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SYSTEM ADOPTI ON OF 35 I LL.

ADM CODE 205 AND AMENDMENTS

rul emaki ng hearing held in the above-entitled matter,

TO 35 ILL. ADM CODE 106.

The following is the continued transcript of a

t aken stenographically by LORI
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)
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ANN ASAUSKAS, CSR,

RPR, a notary public within and for the County of

Cook and State of Illinois, before Chuck Feinen,

Hearing Oficer, at 100 West Randol ph Street,
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THE HEARI NG OFFI CER: Good nmorning. MW
nane is Chuck Feinen. |1'mthe assigned hearing
officer to this matter, R97-13, Em ssions Reduction
Mar ket System

Wth ne, today fromthe board is Board
Menber Marili McFawn. To ny left is Joseph Yi, to
my right is Kathleen Hennessy, to ny right is
El i zabet h Ann.

W will continue the hearing from
yesterday on the record to start at 9:00 o' cl ock
this nmorning. It's about 9:15 now when we are
going to start the proceedings.

Pl ease speak up so the court reporter
can hear you. Please state your nane before you ask
your question, and ask your question |oudly enough
SO0 everyone can hear it.

Wth that, | think we will turn it over
to the agency.

M5, SAWER: Good norning. | am Bonnie

Sawyer, assistant counsel with the Illinois
Envi ronnental Protection Agency.

I just want to give a little overview

of what we are planning to do today. W are going

to begin testinony with Joe Goffman fromthe

L. A REPORTING - (312) 419-9292



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

230

Envi ronnent al Defense Fund.

That will be followed by Roger Kanerva
fromthe Illinois EPA. M. Kanerva will be providing
an overvi ew of the proposed rule. M. Kanerva wll
be testifying again at a later point to provide nore
detailed testinony on a certain conmponent of the
rule. Additionally, M. Kanerva's testinmony will be
foll owed by nore detailed testinony on the various
conmponents of the rule. So sone of the questions

that may be asked of M. Kanerva shoul d be postponed
to the nore detailed testinony.

After that, we will begin the nore
detailed testinony with Christopher Romai ne
testifying and we will see how far we get.

Hopeful |y, we can al so present testinony
from Donald Sutton and David Kolaz fromthe Illinois
EPA.

Wth that short introduction, we are
ready to begin our testinmony. | would like to cal
our first witness Joseph Gof fman

THE HEARI NG OFFI CER: Before we start --
M5. SAWER: Oh, I'msorry
THE HEARI NG OFFI CER:  Let's go off the record

for a second.

L. A REPORTING - (312) 419-9292



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

231

(Wher eupon, a di scussion
was had off the record.)
THE HEARI NG OFFI CER: Let's go back on the
record again for Bonnie to explain what's going to

happen pursuant to the outline that they have passed

out .

M5. SAWER: Can | see that? Thank you.

THE HEARI NG OFFI CER Sure. | need it back,
t hough.

M5. SAWER: ['Il just start with going

t hrough what we have covered and what we intend to
cover.

If you go to Roman nuneral one of the
outline, we presented that and we presented testinony
on Roman nuneral two al so.

MR, TREPAN ER: Excuse ne. Could you nention
the witness list?

M5. SAWER Okay. Sure. For Roman nuner al
one, it was David Kee fromU.S. EPA

For Roman nuneral two, it was Bhar at
Mat hur and Richard Forbes fromthe Illinois EPA

If you go to Roman nuneral three, we
presented testinony on Roman nuneral 3(b) and that

was Philip O Connor.

L. A REPORTING - (312) 419-9292
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Today, we are going to begin with
testinmony in the outline as 3(a) and that will be
Joseph Cof f man.

Roman numeral 3(c) is Commonweal th
Edi son's SO2 experience. W are not able to present
that testinony because their acid rain expert was at
a conference in Phoenix for the 21st and 22nd. So
we will probably present that testinony on the 3rd
or 4th.

Then, if you go down to Roman nuneral
four, we are going to present that entire section.
That will be Roger Kanerva.

Then, we are going to begin on Roman
nuneral 6(a), (b), (c) and (d) if we get there.

We are just going to proceed down that |line. That
is Christopher Romaine, as indicated in the outline.

MR, TREPAN ER: | understand you are
presenting testinmony in the entirety of what is Roman
nuneral three?

M5. SAWER Yes. Three? No. Roman
nuneral three, we are presenting -- we have al ready
presented (b) and we are presenting (a). Now, (c),
we can't present at this time because Commonweal t h

Edi son's SO2 expert is at a conference in Arizona.

L. A REPORTING - (312) 419-9292
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MR, TREPAN ER: The witness on 3(b) is the
witness that will be available for questioning?

M5. SAWER Yes. |If there are additiona
guestions, the one we were going to call up, Philip
O Connor. He was the |ast person to testify
yest er day.

MR TREPAN ER: Thank you.

THE HEARI NG OFFI CER: kay.

M5. SAWER: If there is nothing further, |

would like to call Joe Goffman as the agency's next

Wi t ness.
THE HEARI NG OFFI CER Wuld the w tness be
swor n?
(Wtness sworn.)
VWHEREUPON:

JOSEPH GOFFMAN,

233

called as a witness herein, having been first duly sworn,

deposeth and saith as foll ows:
M5. SAWER: | have just one quick matter
M. Gof fman has sone overheads, nost of
which are essentially bullet points of what he is
going to discuss. There are some charts. W wanted
to mark these as exhibits. W can now go through

them I1t's probably helpful to mark those exhibits

L. A REPORTING - (312) 419-9292
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THE HEARI NG OFFI CER:

There are -- | guess

there's going to be four charts along with --

seven.

MB. SAWER: More than four.

THE HEARI NG OFFI CER:
M5. SAWER: Yes.

THE HEARI NG OFFI CER:

M5. SAWER This is

thi s one.

THE HEARI NG OFFI CER:

More than four?

There are seven.

There are going to be

going to be foll owed by

There are seven

over heads that the agency wants ne to mark as

exhi bits. I will mark them as exhibits.

234

After the presentation of the testinony,

t he agency can nove to have those exhibits entered

into the record and we'l |

t hat point.

wi t h Exhi bit

Exhi bi t

THE HEARI NG OFFI CER:

No. 24 a chart call ed

L. A, REPORTI NG -

handl e the objections at

(Docunents marked as
Heari ng Exhi bit Nos.
for identification,
1/ 22/ 97.)

| believe we left off

No. 24 fromyesterday. |'m nmarking as

"SC2 Em ssions from
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the Largest Sources.” | am marking as Exhibit No. 25
a docunent called "Regional Em ssions Trades." [|I'm
mar ki ng as Exhibit 26 "Macro Economic Inpacts.” 1'm

mar ki ng as Exhibit No. 27 "Cost Changes if Trading is

Restricted. " m mar ki ng as Exhibit No. 28, "Savings
t hrough Tradi ng."
MR, TREPAN ER: VWi ch page nunber is that?
THE HEARI NG OFFI CER: That woul d be Page 18
on the handouts that the agency passed out prior to
today' s heari ng.
MR TREPAN ER: Thank you.
THE HEARI NG OFFI CER: " m mar ki ng as Exhibit
No. 29, which is Page 26 of their handout, a 1994
option results. |I'mmarking as Exhibit No. 30 the
SO2 al |l owance val ues, which is Page 27.
MR, TREPAN ER: Coul d those be referred to by
page nunber when they are brought up?
MR, GOFFNAN: Thank you very much
My nane is Joseph Goffman. |1'ma senior
attorney with the Environnental Defense Fund. My
background for this presentation includes experience
working with the staff of the environnental --
Il1linois Environnental Protection Agency and t hinking

t hrough when designing the essential elenents of the

L. A REPORTING - (312) 419-9292
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programthat's being presented here today.

However, what | think would be hel pfu
woul d be to review sone of the fundanental background
of the approach that's enbodied in the VOMtrading
program wi t hout necessarily going into the specific
details.

I, or a colleague of mne who is al so
on the design team wll be available to testify on
February 3rd or February 4th about some of the

speci fic issues.

But if it's okay, | would Iike to focus
today on di scussion of the fundanentals, if you will,
of the kind of policy reformthat this program
represents.

In many ways, what the agency is
proposing represents a sort of state of the art
exanpl e or an expert of sort of state of the art
thinking in reformng and ultimtely inproving
t he environnental performance of air pollution
control prograns.

As |I'msure you know, the U S. has nade
a major commitnent to regulating and reducing a w de
range of air pollutants since the enactnent of the

1970 C ean Air Act, which was anended in 1977, and

L. A REPORTING - (312) 419-9292
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anended again in 1990

So as a society, we have nore than a
generation's worth of experience in using different
ki nds of policy tools to control and nmanage and
reduce a wide range of pollutants that are hazardous
either to human health or the natural environnent.

Starting in 1970, and in nany ways

persisting through the present, the nmajor paradi gm

t hat has been used to manage air pollution through
the public policy tools can be described or |abel ed
comand and control

Command and control regulation is
characterized by progranms that inpose emission rate
standards or technol ogy standards and often in their
i npl enentati on require public bureaucracies to nake
a lot of detailed decisions about the conpliance
requi renents of individual sources.

Sources given to typical matters have
relatively little choice as to how they are goi ng
to neet their conpliance requirenents. Utimately,
it's left to the public bureaucratic decision-naking
process to figure out on sort of a sector-w de or
cl ass-wi de basis what the nost effective technol ogies

are, what the npost effective innovations are, and

L. A REPORTING - (312) 419-9292
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the best way to distribute cost.

From an environnental perspective, one
of the major flaws of that approach is that nost of
t hose kind of programs are unable to guarantee to
the public a specific environnental or em ssions
control outcone.

I ndi vi dual sources are held accountabl e
for putting on certain technol ogi es, but nobody is
hel d accountabl e for achieving the actual em ssions

reductions target.

In many respects we have seen prograns
of great promise ultimately failed to deliver
environnental results because you have a whol e cl ass
of sources in conpliance with your technol ogy
requi renents, but for various reasons, the technol ogy
requirenents fail to deliver the results that are
required or prom sed to the public or expected by the
publi c.

At the sanme time, typical command and
control prograns have a very mxed record in terns of
delivering innovation, delivering new ideas, and
all owi ng those new i deas to penetrate society or
penetrate the marketpl ace to enhance environnenta

per f or mance.

L. A REPORTING - (312) 419-9292
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As a society, we have di scovered that
t he chal | enges of environmental protection involve
ever increasing difficulty and ever increasing |levels
of effort to really deliver things that the public
wants such as healthful air and protection of natura
r esour ces.

In order to make those goal s
reachable, it requires al nmost continuous innovation
technol ogically and through reform of practices

i nvol ving air pollution control

So what is absolutely key to the
envi ronnental outcones we want is that a stream --
a steady stream of innovation can be marshal ed
by the private sector and conmand and contr ol
regul ati ons have typically not succeeded in doi ng
that very well.

On the business side, whenever you
have -- or | should say when you tend to have basic
decisions of the allocation of costs and performance
of technol ogy not made by the businesses thensel ves,
but by nore bureaucratic processes, those decisions
tend to fail to reflect the economc information and
t he econoni c needs of the individual conpanies.

It's just harder for businesses to

L. A REPORTING - (312) 419-9292
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respond both to their conpliance requirenments and to
t he general econonic needs they have to face in doing
busi ness.

I f fundanental questions such as
technol ogy of choice and cost allocation are not |eft
up to them but are left up to a nore collectivized
or bureaucratic cost allocation for technol ogy
sel ection process, that neans from an environnenta
perspective, the extra cost, the extra rigidity of

t hese programs tends to nake these programs |ess
durabl e, less able to produce the outconmes that we as
envi ronnental i st want over tine.

Hence, al nost fromthe begi nning of
the history of the nodern Clean Air Act, public
pol i cymakers have | ooked for ways to at |east
i ntroduce sone forns of flexibility in the way these
prograns operate.

So as early as the md-70s, around the
time that the Cean Air Act was being anmended for
the tine, concepts such as em ssions bubbling and
em ssions emtting were introduced as sort of
forerunners in emssions trading to try to give
busi nesses sone flexibility in choosing technol ogy

and al l ocating costs.

L. A REPORTING - (312) 419-9292
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As you will see fromthis slide, which
gives you a nore detailed sunmary of what | just
said, unfortunately, one of the favorite ways of
seeking flexibility or obtaining flexibility that
busi ness is sought and one of the nbst used ways
of granting flexibility that public regul ators use
was to all ow individual businesses to negotiate
delays in variances in their conpliance requirenents.

Del ays in variances, which while they

may have satisfied the individual firms need for
flexibility or cost savings, inevitably resulted in
nore em ssions or del ayed em ssion reductions.
Hence, the search for policy tools
that took the formof full-blown economc instrunents
that in sonme fundanmental way reall ocated the
deci si on- maki ng authority as between public
bur eaucraci es and busi nesses as to what choices
of technol ogy and what allocation of cost should
be made and what the ultimte accountability of
busi nesses are and were.

One of the economc instrunents that
has had a | ot of devel opment in the acadenic
literature and starting in 1990 was adopted for

the public policy sphere was the use of marketable

L. A REPORTING - (312) 419-9292
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permts. A marketable pernmt programis probably
the acadenic nodel that the Illinois proposed VOC
program nost represents.

Just as a way of background, this slide

i ndi cates a wi de range of progranms that have been
devel oped in the last 25 years to introduce sone of
t hese concepts of flexibility and without going into
each and every one of them let ne just suggest that
this range of programs represents various stages of
devel opnent on the scale of the use of flexibility
i nstruments or narketabl e program nodel s and
desi gns.

In ny view, the SO2 al |l owance program
represents the nost conplete shift in the underlying
paradigmin regulating air pollution and if you will,
the nost radical reallocation of authority as between
busi ness deci si on- maki ng and public deci si on-maki ng
and at the same time, it can be argued to be -- and
believe is one of the nost successful, if not the
nost successful air pollution prograns in the history
of the nodern Clean Air Act. Again, in a few mnutes
I will go into nore detail on this.

The acid rain program-- I'msorry this

slide isn'"t as legible as it should be. One of the

L. A REPORTING - (312) 419-9292
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key elenents of the acid rain program and one of the
key elenents of the programthat the agency is
proposing now is to redefine the way in which
conpliance is articul ated.

As | suggested before, command and
control prograns typically define conpliance in terns
of em ssion rate standards or technol ogy standards.

I ndi vi dual sources are held to account for achieving
certain rates of emssion for unit activity or held
to account for installing certain technol ogies or

adopting certain processes.

They have never, at |east before 1990,
been held to account for neeting a specific em ssions
total. Therefore, before 1990, few, if any, air
pol I uti on programnms could guarantee to the public that
specific levels of actual emnm ssions reductions were
bei ng achi eved.

It was alnost as if designers of earlier
air pollution prograns were trading tons of reduction
for increasing increments of public control and
command and control setting.

In 1990, with the introduction of the
acid rain program congress pioneered a specific

paradi gm shift. What Congress basically said in

L. A REPORTING - (312) 419-9292
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1 effect was we are going to guarantee to the public

2 that sul fur dioxide reduction on a nati onw de basis

3 wll be reduced by a specific amount. |In this case,

4 ten mllion tons annually.

5 As a result, remaining allowable sulfur
6 dixoide em ssions will never exceed nine mllion

7 tons. W are going to guarantee this to the public

8 by making individual sources not accountable for

9 particular nethods or particul ar technol ogi es or

10 particular practices. W are sinply going to nmake

11 them accountable for the actual em ssions that they

12 produce.
13 From an environnental perspective, this
14 change in paradigm if you will, represents one of

15 the nost significant advances, if not the nost

16 significant advance, in the history of air pollution

17 control because for the first tine, the public knows

18 that what the law says it will get in ternms of

19 enission reduction performance, it, the public, wll

20 get. It's this paradigmthat the agency used in

21 designing this particular program

22 THE HEARI NG OFFI CER: Before we go on, | can't 23 find that
particul ar overhead in the prefiled --

24 M5. SAWER: Yes. | should have expl ai ned

L. A REPORTING - (312) 419-9292



1 this. Initially, we had intended for Daniel Dudik

2 fromthe Environnmental Defense Fund to present

3 testinony -- this portion of the testinony. That's

4 what | subnmitted. Dan was not able to attend. So we
5 have slightly different sides fromJoe, it's the sane
6 thene but, slightly different slides.

7 THE HEARI NG OFFI CER  For the record's

8 purposes, I'mgoing to read in what the slide says.

9 "Advantages of Em ssions Budget,"” is the title.

10 Point one is clear environmental goals. Point two

11 is easy to neasure performance. Point three is

12 establishes firmexpectations. Point four is reduces 13
uncertainty. Point five is facilitate

14 flexibility and cost. | believe point six is

15 reductions.

16 MR, GOFFMAN:  Actually, point five is

17 facilitates flexibility and cost reductions.

18 THE HEARI NG OFFI CER: Ch, I"'msorry. Okay.
19 Thank you.

20 MR, GOFFNAN: In any event, the --

21 THE HEARI NG OFFI CER: M. CGoffman, could you
22 hold on a second?

23 MR, TREPANIER: Is that going to be held aside

24 until it's been distributed?

L. A REPORTING - (312) 419-9292
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THE HEARI NG OFFI CER: | don't know if the
agency planned on distributing that or not.

MB. McFAWN: It will now be in the

transcript.
THE HEARI NG OFFI CER: It's in the transcript
now. | don't think it says nuch nore than what |

read. So | don't think it needs to be passed out
unl ess the agency wants to pass these out as a
courtesy, | don't know. But | just read it into the
record and | don't think you' re going to get anynore
out of it than what's in the record.
M5. SAWER: W are going to nake severa
nore copies of it just in case sonebody wants a
copy. | think you are right. He has read everything
off of here into the record. W really don't have
the copying facilities to make a ton of copies here
in the agency's office. | think we can proceed.
MR, TREPANIER: This is part of an expedited
rul emaking. It would be of assistance if | --
THE HEARI NG OFFI CER°  Excuse ne?
MR, TREPANIER In this expedited rul enaking,
it would be of assistance for ny, you know,
under st andi ng of what the testinony the agency

is presenting to have the copy of the overheads.

L. A REPORTING - (312) 419-9292
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THE HEARI NG OFFI CER: I think the agency is
going to nake a few copies. Maybe they can give you
one. Oherwise, I"'mnot going to order themto nake
copies and do it. | think it's clear fromthe record
what the overhead says and you can get everything you
can fromreading the record.

M5. SAWER: He is going to nmake copies right
now and we will get you a copy as soon as he cones
back.

MR TREPANFER It seens fair. | nean,
yesterday, | was ordered to -- | had to serve the
service list with prefiled questions. Wen the
agency nmakes their presentation, they should be
doi ng i kew se

THE HEARI NG OFFI CER:  The prefil ed questi ons,
however, are not going to be in the record until you
ask them The reason you have to prefile your
guestions to everyone on the service list is to give
the opportunity to those to respond and prepare to
response to those questions.

The overhead, as you see it, is part
of the testinony only as an aid to help in his
testimony, which you can ask questions about and he

w |l answer them

L. A REPORTING - (312) 419-9292
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This is for preparation of his
testimony, and unfortunately since Dan Dudi k coul dn't
make it, so we're going to have just deal wth what
we have to deal with. | believe the agency is going
to give you a copy of that. M. CGoffman is available
to come back so you can ask those questions at that
ti me based on having the record in front of you.
think that's nore than adequate.

MR TREPAN ER: Thank you.

MR, GOFFNAN: Thank you

I know |I' m probably risking bel aboring

the point, but I don't think froman environnmenta
perspective | can enphasi ze enough the inportance of
this idea of defining programlevel accountability
and the firmlevel accountability in terns of tota
actual em ssions because the Clean Air Act and the
efforts of environmental advocates such as nyself
have been pl agued by years by the underperformance,
and in sone cases, of the non-performance of the
traditional way of doing business.

By introducing this new concept or this

new approach to accountability, we have seen with
i ncreasi ng experience, nost notably in the acid rain

program and as well as other prograns that are being

L. A REPORTING - (312) 419-9292
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devel oped in various regions in the country, much
better, indeed superior, environmental performance
just by making this shift.

This shift, in ternms of defining
accountability for firnms and for progranms to focus on
actual em ssions, does not, however, conme at a net
cost to the econony or to the econom cs of the
i ndi vidual industries. Indeed, what | would like to
focus on in a sort of dial ogue between the econonic

and environmental policy objectives here is that by
redefining conpliance in this way, regulators are at
the sane tine given the ability to turn over to firns
much nore choi ce, nmuch nore discretion in

i npl enenting their requirenents, and in the ability
to make choi ces based on their own interests and
their own information, firns are able to achieve

t hese superior environnental results at |ower cost
than they would if the programwere designed in a
traditional way.

In the case of the acid rain program
which is the existing programw th the nost extensive
track record, and in the case of the programfor the
board today, this accountability for total em ssions

is inmplemented through an instrument called
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mar ket abl e permt.

In effect prograns as anplified by
the acid rain programand by the VOM program are
i npl enented by an allotnent or a permt to emt
a specific unit of pollutants.

The acid rain progranms say alnost in
as many words that conpliance is defined in this way,
that a firmis in conpliance so long as it holds a
nunber of em ssions allowances equal to the nunber

of tons of sulfur dioxide nmeasured coming out of its
snokest acks.

Si nce under the program under the acid
rain program a fixed nunber of em ssions allowances
are allocated to the firnms that are regulated. The
public is guaranteed that total em ssions will never
exceed the target level. At the sane tine, the firns
t hensel ves can freely exchange or even save for
future use these em ssions all owances.

In the exchange of em ssions all owances,
t he em ssions exchange mar ket becones the instrunent
for allocating costs between and anong the firnms so
that the firnms that can nake the greatest nunber of
reductions at the | owest costs are given not only the

i ncentive, but the sinple ability to nmake those
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reductions, whereas firns that can nake fewer
reductions or can only nake reductions at high

costs do not have to nmake those high cost reductions
while at the same time again, the programdelivers
as a guaranteed matter the environnmental result
that's prom sed to the public.

By creating value in ternms of cash for
addi ti onal em ssions reductions, an em ssions trading
mar ket that works in the way that | just described

creates an identifiable incentive for private sector
firms to invest in environmentalization

As | suggested in the begi nning, one of
the keys, | believe, to neeting our society's demand
for the highest |evel of public health and natura
resource protection is ensuring that there was a
conti nuous stream of innovation in terns of
envi ronnent al technol ogi es and envi ronnent a
practi ces.

