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PROCEEDI NGS
(Septenber 18, 2000; 9:45 a.m)

HEARI NG OFFI CER KNI TTLE: My nane is John Knittle. | am
the Chief Hearing Officer for the Illinois Pollution Contro
Board and al so the assigned Hearing Oficer in the matter before
us here today entitled, People of the State of Illinois versus
Panhandl e Eastern Pi pe Line Conpany, Pollution Control Board
Docket Nunmber 1999-191. Today's date is Septenber the 18th of
the year 2000. It is approximately 9:45 a.m W are here at the
Board's offices in Springfield, Illinois.

And just for the record, this hearing was noticed publicly
pursuant to Board regul ati ons and the Environnmental Protection
Act and will be run in accordance with Sections 103.202 and
103. 203 of the Board's regul ations.

| want to note that we have Board Menmber Marili MFawn
present here today. She is the assigned Board Menber for this
case.

BOARD MEMBER McFAVWN:  Good nor ni ng.

HEARI NG OFFI CER KNI TTLE: Al so fromthe Pol lution Contro
Board is Hearing Officer Brad Halloran. He is also present here
t oday.

I note for the record that there are no nenbers of the
public present to this point not affiliated with one of the

parties. |Is that correct? Not hearing anything, | am assum ng
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that is correct. So currently we have no nenbers of the public
present. | want it noted that if, in fact, we do have nenbers of
the public showing up fromtine to tine throughout the hearing,
will informthemthat the Board is eager to hear public comrent,
and we will be willing to nmake acconmodations for themto provide
public coments, although the tinme for public comment period is

after both cases-in-chief have cl osed.

| also want it reflected on the record that -- and | am
sure that nost of you know this. | do not nake the ultinmate
decision on this matter. That is nade by the Illinois Pollution

Control Board, conprised of seven nenbers throughout the State of
IIlinois. My job is to rule on evidentiary nmatters and present
the Board with a concise and hopefully clear record for themto
base their decision upon.

W have tal ked off the record about a nunber of prelimnary
matters, but before we get involved with that, I want the parties
to introduce thensel ves, starting with the conpl ai nant.

M5. CARTER | amSally Carter for the People of the State
of Illinois. Sitting at the counsel table with nme | have Specia
Assi stant Attorney Ceneral, Robb Layman, to ny right. And to ny
left | have Assistant Counsel Dennis Brown fromthe I1linois EPA

HEARI NG OFFI CER KNI TTLE:  Thank you.

MR BOYD:. Good norning. | amEric Boyd with the law firm
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1 Snetana and Phil Dei sch with Duke Energy.
2 HEARI NG OFFI CER KNI TTLE: Thank you, M. Boyd. That takes

3 us to prelimnary natters. W had a bunch of issues that we

4 di scussed before we started this up off the record. The first
5 thing | want to note is that M. Laynman -- Ms. Carter has filed
6 today an appearance before the Board; is that correct?

7 M5. CARTER  That's correct.

8 HEARI NG OFFI CER KNI TTLE: | have the original and nine

9 copies in front of me?

10 Ms. CARTER  Yes, you do.

11 HEARI NG OFFI CER KNI TTLE: M. Boyd?

12 MR, BOYD: No objections.

13 HEARI NG OFFI CER KNI TTLE:  All right. W will accept this

14 appearance. M. Laynman, you are nore than wel cone to appear and

15 participate before the Illinois Pollution Control Board in this
16 matter.
17 W al so have a notion to suppl enment the economi c benefits.

18 Let's take these one at a tine. There were two different notions
19 that we have to address.

20 Ms. Carter, what is the first one?

21 M5. CARTER The first notion that is before the Board is
22 the notion to supplenent the econoni c benefit cal cul ati ons of our

23 witnesses, M. Styzens and Dr. Nosari. And they sinply pertain
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1 account for a partial year estinmate, and al so sinply enploys a
2 different time period for the calculations as well.

3 HEARI NG OFFI CER KNI TTLE: Al right. That was filed on

4  Septenber 14th?

5 MS. CARTER Yes, M. Hearing Oficer.

6 HEARI NG OFFI CER KNI TTLE: Along with a notion for |eave to
7 file that | forgot to include.

8 M. Boyd, do you have any objection to this notion?

9 MR BOYD: No objection. But we did have discussions with
10 Counsel for the conplainant to make clear that of the six

11  versions of an econom c benefit calculation that were provided

12 with that notion the State intends to rely on three of the six.

13 M5. CARTER  That's correct.

14 HEARI NG OFFI CER KNI TTLE: Is that correct, Ms. Carter?
15 M5. CARTER  That's correct.

16 HEARI NG OFFI CER KNI TTLE: Al right. M. Boyd, anything

17 further?

18 MR BOYD: Wll, | would like to identify which ones, for
19 the record. | amnot quite sure howto identify them
20 M5. CARTER | can go through those for the record right

21 now. The three additional ones that we will be relying upon are

22 a docunent of the original revised, and the three docunents that



23

24

10

11

12

13

14

15

16

17

18

19

20

21

22

are associated therewith. The next one is for the tinme period of

February 1988 through August of 1999, and is identified as

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

wei ght ed average cost of capital and the three docunents
therewith. And the third one is for the sanme tine period but is
for the prine rate and the three docunents that are associ ated
therewith. |Is that clear?

MR BOYD: That's clear for nme.

HEARI NG OFFI CER KNI TTLE: Okay. Based on that
representation, M. Boyd, do you have any objection to this
Sept enber 14th notion?

MR BOYD: No, | don't.

HEARI NG OFFI CER KNI TTLE: Ckay. The notion is granted.
That will be allowed.

The next notion, Ms. Carter, you filed on Friday, the 16th;
is that correct?

M5. CARTER Yes, M. Hearing Oficer.

HEARI NG OFFI CER KNI TTLE: And | don't have a copy of that
before nme. Could you explain that one to us?

MS. CARTER:. That notion pertains to sone additiona
cal cul ations that Counsel for the conplainant just recently
di scovered that were perforned by an inspector for the Illinois
EPA. | can go into further detail if the Hearing Oficer --

HEARI NG OFFI CER KNI TTLE: Let's find out if it is

necessary.
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object to such a late filing, | think the State has laid out in
their own notion the reason for the |ateness. And given that, we
have no obj ecti on.

HEARI NG OFFI CER KNI TTLE: Ckay. This notion is granted as
well. | do want it noted for the record that there was a third
nmotion filed by Panhandle. Actually, it was their first notion
It was filed on August 25th. Respondent’'s notion for |eave to
file supplenment to the report of econom c benefit expert. W
di scussed that at our final prehearing conference. | granted
that notion. | just want that noted for the record. So that
notion was granted as well.

We do have a nunber of stipulations, the first being a
stipulation of hearing exhibits. |Is that correct, Ms. Carter?

M5. CARTER Yes, that's correct.

HEARI NG OFFI CER KNI TTLE: Let's go over what those are.
don't think we have to go over every one at this point. As |
recall fromour off-the-record discussion we were going to
reference them as they becone needed; is that correct?

M5. CARTER That's correct.

HEARI NG OFFI CER KNI TTLE: Coul d you identify the title of

t he docunent and al so the nunmber of exhibits that we are
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may be nore docunments in here, but it is identified as 24
exhi bits.

HEARI NG OFFI CER KNI TTLE: M. Boyd, you agree that that is
what we are stipulating to, with the Stipul ated Hearing Exhi bits?

MR BOYD: Yes, we do, with the one caveat that Stipul ated
Exhi bit Number 11, which is the 1994 annual emi ssions report, we
believe is inconplete and we have anot her docunent which we
purport to be a conplete enissions report, and it is going to be
the 14th exhibit that we will introduce that the State has al so
agreed to stipulate to the adm ssability of.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, do you agree with
that statenent, that Stipulated Exhibit Nunber 11 is not conplete
and that we are going to --

M5. CARTER. No, the State disagrees with that statenent.
The State maintains that group exhibit -- Stipulated G oup
Exhi bit Nunber 11 is conplete. However, we have no objection to
stipulating to the adm ssibility of their Exhibit Nunber 14, is
that correct, separate and apart fromthe stipulated hearing
exhi bits.

HEARI NG OFFI CER KNI TTLE: So we are going to have a

stipulate exhibit -- a Stipulated Hearing Exhibit Nunber 11,
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M5. CARTER. Not to the admissability thereof, no.

HEARI NG OFFI CER KNI TTLE:  Ckay.

MR, LAYMAN. Just to the placenent thereof.

MR BOYD: If | may, there is a disagreenment as to whethe
a sheet which lists em ssions was included in the annual report
or not. So to the extent that the stipulation is that the 1994
em ssions report is conplete, then we do not agree that the
Stipul ated Exhibit Nunmber 11 is the conpl ete annual em ssions
report.

HEARI NG OFFI CER KNI TTLE: Al right. W are agreeing on
the admissibility, though, correct?

MR BOYD: Yes.

HEARI NG OFFI CER KNI TTLE:  Ckay.

MR BOYD: On the admissibility of those pages including
only.

HEARI NG OFFI CER KNI TTLE: Ckay. That is noted for the
record. | also want it noted that we have copies of the
Stipul ated Hearing Exhibits both for the witness and nyself as
wel | as each menber of Counsel, correct?

MS. CARTER. That's correct.

11

r
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Al right. So Stipulated Exhibits 1 through 24 are

admtted into evidence.
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(Wher eupon sai d docunents were duly nmarked for purposes of
identification as Stipulated Hearing Exhibits 1 through 24
and admitted into evidence as of this date.)

