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BEFORE THE | LLI NO'S POLLUTI ON CONTROL BOARD
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IN THE MATTER OF:
EM SSI ONS REDUCTI ON MARKET
SYSTEM ADOPTI ON OF 35 I LL.

ADM CODE 205 AND AMENDMENTS
TO 35 ILL. ADM CODE 106.
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The following is the continued transcript of a
rul emaki ng hearing held in the above-entitled matter,
taken stenographically by LORI ANN ASAUSKAS, CSR
RPR, a notary public within and for the County of
Cook and State of Illinois, before Chuck Feinen,
Hearing O ficer, at 100 West Randol ph Street, Room
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THE HEARI NG OFFI CER:  Good norning. We're
going to do a little switch on the schedul e that |
tal ked about at the close of yesterday's hearing
due to plane del ays.

This nmorning, | would like to start out

with the testinmony of Gary Beckstead. | believe we

n
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wi || have questions to Gary also after his testinony
since he will not be available at the 10th and 11th
hearings. Hs testinony is strictly on technica
feasibility.

I hope that is a feasible task this
nmorning. So are there any comments about that?

MS. HODGE: | just have maybe just a
clarifying question. | know the agency said the
testinmony is on technical feasibility.

VWen | look at it, there is a good
anmount of econom c information on the testinony.
W will certainly have sonme questions on economics,
but we would Iike himto cone the sane tine you put
on your econom st, M. Case.

M5. SAWER: Well, Gary doesn't necessarily
have to answer those questions on econonmics. He
worked in coordination with Chris Ronai ne and Gal e

Newt on and others on that. So other people could

L. A REPORTING - (312) 419-9292
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answer those questions.
MS. HODGE: Ckay. That's fine
THE HEARING CFFICER | don't nean that | am

going to excuse M. Beckstead fromtoday. Hopefully,
we can get nobst of those questions answered.

The ot her thing we should just talk
about real quick before we start is the questions
on the ACMA portion. | don't think M. Kanerva is

going to be with us today. | think we're going
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to have to hold those questions. | don't knowif
it would be a good idea to ask all of those questions
up to 610 or just skip 610 and ask the questions
after 610 if there are any. There are not that many
sections based on that.

M5. SAWER: M suggestion is to skip 610 and
nove forward.

M5. McFAWN:  |s there anyone el se fromthe
agency that can answer those questions?

MS. SAWWER  No.

M5. McFAWN.  When is M. Kanerva going to join
us agai n?

M5. SAWER: The 10th and 11th.

THE HEARING OFFICER:  So with that, we will

turn it over to Bonnie to call her w tness.

L. A REPORTING - (312) 419-9292

640

M5. SAWER: The agency calls Gary Beckstead.

THE HEARI NG OFFI CER:  Wbul d you swear in the
wi t ness, pl ease?

(Wtness sworn.)
VWHEREUPON:
GARY BECKSTEAD

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

M5. SAWER: Pl ease proceed.

MR, BECKSTEAD: My nanme is Gary Beckst ead.
My academ c credentials include a bachelor’'s degree

in ceram c engineering fromthe CGeorgia Institute of
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Technol ogy at Atlanta, Ceorgia, and a master's of
sci ence degree in applied earth sciences from
Stanford University, Stanford, California.

| have been enployed by the Illinois
Envi ronnental Protection Agency since April of 1991
as an environmental protection engineer in the Ar
Quality Planning Section of the Division of Air
Pol lution Control in the Bureau of Air

In general, | aminvolved in the review
of em ssions inventories and in the preparation of
techni cal support for proposed ozone regul ations

af fecting point sources. In this capacity, | have
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responsibility for projects that address the
expansi on and applicability of reasonably avail able
control technol ogy on sources enmtting ozone
precursors.

My responsibilities include quality
control and quality assurance of ozone inventories
and the eval uation of point source enissions.
have prepared technical support for rul emaki ngs
R91- 28, R93-14, R94-16 and R94-21.

Rul emaki ng R91-28 invol ved the
geogr aphi ¢ expansi on of RACT to point sources
submtting volatile organic material that were
| ocated in Goose Lake and Aux Sabl e Townships in
G undy County and Oswego Township in Kendall County.

| reviewed the Illinois EPA em ssions
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inventory for potentially affected sources and
eval uated the econoni c reasonabl eness and technica
feasibility of controls that this rul emaki ng woul d
i mpose.

| also assessed the inpacts of RACT
on VOM poi nt sources for Rul emaki ng R93-14, which
i npl enented the change in the definition of nmajor
source from 100 tons per year to 25 tons per year

in the Chicago nonattai nment area pursuant to the
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requi renents of the 1990 Clean Air Act anmendnent.

In addition to these RACT rul emaki ngs,
| provided technical assistance in determ ning
potential VOM em ssion reductions and control costs
for nmeeting the 15 percent rate of progress plan
for Chicago and Metro East St. Louis nonattai nment
ar ea.

In the devel opment of the 15 percent
ROP, | prepared the technical support docunents
for rul emaki ng R94-16, which addressed the
feasibility and econom c reasonabl eness of | owering
the applicability for air oxidation processes and
for rul emaki ng RO4-21, which addressed tightening
surface coating standards.

In regards to the present rul emaking
for the Em ssions Reduction Market System | have
technically assisted in evaluating potential VOM

reductions fromtraditional conmand and control
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techniques and in determning the cost and
feasibility of controls to obtain such reductions.
| estimated the em ssion reductions
obt ai nabl e and cost of controls frominposing
California RACT regul ations for the extrenme ozone

nonatt ai nment of Los Angel es on the point sources
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| ocated in the nonattai nment area in Chicago.

In addition, | assisted in review ng
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the 50 VOM poi nt sources in Chicago with the greatest

annual em ssions to determine the availability of
em ssion reductions if the nost stringent controls
currently known to be avail able were applied to

t hese sources.

Finally, | technically assisted in
determ ning control costs for all the various
standard industrial classification codes that
are presented by the point sources located in
t he Chi cago nonattai nnment area.

My testinmony is on the nethodol ogy
used in determ ning these various control costs and
t he em ssion reductions has been pre-submtted.

| am here today to offer testinony
to the Illinois Pollution Control Board to clarify
any technical questions that might arise in regards
to this submttal or portions of the ERVMG TSD
t hat address these issues.

M5. SAWER: Thank you, M. Beckstead.
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Are there any questions? Actually, |
think there were sone specific questions in Gardner

Carton & Dougl as when they filed for M. Beckstead.
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M5. MHELIC. W did, and after nmeeting with
t he agency | ast week, we have significant revisions
to those questions. So I'mnot sure if there is
anybody el se that has questions that want to go first
that may be addressed that already have prefil ed
guesti ons.

M5. SAWER: | believe M. Trepanier also had
speci fic questions for M. Beckstead.

MR, TREPANI ER:  Thank you. Good norni ng.

VWhat, if anything, did the agency do
to confirmor check the information that was
provi ded by the sources? This was that information
cited in the testinmony under Section 2.2, estinmated
cost of controls.

VMR, BECKSTEAD: | becane as famliar as |
could in regards to the source or sources that were
contending that nmaterials were not available to
meet the limts specified.

| reviewed sources with simlar
operations located in other regi ons who were neeting
the prescribed limts to determ ne how it was being
achi eved.

Contacts were also nade with at

| east three of the largest suppliers of surface
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coating materials to determine if materials neeting
the specified limts for the application in question
was avail abl e.

| also discussed future availability
of such materials with supplies.

MR, TREPANIER: Did you learn that these --
that there are these naterials avail abl e?

I's there sonmewhere that these -- that
the material substitutions or the reformnulations are
t aki ng pl ace?

MR, BECKSTEAD: For the particular sources in
II'linois, these naterials were not available fromthe
i nformati on that | gathered.

MR TREPANIER | understand that woul d be
expected as these materials are expected to be of a
hi gher cost and they are not required in Illinois,
but in places where this material is required, is
that material avail abl e?

MR, BECKSTEAD: The survey that we perforned
in California found that, yes, sone materials are
avai |l abl e and ot her cases, add-on controls were
bei ng used dependi ng on the particul ar application
i n question.

MR, TREPANI ER:  Were there any cases that you

L. A REPORTING - (312) 419-9292
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found where a refornul ati on was bei ng used to neet
the | ower em ssion |evels?

VR, BECKSTEAD: Yes, | did find that.

MR TREPANIER  Then, did this information
t hen, confirm what your sources told you -- that
your sources told you that this material was
avai | abl e?

MR, BECKSTEAD: My sources told nme that the
materials were not available in Illinois, but the
II'linois sources, for the particul ar applications
that they had, | was informed that the material
substitution and the limts we were asking woul d
force theminto add-on controls.

MR, TREPANI ER:  Now, |'m understandi ng that
your response is saying that you found these
materials to be in California. D d you find that
that information -- does that information | ead you
to believe that these materials woul d becone
avai | abl e when it's required?

MR, BECKSTEAD: In talking to suppliers for
the particular applications in Illinois, materials
are under Rand D, but I was inforned that it could
take as high as seven to ten years to make these

mat eri al s mar ket - avai | abl e.

L. A REPORTING - (312) 419-9292
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MR, TREPANI ER:  Maybe |'m not under st andi ng
you or |'m asking the sanme questions, but these
materials that you found in California and
identified, these were conparable material s?

They are using processes in California,
whi ch were processes that would fix cars or whatever
just as well in Illinois?

MR, BECKSTEAD: They are conparable, but they
are not exact.

MR, TREPANI ER: Do you have information if the
sources of materials that are available in California
could just be shipped across the country and
certainly wouldn't take --

MR, BECKSTEAD: Several of these |arge
suppliers have distribution throughout the United
States, yes.

MR, TREPANI ER:  What do you know of the
general i zed conpari son that could be nmade of the
pol lution controls obtained through a materi al
substitution conpared to the cost of pollution
control obtained through add-on costs?

MR, BECKSTEAD:. Such materials have to be
avai l able for the application in question. For

the particular application that Illinois' sources

L. A REPORTING - (312) 419-9292
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have, materials substitutions are not avail abl e.
On the basis of the information

gathered in the 15 percent ROP plan, inpacted sources
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limts beyond those set in the 15 percent rul emaki ngs

woul d necessitate add-on controls for Illinois’
sources and their particul ar applications.

In general, materials substitutions
can be | ess expensive. However, equipnent changes
and additional process renovations can add
substantially to the overall final costs of
control s.

THE HEARI NG OFFI CER: M. Trepanier, could
state the question nunber when you ask it while we
go t hrough?

MR, TREPANI ER:  Yes.

THE HEARI NG OFFI CER:  Thank you.

MR, TREPANI ER: | understand you are saying
that if there is a material substitution avail able,
that that's generally | ess expensive than an add-on
control ?

MR, BECKSTEAD: 1In general. 1It's kind of a

case-by-case evaluation. Sone substitutions require

maj or changes in processing and interrupts production
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schedul es and you have to go through eval uati ng and
getting all the bugs out of it. So it's not just a
cut and dry yes answer. You have to evaluate a
particul ar substitution that you are going to
undert ake.

MR, TREPAN ER: Those substitutions that
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you found in California, if those materials were
available in Illinois, then, what applications
are those?

M5. SAWER |'mnot sure | understand the
guesti on.

MR, TREPANI ER:  Just putting these first two
guestions together, you responded to the first
qgquestion that you did find sonme materials in
California that were material substitution that
| ower ed VOM emi ssi ons.

Then, in Question 2, regarding these

generally are | ess expensive, ny question is what

processes -- what materials were these that were
identified in California that would fulfill that?
MR, BECKSTEAD: I can give you one exanple

where in a can coder in California was packing food
which required a different coding than the Illinois

application.

L. A REPORTING - (312) 419-9292

There was a difference in stringency
of what was required of the materials is what |I'm
saying. | nean, a can coder is a can coder. Wat
you're putting in the can nakes a difference on what
the characteristics that the coding material can
have.

Qur sources in Illinois said they can't
use the can coding nmaterial that California has even

though it's nmeeting limts specified by South Coast.
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MR, TREPANI ER: I n using your exanple, were
you able to confirmor check that information?

VR, BECKSTEAD:. Yes, we did to the best of our
abilities.

MR, TREPANI ER: I n your exanple, how was that
done?

MR, BECKSTEAD: By direct contact with the
supplier, direct contact with the source thensel ves
and with famliarity with the Illinois source and
its operations and contact with themthrough outreach
nmeeti ngs and di scussi ons about what limts we were
pr oposi ng.

MR, TREPANI ER:  The supplier, was that the
supplier of the refornmulated or the substitute

materi al that you contacted?
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MR, BECKSTEAD: Yes.

MR, TREPANI ER:  Who gave you the information
that that material wouldn't neet the code for
[11inois?

MR, BECKSTEAD: The inpacted sources.

MR, TREPANIER:  Wre you able to check that
i nformation?

VR, BECKSTEAD: Yes, | did the best | could.

MR TREPANIER  How was that information
checked?

M5. SAWER: Didn't he just -- he answered

this question.
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MR, TREPANIER: | think the previous answer
was that the information was checked with the
supplier and with the inpacted source.

M5. SAWER He said he al so checked the
source in Illinois.

MR TREPANIER  That was the source of the
i nformation? The source of the information also
couldn't be the checker of the information. The
source and the checker of the information are
separate entities.

M5. SAWER  Well, the checker is the

supplier.
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MR, TREPANI ER:  The supplier wasn't able to
make a determ nati on whether or not that material
met Illinois code

VR, BECKSTEAD. We al so discussed this with
permt engineers who are very famliar with the
sources fromdealing with it through the years and
they are famliar with the operations to confirm what
the source was saying was, in fact, true and what we
had on file frompermt application

MR. TREPANI ER: Were the permt engineers
famliar with what Illinois code requires for inside
a food can?

MR, BECKSTEAD: | would think they woul d have
that know edge. 1It's not part of their business, per

se, on a day-to-day operation, but | would think they
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woul d be famliar as to what the firmwas canni ng and
what they were doing, yes.

MR ROVAINE: | would qualify that. That's
probably not know edge that is generally known by
nost permt anal yst, but an anal yst who has been
speci alizing in can codi ng operations over the years
may, in fact, have that |evel of know edge.

MR, TREPANI ER:  Who was that engi neer?

MR, BECKSTEAD: | interface with the permt

L. A REPORTING - (312) 419-9292
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engi neers so often at the various sources, | can't
recall at the present tine.

MR, TREPANI ER:  Wbul d the agency be able to
provi de that information?

M. SAWER: \Why do you want it?

MR, TREPANIER: |'mmaking an inquiry to
see if there is -- | believe that the rul emaki ng
is substantially predicated on the basis that
there was unavail abl e material substitutions and
reformul ations sufficient to nmeet the ROP
requi renents other than through the proposal

I think that's what M. Beckstead's

testinony has gone to. Now, | have asked questions
on how that was determ ned.

M5. SAWER  Well, it isn't. So | don't think
that's rel evant.

M5. MFAWN. It isn't what?

M5. SAWER: It isn't predicated on what he
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j ust said.

M5. McFAWN:  That is not why you are posing
the --

M5. SAWER: It's less expensive. It's the
nost cost-effective neans to achi eve reduction

M5, McFAVN: So his testinony is not
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that these things are not available to Illinois
manuf acturers, but it's just that they are nore
costly?

M5. SAWER: No. He -- his testinony is
that they can't use that particul ar product, but
that isn't why we are proposing this rule versus
anot her.

M5. McFAWN.  The technical feasibility is
not part of your testinmony, M. Beckstead?
BECKSTEAD:. Yes, it is.

McFAWN: It is?

2 5 D

BECKSTEAD:  Yes.

M5. McFAWN.  Is it your testinony that sone
of these codings that are used in the South Coast
are not available to manufacturers in Illinois?

MR, BECKSTEAD: For the particul ar
applications in Illinois, the reformulation on
material substitution materials, those are not
avai | abl e.

M5. MFAWN. It's not that they are nore

costly, it's just that they are not avail abl e?



22

23

24

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

MR ROVAINE: Let ne interrupt.
M5. McFAVWN:  Certainly.

MR. ROVAI NE: The eval uation Gary was
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performng was in the context of coming up with
addi ti onal specific command and control regul ations.
So the determ nation was not necessarily whether
one particular manufacturer in any particular
circunstances mght, in fact, be able to use
particul ar codings with mnimal changes and sone
efforts, but the question was trying to be revi ewed
whet her, in fact, at this point in time could
[1linois successfully adopt the South Coast rules
that required use of these materials across the
board for an entire category of source.

That is where M. Beckstead' s review
identified difficulties with maki ng that w despread
change that would affect all manufacturers of cans.

M5. McFAWN:  To get back to the question
still pending before the agency, you said that you
consulted with permt analysts within Illinois EPA
in maki ng this concl usion?

MR, BECKSTEAD: As part of it, yes.

M5. McFAWN:  Coul d you perhaps provide to
the board and the participants in this proceedi ng
a list of who you talked with inside of the agency
not so they will be called here as being witnesses,

but so that we understand better the chain of your
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research?

MR, ROVAI NE: Maybe | can sinply answer the
guesti on.

M5. McFAVWN.  All right.

MR, ROVAINE: My expectation is that the
peopl e -- the senior analyst that mght have this
i nformation that Gary probably tal ked to woul d
have been Harish Desai, Dan Punzak and Mangu Pat el
MA-NGU P-AT-EL.

There may have been a nunber of other
anal ysts who had been recently working on them
but they do not have the years of experience that
t hose i ndivi dual s have.

M5. McFAWN.  Thank you, M. Romai ne.

MR, TREPANI ER:  Thank you.

Question No. 3, regarding your
testinmony of the unavailability of substitute
codi ng applications, where and when did the
outreach readings for the 15 percent ROP plan
occur?

M5, SAWER: oj ection, irrel evant.

MR, TREPANI ER: This was said in your
testinmony as a source of your know edge.

M5. SAWER: These were rules that were

L. A REPORTING - (312) 419-9292
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adopted by the board. | don't see where our
outreach is relevant.

MR, TREPANIER: | think that we just had an
extended discussion to find that this information
and the basis that the chain of the research is
an inportant issue to the board and this is a very
simlar question.

THE HEARI NG OFFI CER:  Can t he agency answer
t he question?

MS. SAWER:  Sure.

MR, BECKSTEAD: Meetings were held in various
| ocations and at various time franes or times during
the 1993 and 1994 time frame. The neeting tines and
pl aces are a part of the record of the 15 percent
rul emaki ng proceedi ngs.

MR TREPAN ER: Thank you.

Part B, could material substitutions
or reformul ati ons have becone avail abl e since the
15 percent ROP pl an outreach neeting?

MR, BECKSTEAD: Technol ogi cal advancenent is
al ways occurring given the incentive to do so |ike
mar ket abl e em ssi ons reductions as afforded by the
proposed rule. Sone material substitutions could

be available, but fromthe data gathered in the 15

L. A REPORTING - (312) 419-9292
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percent ROP rul emaki ng, approxinmately seven to ten
years are necessary for a new material to becone
mar ket abl e.

MR, TREPANIER In Part C, | apol ogize.
It appears that not all of the question was
witten down, but it reads, if substitute quoting
applications were available -- and what | neant and
maybe you will be able to answer that -- if these
codi ng applications becane avail able, how woul d
you becone aware of it?

MR, BECKSTEAD: | generally beconme famliar
wi th the advancenent of technol ogy and what is
occurring when we propose new regul ations and the
i npacted source and we di scuss what we are going
to do under the old conmand and control scenario.

That is generally when we heard about
new materials being avail able, new control technol ogy
bei ng avail abl e, and di scussions wi th inpacted
sources is generally where we gather that
i nformation, discussions again with pernit engineers
or doing the issuing of permts, operating permts.

MR, TREPANI ER: Specifically, here in this
i nstance, you nentioned about the command and

control. In this instance, now since those 15
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percent ROP outreach neetings in '93 and '94, if
substitute coding applications were to becone

avai |l abl e, how woul d you have know edge of that?
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Did these command and control neetings
that you are speaki ng of occur?

MR, BECKSTEAD: | missed that question

MR, TREPANIER:  |'mwanting to know, and maybe
you' ve answered the question, but you said that you
| ear ned about these when you are neeting with sources
regardi ng command and control regulations. D d those
nmeeti ngs occur?

MR, BECKSTEAD: W are not proposing a conmand
and control situation here.

MR, TREPANIER. 1'Il go on to ny next question
here. Question No. 13, | consider that we have j ust
made | ots of progress.

Regardi ng your testinony upon the cost
of controls for the fixed group and internal floating
tanks, Subpart A, is the $8,000 to $13, 000 cost per
ton a one-tinme cost?

MR, BECKSTEAD: It is an estimated recurring
annual i zed cost per ton to control

MR TREPANIER  And how would that -- is there

a possi bl e conparison with that nunber conparing that
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to an after burner technol ogy?

VMR, BECKSTEAD: From di scussions with our
i npacted sources, generally a vapor recovery system
or these cl osed seal vapor seals are used. After
burners are not real practical for an application of

storage tanks. I'mjust a little confused at that
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guestion, sir.
MR, TREPANIER: (kay. Let's just nove on. |
may have m sunderstood the material nyself.
Ckay. 1"l drop nunmber C having gotten
your answer to nunber one.
Question 14, is it your testinony or
belief that at about m ninmum the cost is
approxi mately $8,000 per ton per year from VOM
prevented fromentering the atnosphere fromfixed
roomtanks and internal floating roomtanks?
VR, BECKSTEAD: Based on the information
presented by affected sources in the 15 percent
ROP rul emaki ng proceedings, it is my testinony
that the estinmated cost for controls is in the
range $8, 000 per ton.
MR TREPANIER Is that now a neasure that has
been i npl enent ed?

MR, BECKSTEAD: Not to the |levels we are
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talking here. 1t's been inplenmented for tanks
greater than 40,000 gallons. W're talking generally
20,000 to 40,000-gallon tanks with | ower vapor
pressure requiring tighter seals and the nore cost
intensive at that size tank than what we were
confronted with in the 15 percent rul enaking.

MR, TREPANI ER:  This type of control measure
that was inplenented resulting fromthe 15 percent

rul e, have you gotten sonme feedback on if the actua
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costs were realized?

MR, BECKSTEAD: | haven't personally, no.

MR, TREPANIER: So it is possible that the
cost is actually less than $8, 000?

MR, BECKSTEAD: That is a possibility. It
could be greater than that also.

MR TREPANIER  That information would be
avail abl e if somebody were to seek it out?

MR, BECKSTEAD: | would think so.

MR, TREPANI ER:  kay.

MR BECKSTEAD: |I'minfornmed that we woul dn't
ask for cost of data control at this stage of the
rul es.

M5. McFAVWN.  So you nean that the agency

woul dn't have that information available if it was
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sought from you?

VR, BECKSTEAD: No, correct. That's correct.

MR, TREPANIER: So the testinony that you gave
was based on information that you received in '93 and
'94 as an estimated cost of control rather than an
i nquiry on what was the actual cost?

VMR BECKSTEAD: It is an estimated cost of
control, yes.

MR, TREPANI ER: My next question starts on
t he second page of the questions that | have for you.
It begins on Page 3 regarding, quote, it was assuned

t hat add-on control would be required and that the
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| ow solvent materials are not currently avail abl e.
VWhy that assunption?

M5. SAWER: Can | ask is this different than
your other question, the one that you asked, your
first question?

MR, TREPANIER: It seens to be very simlar
"Il withdraw that and then conti nue.

Vel |, maybe with the second part of
that question it woul d make nore sense, then. Wy
t he assunption, when the California rules, you were
appl ying for the Chicago nonattai nment area

specifically recognizes | ow sol vent adhesives wth
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the 2.1 pound VOM gallon in the very rul e?

So ny question is when the California
rules requires a 2.1 VOM gal | on adhesive to be used,
why did you assune that those would be unavail abl e
i n Chicago?

M5. SAWER: | think he did answer that
guestion al ready.

MR, TREPANI ER: W tal ked about can codi ngs,
but maybe this would hel p the board to understand
why the assunption was made on | ow sol vent
adhesi ves.

MR, BECKSTEAD: This assunption was based
on the best information available fromthe sources
af fected by the previous rul emaki ng.

Ref ormul ati on or substitute materials
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are currently not available in the nmarketplace for
the Illinois types of applications.

MR, TREPANIER: So if we -- so would you
assume that this is a situation simlar to the can
coding that in Illinois, they' ve got -- where they
are using the glue, the rules are a little bit
different and they can't use this glue that's being
used in California?

MR BECKSTEAD: Yes.
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MR TREPANIER It would have been the sane
sources, the -- would it be the sane pernit engi neers
t hat woul d have provi ded that information?

MR, BECKSTEAD: | don't recall talking
extensively with pernmit engineers on this analysis,
on the adhesive side of it.

MR, TREPANI ER:  kay.

MR, BECKSTEAD: | would also like to clarify
that California regulations al so have the option for
sources to use add-on controls as we do in Illinois.
Not all sources in California are neeting a pounds
per limt per gallon -- pounds per gallon limt in
complying with their regulations. Add-on controls
are bei ng used al so.

MR, TREPANIER: Is there a 2.1 VOM per gallon
| ow sol vent adhesive available in California?

MR, BECKSTEAD: | think there are applications

in California that sources are using, yes, as |
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recall.
MR, TREPANIER: Is it your conclusion that
t hose sources are not available for use in Illinois?
MR, BECKSTEAD: They are avail able for use,
but they don't fit the applications in Illinois.

MR, TREPANI ER:  What's the basis of your
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know edge on that?
VWhat's the chain of research?
MR, BECKSTEAD: Discussions with the inpacted
sources in the previous rul emaki ngs.

M5. McFAVWN. Do you know what the difference

is? | nean, what's different in California from
IIlinois, for instance, in the can -- concerning the
can coding that you said. It was the product going

into the can. What's the difference here between
south California and Il1inois?