Thi s econom c value for cleaning up air
pollution is one of the nost effective instrunments
for incentivizing those kinds of innovations.

The reason these incentives work is for
the sinple reason that not all sources have the sane

techni cal possibilities.
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Even in the utility industry, which
woul d appear at first to be a fairly a honogeni zed
unified industry, which is industry regul ated under
the sul fur dioxide program there are a variety of
techni cal commands that different facilities have
and a variety of fuels that they use.
VWhat the initial trading market allows
those utilities to do is to take advantage of and
acconmodat e the range of technical possibilities.
Again, as | have already nentioned,
i n taki ng advant age of those ranges of technica
di fferences, different operators and ot her
entrepreneurs have the ability to devel op i nnovati ons
and be awarded for themto the extent that those
i nnovations result in additional pollution clean up
that can be exchanged in the en ssion trading
mar ket .

As | hinted before, this allows the
al l ocation of responsibility as between gover nnent
and the private sector to be rationalized so that
government focuses on setting the standard and
enforcing its conpliance while industry, which tends
to have the best access to information about

technol ogi cal possibilities, not to nmention having
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t he best information about what its own underlying
economi ¢ needs are, can nmake its own choices as to
how to neet those enforceabl e standards.
That neans that the business of
doi ng busi ness and the busi ness of cleaning up
air pollution becones identical
I nstead of havi ng busi ness peopl e and
firnmse whose primary mssion in life is to conduct
what ever their underlying business is, encounter
air pollution control requirenents as a rigid, even
abr asi ve, aspect of doing busi ness, businesses are
given the ability to integrate their business
deci si on-maki ng and their conpliance deci si on-naki ng
to rationalize it, to produce both the environnenta
result and the econom c result they seek
I n addition, businesses have nore
control over how they achieve flexibility. [If you
will recall, one of the points that | nmade a few
m nutes ago is that under traditional prograns, the
nost or the only way business individual firns can
achieve flexibility is by going back to the regul ator
and negotiating the variance or negotiating the
del ay.

Under a market trading system
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i ndividual firnms can sinply use the em ssions trading
market to achieve that flexibility and do not have to
rely on legal or equitable conflict or pleading with
public regulators to achieve that flexibility.

From an environnental perspective, to
junp back to that side of the dial ogue, that way of
achieving flexibility is far superior because in an
em ssion tradi ng market, an individual firm achieves
flexibility, but wthout costing the environnment the

| oss of em ssions reductions.

Under the traditional way of achieving
flexibility, permt variances and delays, as | said,
inevitably result in nore em ssions and fewer del ay
in em ssions reductions.

| believe | have already described the
economni ¢ nmechani smthat delivers the incentives for
i nnovation and for continuous environmenta
i nprovenent that the em ssions tradi ng market
gener at es.

Let me go back and focus on this a bit.
Under traditional programs, it is often very
difficult froman enforcenent point of viewto
separate bad actors from good actors.

Oten firns have troubl e achieving
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conpliance for technical reasons that are sometines
beyond their control. The outconme for those firms
in ternms of conpliance or failure to neet the
conpliance is no different fromthe outcone produced
by genui ne bad actors who refuse or sinply don't
have the confidence to neet their pollution
requi renents.
However, in an em ssion trading market
we turn over to businesses the tools of flexibility
again for the use of ideas such as enissions trading
or em ssions banki ng.

There is alnost literally no excuse for
a firmto be out of conpliance. Thus, when in an
em ssion trading market, a firmis out of conpliance,
that al nost creates a kind of prima facie evidence
that that is exactly the kind of firmthat
enforcenent authorities should focus their resources
on.

So again, froman environnenta
perspective, that nore efficient use of enforcenent
resources, that is enabled by the use of -- by the
avai l abl e use of this flexibility and enhances the
performance of this programand fromthe perspective

t hat busi nesses thensel ves, they are given a higher
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| evel of certainty that enforcenment will be directed

at the true bad actors since the non-bad actors, if

you will, can safely be presuned to take advantage of

flexibility tools of the em ssions tradi ng market.

One of the things we are seeing in the

i npl enentation of the acid rain programis that in

the first two years of the programis life, 1995 and
1996, utilities affected by these SO2 requirenents

are produci ng 40 percent nore em ssions reductions

than are required.

This is in part because the ability
to bank for future use and/or trade for future
exchange in the em ssion trading market of early
reductions produces a tangible econom c benefit.

So sources have literally had an
affirmati ve econom c reason to have nore pollution
control than is required and to deliver the
environnental benefits of the programearlier than
Congress was able to require in the 1990 Clean Air
Act .

Again, the key is the ability of an
em ssion trading market to infer upon early
reductions or extra reduction activities a positive

econom c value. At the sane tine investnents in
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these early reductions can ultimately be used in
the em ssion tradi ng and backup market to enhance a
firms ability to save costs and the ability to
manage both of their conpliance and busi ness needs
with nore flexibility.

This slide, which I think is in the
revi sed package, sinply provides a summary of the --
of this econom c and al nost nechani cal dynam c
em ssion tradi ng market, market and gender

In sum - -

THE HEARI NG OFFI CER  Just for the record,

t hat was Page 10.

MR GOFFMAN: I n sum to kind of performair
pol I uti on managenent practices exenplified by the
acid rain programand in nmany, many key respects
mrrored in the proposal before the board, can
deliver to the public not only superior environmenta
performance, but superior environnental performance
at overall cost affording society the ability not
only to reach for nore anbitious environnenta
protection goals, but actually to achieve those
hi gher anbiti ous goal s.

Thank you.

THE HEARI NG OFFI CER:  Can we go off the record
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(Wher eupon, a di scussion

was had off the record.)

THE HEARI NG OFFI CER

record, please

Let's go back on the

M5. SAWER W have sone copies of the

presentation. M. CGoffnan did

not use all of the

slides in here, though. So you are welcome to

t hem

Since we only have several copies,

if any group could just take one copy, | would 12 appreciate it.

kay. Are there any questions?

THE HEARI NG OFFI CER

wi th any questions of M. Coff

I guess we coul d proceed

man at this tine.

MR, TREPANIER: This is M. Trepanier

Coul d you expl ai

n somet hi ng about how

this proposal is devel oped? Specifically, what I'm

| ooking at is EDF s invol venent.

MR GOFFMAN: Back in
a proposal for using a form of
create incentives to retire o

vehicles. W distributed our

1992, EDF had devel oped
em ssions trading to
d high emtting

proposal in witten

formto a nunber of state governnents including the

L. A, REPORTI NG -
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Il1inois EPA

| believe at the time Director Cade
and Roger Kanerva showed a |lot of interest in that
approach and asked us to conme in and brief them
whi ch we did.

In the course of the briefing, we were
gi ven the opportunity to explain to themsort of on
the general level that | have described here why
we t hought economic instrunents produced superior

envi ronnental results.

In the course of those discussions, we
| earned that the Illinois EPA was westling with a
new round of NOx em ssion control requirenents and
a new round of VOC enission control requirenents.

W t hought or we told the agency at
the tine that we thought that new prograns coul d
be designed using these ideas.

Director Gade and M. Kanerva expressed
a lot of interest in that idea. W discussed how
to go about the process of sort of putting one
intellectual foot in front of the other or one
political foot in front of the other and then heard
back shortly thereafter that the Illinois EPA was

putting together a design team of individuals who
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ei ther had specific expertise in this area or
represented critical interests that would be affected
by these prograns.

W were invited to be part of the design
team as an outgrowth of our initial presentation or
briefing, if you will, of the Illinois EPA

MR, TREPANI ER: \What expertise did the EDF

bring?

MR, GOFFMAN:  The bodies, if you will, of the
design team were nyself who woul d have spent at this
point ten or 12 years working with the Clean Air Act
and Dr. Daniel Dudik, who is an economi st.

By the way, I'ma lawer. Dr. Dudik
is an economi st. He has spent, | would say, the
| ast 20 years of his professional career designing
econom c instrunents to be used to nanage air and
wat er pol | ution.

In addition, Dr. Dudik and | were
supported, if you will, by Dr. Mchael Oppenheiner,
who is an at nospheric physicist, who is in charge
of the EDF's air quality program This wasn't
the first time that Dr. Dudi k and I had worked
toget her to design these kinds of prograns.

The EDF, in 1989, put together a
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bl ueprint for using em ssions trading to reduce
sul fur di oxi de em ssions and that blueprint evol ved
into -- essentially evolved into the programthat
Congr ess passed.

Al ong the way --

MR TREPANIER: If | could just ask another
guestion, when you are referring to Congress passing
that, and | understand that you have a | ot of
experience in this, was that the 1990 dean Air Act

that you are referring to?

MR GOFFMAN:  Yes.

MR, TREPANIER:  Now, did that 1990 Cean Air

Act provide the statutory neans to bring about this
program t oday?

MR GOFFMAN.  Yes, it did

MR, TREPANI ER:  So when | EPA told you that

they were working on a trading programto neet
their -- the fact that Chicago is in severe
nonattai nment, this didn't surprise you?

MR GOFFMAN: | didn't -- I'mnot sure

under st and your question

MR, TREPANI ER: | nean, when you cane to the

idea with your proposal for a market system was the

retiring vehicles part of the market systenf
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VR GOFFMAN:  Yes, it was.
MR, TREPANI ER:  And you cane to the IEPA with
your proposal for a market systenf
You knew t hey were open to such a
pr oposal ?
MR, GOFFMAN:  When we proposed the vehicle
tradi ng program we had sent it to a nunber of
states. W didn't have any prior know edge as to
whi ch of those states would be nore or | ess anenable
to considering the idea.
One thing | didn't nmention, which
shoul d mention now, is that the | EPA actually ran
a pilot project using the ideas that were in our
proposal and that pilot project seened to be
successful and it was in the course of digesting the
results of that pilot project that we had the nost
ext ensi ve di scussions with the agency.
At that point, obviously, given
t he success of the pilot project and given the, how
should | say, intellectual rapport that we thought
we had established with the managenent of the agency,
it wasn't surprising that they wanted to use this
idea to go after the VOCs and NOx.

MR, TREPANI ER:  Wen the EDF was partici pating
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on the design team what areas was the expertise that
EDF brought to bare?
Did you have a certain area? | know

experts were brought in and they were brought for a
certain area and did EDF have a certain charge on the
t ean?

MR GOFFMAN: Wl l, we certainly -- | don't
think it was -- roles were not formally defined
wi thin the design team

Dr. Dudik and I, because of our
experience with the acid rain program were able to
really focus on the sort of, what | will call, the
structural elenents of designing the program the
| egal el enments, and the econom c el enents.

Utimately, we contributed a ot to the
mechani cs of the program At the sane tine we were
in regular consultation with Dr. Oppenheiner to make
sure that the nechanics of the program matched the
best understandi ng of the atnospheric behavior of the
pol lutants we were trying to regul ate.

MR, TREPANIER:  Are you working also with the
M chi gan and California prograns?
VR GOFFMAN.  We worked a little bit with

Mchigan and a little bit with California. W
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affirmatively dropped out of the M chigan program
because we felt the approach that they were taking
with em ssions trading was illegitimte. W worked
alittle bit on the California progranms on a nore
i nformal basis.

MR, TREPANI ER:  Coul d you el aborate on that
alittle bit? Wat are you seeing in M chigan that

was illegitinmate?

MR, GOFFMAN:  The M chigan programfalls under

the category of emi ssions trading, but it doesn't use
t he fundanental paradigmshift of redefining
conpliance in terns of actual em ssions and cappi ng
conpl i ance
It purports to allow sources to trade

em ssions, which are not certifiably or by definition
surplus enissions reductions. So you get a fair
amount of or in theory, you get a fair anount of
flexibility in ternms of firns being able to trade
i ncrenents of conpliance, but what the public doesn't
get is a guarantee that em ssions reductions will be
achieved fully and total em ssions will remain at the
target |evel

MR, TREPANIER: So you're saying in M chigan

there is no cap?
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MR, GOFFMAN:  That's right. | also in ny
view, the kind of nodel they used is likely to have
significantly nore transactions costs w th businesses
trying to trade and therefore, to the extent that a
wel | designed em ssions trading tool can really make
t he econonic energies of business act as an ally for
envi ronnental performance, | don't see the M chigan
program del i vering that.

That again, as | wanted to point out,
that's al nbst a secondary consideration, the sinple
fact that they don't cap em ssions. They don't
redefine conpliance to nake anyone account abl e.

M5. SAWER M. CGoffman, | have just a quick

guesti on.

Is the M chigan program sonething that's
commonly referred to as an open market trading
progr anf

MR GOFFMAN:  Yes. It is an open market

tradi ng program

MR, TREPANIER: In a conparison of the

M chigan programwith the Illinois program you say
that the Illinois programis legitimte because it
has a cap on em ssion?

MR GOFFMAN:  Yes.

L. A REPORTING - (312) 419-9292
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MR, TREPANIER:  And then in the M chigan
program that's not distributed throughout all of
the existing polluters?

MR, GOFFMAN:  Basically, in the M chigan
nmotion, polluters have their underlying requirenents,
which | think in nost cases are enission rates or
t echnol ogy standards and --

MR TREPANIER  But there's no baseline?

No basel i ne determ nati ons have been
made?

MR, GOFFMAN:  Yes. Also, | think they conmt
what are called discreet em ssions reductions. You
can nake an em ssion reduction -- you can show an
em ssion reduction in one year, bank it, and then
even if your em ssions go up in subsequent years and
t he whol e sector's em ssions go up in subsequent
years, that banked reduction is still savable and
tradeabl e, as | understand the program

MR, TREPANI ER:  From your testinony, and
point to the fifth overhead, the fifth exhibit, "Wy
Use Incentives,” it was your testinony that the SO2
program had allowed for a faster emnissions
reducti on.

Now, is that because those who coul d
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obtain em ssions reductions easily, that it also
happened to be fast for themto do that, and so
that's why it was fast?

MR, GOFFMAN:  Well, | think it's alittle bit
nore conplex than that. What the -- ny understandi ng
of what action went on in the industry is that the
sources that are covered in the first years of the
programdidn't have a nunber of source choices as to
how t hey were going to nake their reductions.

A nunber of those choices did, in fact,
all ow them you know, whether it was putting on
stacked eni ssion scrubbers or buying | ow sul fur coa
fromwestern sources, that they had not previously
gotten coal supplied --

MR TREPANIER  Yes, we've heard sone
testimony on specifics, but what |I'm | ooking from
you is -- regarding your testinony is that the
marketing in em ssions -- what |'msaying is your
testinmony is marketing and em ssions nakes em ssions
reductions faster.

MR, GOFFMAN: | nmean, ny testinony --

MR, TREPANIER: |'m asking you to tell ne what
it is about the marketing, howis that?

MR, GOFFMAN: Basically, if you -- the way a
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systemlike the SO2 programworks is that if you
create an extra reduction or a reduction sooner than
you need to, that reduction, if saved for future use
or traded, can actually bring cash value to the party
maki ng the reduction.

Unl i ke ot her progranms, a business

deci si on-naker is given an affirmative reason
in economc terns for maki ng those eni ssions
reducti ons.

MR TREPANIER: Ckay. |Is that --

MR GOFFMAN:  Now, | can't tell you whether in
the event firns that nade that decision in '95 and
'96 woul d have done it anyway.

VWhat | can tell you is that they did do
it and they did it in a regulatory and econonic
environnent in which the decision to do it correl ated
to a potential econom c reward.

It's the alignnment of that econonic
award and that activity which creates, | think
non-trivial evidence that that correlation probably
has sone causati ve connecti on because in other air
pol lution control progranms where that correlation
has not existed, we have not seen this degree of

early reduction activity.
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MR, TREPANI ER:  Was that val ue that you
bel i eve that the polluters could see, that they would
gain a value by reducing their em ssions, was that
val ue realized, this forecast?

MR, GOFFMAN: My understanding is that that
value will be realized when those extra reductions
are used or sold.

So far, a lot of the firnms are sinply

hol di ng onto those reductions and not transacting
them but | think froman operational point of view,
t he exi stence of those reductions, that could help
acconmodat e future economic activity is sort of a --
it's a value in and of itself.

It gives firnms that bank of extra
reductions as a concrete tool that firnms can use over
time to increase their flexibility.

MR, TREPANI ER:  Are you saying they are ahead

of the regul ators?

Are you suggesting that there was a bank
of these pollutions being built up?

MR, GOFFMAN:  Uh- huh, that's right.

MR, TREPANI ER:  And you see that as a positive

result of the progran?

MR, GOFFMAN: Yes, because that bank
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represents emssions that are renmoved fromor taken
or prevented fromgoing into the atnosphere today
and in the context of acid rain, sulfur deposits is
primarily a cumul ative problem

So the sooner the sulfur gets renoved

or curved and therefore, the sooner the greater
amount of sulfur deposition is prevented, the nore
qui ckly natural ecosystens can begin to recover from
the effects of acid deposition. | think --

MR, TREPANIER: Here is specific know edge.
| have just stopped, because | am not | ooking for
anything that very specific, but appreciate you're
addressing ny question on this bank of pollution
being built up. | haven't had a |l ot of opportunity
to review this proposal, but I want to ask about this
pol | uti on bank.

Now, isn't it possible that the bank
could be broken? Wiat if everybody shows up and
wants to withdraw their pollution allotnent?

MR GOFFMAN:  It's possible, but given the
val ue of maintaining the bank, nost people who
have | ooked at the acid rain program and | agree
with this analysis, anticipate that the bank wll

al ways be a non-zero bank.
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There will always be all owances in case
the acid rain programheld in the bank -- because the
firns that generate these all owances and maintain the
bank are perpetually looking for to future activity
for which they will need sone margin of flexibility.

So having a bank whose value is greater
than zero is not only operationally valuable to the
firms, but is environnentally val uabl e because the
bank represents additional reductions.

MR, TREPANI ER:  kay.

MR, GOFFNAN: Yes. In theory, the bank
can be broken, if you will, but the nore years that
pass in the acid rain context when the bank isn't
broken, the greater the environnental benefit.

Utimately, that is sort of a

theoretical risk against which we are today seeing
actual benefits. It's inevitably the case that in
designing prograns like this, you have to make that
kind of trade-off and the trade-off between actua
present benefits and theoretical risks in that

cont ext makes sense.

In addition, in the case of the program

before the board, the unlinmted ability to bank that

exists in the acid rain programis limted at | east
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somewhat by the fact that in this programs case,
firnms can only build their bank up to a certain
extent because the usable lifetinme of banked credits
is very limted.

So in effect, the Illinois program
goes back to | ook at the benefits of early reductions
agai nst the risk of the bank being broken and
i ntroduces another design feature that further
hedges or limts or constrains that risk.

MR, TREPANI ER:  When you revi ewed the
proposal, and | woul d assune that you have revi ened
that closely, and analyzed that to see if it net the
requi renents of the Cean Air Act?

MR GOFFMAN:  Yes.

MR, TREPANI ER:  And do you have an opinion on
t hat ?

MR GOFFMAN: Wl |, you know, as a process
matter, | think it's ultimtely up to the U S EPA
to approve the programas a SIP revision. The US.
EPA obviously is going to go and | ook back to see if
it meets the requirenents of the Cean Air Act.

In ny view, it does. In ny view,

this is an immnently approvabl e program under the

requi renents for SIP revisions under the Cean Air
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Act .

MR, TREPANI ER: Do you feel that that was
one of the expertise you brought to the design
conmittee?

MR GOFFMAN:  To a certain extent, yes.

MR. TREPANI ER:  And then woul d you
characterize that the neeting of the requirenents
of the Clean Air Act specifically -- I'msorry that
you weren't here to see yesterday's testinony.

There was -- but maybe you can recal
fromyour experience in the programthat there
was a projection in 1999 that shows what was the
antici pated em ssions | evel under this program and
also on that chart was a nunber that shows what was
requi red under the ROP Clean Air Act requirenents.
Are you famliar with that 1999

determ nati on?

MR, GOFFMAN: | renenber seeing it detailed
as early as March 1995. | haven't |ooked at it
si nce.

MR TREPANFER | do want to establish that

you have know edge of what the programthat you
participated in designing, what that target is. |

use the word target |oosely because I'mnot certain
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howit -- what it neans to you. Did this program
nmeet the target?

MR GOFFMAN: Wl |, ny understanding is that
the way this programworks, it will, by definition
nmeet the target because it's being inplemented by the
all ocation of authorization to emt a fixed anount
of VOCs or VOWs and that amount will be equal to the
nunerical target chosen

My under st andi ng of the agency's
strategy is that that target will be revised in
all likelihood downward, that is, the direction of
fewer allowable em ssions over time as the agency
devel ops nore analysis as to what the total nunber
of VOC em ssions reductions in the sector has to
be in order to continue with ROP and ultimately
to reach attainment in 2007

The beauty, if you will, of this program
is that the target, the nunerical target, is built in
with a full degree of automaticity, if you will, by
operation of the use of this fixed allotnent of VOM
em ssions units.

So assunming that this program --
assum ng that sources are in conpliance and the

agency is going to bring to bear the conpliance and
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enforcenent resources that it traditionally brings
to bear for air pollution prograns and as you know,
I think it will require sonewhat fewer resources
than traditional prograns do, and then al nost by
definition, this automaticity elenment will deliver
the target.

MR, TREPANIER: Are you famliar with the

proposal 's provisions for baseline determnations?

MR GOFFMAN. [I'mfamiliar with what the
proposal says. | don't --

MR. TREPANIER: Do you have a famliarity to
any extent to understand --

M5. SAWER: This is really specific testinony
on the rule. Joe's testinbny was nore on ---
essentially on market systens in general

MR, TREPANIER: |'m specifically asking here

regarding Joe's testinony that the market system

requires less -- basically, it was -- | recall the
testinmony that it was -- it is focusing on the
resources.

| believe that's the testinony that --
Joe's testinony has been that the agency's resources
are going to be used nore efficiently. So I"'mtrying

to determine if Joe has within his basis and
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know edge what it's going to require the agency to
make baseline determi nations.

M5. SAWER: And that isn't sonmething within
Joe's expertise, really, what the agency's resources
are.

MR GOFFMAN: | did say as a general matter
internms of enforcenment, the agency will be able to
use its enforcenent resources nore efficiently and
| al so suggested that as between the private sector

and the agency, the agency will be able to use its
i nformati on gathering resources about the neans of
conpliance that are available to firnms nore
efficiently.