HEARI NG OFFI CER KNI TTLE:  Which takes us to prior
i ncorporation of testinony, correct?

MR LAYMAN: That's correct.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, what do we have on
t his?

M5. CARTER On that we have hearing transcripts fromthe
previous permt appeal proceeding that it is nmy understandi ng
have been agreed to for both parties for two wtnesses, M. MKke
Davi dson and M. Chris Ronmaine. It is only portions of their
testinony that is included therein. There are four copies for
the Board to incorporate those fromthe prior proceedings into
thi s proceedi ng.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR, BOYD: No objections.

HEARI NG OFFI CER KNI TTLE: Any comment before | get started
on ny --

MR BOYD: No conments.
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the Board's regul ati ons which states that upon the separate
witten request of any person or on its own initiative the Board
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or Hearing Oficer may incorporate materials fromthe record of
anot her Board docket into any proceeding. There has been no
witten request, but | want it noted that on ny own record | am
i ncorporating these, then, into this proceeding.

Now, we do have the original and -- actually, we have four
copies of the material to be incorporated, Ms. Carter?

M5. CARTER  Yes. Actually, right now you have three
before you. Counsel for the respondent has the other one. W
will give that to you at the end of the day if that is
acceptable. It is sinply so Counsel for respondent can rely upon
it during the --

HEARI NG OFFI CER KNI TTLE: That is perfectly acceptable.
The rules do state that the nmaterial nust be relevant to the
proceeding. | think based on the representati ons by both Counse
| have found it relevant to the proceeding, and we will go
forward fromthere. These are accepted as well and incorporated
into this proceedi ng.

Do we need to go over these page by page -- not page by

page, but page to page, Ms. Carter, or just let themstand here?
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M5. CARTER | don't think that is necessary unless Counse
for respondent does.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: No, | don't think so

HEARI NG OFFI CER KNI TTLE: Ckay. We will just let them
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stand, then. These are accepted. Wich takes us to -- well,
that's all | have for prelimnary matters. |s there anything
am mssing? M. Carter?

M5. CARTER | don't believe so.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: Not at this tine

HEARI NG OFFI CER KNI TTLE:  All right. Let's nove forward
wi th openi ng statenents.

Ms. Carter, you may proceed.

MS. CARTER  The People of the State of Illinois are before
the Illinois Pollution Control Board due to respondent, Panhandl e

Eastern Pipe Line Conpany's significant net emi ssions increase in
ni trogen oxide, or NOx em ssions, fromthe existing source. The
State will present three witnesses pertaining to the foll ow ng
i nformation.

One, Panhandl e's replacenment of an existing source resulted
in a net nitrogen oxide em ssion increase in excess of 39.9 tons
per year.

Secondl y, Panhandl e's operation of this new source and
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em ssions was in excess of the 461.3 tons per year linmt
contai ned within the respondent’'s operation permt.
And, three, Panhandle has failed to address the applicable
federal Prevention of Significant Deterioration, or PSD,
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requi renents.

In addition to these three witnesses, the People will offer
testinmony fromtwo wi tnesses who will discuss their range of
calculations relative to Panhandl e's econom ¢ benefit that
resulted fromthe respondent's del ayed cost of installing the
necessary pollution control equipnent. The State will address
the gravity conponent of an appropriate penalty, that should be
assessed by the Board, in the State's brief.

Based on the facts that will be presented in this hearing,
the People of the State of Illinois respectfully request that the
Il1linois Pollution Control Board find the respondent, Panhandl e
Eastern Pipe Line Conpany, in violation of the Cean Air Act, the
II'linois Environnental Protection Act, and its operationa
permts.

In addition, the conplainant requests that the Board assess
a penalty that includes the respondent's econonmic benefit due to
its delayed cost of installing the necessary pollution contro

equi prent, and additionally includes a gravity conponent, as
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presented by the People of the State of Illinois. Thank you.

HEARI NG OFFI CER KNI TTLE: Thank you, Ms. Carter

M. Boyd, do you have an openi ng statenent?

MR BOYD: Yes. Thank you. There is no question that NOX
em ssions fromengines 1116 through 1119 exceeded the 461.3 ton
per year limt. The emi ssions fromthe engines exceeded that
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level in 1989, the first full year of operation, and in every
year since then. Panhandle provided information to that effect,
upon the Agency's request, as part of the 1997 pernit proceedi ng.
Panhandl e adnmitted that fact in its answer to the conplaint in
this case.

So if that's the case, then why are we here? Wat this
case really involves is the significance of exceeding the 461.3
ton per year NOx limt and what relief may be appropriate as a
result of those exceedances.

Panhandl e has asserted five affirnmati ve defenses. The
first two affirmative defenses relate to the 461.3 ton per year
NOx limit itself, the manner in which it was determ ned and how
it was witten. The fact is, no one at Panhandl e understood that
the bl anket emissions Iimt would require drastic restrictions on
the manner in which the four new engi nes could operate. You will
hear Panhandl e wi tnesses say that if they had understood that to
be the case, then they could not have agreed to the linmit. They

woul d have instead installed controls on all four new engines
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when they were installed. It was not until M. Youngblut's
i nspection in August of 1996 that anyone realized that the 461.3
ton per year NOx limt, in fact, severely restricted the hours
the four engi nes coul d operate.
Panhandl e's third, fourth, and fifth affirmati ve defenses
all relate to the fact that so nmuch tine passed before the State
17

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

took enforcenment action in this nmatter. Wy is that inportant?
The State has argued that the I ength of nonconpliance is |ong,
suggesting that both the gravity and econom c benefit portions of
the penalty should be increased as a result. Panhandle will show
not only did it not understand that the 461.3 ton per year NOXX
l[imt required it to limt operations of those four engi nes but
al so that the Agency had anpl e opportunity, by its review of
permt applications, through its receipt of annual enissions
reports, and as a result of annual inspections, to discover that
the 461.3 ton per year limt was being exceeded nuch sooner than
August of 1996. Those facts reinforce the fact that Panhandl e
was not knowi ngly exceeding the 461.3 ton per year limt.

This is also not a case where the respondent has failed to
take action once an alleged violation was noted. As soon as M.
Youngbl ut's inspection in August of 1996, Panhandl e
representatives attenpted to neet with the Agency to discuss the

situation. They were told, however, probably as a result of the
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di scussions would have to wait until after the |IEPA decided
whet her to issue a violation notice.

As soon as they were able, Panhandle told the Agency that
they wanted to install clean burn controls on engines 1116 and
1117, the two engines installed in 1988, that had not already
been equi pped with clean burn technol ogy. Al though its 1997
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permt application was deni ed, Panhandl e pursued its legally
avai l abl e neans to chall enge what it considered an inappropriate
action by the Agency. Even before those challenges were
conpl et ed, Panhandl e, in August of 1999, submitted a new permt
application to the Agency, on which the Agency has not yet taken
action.

By far the biggest issue for the State, however, is that
Panhandl e al | egedly incurred an economnmi c benefit as a result of
the al |l eged nonconpliance. Wile econom c benefit is certainly a
factor for the Board to consider, Panhandl e sees the economic
benefit issue much differently than the State. The State
believes that it is appropriate to estinmate an econonic benefit
using information provided by Panhandl e regardi ng the cost to add
cl ean burn controls to engines 1116 and 1117.

Panhandl e' s expert, Jasbi nder Singh, J-A-S-B-1-NDE-R and
Singhis SI-NGH, wll testify that the State's approach to

determ ning economic benefit fails to take into account that
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Panhandle is regulated -- is operating in a regul ated market and
regul ated by the Federal Energy Regul atory Commi ssion, or FERC
F-E-R-C. In addition, M. Singh believes that there are a nunber
of issues regarding how the State's experts have cal cul ated
econom ¢ benefit, including, but not limted to the fact that the
State's experts do not take into account how rmuch Panhandl e has

agreed to spend today to install clean burn controls on those
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engines. The fact is the costs today are nmuch nore expensive
than the costs would have been in 1988, if they had installed
control s then.
W believe that based on the evidence that Panhandle -- it

wi Il be proven that Panhandl e i ncurred no econonic benefit as a
result of the alleged nonconpliance. So where does that |eave
us? Cearly, we are in the hands of the Board. W don't plan to
relive the 1998 permt appeal proceedi ng before the Board during
this hearing, and have worked with the State regardi ng the
limted nunber of stipulations to nmake sure that they don't
either. Panhandl e has said for a long tine that these issues
shoul d be resolved in the enforcenment context and not the
permtting context. W believe that the Board will ook at al

of the factors and the acts that are appropriate for considering
in an enforcement case and in the end i ssue an order in

Panhandl e's favor. Thank you.
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HEARI NG OFFI CER KNI TTLE:  All right. Thank you, M. Boyd.

Al right. M. Carter, do you want to call your first
Wi t ness.

M5. CARTER Yes. The People call Steve Youngbl ut.

HEARI NG OFFI CER KNI TTLE: M. Youngblut, if you could cone
up and have a seat next to the court reporter

Wul d you swear himin, please.

(Wher eupon the witness was sworn by the Notary Public.)

20
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HEARI NG OFFI CER KNI TTLE:  Ms. Carter
STEVEN YOUNGBLUT,

havi ng been first duly sworn by the Notary Public, saith as

fol | ows:
DI RECT EXAM NATI ON
BY M5. CARTER
Q Pl ease state your name for the record
A St even Youngbl ut .
Q Coul d you spell your last name for us, please
A Y-OUNGB-L-UT.

Q Thank you. Could you tell ne a little bit about your
under graduat e educati on?

A | received an undergraduate degree in engineering from
Purdue University in 1976. It was a degree in environnental
engi neering.

