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1 THE HEARI NG OFFI CER: W are going to get

2 started today. Good norning. M nane is Chuck

3 Feinen. [I'mthe assigned hearing officer to this
4 matter. Also here today with the board is Mrili
5 MFawn.

6 M5. McFAWN:  Good norni ng.

7 THE HEARI NG OFFI CER:  Joseph Yi.

8 MR, Yl: Good norning.

9 THE HEARI NG OFFI CER:  Kat hl een Hennessey.
10 M5. HENNESSEY: Good nor ni ng.

11 THE HEARI NG OFFI CER:  Richard G Il --

12 MR. Mcd LL: Good norning.

13 THE HEARI NG OFFICER. -- a new assistant to
14 Kat hl een Hennessey and Kevi n Desharnai s.

15 MR. DESHARNAI S:  Good nor ni ng.

16 THE HEARI NG OFFI CER:  Sitting next to nme is
17 Elizabeth Ann, one of our technical unit support
18 staff or nenber.

19 Al'so, in the back of the roomis Anad

20 Rao and Hiten Soni, whomwe are trying to hide, but 21
t hey are back there too.

22 The proposal that's before the board

23 today was filed on Cctober 7, 1996, by the agency

24 pursuant to Sections 27 and 28 of the Environnental
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1 Protection Act.

2 The proposal includes rules designed to 3
i npl emrent Section 9.8 of the act, which is entitled

4 Em ssions Reduction Market System

5 The agency has prefiled sone testinony. 6
There have been prefiled questions. There have been 7
two sets of hearings set up for today, tonorrow, and 8
then again on the 3rd and 4th, all of which are as

9 of now designated for the agency to propose their

10 proposal.

11 There have been several hearing officer
12 orders dealing with prefiled testinony and prefiled 13
guestions that spell out what's been going on, but

14 just for clarification, we were hoping to get

15 prefiled questions in for this first set.

16 Due to sone late testinony filing, Chris
17 Ronmine's testinmony and prefiled questions for Chris
18 Romaine will be held over for a later date. Mbst

19 Ilikely, that will be the 3rd and 4th. | don't see

20 any other way around it.

21 Al so, in the back, | should note that

22 there are sone handouts fromthe agency and fromthe
23 board. The handouts fromthe board or at |east sone

24 handouts fromthe board are a service |list as of

L. A REPORTING - (312) 419-9292
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2
3
4

today's date. That's in the back
Also, in the back, are two lists; the
notice list and service list. |[If you haven't been

added to the service list or notice list yet, please 5

feel free to sign your nanme on the appropriate |ist

6
7

in the back

Before we get started, | have indicated 8

that there is a notion that wants to be presented.

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

MR. TREPANIER: Yes. |'mLionel Trepanier.
| have filed an appearance and | am com ng forward
as a respondent requesting an extension for prefiled
guestions. | have ny notion in support of that.
Could | bring that to the hearing
officer at this time?
THE HEARI NG OFFI CER.  Yes.
Could we go off the record for alittle
bit?
(Wher eupon, a di scussion
was had off the record.)
THE HEARI NG OFFICER: M. Trepanier filed
a notion for an extension of time for filing prefiled
guesti ons.
To summari ze what the notion states,

it's basically due to the late filing of Chris

L. A REPORTING - (312) 419-9292
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2
3
4
5
6

Romai ne' s testinony and the post office service,

and so forth and so on, and t

receive all the testinony unt

hat M. Trepanier didn't

il about two business

days prior to the required prefiled date of

testi nony.

VWhat | think the

nmotion asks for is for 7

himto be allowed to ask questions at the February

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

it would be unconstitutional

3rd, and if need be, the Febr

s that correct?
MR TREPANI ER:  Yes.
THE HEARI NG OFFI CER

summary of the notion

Bonni e, do you h

MS. SAWER |'mj ust

uary 4th hearings.

That's pretty much a

ave anyt hi ng?

wondering are you

intending to prefile questions prior to those dates?

MR, TREPANIER | saw

in the order that |

received fromthe board postmarked the 14th of

January where it has set a certain date for

subm ssion of prefiled questions.

MS. SAWER Right. |

going to file it later? You

your

prefiled questions |ater

MR. TREPANI ER:  Yes.

L. A REPORTI NG -

mean -- but you are
re requesting to file
, IS that correct?

The contention is that 24

to nove forward and not
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al l ow an opportunity for nmeani ngful cross-exam nation
of the wi tnesses.

There is a certain right that's being
exercised and it would be a denial to not allow the
W tnesses to be cross-exam ned in a nmeani ngful way.
That includes | ooking at a proposal and having tine

to consider that testinony.

M5. SAWWER: Certainly. | guess |I'mjust
wondering are you -- did you request a specific date
that you want to prefile testinmony on? | didn't

quite follow that.
THE HEARI NG OFFI CER: | think that what
M. Trepanier -- do you nean prefiled questions?
M5. SAWER  Yes, |I'msorry.
THE HEARI NG OFFI CER: | guess nmaybe to nake 16

this alittle bit quicker, is there any way that you 17

could prefile questions by January 31st for the

18
19
20
21
22
23
24

W tnesses that are here today so they can prepare by
the 3rd and 4th to respond to those questions?

MR. TREPANIER  That's ten days from now.
That seens fairly likely.

THE HEARI NG OFFI CER:  That's okay then?

MR TREPAN ER:  Yes.

THE HEARING OFFICER: So if | were to grant

L. A REPORTING - (312) 419-9292
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the notion, you would prefile your questions and
serve the service list with those questions by
January 31st and then --

MR. TREPANIER: | at |east would have the
reservations that the agency had in the size of the
service list. | have even nore concerns being with a
very limted incone.

So | would seek that | file a copy
with -- of ny prefiled questions with the clerk and
then the clerk make those available to the
respondents so that they have it.

THE HEARI NG OFFI CER:  Unfortunately, | don't 13

think that the board is prepared to do that. Part

14
15
16
17
18
19
20
21
22
23
24

of the cost of participating in these hearings and
filing questions and being on the service list is
that you al so serve other participants on the service
list.

If we were to allow participants just to
file one copy with the board, the board would then be
in the business of serving everybody eventually. W
just can't let that happen.

MR. TREPANI ER: Ckay. | understand what
you're saying, then, is that you are requesting

that the service |list be provided with the service

L. A REPORTING - (312) 419-9292
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1 or mailed by the 31st of January first class?

2 THE HEARI NG OFFI CER:  Excuse ne?

3 MR. TREPANIER: The prefiled questions should
4 be mailed January 31st. That's ny understandi ng of
5 what the board would like and that it be mailed to

6 the service list?

7 THE HEARI NG OFFI CER:  That woul d be

8 sufficient. O course, if there is any way you can
9 get us a copy because when you nmail themon the 31lst,
10 it sonetinmes takes four days and sonetimes even

11 | onger.

12 | f you can give us a copy, we can

13 maybe -- if, like, the agency wants to call us up

14 for that, we can get it to themright away instead
15 of themwaiting for it to come in the mail.

16 MR. TREPANIER: Ckay. So if | understand

17 this, you want a copy in the office on the 31st?

18 THE HEARI NG OFFI CER: Ri ght, and then you

19 can mail everyone else on the service |list a copy
20 of your questions also.
21 MR. TREPANI ER.  Ckay.
22 THE HEARI NG OFFICER: If that's okay with you 23

and the agency doesn't have any problens with that,

24 1'1l grant that notion --

L. A REPORTING - (312) 419-9292



© 00 N o o b~ w N P

N NN NN R R R R R R R R R
A W N P O O 00 N O O B W N +—» O

11

M5. SAWER: That's fi ne.

THE HEARING OFFICER: -- with the condition
that M. Trepanier get a copy to the board on the
31st and then mail a copy to all persons on the
service list on the 31st.

Then, on the 3rd and 4th, all of the
agency witnesses who testify today will be back to
respond to those questions.

MS. SAWER: There are a couple of w tnesses
that we are going to have testify this afternoon.
They are not fromthe agency. They are nenbers of
the design team

It wasn't our intention to have them
cone back on the 3rd and 4th. If you need sone
tine to take a little break to ask them questions
or sonething like that, that's fine

Their testinony is going to be rather
general market-based introductory-type stuff. It
wasn't our intention, though, to have them conme back.

THE HEARI NG OFFI CER: \Where are these people
fronf

M5. SAWER: Well, one is fromthe
Envi ronmental Defense Fund. He is out of Wshi ngton,

D.C. The other two are fromthe Chicago area. They

L. A REPORTING - (312) 419-9292
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are from Commonweal th Edi son and --

THE HEARI NG OFFI CER: | woul d expect the
people fromthe Chicago area would be able to --

M5. SAWER: Make it back?

THE HEARI NG OFFI CER: -- make it back. Wo
is the witness?

M5. SAWER: Joe CGof f man

THE HEARI NG OFFI CER: WIl he be here today?

M5. SAWER  Actually, he won't be here unti
t onor r ow.

THE HEARING OFFICER: Did he prefile his
testi mony?

M5. SAWER: We prefil ed overheads.

THE HEARI NG OFFI CER:  But you didn't prefile
his testinony?

M5. SAWER: Not specifically, no. He is
going to do nore of a presentation.

THE HEARI NG OFFI CER: Let's go off of the
record for a second.

(Wher eupon, a di scussion
was had off the record.)

THE HEARI NG OFFICER: M. Trepanier, did you

want to ask sonething or respond?

MR. TREPANIER  Yes, | did want to respond

L. A REPORTING - (312) 419-9292
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1 to sonmething. | believe that all of the w tnesses

2 are subject to the sanme requirenents that they be

3 available for a neaningful cross-exam nation.

4 | would say that even in this instance,

5 that the material that the agency desires to have the 6
W tness testify upon is material that they should

7 have served in an expedited manner as they have

8 requested.

9 If there is any fault that could be

10 found in a situation that presents us where the

11 agency wants to put on testinony, where they had

12 in a tinely fashion put in the prefiled testinony,

13 that's the agency's responsibility, and that was

14 their choice.

15 Now, | think presented with this is that
16 we need to hear nore fromthe agency as far as what

17 it is that makes it so inportant that this w tness be
18 put on tonorrow and not on the next hearing when they
19 would allow for the neani ngful cross-exam nation to a
20 person

21 M5. SAWER:  Well, first of all, this

22 testinony -- the board' s order initially required us 23
to prefile testinony by a certain date. W requested 24 a

wai ver fromthe requirenment to prefile all portions

L. A REPORTING - (312) 419-9292
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of the testinony and for an extension.

We did file overheads that these
W tnesses will be using on January 2nd and we sent
t hem overnight mail to everyone on the service |ist.

At that time you were not -- oh, no.
| believe we did send it overnight to you also. So
this isn't a portion of the testinony that was filed
at the later date.

| would like that -- what | would Iike
to happen is that the witness essentially listen to
the testinony and nmake a determination if he believes
that he needs additional tinme to prefile questions on
t hat .

We al ready have -- the person who is
com ng from Washi ngton, he has al ready been schedul ed
to come in fromWshington. He has a flight in. It 17
be that M. Goffman could be available on the
|ater dates. | don't really know.

THE HEARI NG OFFI CER: Wl |, didn't you say
that he was going to testify tonorrow afternoon?

M5. SAWER  No, tonorrow norning.

THE HEARI NG OFFI CER:  Tonorrow norning. And
you hope that all of the cross-exam nation woul d

happen tonorrow?

L. A REPORTING - (312) 419-9292
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M5. SAWER Right. | nean, this testinony
is not going to be the detail ed technical portions
of this rule. 1It's going to be nore general market
i nformation.

MR, TREPANIER Well, this clearly -- this
information -- that market information is what would
be the subject of the inquiry of the board in making

a determnation if the proposed regul ati ons do

© 00 N o o b~ w N Pk

fulfill the intent of the Environmental Protection

[
o

Act's section that's being inplenented.

[ —
[ —

Also, | wanted to say that the January

=
N

2nd filing of the overhead didn't sufficiently

[
w

provi de an opportunity for a basis for a neani ngful

14 cross-examnation and that's because of the agency's 15
| ack of diligence in followng the rules and as it

16 says in the notion, they failed to provide the copy

17 of the proposal when the board took this matter and

18 set it for hearing.

19 At that point the rules required that

20 the proposal be available, but it was not. The

21 agency representatives left the board neeting before 22
the end of the neeting and were unavail able at the

23 end of what | believe was on or about Decenber 5th.

24 So a copy of the proposal was not avail abl e.

L. A REPORTING - (312) 419-9292
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didn't receive that proposal until on or after
January 8th.

As it says so in the notion, | believe

1

2

3

4 that this agency deliberately failed to allow this
5 rulenmaking open for a public review and that's why
6 they didn't use their owm mailing list to let the

7 interested parties know that the rule was now pending 8
before the board.

9 THE HEARI NG OFFI CER:  Are there any

10 other comments fromthe audi ence?

11 M. Harsch?

12 MR. HARSCH: | am Roy Harsch. | think
13 that counsel for the agency has nade a very good

14 suggestion. The hearing officer has deferred the

15 ruling until tonorrow when we have had an opportunity

16 to hear the testinony and ask questions fromthe

17 floor.
18 Per haps there wll be no need for
19 testinony -- the need for additional testinony as

20 questioning is presented and we woul d have the

21 opportunity then to nmake appropriate notions for
22 the hearing officer to rule.

23 THE HEARI NG OFFI CER:  Ckay. This is

24 what | amgoing to rule. As far as the w tnesses

L. A REPORTING - (312) 419-9292
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that can definitely show up for the 3rd and 4th, I am?2

going to grant the notion.

3
4
5

be.

7

As far as M. Coffrman's testinony, |'m
going to reserve ruling on that until after we hear

his testinmony and see how nmuch questioning there will 6

Additionally, there is an option that

8 we mght have to have several nore dates for hearings 9

beyond the 3rd and 4th at which tine he nay be

10

required to conme back and provide responses to those 11

questions if he cannot nmake it in for the 3rd and

12
13
14
15
16
17
18
19
20
21
22

4th. | will reserve on that until after tonorrow
M5. SAWER:  Ckay.
THE HEARI NG OFFI CER:  Are there any further
coment s?
Do you understand the ruling?
MR. TREPANIER  Yes, sir. Thank you.
THE HEARI NG OFFI CER: Ckay. Let's proceed.
Are there any other notions before we
start today? Are there any other questions before we

start today?

Al right. Well, then, I would Iike to 23

turn it over at this time to the agency for their

24

proposal on the rul emaki ng.

L. A REPORTING - (312) 419-9292
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MS. SAWER: Good norning. M nane
is Bonnie Sawyer. | amrepresenting the Illinois
Environnental Protection Agency in this matter.

The Illinois EPA is proposing a rule
today to fulfill the rate of progress requirenments
of Section 182(c) of the Clean Air Act, which wll
be described in greater detail in the agency's

testi nony.

© 00 N o o b~ w N Pk

The proposed rule is entitled Em ssion

[
o

Mar ket Reduction System It's proposed pursuant to

[ —
[ —

Section 9.8 of the Illinois Environmental Protection 12
Act. This section directed the Illinois EPAto

13 design a market systemto neet post-1996 Clean Air

14 Act requirenents.

15 There are procedural rules that have

16 been filed to acconpany this proposed rule

17 additionally.

18 The agency would |ike to proceed with

19 questions or proceed wth testinony by perhaps a

20 group of people and then ask questions after that.

21 | can describe in greater detail how

22 we would like to proceed. W are going to begin our 23
testinmony with David Kee fromthe U S. EPA, Region 5.

24 M. Kee wll provide testinony on the

L. A REPORTING - (312) 419-9292



© 00 N o o b~ w N Pk

N NN NN R R R R R R R R R
A W N P O O 00 N O O B W N +—» O

federal prospective for the need of reductions in
emssions and a little bit about the federal and
state rel ationshi p.

| f anyone has questions for M. Kee,
we woul d suggest that those questions could be asked
i mredi ately follow ng his testinony.

Next, the agency will present testinony
by Bharat Mathur and Richard Forbes on the air
qual ity planning aspects on which this proposal is
based.

It's our hope that both M. WMathur
and M. Forbes will testify and then we will have
guestions -- any questions that you choose to
ask to them

This will be foll owed by testinony
by several of the nenbers of the teamthat hel ped
to design the conceptual franmework of the proposed
rul e.

These people will be Philip O Connor
from Pal mer and Bel |l evue, Robert LaPlaca from
Commonweal t h Edi son, and Joseph CGof fman of the
Envi ronent al Def ense Fund.

As | stated earlier, M. CGoffman will

testify tonorrow. His testinmony will be foll owed by

L. A REPORTING - (312) 419-9292
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an overview of the proposal by -- presented by Roger
Kaner va.

After that testinony, we wll follow
with testinmony by Illinois EPA personnel on various
conponents of the rule.

After that, we will present an
economc -- testinony on the econom c anal ysis
performed in support of the proposal and then we
will end testinony by several other nenbers of the
design teamand they will essentially be presenting
testinony on their perspective of the proposal.

In terns of the questions filed, in
sone cases, | think it would probably be better to
wait until the agency presents its detailed testinony
on the various conponents of the rule to proceed with
sone of the questions because just in terns of having
t hi ngs going snmoothly and the way things are ordered,
it would be better if the agency wi tnesses were there
as a panel to respond to the questions.

That's all | really had.

THE HEARI NG OFFI CER: Let's go off the record,
pl ease.
(Wher eupon, a di scussion

was had off the record.)

L. A REPORTING - (312) 419-9292
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THE HEARI NG OFFI CER: | think that's what
we are going to do is proceed how t he agency
proposed. W are going to |let people ask their
prefiled questions as we go as they pertain to the

testinmony or the section. At the end of the prefiled 6

gquestions, of course, people with prefiled questions

7
8
9
10

wll be allowed sone foll ow up
At the end of that we will allow people
who did not prefile to ask questions. However, we

will have to see how that goes. W w Il reserve the 11

right to nove things on and tell people that that's

12
i's
14
15
16
17
18
19
20
21
22
23

been asked and answered and nove on. So if everyone 13

okay with that, | think we will start with the

agency?
MR. TREPANIER: | have brought sone prefiled

gquesti ons.
THE HEARI NG OFFI CER:  Yes.
MR. TREPANIER So | would like that

opportunity to have those addressed at the tine of

the testinony when it's nost appropriate.
THE HEARI NG OFFI CER: Did you bring copies
or --

MR. TREPANIER: | have the originals now So 24

before the witness conmes, do | need to present that

L. A REPORTING - (312) 419-9292
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1 to the agency?

2 M5. SAWER  We woul d appreciate it if you

3 could give us a copy as soon as possible.

4 M5. MFAWN. Have you filed a copy with the

5 clerk?

6 MR. TREPANIER: No. Having just gotten the

7 previous ruling, | have not filed these.

8 THE HEARI NG OFFI CER:  Let's go off the

9 record.

10 (Wher eupon, a di scussion

11 was had off the record.)

12 THE HEARI NG OFFICER: M. Trepanier, in the

13 earlier notion this norning, we gave you an extension
14 to file those by the 31st. The agency is going to

15 have all of the witnesses that they will have testify
16 today back again on the 3rd. Maybe we will start

17 out the proceedings on that norning with the

18 questions that you will have filed on the 31st,

19 which would include those that you have there.
20 MR. TREPANIER  Well, | would offer that what 21

my preference and what |'m seeking is that | be
22 allowed to present ny questions of these w tnesses
23 instanter.

24 THE HEARI NG OFFI CER  Ri ght.

L. A REPORTING - (312) 419-9292
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MR. TREPANI ER: When | |ast received the
board's order after the 14th, this is ny opportunity
to cone in, you know, real quickly and say | have ny
gquesti ons.

THE HEARI NG OFFI CER: Right. What |'m saying
IS we're going to give you an opportunity on the 3rd
to ask all of those questions of the w tnesses who
wll testify today.

MR. TREPANIER | believe sonme of the purpose
of the hearing wouldn't be served if the questions
from sonmeone who is comng forward froma point of
view claimng that this point of view has been
bl ocked out to then proceed with the testinony in
guestions on the testinony mnus that critical --
those critical questions which are avail able and |
do have themto give themto the agency today.

THE HEARI NG OFFICER: M. Trepanier, you filed
a notion for an extension on prefiled questions to
ask those questions. | granted the notion so that
you could file those at a |ater date and ask those
questions on the 3rd. | think it's sufficient -- |
mean, it's fair for you to be allowed to do that.

In all honesty, it's fair to allow the

agency sone tine to | ook at those questions and it's

L. A REPORTING - (312) 419-9292
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1 also justifiable. | think what we are going to do is 2
just let you ask your questions on the 3rd.

3 Now, after everyone el se has asked their 4
prefiled questions today and there is sone rebuttal,

5 we will open the floor for sone questions to the

6 general public. |If you feel the need to ask those

7 questions then, you can. However, you wll still

8 have the right to do it on the 3rd.

9 Now, |'m not going to guarantee today

10 that we are going to have tine for everyone to ask

11 questions after the people who have prefiled

12 questions to ask questions.

13 MR. TREPANIER: Well, | would just add that
14 | would think that would be fair. The testinony is
15 punctured with questions. It would be in that area

16 that's being questioned that M. Trepanier, nyself,
17 has questions that he has worked on for prefiling and
18 imrediately followng the receipt of this board's

19 order, he has brought them

20 M5. McFAWN: Have those questions been

21 prefiled with the clerk of the board or are they just
22 in your possession now?

23 MR. TREPANIER: |'m seeking to present them

24 instanter.
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M5. McFAWN:  Generally,

this is a rul emaking.

25

What we try to do is have things prefiled so they can 3

reviewed by the agency so that their w tnesses can 4

nore responsive to those quest

ions, nore fully

responsive than they can if the questions are just

general |y asked instanter, to

use your word.

In that way, it nmakes the record nore

orderly. It answers your questions nore fully. |

t hi nk what the hearing officer

has suggested here is

you have several options. You can go ahead and

prefile those questions and they will be taken in

the order as they are received.

You al so have the option of waiting

until or filing before January 31st and havi ng the

opportunity of posing those questions to the agency's

W tnesses at the next set of hearings in February.

You al so have the option at the close

or at the tine of the hearing

guestions are being

posed of the agency's witnesses to ask those

guestions, and that wi |l probably happen tonorrow

based on what | am hearing, and you can ask those not

even having prefiled themas t

ime allows, as can

anyone else sitting in the audi ence that has not

prefiled questions as of this tine.

L. A REPORTI NG -
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t an opportunity for

yoursel f and anyone el se in the audience to ask

guestions of the agency's wi tnesses at a pertinent

time, at a critical

time, and yet keep our record

orderly so we can review the record because it's

hard to take in al

that's said and it's inportant

that our witten record be | egible and understandable 8

is today's proceeding.

So | have just |

aid out the three

options. | think the hearing officer has tried to

do the sane.

options. Ckay?

THE HEARI NG OFFI CER

proposal , Bonnie?

M5. SAWER: Sure. |

our first witness, David Kee,

THE HEARI NG OFFI CER

W t ness?

(Wt

VWHEREUPON:

call ed as a witness herein,

SWOor n,

DAVI D

deposeth and saith as

MR. KEE: M. Hearing

L. A REPORTI NG -

You are free to exercise any of those

Do you want to start the

Il start by introducing

of the U S EPA

Wul d you swear in the

ness sworn.)

KEE,

havi ng been first duly

foll ows:

Oficer, nmenbers of
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1 the board and staff of the board, good norning.

2 Ladi es and gentlenen, ny nane is

3 David Kee, K-E-E. | amthe director of the Ar

4 and Radiation Division of Region Five of the

5 United States Environnmental Protection Agency.

6 It's a pleasure to be here this

7 norning to present testinony fromthe United States
8 Environnental Protection Agency on this proposed

9 rule.

10 | have been asked to give a little bit
11 of background information about nyself. | wll try
12 to keep this brief. I'ma native of Illinois. |
13 was born and raised in Harvey, Illinois. | majored
14 in economcs at the University of Illinois.

15 In 1963, | entered federal service with 16

the United States Public Health Service, which is a

17 predecessor agency of the U S. EPA

18 In 1970, | actually served as an

19 assistant to the first chairman of this board, David 20
Curry.

21 Since 1979, | have served in ny current 22
position, which essentially directs the

23 inplenentation of the Clean Air Act in the M dwest.

24 Wth that, | will go ahead into ny
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testinmony. Again, the U S EPA really does
appreciate the efforts that the state of Illinois
and other states are putting forth to inprove air
qual ity.

In the last 25 years, we have nade very
significant strides in inproving air quality, but
much remains to be done.

U.S. EPA understands the difficulties
that states, industries, and our citizens face in
achieving greater reductions in em ssions.

Congress al so understood this difficulty
and it turned toward innovative em ssion reduction
methods in its 1990 anendnents to the Clean Air Act.

The nost noteworthy exanple of a new
approach to air pollution control was the Cean Ar
Act's acid rain prograns allocation and trade
system

Additionally, the title won
nonat t ai nnment provisions, authorized the use of
i nnovati ve approaches such as econom c incentives and
ot her market - based appr oaches.

Finally, the Title 5 permt program of
the Cean Air Act was designed to acconmopdate the

flexibility needed to inplenent such prograns.

L. A REPORTING - (312) 419-9292
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1 The federal governnment itself is

2 clearly turning towards using the free market to

3 control air pollution and we appreciate the

4 | eadership and innovation that the state of Illinois
5 is putting forth in this area and in particular, in
6 the trading systemunder review in this proceeding.

7 U S EPAis further encouraged

8 that Illinois is nmoving in the right direction to

9 inprove its air quality and the air quality of its
10 neighboring states.

11 As for the em ssions reduction market

12 rule, U S. EPA has had several opportunities to

13 reviewdrafts of this rule. W are |ooking forward
14 to reviewng this rule formally as a state

15 inplenentation plan revision once it is adopted by
16 the board and submtted today to the federal

17 governnment by the state of Illinois.

18 On perhaps a nore sober note, | should
19 have to note that the U S. EPA has notified the state
20 of Illinois that it has obligations that it nust neet
21 under the Cean Air Act or sanctions will be inposed 22

agai nst the state.
23 The current U S. EPA policy is that

24 states nmust submt a state inplenentation plan

L. A REPORTING - (312) 419-9292
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1 revision by Decenber of this year, 1997, to neet

2 the rate of progress requirenents for the next

3 three years, that is, by 1999.

4 It is, therefore, inportant that the

5 board act upon this rul emaking proposal in a tinely
6 manner in order to avoid any possible sanctions.

7 In turn, the U S. EPA agrees to review
8 the final rule in an expeditious manner.

9 Those are ny comments.

10 M5. SAWER:  Thank you, M. Kee.

11 MR, KEE: Thank you.

12 M5. SAWWER  Are there any questions?

13 MR. TREPANIER: |Is that open for anyone to
14 ask a question?

15 THE HEARI NG OFFI CER:  Yes, go ahead. Pl ease
16 state your name before asking a question to get it on
17 the record.

18 MR. TREPANIER. | am Lionel Trepanier. The
19 Decenber 1997 date that you nentioned, how was that
20 determ ned?
21 MR. KEE: It was 18 nonths fromthe tinme that 22

we notified the state of its failure to submt the
23 rate of progress -- the inplenmentation plan revision.