MR, TREPANI ER:  Wbul d you apply that, then
to that situation you referred to as a bad actor?
You know, let ne know how the agency is. Let us
all -- let the board know how t he agency's
enforcenent tools are going to be used nore
efficiently when the bad actor or makes their
participation --

M5. SAWER: Joe is nore presenting that
in a theoretical fashion to narket prograns and
not specifically as to how the agency is goi ng

to use its enforcenment.
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MR, TREPANI ER:  Okay. Well, this question
is going to what enforcenment -- how is enforcenent
made about in the market system

M5. SAWER: A theoretical question on that
area, Joe could answer, but the specific --

THE HEARING OFFICER: | think I will |et
M. Trepanier ask his questions as to Joe's opinion
as to any agency, not just the EPA, because | don't
t hi nk Joe can answer questions specifically to the

EPA of Illinois.

He can answer questions about how he
feels that the markets system can hel p agencies
in general focus their attention on enforcenent
versus whatever el se

| think if you maintain your questions
in that vein, Joe can answer.

MR, TREPANI ER:  Thank you.

THE HEARI NG OFFI CER:  If you ask about a
speci fic agency, how the agency is going to do it,
this agency, that is, the Illinois EPA, 1 don't
think Joe is in the position to answer those
guesti ons.

MR, TREPANI ER:  Thank you.

THE HEARING OFFICER:  So if you want to ask
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t he general question, go right ahead.

MR GOFFMAN: Wl |, assum ng everything that
the board has just expressed qualifies ny answer.
My view is that when you give firns the range of
flexibility of meeting conpliance, which you have
under a market program that there was a nuch higher
tendency to have the firns that end up in
non- conpl i ance be, first of all, smaller in nunber.
Second of all, that would be the kind of firnms that

really nerit agency attention.

The experience with nore traditiona
progranms is often that -- particularly prograns
that rely on describing technologies or inplicitly
descri bing technol ogies -- the experience with those
progranms is that there is sort of a category or range
of firms that for technical reasons that have nothing
to do with the level of effort the firmhas put into
try to conply still failed to conply.

So the agency has to worry about those
firns in addition to the smaller group of firns that
for whatever reason refused to conply or refused to
amass the resources they need to conply.

Now, in the case of a programlike

this in that category of what | will call accidenta

L. A REPORTING - (312) 419-9292



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

279

non- conpliers ought to be reduced to zero because

if afirmis finding that it is for technical reasons
ot herwi se beyond its control and otherw se nothing to
do with its level of effort is not going to be able
to conply on site, that firmhas the ability to go
into the em ssions reductions market and purchase the
necessary em ssions reductions fromother firnms that
can exceed conpliance to offset their em ssions.

That transaction allows the firmin
guestion to be in conpliance. It gets the tota
em ssions reductions that you want and the agency
doesn't have to go in and figure out why that firm
chose to buy em ssions reductions as opposed to the
t echnol ogy.

The firnms that are then left over who
haven't done that and haven't been in conpliance
really can't point to some technical reason in nost
cases that they weren't in conpliance and therefore,
that second group of firns, presumably a smaller
group, will be the ones the agency really needs to
focus on.

MR, TREPANIER:  Okay. In this program --
now, in |ooking at this program applying sone of

that information, you referred to an accidenta
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non-conplier. Under this proposal, accidents are --
allotments aren't required to be held for accidents,
isn't that correct?

VMR GOFFMAN:  No. When | said an accidenta
non-conplier, | meant a firmthat is trying to conply
doi ng everything within its ability to conply and
because of sone event beyond its control, because the
technol ogy that was -- that they decided to put on
doesn't work as well as they thought it would or as

the vendor pronised, it doesn't produce the ful

em ssions reductions, that firmstill has another

| egal recourse, and indeed an obligation, to make up
for the under-performance of its technol ogy by going
out and buyi ng em ssions reductions.

If the firmdoes it, then, the agency
doesn't have to worry about policing or supervising
or investigating that firm

The agency can use those sane resources
to look at the firmthat even though a market for
em ssions reductions is available, it decided not to
got into the market.

MR, TREPANI ER:  Under that -- with your

expl anation -- your explanation, to ny understanding

is, that the agency accepts at face val ue subm ssions
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fromthe polluters.

M5. SAWER: | don't think that Joe -- by
t he agency, you nean in the general fashion?

MR, TREPAN ER: Yes, the agency neaning --
the question in the formthat the board had asked
that | ask these questions.

MR, GOFFMAN:  Theoretically -- well, not
theoretically, mnmy expectation is that nost of --
the history of nost of these prograns is that the

information that is provided to the firnms is
essentially a quantification or a neasurenent of
the firms actual em ssions.

In nost cases, and | believe in the case
of this program those subm ssions, the nmeasurenent
or quantification of the actual emi ssions that the
firmis producing, has to be certified to the
agency.

For exanple, in the case of the acid
rain program that information has to be legally
certified and if the firmsubmts false information
or information that doesn't otherw se neet
certification requirenments, the firmis in violation
of the | aw.

M5. SAWER: And we are going to present sone
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further testinmony on that type of information from
t he agency witnesses.

THE HEARING CFFICER | think there are sone

ot her questions fromthe audi ence.

VR WAKENMAN: "' m Ji m Wakenman of Tenneco.

Can you comment on the failure or the
struggling of the reclaimsystemin California?

MR GOFFMAN:  Yes, | can coment. As far as

| can tell, there are two recl ai mprograns that
people are referring to. Are you referring to the
recl ai m program for SO2 and NOx or VOCs?

MR WAKEMAN:.  For the VCOCs.

MR, GOFFMAN:  Ckay. M understanding -- and
it's based on conversations with sone of the air
managers in the South Coast Air Quality Managenent
District, and one of the representatives of industry
coalition -- is that that program chose to regul ate
or attenpt to regulate a very narrow group of
i ndustries under a VOC program and that the group
of industries involved tended to have cyclica
em ssions increases or decreases that natch economc
cycl es.

So that in effect when anyone firms

em ssions were high, nost of the other firnms in the

L. A REPORTING - (312) 419-9292



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

i ndustry and in the programwere going to be high

Therefore, firns that mght need to

buy reductions fromthe em ssion reduction market
couldn't identify other firnms whose em ssions woul d
be low at the same tinme theirs were high

As a result, those firns asked the

agency to, in effect, inflate the em ssions baseline

so that they could be sure that there woul d be enough
al l owabl e em ssions within the program within the
VOC program so that they could operate through the
various econom c and activity cycles that they
antici pate.

The level of inflation of the em ssions
baseline that the industry was asking for was so high
that if adopted, it would have defeated the basic VOC
reduction purposes of the program

To me, that nmeans -- and | think the
people that | have talked to fromthe South Coast
agreed -- that the inability to come up with a
program was an artifact of the initial decision
to have the reclaimed VOC program cover such a snal
nunber of industry sectors.

In contrast, ny understanding is that

this programincludes a variety of sectors and ki nds
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of sources and effect in industries so that the
econom ¢ cycles that produce different activity

| evel s in one group or sources won't correspond to
t he sane econonic cycles of other groups and

sour ces.

In other words, there would be enough
difference in the econom c experiences of different
sources of this programthat it's reasonable to
expect that a robust em ssions tradi ng market could

t ake pl ace.

The short answer was reclaimfor
what ever reason in the VOC area didn't nmake the
mar ket bureau

M5. SAWER: M. CGoffman, | just have a point
of clarification on that.

Wasn't the reclai mprogramfor VOC
em ssions that they were designing a year-round
progr anf

MR, GOFFMAN:  Yes, yes, that's also true
because they have a year-round ozone system

THE HEARI NG OFFI CER:  Are there any ot her
guesti ons?

Ms. M helic?

M5. SAWER: Can we take a couple nonents,
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like, a five-mnute break or so?
THE HEARING OFFICER:  All right. | was
pl anni ng on taking a break at 11:00. W can take a
five mnute break now Let's nmake it ten
(Wher eupon, a di scussion
was had off the record.)
THE HEARI NG OFFI CER: Let's go back on the
record.
M5. MHELIC M. CGoffrman, I'm Tracey Mhelic
wi th Gardner, Carton & Dougl as.

On the slides that you have shown today,
there were certain statenents nmade and |I' mtal ki ng
about not the ones you entered earlier in the
exhi bits, but on the actual ones which were
summari zi ng your testinony.

For exanple, on Page 25 -- the slide
mar ked Page 25, it states establishes firm
expectations. Could you explain to me what you
mean by this?

MR, GOFFMAN:  That neans several things.
First of all, fromthe perspective of the public, it
establishes that the public can't expect a particular
environnental or at least total pollution |oading

out cone.
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THE HEARI NG OFFI CER° M. Gof fman, since that
was the one that wasn't part of the handouts, could
you just throw it up on the overhead while you are
tal ki ng about it?

MR GOFFMAN:  Sure

THE HEARI NG OFFI CER:  Thanks.

MR, GOFFMAN:.  You bet.

THE HEARING OFFICER:  1'm sorry to interrupt
your train of thought.

MR GOFFMAN:  That's okay. |It's a pretty slow 11

The statenent that it's a doubl e edged
sword is in the positive sense, as | was starting
to say, can have a legitimate basis, in fact, for
expecting a specific environmental or pollution
| oadi ng out cone, which is not somnething that other
approaches to pollution control that rely on
technology or inplicit technol ogy description
standards setting does.

At the same tinme, in some ways it gives
conpl yi ng sources or conplying firnms a nore certain
or definitive expectation as to what their
obligations are going to be because the conpliance

target is put in front of each firmand the range
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and trading is put in the control of the firm

That statenment contrasts with nore

traditional ways of doing business where an

i ndividual firmmay recognize a situation in which
it cannot technically or at |east cannot affordably
meet its conpliance requirenents fully or neet
themon tinme and feels that it will have to go

back to sone sort of adm nistrative process to

get a vari ance.

Well, that introduces a |ot of
uncertainty on the part of the firmin ternms of
what's expected of them That's basically the
point | was trying to make.

M5. MHELIC. And on the sane page, it talks
about reducing investnment uncertainty. Does that
rel ate back to what you were just saying?

MR, GOFFMAN:  Yes, same thing. | nean, it's
just practical experience with air pollution control
prograns that firnms in sone cases have been required
to put on specific technol ogi es per regulatory or
| egi sl ati ve mandate even though the firmhad a
reasonabl e expectation that the technol ogy woul dn't

work and that eventually, it would be in sone kind
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strative proceedi ng or

negotiation with

t he agency in which case it would either be given a

vari ance

Act, the

progr am

or be told to do sonething el se

For exanple, in Title 4 of the Clean Air

same title that produced the SO2 trading

there is a NOx reduction program which is

a classic technol ogy-based program

Congress, in effect, said or al nost

in as many statutory words said that if a firm--

if a particul ar

particul ar technol ogy standard,

pr edi ct

neet the ful

utility boiler were subject to a

even if it could

that particular technology won't work to

measure of conpliance specified in

the statue, the firmstill has to, in effect, put

the technology on and try it and denonstrate that

it has tried it and it doesn't work.

public control

Now, the symbolismof that froma

poi nt of view nmay be very gratifying,

but fromthe point of view of the em ssions control

out cone,

of view

it doesn't do very nmuch, and fromthe point

of the firm it forces theminto investnment

strategy. You know, it's al nost absurd.

on what

M5. MHELIC. | think along the same things

is marked as Page 6 of what you handed out,
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you also talk with I ess fear and nore certainty in
conpliance and that is rel ated because conpanies
who know what they are going to have to do, i.e.
what their em ssions are going to be in the future?
MR GOFFMAN: Right. It also refers to
somet hing very specific. |If the firmwants to do
sonet hing different, quote, unquote, fromthe norm
under a technol ogy standard, the firmhas to go
t hrough -- maybe | should just put this up. |
guess everybody has a copy of this.

The firmhas to nediate its preference
for doing sonmething different through sone kind of
adm ni strative or bureaucratic or |egal proceeding
where the events therein are not within its control

In an em ssion trading market, the firm
in effect, knows that it will either do what it takes
on-site to reduce em ssions or it can go into the
em ssions tradi ng market about which it has a | ot of
i nformati on al ready because narkets are very good at
produci ng i nformation and di ssem nating it and it
wi | I know whi ch of those choices it's going to
exercise and will have a reasonabl e degree of
certainty as to what will happen whenever it

pur sues whi chever choice it exercises.
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So this sort of nediating of the
preference is not sone uncertain admnistrative
or legal process. The nediating of the preference
is, say, going into market or going to the technol ogy
vendor about which the firmis going to have a | ot
of information and have al nost conplete certainty.

M5. MHELIC. Then, on Page 10 of the
handouts, you state that reduction of uncertainty is
t hr ough banki ng.

Are you tal king about the sanme kind of
uncertainty?

MR, GOFFMAN:  Yes, absolutely.

M5. MHELIC. And this is because sources
can bank their em ssions and use themin the future?
MR, GOFFMAN:  Yes, yes, absolutely.

M5. MHELIC. And under the SO2 program
when sources bank, their em ssions are banked
forever? There is no -- they do not expire?

MR, GOFFMAN:  Under the SO2 program that's
right. That is a design artifact of the nature of
t he environnental providence that's sought to be
sol ved.

M5. MHELIC. And you also state on that sane

slide that reward is i nducenent to R and D
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i nducenent to R and D sources who reduce early are
rewarded by being able to bank those em ssions?

MR, GOFFMAN:  Yes, and/or being able to sell
those em ssions. Again, even if they are, quote,
unquote, just sitting in the bank, they show up as
havi ng asset value for the firm

M5. MHELIC. So on their asset sheets, on
assets liabilities, it's showmn as an asset?

MR, GOFFMAN: R ght, which eventually can be

real i zed either in cash or in kind.

M5. MHELIC. And under the Title 4 banking
system a source has been told by basically the U S

EPA and Congress this is the anount of em ssions you
must start with, you nmust reduce in increnents over
time so that each year, you will have a different,

in a sense, anount of em ssions or every few years, a
reduced anount of em ssions?

MR GOFFMAN:  Yes. You're starting point
wi Il change, the initial allotnment that you are

gi ven changes. Again, bearing in mnd that you
can go into the market and change that anount,
you can either shrink it or increase it as you

see fit.

L. A REPORTING - (312) 419-9292

291



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
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But each year, can a source bank
em ssions that it doesn't emt so if it's reduced
early, does it get additional em ssions to bank?
MR GOFFMAN:  Well, it works on a, | guess
what | woul d describe, as a very sinple nmechanica
| evel like a checking account. Let's say a source
is given 100 em ssions allowances in the year 1995.
It emts 90 tons. It keeps the ten 1995 eni ssions
al | owances.
In 1996, it is given an additiona
100 and the nunber of those that it keeps or consunes
j ust depends on how nuch enmissions it has in 1996.
There is no further need for any kind of regul atory
i ntervention.
So it's just like cash in a checking
account. You know the asset or the em ssions
al l owance is either spent or not spent and it
stays until it is spent or disappears when a
check is witten.
M5. MHELIC. When we refer to a bank, it's
really an individual sources bank?

MR, GOFFMAN:  That's right.

M5. MHELIC. It's not a bank held by the U S
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EPA or Congress, it's a sources bank?

MR GOFFMAN:  That's correct. |It's therefore

conpletely within the source's control

M5. MHELIC. And the Title 4 program has

est abl i shed em ssions reductions that are going to be
requi red through 2010 so sources know t hrough 2010
what they are going to be required to reduce?

VMR GOFFMAN:  That's correct.

M5. MHELIC. And sources basically had to
come up with their first reductions in 1995?

VMR GOFFMAN:  That's correct.

M5. MHELIC. So there is a 15-year period
of time when sources now know what is going to be
required of themin the future at |east for the
next 15 years?

VR GOFFMAN:.  Yes, that's correct.

M5. MHELIC  Ckay.

MR GOFFMAN:  Now, let ne just -- can
el aborate on that?

MS. MHELIC  Sure.

MR GOFFMAN:  Title 4 specifically said that
the allotnment, the specific nunber -- the all otnent
of the specified | evel of allowances in the statute

did not in any way, shape, or formcurtail any states
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or the U S. EPA's ability as changing information
energed about additional environmental requirenents.

It didn't curtail or conpronise
the ability of any regulatory authority or Congress
itself to at sone point between now and 2010 change
that nunber and reduce it. So --

M5. MHELIC. But the initial programset up
at least a 15-year tinme frane, probably even | onger
so sources were aware of what reductions were going

to be required?

MR, GOFFMAN: They were aware of what

reductions were going to be required subject at
any time even within the 15-year period you're
tal king about to the U S. EPA or Congress acting
further to reduce emssions if sone additiona
envi ronnental need occurred.
So the expectation of the sources
in that programis that they are going to get
this 15-year assignnent, but that 15-year assignnent
is still -- they are also aware that it's subject
to further possible regulatory act.

M5. MHELIC. When the program was inpl enmented

at that time, did U S. EPA or Congress, based upon

your involvenent in this program believe at the tine
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1 that they inplenented these reductions that further
2 were actually going to be required and know t hat

3 further reductions are actually going to be required
4 than what they set forth in the program

5 VR GOFFMAN:.  This was the information that
6 was available to all participants at the tine. The
7 U S. EPA has a continuous obligation every five

8 years to re-exam ne the standards or sonething

9 called the National Anmbient Air Quality Standards,
10 one is for particulate matter, which is closely

11 associated with, if not identical to SC2.

12 So even at the tine that the program
13 was set up, everybody knew under Clean Air Act that
14 the EPA was going to continually | ook at the the
15 particulate matter standard, which would directly
16 effect SO2 em ssions and the regul ati on of those
17 SO2 em ssions.

18 I ndeed, around the tine that the program
19 was enacted, current generation of epidem ol ogi ca
20 studies concerning particulate matter is beginning
21 to energe

22 So there was a clear indication of a
23 real possibility that firms' SO2 allocations could

24 be subject to change virtually at any time in that
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15-year period if and when the EPA acted on this
ener gi ng epi dem ol ogi cal evidence and tightened
the SO2 standards as a health inpact pollutant.
M5. MHELIC. But U 'S. EPA did not know at
the tine they inplenented Title 4 -- did not know
for certain based on information that they had had
to date that further reductions were going to be
required in 1995 other than that set forth in the
progr anf?
MR, GOFFMAN:  No
M5. SAWER: | think you are going a little
bit beyond Joe's specific know edge of what the
U S. EPA knew at that time. |If you are sayi ng what
was set out specifically in the act, that's a factual 15
MR, GOFFNAN: VWhat | amsaying is | don't
know what EPA knew at the tine, but the act said
what it did and the information generally avail able
to effected parties included this incipient revision
or incipient process, which has begun -- which began
to cul mnate | ast Novenber to revise the act's
standard for particul ates.
M5. MHELIC. 1'mgoing to back to the years

when this actually cane into play.
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MR, GOFFNAN: Yes, yes. Well, like | said

nobody knew what was actually going to happen
Peopl e knew what the possibilities were.

M5. MHELIC. But they did know at the tine --
they weren't for certain at the tinme that there were
actually going it be further reducti ons needed three
years down the road regarding these em ssions?

M5. SAWER: | think he actually already
answer ed that.

MR, GOFFMAN:  No, no, they didn't. In sone
ways, it reduces a level of uncertainty in the acid
rain program as | understand it, that doesn't exist
under the long-termstrategy of this program

M5. MHELIC. Can you elaborate a little bit
on what you nean by that?

VR GOFFMAN:  Well, if | understand it, the
agency has already articulated a plan to conti nue as
st eppi ng down of em ssions on VOCs for this source
category. | think they have already said when
they are planning to do it.

In the context of SO2, all people knew
was that at some point, the agency was going to be
| ooking at a particulate matter standard and, you

know, with sonme degree of |ikelihood at some point
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goi ng to be doi ng sonething about it, that could
directly effect the ability of Title 4 sources to
emit SO2 at the levels articulated in Level 4.

M5. MHELIC. | think you stated earlier in
your testinmony when we were tal king about the slides
that really the incentive to reduce early is the
banking, is that correct?

MR GOFFMAN:  Yes.

M5. MHELIC. If the source could not bank
em ssions as it can under the Title 4 program do
you think you woul d have seen significant reductions
that early if sources were not able to bank those
reductions and use themlater?

MR, GOFFMAN: | think banking plays a
significant role in creating that incentive, but
even the ability to sell allowances contenporaneousl|y
creates an identifiable separate sanple, if you will,
to make the kinds of investnments that firns make that
produce additional reductions early.

M5. MHELIC. Did you state earlier that the
reductions that have been achi eved under this Phase 1
by the current reductions, the banking that has
occurred -- that people have actually reduced

em ssions at the facilities and they haven't
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really relied upon the selling of em ssions?

MR GOFFMAN:.  There has been -- no. There
has been a fair amount of selling of em ssions.

M5. MHELIC. And when you say selling of
em ssi ons, between conpani es thensel ves or between
separate conpani es? Wien | | ook at corporations --

MR GOFFMAN:  Bot h, both. There have been
a lot of transactions between conpletely separate
conpani es and there are two or three active

busi nesses that provide fornms of transactions in
di fferent ways.

Some arrange bilateral transactions.
There is even one firmthat has sort of a bulletin
board or a continuous el ectronic spot auction for
selling allowances at an arnis |ength.

M5. MHELIC. And do you know if these trades
were occurring in order for sources to denonstrate
conpliance with reductions that were required or
if they were sinply buying themfor future use?

MR GOFFMAN: | think both. |'mreasonably
sure that sonme transferred all owances were turned
inin the sane year by the buyer to neet its
conpl i ance

M5. MHELIC. But sone transactions al so
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may have occurred basically to bank for future use?

MR GOFFMAN:  Yes.

M5. MHELIC. | have no further questions for

you at this tinme.

THE HEARI NG OFFI CER:  Are there any ot her

guestions fromthe public?

MR, TREPANI ER:  The question | asked

you could have this to refer to.

It's Figure

t he agency presented in their exhibit for the air

quality strategy presentation

t hat .

I would like

M5. SAWER: What is the question?

-- maybe
5 that
to refer

Coul d you state the question because he

didn't testify about Figure 5?

["mnot really sure

that Joe shoul d be answering that question

VMR TREPAN ER  Ckay.