VMR, BECKSTEAD: As | recall, one of the
primary hurdles is difference in clinmates here in
Chi cago and the South Coast area, the fact that it's
a much warmer clinmate and they can operate with
| ower solvent materials because of and they get the
same flowability and get the sane coverage and yet
are able to use |l ess solvent because of year-round
better operating conditions tenperature-w se. |t
was a primary hurdle that | kept hearing in al
t he various surface codi ng applications.

MR TREPANI ER: Wre these outdoor



22 applications.
23 MR, BECKSTEAD: Sonetinmes the drying will

24 occur in the outdoors. Not all of them but
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1 sonetimes they roll theminto a big room and j ust

2 let themair dry alittle. W, in Chicago, sonetines
3 have to use baked operations.

4 MR, TREPANI ER:  Sone of these materials, they
5 are used in a controlled climate, isn't that right?
6 These materials are being used in a controlled

7 climte so the weather difference between Chi cago and
8 California is not a factor?

9 MR, BECKSTEAD: |'msure that's true too.

10 MR, ROVAINE: To add sonething a bit to this
11 discussion. For adhesives, you cannot assune that
12 there is one adhesive that will fit all categories.
13 When Gary is referring to applications, he is

14 referring to a specific conbination of materials.

15 That includes paper, plastic, plastic to plastic,

16 netal to netal, alum numto brass, wood to paper

17 wood to wood, and because of those demands, there

18 has to be an adhesive that neets the particul ar

19 substrate requirenments, strength requirenents,
20 exposure requirenents, be it the tenperature, heat,
21 how many cycl es and sol vent.
22 So that adhesives are a very difficult
23 category to deal with because of all of those unique

24 products' specific features. The applications to
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cans have sinmilar characteristics obviously. The
contents that was put into the can affects what
lining is needed. | would say this is probably a
nore uni form category than adhesi ves.

MR, TREPANI ER: How big of a source are we
tal ki ng about when we are tal king cans and
adhesi ves?

MR, BECKSTEAD: The question again is?

MR. TREPANIER: How | arge of a source are
we tal king about? 1Is this alittle mnutia? |Is
this a piece of mnutia or are we tal king about a
substantial source?

MR, BECKSTEAD: This is a category of
em ssions. There are several sources in each
cat egory of em ssions.

MR, TREPANIER: So this is a significant

source fromwhat |'m hearing?

MR, BECKSTEAD: Can coding is an appreciable

anount of our em ssions inventory.

MR, TREPANIER: 1'm going to skip ny next
guestion. It appears nore |like a statenent than a
guesti on.

Going on to the one after, referring

to Page 4 of your testinony, the non-CTG em ssions

L. A REPORTING - (312) 419-9292
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categories, what is the basis for the assunption --

what is the basis for, and | quote, the assunption

was nmade -- was al so nade that South Coast materi al
[imt would not be met and that Illinois sources
woul d require add-on controls. | think maybe we
have answered that one already. [I'Il withdrawit.

On Page 5 of your testinony, starting
now with regarding 4.0, analysis of the top 50
em ssi on sources, your analysis showed 4192 tons
per season of em ssions reductions that were
identified as potentially available fromthe 50
| argest emi ssions sources in the Chicago
nonattai nment area or equivalent to 27.4 tons of
reduction per day. You state this approach woul d
provi de the reduction necessary to neet the 1999
ROP | evel .

How much beyond the 1999 ROP level is
this?

MR, BECKSTEAD: The agency has esti mated
that 12.6 tons per day of em ssion reductions are
needed to neet the 1999 ROP target level. The
anal ysis of the top 50 em ssion sources indicates
that 24.7 tons per day of enissions reductions are

provi ded, which is 14.8 tons per day nore than is
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needed.

MR, TREPANI ER:  How nuch could the -- your
estimated costs of the -- of this alternative be
lowered if less than the nost stringent controls

were applied to these 50 emitters if they were

required -- if they were the nost cost-effective
way and still neet the 1999 ROP | evel ?
MR, ROVAINE: | think we need to back up

a bit and give sone expl anation.

VWhen we tal k about the | argest 50
sources, what really occurred was that the technica
staff in the Bureau of Air reviewed the VOM control
nmeasures used by the | arger sources identified as
bei ng participating sources under the program

I think, in fact, the cutoff was
VOM em ssi ons of about 50 tons per season. The goa
of review was to identify units where significant
i mprovenents coul d possibly -- possibly be made in
the VOM control neasures.

For exanple, if no control were present
on a unit where a control is technically feasible,
the unit was flagged for additional control
Li kewi se, if the present control devices were only

limted
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for noderate effectiveness, the units were flagged
for upgraded controls with the high efficiency

devi ce.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

The inmportant thing is that this
evaluation did not involve a detailed review of the
ci rcunst ances of individual sources considered
site-specific costs of making them change it.

So as a result, some of these changes
that we have identified as resulting fromthe nost
stringent controls, you are right, could be, in fact,
very expensive. | don't think that we presented
this as a denonstration that, in fact, there were,
in fact, a conprehensive alternative that woul d
i nvol ve applying these control neasures to these
50 sources.

Rather, it was sinply a starting point
that was then relied upon in the econonm c anal ysis
to devel op a couple of alternatives for review

MR TREPANIER  What's the val ue, then, of
this analysis under 4.0 if what you are anal yzing
i s em ssion reductions double -- practically double
what we are |ooking for and with no eye towards
efficiency of the application of these control

measur es?
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MR, ROVAINE: | guess the point is this was
sinmply the first step in the evaluation to identify
where areas of control could possibly be inproved.

VWhen we got to the next step in com ng
up with alternatives, that is where we then factored

in sone econonic information to select a particular
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conbi nati on of control neasures that would result
in-- within those constraints for command and
control at |esser costs.

So one option that was sel ected was
identifying eight sources that by thensel ves woul d
m ni m ze the nunber of participating sources, |
bel i eve, and then another option was to -- | cane
up with 12, I think. A further description of that
wi || be discussed in our econom c testinony.

MR, TREPANI ER: Does your testinobny give a
cost of control if this -- if the top 50 emitting
sources were required to install what kind of
controls that you have here, the best avail abl e?

MR, ROVMAINE: No

MR TREPANIER There is no estimate in the
cost of that control ?

MR. ROMAINE: No

MR. TREPANI ER.  Regardi ng your testinony at
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2.1, estimated em ssion reductions, does the grand
total of 6.82 tons per day of em ssions reductions
identify -- fulfill the 1999 ROP | evel ?

I think I have the answer to that
guestion already. | understand you just said that
was 12. 67

MR, BECKSTEAD: 12.64 is the required |evel.
MR, TREPANI ER:  Thank you.

Whul d you be able to give an estinmate
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of the cost of control -- and I'mreading the | ast
guestion on the second page of my questions. 1'm
readi ng fromny | ast question.

Are you able to nake an estimate of
what the [owest cost would be if the mnimal |evel
of reduction necessary to nmeet the 1999 ROP were
found within the 50 | argest VOMenmitters in the
Chi cago nonatt ai nnent area?

MR, BECKSTEAD: Those anal yses, Options 1, 2
and 3, are an attenpt to address that specific
guesti on.

W | ooked at 12 percent reduction of
all sources greater than -- having en ssions greater
than ten tons per ozone season. Just a uniform 12

percent of all of those.
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W al so anal yzed fromtwo subsets from
those top 50 enitters and asked oursel ves the
question if we got it all from say, the eight with
the greatest potential for reductions, what kind of
cost would that be? If we got it fromthe 12 nost
cost-effective, what kind of cost are we | ooking at
there? That's nore econom c questions than technica
feasibility, | feel.

MR, TREPANI ER:  So | understand you, that
information is not avail abl e today regardi ng what
woul d be the cost of control if the 50 |argest

emtters were conmanded to nmake the nbst econonic
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controls to acconplish our 1999 ROP?

MR, BECKSTEAD: The agency feels that we
have addressed the question in the two or three
alternatives that were analyzed, the 12 percent
across the board, the eight largest, the 12 nost
cost-effective. W feel that we are addressing
t hat issue.

MR, TREPANIER: Do you know t he nunber, what
the cost per ton would be if the 50 largest enitters
were comanded to reduce their em ssions in the nost
efficient manner -- economnical manner to neet the

ROP?

L. A REPORTING - (312) 419-9292

VR, BECKSTEAD. | would refer to section --

M5. SAWER: Can | suggest that we defer
t hese questions, M. Trepanier, to the specific
econom ¢ section of the questions. | think we
woul d be able to provide you with a better answer
at that point. W will go through what we did and
I think it would be nore appropriate to answer it
at that point.

MR ROVAINE: | would prefer to answer it.

THE HEARI NG OFFI CER: At this point, Bonnie,
| would like to say that | have a coupl e questions
on the estimated costs too. So | would like to have
t hem answered by M. Beckstead.

In a couple of places in his testinony

in Section 4, in the second paragraph, he says that

674
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the current |evel of control of each unit was
conpared to the nost stringent |evel of control
currently known avail abl e and ot her reductions
wer e estimated.

In the last section of 50, you say
wi th the paragraph -- the second paragraph, in
appl ying the nost stringent controls known to be
avail able to the 50 | argest VOM sources in the

Chi cago nonattai nnent area, we have sufficiently
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conduct ed, however, the cost of these control
nmeasures are estimted to exceed the cost of the
Cal i fornia sources.

At sone point, | believe he estimated.
I was just wondering if you have that nunber.

MR, BECKSTEAD: The second comment, it was
just a general statenent. |If we have -- we cone to
the rationalization by applying South Coast, and we
had a range of 8,000 to 26,000 in applying those, if
we go with the nost stringent, which would be even
above the California regulations, we would -- our
estimte was we woul d probably exceed that range
of cost. A specific nunber was not generated, no.

THE HEARI NG OFFI CER:  So your testinony really
is that you expected the cost to exceed?

MR, BECKSTEAD: Yes, right, yes.

THE HEARI NG OFFI CER:  Ckay. Does that answer

your question, M. Trepanier?
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MR, ROVAI NE: The question | heard asked is
what is the nost cost-effective way to control the
top 50 sources? The sinple answer is this trading
program That's why we are putting forward this
tradi ng program and as stated in the technica

support docunment, we have estimated the cost of,
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| believe, $2,800 or $2,900 a ton
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MR, TREPANIER:  Well, you misread ny question

but you did provide sone information. That was the
| ast question that | had.

THE HEARI NG OFFI CER:  Are there any ot her
questions particular to M. Beckstead?

M5. MHELIC. As a followup to the previous
qguestion, did you | ook at what it would take to
control the top 50 sources -- | guess the first
guestion is what do you nmean by source; an entire
facility or just a unit at a facility?

VR, BECKSTEAD. A source is an entire
facility.

M5. MHELIC. So when you say the top 50
sources, you are tal king about an entire plant?

MR, BECKSTEAD: Yes.

M5. MHELIC. So not just one enission unit
at a plant?

MR, BECKSTEAD: Right.

M5. MHELIC. Did you |look at what it would

take at those 50 sources to not get the nost
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stringent control that would achi eve doubl e the
reducti ons needed, but what woul d be needed to

obtain the 12-ton per day reduction at those 50
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sources?

VMR BECKSTEAD. We did it in the subsets
of the eight largest emtters and the 12 nost
cost-effective.

M5. MHELIC. But you did not |ook at the 507?

VMR, BECKSTEAD:. We | ooked at the 50 for tota
em ssions avail able, not for cost factors.

M5. MHELIC. And not for cost factors based
on only 12-ton per day reduction and not a 27-ton a
day reduction?

MR, BECKSTEAD: No. We just expected that
it would be greater than the California regul ations.

M5. MHELIC. And that you expected that the
costs of controlling to the nbst stringent control
woul d be greater than the California standards, is
that correct?

I's that what is stated in the technica
support documents?

MR, BECKSTEAD: Yes.

M5. MHELIC. Do you state anywhere in your
techni cal support docunent that you expect it would
al so be nore -- it would cost nore to control only
the 12 tons per day needed for those 50 sources?

MR, BECKSTEAD: | think that's what we were
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in search of in the analyzation of the data, what's
t he best approach.

M5. MHELIC. Okay. But I'msaying did you --
do you have anywhere in here that for the 50
sources -- for 50 sources out there, is there
anywhere in your testinony or in the technica
support documents an anal ysis or a concl usi on
of what the costs would be for obtaining only a
12-ton per day reduction fromthose 50 sources,
all 50 sources?

MR ROVAINE: | think that's inplicit in
the analysis. It would be nore than we eval uated
and canme up with for the specific alternatives.
You woul d have to tell us how you would want to
assign that em ssion reduction anong those 50
sour ces.

But the reason we cane up with the
particular alternatives is that was a reasonabl e
way to approach those 50 sources to get the
required 12-ton reduction with sone attenpt at
m ni m zi ng costs.

M5. MHELIC. You are saying you assumned
it would be nore costly to control 50 than for

say, just the 127

L. A REPORTING - (312) 419-9292
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MR, ROMAI NE:  Yes.

MR, SAINES: But we're tal king about two
different things. At one point, we're talking
about the nmpbst stringent controls known and you --
in your technical support docunent, you have
estimated that it would be technically feasible
to control the largest 50 sources with the nost
stringent controls known generating 27 tons per
day, which is in excess of what is needed, is
that correct?

Ckay. Is it your testinony that you
did not, then, look at those same 50 sources and
i nstead of applying the nost stringent controls
known, you applied |lesser controls with the sane
50 sources through command and control to generate
12 tons?
MR ROVAINE: | think, as you phrased the

qguestion, we did not do the specific analysis that

you are suggesting. W did not have the information

to identify sone internediate | evel of noderate
control. W also didn't have the cost data to

identify what would be the cost of those noderate

679

| evel s of control. So it was beyond the scope of our

anal ysi s.
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680



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

1

2

3

We did try to identify within the
constraints eval uati on being done for those 50
sources what woul d be necessary or what woul d be
done to achieve the rate of progress plan, working
fromthat popul ation of 50 sources, while mnimzing
costs.

MR, SAINES: Thank you.

M5. MHELIC. Did you --

M5. SAWER: Are you asking your prefiled
guesti ons?

M5. MHELIC. No. Because ny prefiled
guestions -- I'msorry. | thought we were on to
no nore prefiled questions bei ng asked.

THE HEARI NG OFFI CER:  Are you just asking
foll owup questions to these questions?

M5. MHELIC Right. Well, |I can wait.
There are additional questions | have to ask.

MR, FORCADE: We had prefiled questions
relating to technical support docunment Appendi x E
I"mnot certain whether this is not the tinme for
that. |Is there sone other person we shoul d ask?

M5. SAWER: Right. Once we get the pane
toget her, that would be the best tine to ask.

M5. McFAVWN: VWi ch panel is that?

L. A REPORTING - (312) 419-9292
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M. SAWER:  \Wen we get everyone back up and
we go into -- E doesn't relate to the technical

feasibility, basically.
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THE HEARI NG OFFI CER: | guess ny question
is are these particular to his testinony --

MS. M HELIC: Yes.

THE HEARI NG OFFI CER:  -- or just generally
about the proposal ?

M5. MHELIC Particular to his testinony.

M5. SAWER Can | ask a little further? If
they are particul ar about the econonmics, | know there
is sone crossover, but really, it would be better to
hol d those questions until we have the econonic
panel . They are not?

MS. M HELIC  No.

MB. SAWER  Ckay.

M5. MHELIC. At least | don't believe that
they are.

Did the agency --

M5. McFAVWN. Ms. Mhelic, can | interrupt for
a nmonent ?

Is M. Beckstead going to cone with the
econom ¢ panel tonorrow?

M5. SAWER:  No.
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M5. MFAWN  Go ahead, Ms. Mhelic.

M5. MHELIC. Did the agency assess the
technical feasibility of installing the nost
stringent control on the eight sources with the
greatest em ssion reduction potential?

MR, BECKSTEAD: Well, that was analyzed in
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Section 8. If you refer to Section 8 and the
tables --

M5. MHELIC. That is in the econom c inpact
analysis, that's not in the technical feasibility
anal ysi s?

MR BECKSTEAD. MNo, it's not. [It's in
Section 8.

M5. MHELIC. Did the agency assess the
technical feasibility of actually installing that
ki nd of control on these eight sources?

MR, BECKSTEAD: W knew that these type of
controls are being used. They are known to be on
sim |l ar sources.

M5. MHELIC. Wen you say simlar sources,
in the Chicago area or outside of the Chicago area?

VR ROVAI NE: We did not limt our
conmparison to just the Chicago area. |It's in genera

use.
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M5. MHELIC. Did the technical feasibility
anal ysis |l ook at the particular eight sources in
guestion to assess the technical feasibility of
installing that control at that particular facility?

MR, ROVAINE: No. There was not a separate
review of technical feasibility beyond the genera
review of feasibility conducted for all 50 sources
or for the 50 biggest sources.

M5. MHELIC. So it also wasn't done with the
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12 sources --

THE HEARING OFFICER: Can | interrupt for a
second?

M5. MHELIC  Certainly.

THE HEARI NG OFFI CER:  You are aski ng questions
of M. Beckstead and yet Chris Romaine is answering
them anyway. | don't know if these questions are
directed to Gary after all.

M5. MHELIC. Well, it's on technica
feasibility and I don't really know who is here
to testify as to that.

THE HEARING OFFICER:  Right. And | was goi ng
to ask -- M. Beckstead, your testinony you submtted
deal s nostly with economcs, in ny hunbl e opinion

I"mwondering -- | know you can't be available for
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the 10th and 11th. That's because of a prearranged
situation. You will be available at another tinme if
we do have to hol d another hearing?

MR, BECKSTEAD: Sure.

M5. McFAWN. Al so, is there anyone el se at the
agency that can testify or answer questions rel ated
to your testinony?

M5. SAWER  Yes, M. Romai ne.

M5. McFAVWN. M. Romai ne?

MS. SAWER  Yes.

THE HEARI NG OFFI CER:  And additional ly,

Sarah -- | know Sarah Dunham has al so prefil ed sone
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testi nmony.
I's your testinony purely economcs or is

it feasibility?

M5. DUNHAM  Purely economics.

M5. SAWER: But we can answer this question
one nore time that Ms. Mhelic is asking right now
| would like to get this a little straight because
think there is sone confusion

THE HEARING OFFICER: | think | have a couple
guestions just to go to M. Beckstead and | think

we might as well just bring the whol e agency pane

up, then, because it seens that we are doi ng
L. A REPORTING - (312) 419-9292
685
questions for all of them | don't see these are
questions just for M. Beckstead. So if you could
hold of f on your questions, let me ask a couple of
guesti ons.

M5. MHELIC. | just have two prefiled
questions | would like to ask, then, of Gary
Beckstead, which | believe goes directly to his
testi nmony.

THE HEARI NG OFFI CER: Wl |, why don't you ask
t hose then.

M5. MHELIC. Okay. In ny prefiled question
Question No. 3., D., of the nodified questions.
It's the third to the | ast page of the prefiled
guesti ons.

The question is what was the anmpunt
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of reductions in VOM achi eved in South Coast Air
Qual ity Managenent District Area by the California
rul es?

MR, BECKSTEAD: Six, B.?

MS. M HELIC: Yes.

VMR, BECKSTEAD:. What was the anmount of
reductions in VOM achi eved in the South Coast area
by the California rul es?

M5. MHELIC R ght.
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MR, BECKSTEAD: We didn't anal yze how nmuch
reductions South Coast were getting.

M5. MHELIC. Didthe agency -- this is

Did the agency determ ne how many
sources in the Chicago area would satisfy the
California rules despite not being required to
do soin lIllinois and to clarify that, that's
currently satisfying the California requirenents?

MR, BECKSTEAD: Yes. |In the analysis, if
the source had sufficient controls to neet what
California was speci fying, there were no reductions
avail able. So we noved to the next source.

M5. MHELIC. How many sources actually neet
the California rules?

VMR, BECKSTEAD: | do not have an exact count
on that. Al | have is total em ssions avail abl e,

whi ch was the focus on the anal ysis.
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M5. MHELIC. |s there any docunentation
that you do have, not with you today, that would
show how many sources actually neet the California

rul es?

MR, BECKSTEAD: We didn't keep the information

because that was not the focus of our rule.
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M5. MHELIC If sone of these sources have
already net this level of rem ssion reductions,
woul dn't this inmpact the costs associated with the
sources comng into conpliance with these rul es?

MR. BECKSTEAD: No, it would not.

M5. MHELIC. If they already are in
conpliance, wouldn't the cost be zero to cone into
conpl i ance?

VR, BECKSTEAD. W cal cul ated an annua
cost per ton of VOMreductions. There were no
reductions there. It would be the cost of that
sour ce.

MR ROVAINE: Let nme add a clarification
In terms of the regulatory analysis to support the
rul e evaluating the cost effectiveness and putting
in the control neasures of what's being required,
Gary is correct, that that information would not
change that cost effectiveness val ue.

In terms of the overall inpact of
the rule, clearly, if there is some source that

has already conplied with the rule, all of the
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sources and all of the reductions, the total cost
woul d obvi ously be | ess.

Sonme sources are already in conpliance,
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but that is not the type of evaluation that is done
for a command and control rule. 1t's only one piece
of the evaluation for the command and control rule.

M5. MHELIC. M questions go to -- nore
tocost. Sol will wait to ask those at a later
time.

M5. McFAVWN: What about your questions one
t hrough five?

M5. MHELIC. Those are questions that | was
revising and I was told to wait to ask themuntil
t he panel came up. These are going to the technica
feasibility assessnment and economics. |t appears
that they are not willing for those to be asked at
this tine.

M5. McFAWN.  So you will be asking those
when nore of the econom c experts of the agency
are here?

M5. MHELIC Correct.

M5. McFAVWN.  Thank you.

THE HEARI NG OFFI CER:  Are there any ot her
guestions specific for M. Beckstead?

| have one just for nmy own benefit.

You stated in your testinony today what was in there,

but I didn't recall you stating whether or not you
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bel i eve, in your opinion that the ERVS proposal is
technically feasible.

VMR, BECKSTEAD: Yes. | do believe that it
is technically feasible.

THE HEARI NG OFFI CER  And then there is one
ot her question that | think you can answer.

Does the ERMS proposal prohibit the use
of any alternative solvents, adhesives, or other
alternative things for the use of command and control
t echnol ogy?

MR BECKSTEAD: No. In fact, it's an
incentive for sources to find the nost econonm c and
nost advant ageous way to get reductions particul ar
to their application

THE HEARING OFFI CER:  That's all the questions
that | have. Could we have one second?

M5. ANN: | have three questions on the
techni cal support docunent. | don't know if you can
answer themall.

First, I"'mjust going to ask you just a
general question. How are you going to change from
tons per day to tons per season?

MR, BECKSTEAD: How do we change?

MS. ANN  Right.

L. A REPORTING - (312) 419-9292
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MR, BECKSTEAD: We have the operating schedul e
of each source

M5. ANN: Ckay. So there is not just a
certain anpunt of days that you are going to
mul tiply?

MR, BECKSTEAD: No.

M5. ANN: It's specific to each source or
unit?

MR, BECKSTEAD: Yes.

M5. ANN: Ckay. |In the sunmary of the
techni cal support docunent, it says that -- it's on
the | ast page. It says small businesses that remain
in the ERV5, the ACMA, provides an absolute cap on
control costs of $10,000 per ton, but that's not
stated anywhere in the proposed rules. Was that just
deci ded agai n?

MR, BECKSTEAD: She's tal king about the ACVA?

M5. SAWER: \Wat was your question?

Coul d you repeat your question?

M5. ANN.  In the conclusion of the technica
support document, it says for small businesses that
remain in the ERM5, that ACMA provides an absol ute
CAAPP on control costs of $10,000 per ton, but

that's not stated anywhere in the rules, the proposed
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rul es.

M5. SAWER: Coul d you ask that question |ater
when we have the econom c portion?

M5. ANN.  Yes.

THE HEARING OFFICER:  Is that it?

M5. ANN.  Yes.

M5. MHELIC. | have one nore foll ow up
guesti on.

VWo are the 50 sources?
M5. SAWER  Who are what ?
M5. M HELIC. The 50 sources.
Is there a Iist provided anywhere?

VR, BECKSTEAD: W did not include it in
our technical support document and | don't have
the information with me to list themat the present
time.

M5. MHELIC. Is it avail able anywhere? |
nmean, is there a |ist avail abl e somewhere?

MR, BECKSTEAD: Yes.

M5. McFAVWN:  Why don't you bring it to the
next hearing?

MR FORBES: Yes, we will provide the list.

M5. McFAVWN.  Thank you.

THE HEARI NG OFFI CER° M. Newconb?
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MR, NEWCOVB: | have one quick question.
Did the agency estimate cost

inefficiencies for inplementing controls for sources
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ot her than point sources with the narrow exception
of the cold sol vent cleaning?

M5. SAWER: Coul d you repeat the question?

MR, NEWCOVB: Did the agency estimate cost
i nefficiencies of inplenenting controls for sources
ot her than point sources with the narrow exception of
col d solvent cl eaning?

MR, BECKSTEAD: The purpose of this technica
feasibility analysis was for point sources. That's
where ny invol venent has been. That's why |I'm
testifying.

MR NEWCOVB: Can | take it, then, that your
answer is no?

MR FORBES: In ternms of -- I'll answer that
internms of rate of progress plan, we assess
reductions -- possible reductions fromall sectors.

But specific to M. Beckstead's
testinmony, that goes to the technical feasibility
of the stationary source proposal, which is the
ERMS rul e.

VMR NEWCOMB: Thank you.
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THE HEARI NG OFFI CER:  Are there any ot her
guestions at this tinme of M. Beckstead? Thank you.
Let's take a 10-mi nute break
(Whereupon, after a short
break was had, the

foll owi ng proceedi ngs
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were held accordingly.)

THE HEARING OFFICER: | believe all the
witnesses are still under oath. W will start
out with ERG s questi ons.