Q What type of course work did you undertake to attain
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your a degree in environnental

engi neeri ng?

A Most of the course work dealt with civil engineering,

such as waste water

sonme course work in air

engi nes.
Q Ckay.
A Yes.

Q When did you attain that?

treatment facilities, designs. There was

Did you eventually attain a graduate degree?

KEEFE REPORTI NG COVPANY
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| attained a graduate degree in 1982.

What did you attain your graduate degree in?

and thernmal engineering.

Wiere did you attain that degree fron?

A
Q
A I n environnent al
Q
A

Sout hern Illinois University at Carbondal e.

Q Can you tel

you took to attain your degree in therrmal and environnmenta

engi neeri ng?

A Most of the course work dealt, once again, with

wast ewat er treatnent design also public water supply design

There was sone course work in conbustion fuels, and sone air

pol | ution control

Q Who are you currently enployed by?

A The Il1inois Environnental

Division of Ar

Pol  uti on Control.

Protection Agency in the

pol lution control and internal conbustion

21

ne a little bit about the course work that
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Q How | ong have you been enployed by the Illinois EPA?

A | have been enployed by the Illinois EPA since 1978.

Q Can you please tell me a little bit about your duties,
when you first becanme enployed by the Illinois EPA?

A When | began, | was hired as a district engi neer out of
the Springfield Regional Ofice. Shortly thereafter the
Springfield Regional Ofice for Air Pollution Control was
downgraded to a district office. | becane the only inspector in

the Springfield district office responsible for air pollution

KEEFE REPORTI NG COVPANY 2
1- 800- 244- 0190
i nspections in 13 counties in Central Illinois, and Sanganon
County was one of those counti es.
Q How | ong did your duties involve inspections for 13
counties with the Illinois EPA?
A My duties involved inspections in those 13 counties up

until the time in early 1992 when Laurie Brinkmann, an additiona
i nspector, was hired.

Q Ckay. In 1992 can you pl ease describe your duties for
the Il1inois EPA?

A In 1992, the Agency hired one additional inspector for
the Springfield District Ofice, which was Laurie Brinkmann. At
that time we, with the help of the regi onal manager, assigned the
i nspections at air pollution sources in those 13 counties. W
split up those assignnents.

Q Prior to 1992, can you tell me approxi mately how many
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i nspections you were conducting per year?

A | was probably inspecting in the nei ghborhood of about
200 facilities -- or perform ng about 200 inspections per year
Q During that time period, approximtely how many

facilities were you responsi ble for inspecting?

A | believe the work plan had approximately 130 facilities
onit. So the additional inspections were follow up inspections
and ot her types of inspections.

Q When you reference a work plan, can you please tell ne

23
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what a work plan is?
A Each year the managenent at the Bureau of Air Pollution

put together a work plan, and this was based on the inspection
priorities or possibly on upcoming regulations, air pollution
regul ati ons. The nmanagenent put together this list of inspection
assignnents for each inspector for each district. These then
becane the work plan for that district engineer

Q Were you involved in the devel opnent of a work plan when
you first began with the Illinois EPA?

A No.

Q During the course of your inspections what were you
seeking to determine? Strike that.

During your inspections that you typically conducted in the

early 1980s, what were you typically seeking to determ ne?
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A Duri ng those inspections, | was maki ng observations and
seeking to determ ne conpliance of the facilities on the work
pl an.

Q Ckay. In 1992 you nentioned that your duties changed
with the addition of Ms. Brinkmann. Can you pl ease again
descri be how your duties changed when Ms. Brinkmann arrived with
the Il1inois EPA?

A When Ms. Brinkmann arrived, we split up the facilities
that had been the work plan in the district. And she then becane
responsi ble for sone of the facilities and | becane responsible

24

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

for sone of the facilities. W both individually answered to the
regi onal manager in Peoria.

Q Since 1992, have your duties changed again with the
[1linois EPA?

A Yes.

Q When di d t hey change?

A M/ duties changed approxi mately in 1995, when the Bureau
decided to establish two districts in the Springfield District
Ofice, one district for Laurie Brinkmann and one district for
me. Laurie Brinkmann's was designated district 207 and ny
district was then 204. And then | was assi gned supervisory
responsibility for Laurie Brinknann

Q Did district 204 include Sanganon County?

A Yes.
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Q Have your duties within the Illinois EPA changed since
19957

A Yes.

Q When di d they change?

A My duties changed in January of 1999, when | was -- when
the Agency hired one additional inspector for the Springfield
regional office, to make a total of three.

Q How di d your duties then change in 1999 with the
addition of that third inspector within the Springfield office?

A | becane al so responsible for supervision of the new
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i nspector. That inspector eventually took over nost all of ny
district, district 204, and | naintained responsibility for one
county, that is Adans County, and al so several other sources in
the 204 district.

Q In the course of your duties as an Illinois EPA
i nspector, have you ever been assigned a specific facility due
your specialized expertise in a certain area?

A Each inspector is responsible for inspections of the
work plan facilities that are assigned to them |If that involves
a district, then that inspector is responsible for the
i nspections in that district. Recently when district 204 was
assigned to the third new inspector, | was asked to maintain

responsibility for one facility in Sanganon County, and that's
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Borden Cheni cal Conpany. But otherwise it is not routine for one
i ndividual to be responsible for a specific type of facility
i nspection or source throughout the State of Illinois.

Q Ckay. Prior to becomng enployed with the Illinois EPA
in 1978, did you have any positions prior thereto?

A Yes.

Q Where were you enpl oyed prior to 19787

A I was enpl oyed by Fairbanks Morris Corporation in
Bel oit, Wsconsin.

Q VWhat type of corporation is Fairbanks Mrris?

A Fai rbanks Morris is a manufacturer. They manufacturer
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punps, engines, a variety of valves, and a variety of different
types of equi pnent.

Q VWhat were your duties during the course of your
enpl oynent for Fairbanks Morris?

A My job invol ved designing and costing out nunici pal
wast e water treatnent and handling systens and al so systens for
on board shi ps.

Q Ckay. Since you have becone enployed with the Illinois

EPA, have you participated in any additional training?

A Yes.

Q Has the training related to your duties relevant to your
job at the Illinois EPA?

A Yes.
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Q Can you please tell nme a little bit about the training
that you have undertaken since you have been enpl oyed with the
[1linois EPA?

A When | began with the Agency, the U S. EPA had a program
of training courses with a schedul e throughout the United States.
At that tine | attended several of the U S. EPA sponsored
trai ni ng courses.

Q Do you recall what those training courses pertained to?

A Things like control of particulates and control of
gaseous em ssions. One course was in operating or performng a
stack test on a source.

27
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Q Have you been involved in any training sponsored by the

[11inois EPA?

A There has been sone training since | began with the
agency.

Q Do you recall what any of those trainings nmay have

pertai ned to?

A Most of the training involved working with our conputer
em ssion inventory systens as they have changed, al so naybe
internal training on new regul ations, such as the dean Air Act
Amendment s of 1990.

Q kay. Are you familiar the Panhandle facility | ocated

in denarm Illinois?
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Yes.

How so?

| perforned inspections there several tines.
In what county is Genarm I|Illinois?

Sanganon County.

o » O > O »

Ckay. Do you know approxi mately how many times you have
been to the Aenarmfacility?

A Approxi mately 14 ti mes.

Q Do you recall the first tinme that you went to the
d enarm stati on?

A Yes.

Q When what was that, sir?
28
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A In 1980.

Q Do you know what type of role the denarm station plays
wi thin the operation of Panhandl e Eastern Pipe Line Conpany?

A | understand that it is a natural gas punping station
that is on the pipeline and it conpresses natural gas and sends
it down the pipeline.

Q During the course of your inspections of the @ enarm
station have you deternined that the facility is a source of
ni trogen oxi de em ssi ons?

A Yes.

Q Can you describe for me what nitrogen oxide is?

A Ni trogen oxide is a group of air contam nants generated
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when you burn fuel in the presence of air, air being about 78
percent nitrogen. So when you burn fuel in air, you generally
get nitrogen oxide eni ssions.

Q How i s the anount of nitrogen oxi de em ssions froma
source typically detern ned?

A Typically, the anobunt is determ ned using standard
em ssion factors, either subnitted -- excuse ne. Standard
em ssion factors presented by U S. EPA

Q When you refer to -- strike that. Wsat are standard
em ssion factors?

A The U. S. EPA has published a conpilation of em ssion
factors. It is known as the AP-42. In that book, that book
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covers nost all of the different types of nanufacturing
operations that would generate air pollution enissions. Those
factors are revised fromtinme to tinme.

Q Coul d you please tell ne how you would cal cul ate the NOX

emssions froma facility utilizing the AP-42 factors?

A The AP-42 factor would have units on it, such as in the
case of pounds per nmillion BTU |In order to performthe
cal cul ati on, you need to -- sone know edge about the operation of

the air pollution source. And in the case if it would be pounds
per mllion BTU, you would need to know how nuch fuel was burned

by that source and then convert that to BTUs and then apply the
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em ssion factor.

Q Ckay. Is there any alternative nethod in which to
cal cul ate the anount of NOx emi ssions froma source?

A You can cal cul ate em ssi ons based on enission factors or
operating information that a facility m ght generate as a result
of maybe operations of the source at another |ocation or other
types of experience with a simlar source.

Q Ckay. In this instance, pertaining to the @ enarm
station, what unit of neasurenent did you beconme accustomto
using for assessing conpliance at the facility?