24 MR. TREPANIER: So on that day, if there is a
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proposal that the EPA has not nmade a determ nation
on, that is sufficient for the U S. EPA?

MR. KEE: The state will submt by that date
to stop what we call the sanctions clock, which is
currently running.

MR. TREPANIER: And that sanction, is that
t he sanction that would increase the anmount of
of fsets required when naj or new sources are cited in
t he nonattai nnent area?

MR. KEE: That is one of the sanctions
avai lable to the adm nistrator of the U S. EPA

MR. TREPANI ER.  Thank you.

THE HEARI NG OFFI CER:  Are there any further
guestions fromthe audi ence?

From t he board?

M5. McFAWN.  Yes. M. Kee, who is with you
t oday?

KEE: John Sunmer hays of our staff.

McFAVWN: Wl cone.

2 5 3

SUMVERHAYS: Thank you.

M5. MFAWN:  You nentioned that the U S. EPA
is using the market system Can you tell us a little
bit nore about that?

MR, KEE: Yes. Qur Title 4 of the Cean Ar

L. A REPORTING - (312) 419-9292
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1 Act, which we devel oped, includes the provisions of
2 the acid rain program

3 Basically, this is, in nmy opinion, the
4 nost successful part of the Clean Air Act. In

5 essence, Congress allocated to the large utility

6 sources of sulfur dioxide allowance for an annual

7 emssion allowance for sulfur dioxide. This program
8 went into effect inits first phase in 1995 and in

9 reality, sulfur dioxide emssions -- particularly in
10 the mdwest, which the utilities were still burning
11 high sul fur coal wthout controls prior to the

12 inplenentation of this program-- had seen very

13 significant reductions in SO2 em ssions and it's

14 being done through a market trading program which
15 allows individual utilities to determ ne on a

16 plant-by-plant basis how they neet the overal

17 reduction targets that they can get.

18 M5. MFAWN: |Is there anything in that program

19 that you would tell us that would teach us sonething 20
about this one, any glitches that you have run into, 21 or
anything particularly useful?

22 MR. KEE: | think that that programis perhaps
23 sonmewhat sinpler than what you are endeavoring to

24 do because the nonitoring is nore straightforward
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and these are single stacks or individual stacks at
each power plant where it's sonewhat easier to
nmoni tor em ssions and thus keep track of the
all ocations in the trading.

| think you are enbarking on even a
nmore innovative area in ternms of trying to do this
sane type of trading programor simlar trading
program for organi c conpounds.

| think the nmeasurenment will be the
key. You are creating sonething of val ue which woul d

be traded and the people who both buy and sell these 12

credits, as they are doing with the acid rain

13
14
15
16
17
18
19
20
21
22
23
24

program wll want the assurance that they are
actual ly buying and selling sonmething of value and to
do that, there has to be good neasurenent.

M5. McFAWN:  You said that you reviewed the
prelimnary draft that the agency has been working
on along with others. D d you have any prelimnary
comments on those drafts?

MR KEE: | will turn to M. Sunmerhays.

THE HEARING OFFICER: W will need to swear
himin if he is going to testify.

(Wtness sworn.)
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1 WHEREUPON:

2 J OHN SUMMERHAYS

3 called as a wtness herein, having been first duly
4 sworn, deposeth and saith as foll ows:

5 MR. SUMVERHAYS: |'m John Sunmer hays.

6 M5. McFAWN:  Your position with the agency is?
7 MR. SUMVERHAYS: |'m an environnent al

8 scientist in the Air and Radi ati on Divi sion.

9 MS5. McFAVWN: Thank you.
10 MR. SUMVERHAYS:. Repeat your question.
11 M5. McFAWN. M. Kee had nentioned that you
12 reviewed the prelimnary draft that had been
13 circulated by the agency in its attenpts to revise
14 this proposal and I just wanted to know if you had
15 any prelimnary coments on those drafts.
16 MR. SUMVERHAYS: In general, we have been

17 supporting the program W certainly need a rate of 18
progress submttal and this is an innovative approach 19
for getting those reductions. W wll be exam ning

20 the specific rules in nore detail and nost |ikely

21 wll be filing coments.

22 The main thing | would say is that we

23 think it's a good innovative approach in getting the 24

reductions that are necessary.
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M5. MFAWN: Nothing at this tinme would cause
you significant concerns wth the proposal as is?

MR. SUMVERHAYS: There is nothing that causes
significant concerns.

M5. McFAWN:  You nentioned that you were going 6
file cooments. Do you mean with the Pollution
Control Board during this proceedi ng?

MR, SUMVERHAYS:. W are considering filing
comments with you

M5. McFAWN. Ckay. That woul d be nost hel pful
if you file during our rulemaking. It shortens up
our process. | should say the state's process and
not just the board's.

THE HEARI NG OFFI CER: Pl ease state your nane.

MR. NEWCOVB: M nanes if Christopher Newconb 16

from Karaganis & Wite.

17
18
19
20
21
22
23
24

Are you famliar with the em ssion
reducti on market system programregul ations that were
proposed in southern California?

MR, KEE: Not particularly. | don't know
what famliarity John has with them

MR. SUMVERHAYS: |'m sonmewhat famliar, but
not real famliar.

MR KEE: |'mjust aware that there was a
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program attenpted. Beyond that, | don't have any

speci fic knowl edge of their program

MR. NEWCOVB: So you did not conpare whatever

t hat programwas in southern

proposed program here?

California to the

36

MR KEE: |I'mnot aware if that's sonething we 7

can have done or intend to do.

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

M5. MHELIC. | am Tracey Mhelic from

Gardner, Carton & Dougl as.

M. Kee, are you aware of any other

mar ket prograns simlar to the one being proposed

t hat has been successful el sewhere in other states?

MR, KEE: No, | am not

M5. MFAWN. Can | expand on your question?

Are you aware of

MR. KEE: Oh, |'m awar

southern California, the Sout
go down this road. Again, |
definition of innovation and

the first.

any other states?

e of the fact that

h Coast Air Board, did
think that this is the

it is, | think, one of

There are, of course, trading --

M chigan has a trading rule.

trade type of a program W

It's not a CAAPP and

are in the process of

eval uating that which is before us as a state

L. A REPORTI NG -
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i npl enentation plan submttal
So I'"'maware of the attenpts that

M chi gan has made in the trading area, but again this 4

isinternms of a nonattainment area that's using the

5 programto neet its rate of progress requirenents

6 under the Clean Air Act. |'mnot aware of another

7 one that's in place.

8 M5. MHELIC. Again, | am Tracey M helic.

9 Oh, were you addressing soneone behind ne?

10 THE HEARI NG OFFI CER:  Yes. In the back, why

11 don't you go ahead.

12 MR. BARNES: M nanes is Cal Barnes. ['mwth
13 Garden Container. The question that | have is you

14 allude to being aware that they went down this road. 15
They have abandoned the program | just was curious 16 as

to whet her they woul d have nade any effort to find 17 out

why they spent all that noney and then they

18
19
20
21
22
23
24

abandoned it? What's the key for Illinois going down
t he sane road?

MR. KEE: Again, fromthe prospective of the

federal governnent, | think we want to see Illinois
succeed in this case. Certainly, |I'msure that the
folks fromlIllinois have | ooked at the California

situation and weighed that in making their
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1 determnation to nove forward

2 We are working with Illinois to try to

3 see if we can make this successful. Again, | think,

4 as | indicated, the definition of innovation is

5 soneone who is going to have to make -- to step out

6 to make a programlike this work. W want to work

7 with Illinois.

8 At the federal governnment, we are trying 9
to reinvent ourselves. W are trying to be open to

10 innovation. W are trying to find new ways to do

11 things. | would very nmuch like to see this

12 innovative approach proven in the m dwest.

13 MR SUMVERHAYS: If | could add an answer to
14 that question. The South Coast is continuing to

15 inplenent a trading programfor nitrogen oxide. They
16 have been inplenenting that for a nunber of years.

17 MR. BARNES:. That is true, but they have

18 abandoned the VCC.

19 MR. SUMVERHAYS:. They are proceedi ng towards
20 inplementing the program-- extending the programto 21
regul ate VOC as wel | .

22 They had difficulty agreeing on how to
23 assess baseline emssions in part because of

24 recessionary circunstances and busi ness sw ngs.
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So they were unable to agree on how to set baseline
em ssi ons.

MR. BARNES:. | didn't know why they abandoned

MR. SUMVERHAYS: That is why they failed to
proceed to conplete the program

THE HEARI NG OFFI CER: Let's try to ask
gquestions and keep it to questions instead of
testifying.

Ms. Mhelic, | think you had a question?

M5. MHELIC. You had tal ked about the open
tradi ng programin M chi gan.

MR KEE: Yes.

M5. MHELIC. What do you nean by that term
as conpared -- | understand the capital trade
program here, but what do you nean by open tradi ng?

MR. KEE: John, can you help nme on that a
little bit? 1 have |imted understandi ng.

First of all, nost of Mchigan is in
attainment, including the Detroit netro area. So
they no | onger have these rate of progress
requi renments which puts sort of a CAAPP, if you wll,
on em ssions that the Chicago area can emt.

VWhat they are attenpting to do, as |
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understand it, is to just permt trading al nost
anywhere in the state w thout having the concept of a 3
d on emssions, if you will.

It would all ow conpanies to trade back
and forth again virtually anywhere within the state
wi t hout having the concept of the CAAPP

The acid rain programthat | alluded to, 8
are reducing the overall em ssions that can be
admtted by utilities in this country to reach sort
of a target level, which is very simlar to the
situation that you have here for VOC em ssions in
Chi cago and the netro east areas of Illinois.

So there is an actual CAAPP on emni ssions
and you are using the market-based approach to help
meet that target. The M chigan systemis not driven 16

that kind of a target situation
M5. MHELIC. You are talking about the Title 18
rogram being simlar to the one proposed here,
simlar, not identical, | understand, but do you know
how trades are actually occurring under the Title 4
programon a yearly basis?
MR. KEE: No, not off the top of ny head.
That information is really readily available fromthe

U S EPA fromour acid rain program It's probably
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If I may, |I'mnot sure that the actua

nunber of trades are necessarily the only nmeasure of

t he success of a program

From an environnental standpoint, we are 6

seeing a reduction in em ssions.

7

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Whet her conpani es

choose to trade -- first of all, utilities can trade

internally between their vari

trades don't necessarily get

ous plants and those

reflected in terns of

certain market trades that are reveal ed, but there

are trades occurring and they are out there.

| think the sense of the regulatory

community is that the cost of the program as

reflected in the actual

dol | ar val ue of i ndivi dua

trades is much |l ess than what peopl e had specul ated

the cost would be absent the tradi ng program

M5. MHELIC. And you

said there are

reducti ons being achieved in the emssions. Do you

know i f those reductions are being achi eved because

utilities have actually just

ot her controls or

t hose reductions?

itself

reduced em ssions by

by using the trading to obtain

MR. KEE: Well, trading doesn't in and of

reduce em ssions. They have reduced em ssions

L. A REPORTI NG -
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either by the installation of pollution controls or
likely by swtching to |l ower sulfur coal, which is
the way they have chosen.

O course, they have had that freedom
under the Clean Air Act to choose how they reduce
their em ssions.

|'"'mnot sure it's possible to take

apart, you know, what the actual inpact of the

© 00 N o o b~ w N Pk

trading programis other than just sort of

[
o

specul ating that the overall costs froman econom c

11 sense, | think, are thought to be lower than through 12
a command and control system which is the system

13 that we had used in the past where basically

14 bureaucrats are assigned to individuals -- Congress

15 assigns to individual plants what their targets are

16 and then they neet those targets individually.

17 The whol e concept here is that by

18 allow ng freedom of individual sources to either

19 reduce em ssions or to buy froma source that has a

20 |ower cost of control, that you will find for society
21 as a whole the | owest cost way of achieving the

22 goal

23 Again, the sense that | have is that we 24

are achi eving our environnental goals and the sense

L. A REPORTING - (312) 419-9292



43

1 that | have is that we are doing it at a far | ower
2 cost than through a command and control approach.
3 THE HEARI NG OFFI CER: M. Burke?

4 MR. BURKE: |'m Ron Burke with the American
5 Lung Association. | have seen a sunmary of the

6 agency's -- EPA's outstanding --

7 THE HEARING OFFICER: Is this going to be a
8 question?

9 MR. BURKE: Yes. This is a question.

10 -- (continuing) outstanding issues

11 with the Mchigan proposal. In your opinion, does
12 1llinois'" proposal have any of the same problens
13 that you have identified wiwth Mchigan's proposal ?
14 MR. KEE: | really amprobably not in a

15 position and I don't have with ne today the person
16 who is working on the Mchigan rule. W do have, as 17

you indicated, sone difficulties with the M chigan

18 rule.

19 It is ny sense that -- and | have

20 certainly not been advised that we have those kinds
21 of issues, but again, we are going through a review
22 process and as we identify issues, we will be raising
23 those.

24 Certainly, the sense that | have is that
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we have not identified those kinds of concerns. It
may well be that many of those concerns arise from
t he open market nature as opposed to the capital
trade nature of the Illinois rule.
THE HEARI NG OFFI CER:  You have a question?
MR. ELVERT: Yes. | am Bob El vert of Mbbi
Ol. Just as a clarifying question, is the M chigan
programa voluntary programor is it not an acquired
pr ogr anf
M5. SAWWER: | just want to clarify that, you 11

know, his testinony is not really about the Mchigan 12

program t oday.

13

MR. ELVERT: Right. | just wanted to clarify 14

this so people don't think that Mchigan is a

15
16
17
18
19
20
t he
22
23
24

required control neasure, that it is a voluntary
measure. | think he pointed that out.

MR. KEE: Was that a question? | think that's
right. | think that's sort of the nature of the open
mar ket, that conpani es can cone in as they have
surplus credits, which goes to the whol e question of 21
definition of what surplus is in a system where
you don't have a capital trade program So it's a
much different type of situation in Mchigan as we

have here in the state of Illinois.
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MS. HENNESSEY: M. Kee, | have one question.
On Title 4, are there any limts to
t he nunber of credits or allowances that any single
utility can purchase?
MR. KEE: Of the top of ny head, | don't

think there is. Up to their limt of their financial 7

ility and their desire to have access credits, |
think there's -- really, I amnot sure there is any
[imt upon what any of us -- | nean, this is not

l[imted to utilities.

Anyone can go over to the Board of Trade
and buy these credits. | don't know what the price
is. It's $70 or $80 a ton. | don't think there is
any limt on the ability of any individual to
accunul ate those.

Sone environnmental groups have purchased
al l omances and retired themto take them out of the
system and that effectively reduces em ssions. O her
conpani es can buy them and bank them They have a
certain life.

| think the answer is that that's the
nature of the free market systemthat we are relying 23

and, in fact, it is working rather well.

M5. HENNESSEY: Thank you.
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1 THE HEARI NG OFFI CER: M. Trepanier?

2 MR. TREPANFIER On the Title 4 program when

3 an allowance -- when a reduction is nmade and an

4 allowance is created, does that allowance -- has

5 that been reflected in the Cean Air Act during the

6 process permt of the generator?

7 M5. SAWWER: |1'mgoing to object to this line
8 of questioning because we're getting into -- he is

9 not an expert on the Title 4 acid rain program

10 W are going to present nore testinony
11 on Title 4 later on in the proceeding, but M. Kee

12 is here to present a policy perspective and is not an
13 expert on the details of the Title 4 program

14 MR. KEE: Thank you, Bonnie.

15 MR. TREPANIER: Maybe if | could just clarify 16

the information that I'm |l ooking for regarding this

17 and how t he EPA has devel oped their -- devel oped a

18 recommendation on it.

19 When you conpare it with the Title 4

20 program is the creation of an allowance -- is the

21 reduction in the Title 4 programrepresented by one
22 allowance or is it re-represented every year?

23 M5. SAWER | see this question as a detailed

24 question about the acid rain program

L. A REPORTING - (312) 419-9292
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M5. MFAWN.  Ms. Sawyer, did you think you
were going to have nore testinony on the Title 4
pr ogr anf

M5. SAWER  Yes, we are.

M5. MFAWN:.  Wbul d you be happy to hold that
question for the correct person to answer it for you?

MR TREPAN ER:  Yes.

M5. McFAWN:  Thank you.

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

M5. McFAVWN: Thank you very nuch, gentl enen.

M5. SAWER: W are ready to swear in the next
W t ness.

(Wtness sworn.)
VWHEREUPON:
BHARAT MATHUR,

called as a witness herein, having been first duly
sworn, deposeth and saith as foll ows:

M5. SAWER  Wbul d you pl ease tell us your
name?

MR. MATHUR  Bharat WMathur.

M5. SAWWER: Could you tell us alittle bit
about your educational background?

MR MATHUR: | have bachelor's and master's
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1 degrees in engineering. |In addition, | have several

2 managenent courses from several different

3 institutions.

4 M5. SAWER M. Mathur, could you tell us a

5 bit about your work experience?

6 MR. MATHUR | have been with the Illinois EPA 7
for 25 years. Currently, I"'mthe chief of the Bureau 8

of Air. As such, I'mresponsible for the devel opnment 9

and i nplementation of all of the air pollution

10
11
12
in
14
15
16
17
18
19
20
21
22
23
24

control prograns under the Clean Air Act as well as
the Illinois Environnmental Protection Act.

Prior to that, | was the deputy manager 13

the Division of Land Pollution Control and dealt
wi th Superfund and RECRA i ssues.

Prior to that, | was in the permt
section in the Division of Air Pollution Control.
Prior to that, | had several positions in the
Di vision of Water Pollution Control.

M5. SAWER M. Mathur, if you would, just
proceed with your presentation on air quality.

MR, MATHUR  Ckay. Thank you. If you don't
mnd, 1'll stand.

M5. SAWER Not a bit.

MR, MATHUR  What | would like to present
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today is very briefly some of the Cean Air Act

requi renents as they relate to ozone in Chicago and

al so share wth the board and the audi ence the

evol ving policy and strategy issues as they apply to
t he ozone and some of our policy framework of where

this particular proposal fits into the scheme of our
thinking of the Illinois EPA

Coul d we have the next slide, Gary?

MR BECKSTEAD:. Yes.

MR MATHUR | first want to start by
enphasi zing that we are tal king about the Chicago
nonattai nnent area only. There are two ozone
nonattai nnent areas in Illinois. The other is the
metro east. That is not the subject of this
proposal. Qur comments will be limted to our
strategy in Chicago.

Just leave it up there.

The Cean Air Act when adopted or passed
in 1990 for the very first tine contained descriptive
mandatory control neasures that states had to devel op
and i npl enment dependi ng upon the severity of the
nonattai nnment probl em

Chi cago was determ ned to be a severe

nonattai nnment area, which is second only to Los

L. A REPORTING - (312) 419-9292
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Angel es because of the neasured ozone concentrations
over a certain period as defined under the Clean Air
Act .

Consequently, sone of the mandatory
measures inposed in Chicago were fairly rigid and
strict.

In addition to these mandatory neasures, 8

there were two other key requirenents in the C ean

9 Ar Act; one of thembeing that by 1996, the state
10 woul d devel op and equi p regul ati ons and adopt
11 adequate regulations and submt to the EPA as a state
12 inplenentation planned revision of all those
13 requirenents to show a 15 percent reduction in
14 emssions froma 1990 baseli ne.
15 M. Forbes, in his testinony after
16 mne, wll provide sone details on sonme of those
17 requirenents.
18 The second provision of the Cean Ar
19 Act required states to continue to provide an average
20 of three percent a year reductions in the precursors 21
of ozone. |In other words, those pollutants that are 22

responsible for the formati on of the ozone.

23
24

We are here today to tal k about our

strategy relative to satisfying the annual three
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1 percent requirenent to refer to the Clean Air Act as

2 ROP neasures.

3 | would like to report that the state

4 of Illinois has performed very successfully in the

5 last five years in terns of neeting these obligations 6

that were not only mandatory, but they are

7 obligations under the 15 percent plan.

8 Qur regulations are at EPA. It is ny

9 information that nost of themw || be approved

10 immnently so that by 1996, we will not only have the
11 regul ations on the books, but also actually achieve a
12 reduction in emssions. W wll also be addressing
13 that later.

14 | want to recogni ze the cooperative

15 effort of not only the factory industry, but the

16 environnmental groups, the agency, and |astly, but

17 <certainly not the |east, the responsiveness

18 denonstrated by the board itself in allowing Illinois
19 to be one of the forefront states in neeting its

20 obligations under the Cean Ar Act.

21 Quite frankly, I'mhoping that a

22 simlar approach will allow us to further achieve our
23 mandate obligations.

24 An inportant issue that cane out of our
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anal ysis of the ozone air quality programwas that in 2

spite of making the reductions mandated and ot herw se 3

required by the Clean Air Act, we are not able to

© 00 ~N o o b

10
11
12
13
14
15
16
17
18
19
20

denonstrate attainnment for the ozone standard in
Chicago. That is why we are proceeding to | ook at
t he additional reductions.

Particularly, there are two pollutants
that contribute to the formation of ozone. One is
vol atile organic materials or volatile organic
conpounds. Sonetinmes they are referred to
synonynously. For this proceeding, | will not
di stingui sh between the two. | will refer to them as
VOCs or VOMs. The second pollutant is nitrogen
oxi de.

Wien the Cean Air Act was adopted in
1990, it was generally felt reductions of either VOCs
or nitrogen oxides would | ower ozone concentrations.

However, the state of Illinois, in
wor ki ng cooperatively with the states of Wsconsin,

M chi gan and I ndi ana, through an organization called 21

Lake M chigan Air Directors Consortium formerly

22
23
24

referred to as LMADCO, have done extensive air
qgual ity anal ysis which was conducted by perhaps the

country's nost sophisticated air quality nodel, which
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1 devel oped or denonstrated sone pollution in the

2 typical thinking when the Cean Air Act was adopt ed.
3 Essentially, we determ ned through

4 all of these studies that because of the m x of

5 the pollutants and the chem stry in the Chicago area, 6
ni trogen oxi de reductions were not giving us

7 reductions in ozone.

8 | would like to refer to the next

9 chart, which is labeled Figure 2. It depicts bar

10 charts that are the result of extensive conputer

11 nodeling to show the inpacts of VOC and NOx

12 reductions on peak ozone concentrations.

13 What this chart shows, starting at the
14 left-hand bar, is a nodel of 1990 em ssion |levels
15 in Illinois, the nodel predicted at peak ozone

16 concentrations of 143 parts per billion as conpared
17 to the ozone standard of 120. This is clearly

18 denonstrating a violation.

19 When you applied an across-the-board
20 30 percent NOx reduction strategy, the ozone peak
21 concentration actually went up. This is the basis
22 of nmy earlier statenent that because of the chem stry
23 in Chicago, NOx reduction, as a strategy, is not

24 available to this state.
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1 The third bar shows the beneficia

2 effects of reduction of 30 percent in VOCs. The

3 fourth chart shows what happens when you reduce VOCs
4 and nitrogen oxide. The ozone concentration goes up
5 fromjust the VOC strategy.

6 The concl usions that can be drawn

7 fromthis analysis are, nunber one, that NOx

8 reduction creates an ozone disbenefit or an increase
9 in ozone, which is certainly not what we are trying
10 to do here.

11 Nunmber two, the only pollutant avail able

12 to reduce in the Chicago nonattainnent area in order 13
to | ower the ozone concentration is VOCs. Hence, the 14
agency's strategy has to be a VOC oriented strategy

15 as nmuch as we were | ooking forward to being able to

16 reduce nitrogen oxidizes to reduce the ozone.

17 Now, a --

18 THE HEARI NG OFFI CER° Before we nove on --

19 MR, MATHUR  Yes.

20 THE HEARI NG OFFI CER -- | wonder if the agency 21

could enter that as an exhibit, Figure 2?
22 M5. SAWER: Sure. Al of these have been -23
were included in the prefiled testinony, but we can

24 enter all of the slides he is using as either one
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exhi bit or exhibits individually, whichever you
prefer.

THE HEARI NG OFFI CER:  Well, it mght be better 4

for the record if we enter themas we went so it's

5
6
7
8
9

10
11
12
13
14
15
16

better on the testinony.

MB. SAWER Ri ght.

THE HEARING OFFICER: | think we will be a
better record.

M5. SAWER:  Ckay.

THE HEARING OFFICER:  So if you don't m nd
doing it as we go along, unless you see a problem
we'll just proceed.

M5. SAWER: That's fine.

THE HEARI NG OFFI CER:  If you could, nove to
have that entered.

MS. SAWER: Ckay. | need the board to mark 17

this as Exhibit 1.

18
19
20
21
22
23
24

(Docunent nmar ked as
Hearing Exhibit No. 1 for
identification, 1/21/97.)
THE HEARI NG OFFI CER:  Just so the record is
clear, Figure 2 was not the first overhead that
M. Mathur used. |It's the third one.

Let's go off the record.
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1 (Wher eupon, a di scussion

2 was had off the record.)

3 THE HEARING OFFICER. | believe this is the
4 third overhead that was used. W have narked that

5 as Exhibit 1. At the end of M. Mthur's testinony,
6 the agency will nove that these be entered as an

7 exhibit. |If there are any objections, we will take
8 care of themthen

9 M5. SAWER: Are we on the new chart?

10 MR, MATHUR  Yes.

11 M5. SAWWER: Ckay. | would like to have this 12

mar ked as Exhibit 2.

13 (Docunent nmar ked as

14 Hearing Exhibit No. 2 for
15 identification, 1/21/97.)
16 MR. MATHUR Ckay. |I'mnowreferring to

17 Exhibit 2 or ny Figure 3.

18 One of the many significant findings
19 of the Lake M chigan Ozone Study was that there
20 was a high level of ozone entering the Chicago

21 nonattainnent area. W typically neasure ozone
22 at ground |evel through our nonitoring network.
23 When we conducted the Lake M chigan

24 study, we acquired aircrafts and ball oons in order

L. A REPORTING - (312) 419-9292



57

1 to get a profile of ozone and precursor
2 concentrations vertically at higher altitudes.
3 This is a plot of the ozone
4 concentrations at the southern boundary of the
5 nonattainnment area. As you can see in Figure 3,
6 the concentration of ozone at ground | evel would
7 be as low as 32 parts per billion, fairly steady
8 after being 32 and 38.
9 However, if we were able to neasure
10 and if we actually were able to neasure ozone at
11 increasingly higher altitudes, the ozone
12 concentrations changed. They went up. This was
13 the first time that we, in the m dwest, and perhaps
14 in the country, realized that various |evels of
15 ozone concentrations exist as we go up from ground
16 |evel.
17 As you can see, the highest
18 <concentration neasured on this particul ar eval uation 19
was 110 parts per billion. It doesn't take nuch to

20 conclude that if the ozone as high as 110 parts per
21 billion is entering the Chicago nonattai nnent area,
22 it would not be very easy to denonstrate attainnent
23 in Chicago when the standard itself is only 120.

24 1t would particularly not be easy when the only
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1 strategy available is reduction of VOCs.

2 |"mgoing to the next chart.

3 MS. McFAWN:. Before you go on, could you just, 4
for the record, explain what LMOS is?

5 MR. MATHUR  LMOS stands for the Lake M chigan 6
Ozone Study, which was conducted by the Lake M chigan 7
Air Directors Consortium The acronymfor that is

8 LMADCO, which is a not-for-profit organizati on whose

9 nmenbers are of the states of Illinois, Wsconsin,

10 M chigan and I ndi ana.

11 M5. McFAWN:.  The study was conducted in '91?

12 MR. MATHUR  The study has been conduct ed

13 from 1990 with actual field neasurenents in '91.