M5. ROSEN:  Thank you. Good norning. M
nane is Wiitney Rosen. |'mlegal counsel for the
I1l1inois Environnental Regul atory G oup.

| would just like to briefly nmake a
two- sentence statenent. ERG worked closely with
the agency in an effort to achi eve consensus on
the proposal. W appreciate that opportunity.

W will be providing testinony at a |later date
based on some outstandi ng i ssues and our questions
today are in an effort to help clarify the agency's
testinmony in the proposal.

THE HEARI NG OFFI CER: When you go t hrough
your question, please state the page, when they were

filed, if they are different. | know you have a | ot
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of questions on 320 at a later filing date.
M5. ROSEN:  Yes. Thank you.

The docunent, which | will first refer
everyone to, is our original filing that was dated
January 14, 1997. These are the prefiled questions
of Illinois Environmental Regulatory G oup. W
start on Page 2, Question 1, addressing Subpart A,
Secti on 205. 150.

On Page 22 of M. Ronmaine's testinony,
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he di scusses the applicability of new source review
under the ERMS program He states, quote, U S. EPA' s
regul ati ons for evaluating changes in enissions are
associ ated with projects distinguish between actua
and al | owabl e eni ssions and do not consider em ssion
i ncreases that are exenpt fromthe federal definition
of nodification.
| have two questions. A, what are the

em ssion increases that are exenpt fromthe federa
definition of nodification?

MR ROVAINE: As addressed by 35 Illinois
Admi ni strative Code 203.203, sone of the changes
that are not considered nodifications under new
source review are routine mai ntenance and repair

of equi pnent, increases in hours of operation or
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production rate, if those are not prohibited by
enforceable permt conditions, and changes to an
alternative fuel or raw material that a unit is
capabl e of accommodati ng and again, is not prohibited
by the enforceable permt conditions.

M5. ROSEN: Those are the exenptions that are
i ncluded in 203. 2037

MR ROVAINE: | believe so, yes.

M5. ROSEN: Okay. And you are distinguishing
t hose naybe between the ones that are federa
exenpti ons?

MR, ROVAINE: Yes. Those are the regul ations
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that are in the state's new source review program
that are inplenented through the state's rules.
Those, however, are based upon the federal

regul ations. Those are, in fact, the exenptions
that are also found in the federal regulations as
wel | .

MB. ROSEN. B., will the -- I'll nodify that
this -- will the federal exenptions or those
exenptions found in 203.203 continue to apply to
sources once they are subject to the ERMS progranf

MR, ROVAI NE: Yes. Those exenptions woul d

continue to go with the new source review program
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M5. ROSEN:  Thank you. Question 2, on
Page 22 of M. Romaine's testinony, he states that
as there cannot be a direct rel ationship between
seasonal VOM enissions for purposes of ERMS and
applicability of new source review, inplenentation
of new source review under ERVMS only extends to the
em ssi on offset requirenent.

Can the agency state general |y what
other requirements a source will have to conply
with in order to fulfill the new source review
requi renents and how those requirements will be
coordinated with the requirenents of the ERVS
progr anf?

MR ROVAINE: Yes. To receive a construction

permt for a major project, in addition to the offset
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requi renent, a source nmust show that it will control
nonattai nment emissions to the | owest achievable rate
or LAER. This is the case-by-case determ nation of
the nost stringent control practices applicable to
t he source.

In sone cases -- as | nentioned
earlier, BACT may be acceptable instead of LAER --
a source nust also performanalysis of alternatives

to the proposed project showing that the benefits
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of the project outweigh the environnental inpacts
and certify that other major sources in Illinois
are in conpliance.

Then, upon startup of that major project
and thereafter, the source nust denonstrate that the
| owest achi evable em ssion rate is being achieved as
specified in the construction permt.

If we are tal king about a m nor project,
t he source nust denonstrate that the proposed project
is, in fact, mnor.

Then, you asked how will this be
coordinated with the requirenents under the trading
progran? The only change under the new source
review rules as a result of the trading program
is to convert the offset requirenment to a seasona
basis in terns of ATUs.

W believe that this change is

consistent with Clean Air Act. W don't need any
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ot her changes to new source review rul es thensel ves.
O her requirements of new source review

are unchanged. The applicability provisions for

new source review, that is the definition of what

is a major source, a major nodification, provision

for netting is unchanged. Changes to those parts of
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new source revi ew programcan't be nmade as part of
the rules for the trading program

M5. ROSEN: | know we did try to get rid of
guestions which may have al ready been asked and
answered. | apologize if our decision mght result
in sone repetition.

Question No. 3(a), in general, if a
facility has received its allocation of allotnent
trading units and its post-year 2000 and made its
requi red reductions, would it be allowed to nake
any changes, nodifications, or introductions of
new processes within the facility beyond 2000 as
long as it keeps its VOM enissions bel ow the
adm ssion | evel ?

MR, ROVAI NE: The question that's posed is
really conbi ni ng new source review rules and ERVS
again. | said the situation with the -- under
the ERVS will not affect the new source review
status. This concept that you mentioned staying
within a particular limt, | think is referring

back to the concept of a plant-w de applicability
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l[imt. This is sonething that U S. EPA is
considering as part of changes to its new source

revi ew regul ati ons.
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Under this concept, if an appropriate
pl ant-wi de applicability limt were set for a
permt or is set for a source in a permt, this
source could, then, make changes and they woul dn't
be consi dered nodification under our new source
reviewif the source wide em ssions stayed within
its plant-wi de applicability limt.

Those are provisions of new source
review. W are not in a position at this point to
say that a source's allocationis, in fact, a
pl ant-wi de applicability limt. |It's just not the
way that the U S. EPA has set up the New Source
Revi ew Program

M5. ROSEN: B., how could the fact that the
source has passed actual em ssions, which were 25
tons of VOM per seasonal allotnent period bel ow
the source's allocated amount of ATUs for a nunber
of years inpact its activities post-2000?

MR ROVAINE: Well, quite sinply, the source
woul d have a surplus of ATUs and it coul d bank or
trade those ATUs.

M5. ROSEN: Ckay. Wuld the source have a
risk of triggering new source review applicability

if it is nowusing the 25 tons, which they may have

699
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been selling under the progranf

MR, ROVAI NE: You woul d have to go through
the specific eval uati on under the New Source Revi ew
Programto see whether, in fact, there has been a
nodi fication of the source

&oi ng back to what | said previously,

if the source had a pernmitted operation that all owed
it to use certain raw materials or increase hours of
operation or increase production rate, that has not
been restricted by a permt condition, the fact that
it has tenmporarily not been taking advantage of that
and had surplus ATUs and sold them off would not
allow themto conme back in the future and return to
operation and resunme those ATU s itself.

M5. ROSEN: Ckay. So is it correct that in
t heory, what you have is -- and we may have touched
on this yesterday -- is that you' re going to have
a new source review sort of baseline and an ERVB
basel i ne and they are separate and apart, the
deci sions you are going to have to nake about
em ssi ons i ncreases --

MR ROVAINE: That's correct.

M5. ROSEN: -- and reductions? Thank you.

Question 4, if the source were to

L. A REPORTING - (312) 419-9292
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fulfill its rate of further progress reduction
requi renents under ERMS, neaning it's net its 12
percent reductions, would any additional reductions
made at the source, and with the assunption that
such decrease occurred within the five-year period
for the associated increase, be creditable for
pur poses of netting under 35 Illinois Adm nistrative
Code 203. 2087

MR, ROVAI NE: Cenerally, yes, for purposes
of netting. O course, one would have to adjust for
t he seasonal enissions fromthe tradi ng program and
annual em ssions for purposes of new source review

In addition, the main difference between

t he New Source Revi ew Program and what is credible
in the trading programis there could be provisions
under new source review which would further restrict
whet her a particul ar em ssion decrease woul d be
consi dered credi ble for purposes of netting.

M5. ROSEN:  How about the sanme situation
for purposes of offsetting under 35 Illinois
Adm ni strative Code 203.2087?

MR, ROVAI NE: They woul d be credible for
pur poses of offsets.

M5. ROSEN: B., if the answer to the above

L. A REPORTING - (312) 419-9292
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guestion is yes, and if those additional reductions
were made due to inposition of the post-1996 federa
requi renent, such as MACT, would the reductions be

creditabl e for purposes of netting under new source
revi ew provisions?

MR, ROVAI NE: You have cone up with a
ci rcunst ance where new source review rules further
restrict the credit froma particul ar decrease for
pur poses of netting.

A decrease in hazardous air poll utant
em ssi ons as a consequence of a MACT rul e woul d not
be consi dered surplus for purposes of netting under
new source review. The source could only get credit
for incidental reductions for non-hazardous air
pol | utant em ssions that acconpani ed a MACT rul e.
That woul d be the portion that woul d be credible.

M5. ROSEN: Ckay. How about for purposes
of ERMS?

VMR ROVAI NE: Under the ERMS, that decrease
woul d be fully recognized and woul d reduce the
source's need for ATU.

M5. ROSEN: Ckay. How about for when --

THE HEARI NG OFFI CER:  \When you say that

decrease, are you referring to the decrease in the
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MACT or the incidental decrease that goes along with
MACT?

MR ROVAINE: | was referring to the
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total decrease; the MACT reduction and the incidenta
reducti on.

THE HEARI NG OFFI CER:  Thank you.

MR, ROVAI NE: Assuning that CAAPP is an
organi c pollutant.

M5. ROSEN:  For purposes of offsetting under
35 Illinois Admi nistrative Code, Section 203.302?

MR, ROVAI NE: Under our proposal, the decrease
woul d be accepted for purposes of offsets.

M5. ROSEN. I'mgoing to go on to Question 5.
There may be some aspects of it that were answered in
your previous answer.

If a facility's ATU all ocation after the
year 2000 equates to 100 tons of VOMfor the seasona
al l ocation period, in the year 2002, the source
conmplies with the MACT standard, which requires the
source to reduce HAPs, hazardous air pollutants, on
a portion of its facility. By reducing the HAPs,
the source has incidental VOV emnission reductions
of 30 tons during the seasonal allotnment period.

The source has achieved its 12 percent required
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reductions for purposes of ERMS prior to 1999 through
reductions of other units within the facility. Wuld
t he source have the option of keeping those ATUs

achi eved via the MACT reduction as credits for
selling those ATUs?

MR ROVAINE: Yes. As described, it would
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have surplus ATUs to bank or sell

M5. ROSEN: (Okay. And Question B., assum ng
that the response to Paragraph A is yes, the source
decides to sell the credits for a period of five
years from 2003 t hrough 2008. In 2009, the source
installs a new process unit at the facility which
annually will emt 50 tons of VOM During the ozone
season, it will emt an additional 25 tons of VOM
Modi fication is major under new source review.
However, the facility has sufficient ATUs to allocate
to cover the increase.

Subparagraph 1, would the facility

be able to performnetting under new source review?

MR ROVAINE: Not really. Al though a source
is always able to pursue netting, in the case that's
been described, the em ssion decrease woul d no | onger
be cont enporaneous. The reduction is describe as

havi ng occurred in the year 2002. The increase for
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whi ch netting is being considered occurs in 2009,
2003, 2004, 2005, 2006, 2007, 2008. That's six years
intervening tinme. Therefore, the em ssion decrease
woul d no | onger be contenporaneous for purposes of
netting.

M5. ROSEN  We will strike Subparagraph 2.

Subpar agraph 3, would the facility have

to meet a 1.3 to 1 offset for the new em ssion unit

under new source revi ew?
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MR ROVAINE: Yes, it would. |In this case,
in 2009, we would expect it would be achieved through
the trading program |'massuning there isn't any
ot her emi ssion reductions, no other netting or other
arrangenent goi ng on that woul d ot herw se excuse it.

M5. ROSEN: And under ERMS?

MR ROVAINE: Well, because it would be
a major nodification -- assunming it's a major
nodi fication, the way that it would satisfy its
obligation and have offsets would provide 1.3 ATUs
for each unit of em ssions fromthe new unit or
t he new emi ssi ons.

M5. ROSEN:  Four, how wi Il the source
denonstrate conpliance -- just a nonent please.

How wi I | the source denonstrate
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conpliance with new source review of fset
requi renents?

MR ROVAINE: It would have to have sufficient
ATUs to neet the offset ratio. Thus, 13-ATU would
have to be held for each ton emtted by the new unit
rather than ten ATU tons generally required.

M5. ROSEN: C., assune that the source
installs MACT and achi eves the 30 tons of VOM
reduction for 2003. Prior to the seasonal ozone
peri od of 2003, the source installs the same new
process unit. One, would this facility be able

to performnetting under new source revi ew?
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MR ROVAINE: Yes, it would. |In this case,
you woul d conpress tine period so that you are now
havi ng cont enpor aneous i ncreases and decreases.

M5. ROSEN:  Two, would the BACT -- would BACT
and LAER have to be achieved for the new em ssions
unit under new source revi ew?

MR, ROVAINE: Not if they successfully net
out of new source review. So if these are all the
i ncreases and decreases we are tal king about, then,
it would net out and it would not have to have
BACT or LAER. | just want to precaution, because

it is a severe ozone nonattai nnent area, we have
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to make sure there aren't any other contenporaneous
i ncreases and decreases. That's just a precautionary
not e.

M5. ROSEN:  Three, would the facility have to
neet 1.3 to one offset with the new emi ssion unit of
t he new source review?

MR ROVMAINE: No. If it successfully nets
out, it's not subject to the offset requirenent.

M5. ROSEN: O under ERMS?

MR ROVAINE: If it were ERMG, it would sinmply
have to hold enough ATUs. Under the description
provided, it would seemthat the prior reduction
woul d free up sone ATUs to accommpdate this new
em ssion unit.

MS. ROSEN. Question 6, would a source
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still have to obtain a construction permt for a

nodi fication which would result in em ssion increases
whi ch woul d be covered by the source's ATUs

al | ocati on under ERMS?

MR, ROVAINE: Yes, it would. The trading
program doesn't change the source's obligation to
contain construction permts before construction
of new or nodified units.

MS. ROCSEN. Qur Questions 7, 8 and its
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subparts, we would like to -- sone have been
asked and answered. We may be addressing them
possi bly within our own testinony.

THE HEARI NG OFFI CER:  You are going to
Wi t hdraw t hose?

M5. ROSEN:  Excuse ne?

THE HEARI NG OFFI CER:  Are you going to
Wi t hdraw t hose?

M5. ROSEN:  Yes. We will wthdraw them

Turning to Question 9 on Page 6,

on Page 6 of M. Romaine's testinony, when
di scussi ng sources seeking exenption by reduci ng
their baseline em ssions by 18 percent, he states
that those sources would not be subject to the
various nmarket elenments of ERVS. To which ERVS
el ements woul d those sources be subject?

MR, ROVAI NE: Well, exenpt sources would

certainly be subject to seasonal regarding for
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their VOM eni ssi ons. In

addi ti on, exenpt sources,

pursuant to the ATU exenption, you will have to

file ERVMS applications to establish the source's

basel i ne em ssions so we can determn ne what

em ssion | evel

represents an 18 percent reduction

VWhat exenpt sources woul dn't have to

L. A, REPORTI
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do would be to hold ATUs for seasonal em ssions.

It woul dn't

have to have transacti on accounts or

account officers and they are al so not subject to

the automati c excursion provisions of the trading

progr am

MS. ROSEN. Questi

on 10, if a source has

requested in its CAAPP application that an activity

be deened insignificant

pursuant to 35 Illinois

Admi ni strative Code 201.211, yet the agency has

not made a determ nation under the CAAPP permtting

process, how would this source address these

activities inits ERVS application?

MR SUTTON:

If the source has clai ned these

activities as insignificant in their Title 5 permt,

t hey shoul d assune their

insignificant activities

until they are directed otherw se by the agency.

So they are to proceed as if they were insignificant

activities in the ERVS application

MS. ROSEN. Questi

M. Romai ne's testinony,

agency wil |

handl e new or

on 11, on Page 23 of
he di scusses how t he

nodi fied em ssion units
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for which a construction permt was issued prior
to January 1, 1998, but for which three years of

operational data is not avail abl e.
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He further states that it is the
agency's intent that an emission unit that has
not operated for three conplete seasons wll
result in the future adjustnment to the allocations
of ATUs when representative em ssions data fromthre
conpl ete seasons is avail abl e.

In this regard, can you describe
procedural |y how t he baseline adjustnent will be
made? For exanple, will allotnments for the new
unit be reduced by 12 percent?

MR ROVAINE: Well, I'"'mgoing to give you a
big overview. The potential for the pending project
adjustnment will be addressed as part of the initial
basel i ne em ssion determ nation allocation process.

The construction permt for the pending
project will address the pending project, its
per manent VOM em ssions, and associ at ed
quantification materi al

This material could be relied upon the
initial baseline determ nation allocation process
so that the source's Title 5 permt describes the
maxi mum adj ust ment that is avail able and the nethod
to be used to determ ne actual VOM emi ssions for the

proj ect .
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This material would certainly specify
whet her this unit would be considered an excl uded
unit, in which case it would not have to have 12
percent reduction or whether it's an ordinary unit,
in which case it would have to have 12 percent
reducti on once the em ssion data was favorabl e.

Now, what woul d occur is after the
pendi ng project is operational for three seasons,
the adjustnment for the allocation would be a routine
adm nistrative matter. Everything proceeds as |laid
out in Title 5 permts.

In that case, when we get em ssion
data consistent with the nethods set forth in the
Title 5 permt, additional ATU, with the adjustnment
or 12 percent reduction, if necessary, would be
i ssued or subsequent seasons based on that data.

However, if something unforeseen
occurred so that the source wants to provide rel evant
provisions of the Title 5 permt, the source would
have the option of requesting revised Title 5 permt
to address new devel opnent. In that case the
adj ust mrent woul d be handl ed as part of crossing
that request for a revised pernmt.

M5. ROSEN:  Thank you.

L. A REPORTING - (312) 419-9292
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V5. HODGE: ' m Cat heri ne Hodge from Hodge &

Dwer representing ERG as wel | .

Just as a followup on that point,
M. Romaine, let's assune that the new unit was not
an exenpt unit. That m ght be an unusual situation
but let's assune it's not exenpt and we are waiting
for three full seasons of data, when would the source
have to make 12 percent reductions?

When woul d the reduction occur?

MR ROVAINE: Well, that's an interesting
guestion. The way we have set it up is that for
those first three conpl ete seasons, the source would
not be required to hold ATU for that em ssion unit.
So conceivably, for 100 percent em ssions. You
poi nted out an oversight.

M5. HODGE: (Okay.

MS. ROSEN. Question 12, if a source has
100 emi ssion units that are treated as one unit
for purposes of permtting under the existing
permtting program nay those units be treated as
one unit for the purposes of establishing a baseline
under ERMS?

MR ROVAINE: This would certainly be our

preference for consistency with Title 5 application
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If at all possible, we would strive to nmaintain that
gr oupi ng.

There coul d be circunstances, however,
where the historical grouping of equiprment m ght
have to be broken down further for purposes of
setting the baseline under the trading program

For exanple, a grouping of equi pnment
woul d have to be subdivi ded when determ ning a
source's baseline emssions if sone units show
vol untary over-conpliance and other units that do
not or if sone units are subject to MACT requirenent
woul d be excluded and others are not.

So that historical group might not fit
somre of the new demands of the trading program but
if we can keep it, it certainly is our preference.

M5. ROSEN:  Question 13, on Pages 12 and 13
of M. Ronmmine's testinony, when di scussing the
em ssions determnati on nmethods to be used, he
states the ERVS does not mandate that a particul ar
determ nation nethod will be used for a particular
type of unit.

He al so states that quantifying
em ssi ons based on published em ssion factors may

be acceptable and that, quote, for a particular

L. A REPORTING - (312) 419-9292

unit, a nore rigorous neasurenent nethod such as
em ssions testing will not be warranted for purposes

of the ERVMS due to the small size of the unit or

S
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ot her consi derati ons.

Question A is what are sonme of the
ot her considerations that may be factored into this
case- by-case determ nation?

MR, ROVAI NE: It is a case-by-case
determ nation. Sone of the other considerations
that mght come up certainly would be the
determ nation that is proposed by the source and
that nmethod's ability to adequately quantify VOM
em ssions froma particular unit.

You mi ght al so consider the expense
or difficulty of testing as a technical matter.
The difficulty in testing under a representative
set of conditions or maybe the benefit of a
consi stency and determ nati on nethod over a |arge
nunber of simlar em ssion units.

M5. ROSEN: B, would the statenent that,
guote, em ssions testing will not be warranted
for purposes of ERMS apply to emi ssion units
that quantify em ssions based on net hods ot her

t han published em ssion factors?
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MR ROVAINE: Yes, it would.

M5. ROSEN: Question 14, does the agency
envi sion requiring testing above that perfornmed
under existing applicable requirenments?

MR ROVAINE: Yes. This is a possibility.

For exanple, testing could be required under the
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trading programif the source wants to rely on a
| evel of control that is higher than verified under
exi sting requirenents.

Testing could al so be needed for
conpl i ance where applicable requirenents can be
verified without any testing, but the method
chosen for quantification of VOM em ssions relies
on tests.

M5. ROSEN:  On Page 15 of M. Rommine's
testimony, he states that existing operating records
and conpliance practices nmay need to be further
enhanced to provi de adequate quantification of VOM
em ssions specifically for purposes of ERMS.

A., what do you nean further
enhancenent ?

MR ROVAINE: Well, one aspect of Title 5
permtting in itself is enhancenent of record keeping

and the other practice is followed by a source to
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show compliance with applicable requirenents.

In this respect, Title 5 permts wll
be much nore specific in delineating practices that
a source nust follow Rather than assum ng that
adequate practices will be filed under a Title 5
permt, a Title 5 permit will specify that records
of certain operating paraneters be kept at | east
gi ven frequency to show that emi ssion unit is

operating within the normal range.
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So you start fromthe site, it will be
enhancenent under Title 5. It will happen under
trading programthat there could, in fact, be further
enhancenent of those particular procedures beyond the
Title 5 level as necessary to assure that there was
adequate quantification of VOM em ssions for purposes
of the program

In general, | guess the other thing to
point out is that this whole process takes place
based on the conpliance plan that the applicant or
the source includes in their Title 5 application

That's where the source is supposed to
apply the practices that they have been using and
plan to use in the future to show conpliance

M5. ROSEN: Mwving to C., is it true that
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if there is a disagreenent over the future
enhancenent -- further enhancenent of nonitoring,
sanmpling, testing or record keeping requirenents,
this issue could be appealed to the board?

MR, ROVAINE: Yes, it certainly could

M5. ROSEN: | just realized that our
guestions on our other docunent go to a section
whi ch we have kind of, for the nost part, we are
passing up as we proceed. Wuld you prefer, and
t he agency, too, to continue asking fromthis set
of questions and nove to the other set of questions

or should I proceed in order of the rule?
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M5. McFAWN:  For purposes of the record?

THE HEARI NG OFFI CER:  Bonni e, do you have a
pr ef erence?

M5. SAWER: Weéll, |I'm not sure how nmany
guestions there are. You said we already passed
the section?

THE HEARI NG OFFI CER:  Yes.

M5. ROSEN:  We just past it.

THE HEARI NG OFFI CER:  The ot her questions they
filed were on January whatever. They deal with Seth
Garcia Section 205.320. 1In fact, | think they all

are on 320.
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M5. ROSEN:  For the nost part.

THE HEARI NG OFFI CER: W are are now on 335.

M5. SAWER: So have you concl uded 335 now?

M5. ROSEN:  Yes. W have just concl uded
t hat .

M5. McFAWN. We're getting ready to go on to
Subpart D, which she is pointing out.

M5. SAWER: It mght make sense just to go
t hrough Subpart C at this point.

THE HEARI NG OFFI CER:  Ckay. Let's go back to
the 320 section.

M5. ROSEN: Al right. Then, these questions
are com ng fromthe docunment entitled, "Supplenental
Prefiled Questions of the Illinois Environnental

Regul atory Group,” which is dated January 27.
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Question No. 1., what is neant by the
phrase limtations placed in the sources permts
based on such applicable requirements as used in
Sections 205.320(d) and (e)?

MR, ROVAINE: This phrase refers to conditions
in a source's permts as a result of applicable
em ssions standards or rules. The nost conmon
exanpl e of such requirenments woul d be conditions

pl aced in construction pernmts to assure that
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proposed projects are not mmjor pursuant to the
New Source Revi ew Program

M5. ROSEN: Does the phrase include
l[imtations which do not relate to either an
appl i cabl e requirenment or the avoi dance of an
appl i cabl e requirement ?

MR, ROVAINE: No. This phrase is intended
to relate to conditions for which there is a
regul atory basis.

M5. ROSEN: C, which limtations are used
for the purpose of calculating a source's baseline
em ssions if the source's operating permt
[imtations are different than the limtations in the
source's construction permt.

MR, ROVAINE: There isn't a sinple answer to
thi s question.

One of the things that the Title 5

permt process has to do is to consolidate the



19

20

21

22

23

24

10

11

12

13

14

15

16

17

18

19

20

21

past requirenents applying to a particular source
and sort out what are the appropriate requirenments
and then place theminto the Title 5 permt. So
if the Title 5 permit would determ ne which is

the binding limt.

Hopefully, it would be in the operating
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permt because that is the |last one we worked on
assum ng we changed because there is a reason. So
the operating pernmt is the one that's appropriate,
but it would have to be reviewed on a case-by-case
basi s and what ever was deci ded would be reflected in
the source's Title 5 permt.
M5. ROSEN:  Could | have just one nonent,

pl ease?

["Il try to phrase this. How wll
the -- | think your testinmony -- the testinony has
been that the CAAPP permitting process is going to
resolve the differences between these linitations.

For purposes of baseline determnation,
you are | ooking at years, you know, prior years,
'93, '94, whatever years you mght choose. |If the
construction permts at that time and your operating
permts at that tine have different limtations
I"mtrying to describe a situation where those
[imtations mght be different than the limtations
are -- and the activities at your source which are

goi ng to be governed by your CAAPP pernit, how are



22 you -- there m ght be discrepancy between the
23 operating limtations at that tinme and those that

24 ultimately go into your CAAPP permt.
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1 How is that going to occur? Wen you

2 look at your baseline years, how are they reconcil ed?

