other conpanies that

are comng on and building cleaner facilities.

change,

M5, McFAWN:

MR URBASZEWSKI :

M5, McFAWN:

But if they nake that

they have a cleaner facility?

That's true.

So isn't that conparable to

other facilities conmng on Iine that have a

cleaner facility?

MR URBASZEWSKI :

It shoul d be,

but why

L. A REPORTI NG (312) 419-9292

shoul d that conpany get allocations when anot her

conpany that's buil ding, perhaps,

of facility,

st andar ds,

t hat

i ssue?

M5, McFAVWN:

You tal k about

t he sane type

neets the sane environnent al

the sane | ow enission rates, not get

at the
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very concl usi on,

you tal k about that right now,

even if we were to adopt the Agency's proposal

you don't believe that we will reach attai nment

in Chicago; is t

hat correct?

MR URBASZEWBKI: | don't know if we'll

reach attai nment

in Chicago. Again, that goes

back to ny basic -- earlier in ny testinony I

say that the nobile nodel severely

underestimates i
Sci ences has sa
is a process for
ozone precursor

trucks and cars

t. The National Acadeny of

d that the nobile nodel, which
calculating the em ssions --
em ssions from nobil e sources,

in the netropolitan area,

severely underestimated what's actually com ng

out of those car
That
underesti mati ng

region, but the

s and trucks.
woul d nean that we're
t he ozone precursors in the

nobi | e nodel output, which is
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under est i mat ed,

t hat proves whet

actually goes into the nodeling

her we're naking attai nnent. M

contention is is that the actual em ssions are a

| ot hi gher than

em ssi ons total

t hat nodel says. Therefore, the

that's going into the attai nnent
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nodeling is also likely higher, which woul d make
it less likely that we would actually neet the
one- hour standard.

M5. McFAWN.  Just give ne a nonent.

MR URBASZEWBKI: That's fi ne.

M5. MFAWN. | don't know if you have any
coment on this or not. One of the persons
testifying, | believe, stated that there's a
bal ancing factor fromthe existing EGUs in that
they provide a steady source of power; whereas,
peaker plants are not the base | oad plants and
that maybe Il11inois needs the existing EGUs and
the structure of this trading programto favor
them for that reason.

Do you have any coment on that?

MR URBASZEWSKI: Well, | can't speak
directly to that point, but | can say that in
addition to peaking units in the various

proposal s, and | forget what the nunber is, |
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think it's up to alnost 50 proposals right now,
there's also a nunber of conbined cycle units,
whi ch are used for nore intermediate power

gener ati on.
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So it's not just peak units. There
are larger units conmng on line, and that woul d
al nrost say that we need to give |large grants of
pol lution em ssions to plants because we're
going to have an electrical reliability
problem If they don't get the credits, they
woul d shut down. O course, they could al so buy
them from cl eaner generators on the open narket.
| can't really speak to that because
| don't know enough about the electrical system
reliability and what the capacity coning on |ine
with newfacilities would be relative to old
facilities, and, like | said with Aneren,
there's also conplicated factors where ol der
facilities are being repowered, is that the
correct term are being repowered with cl eaner
systens or cleaner fuels.
M5. MFAWN:  Thank you.
HEARI NG OFFI CER GLENN:  Thank you, M.

Ur baszewski .
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MR MELAS: M. U baszewski, if | could
boil it down to just one or two sentences, your

nmai n objective is to see that we have a system
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that is going to substantially reduce the NOX
em ssions in this area?

MR URBASZEWBKI:  Correct.

MR, MELAS: And one of the ways that you
think that this can be acconplished is that this
program should treat all of the generating units
equal Iy, whether they are pre-1995 ol der
gas-fired or whatever, in order to increase the
nunber of the nore efficient producers? Wen
say efficient, nmeaning efficiency in terns of
NOx reductions, pollution reductions?

MR URBASZEWBKI :  Correct.

MR MELAS: That's all of it down into
one sentence.

MR URBASZEWBKI: That is our main
contenti on.

MR MELAS: Thank you.

HEARI NG OFFI CER GLENN:  Are there any
ot her questions from M. Urbaszewski? Yes, M.
Goodwi n.  Woul d you please identify yourself for

t he record.

L. A REPORTING (312) 419-9292
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MR GOCDWN  Dani el Goodwin with Goodw n

Envi ronnent al Consul t ants.
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If I've done ny math correctly, your
proposal that the allocation be done on the
basis of 1.5 pounds per mllion Btu -- excuse
me, 1.5 pounds per mnmegawatt hour, that works out
to be equivalent to the .15 pounds per mllion
Btus for a unit that has a net heat rate of
10, 000 Btus per kilowatt hour

Does that sound right to you?

MR URBASZEWSKI: The engineering is a
little bit beyond me. Fromwhat | understand,
that is approximately correct and three states
are already using this, and that is deened
accept abl e by USEPA and in conpliance with the
NOx SIP Call.

MR GOODW N  So the way your proposa
would work is, in contrast to the Agency'S
proposal, units that had a heat rate | ess than
10, 000 Btus per kilowatt hour, assum ng ny
conversion was correct, those units would
recei ve proportionately greater allocation, and
units that had a heat rate above that nunber

woul d recei ve proportionately |lower; is that

L. A REPORTING (312) 419-9292

correct?
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MR URBASZEWSKI: | really can't speak to
it because |I haven't done the engi neering work
onthis. Al | can say is that this has been
accepted and used by other states.

HEARI NG OFFI CER GLENN:  Thank you, M.
Goodwi n.

M5. MFAWN  Fol l owi ng al ong that |ine,
when you say you haven't done the engineering
wor k, then you just accepted the nunber because
of those states or did you have soneone assi st
you i n devel opi ng your testinony?

MR URBASZEWSBKI: Because of those states
using it.

M5. McFAVWN.  Thank you.

MR URBASZEWSKI: And the fact that it's
accepted by USEPA

MR STERNSTEIN. M. Urbaszewski
regardi ng the energy efficiency and renewabl e
energy set-aside, |I'mjust wondering are any of
the other states pursuing the NOx SIP Call
consi dering this agency gui dance docunent in
devel opi ng their prograns?

MR URBASZEWBKI: | believe so, but |

L. A REPORTING (312) 419-9292
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don't have the states with me. M. Dan
Rosenbl um from the ELPC i s doi ng much nore
detailed work on this. Unfortunately, he was
unavoi dably not able to be here for persona
reasons, but he will be submitting witten
testimony and comments that shoul d address that.

MR STERNSTEIN.  And, again, if this is
beyond your area of expertise, we can wait for
the comments, but with such a program would
that all ow nonel ectrical generating units to
receive credits that they could trade with
EQUs?

I"mjust picturing that an office
facility, say, that reduces its -- installs,
say, energy efficient lighting and is available
to reduce its electricity consunption by 20 or
30 percent, would that managenent conpany or
that office facility actually receive credits
that they would actually trade with electrica
generating units?

MR URBASZEWEKI :  Yes. The main idea
behi nd the energy -- renewabl e energy set-aside
is that these are projects that would create or

save electricity and reduce the need for

L. A REPORTING (312) 419-9292
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electricity frompower plants that would be
emtting NOx in the production of that
electricity.

Since the power plants are not
emtting the NOx, they don't need the credit.
The credit, which can be nmonitorized in the
market, and you can sell it, should go to the
peopl e who have taken the initiative to reduce
that NOx fromgoing into the atnosphere, i.e.

t he peopl e who have installed an energy
efficiency lighting system updated
air-conditioning, heating system or have
installed solar/w nd generation that doesn't
have em ssions, but they would take that credit
that this would generate and do with it as
the -- they could sit on it. They could donate
it. They could sell it on the open nmarket, and
the cash they would receive fromthe sale of
that all owance would go to offset the expense
they occurred in constructing the energy
efficiency project or the alternative energy
system

HEARI NG OFFI CER GLENN:  Are there any

further questions of M. Urbaszewski this

L. A REPORTING (312) 419-9292
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nmorning -- afternoon? GCkay. M. U baszewski,
t hank you for com ng.

M. Dupuis, could | ask you to
submt your prefiled testinmony as an exhibit,
pl ease?

MR DUPUS: Yes. | can make a notion to
do so.

HEARI NG OFFI CER GLENN:  Thank you.

MR DUPUS: |'d also like to file this
errata sheet as well.

HEARI NG OFFI CER GLENN: Do you have an
extra copy of your testinmony with you this
norni ng, or shall we get one fromthe table?

MR DUPU S: W can get one.

HEARI NG OFFI CER GLENN:  Ckay. Let ne get
that. | will admt M. Dupuis' prefiled
testinmony as Exhibit No. 35 and then a copy of
his errata sheet as Exhibit No. 36. Just give
me a nmonent to nark those

(Exhibit Nos. 35 and 36
mar ked for identification
9-26-00.)

HEARI NG OFFI CER GLENN: M. Dupui s, |

request when you return to your office that you

L. A REPORTI NG (312) 419-9292
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submit the errata sheet also to the service |ist
peopl e so they're aware of the change in your
testi nmony.

MR DUPU S: Ckay.

HEARI NG OFFI CER GLENN:  Thank you. |
guess we're ready to begin.

MR DUPU S: Good afternoon. M nane is
Lenny Dupuis. | am nanager of environnental
policy for Dominion Generation. Dominionis a
fully integrated, investor owned electric and
gas energy provider headquartered in R chnond,
Virginia, with power generating facilities
located in Illinois, Virginia, Wst Virginia,
North Carolina, GChio, and Pennsylvania. Qur
corporation operates the 1200 negawatt
coal -fired Kincaid generating station located in
Kincaid, Illinois, and this consists of two
coal -fired cyclone boilers that are identified
as Subpart WAppendix F units that will be
required to neet the requirements of the NOx SIP
Call rule, the Subpart Wrule.

As you've already heard today, this

SIP Call rule is potentially one of the nost

stringent and costly air quality regul ations
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that utility generators in Illinois and
el sewhere have had to face to date. The rule
will require existing electric generating units
inlllinois to significantly reduce ozone season
NOx emi ssions to conply with the emni ssion
budgets or caps or caps that have been set by
USEPA based on a .15 pound per nillion Btu limt
heat input. New generation already built after
t he baseline year fromwhich the em ssion caps
are calculated as well as future planned
generation in the state will al so have to secure
em ssion al l owances under this cap. This neans
that existing base | oad generation that has
served the energy needs of the Illinois public
in the past and newer generation that will be
needed to serve increasing energy denands in the
future will be conmpeting for a limted nunber of
em ssion all owances for years to cone

Domi nion fully recogni zes the
pressure the state is currently facing given the
deadl i nes i nposed upon themto devel op and
submit a plan to address EPA's NOx SIP Call by
late October of this year. W also realize the

difficulty the Agency has had in devel opi ng the
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rule that woul d address as equitably as possible
the many i ssues and concerns of all affected
parties. Domi nion commrends the IEPA for its
efforts over the last year in allow ng affected
st akehol ders the opportunity to provide
meani ngf ul i nput through face-to-face neetings
and witten coment throughout the devel oprent
of this Subpart Wrule.

There are, however, some issues
associated with this rule that are of particular
concern to Donminion that 1'd like to address
with you today. Sone of these issues have
al ready been addressed to some extent by the
nmoti on for anendnment of the Subpart Wrul e that
was recently filed by the Agency, but these
i ssues do deal with the U S. Court of Appeals
August 30th order extending the conpliance date
of the NOx SIP Call, issues related to the
generation and use of early reduction credits in
t he conpliance suppl enent pool, issues relating
to the growh factor that USEPA used in setting
the NOx budget cap for electric generating units

inlllinois additional allocations for existing
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finally be use of the Subpart Wrule in state's
attai nnent denonstration plans, and |'ll address
each of those issues.

The Subpart Wconpliance date, as we
heard earlier today, the Agency has filed a
nmotion to nodify its rule to reflect the
extension of the SIP Call requirenent from May
1st, 2003, to May 31st, 2004, and Dom ni on
supports this nodification

In terms of the 2004 ozone season
budget, we also heard that they intend at |east
at this tine to allocate the full EGJ NOx budget
for the 2004 ozone season, and we al so
understand that they are awaiting sone further
gui dance if that, indeed, cones from USEPA on
t hat deci sion.

However, if, for any reason, IEPAis
conpel l ed to adjust the budget to reflect a
four-nonth ozone season instead of a full ozone
season as they are proposing right now, we would
urge the Agency to adequately account for

i ntraseasonal generation and em ssion patterns
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24 t he budget by 20 percent.
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1 I'd like nowto address early

2 reduction credits in the conpliance suppl enent

3 pool. The Subpart Wrule provides the

4 opportunity for sources to earn early reduction
5 credits, or ERCs, froma conpliance suppl ement

6 pool that has been established by USEPA under

7 the SIP Call rule by achieving em ssion

8 reductions prior to the rule's prior conpliance
9 deadline. Dominion appreciates USEPA' s

10 recognition, at least to sone degree, of the

11 difficulty that utilities will face in having to
12 retrofit a number of units in a short tine frame
13 in order to conply with the SIP Call reductions
14 and EPA' s subsequent creation of the conpliance
15 suppl enent pool. W further appreciate Illinois
16 EPA' s incorporation of early reduction credits
17 and the conpliance supplenment pool into its

18 Subpart Wrule. Early reduction credits are

19 good for the environnment and shoul d be

20 encouraged, but decisions to early conply are

21 al so serious busi ness decisions involving
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| abor in order to be assured the ability to

conpensat e for unexpected del ays or
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conplications in installing and operating
control technologies that will be needed to neet
the required enission reductions.

W believe that sone of the
provi si ons governi ng the generation and use of
the early reduction credits currently enbedded
in EPA's SIP Call rule and in the Subpart Wrule
limt, to some extent, the useful ness of these
credits do not provide sufficient certainty for
pl anni ng purposes for which they were intended.
Such restrictions could di scourage source owners
frominstalling and operating control technol ogy
earlier than required.

Sone of these limtations are as
follows: The total nunber of early reduction
credits that can be awarded are presently
limted by the anount of avail abl e all owances
under the state's conpliance suppl enent pool
whi ch has been set by EPA -- USEPA. In the

total amount -- if the total anount of requested
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ERCs exceeds the total nunber of all owances
avai l abl e in the conpliance suppl ement pool
source specific allocations of this pool will be

awarded on a prorated basis. Thus, there is the
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possibility that sources will not receive ful
credit on a ton-for-ton basis or all of the
early reductions nade bel ow t he desi gnated
basel i ne | evels.

IIlinois EPA intends to award hal f
of the conpliance supplenent allowances for
reductions made in the 2001 ozone season in the
remai ni ng hal f of the year 2002 ozone season
Sources nust apply for these credits by Novenber
1st of the year during which the ozone season
reductions are achieved. I1EPAw Il award the
early reduction credits by now March 1st of the
year follow ng the ozone season during which the
reducti ons were achieved. Wile this schedul e
does help, to sonme extent, it still results in
del ays certainty as to the anmount of ERGCs that
have been obtained, naking it difficult to
adequately incorporate the use of these credits

for conpliance strategy planni ng purposes for
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whi ch the conpliance suppl enent pool allowances

wer e desi gned.

G ven the extension of the

conpliance deadline to May 31st, 2004, the use

of early reduction credits is nowrestricted to
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just one year. The current

rule retires unused

credits at the end of the 2004 ozone season

al t hough we did just hear in the notion to anmend

that they will consider extending that ability

t hrough the 2005 ozone season pending further

gui dance and approval by USEPA, and we woul d

support that.

G ven the substantial cost and

difficulties associated with neeting

requi renents of the SIP Call

the state to try to incorpor

rule, we would urge

ate as nuch

flexibility as possible into the provisions of

the early reduction credit portion of the rule

that will help to ease the f

i nanci al burden to

af fected sources and provide nore certainty to

the process. W believe there mght be such an

opportunity by nodifying the early reduction

provisions to maxinze their

useful ness and
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provi de added i ncentive for source owners to
generate early em ssion reductions.