14 M5. SAWER: | will mark this as Exhibit 3.

15 (Docunent nmar ked as

16 Hearing Exhibit No. 3 for
17 identification, 1/21/97.)
18 THE HEARI NG OFFI CER:  |'m marki ng what is

19 called Figure 4, "VOC Reduction at Different

20 Background Levels."

21 MR, MATHUR  Exhibit 3 or my Figure 4 is

22 intended to show the relationship between the percent
23 reduction in VOCs with no change in the concentration

24 of boundary ozone and with a change or a | owering of
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boundary ozone concentrations.

| made the point earlier that with

ozone comng in as high as 110, our VOC reduction

target to denonstrate attai nnent would be high.

That figure is al nost 93 percent.

59

We do not believe that it is technically 7

feasible to reduce the 1990 inventory of VOCs in the

8

9
10
11
12
13
14
15
to
17
18
19
20
21
22
23
24

Chi cago nonattai nnment area by 93 percent.

If we were able to reduce the incom ng

ozone to 70 parts per billion,

t he VOC reduction

target in Chicago is |lowered to just over 60

per cent .

If we were able to | ower the incom ng

ozone to 60 parts per billion,

the target VOC

reduction is lowered to just over 45 percent, closer

48 percent.

This kind of information was

instrunmental in sharpening our strategy fromthat

point on. It becane increasingly clear that the

solution to the Chicago nonattai nnment probl em was

a conbi nation of reductions in incomng pollution

as well as continued reductions in the Chicago

nonatt ai nment ar ea.

V5. HENNESSEY: M. Mathur, the base case
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that you have listed on this Exhibit 3 is 143 parts
per billion?

MR. MATHUR  The base case is reflecting no
change in incom ng ozone concentration.

MS. HENNESSEY: Ckay.

MR. MATHUR So | had indicated that the
i ncom ng ozone was as high as 110. For discussion
pur poses, we could use an average i ncom ng ozone of
about 90 parts per billion.

MS. HENNESSEY: Thank you.

MR. MATHUR  Havi ng observed phenonenon of the
kind I have just described and having realized that
Congress and the Cean Air Act had not considered
t hese ki nds of phenonenon, we brought this
information to the attention of the U S. EPA

Qur primary purpose in discussing
this with the EPA -- actually, there were two primary
purposes. One was to persuade EPA to understand that
even though we know that air knows no bounds, that we
did not know the extent of the transport of
pol | uti on.

Secondly, we had to persuade EPA that
t hi s phenonenon was not limted to the state of

II'linois, that perhaps this phenonenon was broader
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in New York and ot her
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A simlar phenonenon was bei ng noticed

nort heastern states. Even

states |i ke Georgia, as they were devel opi ng ozone

attai nment strategies for Atlanta, they were noticing 6

hi gh | evel s of ozone comng into the area.

7

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

This resulted in one of the nore

significant EPA policies on ozone attainnment. In

March 1995,

Mary N chols, the assistant adm ni strator

of Air and Radiation at U S. EPA put out a two-phased

ozone policy.

The first phase woul d require that

states continue to make i ncrenental reductions in

em ssions in the nonattai nnent area as required by

the Cean Air Act,

to you wll

which quite literally translated

do your three percent a year reduction as

required by the Clean Air Act for as nmany years as

required by the Cean Ar Act.

percent a year

attai nment year,

The Clean Air Act requires that three

reduction in 1996 through the
whi ch is 2007

| f you conpute roughly that three

percent a year reduction for

33 percent

11 years, it's a nom nal

reducti on beyond 1996. So the first phase

L. A REPORTI NG -

(312) 419-9292



62

1 of EPA s policy would require states to neet the

2 congressionally mandated targets of three percent a
3 year reduction.

4 The C ean Air Act woul d have al |l owned

5 states to use either VOCs or NOx to neet that three
6 percent requirenent. Fortunately, as | expl ai ned

7 wearlier, NOx reductions are not available as a

8 strategy and we were faced with | ooking at a 33

9 percent reduction of VQOCs.

10 The second requirenent or the second

11 phase of the EPA policy menorandumwas to facilitate 12
a national discussion and analysis on the transport

13 phenonenon.

14 The Environnmental Counsel of States, the
15 acronymfor each is ECOS, E-COS, which is nade up
16 of environnmental conmm ssioners in the 50 states,

17 took on the responsibility of conducting a national
18 assessnent of ozone transport.

19 The group cane to be called the Ozone

20 Transport Assessnent Goup or OTAG Participation in
21 OTAG was nmandatory under the March '95 policy put out
22 by the EPA

23 The EPA also allowed the state for

24 participation in this two-phased policy an extension
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1 of time to submt our ozone attai nnent strategy,

2 which otherwi se woul d have been required by Novenber

3 of 1994.
4 So in return for extending the

5 subm ssion of our attainnent strategy to EPA, we were 6
required to do two things. Nunber one,

7 make continued reductions in VOC of three percent a

8 year; and nunber two, participate in this national

9 ozone anal ysis of transport.

10 VWhat we submtted to U S. EPA in

11 Novenber was an interimattai nment strategy where we 12
assuned a boundary ozone of 60 parts per billion and 13
therefore, indicate to the U S. EPA that we woul d

14 nmeet -- consequently, we would need to have

15 reductions beyond 1996.

16 | will go to the next slide.

17 M5. SAWER: | will just have this marked as

18 Exhibit 4.

19 (Docunent nmar ked as

20 Hearing Exhibit No. 4 for
21 identification, 1/21/97.)
22 THE HEARI NG OFFICER: | am nmarking what is

23 known as "Table 1, 1970-2007 Chi cago VOM Em ssi ons

24 Summary, Tons Per Ozone Season Wekday," as Exhibit
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1 No. 4.

2 MR MATHUR | will now describe Exhibit 4, nmy 3
Tabl e 1.

4 The purpose of this table is to show

5 vyou how the various sectors contribute to where

6 pollutions have also contributed to em ssion

7 reductions since 1970.

8 We started in 1970 at approxi mately

9 2,000 tons a day of VOCs fromthese various sectors.

10 By 1990, when the Clean Air Act was passed, we were
11 at about 1,200 tons a day.

12 Most of the reductions between 1970

13 and 1990 were due to significant inprovenents in

14 autonobil e design, reductions in autonobile

15 emssions, and reductions in the stationary source

16 sector or industries in Illinois.
17 For ten years, as we now know it,
18 I1llinois EPA proposed and board adopted what was

19 formally referred to as RACT regul ations. They were 20
instrunmental in making significant inprovenents in

21 air quality and reductions in em ssions.

22 Bet ween 1990 and 1996 i s when we

23 inplenmented the mandatory C ean Air Act nmeasures and 24

our plan to reduce em ssions by 15 percent, which in
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our business is referred to as the 15 percent pl an,
but which all of the regul ati ons have been adopted
and submtted to the EPA and are pending their
approval .

| f we made no further reductions after
1996, the nunbers under the colum 1999 and 2007
reflect the growmh that woul d occur because al

sectors receive growth over tine.

© 00 N o o b~ w N Pk

The last two columms are intended to
10 give a sense of what are the total VOC em ssions the 11
Chi cago area can have with the two different boundary 12

conditions that | have showed on the previous

13 exhibit.
14 So if we could achieve a 60 parts per
15 billion ozone boundary instead of the average of 90

16 that we experienced in our field study, we would have
17 a 60 or a 50 percent target depending 60 parts per

18 billion or 70 parts per billion.

19 In the nost severe circunstance, VOC

20 inventory in Chicago would have to be about 480

21 before we could denonstrate attainnment. |In |esser

22 significant circunstances, we could do a VOC

23 inventory in Chicago of 600.

24 This is a very significant data because
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it shows you that at the end of 1996, we are nowhere
near where we would need to be even with all of the
reductions in boundary ozones.

So the point that | amtrying to nmake
is as we finalize the conclusion of this national
assessnment on transport and as we cone up with nore
defined strategies of how we could | ower background
ozone by reducing em ssions outside of Chicago, we
have assuned the best case, which is 60 parts per
billion, and we still need no nore than 600 tons
per day VOC in the Chicago area.

So our challenge is to go from 781 down 13

even under the best of circunstances. That is why

14
15
16
17
18
19
20
21
22

we are here today to talk partly about how to get

t hat .
| wll now show t he next one.
M5. SAWER: | would like to have this exhibit
mar ked as Exhibit 5.

(Docurent nmar ked as
Hearing Exhibit No. 5 for
identification, 1/21/97.)
THE HEARI NG OFFI CER: | am marking the Figure 23

5 OTAG map as Exhibit 5.

24

MR. MATHUR Figure 5is a map of the eastern

L. A REPORTING - (312) 419-9292



67

1 United States, which is the subject of this national

2 assessnent of ozone transport that | have tal ked

3 about. Thirty-seven states are included in this

4 nodel i ng donai n.

5 The study itself is not relevant to this 6
particul ar proceeding at the nonent. | would like to 7
point out that the initial rule as devel oped by the

8 agency was in response to the EPA policy statenent of 9
1995 where we were seeking a 30 percent reduction

10 fromstationary sources over a six-year period.

11 This was responding to the three percent a year ROP

12 requirenent of the Cean Air Act.

13 The proposal before the board today

14 is significantly different. | will explainit in a

15 mnute, the difference, but that is why the results

16 of OTAG at this tine are not relevant. They w |

17 be relevant when the agency determ nes that

18 conditional reductions in Chicago are necessary.

19 In June of 1996, the state of Illinois
20 again took a lead position in bringing to the
21 attention of the U S. EPA that their first
22 requirenment of their '95 policy of the nonattai nnent 23
area inplenent a three percent reduction through

24 2007 was inpractical and not feasible at the nonent
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1 particularly because until we had the conpletion of

2 the OTAG study, it was premature to concl ude that

3 all of the 33 percent would be necessary in Chicago.

4 Consequently, EPA revised its policy

5 position and nowonly is requiring that a nine

6 percent aggregate reduction over the next three years 7
be made and submtted to EPA. Based on the Clean Air 8
Act deadlines, this subm ssion was due to EPA in the

9 mddle of 1996.

10 That is why we received a threat of

11 sanction in July of 1996 informng us that we were

12 significantly behind schedule in submtting an ozone 13
attainment state inplenentation plan and as is

14 provided for in the Clean Air Act, we were given 18

15 nonths to make that subm ssion or to face sanctions.

16 That was the 18-nonth period alluded to 17
by M. Kee. It sinply neans that we are required to 18
submt our nine percent ROP state inplenentation plan 19

on which the trading rule currently before the board 20 is
a key part to EPA by Decenber of 1997

21 In order to allow the agency to nake

22 this subm ssion by Decenber, | would be | ooking

23 forward to the board adopting these rules no later

24 than August of 1997.
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1 We can go to the last slide, which wll
2 be Exhibit 67

3 M5. SAWER: We will have this marked as

4 Exhibit 6.

5 (Docurnent nmar ked as

6 Hearing Exhibit No. 6 for
7 identification, 1/21/97.)
8 THE HEARI NG OFFI CER: | am mar ki ng what -- |

9

am mar ki ng Exhibit 6, which is called "Table 2,

10 Summary of Attai nment/ROP Scenario Wth ERVS Program 11
@4% '97 - '99, Em ssions of VOM Tons Per Day."

12 MR. MATHUR  Exhibit 6 fromny Table 2 is

13 a summary chart that | will attenpt to use to nmake

14 several significant policy statenents that were the

15 foundation of the agency's approach to this

16 particul ar rul emaking.

17 | have already nentioned a change in

18 EPA policy requiring its subm ssion of the first nine
19 percent ROP by Decenber of '97 resulting in em ssion 20
reductions in '99.

21 In view of that change in policy and in 22
view of the Ozone Transport Assessnment G oup and

23 their work in order to determ ne the ultimte bal ance

24 between reduci ng ozone entering Chicago and reducing
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1 emssions in Chicago, the agency revised its target
2 reductions from 30 percent over six years down to

3 12 percent over the next three years for an average
4 of four percent a year.

5 | want to clarify that four percent a
6 year is a way of stating the requirenent consistent
7 with the Cean Air Act | anguage where we woul d be

8 seeking the 12 percent at the end of the third year
9 or at the end of 1999.
10 | would like to briefly explain what's
11 on the chart. | have the four industry sectors or
12 four sectors that typically reduce VOCs. The point
13 refers to large stationary sources. On-road nobile
14 refers to typically autonobiles and other gasoline

15 vehicles. Of-road nobile refers to | awmm nowers and 16
golf carts and other simlar machinery that uses

17 gasoline that is not on the road. Area refers to

18 small stationary sources |like gas stations and dry

19 cl eaners where each individual source has smal

20 em ssions, but collectively as a class, their

21 emssions are significant.

22 The first colum reflects the 1990 base 23
em ssions, which are the foundation of Clean Air Act 24

planning in Illinois and all other states and gives
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you a breakdown of the contribution of each of those
sectors.
Now, 1996 is what we expect to see when

everybody cones into conpliance with our 15 percent

g A W N P

pl an. Because of the nature of the rules and because 6
of the building contingency that is required by the
7 Clean Air Act and because of the higher effectiveness 8
in ternms of our ability to enforce the rules and the

9 higher voluntary conpliance that we expect from our

10 regulative community, we were able to denonstrate

11 further reductions in em ssions.

12 Consequently, we have achi eved nore

13 reductions than the 15 percent target woul d have

14 required. In other words, if you | ook under the

15 colum for 1996, our target |evel was 857 tons.

16 That's where we should be, but we hoped we woul d be

17 at 781. The good news is that it gives us a head

18 start on our next ROP target.

19 I f you look at the first row for point

20 sources, which is the subject of today's discussion, 21

we expect that all of the point sources would have

22 collectively an em ssion of 171 tons per day.

23 The figure in parenthesis next to 171

24 which is 105, that is the em ssion level in tons
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1 per day fromthose sources that we believe will be

2 affected by the occurrence regul atory proposal.

3 There are certain exenptions built into this rule,

4 as the agency will testify in the next several days.
5 Now, 105 is the em ssion | evel those sources that

6 we believe will be covered.

7 Under the 1999 colum, that is our best
8 attenpt to show em ssions fromthe various sectors

9 including fromthe point sources after the

10 application of the 12 percent reduction.

11 | mght add that there were two

12 additional rul emaki ngs necessary over and above the
13 reductions that we would al ready get from our 15

14 percent plan.

15 One is this trading rule. The other

16 is the regulation that would inpact cold degreasing
17 operations, which is the reduction that you see under
18 the area source sectors between 1996 and 1999.

19 That rulemaking is -- has been submtted
20 to the board and that, in conbination with this
21 rulemaking, are the only two outstanding regul ati ons 22

for the state who develop its '99 SIP to be sent to
23 the EPA by Decenber of 1997

24 We al so have indicated on this chart
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what is the ROP target beyond 1999 just for
reference. W obviously are not there. W have

al so indicated on the chart what m ght be the

attai nment | evel of VOCs at 570-sone tons, which is
reflective of a 70 parts per billion ozone boundary.
For pl anni ng purposes, the agency believes this is
the nore realistic figure than the 60.

Once again, | nmake the point that while
we are only seeking the 12 percent today and w ||
await the results of the ozone transport assessnent, 11
12 percent we seek today is well within the
reductions that we believe will be necessary in
Chi cago.

There shoul d be no question, and there
certainly isn'"t in our mnd, whether this 12 percent 16

bei ng sought prematurely. W will need nore
| at er.

The ot her message on this chart is
that it is the state's intention to maxi m ze em ssion
reduction credits fromfederal neasures as nuch as
we can. W do not wish to inpose on our own
regul ated community before making sure that we have
t aken advantage of all of the federal neasures that

are in the Cean Air Act or that EPA has required to

L. A REPORTING - (312) 419-9292



74

1 promul gate.
2 Sonme of those are neasures for cleaner
3 gasoline. There are neasures for |ower em ssion
4 standards for cars. There are several EPA neasures
5 for off-road engines and for area sources. W have
6 maximzed the benefits that the state can derive from7
sonme of those measures.
8 Not all federal neasures are going to
9 be pronmulgated in the next three years. Sone of
10 themare going to be promul gated over the next ten
11 or 15 years. W have tried to indicate on this
12 chart, at the bottomright-hand corner of the chart, 13
what sonme of the future federal measures are that
14 wll give us em ssion reduction benefits.
15 The state is not in the position to
16 take advantage of those today because we have a
17 requirenent to show a nine percent reduction
18 aggregate fromall the em ssion sectors by '99.
19 | want to make it clear that should we
20 need additional reductions beyond '99, we will first 21
depend on all of these federal neasures that are
22 going to happen anyway for seeking nore reductions
23 for our own comunity.

24 | think I will stop here. |'mopen for
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gquesti ons.

THE HEARI NG OFFI CER: Do you want to
take a five mnute break before we do that and cone
back and start questions for M. Mathur?

(Wher eupon, after a short
break was had, the
foll om ng proceedi ngs were
hel d accordingly.)

THE HEARI NG OFFICER: W will go back on the
record at this point and proceed with the questioning
of M. Mathur.

Let's go with those that are prefiled.

MR. SAINES: |I'mRick Saines with Gardner,
Carton & Douglas. These questions are not part of
our prefiled questions. These questions --

THE HEARI NG OFFICER Can we start wth the
prefiled questions first?

MR. SAINES: Sure.

M5. FAUR |I'm G ndy Faur from Sonnenschei n,
Nat h & Rosenthal. W have just a couple prefiled
guestions concerning the use of em ssion reductions
fromoutside the Chicago area.

In your testinony, you stated that there

was a -- that we woul d need to have a conbi nati on of
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em ssion reductions frominside the nonattai nnent as
wel | as from outside the nonattainment area.

WI1l the agency consider the use of
per manent, enforceable, real, quantifiable and
surplus em ssion reductions that occur outside
the nonattai nment area in the ERVS systenf

MR. MATHUR Let nme first clarify that ny

statenment that we woul d need em ssion reductions
i nside the nonattai nnent area and outside, | was
referring to needi ng em ssions outside, reduce the
boundary of concentration, or in other words, to
reduce transported ozone.

Because if we are successful in |owering

boundary ozone, the VOC reduction target inside goes 15

down towards what | believe is a nore reasonabl e

16
17
18
19
20
21
22
23
24

| evel .

That was ny context of em ssion
reducti ons outside and em ssion reductions inside.
This particular rulemaking is intended to reduce
em ssions inside as part of the overall target
i nsi de.

So at the nonent, this rule does not
accommodat e em ssion reductions outside. That wll

be done as part of the |larger exercise that cones out
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of OTAGin order to determ ne what are the strategies 2

that reduce transported ozone.

3

M5. FAUR Ckay. So to clarify, once the OTAG 4

fi ndi ngs have been rel eased, the agency would intend

© 00 ~N o O

10
11

to take another I ook at this rule and nmake revisions
i f suggested by the OTAG fi ndi ngs?
MR. MATHUR  That is correct.
M5. FAUR. Ckay. | have one other question.
VWhat flexibility or incentives will the
agency provide for conpanies with operations in the

Chi cago area to consolidate operations into Chicago, 12

from source areas outside, but upwi nd of, the Chicago 13

nonatt ai nnent area?

14
15
16
17
18
19
on
21
22
23
24

M5. HENNESSEY: Ms. Faur, could you identify
for the record the nunber of the prefiled question
you are asking, please?
M5. FAUR This is ny |ast question.
M5. HENNESSEY: Ckay.
THE HEARI NG OFFICER:  This is Question No. 12 20
Page 5 of their prefiled testinony.
M5. HENNESSEY: Thank you.
M5. FAUR. It's on Page 5 of our prefiled
testi nony.

M5. HENNESSEY: Thank you.
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M5. FAUR  This has another part to it, but |
t hought I would let himanswer this first.
MR. MATHUR W& do not have a strategy that
will provide that kind of incentive as a part of
t hi s rul emaki ng.
Let nme hasten to add that we have
strongly pushed EPA as it devel ops further ozone

attainment strategies to allowcredit fromthe

© 00 N o o b~ w N Pk

reductions of VOCs outside or upwi nd of Chicago to

[
o

be countered towards the ROP targets inside of

11 Chicago in an effort to bring sonme equity into where 12
sources can reduce and thereby allow the state to

13 neet its Cean Air Act obligations.

14 MS. FAUR Has the agency devel oped any

15 criteria as to how far upwi nd a source may be to

16 inpact the Chicago nonattai nnment area?

17 MR. MATHUR  The agency has not devel oped any 18
criteria, but I will refer you to the U S. EPA s

19 proposed new ozone standard in which they discuss

20 an interimtransition policy between now and when

21 a possible new ozone standard is promul gated and

22 that interimtransition policy proposes to all ow

23 ROP credit fromreductions outside the nonattai nnent 24

area as far away as 100 kiloneters for VOC and 200
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kil ometers for NOX.

M5. FAUR  Thank you.

THE HEARI NG OFFI CER: Are there any ot her
prefiled questions for M. WMathur?

Ckay. Let's go to the other questions.

MR. SAINES: |'m Richard Saines for Gardner,
Carton & Dougl as.

M. Mathur, | would like to return to
t he di scussion between the interrelationship between
NOx, N-Ox, and VOCs or VOMEs.

Now, you stated that reductions in
NOx can actually have a disbenefit in terns of the
resulting ozone reduction. So as the affected
sources under this proposed rul emaki ng are reduci ng
their VOCs, what is the agency doing to ensure that
there is not concurrent NOx reductions occurring in
t he Chi cagol and nonattai nnment area to offset or
result in a disbenefit of the ozone?

MR. MATHUR  The agency has already done a
lot. By that, | nean the agency applied for and
obtained fromU. S. EPA an exenption fromthe NOx
reduction requirenents of the Clean Air Act.

At the nonent, we are not required to

nmeet sone of the mandatory NOx reductions |ike NOX,
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RACT or NOXx new source review requirenments, and
t hereby, we are meking sure that these reductions
do not occur and therefore, make the ozone worse,
and therefore, cause us to have to nake up.

We intend to keep pushing that point
with EPA as long as the air quality analysis

conti nues to show that there are disbenefits from

NOx reduction inside the Chicago nonattai nnent area.

80

M5. MHELIC. |'m Tracey Mhelic from Gardner

Carton & Dougl as.

In your Table 2 where you talk of the

survey of nonattai nnment/ROP scenarios with the ERMS

prograns where you go through the point,

on-road/ of f-road area sources --

THE HEARI NG OFFI CER: That's narked as Exhibit

6?

M5. MHELIC. Right. 1In here, it shows that

poi nt sources have already conme up since 1990 with 45

percent reductions of em ssions and area sources have

only cone up with 24 percent.

Why did the agency choose to seek 12
percent reductions from point sources and not for
area sources?

MR MATHUR  First of all, let nme say that
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1 M. Forbes, in his testinony, wll address the

2 issue of how the agency arrived at an em ssion

3 reduction strategy in nore detail and he will provide 4
clarification to your question.

5 Second of all, it is ny belief and ny

6 strategy that the nature of area sources, very snal

7 sources, a large nunber of themthat exist in al

8 states demands that the best way to regul ate these

9 sources is through national standards.

10 We are working with the EPA, who

11 already has an agenda for area source reductions, to 12
i ncorporate all possible area source categories in

13 their reduction strategies. | believe over the next 14
several years, we wll see appropriate area sources

15 targeted for em ssion reductions.

16 So whereas controlling themat the state
17 level was inpractical and not the appropriate and

18 equitable way to go at this time, | am confident that
19 over tinme, they will be asked to contribute to the

20 words cl eaner air.

21 Since it is ny belief that we will need 22
further reductions in Chicago, those kind of sources 23 in
[I'linois will be included in the strategy over the 24 next

several years.
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M5. MHELIC. Oher than this agenda by U. S.
EPA, have there been other proposals by US. EPA to
regul ate these kinds of sources?

MR, MATHUR  Yes. U S. EPA has regul at ed
these kind of sources. |If you would, refer to the

bottom |l eft of Table 2.

~N o o~ WO N R

M5. MHELIC. But |I'msaying fromhere on out, 8
in addition to the 24 percent reductions.

9 MR. MATHUR  Yes. If you look at the bottom

10 right-hand corner of Table 2, we have suggested that 11
EPA is exam ning new rules for stationary area

12 sources. | believe they are in the process of

13 developing a list of sources that are appropriate

14 for regulation. W would be working with them and

15 tracking their progress.

16 M5. MHELIC. | have just one additiona

17 question.

18 You tal ked about a change in the ozone

19 standard and the proposed change. Have you | ooked

20 at or has the agency |ooked at how this is going to

21 inpact the area of the sources affected by the ERMS

22 rules or wll, | guess, the agency |l ook at that when 23

t he proposed standard is actually promul gated?

24 MR MATHUR: You are correct. W will | ook at
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this when the final standard is pronul gated.

M5. MHELIC. So will the sources outside of
the current nonattai nment area be subject to a
separate rulemaking if they becone affected by the

new ozone st andards?

S o~ W NP

MR. MATHUR  That will be part of our analysis 7
as we respond to the new ozone standard in our
8 obligations to devel op strategies for the new ozone
9 standard.
10 It is our opinion, based on our
11 analysis, that the reductions that we are seeking in 12
this regulation are not only needed for the current
13 ozone standard, but also will be necessary for any
14 future ozone standard.
15 So we do not believe that we are
16 pronulgating a regulation that will be unnecessary
17 down the road.
18 THE HEARI NG OFFI CER:  Are there any further
19 questions?
20 MR. NEWCOVB: This is Chris Newconb again from
21 Karaganis & Wite.
22 A series of these questions were asked
23 of David Kee and he indicated that he was probably

24 not the best recipient of these questions so |
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1 thought maybe | woul d address a few of themto you.

2 The first one would be whether Illinois

3 has taken a | ook at the other em ssion reduction

4 market systemregul ations that have been proposed and 5

identified what other problens they have had and what 6

t he neasures they may have taken to circunvent those

7 problens?

8 MR. MATHUR Let me first say that the answer

9 to your question, have we | ooked at other nechani sns,
10 the answer is yes.
11 Let nme also add that the agency intends 12
to present testinony regarding these other nmechanisnms 13
|ater in these proceedings. | would suggest that
14 that would be a nore appropriate tine to have that
15 di scussi on.
16 | would |ike to add that a delay in the 17
i npl enmentation of the reclaimprogramfor VOCs should 18

in no way be seen as a VOC tradi ng program as not

19 suitable or cannot be inplenented in Illinois.
20 Qur program in ny opinion, is
21 sinpler. It is, at the nonent, targeted for a very

22 finite em ssion reductions, pending an anal ysis of
23 the need for further reduction, and it is not at the 24

monment targeted for attainnment.
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We have the opportunity to learn from
how it works over the next several years and cone
back and inprove it should it be necessary. W have

taken a nore practical view of sonme of the nonitoring 5

requi renents that M. Kee alluded to.

6
7
8

Lastly, | believe it's time for
[1linois to show California howto do it.