A | used the AP-42 factors that had the units of pounds
per mllion BTU

Q Wiy did you use these AP-42 factors?
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A When the original construction permt application was
received, the permt section had reviewed that application and
used the pounds per nillion BTU em ssion factor to set the
basel i ne of nitrogen oxide emi ssions. So | continued to use the
sane type of emission factor to calculate nitrogen oxide
em ssi ons.

Q Ckay. Did you conduct an inspection of the @ enarm
station in 1987?

A Yes.

Q Do you have sitting before you the Stipul ated Hearing

Exhi bits, sir?
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A Yes.

Q If | could direct your attention to Stipulated G oup
Nunber 7. Wile | don't have these nunbered, it is approximtely
page seven contai ned therein?

A Yes.

Q Are you on page seven within Stipulated Goup Exhibit
Nurmber 7? | guess it is page eight. | amsorry.

A Yes.

Q Have you seen this docunent before?

A Yes. This is a sunmary of my observations during an
i nspection on July 1st of 1987.

Q When you are referring to July 1st of 1987, where is

that | ocated on the page?

31
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A The upper right-hand corner
Q Ckay. Is the date on the inspection nenoranda -- what

is the date on the inspection nmenoranda?
A July 6th of 1987.
Q Do you typically generate an inspection meno i medi ately

foll owi ng your inspection?

A Yes.
Q Wiy so?
A | have a large nunber of facilities that | have to do

i nspections on. | try to do the paperwork and do the inspection
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write-ups soon after | do the inspections.

Q Ckay. Can you pl ease describe the Aenarmstation as it
existed on July 1st of 19877

A On July 1st of 1987 the station had ten Cooper
hori zontal type engines. It had two Cark type engines, and it

had t hree ot her Cooper engi nes.

Q Ckay.
A For a total of 15 engines.
Q Do you recall the nunbers of the existing engines at the

A enarmstation that you just described?
A Yes.
Q What were those nunbers?
A There were ten originally horizontal Cooper engines, and
then there were two O ark engines in the sanme building and then
32
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there were three engines, three 4,000 horsepower Cooper engines
i n anot her buil di ng.

Q Ckay. Perhaps ny question was not specific enough. |
apol ogi ze. Can you tell nme what these engines were -- excuse ne.
Can you tell me the nunbers that these engi nes were

specifically referred to as?

A These engi nes were specifically referred to as 1101
through 11115. It is 1115. Excuse ne.

Q What did you discover during your July 1st of 1987

i nspection?
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A | was told that the conpany was intending to renove the
1, 000 hor sepower Cooper engines and the two O ark engi nes and
repl ace themw th new engi nes.

Q Agai n, when you refer to the Cooper engines and the
d ark engi nes, what nunbers were those referred to?

A Those were 1101 through 1112.

Q Do you recall who you |learned this fron?

A The plant contact, M. Janes Hurst.

Q Di d you nake any inspection findings on July 1st of

A | did not observe any violations during nmy inspection
Q Did you provide a copy of the inspection report to the
conpany?
A No, not that | remenber
33
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Q Do you routinely supply a copy of the inspection reports
to conpani es?
A No.
Q Do you recall telling the contact person on site -
M5. SMETANA: | amgoing to object to | eading the witness.
HEARI NG OFFI CER KNI TTLE: Ms. Carter?
M5. CARTER | amsorry. | didn't hear her
M5. SMETANA:  (bject to the |eading.

MsS. CARTER:. Wi ch question?
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MS. SMETANA: The line of the last two questions and the

third one you are about to begin.

M5. CARTER He already answered those questions.

M5. SMETANA: Right. So | amobjecting to the third
guesti on.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

MS. CARTER. | can rephrase it.

Q (By Ms. Carter) Do you recall having a conversation on

site with the contact person that day?

A Yes.

Q You do recall having a conversation on site with the

cont act person?
A Yes.
Q Ckay. What did that pertain to?

A It pertained to the operation of the engines.

KEEFE REPORTI NG COVPANY
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Q Do you recall any other conversation with the contact

person on site that day?

A No.

Q Do you recall the contact person naking any inquiries

fromyou that day?

A No.

Q Did you conduct an inspection of the Genarmstation in
19887

A Yes.
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Q If I could direct your attention to the next page of the
Stipul ated Hearing Exhibits. Have you seen that docunent before?

A Yes.

Q Can you pl ease identify that docunent?

A This docunent is an inspection report | generated as a
result of ny observations, and it is a sunmary of ny observations
on July 6th of 1988.

Q Do you recall whether you nmet with anybody at the
facility that day?

A M. Janmes Hurst.

Q Did you make any observations while you were on site?
A Yes.
Q VWhat were those observations, sir?
A | made observations that two of the engines, 1116 and
1117, were going through a startup phase. They were being
35
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tested. And two engines, 1118 and 1119 were under construction
Q Did you receive any information from Panhandl e while you
were on site that day?
Yes.
What was that?
A The information | received was that two of the engines
1118 and 1119 had been specially nodified by renoving parts of

the engines so as not to exceed limts in the operating permt.
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Q VWhat relevance is this to you?

A It is relevant because it says that the engi nes have
been nodified so that they cannot exceed limts in the operating
permt for nitrogen oxides.

Q Di d the conpany provide you with any fuel usage for that
year at the tinme of your inspection?

A No.

Q Did the conpany provide you with any hours of operation
at the tine of the inspection?

MS. SMETANA: | amgoing to object as to | eading the
Wi t ness.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER | can rephrase.

Q (By Ms. Carter) Did the conpany provide you with any
additional information at the tinme of your inspection?

A Not that | recall.
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Q Ckay. Did you docunent any inspection findings that

A Yes.

Q VWhat were those?

A | did not observe any violations during nmy inspection.
Q Did you provide a copy of the inspection report to the

facility?

A Not that | recall.
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Q Do you recall any additional conversations with the
contact person on site that day?

MS. SMETANA: | will object as already asked and answered.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER He originally indicated what his conversation
was. | amjust trying to see if there was any additiona
information that he gathered fromthe contact person while he was
on site.

HEARI NG OFFI CER KNI TTLE:  Overrul ed.

M5. SMETANA: His testinony as to what the contact person
said or may have said, any kind of testinony would be hearsay
based on what the contact person may or nmay not have said.

M5. CARTER It is not hearsay, M. Hearing Oficer
because it is an adm ssion by an enpl oyee of Panhandl e Eastern
Pi pe Li ne Conpany.

HEARI NG OFFI CER KNI TTLE: | amgoing to overrule the
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obj ecti on.
Do you renenber the question, M. Youngbl ut?
THE WTNESS: No
M5. CARTER | will reask it
Q (By Ms. Carter) Did you have any additiona
conversations with the contact person while you were on site that

day?
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A Yes.

Q Do you recall what it pertained to?

A To the engines -- the old engines, engine 1101 through
1112 woul d be denoli shed when the new engi nes were brought up on
l'ine.

Q Di d you conduct an inspection of the Aenarmfacility in
19897

A No.

Q | amsorry?

A No.

Q Ckay. Do you know why an inspection was not conducted
in 19897

A No.

Q Di d you conduct an inspection of the Aenarmfacility in
19907

A Yes.

Q Can | direct your attention to the next page within
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Stipul ated Hearing Exhibit Nunmber 7. Have you seen that docunent
bef ore?

A Yes. This docunent is a sunmary of ny observations
during an inspection of Panhandl e Eastern Pipe Line, d enarm
facility, May 14th of 1990.

Q VWhat is the date on this nmenorandun?

A May 18th of 1990.
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Q Di d you nake any observations while you were on site?

A Yes.

Q VWhat were those observations?

A That the conpany replaced the old engines with -- had
repl aced the twelve old engines with four new engi nes and kept
three of the existing engines.

Q Ckay. Can you pl ease describe, then, the denarm
station as it existed at the tinme of your 1990 visit?

A The d enarm station then conprised seven engi nes,
engi nes 1113 through 1119.

Q Ckay. Can you pl ease describe for ne engines 1116
t hrough 1119?

A Engi ne 1116 was a 4, 000 horsepowered Cooper. Engi ne
1117 was a 4,000 horsepower Cooper. Engine 1118 was a 2,070
hor sepower Cooper and 1119 was a 2,070 horsepower Cooper engine.

Q Was there any indication to you that engines 1116 and

1117 had ceased operations during that year?
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A No.
Q Di d you nake any inspection findings while you were on
site?
Yes.
What were those inspection findings?

A Those inspection findings were that | did not observe a
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viol ation.

Q Did you make any informational request fromthe facility
at the time of your inspection?

A Yes.

Q What did you request fromthe facility?

A Qperating hours and fuel emssion information on the
engi nes.
Q Did you obtain this information at the tine of your

i nspection?

A | don't recall.

Q What was your general approach in requesting fue
consunption data fromthe conpany during your inspections?

A During ny inspection, we would request a turnaround
docunment or an emission inventory docunent that would list all of
the sources that were permitted at the facility. | would take
that docunent with ne to the inspection, reviewthat with a
contact person, and then ask for updated information on hours of
operation and fuel consunption for the sources.
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Q Was the fuel consunption data typically available at the

time of your inspection?

A No.

Q Do you know why?

A No.

Q Di d you conduct an inspection of the Genarmstation in
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1991, sir?

A Yes.

Q If I could direct your attention to the foll ow ng page
in Stipulated Hearing Exhibit Nunber 7. Have you seen that
docunent before?

A Yes.

Q Can you identify that docunent for me?

A Thi s docunent is a summary of ny observations during the
i nspection of the facility on March 27th of 1991

Q What observations did you nake that day?