3 MR, ROVAINE: | think that cleanup could
4 still be part -- that is part of the Title 5 review
5 process. It's believed necessary to have a

6 determination. What limtations were appropriate or
7 1in fact, perhaps to say that neither limtations were
8 appropriate. In any event, whatever limtation is

9 revised for the trading program it would be part of
10 the application. Part of the ERM5 application would
11 be subject to review Presumably, if the baseline
12 were based on that data as reflected in the Title 5
13 application, that would be determ nation for how a
14 particular source's baseline em ssions were

15 determ ned.

16 M5. HODGE: ['Il ask a follow up on that.

17 So will a source be able to have the

18 agency revise a condition or a limtation of a

19 previously issued construction permt?

20 Can that be revised in a CAAPP permt?
21 MR, ROVAINE: That is our hope. W have

22 not exactly figured out if there are any other

23 additional procedures that have to be foll owed,

24 but whatever is decided could be reflected in the



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

L. A REPORTING - (312) 419-9292

722

Title 5 permt.

M5. ROSEN: That's all we have at this tinme
on that particular issue, but could we possibly
revisit it, not today, but.

THE HEARI NG OFFI CER:  Yes.

M5. ROSEN:  Thank you. Question 2, how will
basel i ne em ssions be calculated for an em ssion
unit where the only applicable requirenment limting
VOM em ssions is the eight-pound per hour rule?

MR, ROVAI NE: By the eight-pound per hour
rule, I assume you are referring to 135 Illinois
Adm ni strative Code 218.301. This is a rule that
l[imts the use of organic material

Actually, this is a pretty good
guesti on because this is one of our nore
m sunder st ood rul es.

Part of the reason is it dates back
to the original board rules back in 1973 and it
predates the concept to volatile organic materi al
and, in fact, only goes after photochem cal reactive
organic material, which is another very specialized
definition.

In any event, what the rule requires

is that em ssions of photochem cal reactive organic

L. A REPORTING - (312) 419-9292
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material be controlled by 85 percent if the em ssions
woul d ot herwi se be nore than 8 pounds per hour

If you look at it in those terns, you
see that really the eight-pound per hour is not an
emssion limt. |It's an applicability level to
det ermi ne whet her add-on control is required.

So we woul d not | ook at that eight-pound
per hour number as an em ssion standard. W would
| ook at whether that particular em ssion unit had to
be controlled or not.

M5. ROSEN: How are em ssions reductions,

whi ch result from product recovery, treated for
pur poses of ERMS? |'mgoing to kind of tie it to
t he next question.

For exanple, will there be any
di stinction made between emni ssion reductions which
result fromthe inposition of product recovery as
conpared to the em ssion reductions which result
fromthe inplenentati on of other process
nodi fications or the inposition of control
t echnol ogi es?

MR ROVAINE: Well, the purpose of the trading

programis to recogni ze VOM em ssi on reductions. It

doesn't really matter fromthat perspective whether

L. A REPORTING - (312) 419-9292
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t he em ssion reductions conme from addi ng control onto
t he back of the process or by putting in enhanced
process inprovenents into the process.

M5. ROSEN: So you are saying that there
woul dn't be any distinction for practical purposes?

MR ROMAINE: Right.

M5. ROSEN: Ckay. Qur Question No. 4 relates
to an issue that was delved into yesterday so | would
just like to kind of nmodify it to get to our nore
direct point, if I may.

"Il read the question and then just
ki nd of phrase a follow up. Nunber 4, what
information will be necessary for a source to
denonstrate non-representative conditions which
woul d justify the use of a substitute season?

For exanple, if | amasserting that I
had a strike during one of the default years and
woul d I'ike to use a non-representative year, do
have to provide detailed enission data for the
default year for the '93/'94 year or do | just have
to present information which supports that | had a
strike?

MR ROVAINE: Let nme check the rules. That's

something I'mnot sure of.
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VWhat is required is specified in
205.310(b)(1)(B). What is stated here is that a

source must provide justification of the years nore
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representative including data on production types
and | evels fromthe proposed substitute years and
for historical production data as needed to justify
t he proposed substitute year is represented.

M5. ROSEN:  Ckay. It sounds like the rule
is stating that you are providing that data for the
substitute year, but not for the regular year, but
I"mgoing to |l ook at the section right now.

M5. McFAWN. | have a question while you do
t hat .

Chris, does that nmean -- what does
t hat mean when you say the words historical data
as necessary?

MR ROVAINE: | have to consult with ny
att or ney.

M5. McFAWN:  That is very prudent of you,

M . Rommai ne.

MR, ROVAI NE: W concluded you have to provide
em ssions data for '94, '95, '96, and the like year
for that substitute season.

M5. ROSEN:  \Where is that required?
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MR ROVAINE: W believe that's a conbi nation
of the requirenent under Section 205.310 requiring
VOM em ssi on data and production time from baseline
em ssion years as specified in Section 205.320(a) (1),
which refers to baseline em ssion data for '94, '95

and ' 96.
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M5. ROSEN: The | ast section you referenced,
what was the cite, 205.320(a)?

MR ROMAI NE:  205.320(a)(1).

M5. ROSEN: Well, if you are not cal cul ating
your baseline period fromthe seasonal all otnent
periods of '94, '95 and '96, why woul d you be | ooking
at that information for those years?

MR ROVAINE: Well, there are two answers for
that. The first answer is because that's what the
rul e reads.

M5. ROSEN:.  Ckay.

MR ROVAI NE: The second answer is | think
we have to think about the fact that we woul d need
the emi ssion data if we are not relying on that
season.

M5. ROSEN: Al right. And as a foll ow up,
isn'"t it true that the agency is going to have this

data as part of your seasonal -- annual emni ssions
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report and won't that information be sufficient
rather than require the remttal of it when your
justification is sonmething like a strike that the
em ssions aren't really relevant to the issue of
the strike?

MR ROVAINE: Well, | think one general answer
to that question is just referring to 205.210(b),
whi ch does allow a source to rely on information that

has al ready been submitted to the agency if it is
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adequatel y referenced.

So if there is sufficient data in
sonmebody' s annual enission reports, with a season
that's considered non-representative and it clearly
shows that the strike affected it, that nmay certainly
be sufficient to satisfy the obligation to provide
em ssion data for that non-representative season

M5. ROSEN:  Thank you. If | could follow up
just briefly on that, assumng that | had a
production slunp for two years, two of the '94, '95
and '96 years, and | wanted to argue that those years
aren't representative and | wanted to | ook at other
years, what sort of information would | have to
submt to make that showi ng that those are

non-representative years?
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| believe your testinony yesterday was

you may have touched on the fact that you won't be
allowed to make that sort of showing if it appears
that there was a consistent production |level during
those years. | apologize if I'm m scharacterizing
it.

MR, ROVAI NE: That wasn't what | was trying to
conmuni cat e

M5. ROSEN.  Ckay.

MR ROVAINE: In fact, the circunstances
you're describing is a production slunp. A

production slunp, as | understand it, is a tenporary
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condition so the objective and the application woul d
be to show, in fact, it was a slunp.

If it wasn't a consequence of a
per manent change in the particul ar busi ness or
markets, but it was sinply a tenporary condition,
| guess this is the way | think of slunps.

Activity is at a particular |evel.
It goes down for a while and goes back up agai n.
The source can make that shown as what has happened,
that would be a sufficient denmonstration to go to
anot her substitute season.

M5. ROSEN:  And you m ght be able to nmake a
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showing. It might be reasonable to anticipate a
showi ng that you had a production slunp that took
course in two of those years and you m ght have to
justify -- it might be possible to justify that a
production slunp that occurred in nore than one year
woul d al l ow -- woul d be non-representative for

pur poses of getting a different --

MR, ROVAI NE: Speaki ng hypot hetically, that
certainly could be the case.

M5. ROSEN:  Ckay.

MR, ROVAI NE: Somebody could cone in and show
that none of the seasons of '94, '95 or '96 are
anywhere near as representative.

M5. ROSEN:  Thank you.

M5. SAWER: One nmonment. Did we respond to
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Board Menmber McFawn's question?

M5. McFAVWN:  Yes, you did.

MB. SAWER  Ckay.

M5. ROSEN: Question 5, could you please
clarify what is nmeant by the follow ng, and |I'm
quoting fromthe testinony of Christopher Romaine,
Exampl e 3-B, "The source would first have to hold
ATUs for this emission unit in the 2000 season

after the suppl ement woul d be avail able.”
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VWhat did you nean by that phrase?
MR, ROVAINE: This was an exanple of a
pendi ng project. The way we set up this proposal

the sources are not required to hold ATUs until a

pendi ng project has been optional for three conplete

seasons.

| think in ternms of the particul ar
chronol ogy given in ny exanple, the first season
after those three conplete seasons was 2000. So
that woul d be at the point where they would then
have to address the enissions of that pending
proj ect .

Presumably, the source woul d have

provided the em ssion data to us at the end of the

three conpl ete seasons. W would have done through

the outline as set forth in the Title 5 permt to
do the adjustnment so that that suppl ement woul d be

available to themby the tine the fourth season

730
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canme along in May of the foll owi ng year.
MS. ROSEN. We will withdraw Question 6.
It has been asked and answered or you clarified
it in your information yesterday, yesterday.
Thank you. That concl udes the questions

on the January 27th docunment. We will return to the

L. A REPORTING - (312) 419-9292

731

ot her one.

| believe that we were at the bottom of
Page 8, starting with the Subpart D questions. W
would Iike to withdraw Question 16, A, but would
like to ask Question B. So I'll read the preparatory
| anguage.

On Page 25 of M. Ronmaine's testinony,
he states that source will have to provide sufficient
data in the ERVS application to support these
exclusions. The Illinois EPA have to reflect these
exclusions in its allocation of ATUs to the sources
as reported in the CAAPP permt; and B., will the
excluded units be subject to reporting on a seasonal
em ssi ons report?

MR ROVAINE: Yes, they will.

M5. ROSEN:  And C., Could the agency provide
some exanpl es of fuel conbustion em ssion units that
woul d be exenpt under Section 205. 4057

MR, ROVAI NE: Yes. Sone exanpl es of fuel
conbustion em ssion units are boilers, water heaters,

things that are found in nmost sources, and things
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i ke process heaters as found in refineries and
chem cal pl ants.

MS. ROSEN. Question 17, assune the source
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has five em ssion units and the source achieves
12 percent required reduction fromits baseline
as a result of em ssion reductions at two of the
units further.

Further assume that in the year
2001, three of the other units achieve MACT and
automatical ly excluded em ssion units under the
ERNVS

Question A, will the source continue
to receive allotnents based on the pre-MACT eni ssions
fromthose three units?

MR, ROVAI NE: Vll, to clarify, in this

hypot heti cal example, it's assuned that three
em ssion units achieved MACT in 2001. This is really
rel evant to the answer as the baseline enissions for
this source and the source is resulting allotnent of
ATU have al ready been established.

Therefore, the fact that sonething
happens after the baseline has been set in 2001
woul dn't affect the allotnents to the source

M5. ROSEN: Ckay. B., will the three MACT

units be limted to their actual em ssions foll ow ng
t he application of MACT?

MR ROVAINE: Well, they certainly have to
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conmply with the MACT requirenents, but beyond that,
the tradi ng program woul d not put any restraints on
their actual em ssions beyond MACT

The source woul d continue to operate
under the trading programwith its established
al l otment of ATUs and go about its business hol di ng
ATUs for those units.

M5. ROSEN: Are emission units that achieve
MACT prior to 1990 excluded units under Section
205. 405(a) (1) ?

MR, ROVAI NE: Yes, they would be. | assune
in this case they are conplying or achieving
conpl i ance under adopted MACT standard. They have
just been a leader in their field and doing it for
along tine. If the unit is complying with a MACT
standard, it is an excluded unit.

M5. ROSEN:  Ckay. We would like to wi thdraw
Questions 19 A and B

Question 20, if a source has a printing
line that achieves 98 percent control, yet there is
new control technol ogy that has been devel oped t hat
woul d allow a unit to achi eve 99 percent control
efficiency, would the existence of the new technol ogy

precl ude the source from seeking exclusion for the

L. A REPORTING - (312) 419-9292
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uni t under Section 205.405?

MR ROVAINE: No, it would not.

M5. ROSEN:  Twenty-one, on Page 31 of
M. Romaine's testinony, he states that the BAT
excl usi on cannot be used to address short-term
conditions, for exanple, the remaining few years of
operation of a now obsolete unit. Units experiencing
tenmporary circunstances of |limted duration are
i deal | y addressed by the narket.

VWhat do you nean by the use of the

termshort-termand tenporary in your statenent?
MR, ROVAI NE: Vell, | really didn't have

any particular period of tine in mnd. | was

thinking nore in ternms of the circunstance

where the source doesn't believe it's appropriate

to do sonethi ng under the best conditional VOM

control measures on a particular unit because

of the time factors.

Sol'mreally putting it on a source's
side. If they cone to us and argue you can't control
because of tine, then, | would say, well, it's
tenmporary circunstance that they are concerned with

M5. ROSEN: Ckay. (Question 22, assune Source

A purchases 200 ATUs from Source B and thereafter

L. A REPORTING - (312) 419-9292
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following entry of the ATUs into the database, the
agency di scovers that Source B, the seller, did not
make t he appropriate em ssion reductions, which would
have made ATUs available for sale. Under this
scenario, who would be subject to the em ssions
excur si on conpensation provision under the ERVG
rul e?

MR KOLAZ: Source B, under the scenario
you just described, would not hold enough ATUs at
the end of the reconciliation period.

Therefore, they are the ones who
woul d recei ve the excursion conmpensation report.

As nentioned in an answer that was given yesterday
regardi ng how t he agency determ nes whet her soneone
has access ATUs, | want to enphasize that this also
points to the fact that nothing in the rule prohibits
a source fromselling ATUs beyond what it woul d need
to reconcile its em ssions.

So as the agency issues the em ssion
excur sion conpensation notices, they will be sinply
| ooki ng at those that do not hold enough ATUs
regardl ess of whether they have enough ATUs during
reconciliation period, but somehow chose to sel

t hose of f.
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M5. ROSEN:  Question 23, on Page 4 of
M. Kolaz's testinmony, he states that at the end

of each reconciliation period, the agency will



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

retire the ATUs in each account used to reconcile
t he previ ous season's VOM eni ssions. The ATUs
used for such purposes nust be valid for the
proceedi ng al | ot ment peri od.

Whul d the agency provi de exanpl es of
when ATUs used for such purpose would not be valid
for the preceding allotnment period?

MR KOLAZ: Yes. M testinony and ny answer
really are based on two provisions of the rule. One,
is 205.400(b), which states that the ATUs are valid
for the season issued and if not, used for the season
foll owi ng i ssuance.

To give an exanple of that situation,
it's -- as the agency retires ATUs, it will look to
see if the ATUs fit that particul ar description.

So if someone bought ATUs that are valid for

foll owi ng season, keeping in mnd that in ny
testinmony | mentioned that we will be issuing ATUs
for multiple seasons, it's possible that the ATUs
that a source wishes to retire is actually not valid

until the foll owi ng season.
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The other exanple really deals with
Rul e 205.530(a)(5), which describes the situation
where ATUs acquired in a transaction after Decenber
31st cannot be used to reconcile emnissions from
t he precedi ng season and that's even in a situation

where the ATUs were issued for the precedi ng season.
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So as we | ook at a transaction account,

if we found that you had purchased ATUs valid for

t he precedi ng season, but the transaction occurred
after Decenber 31st, then, you would not be all owed
to use those to reconcile the pre-season's

emi ssi ons.

M5. ROSEN:  Thank you. We would like to
strike Question 24. | believe that the remainder
of our questions are best directed to M. Kanerva.

MB. SAWER  Ckay.

THE HEARI NG OFFI CER: | have a coupl e of
guestions. One of themis actually best directed
towards Chris.

During your discussion about the
sl unps and the question about the slunp periods of
production, is it -- does the ERMS rules take into
effect a cyclical production slunp that may occur

inafacility?
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MR, ROVAI NE: No special provision has been
made to deal with a cyclical operating schedul e.
The source woul d have the ability to denonstrate
that they woul d have non-representative conditions
of "94, "95 and '96, and then cone up with a
sel ection of seasons that they believe are
representative

THE HEARI NG OFFI CER:  Ckay. | have anot her

guestion that maybe M. Sutton could help nme with.
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In revising the construction pernmt, when we were
tal ki ng about the revision, being shown in the CAAPP
permt, couldn't a source just request a nodification
of the construction permt?

MR SUTTON. Correct. As a matter of fact,
our 39.5 directs that a construction permt
application for a CAAPP source woul d be deened an
aut omati ¢ amendnment of the CAAPP application. So
there is a clear and direct way of seeking another
construction permt.

VWhat Chris was alluding to is we would
like to see if there is a possibility of expanding
the use of the CAAPP application as U S. EPA would
say to hygienically clean out sone of the

non-representative portions of that construction
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permt that previously existed, but you are correct
i n your assunption.
THE HEARI NG OFFI CER:  Let's go off the record
for a second.
(Wher eupon, a di scussion
was had off the record.)
THE HEARI NG OFFI CER:  Let's go back on the
record, please
M5. SAWER: | would like to have the witten
testinony of Gary Beckstead noved into evidence.
(Docunent marked as

Hearing Exhibit No. 37
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for identification, 2/4/97.)
THE HEARI NG OFFI CER:  Exhibit 37 is dated
January 2, 1997.
Are there any objections to having
M. Beckstead' s testinmony entered into the record?
Seeing none, | will enter that into the
record as Exhibit No. 37 as Gary Beckstead's

testinony dated January 2, 1997.

Do you want to call your next wtness,
Bonni e?
M5. SAWER: The agency would recall Joe
Gof f man
L. A REPORTING - (312) 419-9292
THE HEARI NG OFFI CER Just as a rem nder,
wanted to remnd you that you under still under oath
from your previous testinony.

M5, McFAWN: Wl cone, M. Goffnman
VWHEREUPON:

MR JOSEPH GOFF MAN,
called as a witness herein, having been previously
duly sworn, deposeth and saith further as follows:

VMR GOFFMAN: | can't decide where to start
nmy testinmony. Thank you very much for letting nme
testify again on behal f of the Environmental Defense
Fund.

It is a testanent to the board's
fortitude and patience to let ne put ny slides up

again, but what | would like to talk about today
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is give you a very brief overview of the basic
design and perfornmance of the acid rain em ssions
tradi ng program because when the design team over
time, worked on specific issues involving the ERVS
program the design and the heroic perfornmance of
the acid rain programgain a point of reference.
VWil e the design teamdid not
consciously start out attenpting to replicate the

acid rain program a nunber of design decisions
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that the U S. Congress had nade and the EPA had
made in that program ended up having rel evance to
address concerns of the regulating comunity and
the public that were expressed to the agency
during the course of the design teanmis work and

t hen communi cated back to the design team

Just to review very quickly, the
Acid rain programwas codified under Title 4 of
the 1990 anendnents to the Clean Air Act. Its
likely objective here was to reduce a pollutant --
in this case, sulfur dioxide -- by a specified
anount .

The focus of inplenmentation was on
utility power plants. The pollutant regul ated
chiefly under Title 4 was sul fur di oxide or SO2
as a precursor of acid deposition.

The program was i npl enented t hrough

the issuance of the fixed nunber of SO2 em ssions
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al | owances, which are exactly conparable to the
ATUs contenpl ated by the proposed rul e here.

The permtting aspect of the Title 4
was not so much fromthe operation side. It was
sinmply on the output side.

Title 4 says in as nmany words that for
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pur poses of regulating SO2 under Title 4, all a
permt has to do is specify the conditions and

requi renents for nmonitoring em ssions by power
plants and then specify to the utility holding the
permt it will hold as many em ssions all owances as
SO2 em ssions its nmonitors neasure coming out of its
st acks.

The nunber of em ssions allowances in
the case of the SO2 programis 8.95 mllion allocated
every year by the U S EPA

This is basically a pictorial
representati on of an exanple of why em ssions trading
makes sense economically while still producing at
| east the sane anount of emi ssions reductions as
woul d occur if the two sources in this exanple were
required to make all the reductions for which they
were responsi ble on-site as opposed to engaging in
t radi ng.

As you can see in this exanple, the
uni t which can nake a reduction at |ess cost has

an incentive and is given noney for nmaking nore
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reductions than required by the operator of the
unit that has to spend nore to nake the sanme

reducti ons. In the end, the -- this source saves

L. A REPORTING - (312) 419-9292

743

about $100, 000 a year under this exanple.

Thi s source receives revenue for making
extra em ssions reductions and the environnent sees
t he sane anount of em ssions reductions as
contenpl ated by the aw and as it would occur
under the -- under a non-tradi ng approach

In fact, as | think we tal ked about
last tine, a trading system which gives nonetary
val ue not to pollution, but to naking reductions
in pollution actually creates incentives for sources
at least in the early years of the programto speed
up their em ssions reductions and nmake nore em ssions
reductions than are required.

The evidence for that theory's
application to practice is in the results of the
acid rain program 1995 was the first year of
i npl enentation and in the last two years, '95 and
'96, the affected sources under the SO2 program
have actually nmade nore reductions than Congress
requires themto make because in nmaking those
reductions, they created a financially rewarding
or potentially rewardi ng econom c asset at the
same time and they have been able to acconplish

this at a significantly | ower cost than anyone
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pr oj ect ed.

M5. McFAWN:  Before you go on, could you
go back to your |ast overhead?

MR GOFFMAN:  Sure

M5. McFAWN:  Coul d you wal k us through those
two exanpl es?

MR, GOFFMAN:  Yes, |I'msorry.

M5. McFAWN. | don't believe you did last tine

at our |ast hearing.
MR GOFFMAN:  No, | didn't. | would be happy
to.
This unit is emtting 10,000 tons.
It's potential trading partner is emtting 8,000
tons. The 10,000-ton unit has to make 5,000 tons
worth of reductions.

It can do so at the cost of $150 a ton

It makes those reductions. |I'msorry to say | m ght
be confused by ny own exanple. |'msorry about
t hat .
MS. MFAWN: Do you want to start over?
MR, GOFFMAN: | probably should start over
M5. McFAVWN  Ckay.
MR GOFFMAN: |I'mterribly sorry. | have to

admt | did this slide about three years ago or even

L. A REPORTING - (312) 419-9292
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longer. | have to say | forget whether this 150-ton
nunber represents -- that's right. | think as | was
beginning to say, it represents the margi nal cost of
reduction, the cost at the tine.

This unit can, therefore, nmake extra
reductions at the | ower cost and can sell those
reductions to the higher cost unit. | can tell
by the | ook on your face that |'m probably getting
t hi s backwar ds.

M5. McFAVWN:  Well, | don't know that you are
getting this backwards. Let nme just ask you a couple
guesti ons.

VMR GOFFMAN: CGo ahead. Ask ne sone
guesti ons.

M5. McFAVWN.  So you're saying that the
10, 000-ton unit is going to cut in half its
em ssi ons?

MR, GOFFMAN:  Yes. They are both obligated
by law to cut their emssions in half. So nomnally,
in the SO2 program they are issued a quantity of
al | owances equal to one-half of their current
em ssions. This unit was issued 5,000 all owances.
This unit was issued 4,000 all owances.

M5. McFAVWN.  This exanpl e assunes that it

L. A REPORTING - (312) 419-9292
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costs $150 per ton for the 10, 000?

MR GOFFMAN:  Right, exactly, exactly. That's
a marginal cost. | think in this exanple, what we
were trying to illustrate when we put it together is
that dirtier units tend to enjoy econom es of scale.
The nore reduction they try to make, the | ower the
mar gi nal cost and the nore likely they are to nake
addi ti onal reductions beyond what they are required
to do and to sell those reductions at a | ower cost
than a higher margi nal cost reducer can achi eve on
the site.

M5. MFAWN  So the 4, 000-ton nunber
represents that they over-controlled by 1,000?

MR GOFFMAN:  Right. They over-controlled
by -- let's say they over-controlled by 1,000
tons. Thank you for doing a better job of reading
nmy slide than I am | think you' ve got it. Thank
you for the help.

They over-control by 1,000 tons. They

sell the over-control for $300 a ton to the 8,000
tons. Essentially, they have incurred $150, 000
cost to nmake those additional reductions and they
have reaped $150,000 a year profit for selling those

reductions, which they can use for any nunber of
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pur poses, but obviously to subsidize their initial
i nvestnment in over-control

This unit, which initially awarded
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4,000 al |l owances, can emt 5,000 tons because in
addition to the 4,000 allowances, it has acquired
1,000 additional allowances fromthe first unit.
That reduces for it a net savings including its
expendi ture of $100, 000 a year

So basically, as | said before, the
envi ronnent sees the sane | evel of reductions at
| east. The regul ated sources in the exanple spend
| ess noney on that for those reductions.

Overall, the dynam cs of the system of
trading create incentives that so far in the case of
the acid rain program produced a significant
environnental result in the formof extra reductions
that Congress itself couldn't nmandate and | egi sl ate.

Agai n, ny apol ogies for relying on your
help to wal k ne through nmy own slide.

M5. McFAVWN:  No need to apol ogi ze.

VR GOFFNVAN: In the late '80s and 1990
when EDF was initially advocating for this approach,
we did an analysis of the relative econom c inpacts

on a national basis for the command and control
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approach that woul d produce ostensibly the sane
results, that is, aten mllion tinme reduction
a year of SO2 and a market approach

Essentially, the -- this line represents

t he negative econom c inpact nationally.

M5. McFAWN:  If | could interrupt you, could
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we just note for the record that this overhead is
cal l ed "Macroeconom c | npacts"?

MR GOFFMAN R ght.

M5. McFAVWN.  Thank you.