MR. NEWCOVB: The woman who proceeded ne asked 9

about area sources. Could you be alittle nore

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

definite or explain sonme of the other sources that
fit into this category of area sources? It wasn't
clear fromyour very short list on the exhibit that
you presented.

MR. MATHUR Let nme defer that to M. Forbes
as he goes through the agency's analysis and shares
with you what are typically the area source
cat egori es.

MR. NEWCOVB: Has the agency also identified
specifically where the ozone is comng in fronf |
know you tal ked several tinmes about incom ng ozone.

MR. MATHUR  That is exactly one of the
obj ectives of the ozone transport assessnent group
of its evaluation based on the 37 states.

| "' m hopi ng that whenever that study is
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1 conpleted, we will nake sure that its results are
2 conprehensively discussed with all interested parties 3
and that before any future strategies are devel oped,

a clear explanation of the kind of issues that you

have raised will be available for any subsequent

4
5
6 problens of reductions that we may be seeking.
7 MR. NEWCOWVB:. Finally, | have a question

8 about indirect source for review prograns. |Is that
9 best directed to you or M. Forbes?

10 THE COURT REPORTER  Coul d you repeat that
11 question?

12 MR. NEWCOMB: |s any question about indirect
13 source review prograns, as they may apply to area
14 sources, apply to other sources besides the point
15 sources that eventually wll be regul ated?

16 s that a question better directed to

17 you or M. Forbes?

18 MR, MATHUR: Qobvi ously, M. Forbes.

19 MR. NEWCOMVB: Thank you.

20 THE HEARI NG OFFI CER: Go ahead.

21 MR. HARSCH: |'m Roy Harsch from Gardner,

22 Carton & Dougl as.
23 | can't help but to ask this question.

24 You testified today that your current state of
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knowl edge shows that increases in -- excuse ne --
t hat decreases in NOx em ssions has an adverse effect 3
ozone | evel s.
Has anyone run the nodel to see what
woul d happen if NOx em ssions actually increase?

MR. MATHUR Let me first clarify this
phenonmenon where if you decrease NOx, the ozone goes
up, and it has been nodel ed i nside the Chicago
nonattai nnent area and it has been observed in other
parts of the country. | want to make it clear |'m

tal ki ng about inside Chicago nonattai nnent data and

12
13
14
15
16
17
18
19
20
21
22
23
24

not necessarily outside.

As far as your second question has

anyone nodel ed the inpacts of

i ncrease i n NOx

em ssions, yes, we have. They have been nodeled with

respect to growth in NOx em ssions that occur over

time. That has been an extensive part of the

analysis that is ongoing in OTAG

VWhenever the OTAG results are avail abl e,

we w |l be addressing issues surrounding the

increases in NOx, what is the inpact of those
i ncreases on ozone air quality, and other questions.
MR. HARSCH. Do the results show an increase

in NOx emi ssions |leading to a decrease of ozone

L. A REPORTI NG -

(312) 419-9292



88

1 levels in the Chicago nonattai nnment area?

2 MR. MATHUR  The final work on that is not

3 conplete, but prelimnary results do not allow any

4 such conclusion to be nade.

5 MR. HARSCH: Thank you.

6 THE HEARI NG OFFI CER:  Are there any further

7 questions?

8 M5. HENNESSEY: | have a quick foll ow up

9 question.

10 M. WMathur, has the Lake M chigan Ozone 11

St udy been published or subjected to any kind of peer 12
revi ew?

13 MR, MATHUR  Yes. Let nme explain why | say
14 vyes. The Lake M chigan Ozone Study was the

15 foundation for the state submtting sone of its SIP
16 revisions to the EPA. In that, all SIP revisions to 17
EPA undergo a public hearing. Fromthat perspective, 18
it has been subject to peer review

19 O her than that, since there has been
20 no other use of the results of Lake M chigan Ozone
21 Study, the only other peer review was through the

22 formation of an advisory commttee, Lake Mchigan Air
23 Directors Consortium nmade up of industry and

24 environnental groups and other experts who provide
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1 ongoi ng peer review.

2 So those have been the mechanisnms with

3 which the work has been reviewed by others outside of 4
the study group itself.

5 M5. HENNESSEY: Are you aware of anyone having 6
criticized the nmethodol ogy used in the M chigan Lake

7 Ozone Study?

8 MR. MATHUR  Except for detail ed questions

9 that don't conme up in this field, I'mnot aware of

10 any broad criticism

11 In fact, | mght add that the nodel that
12 was developed as a result of the Lake M chigan Ozone 13
Study is the nodel that was selected by the 37 states 14
as they do their OTAG eval uation

15 M5. HENNESSEY: Thank you.

16 THE HEARI NG OFFI CER:  Are there any further

17 questions?

18 MR. TREPANIER: This is M. Trepanier. In

19 part of your testinony, you testified that there were
20 efforts and actually you had a relationship with sone
21 environnmental groups in the devel opnent of the rule.

22 Did the reaching out for criticisns or

23 for assistance in developing this program did that

24 go as far as the agency using the mailing list that
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1 they established for this proposal? Was that mailing 2
[ist used in 19967
MR, MATHUR Let nme answer it two ways.
First, | don't believe in ny direct testinony that

| alluded to who we consulted with respect to their

3

4

5

6 devel opnent of this particular rule.

7 The testinmony that | gave was that as
8 Illinois finds itself in a |leadership role across
9 the country through the devel opnent of prograns

10 through 1996, we worked extensivliey with all state
11 hol ders including environnental groups.

12 As far as the second part of your

13 question, | don't believe | have the answer as to
14 procedurally what mailing Iists were used.

15 MR. TREPANIER: So if | understand, then,
16 what you just said is that when you refer to your
17 testinony working with environnental groups, you
18 weren't referring to this proposal ?

19 MR. MATHUR  That's correct.

20 MR. TREPANIER | have a question regarding
21 one of the exhibits and that's Exhibit No. 2, your
22 Figure 3. |Is there sonmething here -- was there

23 evidence that showed that this ozone that was

24 detected was entering the Chicago ozone nonatt ai nnment
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1 area?

2 That seened to be the presunption of

3 your testinony. | was just wondering was there and
4 where is the evidence that this ozone was entering
5 rather than staying?

6 MR. MATHUR  The word entering was used to

7 suggest that as we nonitored ozone at the boundary
8 of the nonattainnent area, neaning that we were

9 neasuring ozone not necessarily inside the

10 nonattai nnent area, but sonetines outside. Since
11 we were neasuring high levels of ozone outside, our
12 presunption was that the air mass that had the high
13 ozone outside did enter the Chicago nonattai nnment

14 area and hence, the use of the word entering Chicago 15
nonat t ai nment ar ea.

16 MR. TREPANIER. Do | understand now what you

17 are saying is that you did neasure up to 110 outside 18
the nonattai nment area and that that was not conpared 19

to what was -- there was no gradient |eading out and 20
there was no indication that that material is comng 21

in?

22 MR, MATHUR  Let nme answer your question this 23
way. Exactly what was the scientific evaluation and 24

what were the techniques and net hodol ogi es used and

L. A REPORTING - (312) 419-9292



© 00 N o o b~ w N Pk

N NN NN R R R R R R R R R
A W N P O O 00 N O O B W N +—» O

92

how t he gradi ents were developed, I'"'mnot in a
position to discuss that.

My understanding is that this chart
depi cts ozone concentrations at varying altitudes
fromground | evel going up and that these
measurenents were done at the southern boundary
of the Chicago nonattai nnment area.

My purpose in referring to this chart
was sinply to show that as we gained the tools to
measure ozone at higher levels, we found that the
ozone concentrations at all levels are not the sane
and we should not lose site of the fact that sinply
because we neasured ozone at | ow concentrations at
the ground that there is an ozone at hi gher
concentrations and at higher |evels, which does
create problens for the Chicago nonattai nnent area.

MR. TREPANI ER°  The next exhibit, Exhibit 3,
when it assunmes a 30 percent reduction for precursors
at the boundary, now, is that referring to the type
of a reduction in the nunbers that are show ng on
Exhi bit No. 27

MR MATHUR: CGenerally, that is correct.
Precursors to ozone include NOx and VOCs and what

that statenment in Figure 4 nmeans i s that together
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with a presunmed ozone concentration of either 60 or
70, the nodel input also included a presunption that
there would be a concurrent reduction of 30 percent
in the levels of VOCs and NOx at the boundary.

So that to achieve a nodel |ower target
as indicated by the second two bar charts, one would
have to not only see a reduction in ozone, but a
reduction in the precursors of at |east 30 percent
before the nodel would predict what it predicts in
the second and third bar charts. That's what it
nmeans.

MR. TREPANIER | believe |I'm having trouble
under st andi ng that, but maybe nore testinony wll
answer that question and I will ask another question 15

| m ght.

On Exhibit 4, I"'mrecalling your
testinony was to the effect that it is here show ng
nowhere near where we need to be. |Is there sonething
on Exhibit 4, Table 1, that shows where we need to
be?

MR. MATHUR  Yes. |If you look at the |ast
two colums on Table 1 marked target 50 percent,
target 60 percent, if we are able to achieve

reductions in boundary ozone down to 60 parts per
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billion, our proximte target for reduction in

em ssions in the Chicago nonattainnent area is

50 percent and 50 percent is applied to the 1990

em ssion level and that's how we arrived at

approxi mately 600 tons per day as the final em ssion
level likely to show attainnent.

Simliarly, if all we were able to
achieve is a boundary ozone of 70 or a |esser
reduction than 60, then, our target for reduction in
Chi cago woul d be 60 percent neaning we woul d need
the em ssion levels to go down in Chicago to 480.

The point | was making is whether it's
480 or 600, we are not there yet. Therefore, we need

continued reductions in Chicago to achieve either of 15

t hose two numbers.

16
17
18
19
20
21
22
23
24

That was ny point nmade earlier about
achi eving a bal ance between em ssion reductions
outside of Chicago to | ower the boundary ozone on
the one hand and then | owering em ssions inside of
Chi cago on the other to take both of those efforts
to allow Chicago to neet the ozone standard.

MR. TREPANIER: As a question on Exhibit
No. 6, in the table, in the colum for point sources,

and there are nunbers within the parenthesis, |
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1 wanted to ask a question regarding nunmber 92 that's

2 in parenthesis.

3 Now, does this nunber reflect

4 anticipated new construction that would be cited by

5 1999, and additionally, does that nunber reflect what 6
woul d -- under ny reading of the rules is likely

7 going to be a baseline allotnent |evel that's higher

8 than the current actual em ssions?

9 MR, MATHUR: Could | defer that to

10 M. Forbes because he is going to go into detail on

11 sone of these nunbers?

12 But | do want to point out that the 92

13 nunber is less than 105. So | don't see your

14 statenent that the actual em ssions will be higher.

15 MR. TREPANI ER: That's what |'masking. 1'm16
aski ng when you devel op that nunmber of 92, did you

17 consider that the baseline determ nations under the

18 rules would nost likely seemto have to be higher

19 than what is actually the current em ssions and does 20
t hat nunber 92 reflect that because the rules allow

21 for new construction to emt wthout allotnments for

22 the year of 1999?

23 MR MATHUR | will let M. Forbes respond to 24

that as he gives his detailed testinony on nunbers.
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1 THE HEARI NG OFFI CER: Go ahead.

2 MR. SAINES: Thank you. |'m Richard Sai nes.

3 It is ny understandi ng based on ny previous question

4 regarding the interrelationship between NOx and VOCs

5 that the agency had taken steps to ensure that NOx

6 was not going to be further reduced in the Chicago

7 area.

8 As a followup to the previous speaker's 9
question, it appears that the graph, | believe, in

10 Figure 4 indicates that you are assum ng a 30 percent
11 reduction of precursors at the boundary. Could you
12 clarify whether that includes both reduction -- a

13 concurrent reduction of NOx and VOCs?

14 MR. MATHUR  Yes, it does. And it refers

15 to reductions of NOx and VOCs outside the Chicago

16 nonattai nnent area and upw nd of Chicago.

17 MR, SAINES: GCkay. Thank you.
18 THE HEARI NG OFFI CER:  Ms. Rosen?
19 M5. ROSEN: |'m Whitney Rosen fromlllinois

20 Environnental Regul atory G oup.

21 | just wanted to clarify one of your

22 responses to an earlier question. |Is it not correct 23
that representatives of the environnental community

24 and environnmental groups did participate on the
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1 design team which devel oped the basis for this

2 proposal ?

3 MR. MATHUR: Yes. As we have discussed, one
4 of themw |l be testifying tonorrow

5 M5. ROSEN. Okay. Thank you.

6 MR CHARI: | amDesi Chari with

7 Safety-Kleen.

8 | have a question on the inventory --
9 all the baseline em ssions are based on 1990 baseline
10 em ssions. W have shown reduction in 1996 if you
11 are looking at Table 1. |Is it based on the rules

12 that have been enacted so far or that is actually we 13
have achi eved that |evel right now?

14 MR. MATHUR Let nme defer this to M. Forbes

15 who has devel oped these nunbers. He is better

16 prepared to respond after his testinony.

17 THE HEARI NG OFFI CER:  Are there any further

18 questions?

19 M5. MHELIC. You stated in your testinony in 20
answering sone of the questions just asked that 12

21 percent is not the anmount of reductions that's going 22
to be needed to achieve attai nnent overall in the

23 Chicago nonattainment area, is that correct, that

24 additional reductions are going to be needed after
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1 1999?

2 MR. MATHUR  Yes. Twelve percent, | do not

3 believe, wll be sufficient to show attainnment.

4 M5. M HELI C. And you said 12 percent by

5 point sources or by all sources?

6 MR. MATHUR: We haven't done that kind of

7 analysis. After we see all of OTAG s results and

8 forma strategy regarding reduction outside of

9 Chicago and what is left to do inside, that woul d

10 be a better tinme to have a discussion on what is

11 remaining to be done in Chicago.

12 M5. M HELI C So it's possible that nore than
13 12 percent will be required for point sources after
14 19997

15 MR. MATHUR It is possible.

16 THE HEARI NG OFFI CER:  Ckay.

17 MR. TREPANIER. This is M. Trepanier.

18 Your testinony was that the agency woul d
19 like to see this adopted no | ater than August of
20 1997. Earlier, EPA testified they wanted to have the
21 proposal in their hand in Decenber of 1997.
22 What concerns does the agency have that 23

t hey woul d need to have this approved by the board in 24

three or four nonths prior to its submssion to
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f ederal EPA?

MR. MATHUR Let me give you a program
perspective and not give you a | egal response since
|"'mnot a | awyer.

Typically, fromthe time that a board
puts out its final notice and when all of the
docunentation that the agency needs to put together
is a state inplenentation package, it's two to three
nmont hs. That was the basis of ny statenment that in
order to beat the sanction deadline, and at the break
| was corrected that the sanction deadline is January
3, 1998.

In order to submt to EPA by the end of 14
year the state inplenentation plan, | would like 15 to
this rule come out of the board by August to
all ow us to neet our demands.

MR. TREPANIER: Is it your position, then,
that fromyour view, the agency could then neet the
requirenents that are on themin their regular course
of busi ness?

MR. MATHUR  That's correct.

THE HEARI NG OFFI CER:  Are there any further
gquestions?

At this time | wuld |ike the agency
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to nove to have the six exhibits entered into
evi dence.

MS. SAWER: The agency noves to have
exhibits 1 through 6 admtted into evidence?

THE HEARI NG OFFI CER: |Is there any objection
havi ng these exhibits entered into the record?

Hearing none, then, I will note that

Exhibit 1 is Figure 2 - NOx D sbenefit Effect;
Exhibit 2 is Figure 3 - Ozone Concentrations Measured
at the Sout hern LMOS Boundary; Exhibit 3 is Figure
4 - VOC Reduction at Different Background Levels;
Exhibit 4 is Table 1, 1970 to 2007 Chi cago VOV
Em ssions Sunmary; Exhibit 5 is Figure 5 - OTAG Map
Exhibit 6 is Table 2, Sunmary of the Attai nment/ROP 15

Scenario with ERVS Program Wth that, those wll be 16

entered into the record.

17
18
19
20
21
22
23
24

| think this will be a good tinme to take
a lunch break for an hour and we w Il be back here at
2:00 o' clock to start in again.
(Wher eupon, after a short
| unch break was had, the
fol |l om ng proceedi ngs were
hel d accordingly.)
THE HEARI NG OFFI CER: Wiy don't we go back

L. A REPORTING - (312) 419-9292



101

1 on the record.

2 W will start wwth, | believe, the

3 testinony of Dick Forbes fromthe agency?

4 M5. SAWER: That's right. Do we want to

5 just swear in the wtness?

6 THE HEARI NG OFFI CER.  Yes.

7 (Wtness sworn.)

8 WHEREUPON:

9 RI CHARD FORBES

10 called as a witness herein, having been first duly
11 sworn, deposeth and saith as foll ows:

12 MR. FORBES: M nane is Richard A Forbes. |
13 amenployed by the Illinois Environnental Protection
14 Agency as the nanager of the Ozone Regulatory Unit in 15

the Air Quality Planning Section, Bureau of Ar. |

16 have been enployed by the IEPA in this capacity for
17 approximately 11 years.

18 Prior to that, | served as an anal ysis
19 wunit manager and new source review manager both in

20 the permt section of |EPA's Bureau of Air.

21 Prior to that | served as an

22 environnental protection engineer in the Bureau of

23 Water. In all, I have been enpl oyed by | EPA for

24 approximtely 24 years.
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My educati onal background includes a

Bachel or of Science degree in environnmental

engi neering fromthe University of Illinois at
Chanpai gn-Urbana. | have a Master's of Science
degree from Southern Illinois University at

Car bondal e.

| hold a professional engineering
license and | amregistered in the state of
I11inois.

My testinony today deals with VOM
em ssions in the Chicago nonattai nnent area and
| EPA's basis for planning proposals to satisfy C ean
Air Act requirenents. | amgoing to do this nore as
a presentation on overheads.

M5. SAWER: Could I just interrupt for one
nmoment ?

M . Forbes has two types of overheads;
one is just kind of bullet points of what he is
going to tal k about and others that are tables
and figures. | would rather not interrupt the
presentation to mark the bullet point overheads
as exhibits. W wll do that for the figures and
t abl es.

| s that okay?

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

Does anyone have any concerns with
that ? Okay.

MR. FORBES: The 1990 C ean Air Act anendnents
require that states devel op new inventories for
nonattai nment areas in each of their respective
states and identify the base year for those
inventories to be 1990. This inventory is the basis
for nost Clean Air Act requirenents and provisions.

| EPA conpl eted this new 1990 inventory
in 1992. U S. EPA approved that inventory in 1995.
The inventory includes estimates of volatile organic
material, or VOM nitrogen oxides, or NOX,
carbon nonoxi de, or CO em ssions from point area
and nobi |l e sources.

The state inplenentation plan, or SIP
inventory, includes all anthropogenic and bi ogenic
em ssions fromsources in the nonattai nnent area and
for major sources wwthin 25 mles fromthe
nonat t ai nnment ar ea.

This inventory is used for a variety of
pur poses, but primarily for air quality nodeling and

for air quality anal ysis.
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The breakdown by category is point
sources contributing 26 percent; area sources, 20
percent; biogenic sources, 8 percent; on-road nobil e,
36 percent; and off-road nobile sources, 10 percent
of the emssions to this 1990 inventory.

The total VOM for the Chicago
nonattai nnment area is 1,363 tons per ozone season
weekday, and that is information that's contained in
the inventory submttal that | EPA made to the U S
EPA and which has since been inproved.

Figure 1 depicts the distribution of
these emssions in the formof a pie chart and
supplies the specific em ssions to each category
and the percentages that | just nentioned are the
percentages that are shown in a nore exact way on
this figure.

M5. SAWER: Could I mark this as Exhibit 77?
(Docunent nmar ked as
Hearing Exhibit No. 7 for
identification, 1/21/97.)
THE HEARI NG OFFI CER: We are now mar ki ng
Figure 1 the 1990 Chicago SIP Inventory of VOM
Em ssions as Exhibit 7.

| have a qui ck question of
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clarification. Wen you are referring to VOV, are
you also referring to VOCs to00?

MR FORBES: Yes. In our -- in ny
presentation, they should be considered as
i nt erchangeabl e for purposes of our testinony today.

In addition to calculating the SIP
i nventory, which includes all the em ssions and
sources, we also are required to calculate what is
termed the rate of progress inventory.

That inventory includes only the
ant hr opogenic or VOM em ssions within the
nonattai nnent area only. This inventory is used
for rate of progress calculations and its breakdown
by point sources is 26 percent; area sources, 22
percent; on-road nobile, 40 percent; off-road nobil e,

per cent .

The total VOM em ssions in the Chicago
nonattai nment area for just the rate of progress
purposes is only 1,217 tons per ozone season
weekday.

Figure 2 then provides a --

M5. SAWER: Hold on. | would like to mark
Figure 2 as Exhibit 8.

L. A REPORTING - (312) 419-9292
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(Docunent nmar ked as
Hearing Exhibit No. 8 for
identification, 1/21/97.)
THE HEARI NG OFFI CER: | wll now mark this as
Exhibit 8. Figure 2 is 1990 Chicago ROP I nventory
Summary for VOM Em ssions. This has been marked as
Exhi bit 8.
MR. FORBES. This figure also provides
graphi cal representation of the distribution of
em ssions by point area on-road/off-road nobile
sources and Figure 2 contains the nore specific
em ssion totals for each category and the specific
percentages that | just summari zed.

The 15 percent rate of progress plan
that is required under Section 182(b)(1) of the
Clean Air Act required to be prepared and submtted
for noderate areas and above where there is
nonattai nment of the ozone standard. This plan was
due in Novenber of 1993 and was conpleted by I EPA in
that year, 11/1993.

US EPAis currently review ng and
| EPA believes that it's likely that U S. EPA w |

approve Illinois'" ROP plan.
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The board has adopted all of the various
15 percent rate of progress rules over the |ast
several years.

U.S. EPA has proved all of the Illinois
15 percent rules that are contained in that plan.
The 15 percent plan itself goes further than RACT did
and tightening many of our existing RACT rul es.

It also includes nonstationary source
rules like marine vessel |oading as well as auto body
refinishing. The total reduction achieved by this

plan is approximately 318 tons per day or we estimate 12

a 1996 em ssions level with these regul ations

13
14

i ncluded 781 tons per day.

The required rate of progress reduction, 15

using U S. EPA s criteria, is 282 tons per day or we

16
17
18
19
20
21
22

have to achieve a 1996 target |evel of 857 tons per
day.

The excess reductions that have been
achieved fromthe 15 percent plan are being applied

to the three percent ROP plan to the 1997 to 1990
time frane.

In other words, the additional reduction 23

t hat has been achieved or will be achieved through

24

the end of "96 will help to |l essen the requirenents
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needed under the three percent plan.

The ERMS techni cal support docunent

summari zes the various rate of progress nmeasures and

their reduction quantities.

M5. SAWER: ['Il mark this Table 1 as

Exhi bit 9.

(Docunent nmar ked as

Hearing Exhibit No. 9

for identification, 1/21/97.)

THE HEARI NG OFFI CER

Table 1 is a 15 Percent 11

Pl an Breakdown Creditabl e Reductions chart that w |l

12 be nmarked as Exhibit No. 9.

13

MR. FORBES:

Table 1 provides a sunmary of the 14

distribution of the enm ssions achi eved under the 15

15
16
17
18
19
20
21
22
23
24

percent rate of progress plan.

If we | ook under the state nmeasures

colum, we can see that 98 tons per day are com ng

from poi nt source categori es,

45 tons per day are

comng from area source categories, 32 tons per day

are comng fromnobile source categories for a tota

of 175 tons per day of

percent of the total

nmeasur es.

reduction or approxi mately 55

plan are comng fromstate

Moving to the federal neasures col um,
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approximately one ton a day are com ng from point
sources, 30 tons per day are comng from area
sources, and 111 tons per day are com ng from nobile
sources for a total of 143 tons per day or in other
words, the federal neasures are providing

approxi mately 45 percent of the 15 percent rate of
progress plan reductions.

If we |look horizontally across, we can
see the percentages that are comng fromeach of the
maj or em ssi on sectors.

For point sources, we are getting a
total of 99 tons per day or about 31 percent, area

sources are a total of 75 tons per day or 24 percent,

14

and nobile sources are a total of 143 tons per day or 15 45

percent of the 15 percent rate of progress plans

16
17
18
19
20
21
22
23
24

are comng fromthose three sectors.

Next, | would like to illustrate for
you by way of a graph sort of a progress that has
been made so far since we started in 1970 and the
board has been adopting RACT regul ati ons since that
time up through the latest 15 percent rate of
progress plan neasures.

As you can see, we started at about

2,000 tons per day in 1970 maki ng a substanti al

L. A REPORTING - (312) 419-9292



© 00 N o o b~ w N Pk

N NN NN R R R R R R R R R
A W N P O O 00 N O O B W N +—» O

110

reduction beginning in 1990 with nost of that being
attributed to the various RACT regul ati ons adopted by
t he board.

From 1990 t hrough 1996, we agai n have
made progressive reductions in the overall pool of
em ssions in the Chicago area with those reductions
being attributed to our 15 percent rate of progress
pl an, those rul es having been adopted by the board.

M5. SAWER: Just a nmonment. | would like to
mark this as Exhibit 10.
(Docunent nmar ked as
Hearing Exhibit No. 10
for identification, 1/21/97.)
THE HEARI NG OFFI CER: Mar ked as Exhibit 10
is Figure 3, Chicago VOM Em ssions: 1970 - 1996.
MR, FORBES:. Section 182(c)(2) of the C ean
Air Act nowrequires Illinois to develop a three
percent rate of progress plan and we are focusing on
the period of 1997 to 2007 with right now the
enphasis being on the first three-year period, 1997
to 1999.

U S. EPA criteria determ nes the target

| evel s that have to be achieved for each three

percent rate of progress for each three-year period.

L. A REPORTING - (312) 419-9292



111

1 Target levels are based on 1990 rate of progress

2 inventory. That determ nes the 1996 target |evel

3 and subsequently determ nes the various rate of

4 progress mlestone levels that have to be achi eved.
5 Those nmi |l estone | evels are cal cul at ed

6 for 1999, 2002, 2005, and then the attainnment year,
7 which is 2007

8 Agai n, the ERMS techni cal support

9 docunent provides details on the procedure for EPA's
10 calculations that states have to do to determ ne the
11 target |evels.
12 U S. EPA has issued a SIP call to
13 Illinois on July 10, 1996. That SIP call was |ater
14 contained in a federal register, 61 FR 36 292. The
15 provided of this federal register requires that a SIP 16

revision for the first ROP mlestone, that is, 1997

17 through 1999, has to be provided no |ater than

18 January 3, 1998, in order to avoid sanctions.

19 Failure to submt a SIP revision could
20 result in a nunber of federal sanctions that have
21 been identified at various tinmes in previous

22 proceedi ngs.

23 The remai nder of the three percent ROP

24 plan wll be required along with the attai nnent pl an.
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1 The calculations that | EPA has used in order to help
2 it assess it's requirenents under the three percent
3 ROP period for 1997 through 1999 determ ne that a 46
4 tons per day reduction for 1996 VOM | evel s i s needed
5 in order to neet the ROP m | estone |evel.