First of all, given the extension of
the conpliance deadline for the SIP Call to My
2004, the ability to generate early reduction

credits shoul d be extended t hrough the 2003

L. A REPORTI NG (312) 419-9292

ozone season. W heard fromtheir notion to
anend nonments ago that they do intend to do
that. As it stands right now, they will be
al |l ocating em ssions in 2001 and 2002, and
whatever is left over, if there is anything |eft
over, will be considered for distribution in the
year 2003, and we woul d support this extension
to the year 2003.

W al so urge the Agency to extend
the use of the early reduction credits to at
| east the 2005 ozone season, which they intend
that they will consider doing given the extended
deadline for conpliance with the SIP Call rule
to May 31st, 2004. This would at |east maintain
status quo in the rule, which under the initia
May 2003 conpliance deadline allowed the use of

early reduction credits for two ozone seasons
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beyond the conpliance deadl i ne.

Inits currently proposed form the
Subpart Wrul e incorporates the banking
provisions of EPA's nodel rule Part 96. Under
t he nmodel rule provisions, banked all owance as
well as early reduction credits awarded fromthe

conpl i ance suppl enent pool are subject to a flow
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control mechani smbeginning in the 2004 ozone
season. Dom nion believes that given the
[imtations already inposed upon the generation
use, and lifetine of the early reduction credits
obtai ned fromthe conpliance suppl ement poo

that these early reduction credits should not be
subj ect to additional flow control. W note
that in USEPA' s Part 97 rules in which they

i mpl enent the Federal NOx tradi ng program which
EPA intends to inplenent in states which becone
subject to a federal inplenentation plan or are
subject to the Section 126 rule, EPA is not

subj ecting early reduction credits allocated
fromthe conpliance suppl enment pool to flow
control and is not inplenenting the banking

provision flow control nechanismfor the first
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two years of the trading programuntil the early

reduction credits have all been used or retired.
Domi ni on urges this Board and the

| EPA to consider doing the sane, that is, do not

subj ect the early reduction credits to flow

control and anmend the rules to delay the

i mpl enentation of the flow control mechanismin

t he banki ng provisions at least until the early
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reduction credits fromthe conpliance suppl enent
pool have been used up or retired.

W believe that USEPA woul d not
object to this alteration of the nodel rule
provi sion since the Agency itself applied this
concept inits Part 97 rule. The state should
consi der awardi ng conpl i ance suppl enent
al | onances as soon as possible follow ng the
ozone season during which the reductions are
achieved. This would provide source owners nore
lead tine as to exactly how many early reduction
credits they have been allotted and would
provide sone additional time to incorporate this
know edge into conpliance plans and schedul es.

There is no absol ute requirenent
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that states adopt a conpliance suppl enent poo
provision within their rules. The state could
consi der devel oping an early reduction credit
programtotal ly i ndependent of EPA s conpliance
suppl enent pool that would not limt the nunber
of early reduction credits that could be
achieved. Renoving such a limtation, while at
the sane tine providing a nore up front

guarantee that early reduction credits will be
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awarded or rewarded in the form of equival ent
em ssion credits, would greatly enhance the
i ncentive for source owners to install and
operate control technology earlier than
required.

I"d like nowto turn to the growh
i ssue. During the August 28th public hearing,
there was nmention of and several questions
rai sed about the growth factor that USEPA
assunmed in Illinois to account for expected
growh in electric generation over the period
fromthe baseline year 1996 to the 2007 budget
year. |In ny prefiled testinmony, | have provided

an expl anation of how EPA derived these growth
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factors, and 1'd like to take sone tine here
just to enphasize a few key points.

First, the growth factors play a
significant role in the determ nation of the
final state specific EGJ NOx budgets that were
set inthe SIP Call rule. During the course of
the SIP Call rul emaki ng process, the growth
factor assuned by USEPA in Illinois ranged from
a high of 34 percent to the current eight

percent, which was used in the final NOx budget

L. A REPORTING (312) 419-9292

rule. At one time during the rul emaking
process, the NOx EGU budget in Illinois was as
hi gh as 36,570 tons, a 30 percent increase over
the current 32,372 tons. A 34 percent growth
factor applied to the current baseline for
sources in the trading budget are those that are
established in Appendix F of the Subpart Wrule
woul d i ncrease the tonnage tradi ng budget from
the current 30,701 tons to over 38,000 tons, an
i ncrease of alnost 25 percent. So you can see
the relative inportance of this growth factor in
what the final budgets in Illinois were.

The eight percent growh rate
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assuned in Illinois over the 11-year period is
sinply inappropriate. |In many cases, growh
over the |last several years has al ready exceeded
the projected 2000 | evels that EPA assuned in
the NOx SIP Call. EPA produced surrogate growh
rates for the 1996 through 2007 period that was
based on year 2001 and year 2010

projections fromthe integrated planni ng nodel
EPA' s met hodol ogy does not adequately address
growh in the earlier years of this period

mai nly 1996 t hrough 2001.
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In fact, I PMprojections for year
2001 and 2010 used by EPA in the | PM nodel to
determine the growh rate exceed the 2007 |evels
t hat have been projected by the EPA in the SIP
Call rule. The EPA growth factors also vary
considerably fromstate to state ranging from an
actual negative growh factor in Rhode Island to
a high of 59 percent in the state of
Massachusetts. The disparity in quote
assunptions fromstate to state results in
substantial differences in the anount of growth

tonnage that's added on to the baseline
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em ssi ons.

This underestimation of growth in
setting the NOx em ssion budgets directly
affects the ultinmate emi ssion rate a given
utility systemwill have to neet to conply with
t he seasonal allocations provided under the
state NOx budget. For states where EPA has
significantly underestimated the growh, the
effective emssion rate to conply with the
budget will be nuch |ower than .15 pound per
mllion Btu. For exanple, at our Kincaid

generating station, we will have to achieve an
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em ssion rate well below the .15 pound per
mllion Btu rate that's assuned by EPA in
deriving the budget in order to conply with the
seasonal NOx allocations in appendix F of the
Subpart Wrule if these units continue to
operate at |evels experienced over the |ast
several ozone seasons.

W suspect and we've al ready heard
to sone degree this norning from previous
testinony that other sources in Illinois wll

share the same thing. USEPA clains that the
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regional trading programwll mitigate these
flaws and di screpanci es. However, EPA has said
i ndi vi dual state budgets, that individual states
nmust nmeet it. It did not set an overall
regional 22 state budget. Therefore, EPA's

nmet hodol ogy has subjectively set certain states
as potential net buyers of allowances and ot her
states as potential net sellers of allowances.
Sources in states, such as Illinois where EPA
has underesti mated grow h, rmay very well be
forced to spend their noney on purchasing

em ssion allowances to conply with the NOX

budget, while other states with larger growth
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rates have nore flexibility for nmeeting the
reduction requirenments and for incorporating new
sources into their budgets.

Thi s provides the higher growh
states with an econoni c advantage over ot her
states with lower growth rates, such as
II'linois. Several industry groups have
petitioned for review of the state specific NOX
budgets t hat USEPA has established in the SIP

Call rule in the US. Court of Appeals, D.C
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Crcuit for sone of the very sane reasons that
' ve described above.

The briefing litigation schedul e was
recently set by the court. A decision fromthe
court is not expected until at |east the second
quarter of next year at the earliest. This
ongoi ng legal review presents the possibility
that the SIP Call budgets could be rejected by
the court and/or remanded back to USEPA for
further consideration and review,

Therefore, the total NOx budget for
electric generating units referenced in the
Subpart Wrule of Illinois may at sonme point in

the future need to be adjusted pending the
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outconme of this litigation. The Illinois EPA
has incorporated a provision within its Subpart
Wrule that all ows the Agency to adjust the
state budget shoul d USEPA adjust the trading
budget for any reason. Dominion believes that
this provision should be specifically tied to
the ongoing litigation of the budget which, if
successful, in our opinion, will increase the

budget in Illinois.
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I would also note that there are
some states that are considering submtting SIP
Call rules requiring a cap based on the .15
pound per million Btu, but with alternative
budgets that will be derived from nore
representative growh factors in those states.

I'd now like to address initia
al l ocations for the Appendi x F sources.
Domi ni on believes that Illinois EPA should
re-examne the allocations established for the
Appendi x F sources for the initial three-year
control period. W believe that a nore
equi t abl e approach woul d be to adopt a
nmet hodol ogy similar to that used by USEPA in its

Part 97 rul e, which bases the allocations for
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each unit on the average of the two hi ghest

ozone season heat inputs over a nulti-year
period, adjusted by nornalizing the total state
EGQUJ tonnage so obtained with the state EGQU

budget established by EPAin the SIP Call rule.
This, in fact, is the methodol ogy that Subpart W
rule applies in subsequent allocation periods

for the flex portion of the fixed/flex
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appr oach.

Finally, 1'd Iike to address the
state ozone attai nnent denonstrations. The
Agency had envi sioned using the Subpart Wrule
as a neans to achieve attainnent of the National
Anbient Air Quality Standard for Qzone in the
Metro-East St. Louis Nonattainment Area and the
Lake M chigan Chi cago Nonattai nnent Area and has
submtted the rule to USEPA for pre-approval and
review prior to actual adoption by the state in
support of attainnent denonstration which nust
be submitted to USEPA by Decenber of 2000. In
that submttal, the state does conmmit the state
to the SIP Call controls beginning in May 2003.
Gven the court's extension of the SIP Call

conpliance date to May 31st, 2004, and the fact
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t hat Agency nodel i ng indicates that attainnent
can be achieved for the Metro-East St. Louis
area wWith a rate base .25 pound per mllion Btu
statewi de control |evel, we suggest that the
Subpart Wrule will be renoved fromthe

attai nnent denonstration plans for the St. Louis

and Chi cago nonattai nment areas at this tine.
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The states should proceed with an
attai nnent denonstration plan i ndependent from
the SIP Call rule and nove forward with a rate
base .25 pounds per nillion Btu contro
requi renent for the 2003 ozone season, and
believe we heard that the state is considering
taking this approach earlier this norning. This
approach woul d adequately address the St. Louis
nonatt ai nment probl em while not subjecting
sources in Illinois to a nore stringent |evel of
control earlier than is required of sources in
ot her surrounding states subject to the NOx SIP
Call. This would also protect the state should
a review of the NOx SIP call rule in the Suprene
Court, if so granted, results in additiona
delay or overturning of the NOx SIP Call rule.

W thank you for this opportunity to
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coment, and | would be very happy to hear any
guestions. Thank you.

HEARI NG OFFI CER GLENN:  Thank you,
M. Dupuis. Do any nenbers of the Board have
any questions for M. Dupuis? Let's go over to

the Agency and see if they have any questi ons.
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M5, KROACK: W have a few for you
M. Dupui s.

You stated in your testinony that
the Subpart Wrule should provide for allocation
of total statewi de NOx budget for EGQJs in the
2004 control period or 30,700 for allowances
even though the control period has been
shortened by 30 days.

Do you understand that USEPA
adm ni sters the NOx tradi ng progranf

MR DUPU S:  Yes.

M5. KROACK: Do you al so understand that
t he Agency can only allocate those all owances
t hat USEPA gi ves us?

MR DUPU S:  Yes.

M5. KROACK: So then if USEPA elects to
decrease that budget, isn't it also true that we

can only allocate to you what they give us to
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allocate to our pool of electrical generating
uni ts?

MR DUPUS: Yes. | believe that's the
case, but, again, | would hope that the Agency

woul d make an argunent that USEPA consi der that
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in nost years generation in May is |ower than
nost of the other ozone season nonths and woul d
reflect that in the allocation, and that's what
we woul d ask.

M5. KROACK: We would just like to state
for the record that we understand that, and we
intend to nake that and other argunents to USEPA
as well when the tine is appropriate.

The ot her question, you said the
other states are opting into the federal trading
program | believe this is what you said in
your testinmony just now, and | didn't find it in
your written testinony. So maybe | m sheard
you.

But they're opting into the federa
NOx trading program but they're setting their
own budget s?

MR DUPU S: They are not opting in.

They are part of the SIP Call rule. So I guess
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you could say they're going to try to opt into
the trading program but they're going to submt
a different -- a different budget than USEPA

Yes. That's correct.
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MS. KROACK: Do you know which states
t hese are?

MR DUPUS: | do, but I"'mnot at liberty
to say right now because they have not subnitted
the rul es.

M5. KROACK: So they haven't put anything
out to the public?

MR DUPU S: No, they have not.

M5. KROACK: This is just interna
di scussi ons?

MR DUPUS: This is interna
di scussi ons.

M5. KROACK: Do you understand that the
Federal NOx Tradi ng Program sets requirenents
for opting in within Part 96 rules that it says
the state nmust neet to opt in?

MR. DUPU S:  Unh- huh

MS. KROACK: Thank you. And | just want
to clarify one point. The Agency has said today

that it intends next week, we hope, to subnmit a
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rate-based rule to address attai nment, but only
for the Metro-East Nonattainment Area. | just

-- | know |l said that, but | wanted to make
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that clear.

HEARI NG OFFI CER GLENN:  Thank you, Ms.
Kroack. Did nmenbers of the Board have
qguestions? Any nenbers of the public, would any
of you like to ask any questions?

M5. MFAWN: | do. Like | stated before,
| always like to hear fromthe audience first
because if you have a question that | have, |I'm
gl ad when it conmes fromthe audi ence.

In your testinony, you tal ked about
conpl i ance suppl emental provisions, and you made
a suggestion that we are to consi der devel opi ng
an early reduction credit programindependent of
EPA's CSP. Can we do that? |Is that one of our
di scretionary approaches?

MR DUPUS: | don't know for sure
whet her you can or not. | think it would have
to be totally independent of the conpliance
suppl enent pool. | believe the state does have

-- they have a discretion whether to accept the

conpl i ance suppl ement pool or not. They have

L. A REPORTING (312) 419-9292
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that if to provide nore flexibility or
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assurances of early reduction credits in that
they could be generated on a one-for-one basis
that the state could consider having an early
reduction programthat is separate fromthe
conpl i ance suppl enent pool

Now, they woul d have to work out
wi th USEPA a way to nove those credits into the
trading program So there would have to be sone
di scussion with USEPA as to whether or not. The
other option would be to just track those
separately within the state.

M5. MFAWN:  |If we were to do that and we
failed in convincing the USEPA to all ow t hat
into the CSP, can we use that then to be
al |l ocated or woul d the conpani es that had taken
steps to achieve early reduction credits maybe
not be able to use themin the federal trading
progr anf

MR DUPUS: [|f EPA were to cone back and
di sapprove that option, then the state would
have the option of anmending its SIP in applying

t he conpliance suppl enent pool. It would have
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Ms. McFAWN.  Ckay. Thank you. You said
that at Kincaid you will have to achieve a
level -- an em ssion rate much | ess than 0.15
em ssion rates?

MR DUPUS: Yes. That's correct.

M5. MFAWN: W' ve heard from ot her
generators, they, too, would have to

Do you think that Kincaid will be
significantly | ess than your conpetitors?

MR DUPU S: | don't know what |evel they
woul d have to go down to. | do know that if we
were to maintain the generation or the
utilization that we have experienced in the | ast
several ozone seasons that we would likely be
down in the range sonmewhere around .10. | don't
know how ot hers are affected by that.