A | observed that the facility had three |ube oil tanks
that were not covered by the operating permt and that those
tanks were not exenpt fromthe permt regulations and that the
conpany was operating those three tanks and apparently in
violation of the permt regul ations.

Q Did you obtain fromthe conpany the fuel usage
information for 1990 during your site visit?

A No.
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Q Did you request that information during your site visit?
A Yes.

Q Do you know why it was not available to you at that



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q Do you recall the next tine, sir, that you conducted an
i nspection of the denarm station?
A In 1996.

Q During this time, fromMarch of 1991 to 1996, did anyone

else fromthe Illinois EPA conduct an inspection of the G enarm
station?

A Yes.

Q Who?

A Lauri e Brinkmann.

Q Do you know why Ms. Brinkmann conducted an inspection of

the facility rather than you?

A My under st andi ng was that when Laurie Brinkmann started
wor ki ng and the popul ation of facilities on the work plan was
split up between the two of us, that she was assigned the

responsibility for inspections at the Panhandle facility at

G enarm
Q Do you recall the exact date of your inspection in 1996?
A | believe it was August of 1996.

Q Ckay. If | could direct your attention to Stipul ated
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G oup Exhibit Nunmber 17. The tabs are along the side. Have you
seen this docunent before?
Yes.
Q Does it indicate the exact date of the inspection?

A August 19t h of 1996.
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Q Do you know what the circunmstances were that led you to
conduct this inspection rather than Ms. Brinkmann?

A Prior to this inspection, the population of facilities
or counties was split up into two districts out of the
Springfield District Ofice, district 204 and district 207.

t hen, again, becane responsible for all inspections in Sanganon
County, and this facility is in Sanganon County.

Q What type of inspection was conducted in 19967

A This is known as tier 3 inspection.

Q What is a tier 3 inspection?

A It is a conprehensive inspection that covers the
facility and it involves information fromnot only the FCS
section, which is what | worked out of, the Field Operations
Section, but also fromthe pernmt section and any information
fromthe unit that processes the annual em ssion reports.

Q Did this inspection differ fromyour previous

i nspections, sir?

43
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Q How so?
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A Well, once again, it was a very conprehensive

i nspection. W were supposed to look at all of the em ssion
sources at the facility and revi ew each one for conpliance with

t he regul ati ons.
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Ckay.

A And docunent that in the report.

Q kay. Does this inspection report differ in appearance
fromthe earlier inspection reports that we | ooked at?

Yes.

Q How so?

A The report itself, nost of it has to do in this case
with the wite-up of the report, the assenbly of all of the
information that is available to the field inspector and then
docunenting it in the report.

Q Do you know why there was a change in the wite-up of
the inspection at that tine?

A Panhandl e had filed for a Title 5 permt application, so
then they becanme one of the facilities that was required to do a
tier 3 inspection on.

Q VWhat is a Title 5 permit application?

A It is a pernmit application required by the Cean Air Act
Amendnents of 1990.

Q In the course of your 1996 inspection, did you review
any pernmits for the facility?
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A Yes.
Q VWhat pernits?
A The original construction permt and subsequent

operating permts.
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Q How di d you attain a copy of these permts?

A Generally the field offices, field operation section
offices or district offices receive a copy of the permts when
they are issued.

Q Ckay. Does this include the Springfield District

Ofice?
A Yes.
Q I would like to direct your attention to Stipul ated

Hearing Exhibit Nunmber 1. Have you seen this docunent before,
Hearing Exhibit Number 1, sir?

A Yes.

Q VWhat is that docunent?

A It is a copy of the construction permt that was issued

by the Agency on February 10th of 1988.

Q Is this one of the pernmits that you revi ened?
A Yes.
Q If | could direct your attention to Stipul ated Hearing

Exhi bit Nunmber 5. Have you seen that docunent before?
A Yes.
Q VWhat is it?
45
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A A copy of the operating permt issued by the Agency on
July 26th of 1991.

Q Is this one of the permts that you revi ewed?
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A Yes.

Q Did you review any other permts?

A Yes.

Q Do you recall what those were?

A There were subsequent renewal s of the permt.

Q When you refer to the pernit, what are you referring to
sir?

A The operating pernit.

Q Ckay. If | could direct your attention to Stipul ated
Hearing Exhi bit Nunber 2. Have you seen that before?

A Yes.

Q What is it?

A It is a copy of the operating pernt issued by the
Agency on August 30th of 1988.

Q Is this one of the pernmits that you revi ened?

A Yes.

Q Can | direct your attention to Stipul ated Hearing
Exhi bit Nunber 3. Have you seen this before?

A Yes.

Q What is it, sir?

A It is a copy of the operating pernmt issued by the
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Agency on Septenber 14th of 1989.
Q Did you review this permt, sir?

A Yes.
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Q Can | direct your attention to Stipul ated Hearing
Exhi bit Nunmber 4. Have you seen that, sir, Nunber 4?

A Yes.

Q VWhat is that docunent, sir?

A It is a copy of the operating permt issued by the
Agency on June 5th of 1990.

Q Did you review this permt?

A Yes.

Q Do you recall whether there were any linmtations set
forth within the permts?

A Yes.

Q VWhat limtations were there?

A There were annual limtations on the anount of nitrogen
oxi de eni ssions that the four new engi nes coul d produce.

Q Do you recall what that [imt was?

A | believe it was 461.3 tons per year

Q And when you previously referred to the engi nes, what
engi nes were you referring to, sir?

A Engi nes 1116, 1117, 1118, and 1119.

Q Are you famliar with why the limt was set forth within
the construction permt?
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A My understanding is that the limt was set forth to

prevent the engi nes from becom ng najor nodifications and,
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therefore, subject to the PSD regul ations for nitrogen oxide
em ssi ons.

Q Did the Iimt change in the course of any subsequent
operational permts?

A No.

Q If I could just direct your attention back to Stipul ated
Hearing Exhibit Nunber 17. It is the inspection nenoranda for

August 20th of 1996. Did you neet anyone on site that day?

A Yes.

Q Do you recall who?

A M. Dave Hagemann.

Q Who is that?

A He was the conpany contact with Panhandl e Eastern Pipe
Li ne Conpany.

Q Di d you nmake any observations on site that day?

A Yes.

Q What observations did you nake?

A | made opacity observations of the operation of the
engi nes.

Q When you refer to opacity, what do you nean by that?
A Well, opacity is the opaqueness of the emi ssions as they
cone out of the stack. | didn't do VE readings, or visua
48
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em ssion readings, but | just did sinple observations.

Q Di d you nmake any ot her observations on site that day,
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sir?
A Yes.
Q VWhat observati ons were those?
A That all seven engi nes were operating.

Q Are these the sane seven engi nes that you previously
descri bed?

A Yes.

Q During the inspection, or inmediately subsequent thereto
did you receive any information from Panhandl e?

A Yes.

Q VWhat was that, sir?

A That was records on the hours of operation and the fue
usage on the engines.

Q Do you recall for what year this information pertained
to?

A The previous year, 1995.

Q What did you do once you received this information?

A | perforned cal cul ations on those figures using the
standard U S. EPA AP-42 emi ssion factors and conpared those
ni trogen oxi de em ssions against the linmts in the permt.

Q Ckay. Were any of these cal cul ations attached to your
i nspection report?
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A Yes.
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Q Do you typically attach calculations to your inspection
reports?

A No.

Q Wiy did you do so in this instance?

A This is an unusual situation where the pernmt was issued
with an annual linmit onit. That is that the annual limt was
461. 3 tons per year rather than a pounds per hour limt. And
when | perforned the inspection report, | wanted to the nmake sure
t hat anybody reading that report understood that this facility
had an annual limt for nitrogen oxide versus a pound per hour
limt.

Q Per haps you al ready answered this, and | apol ogi ze i f
you did. In nmaking your calculations, did you choose a specific
time period in which to conpare emissions for, NOx enissions for?

A | conpared the NOx emissions that | calculated for the
1995 fuel use against the original em ssions that were cal cul ated
in the construction pernit.

Q Wiy did you chose those tine periods?

A The original construction permt set the baseline for
the conditions in the operating permt. | was conparing the
em ssions, the nitrogen oxide enissions that | was cal cul ating
agai nst the baseline emssions in the construction pernit.

Q Ckay. Can you, sir, please explain the calcul ations
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that you conducted pertaining to the NOx em ssions for the
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facility in 199572

Let me back up for a second. Let ne strike that question
Can you first describe for ne the calculations that you conpl et ed
pertaining to NOx em ssions for 19877

A | perforned the calculations that were simlar to the
calculations that the pernit section had perfornmed. The permt
section in the original permt had used an emission factor of 3.4
pounds per million BTU for nitrogen oxide em ssions. And | had
used the nore recent AP-42 factor of the 3.2 pounds per nillion
BTU.

Q When you refer to the nore recent AP-42 factor, what are
you referring to, sir?

A During that period of tinme, the U S. EPA had revised the
em ssion factors in AP-42. And | believe that | was using the
factors that were revised as of 1995.

Q Ckay. How did you enploy the AP-42 factors in your
cal cul ati on of NOx emi ssions for 19877

A | used the em ssion factor of 3.2 pounds per mllion BTU
and using the fuel usage, | conpared -- did a cal culation and
conpared the nitrogen oxide em ssions that were generated as a
result of the fuel usage. | believe it was 1987 in the
construction permt application versus the fuel usage in 1995,
using the sane AP-42 factor
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Q Did you conpare the results of your cal cul ati ons once
you had conpl eted t hen?

A | conpared the results of the calculations and | also
cal cul ated the em ssion of nitrogen oxides fromthe four new
engines in ny inspection report.