6 That is the 781 tons per day we project
7 1996 em ssions to be and then conparing that to the
8 ROP level of 735 tons per day with the difference

9 being 46.
10 The approach that | EPA has used in
11 developing its plan to achieve this three percent
12 requirenent was to first evaluate all of the
13 avail able control measures that have been schedul ed
14 for inplenmentation.
15 W wanted to then account for al
16 federal neasures plus ongoing benefits from existing
17 nmeasures. After projecting em ssions and
18 incorporating gromh and controls for all categories, 19

we then wanted to determ ne the reduction shortfal

20 needed -- that would be needed from state neasures.

21 Now, the federal neasures that have been 22
considered for the post-'96 tinme franme are off-road

23 engine standards, notor vehicle control standards for 24

on-road vehicles, on-board diagnostics for on-road
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vehi cles, the national |ow em ssion vehicle standards
for on-road vehicles, clean fuel fleet standards, and
consuner product limtations.

Al'l of these are federal neasures which
are ongoi ng and at various stages of inplenmentation
and approval and we feel confident that these
measures wll be inplenented and will result in
reductions that will inprove air quality in Chicago.

The projected 1999 VOM em ssions with
growh in all of these federal nmeasures, we estimate
to be 745 tons per day.

Looki ng at the 1999 ROP target |evel of

745 tons per day, the difference shows us a shortfall 14

about 20 tons per day not including any

contingency. This would be the exact anount.

This next figure that | have, Figure 4,
helps to illustrate where we think we are going with
all of the neasures that are in place, plus all of
the expected federal neasures, w thout the ERMS
program w thout the other conmmand and control
proposal that's part of our ROP plan, you can
visually see the difference.

I f you look at Figure 4, you will notice 24

the smaller of the two lines, the one that has the
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triangles as the narkers, is the projected em ssions
| evel that | was describing. 1In 1999, you can see
that it is about 754 tons per day.

The heavier indicative line, which is
the ROP target |evel, which has the square markers,
is the federally defined ROP target m | estones that
we have to achieve in order to neet our various three
percent ROP requirenents.

So without doing anything at this point
in time, but including all of the various 15 percent
measures that have been adopted, and accounting for
all federal neasures, you can see we had a shortfal

and we calculate that to be approximately 20 tons per 14

MS. SAWER: | would Iike to mark Figure 4 as 16

bit 11.
(Docunent nmar ked as
Hearing Exhibit No. 11
for identification, 1/21/97.)

THE HEARI NG OFFI CER:  Exhibit 11 is Figure 4,
entitled, "Projected Chicago VOM Em ssions: 1996 -
2007."

MR. FORBES: | EPA has reviewed area and nobile 24

source categories for available control options.

L. A REPORTING - (312) 419-9292



115

We could only find after our review one
area source neasure, which we felt would be a
reasonabl e measure that we could hopefully go after
and try to reduce em ssions fromthat category, and
that is an area called cold cleaning degreasing.

W were not able to identify any ot her
nobi | e source neasures, ones that were not already

earmarked for control by the U S. EPA

© 00 N o o b~ w N Pk
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achi eved.
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However, since all of the RACT rul es

14 have been applied and we have tightened nost of those 15
RACT rul es beyond what the existing requirenents call 16
for, we could identify few traditional contro

17 options that would be available in a command and

18 control manner.

19 There are a nunmber of reasons for this,
20 but this next slide identifies the main ones. First
21 of all, it's difficult at this point intinme to

22 identify traditional category-specific contro

23 nethods, ones that could be -- or that would | end

24 thenselves to standard command and control type
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1 regqulations across the board, very difficult to neet,
2 very tight regulations that we know woul d achi eve the
3 reductions needed.

4 Secondl y, cost effectiveness for the

5 traditional nethodol ogi es have gotten nuch higher.

6 Then lastly, trading provides nore

7 flexibility than rules of general applicability,

8 those kinds of rules that tend to be very

9 fundanentally rigid and are generally identified as
10 conmmand and control type neasures.

11 The next table that | have here is a

12 listing of the various Chicago area source categories 13

that make up the 1990 inventory and their 1996

14 inventory.

15 On this chart, what we have tried to do

16 is identify that in 1990, there were several

17 categories that were already controlled by previously 18
adopt ed RACT regul ati ons.

19 Those were stage one, gasoline tank

20 truck leaks. W already had a sinple cold cleaning

21 degreaser regulation. That was one of the first RACT 22
regul ati ons adopted. Asphalt paving, that was a RACT 23
regul ation. Open burning is generally prohibited

24 under the Environnental Protection Act.
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In 1996, we adopted a nunber of neasures
that targeted area source categories. One was VOL
transfer for ships and barges. Stage two, was
vehicle refueling. W also had underground storage
tank breathing, which was anot her category.

As you can see, there are several others
that are federal -- federally driven reductions such
as architectural coatings, traffic and nmai nt enance
pai nting and auto refinishing, although that one, we
initiated at the state |evel on our own.

In addition to that, U S. EPA adopting
consuner and commerci al solvent regul ations. The
way they are approaching this, they are doing it
product - by- product and they intend to continue to
regul ate as many products as they can as it becones
f easi bl e.

They had a certain group in 1996 that
they were going to regulate and we took credit for
t hose reductions as well.

After looking this table over and trying 21
dentify categories that would remain, that we
think we could regulate, we were not able to identify 23
ot her than cold cl eaning degreasing. W went

back and revisited that category and believe it is

L. A REPORTING - (312) 419-9292
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1 reasonable to ask for further reductions in controls
2 in that area.

3 If we haven't already filed, we wll be
4 filing very soon a board regulation to further

5 tighten and achieve reductions in that particul ar

6 category.

7 M5. SAWER | would Iike to have Table 2

8 marked as Exhibit 12.

9 (Docunent nmar ked as

10 Hearing Exhibit No. 12

11 for identification, 1/21/97.)
12 THE HEARI NG OFFI CER: Thank you. |'m going
13 to mark as Exhibit 12, "Table 2, Chicago Area Source
14 Category Summary, 1990 Area Source Em ssions of

15 Volatile Oganic Conpounds.” That has been nmarked as 16
Exhi bit 12.

17 MR FORBES: As on-road nobile sources are

18 generally reqgulated by and -- generally, U S. EPA

19 and the federal governnment have granted rights to

20 regul ate on-road sources.

21 W focused on off-road sources to see if 22
there were categories there that we mght be able to

23 further go on and regulate, that there m ght be a

24 command and control type rule that we could
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As you can see in this colum, we have

1990 em ssions listed and then regul atory status.

Most of those categories that have any sizeable

enm ssions anmobunts to themare either controll ed now

by U S. EPA through their nost recent small engine

regul ation or are in the process of being regul ated

or will be regulated in the very near future by

addi tional engine standards that U S. EPA w il be

pr oposi ng.

After looking at this information, the

agency really could not

identify a specific category

that it felt it would be possible to go after to

regulate fromthis group. There weren't very much

the categories left. The ones that were avail abl e

had very small em ssions and it did not seemthat

this was the way to go
MS. SAWER: I
3 as Exhibit 13.

THE HEARI NG OFF

ei t her.

would like to mark this Tabl e

(Docunent nmar ked as

Hearing Exhibit No. 13

for identification, 1/21/97.)
CER | will be marking Table

3, "Chicago Of-Road Mbile Category Summary, 1990

L. A REPORTING - (312) 419-9292
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Non- Road Em ssions of Volatile Organic Conpounds" as

Exhi bit 13.

MR. FORBES. In the process of trying to

identify various categories of em ssion sources that

m ght be possible to regul ate,

| EPA went back to

review the cost effectiveness that it has seen over

the years starting with RACT |
percent rate of progress plan.

VWhat | have done

up to the latest 15

is summuari zed t hat

i nformati on and superi nposed from what we | earned

fromour trading devel opnment on this rule. |

summari zed what the cost per ton is for each of these 13

vari ous neasures.

14
15
16
17
18
19
20
21
As
23
24

As you can see back in 1975, when we

first adopted RACT I, we ended up with a dollar per

ton figure of approxi mately 600.

| should al so poi

nt out that all of

t hese figures have been adjusted to be on the sane

basis. They are all in 1990 dollars so they can be
conpar ed.
RACT Il, in 1980, is about $720 per ton.
you can see going up to our 15 percent rate of

progress rules, the latest is

$6, 600 per ton.
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That's a substantial increase over the
original measures that were adopted. W estimte
based on data that wll be presented later that the
cost effectiveness of the ERVS programthat's being
proposed is in the nei ghborhood of $2,500 per ton.

M5. SAWER: W will mark Table 4 as Exhibit

14.
(Docunent nmar ked as
Hearing Exhibit No. 14
for identification, 1/21/97.)
THE HEARING OFFICER: | will mark as Exhi bit
14 the docunent entitled, "Table 4, Illinois VOM

Reducti ons Program "

MR. FORBES: So given this information and
the difficulty in trying to identify categories that
we think would | end thensel ves to being regul ated
under command and control scenarios, we identified
the one category of area source, cold cleaning
degreasing, and we | ooked further at the ERMS for
tradi ng concept.

Wth the cold cl eaning degreasing rule,
we expect that we can achi eve about 11 and a half
tons per day in 1999.

We estimate that the tradi ng program as
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proposed coul d achi eve about 12 and a half, 12.6 tons

per day, in 1999.

These two neasures together will provide

around 24 tons per day of reduction, which is a

little in excess of the 20 that | nentioned earlier

that we needed to just barely

meet our requirenents.

We think that we do need and t he EPA

requi res that we have sone snall anount of

contingency just as a safety neasure to ensure that

when we get to 1999, that we have, in fact, nade and

met our target.

Fi gure 5 hopef ul

ly will illustrate sonme 13

the information that | have been goi ng through

here and sone of the infornmati

provi ded testinony on earlier.

on that M. Mat hur

This is a graph which provides a view

bet ween ' 96 and 2007 of how we think em ssions will

go without a trading, wthout

a command and contr ol

rule, wwth just the federal neasures that are already 20

earmarked and plus the 15 percent neasures that are

21
22
23
24

al ready adopt ed.

The dark line again represents the rate
of progress. It represents the total projected
em ssions with the proposed ERVS program and the

L. A REPORTI NG -
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one command and control rule that we are proposing,
the col d cl eaning degreasing program The thin |ine
with the triangle markers represents the rate of
progress | evels.

Now, what | have done is al so i nposed
the attai nnment |evels that we have spoke of earlier
with regard to achieving -- if we were to achieve a

60 part per billion background ozone concentration

© 00 N o o b~ w N Pk

or a 70 part per billion background ozone

10 concentrations. Those two |ines represent attainnent 11
| evel s.

12 So as you can see, if we were able to

13 achieve a background | evel down to 60 parts per

14 billion wth the assunptions Bharat Mthur expl ai ned

15 in his earlier testinony, we think we would be very

16 close, although not there, but very close to being

17 able to achieve attainnment with the plan that we have 18

pr oposed.

19 On the other hand, if it's 70 parts

20 per billion and we achieve that, you can see fromthe 21
graph that we still have a ways to go to reach

22 attai nnment.
23 We believe this is a reasonable program 24

that the two neasures that we have identified wll

L. A REPORTING - (312) 419-9292



124

1 provide us with a very good prospectus on being able
2 to both neet our rate of progress requirenment for the
3 first three-year period as well as getting us in the
4 right direction for reaching attainment in the

5 Chicagol and area.

6 MS. SAWER: | would Iike to mark Figure 5 as
7 Exhibit 15.

8 (Docunent nmar ked as

9 Hearing Exhibit No. 15

10 for identification, 1/21/97.)
11 THE HEARI NG OFFI CER: Figure 5 is a docunent
12 entitled, "1996 - 2007 VOM Em ssi ons For Chicago,"

13 and we will be marking that as Exhibit 15.

14 MR. FORBES. Section 9.8 of the act requires a 15

portion of reductions for each em ssion sector in

16 order to attain the ozone standard.

17 | EPA is proposing a plan for only the
18 first three percent ROP m | estone. However, we have
19 still attenpted to | ook at what the proportional

20 reduction shares are with respect to the plan that
21 we have proposed.

22 Based on 1996 em ssions, the

23 contribution fromeach of the main em ssion sectors,

24 point area and nobile, is 22, 26, and 52 percent

L. A REPORTING - (312) 419-9292
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respectively.
We believe this represents the
proportional share for each sector. |n other words,

we woul d need 22, 56 and 22 percent of the required

reductions fromeach of those sectors in order for it

to be a proportionate share of reduction.

| EPA' s plan proposes that with ERVS and
t he one conmand and control rule identified wll
provi de production shares of 20, 22 percent, and 58
percent respectively.

Al t hough we don't believe it's required
at this point since we are only going to try to

satisfy the first three percent ROP m | estone period,

believe it does neet the intent of the act in

trying to regain proportionate shares from each of
t hese sectors.

| would like to take just a mnute to
address an air quality consideration. Unlike other
air pollutants, ozone is fornmed in the atnosphere.
It is not emtted directly as a pollutant.

Dependi ng on conduci ve weat her
condi tions, which are hot, sunny days with little
wind and no rainfall, we see the formation of ozone.

The ozone attai nnment strategy, therefore, should be

L. A REPORTING - (312) 419-9292
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designed with a seasonal phenonenon in m nd.

The | EPA reviewed | EPA nonitoring data
from 1988 t hrough 1994 to review the nunber of
exceedances and frequency and occurrence of those
exceedances.

VWhat we found was that all of the
exceedances or the .12 ppmstandard fall within the
May t hrough Septenber peri od.

Table 5, which will be difficult to see
on this overhead, is a distribution of what those
w ndow exceedances have occurring and what we have
shown here is fromApril through Septenber and the
25th of April is a questionable date.

" mnot sure that we have invalidated
that data, but there was sone other strange
information that went along wwth it so we don't
believe it's a valid reading on that particul ar day.

But as you | ook through here, you can
see that all of the occurrences are primarily
occurring in June, July, and August with a few
outliers in May and Septenber.

M5. SAWER: | would like to mark Table 5 as
Exhi bit 16.

L. A REPORTING - (312) 419-9292
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1 (Docunent nmar ked as

2 Hearing Exhibit No. 16

3 for identification, 1/21/97.)
4 THE HEARI NG OFFI CER: W wil mark the

5 docunent entitled, "Table 5 Ozone Exceedances:

6 1988 - 1994" as Exhibit 16.

7 MR. FORBES:. This data, after having revi ewed
8 it, indicates to us that the concern for ozone -- for
9 the prograns that we're currently working on, we

10 should be focused on the May through Septenber tine
11 frame. Therefore, in designing ERMS, these were

12 quality concerns that were addressed.

13 First, we wanted to nmake reductions when 14

it was nost advantageous for air quality. W wanted

15 to do it in a way that would provide the nost

16 flexibility for sources. W wanted to mnimze the

17 extent possible on sources for further reductions.

18 Consequently, based on air quality data, 19
we proposed that the ERMS be limted to a seasonal

20 unit control period of VOM em ssions from May through 21
Sept enber 30t h.

22 Next, | would like to touch on just a

23 summary of the ERMS participating sources. |n order

24 to try and assess how nmuch production the program
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1 would achieve and who would be involved in the

2 sources, we did an analysis of the participating

3 sources based on the rule that's been proposed.

4 Initially, we relied on the projected

5 1996 SIP revisions in order to assess the breakdown

6 of sources. As you can see here, we have about a --

7 alittle over 1,900 sources, about al nost 9,000

8 emssion units. Seasonal em ssions were

9 approximately 2,000 tons. A 15 percent ROP plan

10 estimated it would reduce '96 em ssions to about

11 22,000 tons per season.

12 Next, what we did was anal yze

13 that information with respect to a range of breakdown 14
by size basically. As you can see here, we started

15 with those sources that were greater than 100 tons

16 per season and then 15, 25, ten, all the way down to

17 zero. Essentially, we reviewed where we thought a

18 reasonable cutoff would be for applicability in this

19 program
20 Basically, at the ten-ton or greater ton 21

per season |level, we would achieve the goal of about
22 90 percent of the em ssions as you can see on this
23 particular table.

24 Based on the recommendati on of the

L. A REPORTING - (312) 419-9292



129

1 design team hel ping and assisting | EPA in devel opi ng
2 this program |EPA shows a draft applicability |evel
3 at the 90 percentile equivalent to sources being

4 greater than ten tons.

5 M5. SAWER | would Iike to mark Table 6 as
6 Exhibit 17.

7 (Docunent nmar ked as

8 Hearing Exhibit No. 17 for
9 identification, 1/21/97.)

10 THE HEARI NG OFFI CER: The docunent entitled

11 "Table 6, VOM Sources in Chicago, G ouped by Em ssion 12
Category (1996 Estimates),"” is marked as Exhibit 17.

13 MR. FORBES: This initial count indicated

14 there would be approxi mately 283 participating

15 sources, but during the outreach period, when we

16 started actually getting into drafting the specifics
17 of the rule and | ooking at the | anguage and the

18 various provisions, a nunber of recomrendations and
19 suggestions were made.

20 Based on the final proposal

21 incorporating all of these various suggestions, |EPA
22 went back and | ooked at the 1994 annual em ssions

23 report data to try and get a little nore accurate

24 assessnent of the nunber of participating sources
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that would be in the ERVS program These results
were contained in Exhibit 7.
M5. SAWER: Let's mark Table 7 as Exhibit
No. 18.
(Docunent mar ked as
Hearing Exhibit No. 18 for
identification, 1/21/97.)
THE HEARI NG OFFI CER: Exhibit 18 is "Table 7,
Anal ysis of ERMS Participating Sources."
MR. FORBES: Basically, in summarizing this
tabl e, what we found out is of about 17,600 tons
of em ssions, 12,500 would be attributable to ERMS
sour ces.

We determ ned that there were
approxi mately 244 participating sources and about
4,100 em ssion units that would be subject to the
program and that's after renoving vari ous exenptions
and exenpt units and accounting for other sources
such as Non- CAAPP/ CAAPP or FESOP facilities.

Sonme of the late editions to our
proposal that required us to go back and revi ew
information contained in Table 7 was a 15-ton per
season CAAPP or seasonal |imt option available to

sources as well as the 18 percent early reduction
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1 option.

2 | EPA eval uated the 15-ton per season

3 option concluding that if all available sources opted
4 for this provision, a reduction |loss of only 115 tons
5 per season or about .75 tons per day woul d occur.

6 Regarding the 18 percent option, it was not possible
7 to estimate how many sources m ght choose that.

8 However, using this option, we believe we would

9 achieve actually greater reductions than what was

10 projected and therefore, it would not adversely

11 affect the outcone of the results of Table 7.

12 That concl udes ny presentation.

13 THE HEARI NG OFFI CER: Let's go off the record 14

for a second.

15 (Wher eupon, a di scussion
16 was had off the record.)
17 THE HEARI NG OFFI CER: Let's go through the

18 prefiled questions that pertain to the testinony of
19 M. Forbes, if there are any.

20 Seeing none, we will go on the floor.
21 M. Saines?

22 MR. SAINES: Yes. W agree with Bonnie that
23 we have agreed to defer certain questions. However,

24 these questions are part of our prefiled questions.
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1 This is referring on Page 2 of our prefiled

2 questions, Section B, regardi ng Appendi ces A through
3 E of the technical support docunent.

4 Question nunber two is why did the

5 agency designate sources with greater than 25 tons
6 per year of em ssions as non- CAAPP sources in Table
7 12 of Appendix C?

8 MR. FORBES. The agency |isted sources in

9 Table 11 of Appendi x B.
10 MR. SAINES: | believe it's Table 12 of
11 Appendix C.  It's Roman nuneral twelve.
12 MR. FORBES: The agency lists its sources in
13 Table 12 of the appendi x entitled non- CAAPP sources.
14 W identify -- we |isted sources, which are
15 identified through an eval uati on of CAAPP
16 applications as being non- CAAPP sources, primarily

17 sources which have requested FESOPs and sources which 18
notified the agency that they were cl osing and

19 withdrew their state operating permts after 1994.

20 These conpany CAAPP applications were

21 received in late 1995 and 1996. Em ssions |listed for 22
t hese sources were fromthe year 1994 as contained in 23

the 1994 annual em ssions report.

24 Since the later informati on for these
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sources indicated that these sources woul d be CAAPP

sources when the ERMS program

identified and renoved themfromthe potenti al

of ERMS participating sources.

MR SAI NES: Thank you.

begi ns, the agency

list

guestion nunber three. |In Table 13 of Appendi x D,

di scusses sources. How i s the source defined?

l's

the source defined as the facility as a whole or

specific emssion units wthin the particul ar

facility, Table 13 of Appendi x D?

MR. FORBES: The definition of source in
Tabl e 13 of Appendix Dis consistent with the CAAPP

application. That is, it nmeans the facility as a

whol e. However, the title of this table may be

confusing. Perhaps a better title would be exenpt

units and ERMS sources. That
in the tabl e.

MR. SAINES: Thank you.

Okay. Next question,
five, what was the agency's basis for

the "ERMS Partici pating Sources List"

of Appendi x E?

133

The next question is

it

is what is represented

question nunber

in Table 14

pl aci ng sources 21

MR. FORBES: The basis for the agency pl acing

sources on the ERMS participating sources |ist

L. A REPORTI NG -
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Tabl e 14 of Appendi x E was the proposed ERMS rul e
applicability criteria, which requires CAAPP sources
havi ng season em ssions greater than ten tons to
partici pating ERVS and excl udi ng those em ssion units
identified in proposed Section 205.405, which are
exenpt from further reductions.

M5. MHELIC. |1'mgoing to ask the next set
of questions. Going to Page 6 of our prefiled
guestions under Section 3, Section 205.110, regarding
t he purpose, we wthdraw Question 1 under Section A,
but going to Question 2, what findings of the
Nat i onal Ozone Transport Assessnent G oup being
coordi nated by the Environnental Council of States
that was discussed earlier has the Agency taken into
account ?

MR, MATHUR: "1l answer that one.

There are no findings of OTAG

Therefore, none have been taken into account. As I

testified earlier in response to an earlier question, 20

don't believe any OTAG i ssues need to be taken into 21

account since we have reduced the tine period from

22
23
24

these reductions to three years.
M5. MHELIC. As a followup question to your

response, does the agency intend to wthdraw the

L. A REPORTING - (312) 419-9292
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| anguage stated in the purpose regarding the findings
of the OTAG assessnent -- the OTAG group that the
stated purpose is to take into account those findings
in Section 205.1107

MR, MATHUR: | don't believe it's necessary
to take it out. Wen the agency began the process,
it fully intended to take OTAG s findings into
account .

Since the legislation requires us to
take the findings into account, we will take them
into account. Probably in the next revision to this
rule, it should be determ ned that additional
reducti ons are necessary.

As the agency has previously indicated,
before it requires reductions beyond the 12 percent,
it wll cone back to the board, explain the findings
of OTAG and justify the increased | evel of
reducti ons.

M5. MHELIC. (Going to Section B on Page 7
Question 2, we will wthdraw that question fromthe
record. Actually, we wthdraw Questions 4, 5, 6 and
7 at this tine.

We are reserving the right to ask the

remai ni ng questions at a |later date and to have
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foll ow-up questions regarding the testinony after
all of the other prefiled questions have been asked.

THE HEARI NG OFFI CER: kay. Are there any
ot her prefiled questions?

Are there any questions of M. WMathur

generally? M. Newconb?

MR. NEWCOVB: |'m Christopher Newconb from
Karaganis & Wiite.

What are the sources that you have

identified as exenpt sources to date and is there
a list of those that were included in the technical
docunent ?

MR. FORBES: Could you clarify which --

MR. NEWCOMB: You identified certain sources
as being exenpt already. Could you identify what
t hose sources actually are and where those sources
are?

MR, FORBES:. Ckay. Are you referring to one
of the tables that | showed as an overhead?

MR. NEWCOVB: Table 7, which | believe was
Exhi bit 18.

MR. FORBES. On Table 7, you are referring to
the category listed as exenpt sources?

MR NEWCOMWB: That's correct.
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MR FORBES: Those are sources that we

identified as bakery resources.

MR. NEWCOMVB: As what sources? |'msorry.

MR. FORBES. As bakery sources.

MR. NEWCOVB: Has the agency to date

identified other sources that

may fall under the

exenpti on proposed in Section 205. 4057

MR. FORBES: W have attenpted to identify

those particular units, those em ssion units.

beli eve you have an appendi x that identifies those.

Those are the boilers, fuel conbustion units,

sources that are conplying with MACT and NESHAP

MR. NEWCOVB: Additionally, there is a

category which is best avail able technology. Has the 15

agency identified certain sources that may debate

16
17
18
19
20
21
22
23
24

t hat standard?

MR. FORBES: No, we have not. Not at this

poi nt .

MR. NEWCOVB:. Has the agency done any

followup to estimte what em ssions reductions

won't be obtained due to sources neeting that

st andar d?

MR FORBES: No. W haven't made an estinmte

at this tinme because it is a site-specific

L. A REPORTI NG -
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determ nati on and we do not know, you know, who wil |

apply for such an exenpti on and who may be granted

such an exenption

MR, NEWCOVB: Under the categories of

sources; the point sources, area sources, nobile

sources, under all of those categories,

programonly really applicable to point sources at

this point?

is the ERMS

The only thing you have identified that

| can see is one area source category. Oher than

that, it seens like the entire programis falling on

poi nt sources alone, is that correct?

MR. FORBES: The ERMS programis intended to

pertain to stationary point sources.

| was referring to as a command and control rule,

sol vent degreasing rule is for a specific regulation

17
18
19
20
21
22
23
24

that we woul d propose just for cold cleaning

degr easers.

In the ERVS rul e,

however, we have

provi ded for intersector types of trading and

reductions to take place so that area and nobil e

The rul e that

the 16

source reductions can be accounted for and utilized

in the trading program

MR. NEWCOMVB: |s that trading programonly

L. A REPORTI NG -
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involuntary for other participants?

MR. FORBES: Yes, it would be.

MR. NEWCOVB: In addition, has the agency
consi dered indirect source or conplex source prograns
as another nethod to neet greater rate of progress
obligations under the Clean Air Act?

M5. SAWER: Coul d we get sone further
clarification on what you nean by this.

VWhat do you nean by indirect source?

MR, NEWCOMB: I ndirect sources and conpl ex
sources is a particular termfor such facilities
as airports, highways, parking facilitis, and the
i ke. Under Section 110(a) of the act, these are
sources which cannot be required to be regul ated
by the EPA, but which states are free to regul ate
in any of their SIP requirenents.

MR. FORBES: The agency has reviewed all of
t hose various sectors. | don't think at this tine
we have identified any specific prograns. W would
be -- that's sonething that we woul d propose for
t hose indirect sources at these various |ocations
that you have identifi ed.

However, nost of the equi pnent and the

various nobile units that woul d be invol ved either
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vehi cles or diesel trucks or off-road engines,
forklifts, baggage handling equi pnent, all are
currently being controlled or will be controlled by
engi ne standards that the U S. EPA is proposing.

So we believe the primary source of the
em ssions is already being identified and wll be
controll ed.

MR. NEWCOMVB: Thanks.

MR CHARI: This is Desi Chari with
Saf et y- Kl een.

You're em ssion inventory for point
sources have included fugitive emssions within the
poi nt sources?

MR. FORBES. Yes. W've included fugitives
to the best of our ability and source's abilities to
guantify those em ssions.