M5. McFAWN. Ckay. | think it was under

-- in the part of your testinony where you talk
about growth factors, you suggest that we shoul d
use a different period of tinme, is that correct,
for establishing --

MR DUPUS: No. Wat | was trying to

indicate to you is that when USEPA tried to
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apply a growth rate, what they were seeking to
do was to apply a growmh factor fromthe
basel i ne year, which is 1996, out to the year
2007, but in order to do, they ran what they --
the integrated planning nodel. It's a
forecasting nodel that the Agency used, and they
ran the nodel for two projection years 2001 and
2010. Based on the nodeling results fromthose
two years, they conmputed a growth rate from 2001
to 2010 peri od.

They then cal cul ated that growth
rate over that nine-year period, prorated it to
11 years, and then went back to the 1996
basel ine and used that rate to adjust 1996 up to
2007. Now, our point is that they were using
two projections to the future, from 2001 to
2010, but nowhere is the growth from 1996 to
2001 part of that assessnent, and we have seen a
substantial growmh in the last few years, which
essentially is not part of that equation

M5. MFAWN:  Ckay. Thank you for that
clarification. | don't think I have any other
guesti ons.

HEARI NG OFFI CER GLENN: Are there any

L. A REPORTI NG (312) 419-9292
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further questions of M. Dupuis this afternoon.
M. Dupuis, thank you very nuch for coming and
gi ving us your coments this afternoon.
MR DUPU S: Thank you.
HEARI NG OFFI CER GLENN:  Let's break for
lunch. We will resune in an hour. It is
12:45. So we will resune at 1:45 pronptly. W
will begin with M. Furstenwerth and then
proceed with M. MIller and then we'll get
Ms. Schoen sworn in and we will hear her
testinony as well, and then al so during the
[ unch hour, if any of you | ook at the Agency's
notion and determni ne you have further questions,
we will entertain those after lunch as well. So
we will go off the record now and resune at
1. 45. Thank you.
(Wher eupon, further proceedi ngs
wer e adj ourned pursuant to the
[ unch break and reconvened
as follows.)
HEARI NG OFFI CER GLENN:  Let's go back on
the record. Good afternoon, again, and wel cone
back to this, our second hearing in our R01-9,

the Proposed New 35 Illinois Admnistrative Code

L. A REPORTI NG (312) 419-9292
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217, Subpart W The NOx Tradi ng Program for
El ectrical Generating Units.

Bef ore we resune hearing fromthe
our witnesses this afternoon, 1'd like to take
care of just a couple of housekeeping itens.
First, | would like to ask the Agency if they
intend to request a third hearing which is
currently schedul ed for Cctober 10th?

M5. KROACK: W do not.

HEARI NG OFFI CER GLENN: I n light of the
Agency's request not to have a third hearing,
there will be sone deadlines that you m ght want
to listen up for. W intend to get an expedited
transcript in this nmatter, which would nmean the
Board woul d have the transcript on Septenber
29th. Assuming that the transcript does arrive
at the Board on Septenber 29th, the public
coment period runs for 14 days, which would
nmean the record in this matter would officially
cl ose on Friday, Cctober 13th, at 4:30. The
nmai | box rul e does not apply to any public
comrents. So you would have to file this
conmment with the Board by 4:30 on Cctober 13th.

If you file a public coment,

L. A REPORTING (312) 419-9292
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woul d rem nd you that the Board is to receive an
original and nine copies of this comrent.

Addi tionally, we would ask that you woul d serve
a copy of your public coments on all people on
the service list. W have copies of that
service list here today. You can take one with
you or you can ask us for -- ask ne for one at a
|ater date, but you are required to serve the
service list people with your public conments.

I woul d di scourage anyone from
filing fact filings on the 13th, but if you get
desperate, give nme a call. Now, if in the event
we do not get the transcript on the 29th, those
dates are going to change. So what | will do is
I will put out a hearing officer order as soon
as we get the transcript so everybody on the
service list and notice list will know what the
final dates are, but I"'moptimstic that we will
get it on the 29th.

Al'so, the transcript will be placed
on the Board's web page, but | don't anticipate
t hat happeni ng, assumng we get it on Septenber
29th, | don't anticipate that will happen before

Tuesday, COctober 3rd. Hopefully, we will get it

L. A REPORTING (312) 419-9292
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put on the web page that Tuesday. Keep
checking. It will be on there.

Are there any questions regarding
that matter? Ckay.

MS. KROACK: Cathy -- excuse nme. Hearing
Oficer Aenn, do you intend if you receive the
transcript on the 29th to send it to the service
list or only to nake it avail abl e?

HEARI NG OFFI CER GLENN: W will only make
it available. W wll not be sending hard
copies of the transcript to the service list.
The Board has a policy of 75 cents a page for
something like that. So if you wanted us to
send it to you, please let ne know, but you will
be getting a bill. | would recommend the
transcript off the web or cone to the Board's
offices and | can get you a copy that you can

copy for yourself.
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Yes. Do you have a question, M. Schoen.

M5. SCHCEN: After the 13th date, what
are the next mlestones?

HEARI NG OFFI CER GLENN: Ch.  Thank you.
After Qctober -- assuming we get the transcript

on Septenber 29th and the record cl oses on
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Cct ober 13th, pursuant to the Board' s order on
July -- excuse nme a nonent, July 13th. W did
announce that if the third hearing is cancell ed,
the Board would go to second notice by Novenber
20t h, and the Board neeting precedi ng Novenber
20th is Novenber 16t h.

So the latest we would be going to
second notice would be that neeting on Novenber
16th, and | would rem nd you that under Section
28.5, those tine franes are -- those are
statutory. The Board doesn't have any
flexibility on that schedule. After we proceed
to second notice, final adoption would be 21
days after we receive JCAR s certificate of no
objection, and, I'msorry, | don't know what
JCAR s neeting calendar is in Decenber, but
those are the deadlines we are working with now

Any nore questions about those
deadl i nes? Again, | will put out a hearing
officer order to clarify everything once we
receive the transcript. |If the transcript is
del ayed in getting to us, the tine franmes will
adj ust accordingly, but I will contact all of

you via hearing officer order so you will know
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precisely what is going on. |If you haven't
signed up to be on our notice list or our
service list and you want to get this hearing
of ficer order, please sign up. There's a
sign-up sheet for either the notice or service
list on the table by the door there.

Any nore questions regarding that?
Ckay. Seeing none, before we get to our witness
testinony, | would like to ask if anyone el se
has any questions for the Agency regarding the
nmotion to anmend that it filed this norning?
Ckay. No nore questions. So let's get back to
our witness testinony. | believe we were going
to start this afternoon with M. Furstenwerth.
Before we get to M. Furstenwerth, | do have
additional copies of testinony on the table that
we ran out of this nmorning. So if you didn't
get copies of sonething, | know we ran out of
M. Dupuis' and sone others. So help yourself.
If you still don't see what you need, let ne
know afterwards and I'Il get you a copy before
you | eave here today.

Wthout further ado, M.
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MR, FURSTENVERTH: Thank you menbers of
the Board. Before | start ny comments, I'd like
to nove to enter ny testinony into the record.

HEARI NG OFFI CER GLENN:  So granted. W
will mark M. Furstenwerth's prefiled testinony
as Exhibit No. 37.

(Exhi bit No. 37 narked
for identification,
9-26-00.)

MR, FURSTENVERTH: Thank you. M nane is
Derek Furstenwerth. ['ma leader in the Ar
Resources Division of the Environnental
Department of Reliant Energy | ncorporated.
Reliant Energy is an international energy
servi ces and energy delivery conpany based in
Houst on, Texas. Reliant Energy owns and
operates over 26,000 nmegawatts of power
generation in the U S. and western Europe. 1In
Il1linois, Reliant Energy began operation this
sumer at its 345 nmegawatt facility in Shel by
County and has under construction an 870

megawatt peaking facility in Aurora. As a
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result, Reliant Energy will be inpacted by the

final NOx trading rule regul ations pronul gat ed
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by the Pollution Control Board. W appreciate
the opportunity to present this testinony.

As you're aware, the electric
industry is in the process of being
deregul ated. Because of uncertainty regarding
t he shape that deregulation would take, there's
l[ittle investnment in new power generation
facilities in the United States in the late
1980s and the 1990s. As a result, there's now a
shortage of generation capacity during periods
of peak electric demand. |n response to the
shortage and the passage of IIllinois'
deregul ation law, there's been a significant
amount of activity in the siting of electric
power generation facilities in Illinois in the
| ast two years.

Work on the proposed Il11inois N
trading rule began in 1998 after the USEPA
i ssued the NOx SIP Call, which ordered states in
the eastern U S. to develop NOx trading rules as

a cost-effective way to ensure ozone
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reach attainnment. This SIP Call occurred prior

to the current period of significant electric
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generation developnment in Illinois. As a
result, the proposed rul e devel oped by the | EPA
contai ns a nunber of provisions that do not
accurately reflect the present marketpl ace of
generating facilities in the state.

These new nmarket entrants are part
and parcel of the devel opnent of the
infrastructure within the state of Illinois that
will allowthe current econom c expansion in the
state to continue. Moreover, the facilities
being built generally have significantly | ower
NOx emi ssions than ol der generating units in the
state. |In effect, the proposed rule insul ates
ol der generating sources fromhaving to instal
pol I ution control equi pnent and forces potenti al
new sources to conpete for an insufficient
amount of NOx al | owances avail able to them under
the provisions of the proposed rule. Surely one
quality of a successful NOx trading rule would

be to reduce NOx as cost-effectively as possible
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new, clean, efficient generation the state needs
to foster continued econonmic growh. To this

end, Reliant Energy suggests four substantive
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changes to the propose Illinois NOx trading
rule.

First, USEPA s nodel rule allowance
al | ocati on met hodol ogy shoul d be applied
begi nning in 2006 or now with this norning's
proposal, 2007. |In general, the proposed
I[1linois NOx trading rule is nodel ed after
USEPA' s nodel rule. The nodel rule was issued
as part of the NOx SIP Call to provide states a
tenpl ate upon which to build their own state
budget rules. The proposed Illinois NOX trading
rul e uses many of the concepts from USEPA' s
nodel rule, but strays fromthe nodel rule
approach in several ways. The allocation
nmet hodol ogy is one area in which the NOx trading
rule differs fromthe nodel rule

Both the nodel rule and the proposed
IIlinois NOX trading rule allocate a fixed

nunber of allocations to existing sources for
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the first three years of the program These
al |l ocations amount to 95 percent of the total
state NOx budget, and the remnai nder of the
budget resides in the new source set-aside,

which is discussed in greater detail later in ny
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t esti nony.

Facilities receiving fixed
all ocation in 2003 through 2005 are listed in
Appendi x F of the proposed rule and for the
purpose of this discussion will be referred to
hereafter as Appendi x F sources. nly sources
in operation prior to 1995 are listed in
Appendi x F. In other words, from 2003 through
2005, sources whi ch began operating after 1994
will receive no fixed allocations, but wll
i nstead be allocated all owances only fromthe
new source set-aside

In USEPA' s nodel rule, beginning in
2006, all existing sources, including those
built after 1995, are allocated all owances based
on their historical heat input, which is the
sane essentially as fuel use, nultiplied by a

target NOx enmission rate .15 pounds per nmillion
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Btu. The purpose of this calculation approach
is to allocate allowances to sources in the

state based on their |evel of operations, nore
operations, nore allowances. Conversely, the

| ess a source operates, the fewer allowances it

receives.
L. A, REPORTI NG (312) 419-9292
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Bear in mnd, however, that the
state's NOx budget is fixed. |f nore sources

are built in the state or ol der sources are
operated nore than they were historically,
i ndi vidual allocations are reduced for al
sources. As a result, as nore new cl ean sources
begin operating in the state and as ol der
sources operate nore to neet increased denmand,
all sources receive a snaller piece of the pie.
The Illinois NOx trading rule
differs fromthe nodel rule in two significant
ways at this point. One is discussed here, and
one is discussed in ny second coment. Wile
the nodel rule allocates NOx al |l owances
begi nning in 2006, based on historica
operations, the proposed Illinois NOx trading

rule utilizes what | EPA describes a fixed/fl ex
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al | ocati on net hodol ogy for allowance allocations
from 2006 t hrough 2009. In 2006 and seven,
Appendi x F sources receive 80 percent of their
fixed allocation amount regardl ess of historica
operations.

Sources not listed in Appendix F

receive their allocations based on historica
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operations fromthe left over 20 percent of the
state budget. These allocations are then
reduced by 20 percent. |If any allocations
remain, they are divided anong all sources
according to historical operations. [In 2008 and
2009, Appendi x F sources receive 50 percent of
their fixed allocations, again, regardless of
hi storical operations. Non-Appendi X F sources
receive 50 percent of the allocation to which
they would be entitled based on historica
operations. Any renaining allowances are,
agai n, divided anong all sources based on
hi stori cal operation

The net result of this is to [ock
non- Appendi x F sources out of the majority of

al | onance allocations for the first seven years
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of the program This will force newer sources,
whi ch are already the cleanest in the state, to
force technol ogy to unprecedented levels to
control emissions to within their allowance
all ocations or attenpt to buy additional NOx
al | onances in the marketpl ace.

Exi sting sources, nmeanwhile, can

sinply stockpile allowances fromthe early years

L. A REPORTING (312) 419-9292

154

of the program del aying the inplenentation of
controls for many years, even though these
controls nay be nore cost-effective than the
incremental controls on the newer, cleaner
sources. As a result, newer cleaner sources
wi Il be discouraged fromlocating in Illinois at
a time when such facilities are needed to
provi de cheaper and nore reliable electricity to
the state.

In order for a market-based NOX
control rule to work, the NOx all owance
al | ocation schene nust reflect the historica
operations of the sources affected by the rule.
The fixed/flex allowance allocation schene runs

directly counter to this precept. Accordingly,
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Rel i ant Energy recommends that the proposed
IIlinois NOX trading rule be revised to apply
the nodel rule allowance allocation et hodol ogy
begi nning in 2006 rather than del aying ful
i mpl enent ati on of this nethodol ogy until 2010.
My second point is NOx all owance
shoul d be allocated to all sources based on a
target emission rate of .15 pounds per mllion

Btu. Another inportant difference in allocation

L. A REPORTI NG (312) 419-9292

nmet hodol ogy between the NOx trading rule and
USEPA' s nodel rule lies in the disparate
treatment of Appendi x F sources and newer
sources with respect to em ssion rates. The
nodel rule allocates allowances to all affected
sour ces based on historical operations
mul tiplied by .15 pounds per million Btu NOX.
These allocations are then prorated to al
sources to ensure that the total allocations do
not exceed the state NOx budget.

The result of this is to allow NOx
reductions to be nade nost cost-effectively by
installing controls on the sources best-suited

to such controls and all owing | esser controls on
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ot her sources. For exanple, one unit may be
particularly well-suited to installing pollution
control equi prrent and another nmay not. In

ef fect, this approach rewards the | owest
emtters because any all owances they receive
above their actual em ssions |evel can be either
used at other sources owned by the sanme owner or
sold on the market to recoup sone of the costs
of installing control. This is another centra

concept in a market-based eni ssion contro

L. A REPORTI NG (312) 419-9292

rule.

The proposed Il1inois NOx trading
rule differs fromthe nodel rule inits
treatnent of non- Appendi x F sources. As noted
above, the nodel rule allocates all owances to
all sources based on a target enission rate of

.15 pounds per nmillion Btu. The proposed
trading rule, on the other hand, only proffers
this treatnment to Appendi x F sources. Newer,
cl eaner sources are allocated all owances based
on their permtted NOx emission limts, which
are much lower than .15 pounds per nillion

Btus. Current emssion limts for new units are
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approachi ng one-tenth of that level. Here's an
exanpl e of the disparity thus created. Source A
began operating in 1960 and consunes ten mllion
Btus of fuel in the baseline period. As a
result of the NOx budget rule, Source A was

equi pped with pollution control equiprent that
reduces NOx to .05 pounds per nmillion Btu

Source B began operating in 2000. Source B al so
consuned ten nillion Btus of fuel in the
basel i ne period and al so has NOx eni ssions of

. 05 pounds per mllion Btu

L. A REPORTI NG (312) 419-9292

Under the proposed rule, Source A
woul d receive 750 NOx al | owances, while Source B
woul d receive 250. | would like to editorialize
here that this is assuming that |I'mignoring the
idea that the entire budget is likely to be
oversubscri bed and these woul d all be prorated.
This is just a relative proportion. It's an
exanpl e of the proportions.