MR, GOFFMAN:  The air anal ysis showed a
significant negative econom c inpact in ternms of
costs for a command and control approach and a much
smaller inpact in ternms of cost to the econony from
a mar ket - based appr oach.

In the same analysis, |I'mputting up a
slide called "Cost Changes in Trading is Restricted."
VWhat our analysis showed is that for different
regi ons or subregions of the country where sul fur
di oxi de em ssions were high and sul fur reduction
costs were expected to be high, the cost of conplying
with the programincreased significantly if trading
was restricted in some way or elimnated al

t oget her.
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As | suggested, the EPA has estimated --
| get this fromthe testinony that the EPA submitted
to Congress in 1994 -- the EPA has estimated that the
savings of the acid rain programare on the order of
at |l east 50 percent conpared to what the sane
reductions or the price tag for the sane reductions
woul d be in the absence of em ssions trading.

The reason for this is that through

em ssions tradi ng and em ssi ons banking, it's nuch
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easier for utility power plants that are required
to make these SO2 reductions to integrate their
response to the requirenents of the SO2 program
with their response to the general econom c demands
that they face just in doing business.

In this slide entitled "Uility
I nvest ment Decisions,” all | did was enunerate the
menu of alternatives that utilities could choose
to neet their SO2 requirenents.

I think of the contrast if Congress or
t he EPA woul d have decided to achieve the sane |evel
of SO2 reductions by prescribing specific technol ogy
or fuel choices.

It woul d have been that nuch harder

particularly if each and every unit had to choose
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fromanong that unlimted nmenu for any one of these
alternatives to be selected for any one of these
potential innovations to be devel oped or to penetrate
further into the marketplace and that much harder for
utilities to integrate the demands of doi ng busi ness
wi th the demands of achi eving SO2 reducti ons.

On this slide, which is entitled,
"Overview of the Allowance System" | just wanted
to lay out just sort of the basic nechanics of the
al l owance -- the SO all owance system which | think
you will recognize as being very simlar to the basic

mechani cs of the ERMS system
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In this case, one allowance equal s
one-ton of SO2 em ssions. In the case of the
proposed rul e, one ATU equal s one unit of VOM

A limted nunber of allowances in
the acid rain programare allocated to the
em ssion -- allocated to the sources of the units.
Al l owances in the SO2 programare fully tradeabl e
and fully bankabl e.

They al so, in addition to being the
units of exchange, are the instrunents of
i npl enent ati on or conpliance because as | said, each

utility source's permt specifies, as does Title 4
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in statutory | anguage, that conpliance is hol ding
t he sane nunber of SO2 all owances as the quantity
of em ssions neasured in each source.

Again, on a slide entitled, "Key
Components of the System "™ the EPA provides
accountability or ensures conpliance by setting
up a tracking system which doubl es as the bookkeepi ng
account for trading as well as conpliance.

That system-- a simlar systemis
contenpl ated for the proposed rule. The US. EPA' s
role in achieving this accountability and ensuring
conpliance is essentially managi ng or naking
deductions fromthe all owance accounts ensuring
that the nonitoring or quantification of actua

em ssions on a high quality basis and that all the
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units report the results of neasurenent or
gquantification to the agency and then all owances
are deducted fromeach unit's accounts equal in
nunber to the reported neasured or quantified SO2
emi ssi ons.

One of the key elements of the SO2
al | owance systemis a concept of kind of built-in
mechani cal automaticity, if I can nmake up a word.

Under this system under the Title 4
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system wunits that emt nore SQ2 than they have

al  owances to cover the SO2 are automatically subject
to a nonetary penalty and are automatically subject
to a deduction fromtheir next year's allowances.

In addition, they are subject to the
full panoply or array of Clean Air Act renmedi es as
well. This automaticity, particularly with respect
to the automatic reduction of SO2 all owances, is
very inportant because it ensures that in the year
i mediately followi ng the SO2 em ssi ons exceedance,
t he environnent is conpensated.

In addition, it ensures that sources
are subject to an evernore stringent |evel of
liability because their allowable em ssions by the
dent of the production of their next year's
al  owances is | essened in the next year

Therefore, they are subject to nmuch

greater liability under the traditional Cean Air
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Act and enforcenent renedies.

| believe the proposed rule sets up a
simlar kind of nmechanics wherein sources that
have what are called em ssions excursions are
automatically liable to conpensate the environnent

by achi eving additional em ssions reductions and
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if they don't succeed, suffer an automatic deduction
in the ATUs allocated to them

The sane conpensating environnenta
af fect and the sane conpliance incentive is created
under the proposed rule as seens to be working under
the SO2 program

In the case of the SO2 program the
EPA -- and | have up here a slide entitled "Em ssion
Moni toring" -- the EPA puts nost of its effort into
enforcing the source's requirenent that they use
ei ther continuous em ssions nonitors in their stacks
or apply a conparably reliable and accurate nethod
of quantifying their em ssions.

So the EPA' s enforcenent conpliance
resources are nuch nore focused on the actua
performance result and the proposed rul e i nposes a
simlar enphasis on quantification and nmeasurenent
and aut horizes the agency to ensure conparabl e
performance on the quantification and nmeasurenent
requi renents of sources.

Under the SO2 program there is a
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mandat ory auction not all of the allowances are
handed out by the EPA. A little under three percent

of them are held back and distributed through a
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public auction held every year.

The primary purpose of this provision
in the SO2 programwas to provide the regul ating
community with the assurance that there would be
some availability of allowances that they could
acquire in the event that the market sonmehow didn't
work or didn't supply a sufficient anount of
tradeabl e or transactabl e all owances.

To address simlar anxieties on the part

of the regulating conmunity here, the proposed rule

est abl i shes sonething called -- sonething known by
the acronym ACVMA. | keep forgetting what ACVA stands
for.

| believe it stands for Alternative
Conpl i ance Market Account, which does not function
as an auction, but rather it functions as a direct
sal e source fromthe state for sources that cannot
find ATUs in the market, but are willing to pay a
prem um price to purchase ATUs in the state.

To the extent that those ATUs are
funded, if you will, out of the affixed pot of
ATUs, the total em ssions CAAPP as in the case of
the SO2 programis preserved, and the state stands

as in effect the guarantor of the availability of
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ATUs in the event that the market doesn't offer an
adequat e supply.

The EPA auction -- and |'mputting up
a supply entitled "1994 Auction Results,” is well
subscribed to by sources. People have conme in each
year and purchased the full anount of allowances,
but they have purchased themin extrenely | ow prices
relative to what the predicted cost of SO2 em ssions
reducti ons were.

There are a lot of different theories,
and | enphasize the word theories -- for these | ow
prices -- but one of themis that the auction in the
SO2 systemis somewhat superfl uous.

Sources are, in fact, finding success
in seeking to purchase allowances in the trading
mar ket and certainly they are finding success in
creating banks of allowances which they can use or
have available to use in later years.

THE HEARI NG OFFI CER:  Before you go on, could
you explain some of the sanples what they stand for?

MR, GOFFNAN: Sure. Basically, S stands for
sold, capital U, small N, stands or unsold. These
refer to -- as an adjunct to the EPA auction

Private holders of SO2 al |l owances can use the same

L. A REPORTING - (312) 419-9292
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mechani snms and put their allowances up for auction
and specify m nimum bids that they would take.

So in this colum, there are allowances
that are vintaged 1995. That is to say they are
usable in 1995 and they are avail able on a spot basis
for, if you will, inmmediate use or use within the
next year.

Now, 2,000 advance refers to all owances
that are put up for sale in the '90s, but can't be
used before the year 2000. So those were referred to
as advance al | owances.

These results again are primarily
the results of the private adjunct auction, not
just --

M5. McFAWN:  These being the nunbers listed
under nunber of bids?

MR, GOFFMAN:  Exactly.

M5. McFAWN  That wasn't the CVOT auction?

MR, GOFFMAN:  The CVOT is acting as the agent
to the EPA auction kind of a distinction to what a
futures product CVOT is attenpting to sell.

M5. McFAWN.  So they acted as an aucti oneer
for the private sale as well --

MR, GOFFMAN:  Yes, uh-huh. What EPA did was

L. A REPORTING - (312) 419-9292
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1 not exactly bland or unify the two options, but nake

2 sure they occurred simultaneously.

3 As you can see, the nunber of bids far

4 exceeded the nunber actually sold. It's the best

5 thing that a nunber of the bidders did not bid the

6 price that the conputer to seller demanded in these

7 auctions.

8 Per haps t he anal ogy --

9 M5. McFAWN:  Wen it says bid price, is that

10 the price being offered by the seller?

11 MR, GOFFMAN: By the seller
12 M5. McFAVWN.  Woul dn't that be the opposite?
13 MR GOFFMAN: Ch, I'msorry. | was |ooking up

14 here. Yes, the bid price was --

15 M5. McFAWN:  That was the range --

16 MR GOFFMAN:  Yes.

17 M5. McFAWN.  -- by the seller?

18 MR, GOFFMAN:  That was the range by the -- by
19 the buyer, exactly.

20 Most of the sellers' mninmumbid demands

21 obviously fell somewhere in that range so that sone

22 bids succeeded in clearing the sellers' mnimm
23 price, but npost, as you see, didn't.

24 VWhat | was going to say was that in

L. A REPORTING - (312) 419-9292

1 addition to the auction, the SO2 system has an
2 account for direct sales, that is, in addition to

3 auctioning the percentage of the allowances, the
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EPA hol ds anot her small percentage of the all owances
back and by statute, it offers themfor sale or at a
fixed price higher than the price that the all owance
mar ket was expected to elicit.

That direct sell provision has never
been used by anybody. The nost -- in fact, al
sel l ers have found all owances to be available in
the SO tradi ng nmarket.

I ndeed what we have seen, and |'m
putting up a slide entitled "SO2 Al |l owance Val ues”
that in the md '90s, the price of allowances that
were tracked by a private corporation nonitoring
the SO2 eni ssions all owance market fell not just
by operation of the auction, but in the private
exchange market, which is an indication of nostly
the fact that utilities had made investnents in
over-control and created | arge banks, and therefore,
| arge supplies of allowances representing access
or accelerated or early em ssions reductions.

The only thing that | can add to the

slides that | have presented and that were included
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inthe prefiled material is just a quick conparison
to reclaimprogramfor NOx and SO2, which has many
of the sane basic design features of the SO2 program
but one thing it does not permt is banking.

To the surprise of some, notw thstandi ng

t he absence of banking, that market has still worked
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internms of allow ng sources to use trading as a for
of compliance while still achieving the required
local NOx and SO2 reductions for the South Coast Air
Qual ity Managenent District.

However, the absence of banki ng has
created at least a slight environnental hazard
because since the NOx and SOx reclaimunits expired
at the end of each season or year, there is sonewhat
of a perverse incentive to use them

So the recl ai m program has gener at ed,
fromthe information that | have, a smaller anount
of early access reduction investrment in a program
like the SO2 program which includes banki ng.

Thank you for your tine.

M5. McFAVWN.  Thank you, M. GCoffman.
THE HEARI NG OFFI CER:  Could we go off the

record for a second?

L. A REPORTING - (312) 419-9292

(Wher eupon, a di scussion
was had off the record.)
THE HEARI NG OFFI CER:  Previously, we had
mar ked, but not entered into the record, certain
parts of those slides. M. Goffrman added additiona
slides to that --
MR, GOFFMAN: | did?
THE HEARI NG OFFI CER  -- that were not marked

al ready and then did not tal k about sone that were

m
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mar ked.

I think I would |ike to nmake those part
of the record as exhibits so when you are reading the
transcript, they will be attached and hopefully, you
can refer to them That would nmake life, | think, a
little bit easier for everyone. I'mjust trying to
sort out the best way of doing that.

M5. SAWER Wi ch exhibits didn't he use that
weren't marked?

THE HEARI NG OFFI CER°  The slides he used that
weren't marked previously were Page 12, which is the

first slide that he showed and tal ked about.
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M5. MFAWN: Is that a slide that was used
t oday?
THE HEARI NG OFFI CER:  That's fromtoday. The
L. A REPORTING - (312) 419-9292
page nunber was 12
Now, the second slide that he used was
Page 17 of his prefiled testinony.
The third slide, fourth slide, and fifth

slide were already entered and marked. Those were
Pages 18, 15 and 16.

The sixth slide was Page 19 and then the
seventh slide was Page 20.

The eighth slide was Page 21. The
ninth slide was Page 22; the tenth slide was Page 23;
the eleventh slide was Page 25; the twelfth was Page

26, and that was previously marked al ready; and the
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thirteenth slide was Page 27, which was al so
previously marked.

M5. McFAVWN:  When you say previously marked --

THE HEARI NG OFFI CER:  Previously marked at the
ot her hearing as exhibits.

M5. McFAWN:  That woul d January 23rd?

THE HEARI NG OFFI CER  Correct. So | think
what we will do first is the ones that were
previously marked, and I will enter themas exhibits
if there is no objection.

I will go through them Slide 3 was

Page 18. It was entitled "Savings Through Trading."

L. A REPORTING - (312) 419-9292

762

It was marked previously as Exhibit No. 28. W
will enter that into the record as Exhibit 28.

The fourth slide shown was Page 15 of
his prefiled testinony and it was entitled
"Macroeconomcs Inpact.” It was previously marked
as Exhi bit 26.

If there are no objections, we will nove
that into the record as Exhibit 26.

Seeing none, we will do so.

The fifth slide shown was Page 16. It
was entitled "Cost Changes |If Tradi ng Was
Restricted.” That was previously marked as Exhi bit
27.

If there are no objections, we will nove

that into the record as Exhibit 27.
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Then, skipping to the twelfth slide
shown, which is Page 26 of his handouts, which was
entitled "1994 Auction Results,” it was previously
marked as Exhibit 29, we will nove that into the
record if there are no objections.

Seeing none, that will be noved in as
Exhi bit 29.

Finally, we will go to the thirteenth

slide that was shown today, which is Page 27,
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entitled "SO2 Al l owance Val ues, ™ which was previously
mar ked as Exhibit 30.

If there are no objections, we will nove
that into the record as Exhibit 30.

Seeing none, we will nove that into the
record as Exhibit No. 30.

VWile we were | ooking at the previously
mar ked exhibits, do you want to nove the ones you
previously marked that weren't noved into the record?

Again, | don't think he used them during
that testinmony. We marked them but then you never
used t hem

M5. SAWER: Right. That is what happened.
He had not used any of those exhibits during his
previ ous testinony.

M5. McFAWN:  Let the record reflect that we
have marked as Exhibit 24, Page 13.

THE HEARI NG OFFI CER: "SO2 Em ssions From The
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Largest Sources," that was just marked, and Exhi bit

25 was marked, which was Page 14, "Regional Em ssions

Trades," but we are not noving those into the record,
whi ch brings us to going back to the slides he did
use today.

The first slide, which was Page 12 of
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his prefiled testinony, which is entitled "Acid Rain
Em ssions Trading,” we will mark that as Exhibit 38.
(Docunent marked as
Hearing Exhibit No. 38
for identification, 2/4/97.)
THE HEARI NG OFFI CER:  Ckay. |If there are no
objections, we will nove that into the record.
Seeing none, we will nove that into the
record as Exhibit 38.
W will mark Page 19 as Exhibit 39.
It's entitled "Uility Investnent Decisions.”
(Docunent marked as
Hearing Exhibit No. 39
for identification, 2/4/97.)
THE HEARING CFFICER  If there are no
objections to noving that into the record as an
exhi bit, we shall do so
MR SAINES: Just for clarification, is that
Slide 6?
THE HEARI NG OFFI CER:  That was Slide 6.

MR, SAINES: Thank you. Ckay.
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THE HEARI NG OFFI CER  Thank you. Slide 7,

Page 20 of his prefiled testinmony, is entitled

"Overview of Allowance System"” will be marked

L. A, REPORTI

Exhi bi t 40.

obj ecti

record

NG - (312) 419-9292

(Docunent marked as

Hearing Exhibit No. 40

for identification, 2/4/97.)

THE HEARI NG OFFI CER: If there are no

ons, we wll nove

that into the record

as

Seeing none, we will nove that into the

as Exhibit 40.

M5. McFAWN. That would be Slide 7?

THE HEARI NG OFFI CER:  Apparently, | mss

Slide 2, which was Page 17. Let's go back and

that in as 41.

We are narKki

Page 17 of his testinony,

sl i de.

1990. "

That is entitled

ng as Exhibit No. 41
whi ch was the second

"Title 4 Clean Air Act

(Docunent marked as

Hearing Exhibit No. 41

for identification, 2/4/97.)

THE HEARING OFFICER W will nove that

the record if there are no objections.

record.

Seei ng none,

that's noved into the

ed

put

into
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(Docunent marked as

Hearing Exhibit No. 42

for identification, 2/4/97.)

THE HEARI NG OFFI CER:  Then, goi ng back to

Slide 8, which was Page 21 of his prefiled testinony,
it is entitled, "Key Conponents of the System" we
will nove that into the record if there are no
obj ections as Exhibit No. 42.

Seeing none, we will nove that in.

W will mark Slide 9, which was Page 22,
as Exhibit No. 43, which was entitled "All owance
Systens Conpliance."

(Docunent marked as
Hearing Exhibit No. 43
for identification, 2/4/97.)
THE HEARI NG OFFI CER W nove that into the
record if there are no objections.

Seeing none, that will be noved into the
record.

Slide 10, which was Page 23, we will
mark as Exhibit 44, which is entitled "Em ssions

Moni t ori ng. "

L. A REPORTING - (312) 419-9292
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(Docunent marked as
Hearing Exhibit No. 44
for identification, 2/4/97.)
THE HEARING OFFICER  If there are no
objections, we will nove that into the record.
Seeing none, we will nove that into
the record.
Finally, Slide 11, which was Page 25 of
the prefiled testinmony, is entitled "All owance

Auctions,” we will mark that as Exhibit 45.
(Docunent marked as
Hearing Exhibit No. 45
for identification, 2/4/97.)
THE HEARING OFFICER: W will nove that into
the record if there are no objections.
Seeing none, that is noved into the
record. Thank you for your indul gence.
At this tinme | guess we will open
the floor up for questions. W will start with
M. Trepanier.
MR. TREPANIER  Good afternoon, M. Goffnman.
M. CGoffman, would you agree with a

statement that in evaluating this proposal that

nost inmportantly the question is does the em ssion

L. A REPORTING - (312) 419-9292
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tradi ng program acconplish the desired reduction
in pollution?

MR GOFFMAN: | would agree with it as a
partial statenent, yes.

MR, TREPANI ER:  How woul d you augnent that to
your satisfaction?

MR GOFFMAN:  Well, | guess you woul d want
to augnent it with considerations of the ability
of the systemto one, achieve the desired em ssions
reductions in actuality; two, to stinulate
envi ronnent al and beneficial and econom cally
beneficial innovations so that there -- so that
t he program can continue to performover tinme; and
three, you would want to see those benefits achieved
at the | owest possible cost.

MR, TREPANI ER: | have anot her question

This question is a followup. The

benefits beside, is that what you spoke of earlier
when you tal ked about the incentive to reduce
pol lution early?

MR GOFFMAN:  |'m sorry?

MR. TREPANIER  The benefits beside -- when
you augnented the question at first, you said

actually you could reduce em ssions, which I think
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was the first question. You said beside that, you
woul d augment that with that there would be benefits

besi de.
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MR GOFFMAN:  Right. | think one potenti al
benefit of a systemlike this is to extenuate early
em ssions reductions, that is, nore em ssions
reductions in the early years of the programthan
are required in those years, nore em ssions
reductions early in the programthan are required.

MR TREPANIER: Is that the type of
reductions that you found that the reclai mprogram
was not able to obtain or at l[east not near to the
degree of the SO2 progranf

MR, GOFFMAN:  Pretty much, yes. | think the
incentive to create extra reductions created sinply
by the ability to trade within the sanme year between
the sources did stinulate sone investnents in -- it
did stinulate sonme investnments in extra em ssions
reductions, not all of which were transacted or sold
or used. So there was sone early reductions achieved
in that program

At the same tinme, sone anal ysis |
have seen suggests that if there had been sone

banki ng al | owed, there woul d have been nore
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early or extra em ssions reductions achieved in
t hat program

MR, TREPANI ER:  The recl ai m program you said
had no banki ng?

MR, GOFFMAN:  That's right.

MR, TREPANI ER:  And the SO2 program has
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open- ended banki ng?

VMR GOFFMAN:  That's correct.

MR, TREPANIER: Now, in this current proposal
where does it fall between those two?

VMR GOFFMAN:  Sonewhere in the middle
actually. Under the SO2 program individual sources
where sources collectively can pretty much buil d-up
their banks as quickly as they -- as quickly as their
i nvest ment deci sions and the performance of their
i nvestnment allows and over tine, build those banks
to an unlimted size.

In this program if | renmenber the
proposal accurately, each ATU is usable in the

year in which it is issued and then in the follow ng

season. If it's not used after the follow ng season
it expires. It can't be used to offset a unit of
emi ssi ons.

However, if you assune that sources will
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use a first in first out ATU managenent system for
when they choose to save a -- for which ATUs they
choose to save and whi ch ones they choose to spend,
then, the effect of that rule really isn't the
l[imtation on the lifetime of any given ATU.

The effect of that rule is to control
the rate at which any source builds a bank of ATUs
and ultimately to CAAPP the total size of that bank

at the level equivalent to nunber of ATUs that its
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initially allocated.

So in effect, it's as if this rule said
you can slowy build the bank up to the nunber up to
and equalling ATUs initially allocated. That's why I
say it falls somewhere in the m ddle.

It proposes sonme control on the rate of
bank build-up and an ultimate limt on the size of
t he bank, neither of which the SO2 program does.

MR, TREPANIER: If | wunderstand you, under the
current proposal, you said that the size of the bank
islimted to the size of the allotnent?

MR GOFFMAN:.  The size of the annua
allotment, right, the size of one year's allotnent.

MR TREPANIER  And that there was no

conparison to that SO2 program |ike you said
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because they have as many as they want?

MR GOFFMAN: R ght, exactly.

MR, TREPANIER: In the SO program they can
hol d that bank as long as they want?

MR, GOFFMAN:  That's right.

MR, TREPAN ER: Here, it's one year?

MR, GOFFMAN:  Here, once you hit the bank size
l[imt, the source will presumably continue to be
all ocated at ATUs and it can take some of the newer
ATUs and deposit themin the bank, if you will, or
retain themfor the bank at a rate that at least in

theory could replace the ATUs in the bank that are
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unused and expired.

So once you hit the total bank size
limt, you can keep a bank of that size noving
forward in time over the course of the program
Even at that point, the bank never gets any bigger
in that sense.

MR, GOFFMAN: G ving the experience that you
have wi tnesses with the SO2 program buil ding the
banks and the reclaimprogramw th no bank and little
success, | understand, in getting early reductions,
how do you see that this systemw th the one year

bank is going to -- howis that going to fair.
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Can you give us any estinmation on
the likelihood that it's going to drive early
reducti ons?

MR GOFFMAN: | can only give you what | cal
a qualitative answer. | have not done any anal ysis
and I"'mnot famliar with any analysis. | don't know
whet her any has been done or not.

A qualitative answer is that the ability
to do sonme banking in this systemw || drive sone
early reductions and will ultimtely nmake the -- it
will drive early reductions, | suspect, nore early
reductions than if you just had trading.

More inmportant, alnost as a matter if
you will, is political economics. |If these early

reductions are retai ned by a nunber of sources in
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their banks and carried forward over time, it should
make it easier for the agency if the air quality
nodel i ng suggests that it's necessary to apply
aggressive reductions to VOM as may be required
because the sources will know that they have, if you
will, an additional increment to built-in flexibility
because of the banks that they have been able to
buil d up.

So there is a direct environmenta
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benefit that | think would occur as a result of

banki ng, which -- of which incrementally |ess would
occur if you didn't have banking and there is a kind
of , by extension, an environnmental benefit in terns
of program durability because banking will allow
sources kind of a self-help formof flexibility that
wi || make additional em ssions reductions if they
prove necessary as the attai nment date is
approaching. It's nore cost-effective.

MR TREPANFER Wuld it be fair to
characterize that situation that you descri bed where
the emtter has a bankbook up of a year's worth of
allotments, that in that situation, if the agency
were to pronul gate a rule and reduce the anount that
VOVs allowed to be emitted, that that rule woul dn't
resolve in a reduction in VOM em ssions for sone
time?

MR GOFFMAN: At that point, it would depend



19 on what the sources did with their banks. | m ght
20 not have followed the question exactly.

21 Are you --

22 MR, TREPANI ER: | was addressing that which
23 you referred to as flexibility.

24 Does that flexibility mean that when
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1 the rule is pronulgated -- if a rule were promul gated
2 reducing the anbunt of VOVs allowed to be enmtted
3 that we wouldn't see the reduction in the anount of
4 VOV enmitted, not initially, and how long would it
5 take?
6 MR GOFFMAN:  Well, it just depends. | think

7 the answer to that depends on whether or not nost

8 sources use nost of their banks early.

9 My sense is -- and again, this is not

10 based on any nodeling or analysis -- is that the

11 economic diversity of the sources covered by this

12 program suggest that it would be very hard to predict
13 that in response to tightening the VOMrules, a

14 majority of sources at the sane tinme would be using
15 a majority of their banks because ultimately, ny

16 suspicion is that surroundi ng econonic conditions

17 as nuch as the tightening of a -- of the VOM

18 requirements woul d affect what sources do in terns
19 of either continuing to maintain their banks or using
20 themat any given point in tine.

21 Renenber, as | understand the context
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of this program it's anticipated -- it's already
anticipated that there will be step-downs in the VOM

[imtation requirenents.
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So sources are -- can be presuned to
be | ooking forward to not only buil di ng banks, but
mai nt ai ni ng banks at a quantity greater than zero
virtually forever because they will always be facing
the tension between ultimately nore stringent VOM
requi renents and continui ng econom ¢ change and
potential econom c grow h.

| guess it's a conplicated way of saying
that in nost cases, it would be hard to inmagi ne any
one source, let alone a |large group of sources,
choosing at the same tinme to reduce their banks to
zero. There's always going to be some value in
havi ng some nunber greater than zero in the bank
because you are | ooking forward to the next year of
econom c activity while still having to manage your
VOMS.