MR. CHARI: How would the actual versus
potential em ssions maybe rule on the em ssion
trading programfor fugitive em ssions cause nost of
the fugitive em ssions are based on potential and
real factors? So how would that be used in the
actual em ssion trading?

MR. FORBES: It sounds really Iike your

gquestion is a quantification question.
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1 MR. CHARI: Uh- huh, vyes.

2 MR. FORBES:. Possibly. | could give you

3 an exanple. Currently, the board has regul ations

4 that Ilimt the anmount of equi pnent |eaks from SOCM

5 facilities. It requires certain kinds of testing at

6 a certain prescribed frequency.

7 Standard EPA em ssion factors are used

8 to calculate that and to determ ne whether sources

9 are conplying. The trading option could possibly be

10 to nmake nore inspections at nore frequent intervals

11 or include nore valve fittings, flanges, whatever the 12
equi pnrent that's being regulated is.

13 So that woul d be one way where a source

14 could use emssions trading to either neet their own

15 requirenent or to provide ATUs or em ssion reductions 16
t o anot her source.

17 M5. SAWER: And additionally, we are

18 providing nore testinony on quantification nethods at 19
a later point in the hearing.

20 MR. TREPAN ER: My question, M. Forbes,

21 refers to Table 2. | believe that is Exhibit No. 6.

22 This is a question that | asked earlier and it was

23 deferred to you

24 That has to do with the colum or the
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line for point sectors and they are nunbered --
there is in parenthesis 92. | have a question about
that and that's does this nunber reflect a new
construction that's antici pated under these rules
that the construction that's been permtted or in

ot her ways sonehow deened to be in progress in 1999
and al so does that nunber 92 include the |ikelihood

under the proposed rules that the baseline

© 00 N o o b~ w N Pk

determnation is going to be at a level that's higher
10 than the existing |levels of em ssions -- the existing 11
actual |evels?

12 MR. FORBES: GCkay. That table that you are
13 referring tois Table 2 of M. Mathur's testinony?
14 MR, TREPAN ER: Yes.

15 MR. FORBES: Ckay. To address your first

16 question, the 92-ton per day nunber is intended

17 to -- we did include growh for those point source
18 em ssions that would be snmaller than the

19 applicability requirenents for ERVS.

20 We did include a growh factor because
21 there will be no such limtation for that. They

22 could continue to grow pursuant to their existing

23 requirenments or regulations.

24 For the ERMS participating sources, we
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1 did not include growth anount for that because their
2 allotnment wll be based on 92 to 94. Any future

3 growth would have to be obtained through the trading
4 program

5 |"mtrying to renmenber your other

6 question.

7 MR. TREPANIER: It's ny understandi ng that

8 your testinony is saying that a facility that's under
9 construction in 1999, when they open, they wll be
10 required to have an all ot nent?

11 MR, FORBES:. It would depend on the size and
12 circunstances and the timng of when they actually
13 got their construction permt and when they would

14 start operating.

15 The cl earest one -- the clearest issue
16 is a new source constructed after the program begins
17 would not receive an allotnent.

18 MR. TREPANI ER: But ny question refers to

19 this nunber 92. And |I'masking if this nunmber 92, is 20
that including what those -- that construction that

21 the agency, by their rule, is anticipating that is

22 going to be occurring in 1999?

23 MR. FORBES: | guess ny answer is we have

24 attenpted to try and do that by providing a snall
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1 anmount of growth in our calcul ations.

2 MR. TREPANI ER: Specifically, to fit, as |

3 understood what you said, that growth that was

4 included was fit to grow in those sectors that's not
5 included in the ERVS progranf

6 MR. FORBES: Well, that's primarily what we
7 had in mnd, but it would also cover any of the

8 additional possible growh that m ght occur between
9 now and 1999. It's our best estimate as to what that
10 anount woul d represent.

11 MR. TREPAN ER: How was t hat determ ned?

12 Is there a place in the docunentation
13 that shows what was the agency's expectation on how

14 many facilities are going to be under construction in 15
1999?

16 MR, FORBES. W don't estimate growth on that

17 basis. W base it on growh projections that we

18 obtain fromthe U S EPA programthat's called EGAS.

19 It uses economc factors to project growh in various 20
nonattai nment areas and we use that to hel p devel op

21 or projection, growh projection.

22 MR. TREPAN ER: Do you know that that node

23 that you are using to project the growth, does that

24 include the factor that the growth in that nodel
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1 people are going to be gaining a pollution --

2 sellable pollution allotnment?

3 Is that a factor considering that that's
4 going to actually drive construction of polluting

5 facilities?

6 MR. FORBES: | would have to say that |I'm

7 not -- I'mnot famliar with all of the factors that
8 are included in that nodel. It is a U S. EPA node

9 that's designed and built by them and provided to the
10 states to obtain the growh nunbers. So |I'mnot sure 11
if that factor was incorporated into that nodel

12 MR. TREPANI ER: And it may not be since, as
13 we heard fromthe OCP, this was sonething new, this
14 type of a trading progranf

15 MR. FORBES: Yes.

16 MR. TREPANIER: | have a question regarding

17 Table No. 2. I'msorry I'mnot able to say which

18 exhibit it was. It was a Chicago area source

19 category section. It was your Table 2.
20 THE HEARI NG OFFI CER: It was Exhibit 12, |
21 think
22 MR. TREPAN ER: | think you presented this
23 as an overhead slide. It's ny nenory that you -- you 24

had reported that you found that it's reasonable to
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1 visit one of these categories and | apol ogi ze that |

2 didn't hear clearly which category it is that the EPA
3 isintending to visit.

4 MR. FORBES. This is Table 2, the Chicago area
5 source category sunmmary?

6 MR, TREPAN ER: Yes.

7 MR. FORBES: | think | was referring to the

8 consuner versus solvent category. The U S. EPA has

9 identified specific products that they are going to
10 regul ate under the general heading of consunmer and

11 commercial solvents. They have indicated that they
12 wll continue to study that group of products -- the
13 thousands of product that nake up consuner products
14 and as they find solutions to further reduce the

15 solvent content, that they will continue to regul ate
16 those products as tine goes on.

17 MR, TREPAN ER: Did the state EPA find any

18 of these categories -- find sonmething in any of these 19

categories that nmaybe a command and control rule is

20 going to be looked at in the future?

21 MR. FORBES: Not really because nost of these
22 consuner comercial products are bei ng manufact ured
23 throughout the United States. It is difficult to

24 control projects made in our states, but sent inin a
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commerci al manner and sold to various drug stores and
departnent stores, it's difficult. It requires sone
di fferent kind of regulation on the product and
policing those kinds of products and nmaki ng sure that
everyone in the facility that's selling them

mai ntai ns that the proper solvent content --

MR. TREPANI ER: | understand that, that I
did inproperly hear your testinony earlier, but in
all the categories on Table 2, the stake you paid is
not intending on visiting any of those categories?

MR. FORBES: No, we are. Cold cleaner
degreasi ng under other solvent use, as | nentioned,
we went back and reviewed these categories and
identified them because we felt that there were
additional requirenents and controls that we could
specify for that category. W will be -- if we
haven't already filed the rule -- filing a rule
for that particul ar one.

MR. TREPAN ER: Do you know t he nunber of
what you expect is going to be a reduction in VOV
em ssions with that regul ation?

MR. FORBES. Yes. That's about 11.5 tons per
day approxi mately.

MR. TREPANIER: On the Figure 5, | also don't
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1 have the exhibit nunmber. I"'msorry. This was Figure
2 5, 1996, 2,000 VOM em ssions for Chicago.

3 THE HEARI NG OFFI CER: Exhi bit 15?

4 MR. TREPANIER It has three lines across the
5 first page.

6 THE HEARI NG OFFI CER: Yes.

7 MR. FORBES: Yes.

8 MR. TREPAN ER: Wuld it be a correct

9 interpretation of this -- of the information on this
10 page to be that -- that the projected em ssions and
11 the reductions that will be acconplished under ERMS
12 as they are estimated now, it's just making

13 conpliance in 1999 as the program-- as the agency
14 is forecasting howthis is going to work, its

15 just going to nmake it in 19997

16 MR. FORBES: Well, we -- according to the

17 figure, Figure 5 what is included here is the ERVS

18 programalong with the solvent degreasing rule. Both 19
of those together would allow us to just make our ROP 20
target level in 1992.

21 MR. TREPANIER. Ckay. So Figure 5 includes

22 that regulation?

23 MR. FORBES:. The cold cl eaning, yes.

24 MR. TREPANIER: Ckay. And then with that, if
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that's showing that -- that would just make it if it
works as anticipated, is that correct?

MR FORBES: |I'msorry. | didn't understand
t hat .

MR. TREPANI ER: You're not projecting an
over-conpliance in the year of 1999, are you? You're
projecting that it's going to neet conpliance?

MR. FORBES: Well, we're -- no. W are
projecting that we would be sonmewhere between four
and five tons under the target.

MR. TREPANIER. That's less than a percent?

MR. FORBES: Yes. |It's very small.

MR. TREPANI ER: Yes, but it does provide sone 14

conti ngency.

15
16

Wul d you say -- what can you tell ne

about the ability that you can forecast in that nodel 17

that was used in projecting the growth?

18
19
20
21
22
23
24

VWhat's the reliability of that nodel ?
Is the reliability of that nodel greater than the
hal f of a percent or so that we're going to -- that
we're shooting for on target? How reliable is that
nodel conpared to what the end result is |ooking for?
MR FORBES: |I'msorry. |I'mnot famliar

enough with the nodel itself to be able to tell you
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what that variability is

MR. TREPANI ER: Do you know who is famliar
with that nodel and how it works?

MR. FORBES: Well, probably soneone at U.S.
EPA. They are the ones that devel oped that growth
nodel. 1'mnot aware. | have not seen any of the
information of that nature in any of the
docunentation. They would be the source of the
nodel .

THE HEARI NG OFFI CER: Go ahead.

150

M5. MHELIC. |'m Tracey Mhelic from Gardner, 12

Carton & Douglas. You stated earlier that fromthe

13
14
15
16
of

18
19
20
21
22
23
24

years 1970 to 1990, there were reductions in
em ssions and significant anounts of reductions.

Do you know what percentage of

reductions came from point sources during that period 17

time, what percentage of the overall reductions

cane from poi nt sources?

MR. FORBES: | do not have the percentages,
but in Table 1 of M. Mathur's testinony, it does
provi de the nunbers from 1970 and 1990 t hrough 1996.
It could be cal cul at ed.

M5. MHELIC  Ckay.

MR. FORBES: | haven't done that.
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M5. SAWER: That shoul d be Exhibit 5.

M5. MHELIC. You stated before that the
U S. EPA had a SIP that required a 50 percent ROP
pl an by January 3rd of 1996 and in your overhead, it
said it could result in sanctions if this plan is not
provided to U. S. EPA at that tine. |Is it an absolute
that U S. EPA w il inpose sanctions if this plan is
not submtted by January 3, 19987

MS. SAWER: Just for clarification, you said
for the 15 percent ROP by 1996. It was for the nine
percent ROP by --

MS. M HELIC. By 1999.

MR MATHUR: Let nme address that question. | 14

"t even begin to guess what EPA will or will not

do. So your question would better ained at the U S
EPA. 7

M5. SAWER  And it's sonewhat of a | egal
gquestion also on what they're required to do.

MR. MATHUR  But under the Clean Air Act and
the sanction notice, the state will be under threat
of sanctions. What they actually will do, only they
know.

MR. WAKEMAN: |'m Ji m Wakeman of Tenneco.

Goi ng back to Exhibit 15, Figure 5,
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1 the nodel that you have referenced here or tal ked

2 about makes the assunption that in order to make

3 or to get to attainnent, we are assum ng that

4 background | evels are dropped.

5 What happens if those targets aren't

6 nmet? In other words, the background don't drop, what
7 are the contingencies and what |ikely inpact is that
8 going to have on our --

9 MR. MATHUR: Let nme address that.

10 As | nmentioned in ny testinony, those
11 are planning targets, backdrop |levels, only after

12 OTAGis finished would we be able to nodel what m ght 13
be the inpact on ozone background.

14 The backgrounds don't drop to 60 or 70.
15 They only drop from98. That's the best that can be
16 done based on OTAG The imedi ate conclusion is we

17 need nore VOC reductions in the Chicago nonattai nnent 18
area. That's the relationship that | had established 19 in
one of ny earlier bar charts.

20 That is why | had testified that once

21 OTAG is conpleted and we have the results, we will be 22
in a position to cone back and tal k about what

23 additional reductions, if any, are necessary in the

24 Chicago nonattai nnent area for VCCs.
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1 MR. WAKEMAN:. That doesn't give ne the answer
2 on the contingency, | understand where you' re com ng
3 from

4 THE HEARI NG OFFI CER:  Are there any further

5 questions?

6 M5. MHELIC. You referred -- going back to

7 the federal neasures that will be inposed for nobile
8 and area sources, in Exhibit 6 fromM. Mthur's

9 testinony, | just want to clarify what the exhibit
10 actually says here and that currently there have been 11
promul gated ROP controls. It says -- and I'mlooking 12 in
the bottom |l eft-hand corner -- plus FWCP, D. A

13 CGasoline, RFG I, EI/M all of those have been

14 actually proposed and enacted for on-road nobile?

15 MR MATHUR: They are all in regulations.

16 M5. M HELI C Have t hey been enacted?

17 MR. MATHUR: No, not all have been enact ed.
18 M5. MHELIC. Do you know when the deadlines
19 for enactnent are?

20 MR, MATHUR The only one that has not been
21 enacted, as far as | know, is EI/Min Illinois.

22 M5. M HELI C And is there a deadline by

23 which Illinois will enact that regul ation?

24 MR. MATHUR: No. There isn't a deadline
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t hat we have i nposed on ourselves, but it is our
expectation that the programw Il be fully in place
by the end of '98.

M5. M HELI C: And for off-road and area
sources, have all of those regul ati ons been enact ed?

MR. FORBES: The sol vent degreasing is one
that we have been tal king about. That one will be
filed with the board.

The federal off-road small engine

standards has been adopted and is in place. Consumner

sol vents, that al so has been, at |l east the first

12
13
14
15
16
17
18
19
20
21
22
23
24

phase. The U. S. EPA s consuner solvent rul es have
been adopted. | think that m ght have been a
regul atory --

M5. MHELIC. |Is that a consuner -- is that
t he consum ng product regul ati on?

MR FORBES: Yes.

M5. MHELIC. |Is that also going to apply to

poi nt sources potentially?

MR FORBES. Well, it really applies to
commercial projects. | think the way it -- ny
understanding is it limts the solvent content of

various products that are manufactured so it --

M5. MHELIC. So could it apply --
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MR, FORBES. -- could indirectly affect those
facilities that are manufacturing those products.

M5. MHELIC. And those facilities could be
poi nt sources?

MR. FORBES: They coul d be point sources.

M5. MHELIC. For sol vent decreasing
regul ati ons, do they have to be enacted al so by
Septenber of this year in order to consider themwth
the 15 percent plan being submtted to U S. EPA?

MR. FORBES: Three percent.

M5. MHELIC. Sorry, three percent.

MR. FORBES: Yes. Both rules would be needed
to be submtted to U S. EPA as a SIP revision,
as a package.

M5. M HELIC. Have they been proposed in
II'linois yet?

MR, MATHUR: Yes. They have been submtted
to the board as of |ast week. They are downstairs
sonmewher e

M5. McFAWN: Actual ly, they are upstairs.

MR. MATHUR  They are upstairs.

M5. MHELIC. Ckay. Moving over to the left
side of the page, which one of the on-road nobile

sources have been proposed or adopted?
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1 MR MATHUR RFG Il will conme into effect in
2 2000. | believe the National LEV negotiations are

3 very near closure and that there we wll be a

4 national clean vehicle act. C ean Fuel Fleets

5 1is on the books. On-board controls is on the books.
6 M5. MHELIC. \When you say "on the books," on
7 the state's books or on the federal books?

8 MR, MATHUR: Feder al .

9 M5. MHELIC. For off-road and area sources,
10 which one of those are on the books or have been

11 cl osed?

12 MR. FORBES: In ternms of this particular part
13 of the table, neasures beyond 1999, those are both
14 proposals or at |east indications by EPA that they
15 wll regulate aircraft, watercraft. They wll be

16 studying those particular classes of off-road vehicle 17
engi nes.

18 M5. MHELIC. |I'mjust trying to figure out

19 which ones have been actually proposed and whi ch ones 20
are still just being investigated.

21 MR. FORBES: That |ast one would be still

22 being investigated.

23 M5. MHELIC. Al on the off-road and area

24 sources, that whol e group?
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MR. FORBES: Correct.

157

M5. MHELIC. You stated during your testinony

that the proportionate share of point sources was 22

percent, is that correct?

THE HEARI NG OFFI CER

Is that for the ROP?

M5. MHELIC. That's ny next question.

VWhat is the 22 percent proportionate

shar e?

MR. FORBES: The point source is 22 percent.

M5. M HELI C And that's to neet the three

percent deadline in 1999?
M5. SAWER: 19997
MR. FORBES: 1999.

M5. MHELIC. COkay. And what is the

proportionate share to neet the attai nment

standard -- to neet attai nnent?

percent discussed earlier today?

Is that the 33

MR MATHUR: We don't know attai nnment target

yet. Once we have an overal

target, we wll

determ ne what the strategy shoul d be.

be able 20

M5. MHELIC. So you're not sure what the

proportionate share of point sources is to neet the

attai nnent standard?

MR MATHUR: No.
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M5. MHELIC. How, then, can the agency neet
the requirenents of the statute that these rules
adopt ed by the board shall include provisions that
are sure that sources subject to the programw ||
not be required to reduce em ssions to the extent
that it exceeds the proportionate share of the total
reductions required of all em ssion sources including
nobi | e and area sources to attain and maintain the
national air quality standards for ozone in the
Chi cago nonattai nnent area?

VMR, MATHUR It's our belief that once we
have determ ned what is the fullest extent of VOC
reduction is necessary to show attainnent, we wll
then do the analysis to neet that provision in the
| egi sl ati on when we cone back the next tinme for
addi ti onal reductions.

M5. MHELIC. \What are the provisions in the
rules that assure that the proportionate share wll

not be exceeded?

M5. SAWER | think this is really a lega
guestion. It's in the legislation. It certainly is
a -- takes precedence over the ruling in providing

t hat assurance.

M5. MHELIC. Are you saying that the rules --
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it specifically states that the rul es adopted by the
board shall include such provisions. [|'m]just
wondering what provisions of the rule is assured that
the proportionate share will not be exceeded by point
sources?

VMR, MATHUR The 12 percent and our
expl anation of how we arrived at the 12 percent.

M5. M HELI C So the 12 percent figure is
what assures your proportionate share?

MR, MATHUR: M. Forbes' testinony
denonstrated that while we | ook at proportionality
issue, it could be a longer termattai nnment based
analysis. W felt that even at this nonent where
we are sinply doing a portion of the attainnment
denonstration through an initial nine percent
reduction, the reductions that we have sought from
the stationary sources based on their contribution
seens to fit the proportionality interpretation.

When we cone back with additiona
reducti ons based on a nore final target of
attainment, we will revisit the issue of what is
appropriately proportional for each segnent.

M5. MHELIC. Right now, area sources are

now being required to reduce their em ssions by
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their proportionate share by 1999, is that
correct?

MR, MATHUR: I n our opinion, they are.

M5. M HELI C And how are they?

MR, MATHUR: Because we believe proportionate
share doesn't necessarily translate to exactly the
sane percentage necessarily.

M5. M HELI C. | thought you stated earlier
that their proportionate share was 22 percent
reducti on.

VMR, MATHUR We denonstrated that based on
their contribution to the total em ssions pie.

MS. M HELI C. Il "malittle confused right
now. | thought that their share was 22 percent
reductions? 1Is that correct that their share of
reduction is 22 percent?

VMR, MATHUR VWhat M. Forbes indicated was
t hat based on the makeup of the em ssions as
to what is causing the em ssions, the percentage
reductions that we have assigned for '99 seens to
be proportionate to their contribution.

M5. M HELI C So they are being required to
reduce their 1996 em ssions by 22 percent by 19997

MR MATHUR: Where is Table 2?
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1 Table 2 has a 24 percent reduction for

2 regular sources from 1996 to 1999.

3 M5. MHELIC. And what are the --

4 MR. FASANO. Twenty-four percent from 1990.

5 MR MATHUR |'msorry. From 1990.

6 MR, FORBES:. |If | could naybe refer back to

7 one of the charts I went though, we cal cul ated or

8 determ ned what we thought would be the proportionate
9 share as 22, 26, and 52 percent based on each of

10 those sectors' contribution for their portion of

11 em ssions in 1996.

12 The plan that we are proposing would

13 achieve a 20 percent reduction by point sources and
14 we said their fair share was 22. W said that area
15 sources would get 22 percent and their fair share

16 was that.

17 Mobi | e sources woul d achi eve 58 percent
18 and their proportionate share, it was said, is 52

19 percent.
20 M5. MHELIC. | guess I'mjust asking where is 21

the 22 percent reduction comng from area sources?
22 Is that all in the consuner products
23 requlations? 1Is it all comng fromthat regulation

24 because that's the only one connected?
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1 MR. FORBES: |It's fromthe -- actually, there
2 is avery small amount com ng from consuner versus

3 solvent federal neasure. There is a particular

4 product that they are regulating in that tinme frane
5 and it's very small. The mgjority of em ssions

6 are -- would be comng fromthe degreaser rule.

7 M5. M HELIC. They are not being considered

8 point sources, the degreasing operations?

9 MR. FORBES: No. That's an area source.

10 THE HEARI NG OFFI CER: Are there any ot her

11 questions?

12 MR. DESHARNAI S:  Chuck, | have one.

13 THE HEARI NG OFFI CER:  Ckay.

14 M5. MHELIC. | have one nore question

15 MR. DESHARNAI S: Go ahead and finish up.

16 M5. MHELIC. | have two nore questions.

17 After 1999, what's the next year that
18 Illinois will have to show further reductions toward
19 attainment to U S. EPA?
20 MR FORBES: 2002.
21 M5. MHELIC. And if the federal neasures that 22

you have set forth in that Exhibit 5, 1 believe, the
23 left-hand side that sets forth those neasures that

24 shoul d be pronulgated or attenpt to be promul gated
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are not promul gated by that tine, what assurance can
the agency give to the point sources that it will not
require further reductions only from point sources at
that tinme?

MR, MATHUR: | don't think the agency at this
poi nt can discuss what its strategy m ght be between
1999 and 2002. One of the biggest factors is what is
the result of OTAG

As M. Forbes has testified, and as |
have testified, if OIAG can give us ozone boundary
of 60 and sufficient precursor reductions, we m ght
denonstrate attainment in Chicago with em ssion
| evel s at 99.

On the other hand, if OTAG cannot
achieve the required | evel of reductions, we would
have to re-evalute the | evel of reductions of VOCs
i n Chi cago.

So consistent with our conmtnent to
seek only the first ROP reductions, we are not
prepared to di scuss what the agency strategy shoul d
be or could be or will be until we come back seeking
further reductions if that's what we need.

MR. NEWCOVB: This is Chris Newconb agai n.

To try and clarify Tracey's earlier
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required to conduct further
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guestion, under the ERMS programw th the single

exception of consideration of the cold clean air

degreasi ng operations, all the em ssion reductions

that are being required, these regulations wll be

from point sources, that there was not a proportional

reduction required in the different categories that

you have described, is that correct?

MR. FORBES: No, that's not correct.

to achi eve our three percent ROP pl an,

reductions from nobil e sources.

| n order

we are getting

Mbst of those -- in

fact, all of those nmeasures are comng fromfedera

requi renents, but they will require gl obal

em ssions to reduce, as we sSit here,

MR. NEWCOVB: How did the federally

i npl enented prograns nmesh with ERVS prograns?

source

58 percent.

My under standing right now is that under

However, federal

reducti ons.

poi nt sources are being -- will be 18

reductions in part

are going to be reductions that you expect from

categories such as area sources and nobile sources

and it doesn't seem as though proportionate shares

are being considered in this connection, but

per haps being considered in the larger plan,
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correct?

VMR, MATHUR Your |ast statenment is correct.
We are conducting a review of the proportionate area
wi de reductions.

The ERMS rul e applies to point sources
because for the other sectors, reductions are being
sought either through federal neasures or through
ot her kinds of regulations. So there is really no
rel ati onship between ERVMS and ot her sectors and their
reducti ons.

ERMS is the nethod that the agency is
proposi ng to seek reductions on the point source
cat egory.

MR. NEWCOVB: Thank you for the clarification.

| don't nean to be redundant about this, 16

it is your perception, then, that the regulations 17 as

proposed are to neet the statutory requirenents in 18

Section 9.8(c)(3)?

19
20
21
22
23
24

MR, MATHUR: That is correct.

MR. NEWCOMVB: Thank you.

M5. MHELIC. To that question, you stated
you consi dered federal neasures for the nobile and
area sources. \Wat about federal neasures such as

MACT standards that will apply to the point sources?
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1 Have you considered those in the

2 reductions that point sources will have to attain

3 by 1999 or thereafter?

4 MR MATHUR: Yes, we have. |In fact, our 15

5 percent plan specifically had a line item for MACT

6 reductions.

7 M5. M HELI C. And you' re tal ki ng about the 15

8 percent plan for 19967?

9 MR MATHUR: Bet ween 1990 and 1996. In this
10 ERMS program as people neet their MACT obligations
11 that are mandatory, they can apply those towards
12 their satisfaction of the ERMS report. So they have
13 heads up, if you wll, by neeting a mandatory federal 14

rule and they will also be satisfying the VOC aspects 15 of
this rule if the MACT pollutant is a VOC

16 M5. M HELI C Ckay.

17 MR. TREPANI ER: | would like to refer again

18 to Table 2, Exhibit 6. Again, the nunbers in

19 parenthesis -- | understand that during M. Mathur's

20 testinmony, these nunbers in the parenthesis were

21 identified as tons per day, sources affected by these 22
rules. Specifically, |I had that attached to 105.

23 Now, | see that the next nunbers in the

24 parentheses is 92 by 1999 and a 92 by the year 2002.

L. A REPORTING - (312) 419-9292



© 00 N o o A w N Pk

N NN NN R R R R R R R R R
A W N P O O 00O N O O B W N +—» O

167

Can that fairly be read to signify that the agency
expects that there will not be an increase in the
anmount of allotnments that are issued in 1999 versus
the amount of allotnents that are issued in the year
of 20027

MR, MATHUR: That is correct.

MR. TREPAN ER: And in that instance, is that
based on an assunption that there would not be any
other -- there would be no sources added between 1999
and the year 20027

MR, MATHUR: That is correct too.

MR. TREPAN ER: Ckay. And does the rule
contain a provision that a source under construction
and wi thout an allotnment in the year 1999 w ||
receive their allotnent once they have conpl et ed
construction and they have operated for three years?

MR, MATHUR: Yes. My | suggest that as you
asked questions on the substantive provisions of the
rule that we defer it to the appropriate tinme?

MR. TREPAN ER: | wanted to understand these
92s because it seens to be -- this table seens to
say that there will not be any growth in the nunber
of regul ated sources under this program between 1990

and 2002. So | wanted to confirmthat this --
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al t hough the rule doesn't provide that there could be
nore regul ated sources in the year 2002 than 1999,
this table doesn't show that.