In effect, Source B is penalized for
being built after 1995. Consider also the fact
that the source built in 2000 is al nost

certainly nore efficient than the source built
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in 1960, and the inbal ance of this approach
becones even nore pronounced. In this way, the
proposed trading rul e provides anot her barrier
to the new electric generation facilities
II'linois needs and rewards ol der, |ess efficient
units sinply for being older. Reliant Energy
strongly recommends that all existing units be
al |l ocated al | owances based on a target enission
rate of .15 pounds per million Btu

The new source set-aside should be
mai ntai ned at five percent of the total state

NOx budget for the life of the program The
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current proposal reduces the size of the new
source set-aside to two percent of the total NOX
budget beginning in 2006. This will further
limt the all owances avail abl e to new sources
wishing to locate in Illinois raising additiona
barriers to econom c devel opnent. The new
source set-aside is the pool of allowances which
is used to provide all owances to new sources
until they have been operating | ong enough to
enter the main program

This reconmmendati on i s consi stent
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with the Illinois Pollution Control Act, which
stipulates five percent of total state NOx
budget as the maxi num size of the new source
set-aside. QOher states have maintai ned the new
source set-aside at five percent of the total
NOx budget in order to encourage conti nued
economi ¢ devel opnent. In fact, New Jersey has a
new source set-aside equal to ten percent of the
state NOx budget.

I'"d also like to point out here that
one of the previous w tnesses was di scussing
their facility, which was a CFB boiler facility

burni ng coal waste and so forth, and they were

L. A REPORTING (312) 419-9292

tal ki ng about NOx em ssions during the contro
period of, if menory serves, about 1100 tons,
and the new source set-aside when it drops to
two percent of the state budget will be about
600 tons of NOX. So with one source of that
size of that new source set-aside, it would
al ready be two percent -- excuse ne, two tines
over subscri bed.

Item four, |EPA should not charge

fee withdrawal s fromthe new source set-aside

159
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The | EPA has proposed to charge an equal to the
mar ket index price for each NOx al |l owance

all ocated fromthe new source set-aside. The
proceeds fromthese fees are then returned to
Appendi x F sources. In effect, this further

i ncreases the cost of doing business in Illinois
for new sources, but provides very little return
to Appendi x F sources to hel p them of f set
pol l ution control costs.

The new source set-aside is sinply a
mechani smto provide all owances to new sources
until they have operated for |ong enough to
enter the main program No fee is charge for

al l onance al locations in any other part of the

L. A REPORTING (312) 419-9292
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program There's no benefit for charging a fee
to a source sinply because they're in this
interimprogram Furthernore, Reliant Energy is
unaware of any other states that are proposing
to charge for withdrawals fromthe new source
set - asi de

In summary, the proposed Illinois
NOx trading rule, with sonme inportant changes,

shoul d provide for clean air in the state by
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bal ancing the interests of existing electric

generation facilities with those of new entrants

into the electric generation market.

Energy appreciates the opportunity to provide

i nput on this inportant topic,

Rel i ant

and we are

prepared to answer any questions that the

Pol | uti on Control

comments or anybody el se for that natter.

HEARI NG OFFI CER GLENN
M. Furstenwerth.
the public first.
question of M.

a quiet group.

anyt hi ng?

Ckay.

Furstenwerth's testinony?

Thank you,

Wbul d anyone |ike to ask a

Menbers of the Agency,

M5. KROACK: W have no questions.

HEARI NG OFFI CER GLENN

t he Board, any questions for M.

L. A REPORTING (312) 419-9292

M5, McFAWN:

to di sappoint you all.

prepared testinony,

proposal will

fromhaving to instal

equi prent .

| have sone

you say that,

Ckay.

Board may have regardi ng our

Wiy don't we go to nmenbers of

Such

Menber s of

Fur st enwert h?

| didn't want

in effect,

The first page of your

t he

i nsul ate ol der generating sources

di dn't

realize that.

pol lution contro

t hought
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they had to install pollution control equipnent,
but they were going to have a difficult tine
cost and retrofitting.

MR FURSTENVERTH: | think the intent
there was to say that sone of the provisions of
the rule tend to nminimze the inpact of sone of
the pollution control equipnment that woul d have
to be installed on those, in ny opinion, at the

-- to the detrinent of new sources in the
state.

M5. MFAWN. So they will have to instal
equi prrent ?

MR. FURSTENVERTH: Yes.

Ms. McFAVWN.  How would -- maybe | didn't
under stand your answer correctly.

How woul d the installation of that

L. A REPORTING (312) 419-9292
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equi prent be a detrinment to the new sources?

MR, FURSTENVERTH: Because the way that
it does that is by preserving a |larger portion
of the total allowance pool and dedicating it to
exi sting sources. So while new sources are
being built in the state and conpeting for a

relatively small portion of the allowance pool
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the existing sources are stil

fixed portion of that poo

seven years of the program

M5, McFAVWN.  Ckay.

Further on in your testinony under

your first point still,

you were tal king about

entitled to a

t hrough the first

Thank you.

new sources and cl eaner sources being

di scouraged fromlocating in Illinois at a tine

when such facilities are needed to provide

cheaper and nore reliable electricity to the

state.

Why, you know,

cost of the allocations,

sources provide cheaper electricity?

MR FURSTENVERTH

if we set aside the

why woul d the new

The presunption here

is that the will of the Illinois Assenbly or

their perception of the way the electric

L. A REPORTI NG (312) 419-9292

i ndustry should work is correct

generation in the -- excuse nme, nore conpetition

in that nore

in the electric generation sector will drive

prices down for all the end users of

electricity.

M5. MFAWN: Al

right.

But

if you're
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using like a cleaner fuel like gas, it can be a
nore costly --

MR, FURSTENVERTH: | woul dn't dispute
that natural gas costs nore than coal. That's
right.

M5. McFAYWN.  Under your fourth point
towards the end of your prepared testinony, you
say -- you're tal king about the market index
price which will be the fee, and you said that
the proceeds fromthese fees are then returned
to the Appendi x F sources, okay, and that, in
effect, this provides very little return to help
the sources in the nmain program offset pollution
control costs.

By that, | think you're referring to
t he Appendi x F sources; is that correct?
MR FURSTENVERTH: What |'mreferring to

is that with the size of the new source

L. A REPORTI NG (312) 419-9292
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set-aside, if the entire new source set-aside
were sold at a market index price of, you know,
what ever that may be, maybe it's $3,000 a ton of
NOx, and | don't really know what that would be,

when you take the proceeds fromthe entire new
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source set-aside, which will be 600 tons after
the first three years of the program divide it
over all the existing sources in the existing
source pool -- | think | msspoke here.

| believe that this is distributed
to all of the existing sources of folks in the
existing pool. At any rate, when you divide it
over all of those sources, the net return to any
one of those sources is very snall conpared to
their total pollution control costs.

MR RAO Just clarification on your
reply.

The proceeds fromthe sale of new
source set-aside, part of it is for -- is nmeant
for the Ageny's administration of this program
right? So only, you know, the nonies that are
generated in excess of whatever the Agency's
costs are there, that is distributed to the

exi sting sources?

L. A REPORTI NG (312) 419-9292
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MR, FURSTENVERTH: Right. | should
clarify. W would support a fee for the cost of
adm nistering the program |It's the cost over

and above that we feel are not justified.
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MR RAO Thank you.

MR MELAS: Just a couple of
clarification questions. On your opening
par agraph, that 345 negawatt facility in Shel by,
is that a base load unit or is that a peaker
unit?
FURSTENVERTH: That's a peaker

MELAS: Is it sinple cycle?

2 2 3

FURSTENVERTH:  Yes, sir.

MR MELAS: And what about the one you're
pl anning in Aurora, what's that going to be?

MR FURSTENVERTH: That will also be a
sinmpl e cycle plant.

MR MELAS. Are there any plans down the
road to maybe go conbi ned cycle on that Aurora
pl ant ?

MR FURSTENVERTH: |'m not aware of any
at this tinme.

MR, MELAS: Do you have adequate space on

your site if you so decide that three years down

L. A REPORTI NG (312) 419-9292

the Iine you want to do that?
MR FURSTENVERTH: |'mnot sure. | don't

know i f that was sonething that was antici pated
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or not.

HEARI NG OFFI CER GLENN:  Any nore
questions of M. Furstenwerth? Okay. Seeing
none, thank you very much for coming. Let's
nove on to M. Mller.

M5. FAUR M/ nanme is Cynthia Faur. |'m
from Sonnenschein, Nath & Rosenthal. |'mhere
today representing Mdwest CGeneration EME. W
have one primary w tness today, Scott MIler.
Kent Wanninger is also at the table with us to
answer any nore techni cal questions that the
Board, the Agency, or nenbers of the public may
have. M. MIller is going to sumarize his
testinmony today, but | do have copies of his
prefiled testinmony and his summary to submt to
the Board as exhibits.

HEARI NG OFFI CER GLENN: Pl ease present
those now, Ms. Faur. M. Wanninger, could we
swear you in actually. Could we get himsworn
infirst, and then I'll do the exhibits.

(Wtness sworn.)
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HEARI NG OFFI CER GLENN: And t hen now |

will mark M. Mller's prefiled testinony as
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Exhibit No. 38 and then M. Mller's -- the

sunmary of M. Mller's testinony as Exhi bit No.

39.
(Exhibit Nos. 38 and 39
mar ked for identification,
9-26-00.)
HEARI NG OFFI CER GLENN:  Ckay. Pl ease
begi n.
MR MLLER Good afternoon. M nane is
Scott MIler. | represent Mdwest Generation

where | am enpl oyed as a seni or environnental
engi neer in the corporate environnental health
and safety departnent. | have been working for
M dwest Generation since the fossil generation
assets of Commonweal t h Edi son Conpany were
purchased by Edi son M ssion Energy on Decenber
15th, 1999. Prior to that, | held a sinilar
position at Commonweal th Edi son where | was
involved mainly with air quality planning,
permtting, nonitoring, and conpliance.

I"ve been followi ng NOx regul ati on

devel opnent issues since the Clear Air Act was

L. A REPORTING (312) 419-9292

amended in 1990, and | have participated in the
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devel opnent of several proposed rul emaki ngs
concerni ng NOx emi ssions, including the Illinois
Draft NOx RACT regul ation and the Chicago
nonattai nment area NOx cap and trade design team
whi ch was the predecessor to the VOM cap and
trade systemand regulation. 1 also
partici pated as a stakehol der in the devel opnent
of the NOx trading programfor electrica
generating units, which is the of this
rul enaki ng.

As the Board nay be aware, M dwest
Ceneration is a new conpany to Illinois, and it
is based in Chicago. Mdwest Ceneration is a
subsi diary of Edison Mssion Energy, which is
one of the largest independent power producers

in the world with an installed capacity of over

27,000 nmegawatts of electrical. M dwest
Gener ation, which consists of coal, oil, and
natural gas power plants in Illinois and

Pennsyl vani a, has an installed capacity of
10, 000 negawatts in Illinois and 2,000 negawatts
in Pennsylvania. In Illinois, M dwest

Generation operates coal-fired plants in

L. A REPORTING (312) 419-9292
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Chi cago, Waukegan, WII| County, Joliet, and
Pekin, Illinois.

VWhen M dwest Generation purchased
Conkd's fossil assets, it nade a conmitnent to
reduce nitrogen oxides fromthose plants by 50
percent both on a rate basis and a tonnage basis
by the end of the year 2002. This conmitnent
was not based upon any future regul atory
requi renents or the prospect of early reduction
credits, but based upon a desire to inprove air
quality in Mdwest CGeneration's operating area.

Earlier this year, we have
retrofitted three tangentially fired boilers at
our Joliet, Waukegan, and WIIl County stations
with [ow NOX burners utilize cl ose-coupled and
separated overfire air ports known as the ABB
TFS- 2000 system Al three units have achi eved
NOx reductions as low as 1.3 pounds per nillion
and collectively will reduce NOx enm ssions by
4500 tons in this year's ozone season and 9, 000
tons annually. This newy achi eved em ssions
rate at all three units is greater than a 50
percent reduction.

Next year, M dwest Ceneration plans

L. A REPORTING (312) 419-9292
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to install NOx controls at an additional five
units. These controls will reduce NOx by an

additional 7,000 tons during the ozone season
and 14,000 tons annually.

M dwest Generation generally
supports the proposed rule including the NO
budget al |l owance al |l ocati ons. The purpose of ny
testinony is to conment on three aspects of the
rule; the conpliance date for the rule in |ight
of a recent court ruling extending the
conpliance date for the SIP Call until March
31st, 2004; the appropriateness of the fixed
al l ocation nmethod; and the nmanner in which early
reduction credits will be deternined.

First, Mdwest Generation requests
that the Board anmend the proposed rule to
post pone the conpliance date for the NOx SIP
Call fromMay 1, 2003, to May 31st, 2004. W
heard this norning a notion to anmend, and we
woul d agree with that. On August 30th, 2000,
the U S. Court of Appeals for the District of
Col unbi a, as part of the ongoing litigation of
t he USEPA rul es known as the SIP Call, postponed

the conpliance date for the SIP call until My

L. A REPORTING (312) 419-9292
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31st, 2004. Consequently, it is ny

under standi ng that inplenentation of the
proposed rule, which is Illinois' response to
the NOx SIP Call, could be delayed until My
31st, 2004, in accordance with that order

M dwest Generation believes that an extension
will better enable sources to install the
pol l ution control equi pnent necessary to neet
the requirenents of the rule by the conpliance
dat e.

It is Mdwest Generation's
understanding that the Illinois EPA intends to
propose an interimrule that would require EGQJs
to nmeet a rate-based limt of .25 pounds per
mllion Btu by May 1st, 2003. M dwest
Generation would, in concept, support such an
interimrule giving sources tine to conply with
the additional stringent requirenents of the SIP
Call .

Second, | would |like to conment on
the fixed allocation nethod proposed by the
Agency in the initial years of the program
M dwest Generation supports this approach

because it provides existing coal burning

L. A REPORTI NG (312) 419-9292
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facilities with certainty comng into this
stringent NOx reduction program There has not
been a great deal of experience on the retrofit
of control technol ogi es on existing coal-fired
burning units, using fixed allotnents for the
initial years of the programw |l facilitate a
snmooth transition of existing EGJUs, those in
service before 1995, into this program

Finally, | would like to comment on
two aspects of the early reduction credit
programincluded in Section 217.770 of the
rule. Before | summarize M dwest Generation's
comrent on 217.770, | would like to withdraw a
portion of ny prefiled testinmony on the early
reduction program In ny prefiled testinony, |
suggested that the Board anmendi ng 217.770 of the
proposed rule to allow sources to generate early
reduction credits over a three-year period, 2001
t hrough 2003, instead of the two-year period
currently proposed.

After filing ny prefiled testinony
with the Board, however, | learned that the
Agency intends to amend this proposed rule to

del ay inplenentation of the NOx trading rule
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until My 2004, and to propose to the Board an
interimNOx rule that woul d becone applicable to
EGJs in May 2003.

Si nce the Agency intends to propose
an interimrule to the Board that would require
em ssion reductions fromEGJs in May 2003,

M dwest Generation no |onger believes that would
be appropriate to allow sources to generate ERCs
in the year 2003.