VWhat |'m propo

sing to

do is use Figure 5, if the witness is famliar with

what the information that it represents, that

using this figure --

by

M5. SAWER: He is not famliar with Figure

5. He has never seen it.

MR, TREPANIER: | need to describe to you what

is on here.

M5. McFAVWN:  Before you describe it
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pose the question so we could determ ne whet her we
should follow this |ine and have himtestify?

MR TREPANIER  Wen as a nenber of the
design teamyou came up with this proposal, did you
conme forward with the proposal that was part of an
overal | package to neet the requirenments of the Cean
Air Act?

M5. SAWER |'mnot sure | understand that.

MR GOFFMAN:  |'m not sure. Are you --

M5. SAWER: That's really, | believe, an air
quality issue that the state of Illinois deals with
internms of our plan to neet the requirenents of
the G ean Air Act.

MR, GOFFMAN:  What we were trying to
acconplish --

M5. SAWER: His role was froma policy
perspective essentially giving input in that area
rather than the air quality planning aspect of it,
per se, besides, you know -- go ahead.

MR, GOFFMAN: | mean, what we were trying
to come up with was sonething that was a robust
dur abl e mechani sm for delivering whatever |evel
of em ssions reductions on an ongoing air quality

anal ysis as indicated were needed.
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If the issue here is the agency
going to ask for enough VOC reductions, | don't
know. What | can tell you is that if you care
about getting em ssions reductions, then, this
is the best mechanismfor getting them

If the issue is whether they are
aski ng for enough em ssions reductions, that's
a separate question. That goes to the basic
deci si ons about, you know, what goes into the

basel i ne, what the percentage reduction is, how
carefully the agency collects actual information
based on the experience in the early years of
the program and what the next increnenta
reducti on nunerical value is.

If they get that right in terns of
setting the nunerical value, what I'msaying is
the best way to get there to actually see that
that numerical val ue happens in the atnosphere,
is use a programlike this one.

MR TREPANFER Is that the -- what in
addition, then -- | hear you're describing the
ability of a systemthat you have designed to
neet a reduction |level that's demanded of the

system
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MR GOFFMAN:  Right.

MR TREPAN ER: It's kind of a black box

operation. That's what |'m hearing you sayi ng.

In your earlier testinony, you said that you

t hought through the critical elenents.

MR GOFFMAN:  Right.

MR, TREPANIER: Now, does -- the critica

el ements, are those parts of the black box or

something in addition to the black box?

MR GOFFMAN: Well, I'"'mnot -- |'m not

confortable with the term bl ack box. Metaphorically,

VMR TREPANI ER  Ckay.

then --

VWhat |' m nmeani ng

MR, GOFFMAN:  But | can speak to you in a

non- et aphorical way. The Illinois EPA as |

understood it, is going to engage in a separate

process, which was not within the purview of the

design teamfor this set of issues in determ ning

how many VOC reductions were going to be needed

fromthis sector at what point

in time.

W were given a very general idea

periodi cally through briefings by the agency staff

as to what they had | earned as they were goi ng
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1 through this process and generally what the

2 dinensions of the reductions would be.

3 However, we did not directly address
4 whether or not the dinmensions of the reductions

5 they were asking for were appropriate.

6 W sinply used the state of know edge
7 that was shared with us at the tinme to refine the

8 delivery nechani smof those reductions.

9 W were confortable, and | guess what
10 I'mtestifying to today, is that this delivery

11 mechanismw Il be successful in producing the

12 quantity of em ssions reductions determned to

13 be needed by the air quality analysis.

14 MR TREPANIER  Was one of the critica

15 elenents about being able to forecast reasonably
16 well what a growh would be of em ssions under

17 the programthat you are designing?

18 M5. SAWER: | think that's an air quality
19 issue that we did address yesterday in terns of

20 forecasting growh. That's an issue to cone up

21 with the target, in essence.

22 MR, GOFFNAN: Exactly. But it's not --
23 MR, TREPAN ER: My question is is that a 24 critica
el enent ?
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MR GOFFMAN: It isand it isn't a critical

element. It's an elenment that is assuned by using
a CAAPP approach basically.
| mean, what this systemsays is

that during each regulatory period, the agency
will determ ne how many total VOC em ssions from
this sector the atnosphere can tolerate and stil
neet the ozone standard and that that nunber of

em ssions will be reduced to a fixed set of

allotnments, which will then be handed out to

sour ces.

From an environnental view, that

acconmodat es or that addresses the issue of grow h.

From an econonic point of view, flexibility

i nstrunments captured by banking and trading will
al | ow sources to neet that CAAPP through banki ng
and trading basically and to acconmodat e econonic
change |ike growth.

MR. TREPANIER Is there currently a cap?

Has the cap been nunbered? Do you know

what it is?
MB. SAWER: I"'mnot sure | foll ow that

guestion. That seens to be --

MR, TREPANI ER: Have the anount of allotnents
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1 of VOC em ssions been capped in Illinois?

2 Do you know what the cap has been set
3 at?

4 VMR GOFFMAN. | don't know the nunbers, but
5 there is an algebraic formula that will produce

6 that nunber.

7 M5. SAWER  This is a fundanental of how

8 the rule operates to establish the cap. That's a

9 question that should be directed to another agency
10 witness.

11 THE HEARI NG OFFI CER:  This is going beyond the 12
scope. | think there's a question in the back.

13 MR NEWCOMB: |'m Chris Newconb.

14 I was wondering do you see any negative
15 inpacts on a source's incentive to create eni ssions
16 reductions and gain an allotnment when that all otnent
17 will expire in only tw years?

18 MR, GOFFMAN:  No, because ny under st andi ng
19 of the way the programworks is that sources can

20 continue -- if you can continue to manage their

21 banked allotnment inventory in such a manner, but

22 notw thstanding the expiration of two years of the
23 given allotnment, that allotment can be repl aced

24 and added to if the source continues to make surplus
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em ssions reductions.

VWhat the two-year

limt does is

ultimately put an upward limt on the size of the

total bank a source can be carrying. The bal ance

bet ween ensuring that the bank doesn't get too big

and t herefore,

threaten future air quality against

the size of the incentive to produce earlier

reducti ons,

came up with is the right

consi der ati ons.

MR NEWCOVB:

nmy sense is that what the design team

bal ance of those two

Furthernore, do you see any --

do you foresee any problens with shifting a

successf ul

program for SO2 where the sources were

not so strictly regulated prior to the all otnent

pr ogr am bei ng i nposed,

shifting that over to sources,

VOCs, where they have al ready had sone

17

18

19

20

21

22

23

significant technol ogi cal devel

all the technol ogy, how they ar

under the tradi ng progranf

about sonet hi ng.

nmenbers,

and say,

MR GOFFMAN:  Not

di d not

wel |,

opnents, putting on

e going to operate

really. | want to be clear
The design team including the EDF

initially come up with this program

307

16 which emt

let's just try to use the SO2 tenmplate 24 and kind

of jamfacts on ground in this issue into
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that tenplate. W did sort of start from scratch
internms of analyzing all of the relevant issues
i ncluding the ones that you just referred to and
canme to a very simlar kind of design.
The reason | refer repeatedly to the

SO2 programis that it provides a very cl ose anal ogy
to what the design teamended up with, if you will,
and has al so generated actual real world experience,
but considerations |like the one you rai sed were dealt
with directly and evaluated directly and not
wi t hst andi ng differences, the design team and the
agency concl uded that even previously unregul at ed
sources coul d benefit or could function well and
benefit in a systemlike that.

THE HEARI NG OFFI CER:  Any further questions?

M5. MHELIC. |s there any programout there
simlar to the one that's being proposed in Illinois
that has been basically instituted agai nst a group
of sources within a small area, not nationw de,
that has been highly regul ated for use for VOM
em ssi ons?

MR GOFFMAN:  The one that I'mfamliar with
is the reclaimprogramfor NOX.

M5. MHELIC. But that is no | onger a systen?
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It has been --

MR, GOFFNAN: No, NOx and SO2 are regul at ed
by an existing reclaimprogram | think that
generally the NOx and SQ2 sources -- and | enphasi ze
the word generally -- match up with the profile with

sonme of the sources covered here with VCOCs.
They are not primarily utility sources.
They are industrial sources froma variety of
i ndustrial sectors and a variety of sizes. They
are in a small, small area. They are a relatively
smal | nunber of sources at |east as contrasted with
the size of the acid rain program and in sonme ways,
the trading regine is nore restrictive than this
regi ne.
For exanple, there is no banking
what soever. Yet, ny understanding is that that
programis functioning quite well both
environnental ly and fromthe point of view of
the source's ability to continue to operate.
M5. MHELIC. And they were highly regul ated
prior?
MR GOFFMAN:  Sone were and sone weren't. It
was a m xed bat ch.

MR WAKEMAN: I''m Ji m Wakenan from Tenneco.
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1 I"'ma little confused on the conmment 2 or one of the
slides where you said it reduces

3 compliance costs and the fact that it makes

4 enforcenent easier because none of the other

5 layers of control that we have go away so the

6 agency still has to deal with all of these other 7 issues.
8 MR, GOFFMAN: | wasn't suggesting that --
9 when | suggested that it reduced conpliance costs, 10 | was

referring to costs under a trading program

11 relative to a different kind of programthat

12 purported to get the sane increnment of new or

13 additional reductions.

14 So if you take it as a given, as |

15 understand the air quality anal ysis suggests,

16 that even sources in this programthat have already 17 mnade sone
VOC reductions still have to nake nore

18 reductions, and therefore, the choice is do they

19 meke this new generation of reductions under a

20 programlike this or under a traditional comrand

21 and control progran?

22 This programwi |l give those sources 23 the
opportunity to make that new generation of

24 reductions at a | ess cost precisely because -- than
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they woul d otherwi se incur if they were naking
t hose reducti ons under a conmand and control program
preci sel y because the sources can use eni ssions
banki ng and eni ssions trading to reall ocate

t he cost burden between and anong t hensel ves.

So that the nore efficient producers
will do nore of their reductions and | ess efficient
reducers will be required to do fewer reductions.
So that's what | nean by reduction, by cost

reducti on.

As far as nmking conpliance nore
efficient, the agency and the individual sources
will not be involved in as an intensive dial ogue
even on an individual firmbasis in witing the
permt and assessi ng what each source is
technol ogi cal |y capable of, but rather the sources
thenselves will be able to make that decision
wi t hout requiring | egal or agency intervention.

At the sane tinme, the sources that
are faced with a host of uncontrollable events
that mght in other prograns push theminto
non-conpliance will have a nmethod -- an easy to
use nmethod to remain in conpliance and therefore,

will not have to be subject to conpliance
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1 intervention.

2 MR, WAKEMAN: But none of the other |ayers
3 go away?

4 I mean, | think what you're saying
5 is that conpliance is easier with ERVMS and ot her

6 prograns are not affected, but when | change an

7 operation, | still have to go through the sane

8 permtting process and all of the other conpliance

9 issues that it entails?

10 MR GOFFMAN:  As far as | know, that's 11 correct.
12 M5. SAWER  That's kind of a broad

13 Illinois regulatory question.

14 MR, WAKEMAN: Ckay. Thank you.

15 THE HEARI NG OFFI CER:  Let's go to the back.

16 MR CHARI: | amDesi Chari with

17 Safety-Kl een.

18 Did the design team | ook at the

19 advantages and di sadvant ages and what ot her

20 ways they can give the state to nminimze the

21 inpact of the progranf

22 MR GOFFMAN: | think -- I"msorry to put 23 it like this.
That's too open-ended a question

24 for me to figure out how to answer that.
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M5. SAWER Yes. That's kind of a broad
guesti on.

MR CHARI: | know | see all of the advantages
of the program \hat are the problens the design
team | ooked at to see how it could be, you know,

m ni m zed?

MR, GOFFMAN:  Two of the problens we | ooked
at were so-called hot spots and the differential
reactivity of different individual pollutants in the

class that VOMregul ated in ternms of form ng ozone
in the atnosphere, different individual pollutants
that are included in the class of VOMthat are
regul at ed

If you go back to the report that the
design teamissued prior to actually drafting
of the regulatory | anguage, you will see a | engthy
di scussion of both of these issues.

Cenerally, we felt that ultimtely
t he di nension of the reductions that woul d have
to be achieved would pretty much preclude a hot
spot occurrence particularly when you consi der
that economically, it's hard to i magi ne an econonic
scenario in which a source under a declining cap

woul d generate so nuch activity as to actually
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increase its toxic or VOC emi ssions.

W al so took into account the fact
that Title 3 of the Clean Air Act regul ates toxic
VOCs as toxics and they woul d be subject to MACT
M A-C- T, standards.

In addition, we also thought -- and
"Il put this generally -- that the report is nore
of a nuance that the ultinmate dinmension of the
reductions, the likely activity and variety of

sources in the em ssion tradi ng market, would
probably swanp the effects of differential activity,
but we suggested that continued auditing and
nmoni toring of those probl ens be established as
part of the program

| guess one other feature in terns
of the market function side in terns of whether
affordabl e transactabl e ATUs or access emi ssions
woul d be avail able, there are specific features
in the program | forget that acronym It's the
alternative conpliance market account.

W felt that was a device, sort of a

public sector device, that would be available for
al l owi ng sources to purchase em ssions reductions

i f they needed.
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So as a guard begins what | would
characterize as fears of the market not functioning
like a market, that's a device that's avail able.

THE HEARI NG OFFI CER I n your response,

M. CGoffman, you nmentioned a report. | was wondering

if that report was going to be part of the record or
if it can be made part of the record?
M5. SAWER: It is a part of the record.

VWhat he is talking about is the final -- | believe
the final design proposal and it was one of the
supporting docunments that we submtted with the
pr oposal

THE HEARI NG OFFI CER: Thank you. Are there
any further questions?

Go head.

MR, TREPANIER |I'm M. Trepanier

In | ooking at the problens of the --
that mght arise under the proposal, was there --
and did the design team consider a soci oeconom ¢
forecast of the distribution of the |oss of
production that mght likely occur from-- as a
cause of -- as a result of shutdown of those
that are operating on a smaller profit margin?

M5. SAWER: This is sonething that we did
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1 evaluate within our econom c analysis. So that

2 question would be better directed to the people

3 who performed that analysis.

4 THE HEARING OFFICER:  Who is going to testify
5 to that, by the way?

6 M5. SAWER: In part, this is going to be,

7 hopefully, Cal Caze from Pal mer and Bel | evue and

8 Sara Dunham fromthe agency al so.

9 THE HEARI NG OFFI CER:  Ckay. Thank you.
10 MR, TREPANI ER:  And maybe that's the second
11 issue. In looking at problens, did you consider

12 the possibility that under the proposed nmarket

13 system there would be an increase of new polluters
14 prior to the cap being installed?

15 M5. SAWER: | don't follow this question

16 Could you --

17 MR, TREPANIER: There is a listing of what
18 problens were | ooked at. |'m asking for

19 clarification if there was a problemthat was

20 | ooked at.

21 M5. SAWER: | guess | don't see how sonething 22 prior to
the system woul d be a conplicated probl em

23 | nmean, that's sonmething that is handled by existing

24 rules and regul ati ons how you handl e new sources and
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things |ike that.

VMR TREPANFER  Well, the rule -- | see that
this rule specifically addresses allow ng those
facilities who could pollute VOCs and get their
construction permt by 1999 to receive their first
allotment by the year 2003.

Did the design team consider that as a
market -- in designing this nmarket that there was a
force there in --

M5. SAWER: That's a detail of the agency's

proposal that M. Romaine is presenting testinony.

MR, GOFFMAN:  To answer your question

literally, we did consider it. My understanding
is the intrinsic specifications of the air quality
anal ysis addressing that issue. W didn't suggest
that there was -- | don't think the design team
concl uded that the allotnment to the allocation of
t hese al |l owances woul d function as a significant
econom c force to accelerate the sighting of new
sources, by certainly in terms of ensuring the
integrity of the cap as a cap and then accounti ng
for the ultimate em ssions that have to be achieved
the role of new sources was fairly addressed both

again in the definition of baseline and eligibility
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for allocation.

W were assured by the staff we, too,

woul d be addressed on the ongoing air quality

assessnment before and after the program was

i mpl enent ed.

MR TREPAN ER

Do you know -- when you were

told, do you know if they had any information beyond

the U S EPA
M5

first of all

quality issues that

of the state's process.

guesti on.

nodel that was referred to yesterday?

SAWER: M. Coffman was not here yet,

, and that's really one of these air

MR TREPANI ER  Ckay.

he al ready expl ai ned was part

So I'mobjecting to that

VWll, | just wanted to

know -- I'"mjust going to the integrity, you know, of 16

the system if

it's including these

factors, but | have another question that | would

li ke to ask.

i nvol ving the greater

Did EDF have a specific responsibility

this progranf?

MR

by anybody,

envi ronnental comunity during

GOFFMAN:  Did we have a responsibility?

W& were not given that responsibility

but we did, in fact, comunicate on a
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1 fairly regular basis with Ron Burke of the American

2 Lung Association and Rob M chaels of the Center for

3 Environmental Law and Policy of the M dwest.

4 In all fairness, we did not always cone

5 to total agreenent with those two groups, but we

6 continued to comunicate with them

7 In addition, we were told of neetings

8 that occurred between | ocal and environmental groups

9 and agency staff and concluded fromthat that in

10 addition to conmunications with us, environmental 11 groups al so
have direct input to the agency.

12 MR, TREPANIER: kay. | heard that you

13 heard of these neetings. Do you know who it is 14 that -- was it

someone at the agency who told you 15 that these neetings occurred?

16 MR GOFFMAN: | was told by sonmeone at the 17 agency and
was al so told by, I think, Ron Burke 18 at some point.
19 M5. McFAVWN:  And, of course, this proceedi ng

20 itself is known as an outreach to the public.

21 MR, GOFFMAN: | mean, you know, one of the

22 things that we were conscious of was not representing 23 ourselves
as a representative of other environnenta

24 groups because we didn't want to do anything that
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woul d at sone point be construed as sonmehow
preenpting the ability of other environnental groups
to use the public participation process to represent
their own views.
In other words, we didn't want to create
kind of a whipsaw. W didn't want to be used as a
whi psaw agai nst ot her environnental groups that
wanted to participate directly.
MR, TREPANIER: Did you see that there was
a process for other environnental groups to
participate directly?
MR GOFFMAN:  Well --
M5. SAWER: This is a question that -- |
mean, this is a procedural question on how IIllinois
conducts rul emaki ngs and things like that and --

MR GOFFMAN: Yes, but Bonnie, this is

America, you know, and Illinois is, you know,
required -- the constitution applies here too.
| didn't think it was a -- | didn't think it was a

ri sky assunption even though I wasn't famliar with
the specific process.

MR, TREPANIER: | nentioned it because up to
this point, there has not been an expl anation --

t here has not been an answer to the question of why
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1 the agency had to use their own mailing list in 1996
2 or if they did.
3 Do you have any -- can you shed any

4 light on that?

5 M5. SAWER: He doesn't know the answer to
6 that.
7 MR GOFFMAN: | didn't know that and | don't

8 know why they didn't.

9 M5. SAWER: You don't know whet her they

10 didn't.

11 MR GOFFMAN: | don't know whether they 12 didn't, yes.
13 MR TREPANIER  Wen there is a benefit 14 realized from
trading that's -- these benefits 15 are a result during a -- when do

the benefits

16 result?

17 MR GOFFAN.  Wen do the benefits result?

18 MR, TREPANIER: O a pollution trade.

19 What's the benefit of a pollution trade?

20 MR GOFFMAN:  Well, just remenber, it's 21 inportant to see
design elements of this program 22 as integrated design el enments.

23 Qovi ously, the benefit occurs from

24 this program when em ssions reductions begin to occur
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and they occur as a result essentially of a cap and
its legal inplenentation.

The virtue of a programlike this or
key characteristic of a programlike this is that you
get at least the environmental result you bargai ned
for even if though trades even take pl ace.

You get additional environnmenta
benefits as soon as a firmstarts to make the
i nvestnment in making surplus or early reductions.

That's on the environnental side.

O course, on the econonmic side, firms
start to do that when they feel that either they can
eventual ly realize sonme econom c value, even in the
forns of optional flexibility, or just in the form
of getting revenue fromthe tradi ng market.

MR, TREPANIER  When the reduction occurs,
i n your understanding of how this market system
would work, is the value -- is value on the economc
side, too, that drives the overall public benefit
of cleaner air, is that benefit accruing when the
reduction is occurring?

MR GOFFMAN:.  Yes, it is. | want to take
sone tinme with this answer because there are other

theories of trading, which people suggest
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that it is somehow trading itself, trading al one
that delivers environnental benefits, that you can
sonmehow trade your way to attainnent.

One exanple of this is the M chigan
rule or nore generally the open market trading rule.
Thi s program does not depend on trading to produce
its core environmental benefit. |It's the setting
of the cap that produces its core environnenta
benefit.

Tradi ng then enhances the ability of
the cap to provide environnmental benefits, but the
public doesn't have to depend on trading to occur
or to occur in a certain way to deliver the core
envi ronnental benefit.

MR TREPANIER  Now, when the -- when the
tradi ng enhances the environmental benefit, is that
occurring because of the -- in your estimte because
of a market force that there was a value to the
polluter to reduce the amount of their pollution?

MR GOFFMAN:  Yes.

MR TREPANIER  And does that value -- is
that val ue created when -- when is that val ue
created?

MR GOFFMAN: At least in a latent sort of
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way, the value is created as soon as the cap or
constraint is set.

The fact that it can affect nore cl eanup
than required could be val uable to sonebody is when
the potential value is perceived by a firm naking a
decision as to whether or not to invest in that
addi ti onal clean up.

MR, TREPANIER: In your opinion, if, in 1999,

the reduction that's being sought is nade, will the
goal of neeting the Clean Air Act have been
acconpl i shed?

M5. SAWER: This is an air quality question
again. |It's a state planning issue. 1'mgoing to
object to it.

MR TREPANIER The witness was a -- said he
was an expert in the Cean Air Act for 12 years.

It might have sonething valid, you know, to | ook at.

THE HEARI NG OFFI CER: M. CGoffman, can you
answer the question whether or not --

MR GOFFMAN:  Yes. If, in 1999, the -- ny
understanding is the quantity of reductions that
are going to be required in 1999 will contribute
to ongoi ng progress towards attainment, but that

bet ween 1999 and 2007, additional reductions wll

L. A REPORTING - (312) 419-9292



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

have to be made to get to attainment.