MR, MATHUR: Let nme explain the purpose of
the 92 nunber showing up twice on this table. The
ERVS is limted to neeting the ROP requirenents in
1999. Wth 92 being repeated again for 2002, it is
just a denonstration that this particular rule at the
moment i s not seeking any further reductions.

Since the sources that nake up the 92
tons will be capped at 92, no increases wll be
al l oned and we haven't shown a change in that nunber
because we don't have a strategy yet for further
deductions beyond 1999. That's the only purpose of
showi ng 92 next to the 161 under the 2002 col um.

MR. TREPAN ER | understand that as the
rules are witten, that 92 could well be a 95 in
t he year 2000, that that could be anticipated?

MR, MATHUR: It's nmy strongest hope and
belief that it wll not go up over 92 because that
i s the whol e purpose of these rules.

MR. TREPAN ER But the rule does allow that
a source under construction in 1999 could receive

their first allotnent in the year 2002?

L. A REPORTING - (312) 419-9292



© 00 N o o b~ w N Pk

I N S N N T e o e
© 0O N o o0 W N - O

20

169

VMR, MATHUR The rul e does all ow t hat
flexibility, but the rule also limts it to actua
em ssions once it has operated for three years.

We can further discuss the provisions --
substantive provisions of the rule after we have had
an opportunity to present direct testinony on those
provi si ons.

MS. SAWER: Right. And we are going to
have nore testinony on that specific area of the
rul e.

MR. TREPANI ER: Are you anticipating
testinony that's going to support that nunber 92
in the year 20027

MR MATHUR: No, but it's going to support
the concept that you have just raised as perhaps
i npacting the 92 nunber. W wll have testinony that
wi || address issues relative to resources under
construction, when they begin operation, and how t he
process includes their em ssions.

M5. SAWER: VWll, | think we would like to 21

respond nore fully to your question. Hopefully, we 22

can do so tomnorrow.

23
24

MR, WAKEMAN: ' m Ji m Wakeman from Tenneco.

Goi ng back to the nodel, if the
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transport of air during the ozone season tends be
northward, |I'mcurious as to why the ERMS program
isn't being applied to, say, St. Louis or downstate,
what ever the term nology is, because that would help
to get to that 60 or 70 nunber in the charts?

VMR, MATHUR As | nentioned earlier, there
are two issues relative to the ozone strategy. One
is what pollutant and where it should be reduced
out side and upwi nd of Chicago in order to reduce
transported ozone.

A second issue is once we have an idea
of what |evel the ozone reductions we can achi eve
by this upwi nd strategy, we may still need further
reductions in Chicago.

This programat the nonent is |limted
to achieving further reductions in Chicago. Wen
the OTAG process is finished, it will have exam ned
all of the possible strategies that will hel p reduce
transported ozone, which will have include possible
reducti ons of VOC and/or NOX.

Once those decisions have been fully
revi ewed, the agency intends to put regulations into
pl ace to achieve the appropriate reductions.

|f we determ ne at that point that we

L. A REPORTING - (312) 419-9292
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need further reductions in VOCs in the netro east,
that certainly simlar approach will be | ooked at.

MR. WAKEMAN:  Thank you.

MR. FORCADE: | have just one short question.

M. Forbes used a series of bullet

over heads which weren't introduced as exhibits.
Wuld it be possible for the agency to provide copies
of those tonorrow so that we coul d have that?

M5. SAWER: Sure.

MR. FORCADE: Just the bullet overheads.

M5. SAWER We may have copies here.

THE HEARI NG OFFI CER: | ask that we take a
five-mnute break. Wen we get back, | know there
are sonme questions that the board still has to

ask nost |ikely.

(Wher eupon, after a short
break was had, the
foll om ng proceedi ngs were
hel d accordingly.)

THE HEARING OFFICER: | think we are going to
try to go until 5:00 o' clock tonight and then stop
t here.
The agency has one nore w tness they

would i ke to try to get in tonight. Mybe we m ght
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just get his testinony and carry himover for
guestions tonorrow.

There is also an issue of where we are
going to be tonorrow. This roomis not reserved for
us tonmorrow. Hopefully, we will find out shortly
where we will be at tonmorrow. |If not, | think the
best thing is for everyone to just conme by here and
we w il |eave the notice on the door.

| believe we were finishing up
guestions with R chard Forbes. Wre there any other
gquestions?

| have one question, then. W use a |ot

the 1996 projections. 1Is there any way that the

nunbers from'96 are going to be finalized before,
let's say, August of '97?

MR. FORBES: Probably not because the --
we're trying to rely on the annual em ssion reports
and those reports are not due until | believe My of
'97 for the '96 period. It does take sone tine to
go through and have quality assurity data. So it
probably will not be avail able by that date.

THE HEARI NG OFFI CER:  Ckay. | don't believe
there are any other questions.

M5. SAWER: The agency would |like to cal

L. A REPORTING - (312) 419-9292
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Philip O Connor

THE HEARI NG OFFI CER: Ch, before we go on to
the next wi tness, we have marked Exhibits 7 through
18, but | don't believe they were noved into
evi dence.

MS. SAWER: Ch, right. The agency noves
that Exhibits 7 through 18 to be admtted into
evi dence.

THE HEARI NG OFFI CER: Are there any
objections to enter those exhibits into the record?

Hearing none, then, I will enter into
the record Exhibits 7 through 18, which have been
mar ked previously.

M5. SAWER: We have five slides for this
testinony. Wuld you care to mark them as exhibits
i n advance just go through each of then?

(Docunents mar ked as
Hearing Exhibit Nos. 19 - 23
for identification, 1/21/97.)
THE HEARI NG OFFI CER: Sure, | can do that.
|"mgoing to mark as Exhibit 19 an
overhead that's going to be entitled, "Key events in
t he Devel opnent of the SO2 Tradi ng Program™

| will mark as Exhibit No. 20 a docunent
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entitled "Clean Air Act Amendnents of 1990,
Acid Deposit in North Anmerica."

l"mgoing to mark as Exhibit 21
docunent entitled, "Cost of SO2 Em ssions Co
It Much Lower Than Expected?"

|"mgoing to mark as Exhibit 22
docunent entitled, "IEPA 1993 Pre-feasibilit
for Ozone Precursor Trading."

|"mgoing to mark as Exhibit 23
docunent entitled, "Key Principal Shared by
ERVS Tradi ng. "

(Wtness sworn.)
VWHEREUPON:
PHI LI P R. O'" CONNOR,

called as a witness herein, having been firs
sworn, deposeth and saith as foll ows:

MR. O CONNOR: |'mtold this is a --

174

ef fect on

a

ntrol, Is

a

y Study

a

SO2 and

t duly

t he

five different slides that | wll be using wll

be Exhibits 19 through 23 in that order.

My nanme is Philip O Connor. I’
principal with Coopers & Lybrand Consul ting.
role here is really pretty straightforward.

keep this short.

It's to really describe why it

L. A REPORTING - (312) 419-9292
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the experience of the acid rain trading system under

the Cean Air Act anendnents

of 1990 ought to be

encouraging with respect to our expectations about

the ERMS trading systemt hat

IS suggested through

this proposal or through this proposed rule.

My perspective on this is having served

as a representative during the debate over the 1990

Clean Air Act on behalf of Commonweal th Edi son.

VWhat that was was bringing the first mgjor utility

in the country to the table t

0 negotiate with the

U.S. EPA on the idea of an SO2 trading program

Subsequently, |

chaired the subcommttee 13

that the U S. EPA established to design the trading

14
15
16
17
18
19
20
21
22
23
24

program This was part of a

| arger group whi ch was

set up to expedite the rul emaki ng subsequent to the

passage of the | egislation.

The first slide

really just touches on

the events that ultimately produced the trading

program The essence of this is that it has pretty

respectable roots starting w
nobel prize w nning econom st

Chi cago.

th Ronal d Coase, the

at the University of

Basically, in 1960, he devel oped the

i dea that he mght be able to deal with a variety of
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1 problens of externalities, including pollution, by

2 assigning property rights or the equival ent of

3 property rights so that people could find ways to

4 trade anong thensel ves either the damages or

5 conpensation relating to pollution.

6 The earliest experinent really out of

7 the federal and environnmental regul atory apparatus

8 was that for the -- to get the | ead out of gasoline.
9 Fundanental ly, it was just a program of
10 assigning to the different refiners in the country
11 different levels of |ead on a declining basis that
12 could be in gasoline and they tried it anbngst one
13 anot her.

14 Essentially, we have gotten down to the
15 point of a pretty |ead-free gasoline systemout there 16

and that was achieved largely by a trading program

17 The point is that there are going to
18 be sone emtters who have a | ower cost of reducing
19 their em ssions than others and why not get the

20 efficiencies of that and in addition, it doesn't

21 require as nmuch in the way of governnent preapprova
22 of technology for reductions. There will be nore
23 innovation and nore wllingness by emtters to adapt

24 new neans of control and experinment with it.
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This evolved in 1988 into a Harvard
study group which the | ate Senator Heinz and
Senator TimWrth at the tinme on a bipartisan basis
suggested that there should be a trading systemfor
SO2 to address this problemfor the acidification of
| akes in the northeast and Canada.

That resulted pretty quickly in the
agreenent between the Wiite House and the U S. EPA
on the one side and the Enviromental Defense Fund on
the other to include a trading systemfor acid rain
into the Clean Air Act amendnents that were being
prepared for the 1990 Cean Air Act Anendnents.

During the course of that debate, what
happened is nost of the electric utility industry --
whi ch, of course, was the subject and the target of
this regulation -- noved fromthe point of, first of
all, fought out opposition to any kind of acid rain
programfirst, but second, noved from having a mnd
set about a very standard format for regul ation and
that is each and every plant being regulated and the
t echnol ogy being used and being certified in sone
fashion by the government fromthat to a systemin
whi ch there was trading.

One of the key elenents of that change
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of heart was that there was an enornous conflict
anong the utilities once they realized there was
going to be a program Sone utilities, essentially
demanded subsidies that would flow fromthe
non-emtting or the lowemtting utilities to the
high emtting utilities to pay for scrubbers.

That was sort of once they realized there was going
to be a reduction program

The thinking evolved to the point of
adopting a tradi ng program because that was actually
a very efficient way of having a kind of subsidy
system one that did not pick up noney or nove it
involuntarily fromone player to another because it
could allow those who were very high emtters who
probably had | ow cost control and get those
reductions down and in turn, sell the em ssions of
al l omances that they had been granted.

The U . S. EPA in 1991, after the bil
passed, created the advisory conmttee and that was
the one that | referred to where | chaired the
trading conmmttee with the tine and tradi ng system

The inmportant thing about that is it
really did expedite the rulemaking and it's been

somewhat replicated in this process, kind of up

L. A REPORTING - (312) 419-9292
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front, however, in the effort to get as many of the
interested parties together as possible to agree on a
way of doing things.

In 1993, there was the first SO2
al l omance auction and that was conducted by the
Chi cago Board of Trade on behalf of the U S. EPA
and really produced the first nunbers as to what
t hese al |l owances were worth

Utimately, during this period in the
past several years, there has been such a w despread
acceptance and recognition of the success in the
program and the way in which it has operated
snoot hly, but the idea of trading program has been
applied now to these other nore conplex situations
dealing with ground | evel ozone and so forth.

Most every one, | think, as | said,
agrees that it's been an extraordinarily successful
effort. The U S. EPA -- | think you have copies of
the color slides there. Essentially, this blue area
you see, which is exactly the area that was targeted
for reduced acidification in the | akes and the
streans and so forth, it has indeed experienced a
significant reduction as nuch as 25 percent in many

of the areas for acid rain.
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Sone of the areas where it's gone up

had relatively low acidification as it was. So from
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the point of intended result of the policy, it's been

exactly that which was targeted by the Congress and
the U S. EPA at the tine.

So fromthe standpoint of asking the
question, well, okay, nmaybe it worked snoothly, but
does it actually acconplish that which it was
i ntended the answer was yes.

In fact, some of the nore recent
information fromthe U S. EPA indicates the target
for the 1995 period, which was the first year for
the program where the target was about 8.7 mllion
tons anong the 445 Phase 1 units, the actual
em ssions had been 3.4 mllion tons |ess.

So there was a dramatic reduction --
early reduction below the original target. No one
says that the trading programis exclusively
responsi ble for that. Oher things such as | ower
western -- |low sulfur coal prices, and the like
contributed to that significantly, but the MT work
has i ndicated that one of the things that the

al l omance system has done was to nmeke those prices

much nore apparent and to make m dwestern and eastern
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utilities much nore willing to go out into the market
and purchase | ow sul fur coal fromthe west rather
than thinking they had to stay with a particular form
of conpliance to get a particular plant's em ssions
down.

Now, the other thing -- well, let nme go
back to this point of what's really being done is the
selling of pollution reduction as opposed to the
selling of pollution.

What's really being done is that a | ower 11

price or a |lower cost of control by one party is

12
13
14
15
16
17
18
19
20
21
22
23
24

being sold to another so, in essence, they are
splitting the difference.

When one goes back to the actual
| anguage in the text of the Clean Air Act anendnents
inthe sulfur -- in the SO2 program what one finds
are two nunbers, which reflect what the belief was
by the congress and by the U S. EPA, just about
everybody, as to what the margi nal cost of control
IS going to be.

It is somewhere between $750 and $1, 500
per ton of SO2. Those nunbers are actually in the
statutes because they are set as kind of default

nunbers, but at which parties can purchase all owances
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fromthe governnent froma reserve.

VWhat this slide shows, and | wish it
showed it nore clearly, but the line is pretty darn
clear, which is as of today, the marginal cost of
control if you see that in terns of the price of an
al l owance, instead of being $750, it is nore on the
order of $65 to $75.

So we are running sonewhere one-tenth
what the anticipated cost of control was at the
tinme the debate was taking place.

Now, we can say that the utilities
exaggerated at the tine or whatever it was, but
this is considered a very startling difference
in the business.

You can also see that in '94, sone of
the auction nunbers at that tine were up in the $150
or $160 range and they have conme down. Now, there

are peopl e who believe that these nunbers will begin

182

to go up sonewhat as we get to Phase 2 in 2000, but 20

who knows? That will take an enornmous clinb to get 21

anywhere up near the margi nal costs that was expected 22

at the tine of the debate.

23
24

Again, while these declines in cost

and control cannot be attributed exclusively to
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fromthe EPA people froma nunber of major sources

18
19
20
21
22
23
24
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the trading system one of the things it does is the

trading systemnmakes it clear that you can get to the

| east cost of form of control

results.

in order to achieve the

Again, | would reiterate the results

are nmuch better today than we had thought going in --

in ternms of going in and in terns of the anmount of

early reductions.

This sort of devel opi ng know edge and

experience encouraged the Illinois EPA to undertake

an effort to see whether this basic format m ght be

worthwhile to pursue with respect to ozone.

So Director Gade put together

design team of various players.

kind of a

The Envi r onent al

Def ense Fund was i nvol ved and people fromny office

were involved; | was and it was ny experience,

of emtters and so forth.

peopl e 17

Now, what's interesting about this, to

show you how t hi nki ng can change in a nodest period

of time, we originally started out to design a NOx

tradi ng system because that's what was believed at

the tine to be the pollutant that was the problem

During the course of the work of the
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design team it becane nore clear to the science
that it was the VOM. Now, what | know in that
particular field, you can put in a thinble. So |
take the fifth when it conmes to what the science is
on this. I'mhappy to listen to the scientists.

But the point is that it was -- barely
a beat was mssed in noving fromtal ki ng about a
NOx trading systemto being able to talk about a VOM
trading system That's how versatile and flexible
the approach is. That, | think, is sonething that
actually recommends this to you.

Agai n, you have already tal ked earlier
this afternoon about the focus on the Chicago
metropolitan air shed.

One of the problens is what kind of
liquidity do you have? Do you have enough pl ayers
to make it a liquid systen? Indeed, wth several
hundred emtters available to be in the program
that's nore than sufficient for liquidity in the
progr am

The early design al so proposed the use
of the fixed percentage allocation of allowances
agai nst a baseline period em ssions of encunbents as

sinple, fair and efficient.
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Now, let's go back to the roots of the
trading system One of the things that Professor
Coase would tell us if he were here would be that if
you want an effective trading systemfor pollution,
we could just as easily take all of the all owances or
credits we were going to use and we could go over to
the Ogden school in ny neighborhood and hand it out

to the first graders and within a fairly brief period

© 00 N o o b~ w N Pk

of time we would have an efficient trading system

[
o

because they are worth sonet hing.

[ —
[ —

So you don't have to give themto the

=
N

encunbents. You don't have to keep themin a reserve 13
and auction themoff to whoever wants them

14 Theoretically, you can do anyt hing.

15 The reason that the suggestion was nade

16 for allocating these on a fixed percentage basis

17 against a baseline so you could get the baseline and

18 say well we need this nmuch reduction and we can give

19 everybody who is already in the ganme a certain anmount 20
is that's the fastest way to get agreenent and to get 21 to
a systemthat works. You deal with the

22 encunbents.

23 True, there are people who cone al ong

24 |ater and need to buy them you find a way to deal
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1 wth that, but they are not here. They are not part
2 of the current system

3 So this is a very pragmatic sort of

4 decision. It could be done other ways, but this gets
5 it off and running quite quickly.

6 The other thing it does, it satisfies

7 the question of let's call it a subsidy or assistance
8 or where you find the resources to nmake the

9 current reductions. It answers the sane question

10 that was answered with the utility back with the SO2
11 program |If you have an all owance system and

12 sonebody is a big emtter, you probably have a | ower
13 cost of control and sell that |ower cost of control
14 to people who are already suffering froma | ong

15 dimnishing return.

16 Banki ng was proposed. Now, it's true

17 that in a snpog situation, you have a shorter life

18 span for a bank allowance. |In the SO2 program it's
19 essentially forever. In this kind of program a nore 20

seasonal, kind of intermttent sort of thing. You

21 probably don't want to have a very long period for

22 banki ng.

23 The point is if you don't use one today, 24

you can use sone tonorrow. That may be a definite
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1 period or an indefinite period. That reduces the

2 incentive to essentially ignore controls because if

3 it's worth only sonething right today, you're

4 probably going to spend it. If you can find a way to
5 transfer it to soneone el se and get val ue out of

6 that, you'll do it, and that neans again that you are
7 engaging in control.

8 The other point is that new sources

9 would have to obtain these offsets at 1.31. So you
10 will be getting reductions right out of the box and
11 then be able to denonstrate they can secure

12 allowances for three seasons and that way, if they

13 were given a license or certification to emt again
14 at a |lower ratio they would, nonetheless, still have
15 to show that they could get em ssions all owances for
16 the subsequent three periods after they began

17 emtting.

18 The trading units are relatively

19 small -- nechanically a relatively small nunber of

20 tons. Therefore, you have nore liquidity. So rather 21
than dealing with thousand dollar bills, you are

22 dealing with five-dollar bills.

23 Finally, there was a recognition that

24 there mght be atypical situations and sone thought

L. A REPORTING - (312) 419-9292



© 00 N o o b~ w N Pk

e e
N B O

14
15
16
17
18
19
20
21
22
23
24

shoul d be given to sone all owance for excursions

and exactly how you're going to deal with those.

So the all owances, unlike the SO2

188

system are not necessarily the exclusive renedy,

but it accounts for 99 percent of all of the

situations set forth for em ssions.

The point I would like to conclude wth,

and |1've already really touched on it,

is that there

are a nunber of key principals that are shared by

the SO2 and the ERMS -- proposed ERMVS tradi ng

syst em

There is a cap on total em ssions,

fundanental ly i nportant because the big shift in

whi ch 13

thinking in the SO2 programis away from a reduced

rate of em ssion down to an actual cap on tota

em ssions. So you actually have i nprovenent as

opposed to sinply the very short-term i nprovenent

and then an increase of pollution all the tine.

That's the sane with this.

Again, we share the idea of an

all ocation of baseline all owances to the encunbent

emtters. It would be an open ownership trading

systemso that, in essence, anybody can own these

al l omances and you find that there's greater
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liquidity and greater innovation if you all ow,
theoretically, non-emtters to own these, if they
would i ke to. They can only be used to retire
or to satisfy emssions froma |licensed source.

There woul d be banki ng of all owances
permtted. There would be a reserve of allowances
so that new players cone into the market -- new
sources woul d have access.

Now, to be honest with this, that is
sonething that is really done to satisfy skepticism
about a trading systemwrking. The reality is, as
far as | know, nobody has ever gone to the U S. EPA
to buy out a new reserve account. They may or they
may not in this situation, but it is essentially a
safety valve for those who believe
t he market m ght not work.

It relies on established protocols for
measuring and estimating em ssions so that
essentially the ways in which Illinois EPA today
goes about neasuring em ssions and pollutants and
so forth, they would continue to rely on those sane
measur enent techni ques to decide who is emtting
how much and therefore, how many all owances woul d

have to be retired.
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1 There woul d be an annual reconciliation.
2 So you would take sinply an annual period and then at
3 the end of that, having once set these neasurenent

4 criteria, you would know exactly how many al | owances
5 had to be turned in to satisfy how many -- how nuch
6 there had been in the way of em ssions.

7 Finally, one of the other things is in
8 an effort to try to reach a very high degree of

9 agreenent anong the interested parties at the

10 outset so that a rather conplex idea could be

11 brought forward in as mature a state as possible for
12 the board' s consideration.

13 So let me stop there. | will try to

14 answer any questions that | can.

15 THE HEARI NG OFFI CER: Let's go off the record 16

for a second.

17 (Wher eupon, a di scussion
18 was had off the record.)
19 THE HEARI NG OFFI CER: | guess if there are

20 prefiled questions for M. O Connor, we wll start

21 wth those and go through our normal routine.

22 Are there any prefiled questions? No

23 prefiled questions. Are there any other questions?

24 No questions. Well, | have a question.
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Go ahead.

MR. TREPANI ER: This is M. Trepanier.
My question of M. O Connor has to do with on Page 5,
the last statement of that page. |I'minterested in
whose statenent is that?

Who is saying that and who are these
interested parties that it's referring to?

MR. O CONNOR  What |'m speaking to really is
the process that at |east we participated in in the
design effort.

So those would be the nenbers of the
design team and a variety of people who had an
opportunity to coment. So that covers the range
fromsonme of the oil refineries to the Environnental
Def ense Fund.

So while it may not have been each and
every interested party, there was a fairly broad
spectrum of opinion and experience that probably
brings this rule, I would think, to a fairly high
degree of devel opnent at this stage of the gane.

MR. TREPANI ER: s it your contention that

what you are saying that the critique of the proposal 23

froman environnentalist point of view was provided

24

by the Environental Defense Fund?
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MR. O CONNOR  That woul d be ny opinion having
dealt with EDF over the past what woul d be now six
years through the course of the 1990 anendnents, |
woul d certainly think that, yes.

MR. TREPANIER: So you would feel that the
Envi ronent al Defense Fund coul d be designing these
em ssion tradi ng prograns since 1989, but yet remain
obj ective and provide an environnental critique?

MR. O CONNOR  Yes. They were probably hard
nosed, | thought, during the design phase and the
di scussions on the rule as it devel oped over this
several -year peri od.

MR. TREPAN ER: Were you aware of how the
mailing list was used? Earlier, | has asked the
guestion if the mailing list that the agency
devel oped for the proposal was used in 1996 and the
answer was deferred. Wuld you be the person who
woul d answer that question?

M5. SAWER: No, he wouldn't. It would have
to be soneone fromthe agency. M. O Connor is not
aware of what the agency's mailing list is.

MR. O CONNOR: That's true.

MR. TREPAN ER: Regar di ng your testinony on

t hat overhead that was presented as Page 4, was there

L. A REPORTING - (312) 419-9292
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a reason for allocating the all owances to encunbents
beyond that it was quick?
MR O CONNOR  No, not really. | nean, it

is a pragmatic consideration. You know, one could
devise a variety of neans for the allocation and the
al | onances.

As | said, one could take what m ght
be the absurd, but still nonetheless theoretically
accept abl e, which would be to hand themout to first
graders at the school. One could auction them off
sinply as brand new itens fromthe governnent or one
could do sonmething akin to what is being suggested
here, which is to take the incunbents, give thema
cap in the aggregate and therefore, cap individually
and hand out the allowances in that way.

So there are different ways in which it

could be done. Again, if one believes in the nmarket,

eventually the efficiencies would find their way

19
20
21
22
23
24

t hr ough.

MR. TREPAN ER: These al | ocati ons woul d need
to be given to people who were doing the pollution
because ot herw se, they wouldn't know how to reduce
by 12 percent, wouldn't that be correct?

MR OCONNOR As | said, there are

L. A REPORTING - (312) 419-9292
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alternatives. Again, let's take the nost absurd
exanpl e, but nonethel ess theoretically acceptable,

if we were to go over to the first grade class at
QOgden school and hand themout to all the children
wal ki ng out the door at recess, the folks in this
roomthat represent emtters would very quickly find
their way over to the Ogden school and they would be

buyi ng these em ssions either fromthe children or

© 00 N o o b~ w N Pk

their parents. So the em ssion allowances would find

[
o

their way into the hands of those, in the first

11 place, who needs thenf? Then, they would go about the 12
nor mal process, which would be to either buy or sel

13 them anong thensel ves based upon their cost of

14 control

15 MR. TREPANI ER: Was there any environnent al
16 criticismthat you received -- when you partici pated
17 on the design team was there any other criticism

18 comng froman environnentalist not associated with
19 the Environnental Defense Fund?

20 MR O CONNOR | wouldn't call it criticism
21 MR. TREPANI ER: That's what |'masking. |'m
22 asking if you did receive criticisnf

23 MR O CONNOR  Well, let nme put it into

24 context. This was a several -year process. The
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1 rule not spring fully growmn fromthe head of Phi

2 O Connor or anybody else. It was a general idea and
3 an effort.

4 So nost of the criticismwas carried out
5 of the context of the effort to see if one could

6 devise a trading systemthat was applicable to the

7 ozone problem

8 So that was the objective. So nobst of

9 the criticismthat took place was really in that

10 context. Frankly, nost of the skepticismabout a

11 trading systemcane fromcurrent emtters.

12 The resistance initially came fromfol ks 13
who frankly were concerned about changing fromthe

14 way that things had been done in the past and doing
15 them sonewhat differently.

16 MR. TREPANIER: Do you believe that with this
17 systemthat it will be able to effect the 12 percent
18 reduction fromthe point sources by 19997

19 MR O CONNOR What | would say is that it's

20 much nore likely that one would effect that reduction 21
or any other using this systemthan to go about it in 22 a
nore conventional way.

23 MR, TREPAN ER: Then, in 1999, if granted

24 we've gotten that 12 percent reduction and granted
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24

al so that no further reductions were necessary, is

there any purpose, then, to continue in a market

syst enf

MR. O CONNOR:  Probably al

wor | d because one of the great values of it is it

woul d be nmuch easier to nmaintain an absol ute cap

because if you had a fixed --

196

the reason in the

t aki ng your proposition

t hat we now have reached a | evel that we were

satisfied with and for the sake of argunent, there

were one mllion units of em ssion that were

tolerable, a market system woul d actually maintain

that much nore efficiently than any other way than

| can think of because you have a fixed nunber of

em ssion units to trade and therefore, they would

trade anong all of those people who had em ssions

and therefore, had to cone into the Illinois EPA and

denonstrate that they were in conpliance. So

actually, it would be a fairly efficient systemto do 19

n contrast, let's say, to one in which you were

running out trying to achieve a total cap on

em ssions by regulating rates of em ssions for

peopl e.