Therefore, | amwi thdraw ng ny
coments in the prefiled testinony that
reference options for three-year early reduction
credit program |In ny oral testinmony, | wll
sunmari ze our coments on the two-year early
reduction programas originally proposed by the
Agency.

M dwest Generation strongly believes
that an early reduction credit program should be
included in the final rule adopted by the
Board. An early reduction credit programwill
provide sources with the incentive to reduce
their NOx emi ssions before the required
conpliance date, but this incentive will be | ost

if the years of the early reduction program can
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slide back with delays in the program Under
Section 217.770(e), as currently proposed, if
the date for inplenenting the NOx SIP Call is
del ayed, the dates for use of the ERCs will
shift to correspond with the first two years of
the tradi ng programand the years in which ERCs
can be generated will be delayed until two years
before i npl enentation of the tradi ng program

Wil e M dwest Ceneration agrees that
ERCs shoul d be available to be used during the
first two years of the trading program it does
not believe that there should be a shift in the
years in which ERCs can be generated. M dwest
Ceneration, therefore, requests that 217.770(e)
be revised to provide that if there's a delay
ininplementation of the SIP Call, which there
seens to be, the dates for subnmitting an early
reduction request will remain as provided in
217.770(d) (3), but the other dates in the
section shall be adjusted accordingly. The
proposed revision will lock in 2001 and 2002 as
the dates for the early reduction program

Only an early reduction programthat
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reduction credit generation will truly encourage
early reduction. |If the dates for early
reduction credit generation are allowed to slide
with the inplenmentation of the trading rule
sources that reduce em ssions in 2001 and 2002
wi || be penalized because ot her sources that did
not intend to reduce their em ssions early, but

i nstead planned to install their contro

equi prrent just in time to conply with the rules
woul d al so be eligible for a share of the
[imted nunber of ERCs.

To further encourage early
reductions, Mdwest Generation also requests
that the Board advise the allocation of ERCs
contained in section 217.770(f)(2) of the
proposed rule to provide a |l arger pool of
avail able credits in 2001 and 2002. As
currently proposed, Section 217.770(f)(2)
provides that the 15,621 ERCs will be divided
equal |y over the two years of the early
reduction credit program M dwest Generation

believes that to truly encourage and reward
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nore credits are available in 2001.
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Specifically, Mdwest Generation requests that
the Board revise a proposed rule to allocate
two-thirds of the available credits, or 10,184
ERCs, to the ERC pool in 2001 and to allocate
the remaining one-third of the credits, or
5,887 -- 5,087 ERCs to the 2002 pool. Since the
al | onances carry forward, no unused al | owances
woul d be lost by this proposed nethod, and the
proposed net hod woul d encourage earlier
reducti ons.

M dwest Generation al so requests
that the Board revise the cal cul ation
nmet hodol ogy contained in 217.770(c) of the
proposed rule, which is used to determne if
early reductions are eligible for the ERC
program Specifically, Mdwest Generation
requests that the Board del ete the requirenent
contained in Section 217.770(c)(2) that EGJs
with units that are part of a NOx averagi ng pl an
achi eve em ssion reductions fromthose units as

a whol e equivalent to a 30 percent reduction
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fromthe em ssion rate required under that NOx
aver agi ng pl an.

A NOx averaging plan is a neans of
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denonstrating conpliance with the annual NOx
limtations under the Federal Acid Rain Program
and M dwest Ceneration does not believe that
this annual averagi ng plan should be applied on
a five-nonth basis because under the averagi ng
pl an, there can be variation annually in the
em ssions fromthe units included in the
average. For exanple, in the summrer nonths, all
the units in the NOx averagi ng plant nmay neet or
exceed the individual NOx limtations applicable
to their particular boiler type wthout
averagi ng, but averagi ng nay be needed to neet
the NOx limts of the Acid Rain Programin
anot her part of the year.

In that exanple, sonme units may be
achi evi ng eni ssion reductions that exceed 30
percent of their individual acid rain
limtations, but the other units included in the
averagi ng plan may not be performng at a | evel

that woul d denonstrate 30 percent reduction from
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the other units were actually in conpliance with
their individual acid rain NOx limtations for

t he ozone season.
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As denonstrated by ny exanple, each
EQU coul d be penalized for using an annual NOX
averagi ng plan for acid rain conpliance in a way
t hat anot her source that was not participating
in an averagi ng plan would not. To address this
potential problem M dwest Generation requests
that the Board delete the requirenent in Section
217.770(c)(2) that EGJs participating in an
annual NOx averaging plan for acid rain
conpliance be required to denonstrate a 30
percent reduction fromthe em ssion rate
contained in the averagi ng plan across the units
in the average plan, and to revise Section
217.770(c) (1) to require that all EGUs subject
to acid rain requirenents denonstrate a 30
percent reduction fromthe applicable acid rain
programon a unit-by-unit basis. M dwest
Generation thanks the Board for allow ng conment

on this regulation and thanks the Illinois EPA
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for many years of devel opi ng even back to 1990
with the RACT regulations to this day on
devel opi ng those regul ati ons.
HEARI NG OFFI CER GLENN:  Thank you, M. Mller

Before we take questions of M. Mller, M.
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Faur, could | inpose upon you to at sone point
serve the service list with a sunmary of the
testi nony?

M5. FAUR  Certainly.

HEARI NG OFFI CER GLENN:  That way if the
transcript isn't available on the web right
away, at |least people will be aware of what M.
M1l er has changed today fromhis prefiled
testi nmony.

M5. FAUR Certainly. W wll serve the
service list.

HEARI NG OFFI CER GLENN:  Thank you very
much. Do nmenbers of the public have any
questions of M. MIller? Yes, please, M.

Dar guzas.

MR DARGUZAS: Just a quickie techno

nmeani ng point. On page two of your prefiled

testinmony, did you nean to say that you had
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reductions of .13 pounds per mllion Btu, and,
if so, what are the before and after limts?
MR MLLER The peak-fired units are
basel i ne em ssions. The baseline was about
between .4 and .5 pounds per mllion Btus.

MR DARGUZAS: And you're actually down
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to .12 on a continuous basis?

MR MLLER Yes.

BOARD MEMBER FLEMAL: | was trying while
you were running through, particularly Section
217.770, to flip back and forth to where you
wer e suggesting your changes, and |'mgoing to
have to go back and do that a little bit nore.
Maybe you can hel p nme, though, as | pursue that
effort.

Are there any of those
recomendati ons that you nade regarding 217.770
that the Agency has al so reconmended in its
notion? |'mnot sure whether you were
supporting their changes or whether you were
of fering changes in addition to what they add or
wanted to say where we were?

MR MLLER | think they added three
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years to the early reduction credit program and
that our comments refer to a two-year program
2001 and 2002.

BOARD MEMBER FLEMAL: To stay with
basically the proposal as is rather than the
notion nmade by the Agency to nake that a

t hree-year program

L. A REPORTI NG (312) 419-9292

181

MR VWANNINGER:  And the ot her
recomendati on was to nove -- to have a split in
the early reduction credits, two-thirds of them
earned in the first year, one-third in the
second year to encourage cleaning up the
envi ronnent earlier.

BOARD MEMBER FLEMAL: Thank you.

HEARI NG OFFI CER GLENN:  Any ot her
questions of M. MIller fromthe Agency?

MS. KROACK: W have no questions.

HEARI NG OFFI CER GLENN:  Thank you,

Ms. Kroack. Anyone else fromthe public or
nmenbers of the Board?

M5. MFAWN: | have a question. Your
second point was that you agree with the fixed

all ocation nmethod; is that right?
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MR MLLER Right.

M5. McFAWN. Ckay. And the reason is is
that there has not been a great deal of
experience in retrofitting; is that right?

MR MLLER On large cycle and boilers
like with SCR control technol ogy, add-on contro
technol ogy, for large coal-fired units.

M5. MFAWN. Is that the kind of

L. A REPORTI NG (312) 419-9292
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retrofit -- did you do retrofitting to | ower
your nunbers?

MR MLLER Most of the projects we've
done so far are burners and tangentially fired
boilers. The nore difficult retrofits would be
on larger units, greater than 500 negawatts. W
have quite a few cyclone boilers that are high
NOx enmitters, emt greater than 1.0 pounds per
mllion Btu. There's not a |lot of actua
commerci al denonstrations of SCRin |arge
coal -fired units, especially that burn powder.

M5. MFAWN  What was that |ast part?

" msorry.
MR MLLER There's not a lot of

retrofits on cycl one boilers that burn powder
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and river basin coal, western coal.

Ms. MFAWN. Do you anticipate having to
do that type of retrofitting in the near
future?

MR MLLER |If the budget is based on
a .15 rate.

MR, WANNI NGER: W have pl ans right now
to do a retrofit in our powering station. W've

sent out for bids.
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M5. MFAWN: That was all. Thank you.
Any ot her questions of M. MIller this
afternoon? kay. Seeing none, M. MIller and
M. Wanni nger, thank you very much. W
appreci ate your tinme.

Before noving to Ms. Schoen, it has
cone to ny attention that M. Menne would |ike
to conme back this afternoon and say a few nore
words. |If anybody el se that has al ready
testified today would i ke to conme back up after
we've heard from Ms. Schoen, | will ask you to
i ndi cate so when she's finished.

Q herwi se, we'll hear fromM. Menne

following Ms. Schoen and then any ot her nenbers
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of the public that didn't file prefiled
testinmony, but would like to say a few words,
are welconme to do so also. So, let's see, M.
Schoen, we'll hear fromyou, please.

M5. SCHCEN: Should | be sworn?

HEARI NG OFFI CER GLENN:  Yeah. Pl ease
spel |l your nanme for the record, please?

M5. SCHCEN: It's S-c-h-o0-e-n.

HEARI NG OFFI CER GLENN:  Thank you.

apol ogi ze for the pronunciation.
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(Wtness sworn.)

M5. SCHOEN. | would like to subnmit ny
prefiled testinony.

HEARI NG OFFI CER GLENN:  Ckay. W will
admt Ms. Schoen's prefiled testinony as Exhi bit
No. 40.

(Exhibit No. 40 marked
for identification,
9-26-00.)

HEARI NG OFFI CER GLENN:  Ms. Schoen, you
m ght want to speak just a little loudly in
case -- | couldn't hear you very well. |'mkind

of loud. Thank you.
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MS. SCHCEN:. Good afternoon. M nane is
Mary Schoen, and |'m nmanager of environnental
strategies for Enron Corporation. Before | get
started, I'd like to thank the Illinois EPA as
well as for the willingness to engage in an open
di al ogue on these inportant issues and for their
active encouragenent in the industry public's
participation in this rul emaking effort.

Enron Corporation is a diversified

energy and comuni cati ons business. W're the

| argest whol esal e marketer of natural gas and
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electricity inthe US W're a |leading

devel oper of clean nerchant generation, and our
busi ness, Enron Energy Services, is a |eading
provi der of retail energy solutions for
custoners around the U S. and here in Illinois.
Finally, speaking froma tradi ng narket
perspective, we're one of the |eading em ssions
traders of NOx and SO2 all owances in the U S.
today. W're particularly proud of our Lincoln
Energy Center here in Illinois. This natura
gas-fired facility nmeets the nost stringent air

requi renents for a sinple cycle generating
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plant. Using CGE's dry |oad NOx technol ogy,
we're able to keep emissions at nine parts per
mllion NOx.

That being said, we're still very
concerned with the NOx SI P bei ng devel oped here
inlllinois. W've already paid a high price to
build a facility that needs these stringent
cl ean energy requirenents. W believe that the
rul e being developed by Illinois EPA will add
signi ficant econonic costs to doi ng business
here in Illinois.

First, let's discuss what the goals
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of the rulemaking were. As you've already
heard, the USEPA in a work group consisting of
states and industry determned that in order to
neet clean air standards for ozone attai nnent,
NOx woul d have to be addressed on a regiona
basis. USEPA then devel oped budgets of these
NOx al | owances for the affected states that it
determ ned contributes to transportation of
ozone in affected regions.

As | stated in ny witten submttal

each state had its discretion on howto allocate
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al  ownances to affected sources, but they nust
stay within the budget given them by the USEPA
in order to participate in the trading program
This allowance allocation is a
critical factor of the trading program since, as
| stated in ny testinony, it conpronises the
distribution of wealth, so to speak, in the
tradi ng program The USEPA provi ded a node
em ssions trading programfor states to use as
gui del i nes, and the theory behind this cap and
trade program proposed by the EPA is that the
market, if allowed, will determnine where the

nost cost-effective em ssions reductions can be
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made, and that as long as there is a cap, in
this case, a budget on the em ssions, the
environnental goals will be net.

I think the history is show ng that
cap and trade prograns can be very effective
ways to achi eve environnmental regulations. The
S mar ket established an acid rain program and
has achi eved reductions at nuch | ower costs than
antici pated when the rule was devel oped, and the

states currently participating in NOx trading
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progranms on the east coast have al so achi eved
NOx reductions at much | ower costs than
originally anticipated when the rule was being
devel oped, but, again, the key to successful cap
and trade prograns is that the market determ nes
where these cost-effective reductions can be
nmade.

If allowances are distributed
equally to all affected sources, then the
sources and the market can determine a rationa
econom ¢ basis on how to achi eve reduction
whether it is to install control technol ogy or
whether it is to buy em ssions on the market,

whether it is to shut down and sell em ssions
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that they have available to them

If, however, the allocations are
skewed to one group or another, then the
cost-saving functions of the cap and trade
programwi || be skewed and the | owest cost
reduction will not be made. The design of the
programis critical to ensuring the market
mechani sns envi si oned by the USEPA worKk.

Unfortunately, the Illinois EPA s proposed rules
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go agai nst these key principles of letting the
mar ket determ ne where to make reductions, and
while the air nmay be cleaner, the citizens and
el ectric consuners of the state of Illinois wll
ultimately pay the price of a NOx SIP that

di si ncentivizes the devel opment of clean
generation to prevent the | owest cost reductions
from bei ng nade.

I"mgoing to ny witten testinony
now under Subpart Wcoments if you want to
follow there. |n devel oping Subpart W as |
said, Illinois diverged significantly fromthe
al | ocati on phil osophy recomended by the USEPA.
| EPA devel oped the allocati on approach after

extensi ve negotiations with existing affected
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sources. Devel opers of new power plants were
not included in this process. This is the
subpart or the Appendix F, | think, it's
called. The resulting allocation nethodol ogy is
referred to as the fixed/flex approach

The initial allocation of allowances
in 2003 provides all owances, tongue tw ster

al l onances only to plants that were in operation
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by January 1st, 1995. Under the fixed/flex
approach, the allocations to existing sources
are fixed to varying degrees until 2008. That
nmeans that the existing sources receive the

majority of the allowances through 2008,

regardl ess of how rmuch they run or how nuch they

emt. They will receive these all owances even
if they are shut down and have no em ssions.

In the EPA nodel rule, which we
advocate, the plants that actually provide the
state's power receive the allowances. In
Subpart W the existing plants receive
grandf at hered al | owances regardl ess of whet her
t hey provide any power to the state.

Under the flex portion of the rule,

sorme of the renmaining all owances are all ocated
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to the new sources at their very |low permtted
em ssions levels. The fornula is designed in
such a way that new sources will not receive
enough al l owances to cover their actua

em ssions, even though they are as nuch as ten
ti mes cl eaner than the nominal .15 pounds per

MM Btu em ssions rate. Despite the high cost
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systens required of these new plants, as | said,
to neet new stringent technol ogy requirenents,
they will be required to purchase all owances,
possi bly even from our conpetitors, in order to
operate under this rule.