And the Clean Air Act says that that,
if you will, gradual way of getting to attai nment
over tinme is a valid way of getting to attainnment.
So to answer your question literally, it's in
conpliance with the Clean Air Act.

MR TREPANIER Is there an environnenta
benefit beyond conpliance with the Cean Air Act
once attainnent has been reached, if attainnent --

hypot hetically, if attainnent were reached under
this system is there any environnmental benefit
that results fromcontinued tradi ng?

MR GOFFMAN: | could -- | would surm se that
sone of the investnents in innovation, environnenta
i nnovati on, would be incentivized through a trading
mar ket or the opportunity to create earlier
reductions and bank them coul d invol ve process
changes and technol ogy changes.

It woul d have ancillary environnenta
benefits. That's the nice thing about innovation.
It tends to, if you will, overachieve relative to
t he specific bogey.

MR, TREPANIER: |Is what you are saying is

that there is sonething inherent in what this trading
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system bei ng proposed that after attainnment is
reached, that further reductions in air pollution
is going to occur?

MR GOFFMAN:  Well, let me just guess that
one scenario mght be that even after attai nment
i s reached, because there will be ongoi ng mai ntenance
requi renents, prudent sources would continue to
mai ntai n, for exanple, a bank of extra reductions
just to give themon-site flexibility to deal with

econom ¢ change.

Those bank reductions woul d represent
reductions in excess of those that are required.

So in kind of a literal or nechanical way, that's a
scenario with which there would be extra reductions.

Let's be careful not to dismiss the
primarily environmental value of getting to
attai nnent.

The fundanental proposition that |'m
arguing for is that this way, this integrated system
of capping trading em ssions or capping em ssions
and i mplenenting the cap trading pernmt system
gi ves the public a higher degree of assurance
that we will get to attainnment.

MR, TREPANI ER:  Wbul d you say that the
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significant value of the programis reaching 2 attainnment?

MR GOFFMAN:  Yes.

THE HEARI NG OFFI CER: Do we have any 5 questions?

M5. SAWER: Could |I take a nonment to ask a 7
THE HEARI NG OFFI CER  Sure.
M5. SAWER: Isn't it true that the cap
woul d remain in place even after attainnent is
achi eved?
MR, GOFFMAN:  That's ny under st andi ng

M5. SAWER: And wouldn't this provide the 14

mai ntain the air quality standard?

15

16

MR GOFFMAN: I think it would be

i ndi spensable to maintain the air quality standard. 17

there will be continued econom ¢ change

18

19

20

21

22

23

24

within the covered sector under the attai nnent cap,
trading will probably continue to generate a certain
kind of incentive to invest in additional clean up
requi red of some firns.

M5. SAWER: So to clarify that a little
bit --

MR, TREPANI ER: | have an objection
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M5. SAWYER -- trading would --

MR, GOFFMAN:  Bonni e (indicating).

MR, TREPANIER: My objection is that
previously, the agency has limted this witness to
not havi ng know edge about what el se the agency is
doi ng, but yet she is trying to elicit testinony that
continued use of this market would help the state of
IIlinois continue in attainment. | think that's
fundanmental | y opposed to what her earlier limtation

of this wtness was.

M5. SAWER: M question is of a different
nature. |'mnot suggesting any specific air quality
aspects of this. 1'mjust saying that the trading
program in general, since it remains in place, has
the ability to maintain a standard.

It's not a specific air quality
gquestion. It's a general market question based on
Joe' s understandi ng on --

MR TREPANIER  Well, there was a second
guesti on she asked beyond, was the cap going to
remain in place. The answer was yes and then another 22
asked.

THE HEARING OFFICER: | think 1'"mgoing to

all ow the question as long as it doesn't get to

L. A REPORTING - (312) 419-9292
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whet her or not the agency is going to achieve the
air quality goals that are presented to it by ROP,
| believe, and the Cean Air Act.

If you want to ask a general question
such as will the trading program after attai nnent
fill the rate of reductions through em ssions or
retain reductions or achieve, | think that's
somnet hing you can ask him

M5. SAWER: Ckay. | think he already
answer ed the question.

MR GOFFMAN: | think basically it's a
mechani cal matter of will the cap remain in place?
| understand that to be a provision of the program
If that cap is in place, it's primary affect and
continuing limtation on em ssions and, if you
will, the secondary affect in banking and trading
wi |l probably continue to obtain --

MR, TREPANIER: Wbuld every limtation that's
af fected under this programbe contained within a
Clean Air Act operating permt?

MS. SAWWER |'m sorry?

MR, GOFFMAN:  Coul d you --

MR, TREPANIER: Are there any limtations

on -- as the word was just being used -- these
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1 limtations that are placed via this system are 2 any of those
[imtations not going to be included 3 in a Cean Air Act operating
permt or federally 4 enforceable state operating permt?

5 M5. SAWER: This is, again, an agency

6 question on how we're going to handle permtting 7 of this program

8 THE HEARI NG OFFI CER° Who woul d be best to 9 answer that
guestion?

10 M5. SAWER: Don Sutton probably.

11 THE HEARI NG OFFI CER: Do you want to reserve 12 that

qguestion for Don? He may be a better person 13 to answer that

guesti on.
14 MR TREPANIER:  Ckay.
15 MR BURKE: |'m Ron Burke with the Anerican 16 Lung

Associ ation

17 Is it your understanding, M. CGoffman, 18 that this
program woul d be one piece of an overall 19 plan to achieve attai nnent
in conpliance with the 20 Cean Air Act?

21 MR, GOFFMAN:  That's ny under st andi ng, yes.

22 MR, BURKE: Do you think that the proposed 23 program

all ows for adequate public scrutiny of

24 conpliance?
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MR GOFFMAN: It depends on what you mnean.
think in sone respects, it provides the public with
a better opportunity to scrutinize conpliance that
exi sts under traditional progranms because conpliance
is defined in terns of actual emi ssions and affected
firns are required to report the nmeasurenent of
qguantification of those enissions.

That's sonething that is not --
typically not available to the public. So I think in
that respect, ultimately what you are worried about
i s em ssions, how nuch pollution is occurring and
think this gives the public additional tools that it

doesn't currently have.

It's kind of like if you are famliar
with the CERCLA Title 3, that's GE R G L-A
community right to know, nechanically, the public
gets information as a result of the -- just the
operation of this program it's simlar to that.

MR, BURKE: | have a couple of other

guesti ons.

G ven that increases in toxic VOM
em ssions are basically undesirable and given that
it's unlikely, I think you pointed out, that this

proposed program woul d contribute to such increases
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1 and given that MACT is years away for certain

2 sources, do you think it would make sense to pl ace

3 alimtation on the use of ATUs for increases in

4 toxic em ssions?

5 MR, GOFFMAN:  That question woul d be easier

6 to answer when we have nore information fromthe

7 agency about what the total cap is going to be over

8 the graduation periods of this program

9 My sense or ny guess is on the

10 information that we were given over the |ast few

11 vyears that ultimately this program as we approach
12 2007, will have to require fairly substantial VOC

13 reductions and then will be faced with the choice

14 of whether or not the scope of VOC reductions there
15 may actually -- it's an ancillary benefit. 1It's

16 hard to know unl ess you know how many reductions

17 are designed into the actual nunerical cap

18 MR BURKE: | have one nore question

19 Gven that the direction trades, sales,
20 could potentially inpact the ozone reducing potential 21 of VOM
em ssions reductions, that is, reductions that 22 occur in the south of
the nmetropolitan area, for

23 exanple, mght tend to reduce those or nore, given

24 the winds are out of the south or southwest on high
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directionality of the trades over tinme to nmake sure

that this is not having an adverse inpact on the

overal |l benefit of the progran?
MR GOFFMAN: It might

that information will be right

. My assunptio

there up front

nisis

in the

tracking system It will be required to inplenment

this program You know, the agency and the public

wi | | have ready-nade database from which we can

fairly easily generate that ki

nd of anal ysis.

Agai n, once that analysis is done, it

wi Il have to be mapped against the size of the

reduction that's being called for and the timng

of that reduction, but I think
t here.
MR, BURKE: Thanks.
THE HEARI NG OFFI CER

M5. MHELIC  You stat

that data wll

Tracey?

ed earlier that

be

wth

respect to the question on caps that you don't really 20 know yet

because you don't know what the ac

21

22

23

24

t ual

em ssions from hazardous air pollutants are going to

be.

Wen Title 4 was

promul gat ed or

i npl enented, was U. S. EPA or were U S. EPA and
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1 Congress aware of what the emissions -- the actua
2 SO2 emssions -- were fromeach facility? Had
3 that -- was that not part of the process of

4 pronul gating the progranf

5 MR, GOFFMAN:  Yes. As it happened, there

6 was awareness of what the emissions were in each

7 facility, that's correct.

8 For exanple, the OIC, the Ozone

9 Transport Conmi ssion of the northeast states,

10 designed a programvery simlar to this program

11 and the acid rain programand the OTC, in effect,

12 had to go out and collect information. This was

13 a NOx program They had to go out and coll ect

14 the information that was being generated by the

15 sources.

16 M5. MHELIC. It was collecting it as it was
17 developing it?

18 MR GOFFMAN:  Yes.

19 THE HEARING OFFICER: | think | have a few
20 questions.

21 My first question is do you believe that 22 in order
for a trading programto work that the --

23 there is a mandatory invol verrent connected to that

24 or can it still work if it's a voluntary
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1 invol venent?

2 MR GOFFMAN:  You can have -- | think that
3 would affect the environnental performance of the

4 program

5 You could try to specify, say, an

6 emssion is standard for any individual source and
7 then say if these sources wanted to trade, they

8 could go through an adninistrative process on a

9 source-by-source, case-by-case basis, and generate
10 sonething called em ssion reduction credits and

11 trade them That kind of trading has been part of
12 the Federal Clean Air Act policy since the late

13 '70s. In many respects, it's been pretty

14 unsuccessful

15 So | think people who want to expand
16 the use of trading, if regulators want to expand the
17 use of trading, they should try to avoid using that
18 exanpl e.

19 The approach this programtakes, at
20 least on aliteral basis, it doesn't mandate trading. 21 It sinply
says that we are not going to express

22 conpliance in ternms of describing a particular

23 process and technol ogy. W are just going to tel

24 each source what its initial em ssions -- tota
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em ssions target is for the ozone season and then
the source can either trade or not.

But if you want to get all of the
benefits that | have tried to describe, you can't
just try to layer trading onto any old conpliance
program You have to think holistically about how
you define conpliance and how you i npl enent and
how you trade. This program and the process of
designing it answered all of those questions

si mul t aneousl y.

THE HEARI NG OFFI CER:  You nentioned earlier

this nmorning about the fact that the tradi ng program

| essens or stops the need of the use of -- I'Il use
the term general variances -- and you think that's --
MR GOFFMAN: | think that's the case, yes.

THE HEARI NG OFFI CER Then, | just kind of

want to nake a summary statenment and see if you can

answer it as to whether it's correct or not. I m

trying to pinpoint ADF' s support.

336

I think what |I'msaying here is that the 21

Envi ronnent al Defense Fund supports the concept of a

22

23

24

tradi ng programto achieve pre deductions, but it's
not saying that the program necessarily is going to

meet air quality standards or what is necessary for
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MR GOFFMAN:.  Yes, that's correct. Wether
t hose things occur have to do with how many eni ssions
reductions are assigned to this sector in the SIP and
how well the rest of the SIP works. So you can't --
that's sonething that's not intrinsically in control
of this design.

THE HEARI NG OFFI CER | have one | ast

guesti on.

Earlier, you were tal king about toxic
VOV or VOCs when M. Burke brought up the topic.
t hought you al so stated that they would be regul ated
on different prograns?

MR GOFFMAN:  Yes.

THE HEARING OFFICER: How is it that you -- |
mean, does the tradi ng programor this other program
mesh or not nesh?

MR, GOFFMAN: My understanding is that
proposed rule here provides that the -- that
notw t hst andi ng a source's hol ding of ATUs for VOV,

any toxic requirenent, either existing or subsequent, 22

the authorization to enit that the ATUs

23

24

m ght otherw se create

So if the MACT standard is tighter
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1 that's the one you have to conmply wth.
2 MR, DESHARNAIS:  And the MACT standard woul d

3 be technol ogy driven --

4 MR GOFFMAN:  Yes.
5 MR, DESHARNAIS: -- and not a cap situation?
6 MR, GOFFNAN: That's correct. Now, ny

7 understanding is that the U S. EPAis trying to

8 develop sonme flexibility alternatives for

9 inplenmenting the MACT standard, which could in sone
10 cases |eave sone individuals, as we expressed, in
11 mass quantitative ternms, but other than, that I'mnot 12 famliar
wi th the specifics.

13 MR DESHARNAIS: | have one additiona

14 question.

15 Do you believe that the seasonality of
16 the programw |l in any way affect it positively or
17 negatively as far as its functioning of the trading
18 progranf

19 MR GOFFMAN: | don't think it will have an
20 effect one way or another.

21 M5. MHELIC. | have a foll ow up question
22 VWhen you are tal ki ng about the MACT
23 standards and those being technol ogically driven

24 standards -- | guess there is a two-part question
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Isn't the purpose of this programto

avoi d technol ogy driven standards by using the

mar ket - based appr oach?
MR GOFFMAN:  Yes.

M5. MHELIC Isn't it

possi bl e that since

some MACT standards won't be pronul gated until after

1999, sources will be required t

mar ket - based approach, but yet t

0 use the

hen still be required

to i nmpl ement technol ogy driven standards?

MR GOFFMAN:  It's possible. | think

that that's sonething that cou
be ultimately resolved sort of

t he EPA

d procedurally

in a dialogue with

339

I could certainly imagine a circunstance 16

that it would be possible that f

or sone

sources, the VOMreduction requirenments m ght be

actually nore stringent in that

i nstance, in which

that case | find it hard to i magi ne that the agency

woul d not take cogni zance of that.

M5. MHELIC. Currently, the agency -- the

US EPAis -- when you are ref
you nmean the U.S. EPA?

MR GOFFMAN:  The U. S

L. A, REPORTI NG -

erring to the agency,

EPA.
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1 M5. MHELIC. There is no nechanismright now

2 in which they are eval uating market reduction-based

3 approaches with the MACT standards?

4 MR, GOFFMAN:  No, but ny understanding is

5 that in terns of state delegation of inplenenting

6 Title 3 prograns under the Clean Air Act, there

7 would be procedures for that.

8 MR, TREPANI ER: I n your support for this

9 program do you see that part of that support

10 based on this programcould be used in 1999 to

11 acconplish further reductions in VOC em ssions?

12 MR, GOFFMAN:  Yes, yes.

13 MR, TREPANIER: Do you have an opinion if 14 acconplishing
reductions within the next period, 15 beginning in 1999, would be of a
| ess expense to 16 the people of Illinois or would it cost about the 17
same as -- and |I'mnot tal king about the expense 18 of the pollution
control equi pment, but the

19 expense of naking the work.

20 WIIl it be cheaper on the second -- if

21 there is a second set of reductions?

22 MR, GOFFMAN:  Yes.

23 M5. SAWER: | think that's a little

24 specul ative. There might be sonme general area in
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1 which Joe can provide an answer, but in terns of
2 what the econom c inpact of what further reductions

3 may be, we don't know that absolutely. W have

4 sone --
5 MR, TREPANI ER:  Okay. Well, specifically --
6 M5. SAWER: Joe can go ahead and answer the

7 question to the extent of a theoretical basis, but |

8 think that's the extent to which he can provide an

9 answer.

10 MR. TREPANI ER: Do you believe that

11 establishing baselines is a significant cost of

12 operating this progran?

13 MR, GOFFMAN: | believe establishing baselines 14 is a
significant one-time startup cost of setting

15 this programup

16 Using the acid rain experience as a

17 direct anal ogy, the actual year-to-year costs

18 of operating this programare m nd bogglingly

19 cheaper than operating on a year-to-year basis

20 alternative kinds of prograns.

21 MR TREPANIER  Wen the -- when this whole

22 system-- when we're receiving a benefit fromthe

23 systemand we're receiving the benefit of the system 24 which I'm

going to say is a reduction in the |evel
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1 of pollution, is that to -- under the systemas it

2 is designed, when will that occur?

3 MR GOFFMAN: It will occur as soon as the
4 first year of reductions are required.

5 MR, TREPANIER: Okay. And if there are any
6 other innovations that are acconplished -- pollution
7 control innovations that are acconplished under this
8 trading system would that -- besides the period when
9 the reduction and | evels of ozone is allowed, the

10 allotnments are reduced, that's going to drive -- if
11 I' munderstandi ng your testinony -- that's going to

12 drive innovation?

13 MR GOFFMAN  Ri ght.

14 MR, TREPANIER: -- in the systen?

15 MR GOFFMAN R ght.

16 MR TREPANIER  When innovation is driven at

17 any other time when the systemis operating, would

18 that be when there is soneone standi ng who has been

19 waiting to produce an itemthat will require the

20 emssion of VOCs and that person is waiting to create 21 their item
and wants to purchase an all ot nent ?

22 MR, GOFFMAN:  That's one way. | nean, if

23 there is a new use of these materials or a new

24 actor that wants to use them com ng up against the
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constraint of the cap, that could definitely drive
the search for innovation to acconmodate that.

There are all sorts of -- even with

exi sting users and existing uses, the constraint

of the cap com ng up agai nst changes, fluctuations,
and econom c activity existing firms will -- and
plus the design to mnimze costs will also drive

i nnovati on.

There is no particular nmethod that |
know of for sorting those different innovation
drivers, but both are inportant.

MR, TREPANI ER:  kay. Wen -- when you're --
t hose innovations drivers that you nmentioned, were
t hose connected to this nmarket systenf

MR, GOFFMAN:  Yes, yes, absolutely.

MR, TREPANIER: |'mnot real clear, though
on when the corporation wants to save nobney.
understand, you know, that it is possible to save
nmoney by reducing pollution, but what about -- what
under this market system all ows someone to save
nmoney that's going to drive an innovation to a
trade?

MR GOFFMAN:  Well, if you come up with,

let's say, a new process that significantly
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1 reduces VOC em ssions beyond what's required under

2 the cap or under your initial allotnent, one strategy
3 that a purchaser of that process or a user of that

4 process can adopt is to apply that process and then

5 sell the excess em ssions to another source under

6 the cap and the revenue basically allows the seller

7 to finance, in whole or in part, its reduction

8 strategy using the new process.

9 MR, TREPANI ER:  kay.

10 MR GOFFMAN:  So that the net cost of the

11 conpany mght be rather lowin that scenario. At the 12 sane tineg,
t he purchaser of the surplus reductions is 13 presumably naking the
purchase of those reductions

14 because the net cost of doing that is smaller than
15 nmeking the reductions on-site.

16 So both actors in that scenario are

17 responding to a cost mnimzation inperative while
18 specific to nmeeting their eni ssions constraints.

19 MR TREPANFER So that's a -- that was a

20 theoretical -- you are explaining a situation

21 where sonebody neeting their reduction, had their

22 allotnents reduced, and they need to neet it, it's
23 going to drive innovation?

24 VR GOFFMAN: R ght.
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1 MR, TREPANI ER:  Secondly, a corporation, is
2 this true, a polluter may reduce their pollution in
3 order to free sonme of their allotnments to sell to

4 someone who m ght want to begin polluting?

5 VMR GOFFMAN:.  That's correct. Renmenber, if
6 you will -- environnentally, as long as there is
7 only a fixed nunber of allotnments, i.e., there is

8 a cap, essentially froma VOM control point of view,
9 the atnosphere is different to whether any different
10 given set of allotnments is used to emt VOM by an

11 existing actor or new actors.

12 That's one of the key features of this
13 program as | understand it, that new sources have
14 to conme in and purchase allotnents fromthe existing
15 pool. Their entry into the econom c market does not
16 expand the cap.

17 So to define the environmental objective 18 here as
VOMt specific, which | think is fair to do,

19 then, you are encouraged to do that, and any given
20 increnent of ATUs reduced can be used by a new actor
21 or an existing actor.

22 MR TREPANIER  That amount with -- under
23 trades, where under a steady cap, then, you are not

24 suggesting that these trades involve an increase
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1 inair quality?

2 MR GOFFMAN:.  These trades -- no, it's the

3 cap that provides the increase in air quality.

4 MR, TREPANI ER:  What we woul d just be seeing
5 changing, then, would be the economic forces -- is

6 what we are seeing changing, then, the economc

7 forces that are able to control this em ssion

8 of pollution?

9 Is it the emtter who has a higher

10 profit margin or has a profit per VOC emtted

11 that will come to -- be driven to purchase in the

12 market?

13 MR, GOFFMAN:  Possi bly, but yes, you wll

14 see that trading itself is essentially a reallocation 15
econom c responsibility. | can't -- | haven't

16 thought enough about whether that reall ocation of

17 economic responsibility will favor firnms of one

18 profile as opposed to another

19 It may favor firnms that are relatively
20 uncontrolled today plus the marginal cost of

21 production may make the net sellers. It may, on

22 the other hand, favor firnms that are, quote, unquote, 23
cl ean.

24 It's not clear -- | don't think there
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is any evidence, and | know that people look for it,
but I don't think they have found it, that these

ki nds of trading systens specifically favor econonic
actors of a specific economc profile.

MR, TREPANIER: Do you think the proposal that
you have cone up with has an application if it were
spread out over a greater nunber of the sources, that
if we brought the | evel down, could that |evel be
brought down to, say, ten percent of where it is now

and would it be workable in your estimation?

MR GOFFMAN: I n theory, yes. It could be --

a systemlike that could be applied to any | evel
of em ssions reductions and | say that because the
experience of the Clean Air Act is that the supply
of technol ogical innovation to neet increasing
pol lution constraints, whether they are inposed
under prograns like this or inposed under conmand
and controlled progranms has been there.

So whil e people mght argue fromthe
poi nt of view of existing technol ogy on January 22,
1997, a cap below a certain level is not feasible
dependi ng on how well you nobilize the forces of
i nnovation in the design of your program things

t hat appear to be unfeasible today can now be
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feasible at sone future date and readily affordable.
That's one of the reasons that
designing for innovation is such a critical feature
of environmental progranms |ike this.
MR, TREPANI ER: For efficiency, | offer to
submt any future questions at a later tinme.
THE HEARI NG OFFI CER:  Let's go off the

record.

(Whereupon, after a short

| unch break was had,

t he

348

foll owi ng proceedi ngs were

hel d accordi ngly.)