MR, TREPANI ER: | understand from your
testinmony that you believe there could be sone
benefit even if it was just an increnental benefit
from ongoi ng trading.

By ongoing trading, | nmean trading past
the point that we have nmade the reductions, trading
at a point where no reductions are bei ng denanded.

My question now is do you believe that
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we could still retain a significant benefit of this
program getting those reductions while the public
woul d retain decision-maki ng powers regarding the
di stribution of pollution?

MR GOFFMAN:  Well, to tell you the truth,
we have had 25 years in sone ways of the public
retaining a fairly large increment of control
inthe formof -- in the formof regulators
speci fying specific technologies to be used in
speci fic groups of sources.

Implicitly, those decisions have
resulted in the distribution of pollution and the
distribution of costs which the sources have
significantly less ability under -- than they do
under a trading systemto reallocate.

As | tried to suggest in ny previous
testinmony, there has actually been a surprising and
perverse trade-off between the |evel of control and

the actual |evel of environnental perfornance at
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| east as nmeasured in terns of achieving the em ssions

reductions that you think you are going to get and in

stinmulating continuous invasion
So a program like this represents

an attenpt to reverse that trade-off to essentially
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transfer fromregul atory bureaucraci es cost
al I ocation decisions and in the case of your
guestion, sone distributional, you know, geographic
di stributional decisions for what in the end is
superior environnental perfornance.

That certainly has been the case in the
SO2 program and probably conpared to its predecessors
in the South Coast Reclai mProgram

MR, TREPANI ER:  Wsat |' m asking, though, is

that if we use this proposal to nake the reductions
and the chairs have been shifted around the table or
or alittle nore to the point the anpunt of em ssions
al l owed for each polluter has been adjusted to where
we need to make our reduction, now at that point, if
tradi ng ceases, does the public retain any benefit --

a significant benefit of this progranf

MR GOFFMAN:  Well, the -- | guess | would
argue that it still does because what nakes
tradi ng happen, if you will, is certainly a

continuous or continual demand to nmake new i ncrenents
of reduction.

Al so, what drives trading is econonic
change or econonic growth, which sources have to

respond to or want to seek while having to limt
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their em ssions to a specific |evel.

Even under those conditions where you've
got -- where you are no |longer asking for new
em ssions reductions, but you' re demandi ng that
sources maintain their em ssions at a constrai ned
level, trading will still stimulate sources -- sone
sources to nake investnents in over-control so they
can respond to opportunities for econom c growh and
in doing so, continue to invest in the creation and
di ssem nation of environnmental innovations which
yields to the public the benefit of their
envi ronnent al performance and yields to that sane
public costs.

In the last analysis, the cost --
the econonmic benefit or environmental benefit
relationship is on a continuum Even if you are
just asking sources to neet a kind of flat constraint
rather than a step-down constraint, you still get
benefits on that continuum

The other thing that's worth observing
here is that the EPA just proposed a new ozone
standard under the National Air Quality Standards.

So in a sense, if that new standard is

adopted and the public continues to denmand increasing
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| evel s of public health protection over tinme, then
conti nuous dynam c of investnents and innovation are

going to be very useful to the public, both on the
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envi ronnental side and on the econonic side.

MR TREPANIER  What kind of a circunstance
woul d work against -- and |I'm asking you to take a
critical look, give us a critical |ook now?

Now, what woul d wor k agai nst those
i ncidental benefits of trading, the benefits beyond
acconpl i shing a reduction in pollution?

MR, GOFFMAN:  You nean if you had -- you're
not tal king about -- you're not talking about
restrictions, you' re tal ki ng about some sort of
i nherent economni c conditions?

MR. TREPANI ER:  Yes. Maybe fromthe
experi ence fromother tradi ng prograns or otherw se,
have you been able to identify anything that -- a
circunstance that is going to work agai nst those
i nci dental s?

MR GOFFMAN: Wl |, | guess generally, a |lot
of the dollars that | have been hypot hesizi ng about
gets spent on naking the next round of environnenta
i nprovenents either in the formof additiona

em ssions reductions or in the formof new
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technol ogi es that can achi eve the sanme reductions
at lower costs. The fact that for any conpany,
there is a lot of competition for those new
i nvestment dol | ars.

It may be in a |lot of cases conpanies

will look at the ability to spend what | will call
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i nnovati on nmoney on either environnental conpliance
i nprovenents or on other productivity inprovenents
and wi |l choose in nunber of cases to put the noney
into productivity inprovenents ahead of environnenta
i mprovenents.

That's just, if you will, life in the
mar ket pl ace. What you want to do is set up a system
so that the choice of putting those innovation
dollars into environnental inprovements is nore
financially attractive and you can conpete agai nst
the choice of putting the same dollars into
productivity or other kind of econom c inprovenents.

MR, TREPANIER: In designing this rule or
improving this rule, what should we be allow ng for?

VWhat specifically are you -- is there
somet hing specifically you are describing, say, from
southern California, fromtheir experience?

MR, GOFFMAN:  No. The problemthat | was
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tal ki ng about, | don't think we have a design for
particul arly.

VWhat you do want to nmake sure of is that
you don't introduce unnecessary restrictions that
don't produce significant environnental benefits, but
undercut the incentive creating value of em ssions
t radi ng.

So, for exanple, the limtation on

banki ng in the South Coast makes devel opnents
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in over-control or environnental innovation |ess
val uable. You know, it's just as a matter of
arithnetic.

That's the kind of thing if that

[imtation is not otherwi se environnmental ly required,

you don't want to induce a systemlike this.

MR, TREPANIER: On the sane |ine, though
the baselines are inflated, will that inpact on
t hese incidental environmental benefits?

MR GOFFMAN:  Ch, absolutely. 1'msorry.
| didn"t mention it. That's a very good point.

It's absolutely critical that the

i f

nom nal em ssion reductions -- the so-called surplus

reductions free up ATUs for banking or trading for

the creation of actual reductions or reductions in
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actual em ssions and not just reductions in nom na

em Sssi ons.

For exanple, regarding the programfor

VOCs, in effect, what the potentially affected

sources demanded as part of their baselines anounted

to inflated baselines.

So it is absolutely critical, as |

t hi nk your question points out, that the baselines

correspond to real emissions occurring in the

envi ronnent because you're right, your inplication

is absolutely right, if they don't correspond to

that, then, the benefits I'mtal king about not only
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t he secondary benefits, but the primary objectives
of the programisn't effective

MR, TREPANI ER: Does your support for this
proposal depend on those continuous step-downs that
you are saying you are anticipating?

MR GOFFMAN:  Not literally, but in effect,
yes. | nean, our support for the proposal really
does depend on the agency doing a reliable and fair
job of first setting the baselines to the
correspondence of actual em ssions and then
determ ning over time what emnissions reductions

are needed or are appropriate fromthis sector to
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achi eve attai nnent of the ozone standard.

MR, TREPANI ER:  Have you consi dered that
environnental progress in other types of pollutants
m ght be del ayed by the precedent here, that the
precedent that ne might establish here, that
polluters mght wait until their baseline is
established for a pollutant prior to reducing it?

MR GOFFMAN:  Well, | guess if the only
econom ¢ factor on a source was trying to get nore
out of its baseline, if you will, or get a bigger
basel i ne, then, that would be nore than just a
hypot hetical worry, and it is a hypothetical worry.

Most sources' emissions behavior, |
think, is dictated by a whol e host of econonic

factors and conditions that overwhel m what ever
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i ncentive sources may have to inflate their
baseline. If | understand this rule correctly,
the core baseline years are what?
Could you remind ne what the core

basel i ne years are?

M5. SAWER: '95 and ' 96

MR GOFFMAN:  Ckay. |If that's the case, and
this is 1997, then, nost sources have al ready

established their em ssions baseline prior to the
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promul gation of this program

So that hypothetical incentive, which
woul d apply if the baselines were set based on
prospective activity or set on years subsequent to
the promul gation of the program it doesn't exist
here.

MR, TREPANI ER:  Coul d you tell us about the
problemthat arose in southern California with cyclic
emtters?

MR GOFFMAN:  If that's a termof art, |'m not
famliar with it so | mght not know

MR, TREPANI ER:  Maybe | described it wong.
These woul d be polluters who em ssions |levels rise
and fall substantially, but over a period of years,
not within one year, but maybe over a period of four
years. There may be spikes.

MR GOFFMAN:  Well, froma -- if you have a

true CAAPP and if you have set the CAAPP correctly
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or the progressive CAAPs correctly according to the
demands of air quality, then, |I'mhaving a hard

ti me seeing what those so-called cyclic emtters

present in terns of problens to the integrity of the
system

MR, TREPANI ER: Ckay. Do you have an opi nion

L. A, REPORTING - (312) 419-9292

786
if the CAAPP in this programis set correctly?

MR, GOFFMAN: | don't have an opi nion because
nmy sense is what the agency has decided to do is
engage in a progressive process to set a succession
of steps or CAAPs.

As far as prima facie, the process | ooks
like a reliable one. Since we haven't seen the
results, you know, for the critical years, you know,
it's just -- you can't judge it yet basically.

MR, TREPANI ER: A progression of CAAPs,
that's the stepping down that you referred to

earlier?

MR GOFFMAN:  Yes.

MR, TREPANIER: | know in your testinony you
referred to the Mchigan programas illegiti mte
because it | acked t he CAAPP?

MR GOFFMAN:  Yes.

MR, TREPANI ER: Does the IIllinois program --
does it have a CAAPP?

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

It has a CAAPP on -- at |east on a nechanical |evel,
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the fact that the rule would authorize the agency to
hand out only a fixed anbunt of ATUs. So as a

nmechani cal matter, it will have a CAAPP
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The real issue is the nunber of
ATUs that the agency accumul ates that it can hand out
that correspond to appropriate total |evels of VOM
em ssions for the sector. Again, the agency appears
to be devoting a significant amount of resources in
maki ng sure that nunber is set properly.

The M chi gan program you know, was
treated as surplus and therefore, transactable
em ssions reductions, em ssions reductions that
could not reliably by definition be assunmed to
be a surplus because sources there weren't operating
under a CAAPP

MR, TREPANI ER:  Now, when you spoke about
addr essi ng these spi kes through properly setting the
CAAPP, if the system-- if this proposal in front of
us were to allow polluters to enmit the Ievel of their
spi ke and issue themallotnments at the |level of the
spi ke, would that be a properly set CAAPP?

MR GOFFMAN:  Well, | don't -- | would inmagine
that what the spike levels would inform you know,
hypot hetically the spike levels would performis
sinmply the baseline termof the equation that
produced the -- whose product was the CAAPP nunber.

| assume that in the process of
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i dentifying sources' baselines for this sector

if a nunber of these, what you call, cyclical or
spiking units return in their em ssion spikes as
their baseline, the agency would have to prepare
those total baselines with its air quality nodeling
results, and sinply inpose a nore stringent em ssion
reduction percentage to get that initial baseline
down to the | evel of VOM em ssions dictated by the
air quality nodels.

MR, TREPANIER: In this instance, you think
t he amount of reductions required would be dependent
on how t he baselines are recordi ng?

MR GOFFMAN: | think not solely. | think how
the baselines are reported is critical, but the CAAPP
setting, or the CAAPs setting process, will equally
and critically be formed by the air quality nodel.

MR, TREPANIER: Is that in this proposal are
you speaki ng?

MR GOFFMAN:  Yes. In this sort of four
squares of this rule, plus having been on the design
team and havi ng been believed by the agency severa
times, as to howit was going to go about setting the
CAAPP. That's the basis of the statenment | just

made, about role of the air quality nodeling

L. A REPORTING - (312) 419-9292
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results.

MR, TREPANIER: Is it your understandi ng that
the CAAPP on this programis going to be based on air
quality nmonitoring --
nodel i ng?

MR, GOFFMAN: I n part, yes. That's ny
under st andi ng.

MR, TREPANI ER: Do you know any place in the
rule that you would point us to that would show us

that the CAAPP is going to be based on air quality

nodel i ng?

MR GOFFMAN:  No. | can't point to anything
in the rule because, if you will, that's not what
this rule is about. I'mgenerally famliar with how

the states establish their state inplenmentation plan
which is their overall strategy for all affected
sect ors.

Certainly, that depends critically on
air quality nodeling results and the sector would
be intimately involved in the fornulation of the
overall state inplenmentation plan

It's based on general know edge. That's
where | nake ny statenent. This particular rule is

not designed to address that issue. It doesn't
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apply.

MR. TREPANIER  You understand that there was
going to be nore stepping down and that has sonet hing
to do with your progranf

MR GOFFMAN:  Yes.

MR, TREPANIER: Now, if the initial CAAPP is
based and includes -- nmakes an all owance for these
spi kes, makes an al |l owance by setting the all ot nment
at the level of the spike, will the CAAPP be
[ egitinmate?

MR GOFFMAN:  Well, it depends on the
percent age of reduction applied to those -- applied
to the baseline for the sector

MR TREPANFER | see. Relative to the size
of the sector?

MR, GOFFMAN: Right. And that percent --
the legitimacy of that percentage reducti on depends
not just on its arithnmetic affect on the baselines,
whi ch may or may not include spi kes, but al so depends
on whet her or not the product or the baseline with or
wi t hout spi kes and percentage of reduction put the
nonattai nment area on a path of reasonable further
progress towards attainnent, which in turnis

dependent on the air quality nodeling that
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information the fornulation of the state
i npl enent ati on pl an.

MR, TREPANI ER: I n your previous testinony,
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you spoke to -- in regards to the SO2 program that
there were theoretical risks, and these -- you were
referring to a trade-off between actual present
benefits and theoretical risks. | believe we were
tal ki ng about the banking of SO2 at that tine.

MR GOFFMAN:  Yes.

MR, TREPANIER:  Now, in this current proposal
could you identify sonme of these theoretical risks?
MR, GOFFMAN:  Again, | think banking

potentially present the sane risks. |If you -- in

the risk -- in the context of ozone formation, the
amount of VOMenitted at one tinme under certain
conditions can lead to formati on of excessive anounts
of ozone.

If you, in effect, nove VOM eni ssions
fromthe past into the present -- into sone future
present through the availability of the bank, then
you could end up with nore VOM eni ssions than the
air can tolerate in terns of ozone formation

So there is no doubt that the design

of this program had to involve a conscious wei ghi ng
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of the trade-off between the benefits, direct and
indirect, of incentives for early reductions,
flexibility and cost savings, and the risk of
so-cal | ed excess VOM eni ssions at sone future tine.
Essentially, in every program no matter

what paradi gm you are using for designing a program
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like this one, if you are using the command and
control paradigm it involves having to make fina
deci sions on trade-offs between risks and benefits.
You may, for exanple, under a conmand
and control programcreate nore certainty as to
wher e em ssions reducti ons were going to occur
but you may not be able to create certainty as to
the total anpbunts of VOMinto the air at any one
time even though you don't have bank and trading.
So basically, to identify the kind of
trade-off that | just identified, it is not in
itself unique about this programor dispositive
because any tinme you design a program no matter what
nodel you are using, you are making these kind of
essentially trade-of fs between different
envi ronnental benefits and effects.
THE HEARI NG OFFI CER: | have been giving you

a pretty far leeway in letting you ask these
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guestions. It's been roughly about a half an hour
| was wondering if there was any way you could start
wWr appi ng up your questioni ng?

Some of your questions seemto be going
alittle bit beyond the scope of this witness's
testinmony and nore into howthis rule is actually
going to work. That's maybe nore of a question
better directed towards the agency.

MR, TREPANI ER: Maybe, you know, in the
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i nstance of that question, that's not ny intention

we will just quickly nove over that and then speed

this up.

THE HEARI NG OFFI CER: Do you have many nore
guestions to go?

MR, TREPANI ER: | think about 20.

THE HEARI NG OFFI CER:  Twenty nore questions?
Ckay. Well, try to discern which questions would be
better asked of agency and M. GCoffman

MR, TREPANI ER: I n your previous testinony,
you said in the history of nost of these prograns,

that the information, that's the em ssion
information, is provided by the polluters and
that it's essentially a quantification or a
nmeasurenent than the firm s actual em ssions.
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Now, does the proposal before the board
differ in how-- in that regard?

M5. SAWER: | suggest that that's one of the
guestions that would be better asked of the agency.

MR, TREPANIER:  kay. |'mnoving through a
coupl e questions here on ny own.

THE HEARI NG OFFI CER You do understand t hat
you can al ways ask those questions. |'mnot saying
you can't ask those questions to the agency. It's
just that | think they could give you better

answers.

MR, TREPANIER. kay. Wbuld you agree that
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a significant benefit of this proposal, if it were
i npl enent ed, woul d be that em ssions reductions
begin to occur as a result -- | would like to start
t he question over again.

Wul d you agree with the statenent
that the benefit of this proposal would occur when
em ssion reductions begin as a result essentially
of a CAAPP in its legal inplenentation?

VR GOFFVMAN. Wl | --

M5. SAWER: | don't quite understand the
guesti on.
MR GOFFMAN: Let nme answer -- try to answer.
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| think thisis, if youwill, a nulti-benefit program
because it's dynamc.

On its face, it's a statenent that
attenpts to identify these -- one benefit is the
single nost inportant benefit or one aspect of the
mechani sm establ i shed by this programis the
critical nechanism The prem se of that kind of
qgquestion, | disagree wth.

MR, TREPANIER: Well, | just wanted to
point out that | have been taking this from your
transcripts from Pages 321 to 322, Lines 23 through
dash two. Maybe | could restate it. | may have --
VR GOFFMAN.  Well, 1've learned a lot in
two weeks obviously, so.

MR, TREPANI ER: Let ne restate ny question.
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MR GOFFMAN: |I'mglad | had a chance to cone
back now.

MR TREPANIER A benefit occurs in this
pr ogram when em ssion reductions begin to occur and
they occur as a result essentially of a CAAPP in its
| egal inplenmentation.

M5. SAWER: Well, | think you al ready

asked this question, in essence.

MR GOFFMVAN: | nmean, that's a true statenent
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but .

MR, TREPANIER:  Okay. | just wanted to bring
this out for the board, this opinion that the
CAAPP -- the inportance of the CAAPP

MR GOFFMAN.  Right.

MR, TREPANI ER:  And you al so believe that we
cannot trade our way to attai nnent?

MR GOFFMAN: W definitely cannot trade our
way to attainment, correct.

MR. TREPANI ER:  And the value of a pollution
allotnment, is that created when the CAAPP is
i nstal |l ed?

MR GOFFMAN:  Inplicitly, | guess that's
right.

MR, TREPANIER: And isn't that --

MR, GOFFMAN:  Actually, the value isn't
realized until sonmebody produces the additional, that

is, the surplus emssions reduction in making that --
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given that that emission allotnent is available to
bank and trade.
MR, TREPANIER: Let ne refer to nmy prefiled
guesti ons.
VWho are the major contributors to the

Envi ronnment al Def ense Fund?
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MR GOFFMAN:  Well, | --
M5. SAWER: (Objection, relevance.
MR GOFFMAN: | woul d be happy to say that the

maj or contributors to the Environnental Defense Fund
are fill and profit foundations and individuals. W
have about 300, 000 i ndivi dual nmenbers who have nade
contributions of varying anmounts. That's about 60
percent of our budget. Alnpst all of the rest is
fromfill and profit foundations.

MR, TREPANIER: Does the -- this is Question
No. 8. Does the design team nmenber fromthe
Envi ronnent al Defense Fund have active partnerships
wi th an environnmental group, and in particular,
Citizens For A Better Environnent?

VR GOFFMAN. Do we have an -- | think sonme of
nmy col |l eagues work on projects actively with Ctizens
For A Better Environnent.

W have, in fact, an environnenta
network or alliance that works with the CBE on a | ot
of issues. | don't know whether the EDF fol ks who

have worked with the CBE directed this issue to the
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CBE people that they work with. 1 didn't
personal | y.

MR, TREPANIER: Did you see critiques
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provi ded by environnmental groups of this proposal?

MR GOFFMAN: | think | did. | think -- and
this is just based on recollection. | think that
The American Lung Association and the M dwest Center

for Environnental Policy submtted sone coments to
t he agency staff, which were shared with the design
t eam

MR. TREPANI ER: Do you know when the CAAPP
on this programcould be | ast expanded or arranged
wi t hout further ruling?

M5. SAWER: | suggest that that's another
guestion that you should ask of the agency.

MR, TREPANI ER: Do you have any forecast to
what degree the market systemmay tend to drive up
low profit VOMemtters from busi ness?

M5. SAWER: | think that that is probably a
better question asked during the econom c portion of
t he presentation.

MR, TREPANI ER:  For sources that opt to --

MR GOFFMAN:  You know, that doesn't make
any -- that question really doesn't make any sense
because by definition, a market-based programis
| ess costly than an alternative approach

So by definition, it's less likely to
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present a kind of fatal -- economcally fatal threat
to VOMemtters with | ow marginal profits.

MR, TREPANI ER:  The system does all ow the
pollution rates to be purchased by the | argest
wal  et, do they not?

MR, GOFFMAN: Wl l, pollution rights are just
one form of conpliance. Any affected source can and
is obligated to purchase froma menu of conpliance
alternatives and in effect, what em ssions trading
does with the availability of ATUs is expand that
menu and expand the flexibility or accessibility of
all affected sources in that vein.

So by nost economic systens, the nore
choi ce you have, the nore likely it is that you would
be able to acquire what you want at |ow cost.

In this case, whether you are a large
source or a small source or a highly profitable
source or a marginally profitable source, the
conpliance nmenu is going to have itens on it that are
goi ng to be cheaper and nore varied than they would
be under a command and control system

MR, TREPANIER: Are you famliar with the
provision in this proposal to allow sources to opt

to accept the voluntarily 15-ton limt?

L. A REPORTING - (312) 419-9292
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M5. SAWER: |Is there a foll owup question
to this? | guess I'mthinking that this is probably
a better question asked of the agency.

MR TREPANIER | woul d ask the
foll owup and then naybe you could nake a
det erm nati on.

M5. SAWER: Yes, right. Could you do that?

MR. TREPANI ER: Does the agency have a --
do you, M. Coffrman, have any forecast of how nmany
and to what degree polluters will use this
flexibility allowed under the 15-ton CAAPP?

M5. SAWER: That would be a better question
asked of the agency.

MR, TREPANIER: | think | have asked all of ny
questions, but if I mght |ook through my notes for a
a nmonent .

THE HEARI NG OFFI CER:  Sure. Wy don't we take
a coupl e of seconds.

In the nmeantine, does anyone el se have
any questions for M. GCoffman?
Go ahead.

MR, SAINES: Thank you. Good afternoon

M. CGoffman. | just have a few questions.

First, regarding the banking system

L. A REPORTING - (312) 419-9292
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as | understand it fromyour testinony, under SQ2,
t he bank, once you acquire allotnents into the bank
they are indefinite?

MR GOFFMAN:  Yes.

MR, SAINES: Under ERMS, they expire?

MR GOFFMAN R ght.

MR, SAINES: So under ERMS, the ability to
devel op a bank of significant ATUs requires a period
of years or a period of tinme?

VMR GOFFMAN:.  For a substantial investnment in
over-control

MR, SAINES: At one particular tine?

MR, GOFFMAN:  Right, and then applying it
conti nuously.

MR SAINES: All right. | guess the question
is for purposes of a source that is interested in
expansi on, once the source expands and then utilizes
the ATUs that it has either acquired in the bank for
a period of tinme of one year through a significant
i nvest ment or has devel opnent over a period of, say,
three or four years through nodified production
isn'"t it true that the ATUs are no |onger avail abl e
for that year once they are used?

MR. GOFFMAN:  Once they are used, yes.

L. A REPORTING - (312) 419-9292
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banki ng program It's a trading program which nmeans

that it's quite possible that the supply of ATUs --
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there will be essentially a continuous or a continuum
type of relationship between the supply of ATUs
transacted between sources in the market and the
supply of ATUs that reside in any one source's bank

For exanple, one of the brokerage
houses in the SO2 market runs what anmounts is a
conti nuous spot auction. So virtually at any tine
whet her a source has its own bank or not, it has
access at a fairly low price to additional SO2
al | owances.

G ven the size and diversity of the
sources in this market, it's not hard to imagi ne
that either the same brokerage firmor copycat can
establish a simlar systemin nmaking the distinction
bet ween what a source can build up in its bank and
what woul d be available in the intersource trading
mar ket, you know, |ess salient and in sonme ways, |ess
econom cal l'y significant.

MR, SAINES: But do you feel that that's --

gi ven that the banking system-- inherent in the ERVB

banki ng systemis an expiration date, do you stil
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feel that that's going to happen under the ERMS?

VMR, GOFFMAN.  Yes, because then the salient
affect of the expiration date is on the rate at
whi ch these banks are built and the ultinmate size
of the bank.

Havi ng any given set of ATUs expire
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isnot limting in the sense that they are going
to be replaced the next year by the allotnment com ng
to the source and if the source is continuing to

operate or whatever over-control strategy it has,

expired ATUs will imediately need to be repl eni shed
on-site, if you will, of the individual source and
can be augmented by purchasing all owances in -- or

pur chasi ng ATUs in the narket.

MR SAINES: So for a source that does devel op
their own bank and then expands using that bank, they
are required, then, under this programto seek other
ATUs in the market to make up for the next year's --

MR GOFFMAN:  If they need to -- if they have
em ssions that they want to offset, yes, by the
i ntent of the expansion, but you know, it seens to ne
t hat economically even though the ATUs that they have
in their bank are initially or nomnally transferred

to them by the agency for free, they exist in the
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bank only because the agency or -- sorry -- the
source has made sone affirmative investnment to create
t he emi ssions reductions needed to allow themto
retain those ATUs.