Wil e | EPA and the owners of
existing plants argue that retrofit controls on
existing plants are nore costly than controls on
new pl ants, actual experience indicates the
opposite. The cost of NOx controls for |arge
coal -fired plants is expected to range from
$1500 to $5,000 a ton of NOx reduced. However,
the reduction cost of installing SCR on an
already lowenitting gas-conbi ned cylcle can be
nmuch hi gher

Having already, as | said, paid this

high price to control emi ssions, the new plants
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have as nmuch claimas existing plants to the
benefits of the trading programand should be
treated equitably.

Finally, although there's a new
source set-aside, as we've heard from ot her

testinoni es today, the |large nunber of new
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plants being built inlllinois will rapidly
exhaust that set-aside and there will not be
enough al l owances to go around. MNoreover,
plants that go on line after May 1st, 2002, will
be required to pay for any new source set-asides
they receive at market prices.

Exi sting sources argue that the EQU
budget is based upon their continued operation
and that they should be conpensated for |oss of
al l onances al |l ocated to new EGUs. This
m sstates the devel opnent and phil osophy of the
trading program The EGQUJ budget set by the EPA
was based on growth and power generation in
I[Ilinois at a constant allocation rate of .15
pounds per MvBtu, and while we've heard there is
controversy surroundi ng the budget that was
determ ned for EPA, but the fact is that this

budget nunber did not specify which entities
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woul d provide the growh in that state. In
fact, new plants will actually provide much of
that growth that was antici pated by the USEPA.
Those new plants should be allocated the growth

portion of the budget at the full allocation
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| evel set by the EPA

The suggestion that existing plants
are | osing allowances suggests that they own or
have a right to those allowances. The rules
clearly state that allowances are not a property
right. The allowances are created by the
federal and the state governments as a mechani sm
to provide clean air at the | owest cost to
consumers and citizens. They represent these
citizens right to clean air and shoul d be
all ocated in the manner which best acconplishes
that goal. They certainly do not belong to
exi sting power plants as a reward for past
pol l ution of the environnent.

The USEPA s nodel rule sets a five
percent new source set-aside for the initial
period to cover all the new sources that cone on
[ine between 1995 and now 2004, | assune.

That's a two percent per year set-aside for

L. A REPORTING (312) 419-9292

193

subsequent annual reallocations. Since the
subsequent reallocation in Subpart Wtakes place
only every two years, we believe that the

set -asi de should be increased to at | east four
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3

percent and not the maxi mum five percent. There
is norisk to setting a higher level for the
state of Illinois. |f the growh does not
materialize, the unused set-aside all owances
will sinply be allocated to existing sources.
On the other hand, if the growh is needed to
support Illinois' econony and el ectric needs,
the availability of set-asides will be assured.
In sunmary, there are severa
aspects of the fixed/flex approach that will not
achi eve emi ssions reductions in the state of
IIlinois in an equitable or cost-effective
manner: The setting aside of a fixed portion of
the all owances for the existing plants; the
al |l ocation of allowances for new sources based
on their very low permtting em ssions |levels
rather than at the same | evel used for existing
sources; the new source set-aside is not granted
freely to new sources, but is nade avail abl e as

a pool of allowances to be purchased at market
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price; and, finally, the new source set-aside
bei ng reduced to two percent, even though the

reall ocation period is |onger than one-year
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real |l ocati on recommended by the EPA nodel rule.
So what are the negative inpacts of
this Subpart WP The fixed portion of the
all ocation constitutes an anticonpetitive grant
of economic value to the existing plants in the
state of Illinois. This subsidizes continued
greater operation of higher emtting plants.
Since the overall em ssions are capped, the
plants nust invest in pollution contro
equi prent. I ncreased operation of the plants
nmeans hi gher control costs which are passed on
to the public. By subsidizing the operation of
the old plants, the fixed/flex approach
i ncreases the cost of the programto the
public. The new plants, on the other hand, have
al ready invested in clean equi pnent. The
transfer of generation fromthe ol der plants to
the new plants woul d decrease the future contro
costs for the old plants and reduce the overal
cost to the public.

The all ocation to new sources based
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only on their low pernmitted | evel s denies them

any value in the trading programfor their |ow
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em ssions. This reduces effectiveness of the
tradi ng programin reduci ng the program cost.

It also nmakes Illinois less attractive as a site
for new, clean generation. Wthout a reliable
power supply, Illinois is a less attractive

pl ace for new busi nesses and new econonic
growm h. W heard a |l ot from existing sources
that they need the fixed portion of the budget
in order to assure reliability, but not allow ng
for growth in the state affects future liability
of the system and there needs to be sone

anal ysis on what the true inpacts of that fixed
portion are on the liability in the state.
II'linois has recently gone through a | ong
process of restructuring the electric generating
sector.

A major goal of this effort was to
create open conpetition anong electric
generators. By creating a vested interest for
ol der power plants, this rule nullifies sone of
that value of that process. It slows the growth

of conpetitive power and reduces the potenti al
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cost savings and reliability inprovenents for



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Illinois consumers.

Char gi ng new sources for new source
set - asi des exacerbates the econonic
di sincentives for new generation. It has been
suggested that this policy is a |logica
ext ensi on of past prograns such as the S
tradi ng program or the new source offset
policies. However, the SIP Call is a new
programthat was designed by the EPA to include
new source set-asides at no charge

In sunmary, our recommendations are
as follows: |In order to encourage the growth of
clean, efficient power generation in Illinois,
provide the open conpetition that is
contenpl ated by electric restructuring in
Il1linois, and mnimze the cost of the program
to lllinois citizens, we recomend that the
al l ocation process of Subpart Whbe substantially
restored to the provision of the EPA nodel rule;
that is, allocation to all sources based on
actual heat input during the appropriate
hi storical period;

allocation to all sources at the sane em ssions
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rate; new source set-asides be distributed free
of charge |like other allowances; the new source
set-aside | evel should be maintained at five
percent throughout the program
These changes will allow the trading

programto function properly and encourage the
grow h of clean, efficient power generation that
can provide the electricity needed to support a
growing Illinois econony. W appreciate -- |
appreciate this opportunity to conment. W're
happy to answer any questi ons.

HEARI NG OFFI CER GLENN:  Thank you, Ms. Schoen
Do any nenbers of the public have any questions
of Ms. Schoen? Let's goto M. Furstenwerth and
then we'll go to M. Wanninger

MR FURSTENVERTH: Ms. Schoen, in the
third page of your testinony, | believe you
tal ked about the cost of NOx controls on SCR
specifically on a conbi ned cycle gas-fired
t ur bi ne- based pl ant.

M5. SCHCEN:  Uh- huh

MR FURSTENVERTH: Does Enron have any
estimates or are you aware of any installations

of SCR on sinple cycles which are so preval ent
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in current devel opnent in the state?

M5. SCHCEN: SCRis, A not
cost-effective in cycling and, B, not
particularly feasible for sinple cycle because
of the tenperatures of the facilities.

HEARI NG OFFI CER GLENN: M. WAnni nger ?

MR, WANNI NGER:  Ms. Schoen, in your
testinmony, you say there's no risk of setting a
hi gher | evel for new source set-aside after the
first three years of the program You state
that set-aside allowances that are not allocated
are not subscribed to or allocated back to
exi sting sources.

Is it not true that they actually go
into a pool and then are allocated out once that
pool exceeds a certain value, which would
probably be in two or three years?

HEARI NG OFFI CER GLENN:  Coul d you repeat
that? W cannot hear you.

M5. SCHOEN. |I'mjust trying to
under stand t he question

MR WANNINGER: Is it not true that the
set -- the allocated set-aside goes into a bank

and then is only distributed once that bank

L. A REPORTI NG (312) 419-9292
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achi eves a certain value of allowances, which
woul d be a future year so the reallocation woul d
not occur in the sane year that they were not
subscri bed?

MS. SCHCEN:. |'mtal king about creating a
process closer in line --

HEARI NG OFFI CER GLENN:  Coul d you repeat
that, please, Ms. Schoen? |'msorry. The court
reporter can't hear you.

BOARD MEMBER FLEMAL: Face the court
reporter.

MS. SCHCEN: |'m advocating a new source
set-aside that's closer in line with the EPA' s
nodel rule.

MR, WANNI NGER:  Are you advocati ng t hat
the reallocation of unused goes back in the same
year that they're subscribed?

MS. SCHOEN. Right.

HEARI NG OFFI CER GLENN:  Ms. Dor ge, coul d
you pl ease identify yourself for the record?

M5. DORGE: |I'mCarol Dorge. |'m
interested in your thoughts on sonething that
was said by the natural gas plants to --

HEARI NG OFFI CER GLENN: W can't hear

L. A REPORTING (312) 419-9292
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you, Ms. Dorge. Could you stand up, please?
Thank you.

M5. DORGE: |s the standard based pounds
per nmegawatt hours or sonething as opposed to --

HEARI NG OFFI CER GLENN: I'msorry. |
couldn't hear you there. |f everyone could just
shout, that would actually help.

M5. DORGE: An output perfornmance base
standards, is that what you're tal king about?
Do you have any thoughts on that?

M5. SCHCEN: To be honest, | haven't done
that kind of analysis on howit affects sinple
cycle plants and peaking plants. So | wouldn't
care to comment at this point.

BOARD MEMBER FLEMAL: You at one point
mentioned that there was a successful NOx
trading market in the northeast states.

Do you know at what rate NOx
al | onances are tradi ng roughly?

M5. SCHOEN: Wien the narket first
opened, they traded at $7,000 a ton, and that
was | think a fear that that woul d be the cost
in order to reduce NOx. Now, they trade bel ow

hal f that val ue.
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BOARD MEMBER FLEMAL: \What states are
i nvolved in that tradi ng progran?

M5. SCHCEN: Twel ve east coast states.
Maine is not. It's not Maine down to D.C,
Maryl and, D.C., another ozone transport -- |
think it's --

BOARD MEMBER FLEMAL: | don't know that |
need it on the record.

M5. SCHCEN: There's 12 nort heast
m d-Atl antic states.

BOARD MEMBER FLEMAL: That's sufficient
for my purposes.

Assuming that the full 22 states
that are under the current NOx SIP Call also are
i nvolved in NOx trading, do you anticipate that
there will be a market that's in any way simlar
to what's going on in those 12 states?

M5. SCHOEN: | would anticipate it would
be simlar, yes, if enough states opt into the
trading program which it looks like they will.

BOARD MEMBER FLEMAL: And you woul d
anticipate that there will actually be
al l onances to be traded, that there will be

pl aces where there are unused al | owances?
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M5. SCHCOEN:  Yes.
M5. McFAWN.  That tradi ng program rmaybe
you can tell us alittle bit nore about it. I'm

not famliar with it, and couple of points,
like, when did it begin and is it the same type
of trading programas advocated by Part 96?2

M5. SCHOEN. It actually began | ast
year. It will be replaced by the NOx SIP
program So it goes out of effect when the NOX
SIP programgoes into effect in states where
there's duplication of 12 states on the east
coast. The NOx SIP program supersedes.

M5. McFAVWN.  When that happens, do you
think that the trading programw || be very much
different fromthat that they used for the past
year ?

MS. SCHOEN. There obviously will be nore
sources affected and the reductions required
will be greater. So | would assune the costs of
the program may be nore, nmay be hi gher than they
are today.

M5. McFAWN.  The cost of administering
t he progrant

MS. SCHOEN: The cost of the em ssions.
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M5. MCFAWN:  The cost of the emissions?

M5. SCHCEN:  Yes.

Ms. McFAYWN. Do you know why the price
dropped from 7,000 to hal f?

M5. SCHCEN: | think we heard earlier
utilities found ways to refire the boilers and
do controls that didn't require -- do reductions
that didn't require installation of controls.
They found ways to, you know, switch fuels, to
refire the boiler in a different way that didn't
require a control technology to be put on the
units.

Ms. McFAWN. | had sonme questions on a
different topic.

You had nentioned in your testinony
that the allocations or the all owances are only
provi ded under the EPA nodel if the plant
actual ly provides the states power, okay, and
under ours or Illinois' proposed one, that they
will get the allowances even if they shut down,
but earlier you had stated that some of the
trading or the all owances avail able for trading

cone about because plants shut down ol der
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trading. So I'mkind of befuddl ed.

How does this work?

M5. SCHCEN: Lower their emissions rate
or lower their previous year's allowances. |It's
short-termversus kind of |ong-term and
per manent .

M5. MFAWN.  So explain that inalittle
bit nore detail for nme.

They shut down and then they get
credit so they can then market, right?

MS. SCHCEN. There are, unfortunately,
kind of different em ssions prograns on the
mar ket today. There are enissions offset
programs, and then there are the all owance
tradi ng prograns.

The of fset programin nonattai nnment
areas people can go and pay plants to cease
operations in order to buy offsets fromthose
plants in order to install new generation or
added generati on.

M5. MFAWN.  And is that a permanent

remedy in the of fset prograns?
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M5. SCHCOEN: It can be, yes.

M5. MFAWN.  And how does that differ
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fromthe all owance prograns?

MS. SCHCEN. The al | owance prograns,
again, are based on a historical operation. So
in the NOx programtoday, you're not going to
continue to get allowances -- if you're not in
the EPA's nodel rule, you're not going to
continue to get allowances if you're not
operati ng.

Ms. McFAVWN.  Woul d you get them for one

year? |s that what you neant by short-term

benefit?

M5. SCHCEN: (One or two years. |'m not
sure.

M5. MFAWN  Ckay. And under IIl1linois,

IlI'linois is the one proposed by the | EPA today,
you don't see that happeni ng?

MS. SCHCEN. Through 2009 they have the
right to buy, whol esal e those Appendix F
al | owances.

M5. MFAWN:  Ckay. Thank you. That was

very nice to hear. The clarification was very
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hel pful .
You tal ked about the conbi ned cycle

plants and that it would cost $5,000 a ton or

L. A REPORTI NG (312) 419-9292

hi gher to install an SCR
Is that the type of plant Enron is
operating?

M5. SCHOEN: W have a sinple cycle
facility.

M5. MFAWN  So by your testinony about
these costs and what it costs an existing plant
versus a new gas-fired conbi ned cycle, are you,
in essence, trying to say that the costs are the
sane for the new as for the ol d?

M5. SCHOEN. No. I'msaying if a new
facility had to install a control technol ogy,
the cost woul d be hi gher

M5. MFAWN  Wien you say that, do you
mean - -

M5. SCHCEN: Per ton of NOx reduced

Ms. McFAWN. If they had to -- but they
are installing control technol ogies. They're
just doing it at the front end, right.

MB. SCHCEN: Correct. Sone are, sone
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aren't. W use |oad NOx technol ogy on our
facility. We didn't put a control technol ogy
SCR on our facility. |It's not feasible for

si npl e cycl es.
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M5. MFAWN:  But just tal king about the
conbi ned cycle, when you tal k about the SCR
being installed, that's at the construction
point, the initial construction?

MS. SCHCOEN: For a new plant today having
to neet clean technol ogy standards, sone do,
some don't. | think it depends.

M5. MFAWN:  Wiat | nean is if, in fact,
they installed the SCR, it's at the tinme they're
constructing the new pl ant.

M5. SCHOEN: |'msorry. That cost --
does that cost conme frominstalling it at the
time, yes.

M5. MFAWN. So then it does -- if you
have to install that technol ogy, you're saying
that's conparable to the sane price that an
existing facility has to pay to retrofit?

M5. SCHOEN: |'msaying that an existing

facility can install control technol ogy and
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reduce their NOx emissions |ess costly than a
new facility.
M5. McFAWN.  Ch, okay. So less costly?
M5. SCHCEN:  Correct.

MR RAO On that, just a clarification.
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The statenent that you nmade just now, does that
apply only in cases where they're, you know,
installing SCR, you know --

MS. SCHCEN: As opposed to sone ot her
kind of --

MR RAO  Yeah. Like conbustion
nodi fication for a sinple cycle, will that be
conpar abl e too?