THE HEARI NG OFFI CER W are back on the
record in the afternoon after lunch. ['mturning
it over to Bonnie Sawyer of the agency for the next
Wi t ness.

M5. SAWER: The agency would like to cal
Roger Kanerva.

(Wtness sworn.)

VWHEREUPON:

ROGER KANERVA

called as a witness herein, having been first duly sworn, 23

deposeth and saith as foll ows:

24

M. SAWER: Wul d you please tell us your
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1 nane?

2 MR, KANERVA: My name is Roger Kanerva. [|I'm

3 the environnmental policy advisor and director at the

4 the Illinois EPA

5 M5. SAWER: M. Kanerva, could you tel

6 us alittle bit about your responsibilities as

7 environmental policy manager?

8 MR KANERVA: It's really a conbination of

9 activities that the environnental policy operation

10 is responsible for

11 One is agency-wide strategic planning 12 that we do
to devel op the overall direction our

13 prograns are going to take.

14 Anot her aspect is these market-based 15 approaches

that we have been working on as a policy 16 innovation. |In fact, our
work on this em ssions

17 reductions narket system devel oped out of that very 18 innovation
19 There are a nunber of other special

20 activities. W have been participating with the

21 market system devel opnent for the OTAG process.

22 Bharat and his crew and the rest of us are enersed 23 in it upto
our ears.

24 Then, we al so have sone agency safety

L. A REPORTING - (312) 419-9292



10

11

12

13

14

350

activities that we are responsible for and al so the
chemi cal safety energency response effort.

M5. SAWER: M. Kanerva, could you just tel

us a little bit about your educational background?

MR. KANERVA: | have a Bachelor's and Master's

degrees in watership managenent fromthe University
of Arizona.

M5. SAWER: Pl ease proceed with your

presentation?

MR, KANERVA: (Ckay. Wat we thought we woul d
do, this is a conplete package system here that we
are bringing in this proposal. W thought it would
help to go through sort of a wal k-through of the

whol e proposal to set the stage for them com ng back, 15

mentioned earlier, and taking specific

16

17

18

19

20

21

i mportant parts of this and having the presentations
by the staff here to go into this in a lot nore
detail and to work through sonme actual application
exanples and really get down to the nuts and bolts
of this.

But it is a big system There are a lot 22

conponent aspects to it. So we thought it would

23

24

be worthwhile to do that overview

W al so wanted to say just a few things
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1 for the record about the process that we went through
2 to develop this because it has been a very invol ved

3 and thorough process as far as we are concerned and

4 there have been a | ot of opportunities for

5 participation along the way and there has been a

6 |lot of participation.

7 So we are going to take a quick | ook at
8 the devel opnent process and then get into the system
9 itself.

10 The presentation that |'m giving

11 basically is organized along the sane |lines as the
12 testinony outline that you have.

13 THE HEARING CFFICER | think there are sone
14 nore in the back.

15 MR, KANERVA: | think there are copies of

16 these actual overheads in the back. There are a few
17 points made here and I would like to sort of expand
18 on sone things.

19 Time flies. W actually started working 20 on all of
this stuff back in 1992. Bharat got a team 21 of us together and we
put together a little proposal

22 and filed it with the U S. EPA to get some speci al

23 incentive funding that they had.

24 Based on what we have done as this
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pre-feasibility study work. W wound up doing a
lot of literature reviewin |ooking at the acid rain
program | think sone of those points have been
brought out already by Joe CGoffnman
We spent a lot of tinme out talking to
the South Coast fol ks and studyi ng what they were
devel oping. Back in that time frame, they didn't
have their system devel oped yet for NOx and SQ2.
But sone things cane out of that
pre-feasibility approach that we carried right
into the feasibility work that was the federally
funded feasibility work and that's the three things
I have listed here.
The seasonal control period that we
were -- that there mght be sonme real advantages
to noving away fromthe sort of annualized control
approach and targeting it when the problemreally
occurs with ozone, getting on an actual emni ssions

basis as the control focus for the regulatory program 20

than a break limtation type of approach where 21 you don't

a good fix on what the rea

22

23

24

em ssions are that you are going to wind up with
t hrough your regulatory program and the cap and

reduce as needed, em ssions cap in reduction
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1 approach, really started to stand out in people's

2 minds as sonething we should seriously study.

3 That led us into the feasibility study
4 work. W actually kicked that off with a big

5 conference that was held up here in the Chicago area

6 in '93.
7 Sonme of the industry participants wll
8 probably renmenber that. It was well attended with

9 public interest groups and it brought quite a few

10 industry people and consul tants and what have you

11 just tal king about em ssions trading and what the

12 possible benefits and chal | enges m ght be.

13 The findings that came out of that study 14 work,
whi ch i s docunented and avail able, we made al

15 of this available to people, was that there were nore 16 cost
effective em ssions reductions that could be

17 achieved through a trading program that there were

18 incentives to act sooner and be innovative, sounds

19 like some things you heard about an hour ago or two

20 hours ago, and that we were approaching the limts of 21 what we
could do effectively with conmand and control 22 regulation, and that
there was a greater |ikelihood

23 of reaching attainnent if we went to market

24 approach.
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That led us to setting up this em ssion
trading design team It actually went through a
coupl e of phases.

Initially, we thought Bharat and his air
quality gurus thought we were going to be doing sone
serious reductions of NOx. We may still w nd up
doi ng that, | suppose, but we thought we m ght be
doi ng that actually in the nonattai nnent area up
here as a part of the control program

So we started in June of '93 to design
a NOx enissions market system and got to the point
of actually having a proposal out for public review.
That was in Septenber.

Then, |ow and behold, the air quality
nodel ers surprised us in Decenber and they said,
whoops, NOx reductions don't help. They actually
hurt in the nonattai nment area.

So we switched over |ooking at the VOC
or VOM mar ket system approach in '94 and then went
t hrough about a year's devel opment process there.

There were four industry participants
that were added to that group -- Abbott Labs,
Caterpillar, Corn Products, and Anbco -- to bring

in the VOC perspective. Comonweal th Edi son had
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al ready been on the teamprior to that because of
their NOx em ssions. So that's the teamthat
actually stayed in place and worked through the
rul e devel opment and hel ped us with that process
al | al ong.

It culmnated -- their work cul mnated
in the proposal that Bonnie Sawyer had nentioned. |
guess this is in the record. |It's the final proposa
of March of '93. That was the actual sort of work

product of the design team
Anybody and everybody who has had any
interest in this has access to those and has copies
of themand it has been wi dely di ssem nated and
di scussed

There are a ot of things thrown up
here, but we wanted it real clear and wanted the
policy mandate to be proceeding with this market
system which led our director and Bharat and the
rest of us to actually work on authori zing
| egi sl ation, which tends to get overl ooked
occasionally in these discussions we are having,
but this clearly does put the responsibility on
t he agency to proceed with the devel opnent of the

mar ket system It's Section 9.8 of the act that

L. A REPORTING - (312) 419-9292



10

11

12

13

was anended
It required us to design an eni ssions
reductions market systemand, in fact, when we
testified before the Senate and the house comittees
on this legislation, we actually described this
proposal to them and expl ai ned how we had devel oped
it and said that that was going to be the basis for
the actual rule devel opnment work that would go on
It authorizes I EPA to propose and the
board to adopt rules for the ERVS and it al so
i ncl udes an express | egislative authorization for
sources to be able to exchange trading units, which

in sone other state prograns, as they were devel opi ng 14

prograns, there cane sone confusion on whet her

15

or not there really was authority to be able to trade 16

sources, which has not been traditionally how

17

18

19

20

21

22

23

24

the | aws have been set up to nake sure there was no
guestion, we actually put that provision in the
amendnment to the act.

A rel ated agreenent anong the parties,
the legislation did go through with certain
assurances, which are nentioned -- have been
mentioned in various portions of our testinony or

what have you.
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There was an agreenent anong the fol ks
t hat supported the |egislation that we would try and
have a cooperative sort of devel opnental process to
wor k out the rules.
W& woul d have open review of the
different drafts that we devel oped and everyone woul d
have sort of a crack at hel ping design and resol ve as
many of these issues as we could before we brought it
up before the board.
W wanted to continue to refine our air
quality strategy. | think that's a really inportant
point. I'msorry | had to miss yesterday's hearing.

| assume, Bharat, you maybe brought this out, but the 14 Air

basically nade a commitnent to people as

15

16

we devel oped this nmarket systemrule, that we woul d

Bur eau

work on the air quality strategy concurrently and, in 17 effect,

when this got filed, they would know what the 18 air quality plan was

going to be. O herw se, how

19

20

21

22

23

24

could they make their decision on this market
syst enf?

The air quality approach that finally
got adopted was what you heard descri bed yesterday
and it was touched on today as this phase approach

and this first reduction requirenent.
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1 W& have kept to that and people do know
2 where they stand at least to the extent that we can

3 defineit.

4 We agreed to devel op an alternative

5 conmpliance market account approach. You heard about

6 the ACMA, you heard that nentioned already. That is

7 an inportant enhancenment to this systemthat was not

8 1in our design proposal

9 It cane up as the |egislative discussion
10 was taking place and we are going to devote a segnent 11 of our
nore detailed testinony to explaining what

12 happened with that and why it was done, but it

13 represents kind of an insurance pool or a safety net
14 for participants in this systemso that they can

15 access it if all else fails.

16 We woul d do nore work on the enforcenent 17
provi sions and sonme of the inplenentation aspects of

18 this because there were sone serious questions when

19 we left off with this proposal about how do you

20 coordinate all of this with Title 5 permts.

21 W don't want to create a bunch of

22 duplicative reporting. W want a systemthat's al

23 blended together. So we agreed to do that and

24 think the systemthat's been filed before the board
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1 does achieve that.

2 I want to enphasize a seven-key policy

3 feature that is really behind how this whol e system

4 is put together. |If these make sense, then, a |ot of

5 the nuts and bolts of the systemreally tend to just

6 fall in place.

7 The first being the post-RACT, that

8 this system applies beyond the RACT controls.

9 That has cone up. | heard that several times this

10 norning. There were sone participants who raised

11 that.

12 That was done after a very | ong,

13 thorough discussion of the inportance of keeping the

14 RACT control structure in place. What it does is it

15 directs the issue of what happens if you get a bunch

16 of em ssions to come out in a particular point in

17 time. 1t's this peaking question that kept com ng up 18 as one of
the possible side effects of this program

19

20 Qur partial answer to that is, well, you 21 wll have
this sort of steady annualized RACT control 22 programthat stays in
pl ace. That's sort of our push 23 off point so that we won't all of
t he sudden have a

24 bunch of em ssions occur when we don't want themto.

L. A REPORTING - (312) 419-9292



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

The seasonal control, rather than the

ol d annual i zed approach, the five-nmonth season that

we are setting up as the control period, really, kind

of let's us put the -- do the nore cost effective
approach right to dealing with the air quality
probl em
Phased em ssion reductions, obviously,
that's the whole strategy behind how the air quality
aspect of this will be done. It builds in MACT
That was a maj or question that came up as we were
designing this system |Is it going to wind up
resulting this trading of air toxics and people
tradi ng out of their MACT technol ogy standards?
We finally decided there is no rea
answer to that that works other than no. Just put
MACT in place. There's a federal hazardous air
pol l utant program apply it, and that's the answer
the nation selected for controlling toxics.
It's what should be applicable in
II'linois, but interestingly enough, the reductions
that take place in MACT, that they are beyond the
m ni mum requi renent for the VOC control program
they can take credit for that, trade it with people,

and get some value fromit.
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Participation thresholds, it becane very
clear after Bharat and | sat through numerous hours
of hearings out at South Coast as different sources
descri bed some of their concerns that South Coast is
still trying to work out, but there is some point at
which it's just not efficient to try and regul ate
sone of these emi ssions in sort of a total source
sense.

W really settled on this ten tons as
kind of a practical boundary line that still gives
us the anount of reductions that we need. There
were sonme argunents that maybe it should go nuch
| ower than that and we just weren't convinced that
t hat nmade sense

A flexible market structure, we think
we have left about as much flexibility that we can
and still be responsible, but we still have the
performance assurance that we need in there to get
the systemto be accountabl e.

Now, let's see if | can keep this from
bei ng backwards. This is as fancy a graph as we get

today. This is a culmnation. | thought it m ght be 23

There are an awful lot of provisions in

24

there. As you start to work your way through it, you
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tend to get a little bit bogged down in how the basic
pi eces fit together.

So | thought it would be hel pful to put
just sort of a flow chart in there about how the
whol e system pl ays out wi thout worrying about all of
the specific details initially.

We start it off with taking -- having
people that will be participants in the systemfile
their applications for January 1 for what | wll call

partici pating sources.

One of the features built into this,

which is sonething al so that Bharat worked out with

people, is that in the first 120 days, | think it is, 14

peopl e's applications are in, we nmake what's

15

16

17

18

19

20

21

22

23

24

called a prelimnary baseline determ nation in order
to give people as early a read out as possi bl e what
their starting point is going to be in this system
so they can start to figure out their conpliance
strategies real quickly rather than wait until later
on when their permts actually get nodified or
i ssued.

Then, there will be a period of tine
t hrough ' 98 and probably actually stretching to '99

alittle, that the actual Title 5 or CAAPP permits
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1 would be issued or nodified depending on the status

2 for our source.

3 The requirenent to cone in for a

4 transaction account is actually 30 days prior to

5 the first season and the first season for having

6 allotnments in place is 1999 in the way we set the

7 system up.

8 The next event woul d be the actua

9 seasonal emission report. One of the things that

10 we were asked to do was coordinate these two --

11 conpletely coordi nate sone of the recording process
12 for these two systens and we have done that by having 13
seasonal information just be a component that's

14 filed early of their annual em ssions report already
15 being filed with the agency.

16 This reconciliation period is a tinme in

17 which people could figure out if they need to do

18 sone -- seek sone trading units in the market in
19 order to work out -- nmeet their conpliance
20 requirenments. The conpliance -- actually, the

21 conpliance decision wuld conme at the end of each
22 cal endar year or at the end of Decenber.
23 W actually do have to nmake a

24 mlestone denonstration. | guess it's inportant to
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say that sonewhere along in this process. 1t's not
actually going to be part of the nmarket system but
Di ck Forbes and his staff and everybody has to figure
out if we have nade the anount of em ssions
reductions that we were | ooking for in order to get
the three percent ROP for each year in the 90 percent
target.
Then, we will put together our annua
performance review report by May of 2000, the first
year after the ozone season. |'ll try to say a
nunber of things about that because | think there
were some questions that got raised earlier about
tracking of trends and all of this and that will be
our answer on how we do this report.
W have one question mark on here, which 16
prom sed he will resolve for everybody
guess sonetine this year, and that is will there be
some sort of Phase 2, there probably will be, and
what ki nd of reductions might be involved with that.
Ckay. I'mnot going to hit on every
one of these points or we would not be able to get
through this in time, but I'mjust going to nmention
a couple of things about what we have outlined here

of what the specific provisions of the proposed rules
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are and then, as | said, we are actually going to go
back and pick up the details of certain parts of
t hi s.

An allotnent trading unit is sort of a
key definition obviously. What size do you set it
at? W actually spent quite a bit of tine talking
about all of that. 1In the acid rain program the SO2
program since you are dealing with really huge
anmounts of emi ssions, they said it's as high as a

ton, but when you are dealing with smaller sources
that need a finer increment of emission to be able
to get down to, we thought it needed to be quite a
bit less than a ton. At one point, we even | ooked
at 100 pounds and ki nd of convinced oursel ves that
maybe that was too snall

We did reject out of hand that had no

further discussion of the one pound for every unit
that South Coast had. Bharat and | just -- that
was too nuch for us. So people seenmed to be pretty
confortable with that size

| have listed the nanes here just to

mention themfor the folks that would really be
in this system the participating sources, genera

partici pants, new sources, and special participants,
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and I will touch on those a little bit later

W think we have covered all of the
possibilities here. The participating sources are
basically the existing fol ks that are out there that
will be getting allotnents and et cetera. The new
ones will come in after the first season

The general participant is sonething

we have put there really as a result of input we

got fromkind of entrepreneurs, people that thought
they would really be able to hel p make this market
work, for instance, in sort of a broker role where
someone m ght want to have a transacti on account and
essentially as a service take care of sone of the
mar ket activities for some of the participating
sources or go out and find sone em ssions reductions
t hensel ves and ki nd of work

with it that way.

Special participant is to try and take
care of something that has really come up in each
mar ket program There are al ways sone fol ks that
will get access to allotnents that sinply want to
retire themand as an air quality benefit kind of
i ssue.

W had a concern about all of the
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1 conplexities of getting transaction accounts and

2 getting all set up in the systemand then just

3 taking sone ATUs and retiring themand that's al

4 you do. So we've set up sort of a special sinplified
5 approach for that. They just register with an

6 agency, basically. They don't get a full account.

7 Em ssi on managenent periods, the control
8 period is the seasonal allotnment period, it's May 1

9 to September 30. It's that five-nmonth period

10 followed by what we call the reconciliation period,

11 a three-nonth tine frame for sources to basically

12 figure out and resolve any remai ni ng conpliance

13 issues.

14 Now, this is one of the really inportant 15
flexibilities about this systemthat | think gets

16 overl ooked on nunerous times. Now, folks, you' ve got 17 three
mont hs after you find out where you stand with

18 vyour emissions or if it's a couple weeks after the

19 season to calculate it, you' ve got two and a hal f

20 nonths to take advantage of work within the market

21 and nmake whatever arrangenents that you need to make
22 sure you are okay on the conpliance perspective.

23 Then, it lists certain source

24 responsibilities in there for -- depending on what
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category of source you are, which we will cover
| ater.

Applicability, participating sources
are obviously the biggest piece of this picture when
we start and it |eaves off with probably the nost
i nportant point that was driven hone to us by
certainly the regulating comunity. As best | can
tell, I think everybody was pretty confortable with
this, and that is, there ought to be sources that are

required to have a cap permt. They are the ones
that are going through all of the steps of putting
together the nore facility-w de or source-w de type
of permt, nmeeting all of the federal regulations
and requirenments for doing that.

The nore that was discussed, they are

t he ones that have the annual em ssions reporting and 17
go with it. So we were pretty much

convinced to connect it to the cap permits and then

t he seasonal baseline, seasonal emissions of ten tons 20
'99 is kind of the -- that's the |evel

we have been tal king about with people going clear

back to the proposal itself. [It's one that people
seemto have gotten pretty confortable with

A key aspect for the U S. EPA in our
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di scussions with themis this point about subsequent

increases. This isn't a one-tine decision and never

revisited. So if sonebody is at eight tons in '99,

but did not conme into the system but subsequently

goes to 12 later on, they actually have the

responsibility to get in the systemand be a

partici pant unless they take one of the other outs

of some kind. It does bring people in if em ssions

go up so you don't wind up messing up your reduction

strat egy.

There are a couple of exenptions put in
here. | guess we will talk about that in alittle
bit nore detail later. These cane specifically at

the request of some of the participating regul ating

community fol ks, industry folks.

One is an opt out, if you will, and you

take a limt of 15 tons per season. Sone fol ks just

say, well, look, your nunber is ten. W're at 14.

We don't think there is any problem W' re not going 20

hi gher. CGee, couldn't we just get

21

22

23

24

out of

this sonmehow or another? W would rather not do it.

W' ve been kicking that around. W

t hought, well, if they are willing to put a cap to

assure us their emssions wll
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give themthat option?

The sane way with the 18 percent, sone

sources -- | can renenber the neeting where someone

stood up and suggested this, and then it got a | ot

nore di scussion. They basically asked Bharat, |ook
if we're going to nake -- to do any kind of
reduction, it's going to take 25 percent -- it's
going to result in 25 percent if we put on sone
certain kinds of control on here. |If we do that
one time and we do it right up front, can we just
sort of be done and excused fromthis whole process?
So we kind of came up with this 18
percent approach. oviously, that's six percent
nore than the 12 percent reduction, but if they're
going to nake -- if they' re going sort of have an
early opt out, we ought to get a little bit of an
air quality benefit for it, an em ssions benefit

for it.

So we settled on the 18 percent nunber.

Al so, that sort of noves theminto the next real m of
reduction, if you will.

New parti ci pati ng source where one
starts operation after May 1, we have used the

same -- coordinated this with the same insignificant
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units or activities, definitions and decisions that
are nmade for the cap permts.

This is -- this question about startup
mal functi on or breakdown eni ssions came up numerous
times. Are they in? Are they out? How do you
account for then? The decision that finally is
reflected in this proposal is that if -- if a
source's permt allows those things to take pl ace,
then, we won't have them as part of the em ssions

that are controlled by this system

Seasonal em ssion conponent, the

proposal gets into the -- describes when they do
submt the seasonal information and what information
is required. Essentially, it's done in tw different 15
folks. If you have over ten em ssion

units, then, you can file at the end of Novenber.

If you have less, then, you can file at the end of
Cctober. That's because the reportings are a little
nore conplicated for the sources with additiona

emi ssi ons.

As | nentioned earlier, in that overal

flow chart, it all starts off with the applications
bei ng due January 1, 1998, with a further provision

for certain new participation. Then, there is this
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key point about the I EPA making a prelimnary
baseline determination within 120 days. Again, this
is so sources can really take advantage of this
system and know how to start to work out the
conpliance strategy as early as possible.

There is a section dealing with cap
permts for the ERVS sources, which has really a
ot of the details of howthis systemw || be put
into place. We will get, | guess, into this quite
a bit of detail here by the tine Chris and the
others do their presentations.

The final baseline determnation is

included in them Al of the nethods and practi ces,

em ssions nmonitoring requirenents, these sorts of
thi ngs that peopl e asked about, and we've dealt
with there.

There are certain em ssion units that
could be excluded for different reasons, which we
will explain. That's all going to be dealt with
t here.

The actual allotnents, the anount of

em ssions that each party will have, each source

will have, will be spelled out in the permt itself.

So that will be available up front and avail abl e
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1 for public review. Transfers between sources

2 ultimately can be reflected in the permt.

3 Kind of a key point that may not be --
4 that people don't pick up always on is this

5 prelimnary versus final baseline determnation

6 We have set it up and the final determ nation is

7 the one that's appealed, not the prelimnary, for

8 a nunber of reasons obviously.