So when you are tal king about an ATU
bei ng used in the bank as opposed to the ATU being
purchased, ultimately you are not really thinking in
econom c terns between an ATU that cost you nothi ng

and an ATU that cost you nore than not hi ng.
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You know, you are tal king about
basi cal |y non-zero cost ATUs whether you are talking
about your own bank ATUs or sonebody el se's ATUs.

The reason I'"'mgoing on like this is
the inplicit advocacy in your question presupposes
or makes essential if this were only a single source
or a source-by-source banking system Again, it's
not .

So the econonics which m ght make the
one year limt and it's affect seemrelatively
Draconi an in a source-by-source banking program
really, don't pertain here because this is an
addi ti onal trading program

MR, SAINES: | have a question related to a

slide I believe you showed in your testinony that
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had a |list of conmpliance alternatives, | think
under the SO2 program sources that were faced with
choi ces.

Can you el aborate on choi ces t hat
the Phase 1 sources under the SO2 were faced with
when the SO2 program cane into effect?

MR GOFFMAN: Wl |, the nost popul ar
alternative to the SO2 programthat was devel oped
woul d have required Phase 1 sources to put on
technol ogy, that is to say, they would have required
SC2 emi ssions stack scrubbers.

The availability of cleaner fuels or
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col d washi ng techni ques or even to a certain extent
ener gy conservation woul d have been irrel evant
because they really would not have been avail abl e
choi ces because under that alternative program
conpl i ance woul d have been defined in terns of
when you put a stack scrubber on your stack
Essentially, by legislative fiat, had
that alternative program been adopted, that whole
menu woul d have been elim nated.
As it happens, sources are using either
stack scrubbers or energy conservation. A lot of

sources are switching to | ower sulfur content of
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coal. A lot of sources are switching to natura
gas or coal firing with natural gas. Some sources
are even doing nore of what is called cold washing.
None of those conpliance alternatives would have
been avail abl e.

MR, SAINES: None of these conpliance
alternatives woul d have been avail able --

MR, GOFFMAN: I f the alternative approach
or just having the |egislative mandat e about what
t echnol ogy shoul d be used or adopt ed.

MR SAINES: All right. Can you -- do you
have sonet hi ng?

M5. MHELIC. Inmediately foll ow ng that
guestion, if you don't mnd, you said that they

woul dn't have been avail able as other alternatives.
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I s that because they weren't discussed previously
or what?

MR, GOFFMAN:  No, no, no. They would have
been | egal |y excluded by Congress. Congress said
you're in conpliance if you put a stack scrubber on
and you are not in conpliance if you don't.

Then, the option of not putting a stack
scrubber on, but buying | ow sul fur coal, would have

resulted in SO2 reductions, but would have still left
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t he source out of conpliance.

M5. MHELIC. Did these utilities ever discuss
wi th Congress the option of using alternatives other
than the the low -- other than the scrubbers and
ot her than the tradi ng progranf

Did Congress ever consider this?

MR, GOFFMAN: Wl l, ny recollection from
having read a lot of the -- been at a |lot of the
hearings is that Congress did consider the
avail ability of various options and ultimtely
consi dered the sort of inadvisability of trying
to sort of take a snapshot in tine of what the
avai | abl e technol ogy was, make assunptions about
what woul d or woul d not have been avail abl e under
di fferent subsequent conditions, and then sel ect
one or two technol ogies.

M5. MHELIC. Wuld every utility have to

install scrubbers?
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VR, GOFFMAN:  Under?

M5. MHELIC. Under the one approach you said
they were going to command?

MR GOFFMAN:.  Yes. Under Phrase 1 of that
approach, anywhere fromten to 20 utilities would

have been specified by Congress and these ten to 20
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sources woul d have been told to put a specific kind
of technology on it.

M5. MHELIC. How nmany sources are currently
in the Phase 1 category?

MR, GOFFMAN:  About 110, | think

M5. MHELIC. But only ten or 20 of those
woul d have been required to install the additiona
control s?

MR, GOFFMAN:  Yes, but it's not clear you
woul d have gotten the sane anmount of em ssions
reductions although nost anal yses presented to
Congress and the EPA at the tine suggested that woul d
have been extrenely expensive to ten or 20 plants.

It was a hit |ist approach.

MR, SAINES: So are you saying that |ess than
20 or 30 sources did, in fact, install add-on
controls then?

VMR GOFFMAN: | don't know of fhand. One of
the other variables is that in the [ast analysis,

I think, Congress acquired nore total em ssions

reducti ons under Phase 1 of the programthat was
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adopt ed.
| think it's possible that in effect

nore than ten or 20 used add-on controls, but they
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used add-on controls of varying technol ogi ca
characteristics and ultimately produced nore tota
em ssi ons reductions.

MR SAINES: O the 110 or 111 Phase 1
sources, do you know how many of those sources rather
than addi ng on controls decided to switch to | ow
sul fur coal ?

MR GOFFMAN:  Can't give you a nunber, but
the answer is lots, |ots.

MR SAINES: Lots?

MR GOFFMAN:  Yes.

M5. MHELIC. As a quick followup to that
guestion, do you know how sources of those Phase 1
sources reduced their sulfur dioxide em ssions by
maki ng i nternal changes in their operations?

M5. SAWER: As conpared to what?

M5. MHELIC By sonehow nodifying their
operations to come up with reductions necessary.

Basi cal |l y, how many sources did that?

MR GOFFMAN: | believe that MT is in the
process of doing a survey of conpliance responses
and at a presentation | heard a coupl e nonths ago,
it was suggested that a | ot of sources are doing a

conbi nati on of things, which include making internal
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that instead of doing just one thing, they are using
a conbi nati on of internal changes and operationa
changes to produce the result.

MR SAINES: | don't nean to bel abor the
point, but is there any chance you could give a
rough estimate in ternms of percentages as to the
nunber you refer to as being a lot.

MR GOFFMAN:  Well, no. It's a very high
per cent age.

MR, SAINES: Above 50 percent?

MR, GOFFMAN:  Probably, yes.

M5. McFAWN.  For their benefit and perhaps
others, is there sonme report or prelimnary report?
You nmentioned MT is in the process, but is there
sonet hing el se we could read to know nore about the
SO2 progranf

VMR GOFFMAN:. | believe | have saved the
handouts fromthat oral presentation | heard. If |
have, you are wel conme to that.

M5. McFAWN. | didn't necessarily nean that.
| just nmeant has anybody prepared either in a

magazi ne or otherwi se sonme article that would explain

L. A REPORTING - (312) 419-9292
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how the SO2 programis to date?

MR GOFFMAN: | think if | were less tired,
coul d probably answer your question

M5. SAWER: W did submt a couple things
on that as part of the record. There is US. EPA' s
acid rain program update.

MR, GOFFMAN:  That's right, that's right.

M5. SAWER: That's May '96. |It's in the
record. We can take a | ook at that.

V5. McFAWN: G eat. That and other resources
woul d answer your questions for you.

M5, SAWER W al so had anot her article that

we included that was prepared by MT and that's al so

part of the record.

M5. McFAWN:  Thank you for pointing those out
tous. | think that would hel p answer a | ot of these
detail ed questions for us.

M5. MHELIC. | have a few nore questions.

Under the SO2 program you showed a
slide previously today that if a source exceeded its

allotment, there were penalties that were assessed,
one being a $2,000 penalty.
Was that per ton?

MR, GOFFMAN:  Per ton, yes.

L. A REPORTING - (312) 419-9292
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M5. MHELIC. In addition, it was a one-to-one
or sonehow it had to decrease its allotnment the
follow ng year, is that correct?

MR, GOFFMAN:  Right, right.

M5. M HELI C Was that on a one-to-one ratio
so that if it exceeded it by 50 tons, it had to
reduce next year by 50 tons?

VMR GOFFMAN:.  That's correct.

M5. MHELIC. How did they reach this
one-to-one ratio?

MR GOFFMAN: My recollection is that a
$2,000 per ton automatic penalty was consi dered
quite stringent and not Draconian relative to
t he expected costs of conpliance and therefore,

t he conbi nati on of that Draconian automati c,

and | enphasize the word automatic, nonitary
penalty and the one-to-one offset provided nore

t han enough incentive for virtually every utility
to conply.

M5. MHELIC  Ckay.

MR GOFFMAN:  And if | renmenber correctly,

t he proposed rul e doesn't have that financial
automaticity. So the elenent of automaticity adheres

exclusively and a demand for additional ATUs to be
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purchased by the source are to be deducted from
subsequent all ot nents.

M5. MHELIC. |Is ny understanding correct that
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any source that is subject to the Title 4 program
woul d be subject to the Title 4 programregardl ess of
where it was located in the United States?

MR GOFFMAN:  Yes, in the 48 contiguous
states, Al aska and Hawaii are not covered.

M5. MHELIC. So if a source was currently
located in New York and it noved it California, it
woul d still be required to conply with the sanme
regul ati ons under Title 47

MR, GOFFMAN: Wl |, probably technically if
it did something like that -- if it's California
enbodi nent, it would be considered a new source.

It woul d have to go and purchase al |l owances or
somehow acquire all owances froma fixed allocation of
al  owances distributed to existing sources.

M5. MHELIC. But aside fromany state
regul ati ons, the federal regul ations would be the
sanme?

MR GOFFMAN:  Yes.

M5. MHELIC. Does the cost of conplying with

the Title 4 programfor simlar sources or nerely
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i dentical sources differ depending on where the
sources are | ocated?

MR, GOFFMAN:  Probably, but | don't think you
can sort of establish a firmcorrelation between cost
differential and geographic |ocations.

M5. MHELIC. Wat would be the reasons for
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the cost differential?

MR, GOFFNAN: Vell, first of all, Congress
used different initial allowance allocation sources
for different categories of plans.

M5. MHELIC. |'massuming you are in the sane
cat egory of plans?

MR GOFFMAN:  Well, I'mtold by utility
conpanies that if you are on a | ake, your cost of
conpliance is higher than if you are on a river
because it's easier to get |ong distance transported
| ow sul fur coal if you' re located on a river than
if you are on a | ake.

M5. MHELIC. Okay. So that goes to the cost
of transportation and all that?

MR GOFFMAN:  Yes.

THE HEARI NG OFFI CER: Wil e | appreciate
M. CGoffman's willingness to answer all of these

guestions, could you start explaining the rel evancy
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of how you are going to tie this in with the proposa
that is before the board?

M5. MHELIC: Part of this is because it's a
nati onwi de program Regardl ess of where the source
is located in the United States, it has to conply
with this program

This program here in Chicago and for
Chi cago sources. It's only based upon existing in

Chi cago, but when goi ng somewhere else, it won't --
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if a cost were to exi st somewhere el se, the costs

of perhaps reducing production there is |ess than

i n Chicago.
V5. McFAWN: | think M. CGoffman is here to
tal k about the SO2 trading program | don't think

he is here to do a conparison to every detail to the
program proposed before us. |If you want to nake
t hat conpari son between the SO2 and the proposal,
that's probably best done through your testinony.

M5. MHELIC. He is the expert here on the
SO2 marketing program

M5. MFAVWN. He is, and you are asking him
guestions that we know to be the obvious. That's a
nati onwi de program and | think those distinctions

have been nade wi t hout bel aboring the point.
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M5. MHELIC. And | was just tal king about the
cost of conpliance.

M5. McFAWN.  Right, and we understand the
sources regul ated under the SO2 are significantly
different than the types of sources geographically
and ot herw se.

So |l think if you would like to make
t hose distinctions before the board, the better
way to do it is through testinony rather than by
asking himto do side-by-side conparisons. kay?

M5. MHELIC. Okay. That was ny |ast question

anyways.
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M5. SAWER: M. CGoffman, if you wouldn't m nd
just this one question and then --

M5. McFAVWN: | appreciate your cooperation.

MR GOFFMAN:  The reason that it's a
nati onwi de programis that it adheres to the nature
of the environnental problem It's a different
environnental problemw th a different pollutant
acting in an air shed defined with different
characteristics.

M5. MHELIC: Wen Title 4 was first
i npl enented, had the 111 sources that are currently

reduced em ssions previously reduced their em ssions
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based on the requirenents of the Cean Air Act?
M5. SAWER: | think you have al ready asked
this question of another agency witness. W' re going

to have to keep this thing rolling. You did ask this

guesti on.
VR, GOFFMAN:.  Sone have, sone haven't.
M5. M HELIC. Sone have, sone haven't?
MR GOFFMAN R ght.
M5. MHELIC. Under the Clean Air Act?

MR GOFFMAN R ght.
THE HEARI NG OFFI CER: Do you need sone tinme?
M5. MHELIC. | just have one nore question.
You stated earlier that the cost of
com ng or reducing enmissions in the future would be

less -- you expect it to be less than current costs
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of reducing em ssions, is that correct, under the SO2?

progr anf?
MR GOFFMAN: | think at |least up to a point,
the margi nal costs over time will go down. | say

t hat because traditionally, under the Clean Air Act
progranms, even in the face of increasing reduction
requi renents, the devel opnent of technol ogy and ot her
control strategies over time has a tendency to make

t hi ngs cheaper.
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M5. MHELIC. And it's not because -- it
wasn't based upon the assunption sources woul d have
reduced by nore earlier?

MR, GOFFMAN:  That has sonmething to do with
it as well. 1In the context of the SO2 program
that's right, but that's just one factor. There are
technol ogy progress factors as well.

THE HEARI NG OFFI CER: M. Trepanier, do you
have sone qui ck questions?

MR, TREPANIER: Yes. | think it's just the
one question.

Are you famliar with the New Jersey VOC
mar ket tradi ng program handling of cyclic pollution
histories, the spi kes?

MR GOFFMAN:  ['mnot familiar with that, no

M. SAWER: Thank you, M. Goffman

THE HEARI NG OFFI CER:  Are there anynore

guesti ons?
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MS. SAWWER |'m sorry.
THE HEARI NG OFFI CER:  Does the board have any
guesti ons?
Then, | think we will take a ten-mnute

break at this point.
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(Whereupon, after a short
break was had, the
foll owi ng proceedi ngs were
hel d accordi ngly.)
THE HEARI NG OFFI CER:  Let's go back on the
record.

Wiy don't we just start out with
Tenneco's questioning and we will see how that goes.

MR, FORCADE: (ood afternoon. M nane is Bill
Forcade from Jenner & Bl ock representing Tenneco
Packaging. Wth me is Larry Lanb from Tenneco
Packagi ng.

We presubmitted questions in two phases.
Wth the perm ssion of the hearing officer, I would
like to start with the first and proceed to the
second.

Qur first set of questions deals with
the interrel ati onshi p between the proposed em ssions
reducti on market system and the nonattai nnent new
source review. | would like to pose Question 1 by

exanpl e.



22 The em ssions reducti on market system
23 will inpose new regulatory requirenents on facilities

24 which are already subject to the Nonattai nnent New
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1 Source Review Program

2 Consi der the follow ng scenario in

3 which a source may be required to conmply with both

4 prograns.

5 Facility X wishes to | ocate a new

6 emssions unit in the Chicago nonattai nment area.

7 Facility X will submit a conplete construction permt
8 application on June 1, 1997. Facility X antici pates
9 that the new unit will meet LAER requirenents and

10 will have actual VOM enissions of ten tons of VOM per
11 nonth and potential to emit PTE or allowable of 15
12 tons per nonth. Thus, Facility X appears to be

13 subject to both ERVMS and nonattai nment new source

14 review

15 Question Awll Facility X be required
16 to obtain em ssions offset credits under the existing
17 Nonattai nment New Source Revi ew Progranf?

18 MR ROVAINE: Yes, it wll.

19 MR, FORCADE: Under nonattai nment new source
20 review, what amount of offsets will facility X need
21 to be required to purchase 156 tons, 1.3 tinmes the
22 actual emssions, or 234 tons, 1.3 tinmes the anount
23 of annual PTB?

24 MR ROVAINE: Well, certainly the actual
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em ssi ons cannot be relied upon. The source isn't
built. So we don't know what the actual em ssions
are.

O fsets under the current program woul d
be based on the potential to emit. This would, in
fact, be the permtted em ssions of the new em ssion
unit. So it isn't what | would say a worst case
potential to emt.

It's the decision of the source, what
| evel potential to emit or permanent em ssions it
wants placed on its permt. O course, once it
accepts that limt, it's commtted to that nunber.

MR, FORCADE: Under Nonattai nment New Source
Review, must Facility X require offsetting em ssions
froma unit that has that nunber of actual em ssions
or that nunber of allowable em ssions?

MR ROVAI NE: Under new source review, we are
| ooki ng for actual em ssion reductions.

MR, FORCADE: So offsetting for a new source
under nonattai nnent new source review, you wll
of fset with actual s?

MR. ROMAI NE:  Yes.

MR, FORCADE: |Is this purchase of offsets

a one-time only purchase when the facility begins

L. A REPORTING - (312) 419-9292



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

822

operations or annually?

MR ROVAINE: It is a one-tine agreenent to
provi de em ssion offsets. Those em ssion offsets
have to be, in fact, a permanent reduction in
em ssions that will continue year after year

MR, FORCADE: Under Nonattai nment New Source
Review, may a Facility X offset summertinme VOM
em ssions with non-sumerti ne VOM em ssi ons?

MR, ROMAINE: No

MR, FORCADE: If not, what is the agency's
aut hority?

MR ROVAINE: Well, the fundanental authority
is under Section 173 of the Clean Air Act, which
requires that offsets be provided so as to provide
reasonabl e further progress.

Si nce reasonabl e further progress is
a neasure of reductions emissions that contribute
toward attai nnent and because reasonable further
progress for ozone is neasured in ternms of summertinme
em ssion reductions, that effectively neans that
you cannot conpensate for increases in sumertine
em ssions with em ssions from outside that period
of tine.

Those provisions are carried out or

L. A REPORTING - (312) 419-9292
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carried through into the state program The state
new source review rul es al so include provisions
requiring em ssion offsets to contribute to
reasonabl e further progress.

They al so have provisions pursuant
to federal regulations that require that em ssion
of fsets have the sanme qualitative effects for
heal th and wel fare.

Agai n, since we are dealing with
seasonal problem reductions in wintertinme em ssions
woul d not have the sane seasonal effects as
reductions in sunmertinme em ssions.

Now, as a practical matter, what we talk
about in nost cases is annual offsets in exchange
for annual emi ssion increases, but that assunes
consi stent operation throughout the year so that
effectively you are getting appropriate offsets for
sumertinme em ssions and you're getting appropriate
of fsets for wintertinme em ssions.

But there woul d not be a seasonal
di sparity where you are specifically allow ng
i ncreases of precursors during the period of tine
where we have a problemw th ozone in exchange for

decreases in precursors that have mninmal affect
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on air quality.
MR, FORCADE: Number F under nonattai nment

new source review, may Facility X offset sumertine
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em ssi ons by using existing control technol ogies
t hr oughout the year including non-sumertine?

MR, ROVAI NE: Again, you have to |look at it
carefully to make sure you are getting conparable
of fsetting reduction in the sunmrertinme for the
sunmertinme i ncreases in em ssions.

MR, FORCADE: Under the ERMS program will
Facility X need to purchase ERVS credits or all otnent
tradi ng units?

MR ROVAINE: The situation that's been
descri bed here woul d be a project that woul d have a
conpl ete construction pernmt application submtted
on June 1, 1997. Presumably, that permt would be
i ssued before January 1, 1998.

So it would qualify as a pending
project. Pending projects are considered encunbents.
So it would receive an allotnment of ATUs. W would
not expect that this source would now have to both
go out again as if it were a new participating source
and purchase ATUs fromthe very starting point for

this new project.
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MR, FORCADE: As a brief followup, assum ng
that the facility is submtting a nonattai nnent new
source review permt application with the LAER
denonstrati on, how many of those have you issued
in a six-nmonth period in the past?

MR ROVAINE: Well, | don't think I can
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calculate it. | can't divide by zero.

MR, FORCADE: Ckay.

MR, ROVAI NE: W haven't issued any new source
review pernmts since I don't know when that required
a LAER determ nation.

MR, FORCADE: What then | eads you to believe
that a June 1st submission would |lead to a January
1st permt issuance?

MR ROVAINE: | can't nmake that assunption,
but in these circunstances, hopefully, we have
cl osely communi cated and worked with the applicant
ahead of tine and we are aware of the schedul e that
i s necessary so that permtting can be successfully
conpl eted by January 1, 1998, so that the pending
project's status is achieved for this project.

Qovi ously, the other thing about it that
| should remind you or put in the record is obviously

al I ocation of ATUs pendi ng project would only occur
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if the project is actually built, it becones
optional, and there would be no issuance of ATUs for
a pending project if this project received a permt,
but was never pursued.

MR, FORCADE: Under H, if the ERMS program
i s adopted by the board, but U S. EPA has not yet
approved them or sw tched under the nonattai nment
resource review to ERVS credits, will Facility X

need to purchase ERMS credits or ATUs in |ieu of
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of fsets?

MR ROVAINE: Well, | guess | need to back
up. Illinois nonattainnent area and New Source
Revi ew Programis approved by U S. EPA. | believe

it was approved in late 1995. So it's basically
busi ness as usual until the ERMS proposal is
finalized.

MR, FORCADE: | apologize. | honestly did
not believe you woul d say that you would process
LAER applications in six nonths. | assumed the
answer was no and then this | ogical question then
fl owed.

In that interimbetween when ERVS was
adopted by the board and the subsequent date where

ERMS sunmmertinme of fsets are approved by U S. EPA as
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a repl acenent for the current annual ERMS, | was
trying to find out if this period of overlap contains
a dual purchase of offsets of ERMS credits?

MR ROVAINE: Well, the whol e purpose of the
pendi ng project provision is to prevent that to
overl ap and the approach provides that a source
that has, in fact, provided offsets under the current
program that it has gotten their construction permt
in place and issued at the time that ERMS
applications are due, and it would be treated as
encunbents with respect to those em ssion units.

MR, FORCADE: Then, going on to Question I,
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at a period of tine after the ERVMS program was
finalized and U S. EPA approves Nonattai nment New
Source Review, would facilities at that point need
to purchase ERMS credits or ATUs and woul d these be
equi val ent to the nonattai nment new source revi ew
of f sets?

MR ROVAINE: | assune we are continuing with
this exanple. W are dealing with a pending project.
We are assuming that we can successfully conplete the
pendi ng -- the issuance of the construction permt
pursuant to that, that it would be an i ncunbent

source, so it would receive an all ocation of ATUs.
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Now, this doesn't necessarily address --
I"msorry. It would receive an allocation of ATUs
for that new unit.

As the programis currently set up
that would be based on the first three seasons
for which it has optional data. Based on that
allotment, it would then go into normal operation
of the trading program having to hold ATUs for
its em ssions.

In addition, I can't really specul ate
what el se m ght be going on el sewhere at Facility X
that mght affect whether it has em ssion units to
which it needs to obtain ATUs.

MR, FORCADE: (Question 2, continuing the

exanpl e from above, assune that Facility X has a



16

17

18

19

20

21

22

23

24

10

11

12

13

14

15

16

17

18

construction permt and Facility Y shuts down on
January 1, 1997.

Under nonattai nnment new source review,
may Facility X bank or hold the offsets fromFacility
Y until Facility X is allowed to start operations?

MR, ROVAINE: Well, this question poses a |ot
of background. | guess the first point to make is
that offsets are addressed as part of the issuance

of a construction permt.
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So this issue of starting operations is
not really relevant. Wen we woul d be | ooking for
offsets is at time or up to and including the tine
the construction permt was issued.

The other thing that's been put forth
inthis exanple is that we are dealing with an
of fset -- an em ssion reduction that is suggested
as an offset that is due to a shutdown. The shut down
i s described as occurring January 1, 1997, but the
permt application for the newunit is described on
June 1, 1997. So the permt application conmes in
after the shutdown.

MR, FORCADE: Ckay.

MR, ROVAI NE: The question, then, is did the
shut down occur before the project or did the shutdown
occur after the project was initiated?

As far as background, goi ng back anot her

step, there are certain restrictions on use of past
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shutdowns as an enmission offset. |It's been devel oped
by U S. EPA.

It is reflected in our rules because
it is part of U S. EPA s guidance for nonattai nment
area new source revi ew prograns, but what U S. EPA' s

gui dance and what our rules currently say is that
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you can't use a past shutdown as an enission offset
unl ess the new project using the offsets for are a
repl acenent for the shutdown piece of equipnent.

So the real question is even though
t he shutdown occurred on January 1, 1997, was that
shut down pursuant to agreenent with the facility
proposi ng the new project, was this their prelimnary
attenpts to work out an arrangenment to provide
of fsets instead of working ahead of tine and this
agreenment was finalized well before January of 1997,
or was it just a matter of finalizing the other
details until the construction application was
actually submitted in June of 1997, so the shutdown
woul d be consi dered a prospective shutdown or was
this a situation where the source cane forward
m d- 1997, sonebody came up with an idea of a project,
they realized they have to subnit a construction
permt application, and then they started the
initiative of finding em ssions reductions to be used
as offsets.

In that case, the shutdown woul d have
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al ready occurred. There was no prior agreenent with
t he applicant about use of that shutdown. That woul d

have to be considered a past shutdown and would only
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be avail able for use of that particular project if
there were replacenent situations involved.

MR, FORCADE: As a point of clarification,
you nentioned the word a repl acenent as one of the
requi renents for a nonattai nnent new source review
of f set exchange.

Am | understandi ng you correctly that
two separate facilities could not enter into an
agreement that one will shutdown and the other
will acquire the emission credits unless it is
a repl acenent for the unit that was shut down?

Did | msunderstand that?

MR. ROMAI NE:  Yes.

MR, FORCADE: So it would be an exchangeabl e
commodity without a replacenent val ue?

MR ROVAINE: No. The point is there are two
poi nts of arrangenments. There is a distinction
there. |If the shutdown has al ready occurred before
there was any arrangenment or agreenment with the
i ndi vi dual proposing the new source and then there
is that additional requirenent that the new source
be a replacenent for the shutdown --

MR, FORCADE: | understand.