M5. SCHOEN. For a new facility or for
the existing facilities?

MR RAO Wien you conpare the add-on
controls or retrofitting for existing facilities
with a new facility.

MB. SCHCEN:. The 1500 to $5,000 a ton
nmeans that they can reduce their NOx w t hout
putting SCR on. There's sonme things they can do
first to get to the standard in the rule. They

may have to put on SCR and their costs will
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i ncrease. There's sonme | owhanging fruit that

they can do first to reduce the NOx emi ssions.

MR MELAS:

page of your testinony,

Ms. Schoen,

t hat bottom paragraph, that's j

Subpart W conments,

on the second

the | ast sentence at

ust before

when you were reading that

L. A REPORTING (312) 419-9292

sentence, you added a phrase that's not in the

printed version. You said although the air wll

be cleaner, the cit

izens of |11

inois wll

ultimately pay the price of NOx SIP rul e that

di sincentivizes the devel opnent of clean

gener ati on.

What did you nean by that, although

the air will be cleaner?

i mredi ately, in the long run?

in the short run?

MB.  SCHCEN:

Did you nmean

Did you mean only

No. Illinois' rule, USEPA

nodel rule, both cap NOx allowances in the state

of Illinois and in

region. So the air

t he region,

the affected

is going to get cleaner.

It's just a matter of how nuch that costs us and

who the winners and |osers are in the process.

MR MELAS:

The air wll

get cl eaner
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M5. SCHOEN: The air will get cleaner
ei ther way.

MR MELAS: No difference between the
two?

M5. SCHCEN: Not in terns -- there

shouldn't be in ternms of the effect on the

L. A REPORTING (312) 419-9292
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envi ronnent .

MR MELAS: O sooner or later?

M5. SCHCEN: Sooner or |ater

MR MELAS: |If the air gets cl eaner
sooner, isn't that a worthy objective than
getting cleaner two, three, four, five years
down the |ine?

M5. SCHOEN: | would agree with that.

HEARI NG OFFI CER GLENN:  Ms. Kroack, did
you have a question?

M5. KRQOACK: | do, Ms. Schoen. You
testified -- you were tal king about NOx credits
in the ozone transport conmi ssion as being
roughly hal f of $7,000, which would make it
3500.

Are you famliar with NAP Source?
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M5. SCHCEN:  Yes.

M5. KROACK: Wbuld it surprise you to
| earn that NAP Source quoting as of August 24th,
2000, 1999 vintage NOx all owances at $480 a
ton?

MS. SCHOEN. No

M5. KROACK: Ckay. And for the 2002

vintage, it's $560 a ton?

L. A REPORTING (312) 419-9292

M5. SCHCEN:  ( Shaki ng head.)

M5, KROACK: | just wanted to put that
i nformation before the Board.

HEARI NG OFFI CER GLENN:  Ms. Kroack, what
i s NAP Source?

M5. KROACK: NAP Source is an enissions
br okerage i ndex that brokers SO2 and NOx
al | onance and does other air quality type
pr ogr ans.

M5. SCHCEN: | wasn't aware of the market
value. | know it had fallen below half the | ast
time | really |ooked at what the val ues were,
but the point being that trading prograns are
very effective at reducing the costs of

em ssions reductions. For a market that opened
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at $7,0

00 a ton, because that's what the

i ndustry was worried it would cost, has now

fallen

down that | ow.

HEARI NG OFFI CER GLENN: M. WAnni nger,

did you have anot her question?

ozone t

MR WANNINGER: Isn't it true that the

ransport region that was referred to has

a nmuch less stringent NOx standard than what is

proposed in the Illinois rul emaki ng?
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M5.  SCHCEN:

As | said, the costs wll

likely go up in the future as nore sources are

af fected as reductions are created.

MR WANNI NGER:  And didn't you say that

t hat programwas going to be phased out with

the .15

SIP Call?

MB.  SCHCEN:

Yes.

MR WANNI NGER:  Wbul d you specul ate t hat

a nunber of utilities are starting to instal

overcontrolled NOx to neet that 2003 or 2004

deadl i ne and consequently are generating |ots of

excess al |l owances whi ch would dilute that

mar ket ?

MB.  SCHCEN:

That woul d be an interesting
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analysis. | think if you | ook at the back
orders on control technol ogies today as
utilities ook to reduce their em ssions in the
future, it would be interesting to say whet her
there is an overcontrol happening right now or
if there were nore cost-effective ways to reduce
em ssions w thout --

HEARI NG OFFI CER GLENN:  Coul d you repeat
just that |ast part?

MS5. SCHOEN:. |I'mnot -- | don't know

L. A REPORTI NG (312) 419-9292

enough to say whether the bul k of the reductions
in NOx in the 12 area ozone transport region
canme fromthe 12 state area early reductions in
anticipation of the NOx SIP or whether utilities
were able to reduce their NOx em ssions without
installing control technologies. | do know that
there's a large back order on contro
technol ogi es right now as states | ook to cone
into conpliance with the SIP

HEARI NG OFFI CER GLENN:  Thank you. Does
anyone el se have any further questions for M.
Schoen?

M. MFAWN:. | do.
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HEARI NG OFFI CER GLENN:  Ckay. Board
Menmber McFawn.

Ms. McFAWN. | hope | didn't preenpt
anybody there. | just didn't want you to get
away, Ms. Schoen.

" mcurious because you said that
you're a leader in this industry. |'mjust
going to explore some questions | have. You
tal k about that -- where were your words? That
we need -- that the proposed NOx SIP

di sincentivizes the devel opnent of clean

L. A REPORTI NG (312) 419-9292

gener ati on.

VWhat are we tal king about when we
tal k about future clean generation? Wuld you
explain that a bit?

M5. SCHCEN: | hate to be controversi al
but if you | ook at what happened in California,
and there is a shortfall in energy devel opnent
in California right now, and one of the
shortfalls for that is very stringent air
permtting requirenents.

So if a new generator has an option

where to build their plant, they're going to

214



13

14

15

16

17

18

19

20

21

22

23

24

10

11

build it in a state that

terns of the rules.

"s got flexibility in

M5. McFAVWN.  But what kind of generation

are they going to build?
| oads are coal -fired.

MS. SCHOEN: Righ

Ri ght now, our base

t.

M5. MFAWN:  And you, rightly so, say we

shoul d nove towards cl eaner generation. WII

that involve retrofittin

primarily or will we find our base |oad replaced

with gas-fired or altern

MB. SCHCEN: | th

g our coal -fired

atives?

ink in the short-term
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you're going to see retr

think in the longer term you're going to see a

ofits on coal plants.

shift to nore natural gas generation across the

u S
You know, as
hi gher and hi gher, does
devel opi ng cl eaner coa
nmean, there's a lot of v
M5. McFAWN.  But
our coal-fired for the n

look at this rule and |

natural gas prices get
it nake sense to start
technol ogy? Maybe. |
ari abl es.

if we have to depend on
ear future, sonetines |

thi nk the Agency may be
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proposing it and took that into consideration
the reliability of the coal-fired in the next
five to ten years.
Isn't that a valid premse for their

proposal on all owances?

M5. SCHCEN:. Does this rule mean that
coal plants are going to shut down if their
costs increase? | don't know. That's a market
decision. Does it nean that Illinois won't have
enough power? That, again, depends on a |lot of
vari abl es, what are the transm ssion constraints
in the state, how nuch new generation can cone

on quickly. W can't build a plant in |less than

L. A REPORTING (312) 419-9292
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two years. | mean, there are a |ot of variables
in that question.

M5. MFAWN  So do you think new plants
coul d provide the sanme anount, those, |ike you
nmenti oned, would be built in the two-year span
could they actually replace?

MS. SCHCEN. Versus -- when you think
about inporting power as well. | just don't
know what the transm ssion constraints are

versus the market.
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M5. MFAWN:  No. That's a whole
different issue. | just --

MS. SCHCEN:. Can enough gas go up today
to shut down a | arge base | oad coal plant?
Probably not. WII that plant shut down if
there's that nmuch market need? Probably not.
It's a matter of who pays. They'll just have to
buy allowances for that plant. It's all an
econom ¢ deci sion whether to run that plant and
buy allowances or run the plant | ess and not buy
as many all owances. That's a narket decision
and that's all we're advocating is let the
mar ket decide what's the nost efficient way to

get clean generation in the state.
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M5. MFAWN:  You had mentioned at the
out set of your testinony that you have a
facility in Lincoln Energy or Lincolnis it?
MS. SCHCEN:. It's in WII County.
McFAVWN:.  Where is it?
SCHCEN. W Ilton County?
KROACK: W I.

SCHOEN. WI I County. Sorry.

5 » 5 o

MFAWN:.  And | take it that is your
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singl e cycl e?

M5. SCHCEN: Yes. It's 925 negawatts.

M5. McFAVWN.  Wien you tal k about that
pl ant, the new generation providing | ow cost
reliable power and jobs and tax revenues, do you
nmean as an of fshoot of providing the energy or
do you nean the plant itself provides all that?

M5. SCHCEN: Bot h.

M5. MFAWN:  How nmany jobs are there in
the WIIl County plant?

M5. SCHCEN: Not a lot. | think nine or
ten.

M5. McFAWN. | just was curious. Thank
you, Ms. Schoen.

HEARI NG OFFI CER GLENN:  Are there any

L. A REPORTING (312) 419-9292
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other -- yes, please. In the back identify
yoursel f.

MR HOPKINS: M nane is Leonard
Hopkins. Just to follow up on M. Ml as'
question, do you claimthat the nodel rule or
the Illinois rule, one, will neet -- one, wll
reduce the NOx qui cker than the other or wll

they both reduce at the same tine?
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M5. SCHCEN: I n theory, they should both
reduce the sane anount at the sane tine.
MR HOPKINS: | was curious on the

clarification because M. Ml as asked the rule

about whether it was qui cker or sooner or |ater,

both rules will do it at the sane tinme; is that
correct?

M5. SCHOEN: Absolutely, but let's also
| ook at the other associated em ssions --

HEARI NG OFFI CER GLENN:  |'m sorry.

M5. SCHCEN: The ot her associ at ed
em ssions of pollution control fromcoal -fired
generation versus gas generation.

HEARI NG OFFI CER GLENN:  Ver sus what
gener ati on?

MS. SCHOEN: Natural gas.

L. A REPORTING (312) 419-9292

HEARI NG OFFI CER GLENN:  Thank you. Any
further questions of Ms. Schoen?
MR HOPKINS: 1'd like to foll ow up.
HEARI NG OFFI CER GLENN:  Yes, M.
Hopki ns. On the conpari son between the
em ssions control on the dual cycle gas unit

conpared with a coal unit, 1500 to 5,000 tons,
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the controls -- the actual tonnage controlled by
the controls on the gas unit are quite small in
conparison to the tonnage that is controlled on
the coal unit; is that correct.

MS. SCHCEN:. This was a cost per ton

MR HOPKINS: R ght. That's on a per
ton. So the actual tonnage on the gas is very
smal | conpared to the actual tonnage that's
produced froma coal-fired unit; is that
correct?

M5. SCHCEN |'mnot sure | understand
t he questi on.

MR HOPKINS: Total tons that woul d be
controlled by the control device on a gas unit
conpared to the total tons that would be
controlled on a coal-fired unit --

MB. SCHCEN: Yes.

L. A REPORTI NG (312) 419-9292
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MR HOPKINS: -- are very small?

M5. SCHCEN: That's correct.

MR HOPKINS: For the anount that's
controlled on the gas, the final tonnage, for
instance, if it went from.15 on a coal unit to

.10, that armount woul d be very expensive to
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control, wouldn't that be right, on a coal

unit?

MS. SCHCEN. |'mnot sure what the margin

w |l cost.
HEARI NG OFFI CER GLENN:
cost ?

M5. SCHOEN:. The margin

Wier e t he what

will cost, where

they shift from you know, where you hit that

poi nt between possible --

MR HOPKINS: And there
that woul d be astronom cally hi
the [ower anounts or to control

of natural gas?

woul d be tonnage
gh to you to get

a smal |l tonnage

MS. SCHCEN. (Shaki ng head.)

HEARI NG OFFI CER GLENN:

Ur baszewski .

Yes, M.

MR URBASZEWBKI: You earlier alluded to

addi ti onal environmental benefi

L. A, REPORTI NG (312)

thi nk of other pollutants that

ts, and | can

419- 9292

conme out of power

plants |ike sul fur dioxide, fine particulates,

and nercury --
HEARI NG OFFI CER GLENN:

up here.

W can't hear you
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MR URBASZEWEKI: Let me think how to
rephrase the question again, you tal ked about
addi ti onal environnmental benefits that m ght be
had from sone of the new plants that m ght be
runni ng on gas, and | can think of severa
pol lutants that cone out of power plants, be it
ni trogen oxides, but you al so have sul fur
di oxi des, which gets oxidized as fine
particul ate matter and nercury.

Coul d you gi ve us an under st andi ng,
per haps, of what the difference would be between
a typical older coal plant and a new gas pl ant
that m ght have to neet these additiona
regul ations that you're tal king about in terns
of those pollutants?

MS. SCHCEN: | think you hit two
pol lutants that are being tal ked about as
possi bly being regulated in the future, which

are fine particulates and nmercury, and, you

L. A REPORTI NG (312) 419-9292
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know, what the costs are. |'mnot sure coa
predoni nately generates. The nercury are
man- rade nmercury emissions that are generated in

the US. Fine particulates, predonmnately it's
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from coal generation, but your question is in
terns of the cost and differences between --

MR, URBASZEWSKI : | was just asking about
the relative difference. Wuld one be far |ess
than the other?

MS. SCHCEN:. Yeah. | nean, natural gas,
nmercury is a -- nercury conmes fromcoal, | nean,
that coal generation that doesn't conme from
natural gas generation. Fine particulates are
due to both fuels and conbustion, but coal -fired
generators generate nore fine particul ates
matter. Coal-fired generators generate nore
fine particul ates than natural gas generation

MR, URBASZEWSKI :  Thank you.

HEARI NG OFFI CER GLENN:  Any ot her
questions of Ms. Schoen before | give her the
award for answering the nost questions today?

M5. SCHOEN. |I'mglad | could be so
controversial at the end of the day.

HEARI NG OFFI CER GLENN:  Ckay. W really

L. A REPORTI NG (312) 419-9292
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appreci ate your patience. Let's take a
five-mnute break

(Break taken.)
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HEARI NG OFFI CER GLENN: | believe M. Menne

wanted to say sone additional conments. |If
after M. Menne speaks, anyone el se would |ike
to say anything, regardl ess of whether you filed
prefiled testinmony or not, | wll inquire after
M. Menne if you'd like to do that. M. Menne
pl ease begin.

MR MENNE: Thank you. First, I'd just
like to say that for the questioning Ms. Schoen
just got, | don't knowif | really want to say
anything el se, but | appreciate the opportunity
just for a quick clarification

One of our units, the G and Tower
unit, which is a coal-fired plant that's being
converted to gas was nentioned earlier, and
just wanted to informthe Board what the
situation is with regard to that plant and how
it will be affected by this rule.

First of all, | think for one thing,
you can consi der a conversion fromcoal to gas

as a nmethod of pollution control. Certainly,

L. A REPORTING (312) 419-9292

the Agency, | believe, considers it that way,

and EPA, in their evaluations of controlling
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various enissions fromcoal -fired power plants
often use it as conversions fromcoal to gas as
a nmeans of a pollution control and they cost it
out that way.

So | think for one -- in one
respect, you can look at it fromthe standpoint
of it is no different than if we were to
overcontrol w th some postconbustion technol ogy
or SCR on another coal-fired unit where we would
get our emi ssions down |ower than what the tons
woul d be allocated for that unit and, therefore,
create excess em ssions. You can sinply | ook at
it as a different type of control technol ogy.