MR. TREPANI ER: But under this program when

that 12 percent reduction is effected, through al
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1 the regulated sources which right nowis projected to
2 be 92, those levels of emssions will be secured by

3 the Clear Air Act permtting process permts, would

4 they not?

5 MS. SAWER: That's really a procedural

6 question. M. O Connor probably isn't the best

7 person to ask how we are going to handle it and

8 respect permtting.

9 MR. TREPAN ER: | think that there is sone

10 know edge here, though, that as an expert, we can

11 learn from

12 Let's ook at the SO2 programthat when
13 there was a reduction -- when one utility is selling
14 their allowance of SO2s, nowis the selling utility,
15 then, required under a permt to maintain that |ower
16 Ilevel of em ssions?

17 MR. O CONNOR:  Absol utely.

18 MR. TREPAN ER: And you understand that under 19

this program that's also the systen?

20 MR O CONNOR:  Well, wait. Let's stand back

21 here. You are giving nme a proposition about a future 22
t hat doesn't yet exist.

23 MR, TREPAN ER: No. I'mtal king about the

24 trades that have already occurred in SO2 prograns.
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1 MR, O CONNOR: (Ckay. Let's just tal k about

2 S.

3 For every ton of SO2 that you emt, you
4 must then retire an allowance at the end of the year
5 for that SO2 ton.

6 If | were to sell every l|last allowance
7 that | have, if I were Commonweal th Edi son and

8 sold all of ny allowances to Anerican Electric Power,
9 | have to turn off. | cannot emt a ton unless | had
10 an allowance to retire against it.

11 Now, if I were to --

12 MR. TREPANI ER: What about next year? Could
13 vyou turn your nachine back on the next year?

14 MR OCONNOR Only if | have all owances.

15 MR. TREPANI ER: I f you went out into the

16 market and then repurchased al | owances?

17 MR O CONNOR Right. | even have the right
18 to sell on a forward basis allowances that are not

19 good until next year. |I'mentitled to themnow. So
20 in 1999, | know that | have allowances for 1999. |
21 can't use themuntil 1999. | could sell themtoday,
22 but if I want to run ny plant and submt sulfur in
23 1999, | better go find sone allowances to replace the 24

ones that | sold.
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MR. TREPAN ER: How i
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s it that you know

you' re going to have an all owance in 1999?

MR. O CONNOR: Because the Congress of the

United States told ne that |

purpose, | will believe them

will and for this

MR. TREPANI ER: So you are sayi ng under

the SO2 program occasionally allotnents are

di stributed by Congress?
MR. O CONNOR In fact

allotnents or the all owances

, in Phase 1, the

were specified

pl ant - by-plant in the statute.

Then, for Phase

other lower emtting plants,

2, which brought in

there was a general

description of how the U S. EPA had to go about

doi ng that.

U. S. EPA then cal cul ated what each of

t he Phase 2 plants woul d get

and t hat was

non- appeal abl e deci sion on the part of the U S. EPA

So everybody today who has a

Phase 1 or Phase 2 plant 20

knows exactly how many all owances it has forever and

21
22
23
24

ever, anen.

MR. TREPANI ER: Unl ess they sell their

al | owances?

MR. O CONNOR  Ri ght .

L. A REPORTI NG -
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1 noney.

2 MR, TREPAN ER: Okay. Now, let's take

3 this -- what we have | earned about the SO2 program
4 and then as you have done it with your presentation,
5 look at the simlarities with the ERVS trading.

6 Wen we reach 1999 and the chairs around
7 the table have been readjusted so reductions are nade
8 where they are nost econom cal ly avail abl e, now has

9 the program acconplished its goal ?

10 MR. O CONNOR  Well, the goal is up to the

11 policymakers. |f the policynmakers have deci ded that
12 enough has been achi eved, then, a goal has been

13 reached. If the policynakers say, no, there nust

14 be nore reductions, then, there will be nore

15 reductions.

16 MR. TREPANI ER: You' re saying sources say the 17

five-ton source can be brought in at that point in
18 19997

19 M5. SAWER: That's kind of specul ati ve.
20 We're not really sure what woul d happen at that
21 point.

22 MR. O CONNOR: That's correct. But the
23 trading systemis flexible.

24 THE HEARI NG OFFI CER: kay. Are there any
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addi ti onal questions?

M5. MHELIC. |'m Tracey Mhelic on behal f of
Gardner, Carton & Douglas and the ERMS Coalition.

VWhat are the sources regulated by Title

4?

MR. O CONNOCR  Essentially, coal fire
boi l ers.

M5. M HELI C So one type of source is
regul at ed?

MR. O CONNOR  Fundanental |y, although they
make di fferent kinds of boilers.

MR. WAKEMAN:  |''m Ji m Wakeman on behal f of
Tenneco.

VWhat is neant by the ability to secure?

Is that the financial backing or the ability to go
out and identify the sources for the future?

MR. O CONNOR:  You're tal king about the
current rule?

MR. WAKEMAN:  No. |'mtalking about as it
applies to ERMS.

M5. SAWER: Ability to secure? |'m not
quite sure | understand the question.

MR, WAKEMAN:  Well, in your presentation, you

said that new sources should obtain offsets at a 1.3
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1 to one ration and denonstrate the ability to secure

2 allowances for three seasons.

3 MR O CONNOR Right. | have to |ag that

4 question to EPA folks. Wiile | have been involved in
5 helping to design the rule and so forth, ny daily

6 wck right here is an SO2 experience. So |'m

7 assuming it would have to be sonething satisfactory

8 to EPA

9 M5. SAWER: That question woul d be better

10 directed to Chris Romaine during his testinony.

11 M5. MHELIC. CGoing back to that, utilities

12 are essentially the type of sources regulated. O

13 the sources that have had to conply with Title 4

14 and conme up with reductions, how many sources have

15 nodified their operations in order to reduce the

16 nunber of sources regul ated?

17 MR. O CONNOR:. | don't have a specific nunber
18 for you, of course, and then that would depend on

19 what one neant by nodify.
20 For instance, a nodest nunber of Phase 1 21

pl ans have installed new scrubbers. That's probably
22 just a handful.
23 O hers have switched their fuel from

24 higher sulfur to lower sulfur. OQhers have actually
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just made adjustnents in their burning process.
O hers have had additives of various kinds to coal.
Sonme have thrown in chopped up tires, as an exanple.

So there is a wide variety of nechanisns
apparently that utilities and i ndependent power
producers -- well, really utilities in Phase 1
They are the only ones with the older and dirtier
pl ants have used to reduce. Sone have actually
somewhat reduced operation.

M5. MHELIC. How nany of these sources
actually rely upon the ability to purchase SO2
allotnments in the market in order to come up with
reductions required?

MR. O CONNOR: Oh, a very large nunmber. Mich
of the trading is done, however, wthin utility
systens so that Anerican Electric Power, for
i nstance, will nove all owances fromthe account of
one plant to the account of another plant.

But there are other nore involved
things. | serve as a common desi gnated
representative for two rural coops in the south who
have made reductions and they, in turn, operate as
kind of a virtual utility systemwth a plant owned

by Baltinore Gas and El ectric which then uses the
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savi ngs of those two rural coop plans in the south
to satisfy sone of their requirenents

Those plants basically in the south have
opted into the program They would not have been
covered under Phase 1 originally. They volunteered
to conme in and they have made early reductions. It's
a large nunber of different situations.

M5. MHELIC. But is the majority of the
tradi ng goi ng on between basically a conpany that
owns a nunber of utilities trading anpbngst its own
conpani es?

MR O CONNOR: Wthin its own system yes.

M5. M HELI C. And this is a nationw de
program is it not?

MR O CONNOR It's nationw de, but for Phase
1, alnost all of the plants are east of the
M ssi ssi ppi .

M5. MHELIC. So it's half of the nation?

MR. O CONNOCR  Yes, half.

M5. MHELIC. It's not basically limted to
one small area in the United States?

MR O CONNOR  No. [It's a national program

M5. MHELIC. \What are the nunber of sources

subj ect to Phase 1?
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MR. O CONNOR: | believe 445 units.

M5. MHELIC. \What are the total nunber of
sources subject to this progran?

MR O CONNOR: | believe it's close to 2,000.
It's here sonewhere.

M5. MHELIC. \What are the key differences
between the Title 4 program and the ERMS program
bei ng proposed?

MR. O CONNOR: The key differences woul d be
variations, really, on details that are designed
to accommodate the difference in the nature of the
probl em

A good exanple being that while there
is a shared principal of banking, the banking on the
SO2 side is, in effect, internal while the banking
for the ERVS programis basically a two-season
banki ng.

M5. MHELIC. Okay. Just so | understand
you, the banking -- | bank an SOQ2 allotnent, that's
forever?

MR O CONNOR If it's a 1997 vintage SQO2
allotnment and | don't use it for '97, then, | can use 23

for any year in the future.

M5. MHELIC. So you could use it 2010?
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1 MR, O CONNOR: At any tine, yes.

2 M5. MHELIC. Are there any other differences
3 between the prograns?

4 MR O CONNOR  On, there are. |I'mjust trying
5 to think about the extent to which it m ght be

6 significant.

7 Yes, | mean, there is one -- the

8 treatnent of what | would call exceptions or

9 excursions is sonmewhat different.

10 Under the SO2 program to the extent

11 that one has em ssions above the nunber of allowances 12
that you have to retire against them there are no

13 ifs, ands or buts, it is a $2,000 fine or tine and

14 then a deduction froma subsequent all otnent of

15 all owances woul d be com ng down the pipeline.

16 In this situation, which is a good dea

17 nore conplex, there is a recognition that there could 18
be sonme kind of a situation that would argue for

19 judgnment to be applied and sone ot her enforcenent

20 nmechanism going to be used that may not cover every

21 situation

22 So that mght be a difference as well as 23
a shared principal that the all owances be the

24 overwhel m ng nmechani sm for conpliance.
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In this particular case, there is a

nmodest opportunity for sone |j

udgnent to be applied

when the circunstances woul d warrant.

M5. MHELIC Who cou

d enforce for

non-conpliance with the Title 4 progran?

MR O CONNOR: Do you

mean who has sone sort

of right to cone and litigate or sonething of that

nat ur e?
M5. M HELI C: Yes.
MR. O CONNOR: Ch, |

know t hi s woul d

di sappoint all the lawers in the room but the whole

point is that it pretty much
t hose ki nd of problens.

You are either i

di spenses with any of

n conpliance or you are

not. If you are not, then, you' ve got a big problem

because you have to pay a | ot

of noney and you don't

get to increase your em ssions in any event because

you have to satisfy with the
M5. MHELIC. But you

is today if you don't conply
MR. O CONNCR:  Yes.

deducti on of all owances.
know what that penalty

next year?

M5. MHELIC. In a sense, then, only U S. EPA 23

t he person who can enforce agai nst those sources?

MR O CONNOR:  Well, |

L. A REPORTI NG -
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are crimnal penalties, as an exanple, for the
willful false filing of information. | suppose in

t hat regards, someone who knew about soneone nmaking a
false filing would go and report them

M5. MHELIC. W're just tal king about not a
crimnal type operation or just a failure to have --

MR O CONNOR Yes. | don't believe there is
any particular -- | mean, | can't think of -- | nean,
there may be sonething in the statute that addresses
that, but | don't recollect it.

M5. MHELIC. Here, it's been -- there's been
sone testinony before that this programhere -- the
ERVS programis being devel oped because there aren't
necessarily other alternatives in command and
control

Wth respect to the Title 4 program
what were the reductions required by utilities prior
tothe Title 4 -- trading program being inplenented?

MR O CONNOR  Well, first of all, let me ask
you, | never heard anyone say that there is no other
way of doing it.

M5. MHELIC Right. [|I'mjust saying that --

MR. O CONNOR The contention is that it's a

far nore preferable way of doing it. So I think just
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1 as with -- | think the point of your question is what
2 other ways were there for SO27?

3 M5. MHELIC Well, what were the reductions

4 required prior to the trading progran?

5 MR. O CONNOR That's just the point. There

6 were required reductions in the rate of em ssions

7 fromspecific locations. So if a new power plant was
8 being built, you had to put a scrubber on it.

9 However, the total anmount of SO2 emtted in the

10 country was continuing to rise.

11 M5. MHELIC. And was that -- were those

12 reductions only required at new facilities?

13 MR. O CONNOR  That applied only to new

14 facilities, yes.

15 M5. MHELIC. That didn't apply to facilities
16 already existing at the time the --

17 MR. O CONNOCR  That's right.

18 M5. MHELIC. And you tal ked earlier about a 19

subsi dy programthat had been di scussed during the

20 Title 4 adoption process, that the very high emtters
21 could get reductions down and the cost would be

22 spread anongst all the sources. Ws that considered
23 during the ERVS devel opnent ?

24 MR O CONNOR: No, | don't think it was. |If
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can express an opinion, | think that notion was so
terribly discredited during the course of the C ean
Air Act anendnent debate, the idea that you would go
and take noney away and essentially tax sonme ot her
producer of product and give the noney to his
conpetitors was pretty thoroughly discredited.

On the other hand, the pragmatic

determ nation was nmade that the best way to satisfy

© 00 N o o b~ w N Pk

the concerns about financing reductions would be to

[
o

make the allocations to the encunbents based on some

[ —
[ —

ki nd of baseli ne.

=
N

MR. SAINES: |'m Richard Sai nes.

13 Cetting back to sone of the distinctions 14
bet ween the SO2 program and the VOM program is it

15 true that under the SO2 program fundanentally, al

16 of the effective sources can essentially utilize the

17 option of Iow sulfur coal as a neans to reduce their

18 SO2 em ssions?

19 MR. O CONNOR  Theoretically, they could buy

20 low sul fur coal and bring it by train, but that mght 21
not be the nost econom cal sol ution.

22 MR. SAINES: But low sulfur coal is an option

23 that's available or one type of way to reduce

24 em ssions under it?
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1 MR. O CONNOR:  Yes.

2 MR. SAINES. Based on your know edge of the

3 VOMtrading program there is no correspondi ng

4 et hodol ogy by which the effected sources under VOM
5 <can just rely on changing one particular type of

6 process, isn't that true?

7 MR O CONNOR | don't want to fight with your
8 question, but | think the way to |look at this is that
9 the whole point of a trading systemis that it does
10 not preclude any conceivabl e nethod of conpliance.

11 That's what it avoids whereas in the

12 past, we have had a tendency instead to have the

13 governnment prescribe a particular nmeans of com ng

14 into conpliance.

15 So basically the governnent in this sort 16
of situation is going to say, hey, look, |I'm not

17 going to get into the business of telling you exactly 18
what you have to do to conme into conpliance. |I'm

19 going to do everything | can to give you as nuch

20 freedom as possible to choose the nost econom cal and 21
nost efficient methods. ['mnot trying to avoid your 22
question, but | think it's not --

23 MR. SAINES: Well, the question is really nore 24

factual and that is that utilities have an extra
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option that is across-the-board. Al the SO2
affected sources can rely on a simlar type of option
that really doesn't exit under the VOM program

MR O CONNOR | don't know that. | nean,
there may be a variety of chemcals that can be
devel oped. The whol e point of these things is that
t he innovation begins to cone forward as soon as
there is flexibility.

If the main job of the engineer is to
sit around and figure out how to satisfy sonme guy in
the governnent, it's a conpletely different process
of invention that if he is being told let's find the
nost econom cal and creative way of satisfying a
problem | would say that that may be a m spl aced
concern all together.

MR. SAINES: | have one nore foll ow up.
guess we are not really --

MR. O CONNOR: | know what you are asking ne.
|"mjust saying it's not the right question.

MR. SAINES: As it currently exists with the
VOM program there isn't a recogni zed option out
there simlar to -- | nmean, it's sonething that my
have to be devel oped.

MR. O CONNOR: | don't know. ?
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1 M5. SAWER: | don't think M. O Connor
2 first of all, in his capacity as theoretical analyst
3 on this programis famliar with all of the VOM
4 sources in Chicago and is capable of answering that
5 question.
6 MS. McFAWN. | don't know that you have
7 established that the feasibility of |ow sulfur coa
8 is one that is available to all utilities. You m ght
9 have had contractual restrains that would prohibit
10 the use of that, the price of coal could go up.
11 You coul d probably testify that that is
12 available to all wutilities, but |I'mnot convinced
13 that it is.
14 THE HEARI NG OFFI CER: M. Newconb?
15 MR, NEWCOVB: |'m Chris Newconb of Karaganis & 16
Wi te.
17 The operational changes that facilities

18 were allowed to undergo to neet em ssion reductions,
19 did they have to go through the agency for approval
20 of operational changes?

21 MR. O CONNOR:  No.

22 MR. NEWCOVB: So that was one of the big

23 flexibility features before these facilities cane

24 into play?
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MR. O CONNOR That's one of the features.

MR. NEWCOVB: So the regul atory burden under
the SO2 programis actually nmuch lighter than comrand
and control ?

MR O CONNOR In many of the utilities,
in case one has engaged in these changes in which
em ssions, in any event, were to change to | ow sul fur
coal or to a variety of things that they
are doing today, the point is they have been
i ncentivized to do these things, and have i ndeed
found ways to -- actually, many would tell you the
negati ve cost of conpliance. Having thought about
it, they realize they could do sonmething different
to actually inprove the operation and in addition,
reduce their em ssions.

M5. MHELIC. | have one |ast question

Isn't it true that one of the

di fferences between the types of sources regul ated
inthe SO2 -- inthe Title 4 programand the the
types of sources regulating in the ERVS programis
that the existing sources under the Title 4 program
as you said earlier, had not in the past been
required to reduce em ssions whereas in the ERVS

program they had in the past been required to obtain
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reductions in emssions and there are additional
reducti ons bei ng sought through this?
MR O CONNOR:  Yes. | think that's the case
internms of the initial conditions, yes.
MR. FASANG |'m Ral ph Fasano from Wi te Cap.
M. O Connor, based on your expertise in
Title 4, but also on your know edge on ERMS, could

you conmment on the simlarities of baseline

© 00 N o o b~ w N Pk

devel opnment as far as whether it would be based on

[
o

actual s or based on all owable em ssions or if there

[ —
[ —

was a lot of -- if it was a tough go in the beginning 12
on Title 4 and then the second part of that is after

13 the baselines were finally agreed upon, | assune, in

14 the reconciliation period simlar to ERMS, how that

15 went as far as, you know, was it easy for conpanies

16 to work wth the agency or to agree on the existing

17 regulations --

18 MR. O CONNOR The first part of your question 19
about the baselines was fundanentally, a |legislative

20 debate, but it was predicated on an enornous anount

21 of available nmonitoring information that had been

22 devel oped over the period of tine of the acid

23 precipitation study that the U S. EPA conducted,

24 which | believe was about a ten-year study.
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1 Most or all of these units had

2 contributed information. So it was a very -- and

3 because of just the nature of the data key being

4 at the power plants with heat rates and fuel

5 consunption and so forth, you could pretty easily

6 arrive at what the em ssions were. So there were

7 protocols that were there.

8 That was |argely fought out in the

9 legislative arena and decided, and as | think I noted
10 earlier, the EPA determ nation of the Phase 2 unit

11 baselines was a non-appeal abl e decision by the U. S.
12 EPA

13 The second part, | think you were

14 talking about the reconciliation period. That was

15 left to rulemaking by the U S. EPA and the timng

16 that came out on that was a function of the process
17 | described of the advisory conmmttee.

18 Naturally, it started off with the fol ks 19

that had to do the conplying wanting a | onger period

20 and sone ot her people wanting a shorter period and it 21
ended up sonewhere in the mddle, which should not be 22 a
surpri se.

23 | have not yet heard of any conplaints

24 about that reconciliation period, at |east for SQ2,
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being too short. |In part, because of the nature of
the data collection, CEM continuous em ssion
monitoring, and the quarterly reporting and the
testing of the nonitoring equipnment, there is a high
degree of confidence in the data wthin days after
the end of the year.

MR. FASANO So then you woul d probably agree
with me that because of the nature of the SO2 and the
| arge anount of good data for all of these years that
it was fairly easy to come up with baselines as
opposed to the ERMS --

MR. O CONNOR  Well, easier -- | think easier
in the SO2 program

Renmenber, one of the things the trading
program does is that because it makes reductions
val uable, not the em ssions -- in the old system
it's the emssion that's valuable. 1In a trading
system it is the reduction that is valuable.

That encourages emtters to inprove
their data and their nonitoring in order to get nore
preci se informati on about what they are emtting in
order to make their reductions val uable.

THE HEARI NG OFFI CER: | have a coupl e of

gquesti ons.
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The first question is it sounds to ne,
i n your opinion, that the trading programforces
technology or, for a lack of a better term it
creates nore econom cal ways to bring about
reduction?

MR. O CONNOR  Yes, that's right.

THE HEARI NG OFFI CER: And then the other
guestion that | have was dealing wth the market
reserve aspect of the trading program is there a
danger of having a |arge narket reserve in the
tradi ng programthat causes the allotnents to
possi bly not trade freely and sonmewhat know t hat
| can go to this reserve and get what | need as a
person tries to drive the price down?

MR O CONNOR On, if the reserve were very
| arge, but in this case, the EPA has been, | think,
very conservative in designing the size of the
al | ot ment .

| don't think any of us felt -- even
t hose of us who aren't wild about reserves, but
acknowl edged them as inportant to deal with
skepticism felt that this |l evel of reserve that
the Illinois EPA was designing was, you know,

perfectly reasonabl e under the circunstances.

L. A REPORTING - (312) 419-9292
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THE HEARI NG OFFI CER
MS. HENNESSEY: | may
may have been defined at the

answer, but are there market

219

D d you have anythi ng?
have a question, which
begi nning as an econom ¢

forces or any

constraints that prevent disproportionate |ocal

effects of pollution that may arise fromthese kind

of em ssion trading systens?
" m t hinking of
m ght live on the north side

factory and it buys up a | ot

a situation where
of the city next to a

of all owances from a

factory on the south side. That's great for the

factory on the south side, but for soneone |iving

next door to the factory on t

now bei ng exposed to nore pol

this kind of systemwent into eff

16
17
18
19
20
21
22
23
24

he north side, I'm
lution than | was before 15

ect.

M5. SAWWER: | woul d suggest that this is

probably an air quality quest

M5. HENNESSEY: Wel |,

ion that may be --

| understand we may

have a scientific question, but | don't know if

there are al so envi ronment al

t hat .

M5. SAWER:  Ckay.

MR. O CONNOR  That's
guestion and it has been one
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nunber of contexts both with respect to the SO2
programand to this.

The honest answer is nobody, | think,
provi des an assurance, an absol ute assurance, that
the kind of situation you have just described won't
occur .

My advice on that, though, would be that
rather than having to tail wag the dog, that we
recogni ze that such an occurrence m ght possibly
devel op and cross that bridge when we cone to it.

The reason that it is probably unlikely
to occur is that nost emtters of these products
today are already licensed to emt at sone certain
| evel and that |evel was associated in sone
reasonable way with its capacity to produce the
product that it's interested in producing.

I n nost cases, the em ssions associ at ed
W th nost products, you really are not in a position
to go out and acquire these | arge nunber of
al | onances and sonehow change your operation as such
that you are going to be encouraged to produce that
much nore of the product resulting in sone wdely or
dramatic increase in the em ssions.

| think the econom cs actually argue
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agai nst the expectation that there has been this
hi ghly | ocalized, very adverse effect.

| think we have to allow for the
t heoretical possibility that it could happen in sone
way, but | would urge you to consider that as kind of
an exception problem and nmay be sonething that would
require readdressing at a later date just given the
expected benefits for reducing the overall problem
that you are concerned with right now, which is the
ozone problem

You may actually be referring to sone
associ ated pollutant that cones along with the VOV
or sonething. | would urge you to treat that as an
exception and think about a special way of dealing
with it down the road.

M5. HENNESSEY: Are you aware of that type of
situation that | have described in comng up in the
SO2 progranf?

MR. O CONNOR  No, not in the SO2 program no.

THE HEARI NG OFFI CER: W will have one nore
question fromthe audience and then we'll break for
t he day.

MR. WAKEMAN:.  You nentioned in your testinony

several hundred sources. | think that's one of the
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varying differences in SO2 and ERVS right now It's
estimated 240 sources. You are saying in SO2 that
it's 4,000. At what point are there not enough to
make it a viable progran?

MR O CONNOR: Oh, | nean, a couple of hundred
is nore than enough. If you get down to ten or 12 or
sonething, | think you can start to worry.

| don't think that will be your problem
here. | think you probably wll have nore than
enough sources for liquidity.

MR. WAKEMAN:  Thank you. ?

MS. SAWER: Could I ask a question -- two
qui ck questions?

THE HEARI NG OFFI CER:  Ckay.

MS. SAWER: You stated earlier in response
to a question fromM. Mhelic that utilities
regul at ed under the SO2 program were not previously
regul at ed?

MR. O CONNOR: Well, the Phase 1 units, as a
general manner, were uncontrolled units.

MS. SAWER: Isn't that true for purposes of
controlling themfor acid rain deposition?

MR, O CONNOR: Yes, with respect to sulfur

yes.
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1 M5. SAWER: Isn't it possible -- | nean,

2 isn't it true that sonme of these units were regul ated
3 for the S2 air quality standard al though not for --
4 MR. O CONNOR: Oh, yes, yes, absolutely. [|I'm
5 sorry. | should have noted that. They were for

6 |ocal reasons, yes.

7 MS. SAWER: Thank you.

8 M5. MHELIC. |Is he going to be available for
9 further questioning tonorrow?

10 MR. O CONNOR: Actually, I have to go teach a
11 class tonight.

12 THE HEARI NG OFFI CER: You can nove the

13 exhibits.

14 MS. SAWER: At this point, |I would nove that 15

Exhibits 19 through 23 be admtted into evidence.
16 THE HEARI NG OFFI CER: Any obj ection?
17 Hearing none, those will be entered into 18

the record.

19 Are you going to be avail abl e tonorrow.

20 MR OCONNOR I'Il tell you what, if you need 21
me back, | wll be over in ny office just a block

22 away. Just have sonebody give ne a call and I'lIl run 23

ri ght over here.

24 THE HEARI NG OFFI CER: Wiy don't we go off the
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record for a second.
(Wher eupon, a di scussion
was had off the record.)
THE HEARI NG OFFI CER: We can go back on the
record now.
So if you are called, you're call ed.
| will also let you know that although it was not
mar ked on the outside of the room we are going
to be in this roomtonmorrow. There is a question
of whether or not we will start at 9:00 or 10: 00.
| was wondering if there were any problens if we
did start at 9:00 tonmorrow i nstead of 10:00 o' cl ock.
| don't see anyone having a problem
with that so let's start at 9:00 o' cl ock tonorrow
instead of 10:00 o'clock in this room
If there is nothing further, | think
that will be it and we will continue this on the
record tonorrow at 9:00.

(Wher eupon, the proceedings held
in the above-entitled cause were
adj ourned to be reconvened at
9:00 o'clock a.m on January 22,

1997.)
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