MR ROVAINE: If, in fact, the agreenent was
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entered into prior to the shutdown, then, there would
be, in fact, the ability to transfer that shutdown as
an offset for the proposed project.

VWhat that assures, and this is another
step, is that before the shutdown has occurred,

M. Forbes can be inforned that this is not, in fact,
a shutdown that can be relied upon for reasonable
further progress, but, in fact, there has been an
agreenment with another new source that the intent
is to use this shutdown as an offset and that the
agency should not, in fact, rely upon it as part of
its reasonable further progress or rate of progress
pl an denonstration

MR, FORCADE: If | understand you correctly,
t hen, an advance contractual arrangenent to shut
down a source does not depend on that being a
repl acenent for the unit that was shut down?

MR ROVAINE: That's correct.

MR, FORCADE: Ckay. Thank you.

Under nonattai nnment new source review,
is there a maxinumtime period which the agency will
al | ow between the shutdown of the Facility Y and the
start of operations and the start of operations of

Facility X where there was advance agreenent for

L. A REPORTING - (312) 419-9292
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this?

MR, ROVAINE: Historically, we have tried
to use the five-year contenporaneous tinme period
as the period within which em ssion reductions
shoul d be used.

However, |'m not aware of any provision
in the regulations that would restrict that. \at
really affects that is whatever case-by-case
requi renents were devel oped in the provision
shut down, what occurs in terns of the reasonable
and further progress plan, and as | guess | also
said, we have had no projects that involve LAER

To date, we haven't had any projects
that have come to fruition involving externa
of fsets where one source provides the offset,
anot her source takes that offset and actually builds
something. So we don't have a precedent to reply
upon.

MR, FORCADE: Could you tell me what kind
of docunentation nust be provided to M. Forbes
in advance to get his approval for not counting
the facility shutdown in his database?

MR ROVAINE: | think the key thing is that

that source not sinply withdraw their permt, that

L. A REPORTING - (312) 419-9292
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the source, as part of their correspondence wth

the permt section, indicate t
permt is being withdrawn, thi
exi sts.

MR, FORCADE: Does the

hat even though this

s ot her agreenent

agency maintain a

dat abase or other listing of possible offset

sources”?

MR ROVAINE: W do not

mai ntain a specific

dat abase of possible offsetting sources. W have

mai nt ai ned our general inventory that certainly

i ndi cates the sources that are out there. W can

make t hose dat abases avail able to peopl e upon

request.
The ot her source
we have about offsets is sinpl

where a particular permt anal

of information that

y anecdotal information

yst becones aware of

thi ngs that may be occurring and upon di scussi on

wi th an anal yst, just general
make that information availab

in satisfying the offset requ

y inquire and al so
e to assist a source

rement .

I think one of the things that the

trading programdoes is to create infrastructure

that would neke it easier for

sources to obtain

of fsets because there will, in fact, be a narket

L. A, REPORTI NG -

(312) 419-9292

for ATUs and there will be a database.

So that is certai

sources in the circunstance

nly an advantage for

The ot her thing that
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the trading programdoes is it helps establish in
much clearer ternms what rights a source has in terns
of ATUs and al | owances which is sonething that I
said is not very well-defined, for exanmple, in the
terns of length of duration.

Certainly, in the absence of that
i nformation, | think nmy general perspective is
sources have been fairly -- well, | didn't really
want to volunteer that they've had em ssion
reducti ons because they're afraid that he had ot her
interest in those ren ssion reductions that are --
their purposes may not be the sane as the source's
in this respect.

MR, FORCADE: kay. Continuing fromthe
exanple in Question 1, fromwhat type of facility
may a facility purchase nonattai nnent new source
review offsets? A., May you purchase nonattai nment
new source review offsets froman Illinois facility
that is not subject to Title 5 of the Cean Air Act,
but does have a federally enforceable state operating

permt?
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MR, ROVAINE: Certainly, there are
ci rcunst ances where this could occur. The key point
of an enmission offset is that it has to be readily
enf orceabl e and permanent.
Certainly, a federally enforceable state

operating permt would be a neans to nmake an em ssion
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reduction pernit and, in fact, the reason that
I[I'linois started a federally enforceable state
operating permt was to make of fsets enforceable.

It predated the Title 5 permt program
and is sonething that now we have also relied
possi bly upon for the Title 5 permt.

MR, FORCADE: May Facility X purchase
nonatt ai nment new source review offsets froma source
whose actual emi ssions are | ess than 50 percent of
the maj or source thresholds and therefore, requires
only an Illinois mnor source air permt?

MR, ROVAI NE: Yes and no. They could nake
t hat purchase, but then in ternms of making that
em ssi on reduction enforceable, we would probably
have to get that mnor source covered by a federally
enforceabl e state operating permt.

MR, FORCADE: Last, may they purchase offsets

froma source such as a gas station so fall small it
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does not need an air permt?

MR, ROVAI NE: Theoretically, yes. | would
wonder how again we woul d ever make this type of
em ssion reduction permt enforceable. | would
guestion as a practical matter whether they relied
upon it as an offset.

MR, FORCADE: kay. At this tine, if it's
possible, | would Iike to continue the nonattai nment

new source revi ew and ERMS questions which are found



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

10

11

12

at Page 41 of our --

THE HEARI NG OFFI CER: Before you go on, there
is a Subpart D on Page 5. Do you want to finish that
up?

MR, FORCADE: Oh, I'msorry. My the facility
pur chase nonattai nnent new source review offsets from
nmobi | e sources such as those in the conplete vehicle
program under Part C of Title 3?

MR, ROVAI NE: Theoretically, yes. As a
practical matter, | don't see how they woul d work
that out with the probl em bei ng under the conplete
vehi cl e programs, fromny perspective, only
accel erate and perhaps turn over vehicles of
particul ar fleets.

You have to have a difficult problem
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comng up with a particular em ssions reduction that
would, in fact, permt it enforceable. At sonme tine
the natural turn of vehicles probably catch up with
you.

Gal e, would you agree with me or have |
m spoken.

MR, NEWON: | agree with you unl ess you had
an ongoi ng program where they bought X nunber of
vehi cl es every year.

M5. McFAVWN.  Coul d you speak up?

THE HEARI NG OFFI CER:  Coul d you speak up,

pl ease?
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MR, NEWION: Onh, | agree.

MR FORCADE: If | could, | would like to
continue the new source revi ew question section of
our January 27th submittal, which begins on Page 41
near the bottomrather than breaking up the issue
into two sections.

Consi der the foll owi ng scenari o:
Facility X obtains all avail able nonattai nment new
source review offsets by purchasing and shutting down
facility-w de, which has past actual em ssion of
156 tons and an all owabl e of 234 and a baseline of

65. Facility Y shuts down on January 1, 2000.
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839

Facility X and Y are both owned by the sane
corporation, Z  Under nonattai nment new source
review, Corporation Z shuts down Facility Y, how
many nonattai nment new source revi ew of f set
credits may Facility X acquire, 156 tons or 234?

M5. SAWER: Wbul d you give us just a noment?
W're alittle |ost.

MR FORCADE: Sure.

MR ROVAI NE: The answer is none.

MR, FORCADE: (kay.

MR. ROVAINE: The rationale for that is this
em ssion reduction or the shutdown woul d have
occurred January 1, 2000. We would assune that the
tradi ng program woul d have been in operation for over

a year by that point so that the tradi ng program
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woul d affect how this transaction m ght occur.

MR, FORCADE: As a followup, am| assuning
correctly that you believe the board will adopt this
by January 1, 1998, and that sonetinme prior to
January 1, 2000, U.S. EPA woul d approve the
conversion from nonattai nment new source review under
t he existing programunder Part 203 and the new
programthat would flow fromthe ERMS progran?

MR ROVAI NE:  Yes.

L. A REPORTING - (312) 419-9292

840

MR, FORCADE: So this would be handl ed all
under the ERMS program assum ng U S. EPA has
approved that part of the Nonattai nnent New Source
Revi ew Progr anf?

MR, ROVAI NE: The question that you are
raising in my mnd is whether U S. EPA in fact,
has to approve the ERMS programfor this to becone
effective at the state |evel.

MR, FORCADE: No. Actually, the question that
" masking is when you have an existing federally
approved Part 203 Nonattai nnent New Source Review
Program which has historically operated on annual
emi ssi ons.

If I"mcorrectly understandi ng the
agency's proposal, they intend to replace this
annual -t o-annual accounting period with a
seasonal -t o- seasonal accounting period. | wll

turn it back to you as to whether or not that
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change needs to be federally approved.

MR ROVAINE: | think that calls for a Iegal
concl usi on, but from mnmy engi neering conclusion is
if Facility X gets its construction pernmt from new
project, that deals with the permtting of new

project at Facility X
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MR, FORCADE: kay. | believe, then, if the
correct answer is no new source review offsets will
be needed, that Question B would not be applicable?

THE HEARI NG OFFI CER: Wy don't you read in
Question B?

MR, FORCADE: (Question B says under the
em ssions reduction system if Facility X is required
to obtain ATUs in addition to nonattai nment new
source review offsets, and | believe if | understood
Chris correctly, he said the nunber of nonattai nnent
new source review credits woul d be zero because
handl ed under the ERMS systemat that point in tine?

MR ROVAINE: That's correct.

MR, FORCADE: kay. So, then, again under
Question C --

MR, ROVAINE: Ch, are you done with Question
B?

VR FORCADE: If there are no new source
review offsets coming into play because the ERVB
program has replaced it, then, you will sinmply be

dealing with this as an ERMS source wishing to
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construct under acquiring ATUs, is that correct?
MR ROVAINE: Well, | guess the problem

that I have with the exanple is | don't have any
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construction project.

MR, FORCADE: Well, okay.

MR, ROVAI NE: Wiat we are tal king about?
This seens to be sone sort of a transaction involving
the transfer of ATUs fromone facility to another
facility, both owned by the sanme conpany, that would
then affect their operation on a continuing under the
tradi ng program

MR, FORCADE: Then, again, under Question C,
because there is no nonattainment new source review
of fset credits being transferred, the question would
not have neani ng.

Question D, |ikew se, would have no

meani ng.

M5. MFAVWN.  |I'msorry. \What was the answer
to your initial question?

MR, FORCADE: Al of the questions of this
have been prem sed under the theory --

M5. McFAWN  But what did he answer in
response?

MR, FORCADE: Oh, I'msorry. | thought he
shook his head yes.

M5. McFAVWN.  That doesn't go on the record.

Chris, do you want to respond?
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THE HEARI NG OFFI CER:  Why don't you go back

Can you read back the question and the answer?
Are you going to withdraw C and D?

MR FORCADE: | would like to wthdraw B,
C, and D under the agency's assertion that no
nonatt ai nment new source review offsets would
be transferred post-2000 because the program
woul d be controlled by the ERVS ATUs and in such
ci rcunmst ances, those questions have no rel evance.

M5. SAWER: | think there may be sone
clarification needed just exactly.

THE HEARI NG OFFI CER: M. Rommine, let ne
ask this question because of your answer in
Question A, does that nake Questions B, C, and D
not applicabl e?

MR, ROMAINE: It does make Questions B, C
and D inapplicable. Questions E is not applicable
for another reason in that | don't know where this
first year of operation cones in.

THE HEARI NG OFFI CER: W haven't gotten
to Question E

MR ROVAINE: | need to knowis this a
continuation of previous questions?

MR, FORCADE: They were all premn sed under

L. A REPORTING - (312) 419-9292
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t he questions which start out there will be a
construction project and we have sinply noved it
fromthe period of 1997 to 2000. | apol ogize if
that wasn't clear

The questions originally posed under
the year 1997, if I'mcorrect in sunmarizing the
agency, there was a nonattai nment new source revi ew
of fset requirenent as a conmponent to the answers.

Then, we noved to the year 2000. The
guesti on was posed, and the response, if I'm
correctly characterizing it fromthe agency, was
that there was no nonattai nment new source review
conponent to construction and transfers that take
pl ace in the year 2000 because it will be handl ed
by the ERVMS ATU program

["mjust wishing to clarify that that's
true because that would nmake Questions B, C, and D
irrelevant.

M5. SAWER | think our confusion with this
guestion was the way it's worded, it doesn't really
pose a pendi ng construction project in the first
pl ace.

M5. McFAVWN:  That assunption was the basis

of your answers, M. Romaine, up to this point?

L. A REPORTING - (312) 419-9292
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MR, ROMAI NE:  Yes.

M5. McFAWN:  Should we start again to get that
assunption in?

MR, FORCADE: Mbving back to Page 41, Question
1, with Facility X shutting down and a
cont enpor aneous application to the agency for a
construction and the desire to secure appropriate
agency permts and if necessary, appropriate ERVG
credits to allow operation of a new facility, I'm
posi ng now Questi on A under nonattai nment new source
reviewif it is applicable if Corporation Z shuts
down Facility Y, how many nonattai nnent new source
review credits may it receive for the new
construction and would it be 156, 234, or sone other
number ?

MR, ROVAINE: The period of tinme that's being
described -- when it is Facility X --

MR, FORCADE: This would be June 1, 2000. |
apol ogi ze in that sentence was |left out.

MR, ROVAINE: We would be dealing with a
shutdown of a facility, | assume that the facility
was shut down and the permt was w thdrawn before
this facility -- this transaction was proposed.

MR, FORCADE: This was contenporaneous. This
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is shutting down one facility to start operations at
anot her | ocati on.

MR ROVAINE: Well, the tradi ng program woul d
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be in place at that point and a

transfer between

Facility X and Facility X would be in terns of ATU

You have descri bed a baseline em ssions

of Facility Y of 65 tons per season

course, isn't necessarily its al

| ot nent.

That, of

If its allotnment were reduced by 12

percent as generally you have assuned,

only be, in fact, 57.2 tons per

year of em ssions --

t here woul d

| mean -- of allotnent trading units created or

avail able for Facility Y.

The further question that

has to be

asked is whether this is considered a source

shutdown. So we woul d take 20 percent of those

em ssi on decreases and transfer

t hem over

to the

ACMVA account or if, in fact, this arrangenent

where Facility Y will satisfy the offset

requi r enent

for the new operation of Facility X which occurs

over tinme so that there is not a fina

Facility Y until the new em ssion unit

oper ati onal

shut down of

becomnmes

You do have to make the adjustnent of

L. A REPORTING - (312) 419-9292

the em ssions to account for the all ot nent

process,

but then there is a further adjustnment that you

probably have to work on a case-by-case basis to

see how t he shutdown provision t

hat requires 20

percent of source shutdowns when the permt is

w thdrawn to be transferred over

t he ACMVA

847
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So in terns of the question, the correct
answer is certainly neither, 156 or 234. There is
certainly no offset credits transferred. There would
be a transfer of ATUs, a transfer of ATUs 57.2 tons
wort h and conceivably 80 percent of that.

MR FORCADE: | think we have answered all of
the questions there if I'mcorrect that the operating
facility would not need to purchase any offsets.

You said no of fsets woul d be transferred, but new
construction would not need to purchase -- would
not need to acquire nonattai nment new source review
of fsets and instead it would require ATUs, is that
correct?

MR ROVAINE: No. W' ve asked about the
transfer. Now, the question is what sort of
ATUs woul d be required for the new em ssion
units.

You proposed that the new em ssion
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uni ts woul d have actual seasonal emi ssions of ten
tons per nonth for five seasons. That woul d be
50 tons of actual emissions. So they would have
to provide 1.3 ATUs for each 200 pounds of those
emi ssi ons.

MR, FORCADE: | appreciate that. |'m not
trying to bel abor the point here.

My question was a concl usion of the

nonatt ai nment new source revi ew of fset program and
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its replacement by ERVMS and |'m asking woul d t hey
have to acquire any nonattai nment new source revi ew
of fsets. |'mnot asking about the ATUs. |'m asking
about nonattai nnent new source review of fsets under
Part 203.

MR ROVAINE: Well, the offset provision of
new source review as still they would have to be
resolved in terns of allowance trading units.

M5. MFAWN.  And that's why it's a 1.3 ratio?

MR, ROVAINE: Yes. Once the trading program
is in place, the offset requirenent would still
apply with further refinenent to how that offset
requirenent is being inplenented that is now being
put into place through the trading program So you

woul d have a conbi nation of two progranms in place.
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MR, FORCADE: One nore tinme, if they acquire
the appropriate of ATUs, whatever that nunber is,
they would not be required to go out and purchase
addi ti onal nonattai nment new source review offsets
and the ATUs woul d satisfy the requirenent?

MR, ROVAI NE: You have conbi ned two things.

I think a sinple answer woul d be yes, but the point
is they woul d never have to buy offset credits.

VWhat they m ght have to buy is if they
don't have enough ATUs to satisfy their requirenent
for the new emni ssions.

MR, FORCADE: But they would not have to
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pur chase bot h?

MR, ROVAINE: That's right.

MR, FORCADE: (ood. Thank you. | appreciate
that. kay. | believe that concludes Question 1.
I"mgoing on nowto Question 2. If a

source which begins operation of a major nodification
hol ds ATUs in conpliance with 205.150(c)(2)(A), wll
a source be required under nonattai nment new source
review to obtain other em ssions offsets during the
nonseasonal period?

If I"mcorrectly understandi ng your

previ ous answer, the answer is no, they will not?

L. A REPORTING - (312) 419-9292

850

MR ROVAINE: That's correct.

MR, FORCADE: | believe you just answered
three. | believe you have answered four. | believe
you have answered -- oh, actually, at this point that

concl udes the nonattai nment new source revi ew

guesti ons.
Wuld it be appropriate to --

THE HEARING OFFICER | think we need to end
it here today. | think we are all getting pretty
tired. | think Lori is getting pretty tired there
t 0o.

Let me just first state that | think we
want -- | think Ms. Rosen has sone conments she wants

to make on the record.

M5. ROSEN:  Yes.
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THE HEARI NG OFFI CER: Do you want to do that
real quick or as quick as it can be?

M5. ROSEN Sure. On behalf of ERG | would
like to make a coment regardi ng the proposed use of
t he vi deo conference.

Most inportantly, ERG does not oppose
the use of the new technol ogy. W support the use of
it, but we believe that its use could raise a nunber

of issues and we are just putting the issue out here
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for maybe some di scussion to know whet her the board
has considered all of these different issues and
gi ven thought as to how they m ght be resol ved.

W particularly have a concern regarding
whet her the use of the video conference will dimnish
the quality of the evidence and the debate and the
ability to cross-exani ne the w tness which could
i npact the record as a whol e.

To that end, we are concerned with if
the quality is dimnished, has the board determ ned
what wei ght they want to give the evidence, that is,
that results fromthe video conference.

Qur suggestion is that prior to the
wei ght determ nati on bei ng deci ded that the
participants to the proceedi ng have an opportunity
to comment on whet her the process worked and whet her
what was elicited was productive and everybody got

their questions answered given the format.
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To that end, if the process doesn't
work, will the board give the agency an opportunity
to have the witness cone in person so that it can aid
in the creation of a conplete record.

Qur concern is also prem sed on the

potential precedent that it could set if this is just
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allowed given -- we are trying to acconmodate sone
unusual circunstances, but if it's allowed this tineg,
inthe future, will our participants in rul emakings
be able to take advantage of it when their schedul es
can't work with the schedul e established by the
board? WII they be able to speak from ot her venues?
That's basically our comment. W hope
that sometine prior to the tel econference, we wll
have a discussion that further flushes out all of
t hese i ssues and i npacts.

THE HEARI NG OFFI CER: Thank you. Are there

any other conments along that sanme vein?
In the back?

MR TREPANIER | have some concern that the
agency has sel ected soneone that they know who is
goi ng to be unavail abl e because the schedul e of the
| egislature in Woning is published and then this
is soneone who is review ng the program and didn't
i ndependently analyze this. So | do have concerns
that somebody with these restrictions was sel ected

by the agency to nove forward with this testinony.
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M5. SAWER: Could | just respond to that
briefly?

First of all, M. Case was sel ected for
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exactly the opposite reason because he did anal yze
the program He was involved in the design process
and he further analyzed the economic inpact. The
reason that he was the best person is because he was
involved in the earlier stages of designing the
program As to your accusation that that was our
intent, you know, | think we would deny that.

M5. McFAWN: | don't have any of M. Case's
prefiled testinony before nme right now, but are his
qualifications attached to that by any chance? |
don't have it in front of ne.

M5. SAWER: No. Sarah -- | don't have it in
front of ne.

M5, McFAVN: kay. Well, then, does anyone
on the panel know ot her than what Ms. Sawyer just
told us why he becane involved in the design teanf?
H s specialties perhaps other than he is a
| egi sl ator?

MR. NEWION: He is a Ph.D. economnist.

M5. MFAWN. He is a Ph.D. econom st, did you
say?

MR, NEWION:  Yes. And | think he teaches at
the University of Wom ng.

MR MATHUR:. Are we off the record?
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THE HEARING OFFICER: No. W're on the
record.
MR, MATHUR: | was going to .
V5. McFAWN: Wait until we're off the record
to make your commrent.
MR NMATHUR No. | can nake it on the record

about M. Cale Case. He is a Ph.D. economist. Heis
a professor at Wonming State. He is a state
| egi sl ator, which we shouldn't hold that against him
He was on the design team as an econom ¢ consul t ant
and as a part of the Pal mer Bell evue Conpany.

M5. McFAVWN.  OF what conpany?

MR MATHUR: O the Pal ner Bell evue Conpany.
He was instrunental in hel ping the agency over the
past several years in the design effort.

V5. McFAVN: kay.

THE HEARING OFFI CER:  Is there any way the
agency can find out fromDr. Case the Woning's
| egi sl ative session schedul e?

M5, SAWER Do we know it now, Sarah?

M5. DUNHAM It ends on March 5th.

THE HEARI NG OFFI CER | believe there is
usual ly a spring break or at least there is one in

Il1inois.
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If you could actually provide that
somehow in witing and |l et us know when that break is
just in the offhand chance we do decide to actually
want himhere to testify.

M5. SAWER: You want it in witing?

THE HEARI NG OFFI CER: Just let us -- | would
like to know a little bit nore than just off the top
of our heads if it definitely is March 5th.

M5. SAWER: It is. It definitely is.

THE HEARI NG OFFI CER: kay.

M5. ROSEN: Al so, when you consider the timng
that he's going to -- if the tel econference cones
about, he is scheduled very late in the day. Once
his formal testinony gets presented and then the
panel and he begin to answer questions, are we
realistically going to be able to conclude the
ext ensi ve econoni c questioning that | have envi si oned
on that day and what will we have to do to
acconmodate the end of his testinony? That's one
nore issue.

THE HEARI NG OFFI CER: That, quite honestly,
has been a concern of mne fromthe begi nning, but
let's just say at this point that everything has been

t aken under advi senent of the board. | don't know if

L. A REPORTING - (312) 419-9292
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we w
wll,

wi

have the transcript done. | don't think

we

but surely board nmenbers present and nysel f

renenber what the conmments were and we wil |l

of discuss that.

M5, McFAVN: Those wi || wel cone, your

concerns. The ones that M. Fei nen has nentione

has been a concern of the board. It has been

di scussed as has several of the other concerns

rai sed.

tel econferencing, but as M. Feinen says, we have it

under

ki nd

d

W still have to work out the details of the

advi senment. Keep in mnd, too, we mght -

t hi nk your comments were really good. | don't k

if we can answer those issues before we even try it.

MR ROSEN: We under st and.

MB. SAWER: We understand that if we do

get through the questions, that we have to go on

get through the questions on the econonic stuff.

M. Case's prefiled testinony, it nmade no indication

t hat

t hat

MR, TREPAN ER: | saw that when | read

now

n't

to

he had been a nmenber of the design team only

he

br ought

had revi ewed the agency's work. That's why |

up that concern. | didn't want it to be

treated as an accusati on.

now at this point what's planned for

recor

j ust

THE HEARI NG OFFI CER: Ckay. Let ne disc

d.

put
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next week on the
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We're going to continue this matter
until February 10th, Monday, at 9:00 o' clock. Not
10: 00 o' cl ock, but 9:00 o'clock. W are going to set
out the norning with the testinony fromthe design
team M. Conpton, M. Ziesmann and M. Jerik. The
qguestioning of the design teamw || be turned back to
t he panel for questi oning.

Then, that will probably round out the
10th. On February 11th, once again, we'll start out
at 9:00 o' clock inthis room W'I|Il start out the
nmorning with the panel and questioning. We will
continue to the panel until, | wll say, roughly
2:30 or 2:00 o' clock.

At that tine, we will hopefully have the
agency present the testinmony of Sarah Dunham whi ch
will carry us into the 3:15 time for the presentation
of Dr. Case's testinony and then we will start
guestioning as quickly as possible after that.

Are there any questions? Are there any
other matters? Al right. W wll then continue

this matter on the 10t h.

L. A REPORTING - (312) 419-9292
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(Wher eupon, no further proceedings
were had in the above-entitled
cause, to be recomenced on
February 10, 1997, at 9:00

o' clock a.m)
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STATE OF ILLINOS )
SS.
COUNTY OF COOK )

I, LORI ANN ASAUSKAS, CSR, RPR, notary
public within and for the County of Cook and State
of Illinois, do hereby certify that the testinony
then given by all participants of the rul emaki ng
heari ng was by ne reduced to witing by neans of

machi ne shorthand and afterwards transcri bed upon

a conputer, and the foregoing is a true and correct
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transcript.

I further certify that I amnot counse
for nor in any way related to any of the parties to
this procedure, nor aml in any way interested in the
out cone t hereof.

In testinony whereof | have hereunto set
nmy hand and affixed ny notarial seal this 25th day of

February, A D., 1997.

Lori Ann Asauskas, CSR, RPR
Not ary Public, Cook County, IL
Illinois License No. 084-002890

SUBSCRI BED AND SWORN
before ne this 25th
day of February, 1997.

Not ary Public
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