Secondly, while | would like to say
that it might be nice if we were to be getting
all kinds of tons associated with this plant
because it was a coal-fired plant and we're
converting it to gas and that we're going to
have | ots of excess allowances that we can sel
on the market, in fact, that won't be the case
in the situation of Gand Tower. Just | ooking

at the nunbers that | have as the rule woul d

L. A REPORTING (312) 419-9292

play out, Grand Tower would initially get
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al |l onances | ess than 300 tons of allowances in
the first year of the program 2004, and the
fixed all owances woul d drop down to about 150
tons less than that in the second phase of the
pr ogr am

That is not all that much -- that is
fairly conparable to a new gas-fired unit we get
or receive or we need to operate in the sane
situation. Al so, because we're only getting
that nunber of allowances for those units
because it was utilized on a very |ow basis
during the baseline period. There wasn't a |ot
of generation down there. After we repower this
unit, it is going to be a cleaner unit. It's
going to be a nore efficient unit. W expect a
capacity factor on that unit will be
consi derably higher than it was during the
basel i ne.

In fact, we will be needing nore
al  onances than we will be getting for that unit
to operate that plant after it's converted to
gas. So | just didn't want the Board to be left

with the inpression that we were getting

L. A REPORTING (312) 419-9292
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al | onances as a coal-fired unit and going to get
a big windfall down at Grand Tower to sell to
the state. So | just wanted to clarify that. |
appreci ate the opportunity.

HEARI NG OFFI CER GLENN:  Thank you, M.
Menne. Does anyone have any questions of M.
Menne's comments? Yes, M. Urbaszewski.

MR URBASZEWSKI: | just wanted to follow
up. Maybe | just didn't hear you, but you said
there's an increase in capacity at that plant?

I was wondering what the increase was.

MR, MENNE: The capacity factor --

HEARI NG OFFI CER GLENN:  Coul d you pl ease
answer the question this way? That woul d be
hel pful .

MR MENNE: |n other words, the
utilization that we had that set the baseline
for the nunber of tons that we got on that, the
capacity factor of those units was fairly |ow.
| don't have that nunber offhand, but it m ght
have been 20, 30, or 40 percent. | don't know.

After we nake this conversion, we
intend to have -- the capacity factor will

increase. In other words, we will be generating

L. A REPORTING (312) 419-9292
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many nore Btus fromthose units after this
conversi on takes pl ace.

So even though it is -- it is
converted to gas which is a cleaner fuel, we
will actually be utilizing it rmuch nore than we
did inthe past. So as a result, because the
tons allocations are based on a much reduced
em ssion rate, we're actually going to be
needi ng nore tons to operate that in the future
than we are being allocated.

MR, URBASZEWSKI: So, in general, you're
saying that it was a coal plant that wasn't
utilized all that nmuch and nowit's going to be
turned into a gas plant -- gas-fired plant that
is going to be utilized in a much higher |evel?

MR MENNE: That's correct.

MR URBASZEWSBKI: So in general, the
plant is going to be producing a | ot nore
electricity than it did in the past?

MR MENNE: That's correct, but it wll
be much nore efficient.

MR URBASZEWSKI : Thank you. Are there
any further questions?

MR MELAS: M. Menne, what's the

L. A REPORTING (312) 419-9292
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megawatt production of that Grand Tower plant
before and after?

MR MENNE: It was actually rated for
around 200 negawatts. | don't have the actua
rating on those units. | believe repowering is
closer to 500 negawatts.

MR MELAS: As long as -- a thought just
ran through ny mnd a nonent ago, not directly
on the point, but maybe switching from
coal -fired operations to natural gas, you're to
achieve this, isn't the source of natural gas
finite much nore so than coal, obviously?
know t hat .

MR MENNE: That's very definitely. The
i ndustry recently did a study on the prospect of
switching a lot of coal-fired plants to natura
gas and what that does to gas supply and the
cost of gas and things of that nature, and
there's sonme interesting figures in there in
terns of potential increases and the cost of
gas, the trenmendous anount of natural gas
infrastructure that would be necessary if you
wanted to convert many power plants to gas.

I mean, Illinois has an advantage
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because you have sonme mmj or gas |ines running
through the state. This particular gas line is
within a mle of the G and Tower facility. So
it makes it very convenient fromthat
standpoi nt, but your question is a good one in
that it is going to be difficult to supply a |ot
of different existing coal-fired plants with
natural gas, and if the Board woul d be
interested in that study, | would be happy to
supply themw th that.

Ms. McFAVWN.  Woul d you?

MR MENNE: Yes.

M5. MFAWN:  That woul d be great.

MR MELAS: Yeah. 1'd like to see it.

HEARI NG OFFI CER GLENN:  Thank you. Any
ot her questions of M. Menne this afternoon?
Yes, M. Urbaszewski .

MR, URBASZEWSKI: | actually have a
question of you. |If that study is provided to
the Board, can the service list also get a copy
of it?

HEARI NG OFFI CER GLENN:  How big is the
st udy?

MR MENNE: It's a pretty thick study.
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HEARI NG OFFI CER GLENN:  You know what,

M. Urbaszewski, | think we'll just have a copy
avai l abl e here, and you're wel cone to cone over
and | ook at it.

MR MENNE: |If there's an executive
sunmary or sonething like that, I'd certainly be
happy to do that for the service list.

HEARI NG OFFI CER GLENN: I f you woul d give
that to the service.

MR MENNE: |'Ill see what's avail abl e.

HEARI NG OFFI CER GLENN: W appreci ate you
trying to acconmodat e everyone. Thank you.

If we do receive that study, by the
way, I'll add that to the exhibit list or file
it as a public cooment. So it will hopefully be
i ndi cated on the web site one way or anot her.

Any ot her questions of M. Menne?
Al right. Thank you very much for your
additional comments. Wuld anyone else this
afternoon |ike to say anything nore?

MR RODRI GUEZ: Madam Hearing O ficer,
Gabe Rodriguez for Dynegy M dwest Generation.

As you know, M. Diericx submtted comments as

public coments for Dynegy Mdwest. As |
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understand it, the Agency has some questions of
himthat they wanted to ask. |If that's still
true, M. Diericx is willing to -- he has

not hi ng prepared to present to the Board today
other than his witten comrents, but if there
are questions that mght be put to him he's
nore than willing to answer them

HEARI NG OFFI CER GLENN: W appreci ate
that, M. Rodriguez. For those of you, the
public comrent M. Rodriguez is referring to is
avail able on the table. M. Kroack, did you
have questions of M. Diericx?

M5. KROACK: | only had one, and | just
wanted to state that we're -- the Agency will
respond to M. Diericx's public conment in our
witten comments, that he has alluded to what he
calls considerable uncertainty regardi ng the NOX
SIP Call and how that m ght affect the
rul emaki ng, and we do not agree with the
statenents in there, but since they go to
guestions of law, we think they're best
addressed in witten conments.

HEARI NG OFFI CER GLENN: I f you do have a
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first, please?

M5. KROACK:  Sure.

MR RODRIGUEZ: Could we place this in
the record?

HEARI NG OFFI CER GLENN:  Ch, his
comments. Let's -- we already have them
admtted as a public comment, but, what the
heck, let's have it as an exhibit, too, for good
nmeasure. Qur clerk at the Board will be very
excited. W're going to admt these coments
by, I"'msorry, M. Diericx as Exhibit No. 41.

(Exhi bit No. 41 narked
for identification,
9-26-00.)

MR D ERICX: By the way, | was sworn in
at the |l ast hearing.

HEARI NG OFFI CER GLENN:  Thank you. W'l
have to do it again today anyway.

(Wtness sworn.)

HEARI NG OFFI CER GLENN:  Ckay. Ms.

Kroack, if you --

MR, DI ERICX: Before answering questions,
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1 neans. Go ahead.

2 MR DI ERICX: Again, for the record, ny
3 name is Aric Diericx. |'menployed at Dynegy

4 M dwest Generation, Inc. | amthe nanager of

5 environmental resources for DMa | have been

6 wth DM5and its predecessor conpany, lllinois

7 Power Conmpany, for the past 21 years, and ny

8 entire career there has been involved with the
9 environnental issues, primarily air quality

10 nmanagenment i ssues.

11 I"mnot going to read the witten
12 comrents we submitted. ['Il just briefly touch
13 upon themto give a flavor for the Board here.
14 The first comments were in response to a

15 question, | believe, the Board asked at the | ast
16 heari ng about what other ongoing litigation was
17 out there that might affect the Subpart Wrules
18 that are being proposed here by the Agency, and
19 the first part of our conmments were our opinion
20 of what those key issues were and how t hey may

21 eventual ly affect the Subpart Wrul es whenever
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Again, it was just opinions.

There's multiple legal points in these cases

L. A REPORTING (312) 419-9292

that are being discussed. This is just exanples
of what is going on and what could result from
that litigation. W also submtted additiona
conment s supporting the Agency's fixed/flex
approach to the allocations. W thought it was
a very innovative approach the Agency has taken
to address the needs of both the new and
existing EGJs in Illinois, and we offer that
support not only as a conpany with existing
EGQJs, but al so as a conpany with several new ECQU
units in the state. This support is given even
t hough the greatest econonic burden is placed on
the existing EGJs in the state. Qur projected
conpliance costs, sinmlar to Aneren, | think
we're projecting capital conpliance costs in
excess of $100, 000,000 to conply with the
Subpart WSIP Call rules, and of that

$100, 000, 000, all of that is earnmarked for our
exi sting EGQU sources. W do not reject any

additional capital is going to be expended upon
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our new EGQUs sources for the purposes of the SIP
Call rule, and the reason for that is because
new EGJs for us and possibly other new EGU

sources in the state have nmade their
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expenditures for NOx controls due to the best
avai | abl e control technol ogy requirenents of the
PSD program and al so the new source performance
standards that apply to those new EGUs.

So for that reason, we are
projecting all of our NOx conpliance costs for
t he existing EGJUs and none for our new EGUs,
and, again, that trend may be sinmlar for other
units in the state. W also support in our
conments the heat input based allocation schene
in the Agency rules. This is consistent with
the federal EPA Acid Rain program It's one
sources and regul ators have dealt with for nany
years and it's effective, and we think that
shoul d conti nue.

W submitted sonme conments al so on
the growth factor that several other people
identified in their testinmony. The growth

factor we feel is driven by the econom cs within
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the state and the weat her conditions from season
to season. In our testinony, we identified that
actual 1998 heat input was approxi nately ten
percent higher than the 2007 projected heat

i nput fromthe USEPA | PM nodel, and if, in fact,
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the heat input projections for EGJs in Illinois
is lowin 2007, then also the percent NOX
reductions that need to be made by the existing
EGUs is al so being underestinmated, and if those
control -- anounts of controls are
underesti mated, the control costs are going to
be greater than what's indicated in the record.

| feel this is inportant because of
the Board's inquiry at the |ast hearing about
how t he cost of controls on EGJs conpared to the
cost of other ozone season controls from other
prograns that are currently in Illinois.
Finally, we offered sonme conments al so about the
early reduction credit program W are
supportive of the Agency's proposal to award
early reduction credits for the 2001/2002
control seasons and the rest of the early year

reduction credits awarded in 2003 if that
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Call rules.

HEARI NG OFFI CER GLENN:  Thank you.
Ms. Kroack, why don't you proceed with your
qguestion, and then we'll open it up to anyone

el se that may have a question on those
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coment s?

M5, KROACK: Sure. M. Dericx, you
stated that USEPA severely underestimted the
growth rate for EGUs in cal culating the base
2007 budget, and you went on to give the 1998
seasonal heat input for the existing EGQUs
450, 495,863 nmillion Btus, and that the 2007 base
budget for these sanme units was 411, 298, 433
Bt us.

Do you know what the heat input for
these units was in 1999?

MR DIERICX: For these exact units, no,
| do not.

M5. KROACK: Wbuld it surprise you to
learn it was 418, 258,674 nmillion Btus?

MR DIERICX: That nunber sounds like a

nunber | ess than the 1998 ozone season heat
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proj ected heat input.

M5. KROACK: Correct. But it's a
downwar d adj ustment fromthe 1998 fi gure.

MR DIERICX And | think | indicated in
ny opening conments that that nunber will vary

year to year based on econom ¢ conditions and
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whet her that drives the heat input for the
state.

M5. KRQACK: That was our conmment. Thank
you.

HEARI NG OFFI CER GLENN:  Thank you, M.
Kroack. Does anyone el se have any questions of
M. Diericx?

BOARD MEMBER FLEMAL: W have over our
t hree days together heard many tines a
suggestion that the eight percent growh factor
is substantially underestimated of what is and
can be anticipated to happen in Illinois.

What |'mnot sure |'ve heard anybody
say, and | offer you the opportunity to give ne
an answer, is what do we do about that?

MR DERICX: | do not have a
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recomendati on on how to adjust that. There is,
I think we nentioned at the |ast hearing,
ongoing litigation. | think it's short-handed.
The litigation gets the technical amendments,
SIP Call. That might provide some relief for
that. We won't know that for several nonths
until that case is decided.

I think the point of ny conments was
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that if the growmh nunber is underesti mated, the
control costs for the existing EGU will be
greater, and just to properly reflect that fact
in the record when the Board conpares these
costs to other ozone control prograns.

MR MLLER Just to give you an exanple
I ndi ana has the sane snmall fossil capacity as
[Ilinois. There is 47,000.

HEARI NG OFFI CER GLENN: 47,000 tons?

MR MLLER Yes.

HEARI NG OFFI CER GLENN:  Wbul d anyone el se
like to ask a question of M. Diericx? GCkay.
Thank you very much. W appreciate your tine.

Wul d anyone el se present this

afternoon like to say anything further? This is
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sort of a going once, going twi ce since we wll
not be having our third hearing.

Ckay. If you'll bear with ne for
just a noment then. | just want to reiterate
that we will not be having the third hearing
schedul ed for Cctober 10th. | wll put out and
send to all of you on the notice and service
lists a hearing officer order explaining the

preci se deadlines for public conment, but as it
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stands right now, we anticipate public coments
will be due by Friday, Cctober 13th, at 4:30 in
the Board's Chicago of fice.

Pl ease keep in mnd if you file a
public coment, you are obligated to file an
original and nine copies with the Board as wel |
as serve copies of public conments on the
menbers of the service list. Qur transcript of
today's proceeding will hopefully be posted on
our Board's web site next Tuesday, Cctober 3rd.

The Board's web site is
www. i pcb. state.il.us. You want to go to the
rules and regul ati ons section and then click on

the transcript for Docket R01-9. Are there any
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other matters that need to be addressed at this
time? M. Kroack, do you have anything to add?

M5. KROACK: No. Thank you.

HEARI NG OFFI CER GLENN: Wl |, then on
behal f of the Pollution Control Board, | would
sincerely like to thank all of you present here
today that have contributed so greatly to the
devel opnent of this rule, and we | ook forward to
tackl i ng everything you have given us now to put

sormet hi ng toget her for our Novenber 16th Board
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neeti ng.

Agai n, thank you to the Agency for
all of your tine and for all of you naking the
trip up fromSpringfield today, and thank you
menbers of the regulated comunity for your nuch
appreciated attention to this natter and the
environnental comunity as well. Thank you.
Have a nice afternoon.

(Wher eupon, these were al
t he proceedi ngs held in the

above-entitled matter.)
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STATE OF ILLINO'S )
) SS.
CONNTY OF COO K )

I, GEANNA M | AQUINTA, CSR, do
hereby state that | ama court reporter doing
business in the Gty of Chicago, County of Cook
and State of Illinois; that | reported by neans
of machi ne shorthand the proceedings held in the
foregoi ng cause, and that the foregoing is a
true and correct transcript of ny shorthand

notes so taken as aforesaid.
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