Q I n your conparison of the NOx emissions did you nake any
determ nati on?

A Yes.

Q VWhat was your determ nation?

A Based on ny cal cul ation, that on the four new engines,
that is 1116, 1117, 1118, and 1119, that nitrogen oxi de em ssions
in 1995 were exceeding the limts in the operating pernmit.

M5. CARTER Can you pl ease read back his answer.

HEARI NG OFFI CER KNI TTLE: I n the future, though, Ms.
Carter, could you ask ne and then | will ask the court reporter
and we will try to get it done if we can.

MS. CARTER | apologize, M. Hearing Oficer.

HEARI NG OFFI CER KNI TTLE: Not a problem

(Wher eupon the requested portion of the record was read

back by the Reporter.)

M5. CARTER  Thank you.

(Ms. Carter and M. Layman confer briefly.)

HEARI NG OFFI CER KNI TTLE: Let's go off the record.

(Di scussion off the record.)
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HEARI NG OFFI CER KNI TTLE: W will take a short break.

(Wher eupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: We are back on the record after a
short break.

M. Youngblut, let me rem nd you that you are still under
oat h.

THE W TNESS: Yes.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, you may continue with
your direct exam nation.

M5. CARTER M. Knittle, may | ask you to have the answer
read back one nore tinme.

HEARI NG OFFI CER KNI TTLE:  Yes.

MS. CARTER  Thank you.

HEARI NG OFFI CER KNI TTLE: Darl ene, pl ease.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

Q (By Ms. Carter) Are you aware of what significance this
exceedance had with respect to the conpany's conpliance with
Prevention of Significant Deterioration?

MS. SMETANA: | amgoing to object. That calls for the
wi tness to nake a | egal concl usion.
HEARI NG OFFI CER KNI TTLE: Ms. Carter?
(Ms. Carter and M. Layman confer briefly.)
M5. CARTER M. Hearing Oficer, ny response woul d be that
53
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it does not call for a | egal conclusion because in terns of the
i nspector's duties, his obligation is to determ ne conpliance
with the permits, all applicable permts, during the course of
his inspection. | amsinply asking himwhat determi nations he
nmade during the course of his inspection.

HEARI NG OFFI CER KNI TTLE:  Anything further, M. Snetana?

M5. SMETANA:  Whether or not it is his determ nation,
whet her or not it is a violation of PSD calls for a | egal
concl usi on.

HEARI NG OFFI CER KNI TTLE: The objection is overruled. Sir,
you can answer the question.

M5. CARTER Do you need ne to repeat the question?

THE WTNESS: Yes, please repeat the question.

MS. CARTER.  Ckay.

HEARI NG OFFI CER KNI TTLE: Do you need the court reporter
to read it back?

M5. CARTER. | can repeat it.

Q (By Ms. Carter) Are you aware of what significance this
exceedance had with respect to the denarmstation's conpliance
with Prevention of Significant Deterioration?

A My concl usion was that there was a possibility that the
em ssions generated by the four newer engines in 1995 could be
exceeding the limts in the PSD regul ati ons.

Q Ckay. Did you performany cal culations to establish
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Panhandl e' s NOx emi ssions for 1995 based upon emi ssion factors
fromthe original construction permt?

A Not that | recall.

Q How woul d that cal cul ati on conpare with the cal cul ation
that you performed at the tinme of your inspection?

A | used the nost recent AP-42 factors, the 1995 version
which sets a limt of 3.2 pounds per million BTU for four stroke
engi nes and 2.7 pounds per nillion BTU four two stroke engines.
The em ssion factor that the permit section used to calculate the
baseline for the construction permt was a nuch higher nunber
3.4 pounds per nmillion BTU. Therefore, | can only conclude that
by using the higher emission factor the I evel of NOX em ssions
woul d have al so been hi gher

Q Ckay. Based on your findings during your 1996
i nspection, did you nmake any concl usions or reconmendations, sir?

A Yes.

Q What were those?

A I concluded that there was a possibility that operation
of the engines was exceeding limts in the operating permt and
that the Agency should send a letter to notify the conpany that
they may be exceeding Iimts in the operating permt.

When you refer to a letter, what are you referring to?

A The letter was or is a -- the letter is a violation
letter. It can take one of two forns, one being a nonconpliance
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advisory letter or a violation notice. Subsequent to ny

i nspection | recomrended the nonconpliance advisory letter be
sent to the conpany notifying themthat there may be an
exceedance of the conditions in the operating permt.

Q Ckay. Once you cal culated the 1995 NOx em ssions, did
you consi der any other emissions information that had been
previously provided by Panhandle to the Illinois EPA?

A Yes.

Q What information was this, sir?

A Information submitted in the annual emnissions reports
and information subnmtted in the Title 5 pernmt application.

Q Where did you attain copies of the annual emni ssion
reports?

A The reports were avail abl e at headquarters at Illinois
EPA.

Q Were they avail able at the Springfield Regional Ofice

A No.

Q Did you have to nake a request from anybody at the

Illinois EPA to attain --

A Yes.

Q -- the annual em ssion reports?

A Yes.

Q Who did you rmake that request fronf
A | believe it was Ron Ml ler.

KEEFE REPORTI NG COVPANY
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Q Wo is M. Mller?

A He was one of the enployees in the section of people
that process the annual em ssion reports that cane in from
sources in the State of Illinois.

Q From what year did you request a copy of the annua
em ssion report?

A | believe it was the previous year, 1995.

Q Were emission reports available to the field inspectors
prior to 19967?

Yes.

How so?

Through speci al requests at the Agency headquarters.

Is that the sanme process that you just described for me?

Yes.

o » O > O »

Ckay. Wy did you request the annual enission reports
for Panhandl e for 1995?

A As part of the tier 3 inspection wite up it requires
that you review the annual em ssions reports, the nost recent
annual em ssions reports. Also, when | had cal cul ated nitrogen
oxi de enmissions, | wanted to see what infornmation the conpany was
submitting relevant to the | evel of nitrogen oxi de emn ssions.

Q What did the annual enission report indicate to you
pertaining to the level of nitrogen oxide em ssions for the
facility?
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A It indicated that the |l evel that the conpany -- of
ni trogen oxides that the conpany was submitting in their annua
em ssion reports was at |east as high as what | was cal cul ating
for 1995.

Q Fromthe 1995 annual em ssion report, could you discern
t he annual em ssion for each engine, annual NOx em ssion for each
engi ne?

A No.

Q Ckay. Before |I believe you indicated, sir, that you

nmade a request for two things, an annual emnission report and what

el se?
A The copy of the Title 5 pernmit application
Q Who did you request this fronf
A Fromthe permt section at headquarters.
Q Did you have to go through the sane process to attain

the Title 5 permt application that you had to to attain the
annual em ssion reports?

A Yes.

Q Do you know why you did not conclude at a date prior to
1996 why the annual NOX emissions were in exceedance of the 461.3
tons per year?

A Based on information | had | did not have any reason to
bel i eve that the engi nes were exceeding the limts in the
operating permt.
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Q Ckay. Prior to this tinme, did anyone fromthe conpany
contact you relative to the [imts set forth within the
construction permt?

A No.

Q Di d anyone fromthe conpany contact you to determ ne
conpliance with the limts set forth within the construction
permt?

A No.

Q | believe earlier you referenced a letter that you

recomended to be sent to the conpany subsequent to your 1996

i nspection. Are you aware of whether such a letter was, in fact,

nail ed to the conpany?

A Yes.

Q Ckay. What type of letter was sent to the conpany?

A A violation notice was sent to the conpany.

Q If I could direct your attention to Stipul ated Hearing
Exhi bit Nunber 20, have you seen this docunent before?

A Yes.

Q VWhat is it?

A This is a copy of the violation notice that was sent t
Panhandl e Eastern Pi pe Line Conpany on March 20th of 1997.

Q Did you have a role in the preparation of this docunen

A Yes.

Q What was your role in the preparation of this docunent

(0]

t?

?
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A M/ role was originally to draft the letter and draft the
attachnent to the letter.

Q VWhat did the violation notice letter itself indicate?

A The letter indicated that operation of the engi nes nmay
be exceeding limts in the operating permt and limts in the PSD
regul ati ons.

Q | amsorry. Wre you referring to the letter or the
attachnent ?

A | was referring to the attachment.

Q Ckay. Thank you. Do you know what the letter itself,
the violation notice letter, indicated?

MS. SMETANA: | amgoing to object. | think the letter
speaks for itself.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

MS. CARTER. He did prepare this docunent, as he indicat ed.
However, it does speak for itself, so that is fine. W can just
conti nue on.

HEARI NG OFFI CER KNI TTLE: Are you w t hdrawi ng your
obj ection?

MB. SMETANA:  Yes.

MS. CARTER. That's fine. | wll withdraw that question
However, | would like to specifically ask a question relevant to
the letter.

HEARI NG OFFI CER KNI TTLE: Proceed.
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Q (By Ms. Carter) Did the letter indicate whether or not
t he conpany should respond to the violation notice letter?
A Yes.
Q Did the letter indicate --
M5. SMETANA: | amgoing to --
Q (By Ms. Carter) -- whether -- strike that.

Did the letter indicate if the conpany had any questions

pertaining to the letter that they should contact you?
A Yes.

MS. SMETANA: | amgoing to object to the form of that
guesti on.

HEARI NG OFFI CER KNI TTLE: How so?

M5. SMETANA: |t is |eading.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER | don't think it is a leading question. |
sinmply asked hi mwhether or not it indicated sonething. The
W tness has the prerogative to answer yes or no. | can ask
again, but | don't think it was | eading.