9 There may be ot her things worked out

10 between the agency and sources along until the permit 11 s issued.
I f anyone has a particular problemwith a 12 decision we nade, they
wi || have their opportunity

13 to argue before you all about what the right answer
14 should be. Bharat has assured, though, we're going
15 to work out 99 percent of themand we won't have to
16 worry about that.

17 Basel i ne emi ssions, this is another one
18 of those artful processes, but we finally wound up

19 with sort of a tiered decision process here starting
20 off with the years "94, '95 or '96 as sort of our

21 basic core years that we would | ook at, and then

22 the source would take the average of the two highest
23 seasonal VOM VOC em ssions, the highest em ssions

24 fromthose, as their baseline with a couple of other
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opportunities.

For nost people | think we have tal ked

wi th, that probably works fairly well right there and

we probably don't need to go any further, but there
are some other situations that people would point
out to us where they really said, oh, gee, '94 and
'95 were really strange years, we have a bunch of
downtinme. W had special maintenance. W had
equi prent process change. Qur em ssions are not
representative at all. The really representative
year for us is '93. CQur feeling was to let people
substitute other years in a range from 1990 up to
' 97.

W started in '94 because that's the
first year we feel real confortable with some of
our em ssions data. The first year they filed, it
was a little bit of a challenge to get everything
all straightened around and people nade a | ot of
anendnments to their reports and they were stil
getting the process of reporting their em ssions
sort of really fine tuned, but in |ooking at the
data that we've been getting and what have you,
'93 |l ooked a little better and '94 started to | ook

like people really had things under control. So
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that's the start point that we picked for this
t hree-year period.

There are certain increases and
decreases that are then work factored into that
baseline that are really inportant to -- and we're
going to go -- | think Chris or sonebody is going
to go through each one of those provisions in a
fair anount of detail and probably present sone
exanpl es here, because those nmake a big difference

in ternms of understanding how this systemw ||
really apply to people.

One of the big issues that came up was

vol untary over-conpliance that occurred after 1990
and people essentially didn't want to be penalized
for the fact that they were at a | ower |evel of

em ssions than the actual, say, RACT requirenent
that m ght be applicable to them

We said, no, we don't want to penalize

you. So we will start you at where the RACT | evel
woul d be as an exanpl e although we said we have to
update that to get to the post-1996 control period.

Essentially, what it nmeans is these

increases will kind of take care of the equity of

somre of the other conpliance between sources. W
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1 wll all be normalized in '96. W don't want to

2 wind up bringing into it things we don't intend to.
3 There are certain other decreases

4 to reflect special situations with variances or

5 consented release, things like that. Seasona

6 emssions data will be obviously part of this.

7 Moni t ori ng and net hods has gotten

8 some discussion with folks. W really settled

9 down that however it is we would work it out with

10 the cap permt, how they would be accountabl e under
11 their cap permt, that's really probably the approach 12 that wll
apply in the market systemtoo.

13 We had set it up as a m ni num nmeani ng
14 if something comes up with the permt process and
15 we feel we really can do sonething a little better
16 | think that's open for being worked out, but it's
17 expected to be very simlar, | guess, to what we've
18 been doi ng.

19 Seasonal em ssions managenent, each
20 source receives an allotnent beginning in '99.

21 Allotnents in trading units are valid for the current 22 season and
next succeedi ng season

23 | thought Joe Goffman did a good job

24 of kind of explaining our approach to that. W have
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an unlimted life onit. You're liable to create

some possible problems with the

it does give people the flexibi

banki ng approach, but

ity rollover

em ssions fromone year to the next and build-up a

reasonabl e em ssi ons bank and take advant age of

t hat .

I mentioned the ATUs representing 200

pounds and the initial allotnent

woul d be basel i ne em ssions, but

percent. That is our target for the rate of progress 11

requi renents.

12

13
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17
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that they woul d get

reduced by the 12

Any further -- in the rule itself,

this is a commtnent that we nade to the regul ating

communi ty, that the next round,

guestion mark on our flow chart

if there is a

, the Phase 2

reductions beyond the 12 percent, wll be back

here and it will be another ru

emaki ng, we'll

go through the sane process of justification and

what have you that got us to this or this proposal

Excl usions from f

that's one | nmentioned earlier

urt her reductions,

There were a nunber

of situations that came up. The first one, the

NESHAP and MACT standards, actually one of the

assurances that's in the |egisl
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1 to Section 9.8.

2 There are situations really for equity

3 purposes and what have you where it just probably

4 doesn't nmake sense to go any further, obviously, if

5 they have gone as far as they can with technol ogy,

6 et cetera. It's sort of the bottomline rather than

7 have people face sort of a technical inpossibility.

8 So we've set up the best avail able

9 technol ogy decisions that also could be a reason to

10 exclude units. An inportant aspect of that when

11 we first worked on that, we tal ked about excluding -12 every one
had in their mnd, oh, let's exclude the

13 whole thing fromthe systemconpletely. It was

14 actually our econom st participants and friends who

15 said, oh, ny gosh, don't do that because you're

16 losing a real opportunity. Exclude that em ssions

17 wunit fromthe reduction, the 12 percent reduction

18 but | eave the em ssions in the system because |ater

19 on, if for some reason through innovation or what

20 have you that they find that they can make reductions 21 fromthat
unit, then, that becomes sonething as

22 tradeabl e as sonebody who has val ue and they get some 23 benefit
fromit. That's really the way we have | eft

24 that since that tinme.
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There are a coupl e of special em ssion
reduction situations and any one of these is
probably -- will need a fair amount of discussion
so | will just nmake a highlight point here.

One is source shutdowns. Another mgjor
magi ¢ formul a here, the 80 percent, 20 percent, |
think in one graph, we had 70/30. W had coments
frompublic interest groups saying that 100 shoul d
go for air quality benefit. Wy should a source

continue to do anything? | would say probably about
every percentage and every possible way of dealing
with this, we have heard some oral comment or gotten
witten coments if we went through our four rounds
of drafting, four drafts of rules for the proposal

This reflects sort of our best judgnent

as to where to wind up with this. There ought to

be sone benefit to the systemas a whole, but the
sources are the ones that are incurring the majority
of the costs and probably deserve to see sone -- and
do deserve to see sonme of the benefits. So we
finally went with an 80/20 split. There may be

ot her fol ks who argue one way or another for that.

Em ssion reduction generator is

another interesting winkle that devel oped as we
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get into this. W feel there are going to be

some opportunities out there to get some em ssion

reductions fromother stationary sources, but

that are outside the system They aren't required

to be participants and that should be a conpliance

option for people. |If they get

reductions to happen

in the nonattai nment area fromsmaller stationary

sources and take -- essentially convince us that

they met certain conditions, then, that becomnes the

way they conply rather than reduce sonething at

their own | ocati on.

I ntersector transactions, this starts

to show where the market systemcan really create

a whole different set of options for people and

open up the process of getting reductions we need.

W' ve shown you an exanple here in these overheads,

not mentioning the rule, per se, but car scrapping,

for instance, the pilot project work that we did,

showed that that |ooks like it could be a very viable 20

reductions. W can bring that

W did this em ssions

in and provide

trading units for that and essentially, that could

be sonebody's conpliance program which under the

old command and control approach, that was not even
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avai l abl e as an option at all and it still isn't.

Mar ket transacti

a nunber of questions about thi

ons, there have been

s of f and on, but

there is really two parts to how the transaction

process woul d operate. One is

this sort of public

bull etin board system and behi nd that woul d be an

ERMS dat abase or a transactions account dat abase

i ke a banking system so to speak, where nearly

all the nuts and bolts and details about what's

happening with the market woul

there woul d be certain information posted publicly.

d be | ocated, but

Who had accounts? What are the levels in the

accounts? Have transactions been taking place?

Pri ce, however,

that bulletin board, which is sonething that's gotten 16

up just reporting probably on an average basis what

woul d not be part of

W woul d wi nd

transaction prices were out there, but not on a

case- by-case basis.

Each source -- participating source who

is a full participant in the systemwuld get a

transaction account. It has a designated account

officer. W still think it's

conplete a training program
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It's not the old way of regulating. There are sone
bells and whistles to this that people should be very
famliar with.

As we get this transaction account
system there will be fornms and there will be
procedures they need to follow

W have, however, made this a | ot
| ess onerous than when we started out. W actually
started off by saying -- trying to work on an

approach where there would be certified account

of ficers and what have you. It was all getting so
conplicated we just got away fromthat and said as
| ong as they designate a person, the person gets
some training fromus, fine, we will let it go at
t hat .

Ceneral participants, | nmentioned, do
have a transaction account. The special participant
does not need one. They just register with us. W
are convinced that we can get these transactions al
entered into the database and official within a
week's time, which is pretty fast.

Per f ormance accountability, there are
a nunber of provisions in there that I think we are

real confortable will work well in this system
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1 There's a conpliance -- accounting provisions where

2 each source has to maintain a conpliance master file
3 that pulls this information together

4 W really borrowed this concept from
5 something Bill Conpton will tal k about when he

6 presents his testinony and that is the approach

7 taken with the heavy-duty engi ne program and the

8 requirement that has sort of an auditable file

9 where there is accountability here that will have

10 all of the information that you need.

11 We describe a master file review Well, 12 it's a
conpliance reviewis what it is to look at all 13 of their information
to make sure that things are

14 there that should be there and two, that we were

15 satisfied with the quality and the accuracy and what
16 have you.

17 Every time we do one of those reviews,
18 and that's going to be a very thorough process,

19 believe, we're going to come out with an actua

20 report and provide that to the source and that would
21 be accessible to the public as well to show what we
22 found out fromthat process.

23 One of the things that we agreed to do

24 in this review process to help deal with this
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guesti on about are certain things happening at
facilities, are hazardous or toxic air em ssions
goi ng up that m ght not have gone up because of
tradi ng, what have you, that's sonething that we

wi Il check when we do one of these reviews. W

will actually | ook at have they conducted
transactions there and did any of those transactions
i nfluence the |l evel of the em ssions of hazardous air
pol | ut ant s?

So that will be dealt with case-by-case
in these reviews and then also will be reported on
annual ly in the perfornmance report.

We nentioned already the reconciliation
period. That's the tinme where a source can continue
to make transactions to try and work out their
conpl i ance concerns.

So let's say soneone goes into a season, 18

they' Il be okay, and gets to Septenber 30, as

19

20

soon as they reconcile their em ssions and they have

the data, they realize, oh, nmy gosh, we're a fewtons 21 o

t hi nks

ff,

sonmething just didn't quite go the way we wanted 22 or what have you,

they still have several nonths to
23 go out to the market and try and -- or cone to the
24 ACMA and take care of their conpliance issue.
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Under performance accountability is
the description of the ACMA. It's probably one of
our |east creative snhazzy acronyns that we have
managed to cone up with over the years. It sounds
like sone sort of a health problemto ne half the
time.

Al ternative conpliance market account is
t he approach that we canme up as sort of this safety
net. It's really neant to be a secondary source of

ATUs that participants can use. This came up in the
context of the what if context. That's what | refer
to it as.

A nunber of sources were saying, gee,
what if we get into an odd situation year and
everybody hordes their allotnment and nobody wil|
trade with me? |'m stuck

One answer to that, which was in an
earlier version of this -- | prom sed an unnaned
party that I would nmention this, so |I'mgoing to
do it. You heard that the acid rain program has an

auction process, which is one way to sort of

assure -- that was a political problem Congress dealt 23 with.

God. | won't be able to get any access 24 to em ssion units.

have been trading units or
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20
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22

23

24

al  owances for SO2. There ought to be sonme way that
I can make sure or there is sonmething | can go
conpete for. So they put in the auction and set

asi de al |l owances for that auction.

We actually started our system out the
same way. W had an auction early on and the very
war m r esponse we got was no, no way, we don't want to
give up part of our em ssions, put themin the
auction, and have to buy them back

Peopl e were confortable with this kind
of approach, and that is to have sort of a separate
i nsurance account, if you will, that every
participating source would contribute one percent
to. That's actually part of how the 12 percent gets
generated. That would be put into this ACVA each
year.

There are al so several other sources
that would go in there, that 20 percent fromthe
shutdowns, the extra six percent for sonmeone who
wants to opt out at 18 percent, and believe it or
not, voluntary contributions.

| mean, we still -- we've got people
that have tal ked to us about this and we really do

expect people to wind up just flat out contributing

L. A REPORTING - (312) 419-9292
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part of their allotnment that want to do it for the
overall viability of the system

Then, we set up a two-step access

process. | think I'll save that to the detailed
testinmony later on. The idea is as long as there
are eight ATUs available in there, basically anybody
can get themon a first conme, first serve basis.
Then, in case we run into a situation where we're a
little short, we have an extra winkle in there so
that people could still get sone kind of help.

I think I have gotten to the | ast
overhead. Okay. Em ssions excursions conpensation
anot her nout hful of words. It means you' ve got to
make the system square up at the end and if soneone
has gotten into a conpliance problemand they' ve got
an excursion, they've emtted nore than they' ve got
ATUs to cover, then, in order to assure that we get
the end product that we want, we've put in there a
conpensati on approach at one and a half tines, 1.2
times, a 20 percent kicker the anount of the
excur si on.

Qoviously, to sort of have a
disincentive to this, well, we emtted nore than we

need to because we are are going to have to catch up
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or pay for it in the long run. |If it happens two
times in arow, we push it up to one and a hal f
times.

Now, the way we've set this up as a
default is that they have to go pay that differential
out of the -- by purchasing out of the ACMA, which
is at a high-end dollar amount. That's going to be
again sonething we think certainly will help ensure
or detour nonconpliance, but if a source really

doesn't want to pay that rate, they can advi se us
within a certain time frame, at |east 15 days, and
have it taken out of their next allotnment, but that
means they have to scranble and figure out next
season what they're going to do so they have | ess
emi ssi ons.

Enmer gency conditions, there is a

provision in there on that. | think it was a

guestion that canme up during the devel opnent process, 19 gee, what

happens if we have an explosion in a

20

21

22

23

24

facility, it's totally beyond our control, or sone
sort of strange event takes pl ace?

I think our feeling was that if it is
an aberration, a one tine incident, sonething that

doesn't happen on an ongoing basis, it isn't likely
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1 to happen next season, but in fact, there ought to be
2 atinme out provision for those emssions. |It's just
3 not going to be fair to uphold people to that.

4 Then, there is the review procedures

5 where -- that have been nentioned, the annua

6 performance reviewreport. W really do intend there
7 to try and get at a nunber of these questions that

8 come up. Wiat are the trends? Where are the

9 tradings taking place? |Is there any net novenent or
10 flow of em ssions fromone geographic area to

11 another? W will keep track of that sort of thing
12 and it will be reported the idea is if sonething

13 really significant develops in that process, then

14 we actually ought to do sonething about it.

15 I think actually the way we wound up
16 here with Bharat's approach with this phased air

17 quality strategy, it actually makes this all fit

18 together even better

19 One of the concerns that was raised

20 early on -- well, early in this drafting process

21 of the rule was if we have a full 11-year attai nment
22 program then, we are sort of buying off on the whole 23 system on
the front end and are we really going to

24 get these kinds of problens dealt with or not?
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1 Vll, now we're noving into a three-year
2 reduction period programand we'll be back probably

3 after that. So if the first three reports show sone

4 sort of a trend of sonme kind, we can still do

5 somet hing about it.

6 That pretty much suns up my first

7 piece.

8 M5. SAWER: Thank you, M. Kanerva.

9 THE HEARI NG OFFI CER: Before we go on with

10 questions, M. Kanerva has to | eave at 4:00 o' cl ock

11 today.

12 I was thinking we could take a quick

13 five-minute break now and then we can get into the

14 questions for him If we don't finish all of the

15 questions, we will have to start up again at another

16 date with questions for M. Kanerva.

17 | think that's the best way to handle it 18 right

now. So why don't we take a five-mnute break. 19 Be back here as soon

as possi bl e.

20 (Wher eupon, a di scussion
21 was had off the record.)
22 THE HEARI NG OFFI CER: We are going to open

23 questioning for M. Kanerva, but let's keep in mnd

24 the fact that he testified generally about the
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he is prepared to answer

specific questions to specific sections. So if you

have general

proposal might interact with ot

I think that that m ght be appr

guesti ons about the overview or how this

her things out there,

opri ate questions.

M5. FAUR H . I'm G ndy Faur from

Sonnenschei n agai n.

In your testinony, you recalled a

nmeeti ng where you di scussed the 18 percent reduction

exenption. Can you el aborate

sel ect ed?

how 18 percent was

M5. SAWER: Well, this is one of those

areas -- | mean, he can answer

it, but it is one

area that we will present nore testinony on

MR KANERVA: Yes. |

think that woul d

probably be the best way to handl e that because there 18 was a

specific process the air folks |ooked at to

19

20

21

22

23

24

come up with that.

They clearly fel

as the quote, unquote, benefit

t what the source view

or getting out of the

process, that it ought to be a larger reduction than

just the 12 percent.

it.

They can expl ain that.
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1 MB. FAUR  Okay.
2 M5. ROSEN: "' m Wi tney Rosen fromthe
3 Illinois Environnental Regulatory G oup

4 If this is a specific question,

5 apol ogi ze. How often does the agency plan on

6 conducting matter file reviews that you have referred

7 to in your testinony?

8 M5. SAWER: |'msorry to do this, and |I'm not

9 trying to be difficult on this, but we're going to

10 present testinmony by David Kolaz and he is in charge

11 of the agency's conpliance unit, and he would be nore 12 able to

answer that question.

13 M5. ROSEN:  Thank you.

14 M5. MHELIC. |'m Tracey Mhelic from Gardner, 15 Carton &
Dougl as.

16 You spoke earlier about the menbers of

17 the design teamthat were conpanies located in the
18 Chicago nonattai nment area and | have Abbott Labs and 19

Caterpillar. Who were the other conpanies?

20 MR, KANERVA: Corn Products Conpany and
21 Anoco.
22 M5. MHELIC. Do you know what the annua

23 emssions fromthese sources currently are?

24 MR. KANERVA: They are listed in the fina
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1 proposal document. | don't renenber off the top of

2 ny head what they were.

3 M5. MHELIC. Did the agency ever consider

4 including the design team a source with | ow VOC

5 em ssions, perhaps bel ow 20 tons?

6 MR, KANERVA: | was going to ask you what you
7 mean by | ow.

8 M5. M HELI C Around 25 tons.

9 MR, KANERVA: Actually, | don't know. Bil
10 Conpton may be testifying about this. Caterpillar's
11 emssions at one of their facilities really are not
12 that large. | forget. I think they are not nore
13 than 25. That's Joliet. They are not a multi

14 hundred tons of source by far

15 M5. MHELIC. You stated earlier that you

16 participated in drafting the | anguage of Section 9.8, 17
correct?

18 MR, KANERVA: Yes.

19 M5. MHELIC. Can you tell me what

20 proportionate share nmeans in Section 9.8(c)(3)7?

21 MR, KANERVA: That's one where M. Mathur is
22 the best expert to describe that, not ne. |

23 steadfastly stayed out of the proportionate share

24 debate.
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(312) 419-9292

393

is that



394

1 M5. MHELIC. So you don't know what

2 proporationate share neans, the definition?

3 MR, KANERVA: | think he can give you the

4 nost accurate description of it. | think I have in

5 nmy mind a concept, but it gets involved to say it

6 correctly.

7 M5. MHELIC. | guess, for the record, Bharat
8 would be part of the panel that later we're going to
9 be able to ask questions to?

10 MR MATHUR: That's right.

11 M5. MHELIC. Do you know what the threshold
12 for sources that were going to be subject to the

13 South Coast Areas ReclaimProgram VOC reclaim

14 program was?

15 MR KANERVA: If recollection serves ne

16 correctly here, when they were still doing all three
17 pollutants, SO2 and VOCs, | think their threshold was 18 four tons
on an annual i zed basis, which is pretty

19 small

20 M5. MHELIC. Is there a difference between
21 sources in the South Coast area and the Chicago

22 area which makes it nore difficult to seek reductions 23 from
sources with four tons or above?

24 M5. SAWER: Could you restate that question?
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1 M5. MHELIC. Is there a difference between

2 the types of sources located in the South Coast area

3 and Chicago area which makes it nore difficult to

4 seek reductions fromfour-ton sources or involved in

5 the Chicago area?

6 MR, KANERVA: | have just a couple coments.

7 W are not at a four-ton level so I'mnot quite sure

8 why you're referring back to the four tons.

9 MS. M HELI C: ' mwondering why you chose --
10 why in the South Coast area, there are four tons and

11 what the difference of the source is here. Wy wuld 12 they need

to go down to four-ton sources?

13 MR KANERVA: |'m not --

14 M5. MHELIC | guess Bharat should be
15 answering these questions? | don't mnd

16 M5. SAWER He is a sworn in w tness.

17 That's fine.

18 MR. MATHUR There are no differences in

19 the kind of sources in South Coast and in the Chicago 20 area, but
we have to renenber that the South Coast

21 area, which is predomnantly Los Angeles, is an

22 extrenme nonattainment area and their need for VOC

23 reductions is significantly higher than in Chicago.

24 | believe that is one reason they went down to four
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1 tons.

2 MR, KANERVA: They have al so historically
3 regulated sources to a greater extent in the past

4 than we have had to do here so far

5 MR MATHUR That is correct.

6 M5. MHELIC. Do you know what the South

7 Coast Area Quality Managenent District is doing to
8 denonstrate conpliance with the Cean Air Act since

9 it has dropped its reclaimprogramfor VOCs?

10 MR KANERVA: ['mnot current on that.

11 M5. MHELIC  Ckay.

12 MR MATHUR  Let ne add to that.

13 Based on ny information, the South Coast 14 area has

not dropped their VOC reclaimprogram They 15 have deferred the
startup of that program

16 M5. MHELIC. Wen you say defer the startup

17 have the regul ations actually been enacted?

18 MR, MATHUR: | do not believe that they have

19 formally been adopted by their board. They have been 20 devel oped.
By deferred, | nean they have deferred

21 the startup of their VOC recl ai mprogram

22 M5. MHELIC. | guess I'mtrying to say when

23 you say startup of the VOC program it's not

24 enacted, so they have deferred enacting that program
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1 also.

2 MR MATHUR: That's ny information, but they
3 woul d know best.

4 M5. MHELIC. The rest of the questions are
5 specific.

6 THE HEARI NG OFFI CER:  Anyone el se?

7 MR TREPANIER  Good afternoon. |'m

8 M. Trepanier.

9 VWhat's your best estimate of the

10 manpower that's needed -- excuse nme -- the people

11 power that's needed to operate the systen?

12 MR. KANERVA: That's really a question for the 13 Air Board
to answer.
14 M5. SAWER: Yes. It's primarily going to be

15 the Air Programto inplenent it.

16 MR MATHUR: Let nme answer that. W plan to

17 inplement it with the staff we've got and if down the 18 road we
need additional staff, we shall so seek

19 additional staff.

20 M5. McFAVWN. How many persons is that,
21 Bharat?
22 MR MATHUR: If the Division of Air, there are 23 about 275

people. Exactly how many will be invol ved

24 in this particular program | cannot tell at the
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1 nonent.
2 M5. McFAVWN  Ckay.
3 THE HEARI NG OFFI CER:  Are there any ot her

4 questions?

5 MR, TREPANI ER: Is the program designed to net
6 a 12 percent reduction fromsource points by 1999?

7 M5. SAWER | think we've answered that

8 questions on numerous questions.

9 MR, TREPANIER:  Okay. |I'll ask the next

10 question, assuming that the answer to that is yes,

11 is that 12 percent reduction necessary for conpliance 12 wth the
Clean Air Act?

13 M5. SAWER | think we've answered that

14 question al so.

15 VMR TREPANIER  That has not been nmade cl ear
16 to ne. | have heard a nine percent rate of progress
17 is required and this programis shooting for 12

18 percent.

19 M5. SAWER: Well, we did explain that in

20 greater detail during M. Forbes' questioning or

21 M. Forbes' direct testinmony. He went through a

22 slide that explains that.

23 THE HEARI NG OFFI CER:  Can M. Kanerva answer

24 the question?
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MR, KANERVA: Well, the other three percent,
one percent is for the ACMA and two percent is to
sati sfy contingency requirenents that's | ooked for
in the inplenentation plan

If you are sitting in Bharat's seat

and you are trying to hit exactly nine percent,
it's alittle bit of a challenge to be confortable
with that. So there is an additional two percent
conti ngency there.

MR MATHUR Let ne add to that for the

record. The Clean Air Act requires an aggregate
ni ne percent reductions of the total VOC inventory
over a three-year period.

The Clean Air Act does not require that
each sector has to do nine percent. M. Forbes, in
his testinmony, and I, in mne, explained how we
arrived at the 12 percent of this particular
pr oposal

MR, TREPANI ER:  Maybe you can understand the

difficulty in assimlating this information when it
canme prior to the general description

| was reading in the EPA, Section 9.8,
that the design of the systemis to nmaintain

attainnment. |If given in 1999 we have nade the 12
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percent deduction, how would the tradi ng system

mai ntain -- have an effect on maintaini ng

attai nment ?

MR MATHUR: Let ne answer that. As we have

expl ai ned several tines over the last two days, this

particul ar reduction target of

first phase of the possible mul

12 percent is the

ti phase em ssions

reduction targets. The 12 percent is the initial

contribution, in other words, hel ping achi eve and

subsequent |y mai ntaini ng the ozone standard.

THE HEARI NG OFFI CER
guesti ons?

MR, TREPANI ER:  Yes.
what |'m asking, short of anot

does this programin 1999, thi

Are there any ot her

Vll, in this question
her rul emaki ng, how

s pollution trading,

assi st in maintaining attai nnent?

MR MATHUR: It does not. It does not intend

to achieve in maintaining attainnent at this tine.

agency has stated several tines af

20

21

22

23

24

conpl etion of the OTAG study,

ter the

we intend to conme back

to the board should it be determ ned that we need

further reductions on the stat
a continuation or revision to

VMR TREPANI ER  Ckay.
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progr am

1 to understand where |I'm not connecting with you on

2 this question. [I'Il rephrase it.

3 VWhen Chicago ultimately obtains

4 attainnment, is there anything in this trading

5 systemthat would assist in maintaining attai nnent?

6 MR MATHUR Yes. Wen we finally cone

7 inwith the final target reduction, the |evel of

8 emssions that will be achieved by the stationary

9 source sector at the end of the tradi ng program

10 that will be a final cap that those sources will

11 have to maintain.

12 By mai ntai ning that cap which would be
13 adequate to denonstrate attai nment, we expect we will 14 nmaintain
attai nnent.

15 MR. TREPANIER  You referred to the end of the 16
So that would be at the point of attainment 17 then?

18 MR MATHUR That is correct.

19 MR, TREPANIER: And is that al so your

20 understandi ng, Roger, that the programends at the
21 point of attainnment?

22 MR, KANERVA: No. The program doesn't end.
23 The reduction stops when you get to your attai nnent
24 target, but the em ssions cap -- what he is trying
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to say, the em ssions cap for each source stays in

pl ace and they continue to get allotnent and they

continue to have to show conpliance and in that way,

we are sure that we can stay at that reduced | evel of

em Sssi ons.

MR, TREPANI ER:  Wen that em ssions cap is in

place, is that going to be included in that source's

Clean Air Act permt?

MR KANERVA: Yes.

MR, TREPANIER: So if the cap is included

within the Clean Air Act permt, what purpose is

the granting of allotments and the tradi ng of

allotments -- howis that related to maintaining

that cap if the cap is already

clean air permt?

mai ntained in the

MR, KANERVA: Well, the cap is in the form of

an allotnment, X-nunber of ATUs,

em ssions at ten ATUs per ton

is. It's a certain amount of allotnment trading units 20

i ssued to that source.

21

22

23

24

and we covered their

That's what the cap

Now, it's up to themto do what they

will with that. They can use it for conpliance

purposes or if they nmake reductions of sone kind

and they have trading units available to trade
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wi th sonmeone else, it's all up to them Nobody

has to trade

The source, in fact, can act in a

traditional manner if they want and just do em ssion

reductions and sit tight. It wouldn't nake a whol e

ot of sense if they can get sone value of it, but

t hey coul d.

MR, TREPANI ER:  Coul d they use their

allotnents as collateral for a mllion dollar |oan, |

mean, given econom cs on the market.

MR KANERVA: That's not relevant to this.

M5. SAWER: That's a specul ative question

and M. Kanerva is not in a position to answer that

essentially legal or tax-based question.

THE HEARI NG OFFI CER

to this testinmony either. So

don't think it goes

t hi nk you can ask

anot her question if you have one.

MR, TREPANI ER:  Wen you recall the neetings

that were held in comng forward with the proposal

the nmeetings that you were able to recall, are

those -- do you recall a neeting where you cane

forward with this proposal, that you net with people

fromthe community that weren't fromthe potentially

regul ati ng conmuniti es?
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M5. SAWER: First of all, before we go on
with this questioning, you have asked this question
essentially in sone formor another with every
wi t ness and as Board Menber McFawn expl ai ned, we
are in the process of going through the public
hearings for this rul emaki ng proposal

This is the forumthat the Genera

Assenbly found to be the appropriate forumto conduct
these public hearings. | think you can answer in
terns of outreach neetings that we held.

MR, KANERVA: You used the word conmunity.

I will respond, but I'mnot sure if |I'm connecting
up with you. You can let ne knowif | amor not.

In terms of interested groups, we
obviously met with all the sorts of folks in the
regul ating conmunity, but we also net with public
interest groups. | think you attended one sort of
wor kshop session that we had. | believe it m ght
have been about the second drafts or maybe the
third.

| didn't doubl e-check this, but you sat
in on a workshop that Roy Harsch hel ped arrange with
us. There were sone public groups there. There was

public interest group participation fromthe Chicago
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hers as well the

Policy that sat in

on the nore or less quarterly policy advisory group

nmeetings that we had, the great

big group that we

woul d get together and update on our work.

That was the mai

n way we used to

outreach to people. |If they wanted to neet with

us and they had sone kind of workshop discussion

we woul d do that in group setti

| don't even recall a nunber.

ngs if we coul d.

It's a lot.

MR, TREPANIER: Did you hold a public

nmeeting with persons that had

envi ronnent al concerns

regardi ng the proposal as | had requested when |

did find out about the workshop in Chicago on the

day prior to it occurring and
nmeeting be held, was that ever
MR, KANERVA: The neet

was not held. What we did --

requested that such a
hel d?
i ng you are descri bing

and again, this is sort

efficiency thing, we felt it would nmake sense

20

21

22

23

24

to get public interest groups

toget her as sort of a

group type of thing to talk to as many fol ks as we

could or as possible.

The di scussi on basically was they

weren't confortable with that
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1 groups. So the whole thing sort of fell a part

2 and we finally wound up neeting with a coupl e of

3 themindividually, but we did not put in place

4 the nmeeting that you are tal king about.

5 MR. TREPANI ER: Do you have know edge t hat

6 the -- if the agency did any mailing to the mailing
7 list they established?

8 Are you aware of the mailing list that
9 vyou directed nme to for this proposal? Do you stil

10 recall that that existed?

11 MR, KANERVA: Yes. There is a mailing |ist
12 for everybody involved in our policy group activity.
13 There was a mailing list for that. Now, you are

14 saying proposal. That's probably a separate

15 arrangenent

16 M5. SAWER Yes. W sent out nunerous

17 drafts to the entire group

18 MR, KANERVA: Every one that was on the

19 original mailing list for the clean air policy

20 group?

21 MR, KANERVA: That's the mailing list. That's 22 who we
sent the draft various -- draft rules.

23 MR, TREPANIER Is that a mailing |ist

24 separate fromthe Cean Air Forummailing list?
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1 MR KANERVA: It's the sane.

2 M5. SAWER: It's bigger

3 M5. McFAVWN.  You seemto be having sone
4 confusion about the mailing list. | have to say
5 I'mnot quite sure what this mailing list is

6 nyself. 1'mnot sure howrelevant it is to this

7 proceeding. Maybe you could provide us with a copy

8 of it inits final formand just an expl anation of

9 when and how you used it?

10 THE HEARI NG OFFI CER:  Are there --

11 M5. SAWER: | guess. | nean, we have had

12 this question asked to numerous people. Mybe we can 13 tal k about
it after the hearing. | guess we are not

14 sure what you are trying to get at with all of these

15 questions.

16 MR TREPANIER: | can submit it in witing

17 because | know the names of persons, who held the

18 mailing list and what date they had the mailing |ist

19 on and what date you told nme ny name was on the |ist

20 and the fact that there was never a mailing from

21 this list although other lists were used. |I'mtrying 22 to ask
guestions along this and you seemnot to be

23 real clear on what mailing |ist was used.

24 M5. SAWER: \Well, we have nunmerous nailing
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guess at this point

since M. Kanerva has to leave at 4:00 that | wll

stop with this |line of question

ng. If you feel a

need to raise these questions at another tinme, and

I think possibly in the interim

you can talk to the

agency, you can raise those questions at the next set

of hearings and see what we get.

Now, if you have

ot her questions for

M. Kanerva beyond what mailing |list was used prior

to the proposal being filed, feel free to ask that.

MR TREPAN ER: kay.
m nut e.

THE HEARI NG OFFI CER
guesti on.

In the begi nni ng

I mght need a

kay. | have a

of your testinony,

you nentioned a feasibility study being done.

Now, was the study done before the final design

pr oposal ?
MR KANERVA:  Yes.
THE HEARI NG OFFI CER

the record?

Was that study part of

M5. SAWER: Let me just clarify what study

you're referring to. Since the pre-feasibility?
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MR, KANERVA: No, the pre-feasibility study.
M5. SAWER: | believe so. | have to | ook

t hough.
THE HEARI NG OFFI CER:  If you could, check to

see if it is? If it isn't, is there any way we could

get it included?

M5. SAWER  Sure.

THE HEARI NG OFFI CER: | have one ot her quick
question. | could probably read the rule and find
out for nyself, but I'll just ask it anyway.

In the year 2000, under the diagram
we are tal king about, how the agency has to nake
a ROP denonstration, is that to the U S. EPA?

MR, KANERVA: Yes.
THE HEARI NG CFFI CER | have one nore
guesti on.

In your discussion about the baseline
em ssions, | could probably figure this out too, but
you tal ked about you could substitute other years
justified by, you know, justified within the 1990
1997-year span. |If you are a new source, is there
a span for new sources to justify or do they start
wi th 1990/ 19977?

MR, KANERVA: | assune Chris will probably
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1 get into that with nore detail. |It's a separate 2 procedure for a
new source

3 THE HEARING OFFI CER:  Ckay. I'Il save it 4 then

5 MR, KANERVA: There's two different approaches 6 dependi ng

on whether it's a mmjor new source or not.

7 THE HEARI NG OFFI CER:  Thank you.
8 M5. McFAWN. | have a qui ck question al so.
9 Li ke Chuck is saying, it's probably

10 in the rule, but concerning interceptor transactions, 11 you said
ATUs will be assigned em ssion reductions, 12 who receives those ATUs,
for car scrapping activity, 13 the car scrapper or the state?

14 MR, KANERVA: Actually, that's sonething we

15 wound up streanmlining a fair amount. It started

16 out that we were thinking of just giving those to

17 whoever it is that generated the actual reduction

18 like the car scrapper or whatever.

19 W finally realized that in order to

20 keep the mechanics of the systemworking better, et 21 cetera, any
of those reductions ought to be applied 22 for through one of the
partici pants.

23 So we actually -- actually, part of

24 the sponsorship would be linked up to the
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1 participating source or a general participant and 2 they would
actually be part of applying for those 3 and they are the ones that
woul d actually get the 4 ATUs.

5 M5. McFAWN. So for instance, if it was a 6 car scrapper, it

woul d make nore sense that they 7 would be a general participant?

8 MR KANERVA: Right.
9 M5. McFAVWN.  Thank you.
10 THE HEARI NG OFFI CER:  Are there any ot her

11 questions?

12 MR, DESHARNAI S: | have one question. You

13 nentioned that the ERVMS database will be available in 14 bulletin
board format. |Is that going to be available 15 on the Wrldw de Wb or
how i s access

16 to that going to be?

17 MR, KANERVA: That's an interesting thought. 18 It could
be, but at this point, we really focus nore 19 on just having it set up
as a database -- a typical 20 database to be accessed by the account
hol ders as our 21 nmain focus. That doesn't nmean that we couldn't put
22 it up for anybody to access on a broader scale.

23 MR, DESHARNAIS: The question I'mgetting at 24 is access.
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MR, KANERVA: Right. W clearly would want
to have good accessibility because we have had --
this question about how do we find each other in
t he mar ket pl ace and we don't want to wander around
blind and all the rest, that's cone up continuously.
So we said anybody woul d be able to access and find
out if people were posting units for sale or
interested in a purchase or actually check all ot nment
| evel s, too, so you can kind of make your own

judgment as to who to talk to.

THE HEARI NG OFFI CER: M. Newconb?

MR NEWCOVB: | have just a quick question

Has the | EPA already determ ned who the
contractor is to design the ERVS dat abase?

MR, KANERVA: No, and we are taking no
applications today!

MR. TREPANIER  When the emi ssions -- when
certain em ssions are not regul ated under this
program em ssions such as energency conditions
or startup and mal function, if those are provided
for in the operating permt, has the design team
total ed the anount of em ssions fromthe source
points that they are exenpting fromthe progran?

M5. SAWER: This is a question that |
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woul d defer to M. Romaine or M. Forbes.
MR, TREPANI ER:  Ckay. You nentioned that in
Decenmber of '93 that the design teamwas surprised
to learn that the reductions in NOx might actually
i ncrease the ozone.
My question is since the late '80s,

the U S. EPA and specifically in 1989, the Ofice
of Technol ogy Assessnent, has published information
saying that it's historically known that NOx is not
the problemin urban areas and reductions in NOx
m ght actually increase ozone. Howis it that the
design teamwas surprised in Decenber of "93 with
this information?

MR, KANERVA: That's really a question for
you.

MR MATHUR Let ne answer it. You are
correct in stating that it has been denonstrated
prior to 1990 that NOx reductions may increase
ozone.

The Cean Air Act in 1990 that all owed
the use of VOC reductions and NOx reductions towards
credit for ROP was a particularly attractive
opportunity in the Chicago area where NOx production

had not been previously sought therefore would have
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1 been relatively cheap to get.

2 The agency was hoping that those NOx

3 reductions would becone available for use in a

4 Chicago ROP strategy. It was on that basis that

5 the design team enbarked on a NOx trading program

6 The surprise came when nodel i ng done

7 by the Lake Mchigan Air Directors Consortium which

8 | discussed yesterday, confirnmed that the phenonmenon

9 that had been known before did exist in Chicago.

10 Therefore, NOx was not avail abl e because 11 of its
attractiveness. That was a surprise. Not all 12 wurban areas of this
country are experiencing the same 13 phenonenon. It is not true that
NOx is not a viable

14 option in all urban areas.

15 MR, KANERVA: |In fact, the Ozone Trading

16 Commi ssion for the northeast has al ready agreed

17 to and voted on and is pursuing the inplenmentation

18 of a NOx reduction study for the northeast because

19 their nodeling showed a different effect.

20 MR MATHUR: That is correct.

21 MR, KANERVA: It really is area-specific in

22 how it works out.

23 MR, TREPANI ER:  kay.

24 MS. M HELI C: | have one nore question
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I think you stated during your testinony that the
agency is still considering a NOx reduction program
in the Chicago nonattai nment area.
I's that correct or not?

MR, KANERVA: No, NOx reductions in Illinois.
In other words, upw nd because of this OTAG
background ozone study process that's underway,
there may turn out to be NOx reductions outside of
Chi cago

M5. MHELIC. But you are no | onger
consi dering NOx reductions inside the Chicago area?

MR. KANERVA: That's correct.

MR MATHUR Let nme add to that. Like
testified yesterday, it is still our technica
concl usi on that NOx reductions in Chicago cause
di sbenefits. W await final results of the OTAG
analysis to determine if that continues to be the
case under all of OTAG s scenarios and even if it
continues to be the case, are there any benefits
from NOx reductions in Chicago that outweigh the
di sbenefits?

Therefore, we have not finally concluded 23

there never will be NOx reductions in the

24

Chi cago nonattai nnent area. That is our position as
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1 of today.

2 M5. MHELIC. Has OTAG cone up with any

3 conclusions of what benefits there may be to NOx

4 reductions in the Chicago area?

5 M5. SAWER: |1'mgoing to object to this line
6 of questioning. This is a VOC em ssions reduction

7 programthat we are tal ki ng about here.

8 M5. MHELIC. And | think with all of the

9 alternatives here, the reason that the VOC program
10 has arisen is because it was a NOx reduction program 11 |Initially,
there is testinony that was provided this

12 afternoon to cause it to realize NOx isn't right,

13 let's go to the VOC program and --

14 M5. SAWER And | realize that, but | think
15 there is a level of questions that are relevant in
16 that area, but too nmany questions, | just don't see,
17 as relevant to this proceedings.

18 M5. MHELIC. Well, because if there are NOx
19 reductions in the Chicago area, when | have heard

20 testinony yesterday and today, that is going to

21 perhaps cause further reductions in VOCs to be

22 required because it will be a disbenefit in this

23 area that will actually cause ozone to increase.

24 THE HEARI NG OFFI CER:  What was the question
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agai n?

M5. MHELIC:. Wat are the benefits from--
what are sone of the benefits that OTAG has concl uded
exi st when there are NOx reductions in the Chicago
nonatt ai nment area?

THE HEARI NG OFFI CER:  Can you answer that?

MR MATHUR  Yes, | can answer that.

OTAG has not made any final conclusion
yet .
THE HEARING CFFICER  It's five minutes to
4:00. M. Kanerva has to leave a 4:00. So if there
are any questions to his overall statenents today,
why don't we ask M. Kanerva those questions?
I"msure Bharat will be around for the
next set and so will M. Kanerva, | hope, but let's
focus on M. Kanerva for this last five mnutes.
Are there any nore questions?
kay. Let's go off the record.
(Wher eupon, a di scussion
was had off the record.)
THE HEARI NG OFFI CER: | think the next
hearing we will start off with the agency's
presentation of the testinony of the several

wi t nesses. They have mentioned Chri s Romai ne,
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Don Sutton, David Kolaz, and Gail. | forget

Gil's | ast nane.

W will do that in the norning and then

we will start up with the questions for themas a
panel group who will be joined by D ck Forbes and
Bharat in the afternoon.

On the 4th, then, we'll start off, |
believe, with M. Goffrman's testinony, if he has
anynore and questions of him |In the afternoon,

I guess we will junp back and see if we have any
testinmony fromthe agency unl ess we have questions
fromthe other day for the panel before we go on,
if that's okay.

M5. McFAWN. | woul d say what Chuck all uded
to was that we m ght have to have nore hearings and
dependi ng on how the questioning of the panel goes,
we probably will have a better idea on the 3rd and
4th. We would | ove to know now, but that's
premat ure.

Do bring your calendars with an idea
of when you think you m ght be able to reconvene.
VWhat we will do is try to set aside a couple of
dates that we know we can get roons for and present

themto you at that tine.
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MS. M HELI C: I just have a question. There
was one -- a person nentioned earlier that would be
testifying on the 3rd -- not on the 3rd, but on the
4th on the econom c inpact analysis. Wat was the
nane of that person?

M5. SAWER: Cal Case.

M5. MHELIC. And is there any prefiled
testinmony by Cal Case?

M5. SAWER: No, there isn't.

M5. MHELIC. And will there be prefiled

testinmony prior to the hearing?

M5. SAWER: |'mnot entirely sure. He is
essentially -- the purpose of his testinmony is that
he is an economist. He has essentially taken a | ook
at what we did, but he has not conducted an
i ndependent economi c anal ysi s.

M5. MHELIC. | think that the purpose of
the prefiled testinmony is to allow an opportunity
to allow prefiled questions and that opportunity
will not be available for his testinony.

THE HEARI NG OFFI CER:  Let's go off the record
for a second.

(Wher eupon, a di scussion

was had off the record.)
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THE HEARI NG OFFI CER: So we were tal king
about how the 3rd and 4th are going to be handl ed.

| also have nentioned that this

transcript is being done expeditously, which I am
told by Lori that we will have it by Mnday of next
week. Hopefully, that will be here in the board's
office for review You can get copies from Lori.

W will be putting it on the web for review hopefully
by Tuesday or Wednesday.

Wth that, | will end unless there is
somet hing el se to be discussed fromtoday's hearing.
I will see you all on the 3rd at 10:00 o' cl ock.

(Wher eupon, the proceedings held
in the above-entitled cause were
adjourned to be reconvened at

10: 00 o' clock a.m on February 3,

1997.)
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