HEARI NG OFFI CER KNI TTLE: | agree that it is a |eading
guestion. | amgoing to overrule the objection just so that we
can get to the answer of the question. | don't think it is an
invalid question. | just think the formof the question was --
could you rephrase it, Ms. Carter?

MB. CARTER  Yes.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

61
KEEFE REPORTI NG COVPANY
1-800-244- 0190

HEARI NG OFFI CER KNI TTLE: Wiy don't we do that. So | will
sustain the objection
Q (By Ms. Carter) Does the letter -- does the letter
i ndicate -- just a nonent.
Do you know whether the letter indicates that any questions
by the facility should be directed to you?
A Yes.
Q Do you recall the conpany contacting you with any
guestions?
A | don't recall.

Q Ckay. Are you aware of whether the conpany provided a

response to this docunent to the Illinois EPA?
A Yes.
Q Do you recall any -- were there any neetings held

subsequent to the issuance of the violation notice |letter between
Panhandl e and the I11inois EPA?
A Yes.

Q Do you have any independent recollection of any neetings

hel d between Panhandl e and the Il1linois EPA?
A No.
Q Do you have any i ndependent recollection of specifically

who participated in any neetings?
A No.

Q Do you have any independent recollection of anything
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that was di scussed in any neetings between Panhandl e and the
[11inois EPA?

A No.

Q Do you recall when the defendant responded to this

violation notice letter?

A No.
MR BOYD: | amjust going to object to the use of the term
"def endant . "
MS. CARTER | apologize to the respondent. | amj ust

getting nmy forns out of wack here.
HEARI NG OFFI CER KNI TTLE:  Ckay.

Q (By Ms. Carter) If | could direct your attention to
Stipul ated Hearing Exhibit Nunmber 2. Have you seen this docunent
bef ore?

A Yes.

Q Can you identify that docunent, please?

A This docunent is a copy of the proposed conpliance
conmi t nent agreenent that Panhandl e Eastern sent to the Agency as
a result of the violation notice.

Q Ckay. Sir, how would you characterize your role in this
matter after the submttal of the conpliance conmitnent agreenent
by Panhandle to the Illinois EPA?

A After the conpliance conm tnent agreenent cane in, the
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conpli ance comm tnent agreenent and have an opportunity to
conment on the conpliance conmtnment agreenment. Generally,
the -- what happens next occurs at headquarters, with the
managemnent peopl e at headquarters.

Q Di d you conduct an inspection in 1997?

A Yes.

Q If | could direct your attention, please, to Stipulated
G oup Exhibit Nunmber 18. Have you seen that docunent before?

A Yes.

Q Can you pl ease identify that docunent?

A This docunent is a tier 3 inspection report that | wote

as a result of an inspection on August 26th of 1997, and it is a
summary of ny observati ons.

Q What observations did you make while you were on site?

A | believe all of the engines, with the exception of the
one engine, were not -- were operating.

Q Di d you nake any ot her observations, sir?

A Yes.

Q VWhat were those observations?

A hservations were that the engi nes had continued to
operate and that controls had not been installed at that tine to
reduce the nitrogen oxi de em ssions.

Q Did the conpany provide you with any information during
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A Yes.
Q What information was that?
A Operating information on the engines.
Q For what tine period?
A For 1996.
Q Did they provide you with any other infornmation?
A (The witness review ng docunent.) Well, according to ny

i nspection, the conpany wanted to disqualify the em ssions from
the three existing engines 1113 through 1115, and they wanted to
install nodifications to engines 1116 and 1117 to reduce nitrogen
oxi de em ssi on.

Q Do you recall making a calculation at the tine of your
1997 i nspection?

A No.

Q Wul d you have typically perforned such calculations in
conjunction with an inspection?

A Yes.

Q Whul d your approach to calculating NOx em ssions in 1997
differ fromyour approach to calculating NOx em ssions in 19967

A No.

Q Ckay. Was an inspection conducted in 1998?

A No.
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in 19987
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A No.
Q Was an inspection conducted in 1999?
A Yes.
Q If | could direct your attention to Stipulated G oup

Exhi bit Number 19. Have you seen that before, sir?

A Yes.

Q Do you recall making any observations during this
i nspection?

A Yes.

Q VWhat were those?

A One engi ne, engine 1113 was operating. Engines 1114,
1116, 1118, and 1119 were not operating and 1115 was not
operating as well as 1117. Excuse me. 1117 was runni ng.

Q During your inspection did Panhandl e provide you with

any information?

A Yes.

Q VWhat was that information?

A Qperating informati on on the engi nes.
Q For what tine period, sir?

A For the two previous years.

Q What were those?

A | believe it was 1998 and 1997.

65
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Q Do you recall making any calculations at the tine of
your inspection?
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A No.

Q Wul d you typically have performed such cal culations in
conjunction with an inspection?

A Yes.

Q How woul d your approach to cal culating NOx enissions in
1999 differ fromyour approach to calculating NOx em ssions in
19967

A There woul d be no difference.

Q Di d you subsequently performany cal cul ati ons of NOx
em ssions for the period of 1996 through 19987

A Yes.

Q When was this?

A Recently, since ny deposition

Q Did you performcalculations for NOXx em ssions in 19967

A Not to ny recollection.

Q Let me rephrase that. Did you perform NOx em ssions for
the facility for 19967

A Yes.

Q Ckay. How did you performthis cal culation of NOX
em ssions for 19967

A | used engi ne operating data that the conpany had
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factor.
Q Were the NOx emi ssions for 1996 in excess of 461.3 tons
67
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per year?

A Yes.

Q How woul d that cal cul ation that you perfornmed conpare
with the cal cul ation enploying the em ssion factors used in 19877

A That cal cul ation used a factor of 3.2 pounds per million
BTU for four stroke engines, and | believe it was 2.7 for two
stroke engines. The original permt review calculations used a
factor of 3.4, The factors | used were |ower than the em ssion
factor used in the construction pernit application --
construction permt review -- excuse nme. And, therefore, the
em ssions that | calculated for that year woul d have been | ower
than if | had used the sane enission factor that the pernmit
section used for the 1987 review, pernit review

Q Ckay. Did you performcal cul ati ons for NOx emni ssions
for 19972

A Yes.

Q Ckay. How did you performthese cal cul ati ons for NOX
em ssions for 1997?

A | used the sanme emi ssion factors that were in the 1995
AP-42, and | used the factor of 3.2 pounds for the four stroke

engines and 2.7 for the two stroke engines.
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Q Were the NOx emission for 1997 in excess of 461.3 tons
per year?
A Yes.
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Q How woul d that cal cul ati on conpare with the cal cul ation
using the em ssion factors enpl oyed in 19877

A It was | ower.

Q Ckay. Did you performa calculation for NOx enissions
for 19987

A Yes.

Q How di d you performthis calculation for NOx em ssion
for 19982

A | used the 1998 engi ne operating data and applied the
1995 AP-42 enission factors.

Q Were the NOx emi ssions for 1998 in excess of 461.3 tons

per year?
A No.
Q How woul d that cal cul ation conpare with the cal cul ation

using the em ssion factors enpl oyed in 19877

A | presune that since the 1987 enission factor used by
the permt section was higher, that the em ssions would have al so
been hi gher.

Q Di d you generate any notes that document your

cal cul ati ons?
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A Yes.
Q Were these notes generated by you in the course of your
duties as an inspector with the Illinois EPA?
A Yes.
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Q Are these cal culation notes regularly generated by you
in the course of your inspections with the Illinois EPA?
M5. SMETANA: | amgoing to object. | think that was asked

and answered already, that he did not performthe cal cul ations at

the ti

me of the inspections.

MS. CARTER That was not ny question

HEARI NG OFFI CER KNI TTLE: R ght.

M5. CARTER | don't nmean to interrupt you.
HEARI NG OFFI CER KNI TTLE: Go ahead, Ms. Carter

MS. CARTER My question was whether or not he typically

docunents cal culations in the fornms of notes for, you know, the

course of his duties, in the course of his duties.

Q

M5. SMETANA: | will w thdraw ny objection
THE WTNESS: No

(By Ms. Carter) Do you typically performcal culations in

t he course of your inspections?

A

Q
A
Q

Yes.
Do you typically docunent themin the forns of notes?
No.

Wiy is that?
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A Alot of times the calculations are sinply perforned on
a calculator and, therefore, | don't keep records of every
calculation | do as a result of an inspection. |If they are
relatively sinple calculations easily perforned on a cal cul ator
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| don't wite those cal cul ati ons down.

(Wher eupon a docunent was duly nmarked for purposes of

identification as People's Exhibit 1 as of this date.)

M5. CARTER May | approach, M. Hearing Oficer?

HEARI NG OFFI CER KNI TTLE:  Yes.

M5. CARTER  Thank you. May the record reflect that | just
provided a copy of People's Exhibit Nunmber 1 to Counsel for the
respondent and the witness.

Q (By Ms. Carter) Have you seen this docunent before?

A Yes.

Q VWhat is this docunent?

A The docunent is a summary of operating data that
Panhandl e Eastern Pi pe Line has submitted to either nme at the
field office or to the Agency through a conpliance comit nent
agreenment or through their Title 5 pernmt application. This
i nformation involves hours of operation of the engines and al so
the fuel usage of the engines. This information also includes a
table that | had assenbl ed using different em ssion factors that

had been submtted either to the Agency through the conpliance
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conm tnment agreenent or they would be em ssion factors in the

AP-42. And by using the information that Panhandl e had submitted
in applying emssion factors, | created a table of em ssions,
ni trogen oxi de eni ssions, on each engine.
Q When did you create the table?
71
KEEFE REPORTI NG COVPANY
1- 800- 244- 0190
A M/ recollection is that | created the table shortly
after ny deposition.
Q Ckay. Did you performthe cal culations that were
included within this table?
A Yes.
Q D d you docunent those calculations at that tine?
A No.
Q D d you subsequently docunent those cal cul ations?
A Yes.
Q When did you do that?
A Recently.
Q Do you know approxi mately when?
A Maybe approxi mately a week ago.
Q Ckay. Are those calculations attached to this sheet?
A Yes.
Q Was this docunent generated in the course of your duties
as an inspector with the Illinois EPA?
A Yes.

M5. SMETANA: | amgoing to object to that, because he has
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already said that he did not generate these notes during his
i nspecti ons.

MS. CARTER That was not ny question. | was not asking
whet her he generated them during the inspection. | amasking him

whet her or not he generated these in the course of his duties as
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an Il1inois EPA inspector.
HEARI NG OFFI CER KNI TTLE:  Overrul ed.
THE W TNESS:  Yes.
Q (By Ms. Carter) Can you please identify for ne where
your cal culations are pertaining to NOx eni ssions for 1996?
A | believe it is the seventh page.
Q Is it identified by any nunbers, sir, any page nunbers?
A | have a nunber one circled at the top right-hand
cor ner.

Q Ckay. What did you calculate for 1996 NOx em ssions?

A Wl I, for engine nunber 1113 it was 311.3 tons. Engine
1114 is 342.3 tons. 1115 is 298 tons. 1116, 281.2 tons. Then
engi ne --

Q M. Youngblut, if | could just interrupt you to possibly
expedi te this.

A Yes.

Q What was the total NOx em ssions for engines 1113

t hrough 1119 that you cal cul at ed?
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A 1, 797. 6 tons.

Q VWhat was the total cal cul ated NOx em ssions for engines

1116 through 1119 that you cal cul at ed?
A 846 tons.
Q Ckay. Did you summarize the calcul ations that you

conducted pertaining to your -- pertaining to the 1997 NOx

KEEFE REPORTI NG COVPANY r
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em ssions for the facility?
A Yes.
Q Are they contained within this docunent?
A Yes.
Q VWhat pages are they contained therein?
A Page nunber five.
Q Did you docunent a total for NOx em ssions for 1997 for

engi nes 1113 through 11197
Yes.
Q What was that total ?

A 1, 548 tons.

Q Di d you docunent a total for NOx emissions for engines

1116 through 11197
Yes.

Wiat was that total ?

> O >

680 tons.

Q Ckay. Did you docunment your calculations pertaining to

NOx emi ssions fromthe facility for 1998?
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Yes.

Are those cal cul ati ons contained within this docunent?

Yes.

What pages are they contai ned therein?

Page nunber seven.

Did you docunent a total for NOx em ssions for engines
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1113 through 11197

> o >

Q
facility

A

Q

A

Q

docunent,

docunent ?

A

Q
A

nont h by
Q

Yes.

What was that total, sir?

1,100.1 tons.

Did you docunent a total for the NOx emissions for the
for 1998 for engines 1116 through 1119?

Yes.

What was that total, sir?

457.2 tons.

Sir, if I could have you turn the page within this

of People's Exhibit Nunber 1. Do you recognize this

Yes.

What is it captioned?

Panhandl e Eastern Pi pe Line Conpany, 1995 fuel usage per
engine, @enarm Illinois.

When did you receive this docunent?
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A My recol l ection was during ny 1996 i nspection

Q Al right. Sir, I see nunbers handwitten at the
bottom of the page. Can you identify those for me?

A Those are totals of the colums for each engine that |
manual |y performthose cal cul ati ons or additions and wote those
numbers at the bottom

Q Ckay. If | could direct your attention to the follow ng
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page. Have you seen this docunent before?
A Yes.
Q Can you tell me what it is captioned?

A Panhandl e Eastern Pi pe Li ne Conpany, 1996 fuel usage per

nmonth by engine, denarm Illinois.
Q Do you recall when you received this docunent?
A | believe it was during nmy August 26th of 1997
i nspecti on.
Q Again, | see sonme handwitten notes around the conputer

generated portion. D d you generate these handwitten notes?

A Yes.

Q Can you tell me what they docunent?

A They are totals of the columms for each engi ne and that
is of the fuel usage.

Q Ckay. If | could direct your attention to the next
page, sir. Have you seen this docunent before?

A Yes.
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When did you receive this docunment?
| believe it was during ny 1998 inspection
Can you --

Excuse ne. The 1999 inspection

o >» O > O

Can you read to me what is captioned?

A Panhandl e Eastern Pi pe Li ne Conpany, 1997 fuel usage per

nonth by engine, @enarm |Illinois.
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Q If I could direct your attention to the foll ow ng page

Have you seen this docunent before?

A Yes.

Q What is this docunent, sir? Wat is it captioned first?

| apol ogize. Are you on the last page, sir?

A Ckay. Panhandl e Eastern Pi pe Line Conpany, 1998 fue

usage per nonth by engine, denarm Illinois.
Q Do you recall when you attained this docunent?
A | believe it was during ny 1999 inspection
Q | see one handwitten note on this docunent. Did you

generate that?

A Yes.

Q What does that detail?

A It just explains that the unit of fuel -- MCF neans
1,000 cubic feet.

Q Ckay.
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M5. CARTER At this tine, M. Hearing Oficer, the People
nove for adm ssion of people's Exhibit Nunber 1 into evidence.

HEARI NG OFFI CER KNI TTLE: Respondent s?

M5. SMETANA: W are going to object to that on several
grounds. First, the information in these notes that M.
Youngbl ut said he has provided, a lot of it is based on
i nformati on that was provi ded by Panhandl e during di scovery.
These notes were not generated until substantially after the
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cl ose of discovery and after his deposition. Panhandl e has not
had an opportunity to review these notes or to cross-exam ne the
W tness previously on his notes during his deposition.

Furthernore, the State was not able to subpoena our
W t ness, Sabino Gonez, to appear and at the last mnute we
bel i eve generated -- M. Youngblut generated these notes before
this hearing. Furthernore, these cal culations or notes are
beyond the scope of what the conplainant's answers to
Interrogatory Nunbers 12 and 13 said what the scope of M.
Youngbl ut's testinony woul d be.

So we woul d object to the adnission of the notes portion of
this exhibit.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER If | could have just a nonent, M. Hearing
Oficer.

HEARI NG OFFI CER KNI TTLE: Let's go off.
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(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: W are back on the record. D d
you have a request of M. Boyd?

MR LAYMAN. Yes. Could we have the objection read back to
us on the record.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

HEARI NG OFFI CER KNI TTLE: | amgoing to streaniine this a
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little bit. | amgoing to rule on part of it now.

MR LAYMAN. Ckay.

HEARI NG OFFI CER KNI TTLE: | want you to address whet her or
not it is beyond the scope of what you have provided in
di scovery, specifically Interrogatories 12 and 13, was it?

M5. SMETANA:  Yes.

HEARI NG OFFI CER KNI TTLE: | woul d overrule the other parts
of the objection. | think cross-exam nation issues can be
handl ed now. This witness is on the stand and can be
cross-exam nation. And | amnot concerned with the late
generation. They can generate things whenever they want as |ong
as they disclose it, as they are supposed to, via discovery.

M5. CARTER May | respond?

HEARI NG OFFI CER KNI TTLE:  You can definitely respond.

MS. CARTER. Thank you. In terns of interrogatories Nunber
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12 and 13, the State indicated that M. Youngblut would provide
testinmony relative to his observations during the period of 1987
through the present. M. Youngblut has testified --

MS. SMETANA: |f you are reading out of here, you should
read --

M5. CARTER | will read the whole thing. | wll read the
whol e t hing.

HEARI NG OFFI CER KNI TTLE: Ckay. Pl ease address any

argunents towards ne, if you will.
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M5. CARTER M. Steven Youngblut will offer testinony
relative to observations by the Illinois EPA during inspections

of Panhandl e during the period of 1987 through present relative
to NOx em ssions generated during the operation of engines
nunbered 1101 through 1119. That NOx eni ssions generated during
t he operations of engi nes nunbered 1116 through 1119 tri gger
federal PSD regulations. Panhandle failed to conply with federal
PSD regul ations relative to the constructi on of engi nes nunbered
1116 through 1119 and di scussions with representatives of
Panhandl e with regard to natters above. And then we go on to
i ndi cate additi onal docunentati on.

HEARI NG OFFI CER KNI TTLE:  Ckay.

M5. CARTER  Now --

HEARI NG OFFI CER KNI TTLE: Do you have a further response,

Ms. Carter?
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M5. CARTER | do have a further response, M. Hearing
Oficer. In terms of M. Youngblut's testinony, he is testifying
to his observations that he nmade during inspections on site. He
already indicated in his testinony that he typically conducts
calcul ations during an inspection or inmediately thereafter
However, in this instance he sinply did not docunent those
calculations until a later date. It is not outside of the scope
of what we have indicated that he would be testifying to and it
actually falls within. It is sinply the docunentation that has
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occurred at a later date.

HEARI NG OFFI CER KNI TTLE: Ms. Snet ana?

M5. SMETANA: | would like to respond that the witness
testified that these notes were prepared based on infornmation
that was provided in the conpliance conmtnent agreenent by
Panhandl e, not information that he collected during his
i nspections, and that the scope of his testinobny, as set forth in
response to the interrogatories, is relative to observations by
t he | EPA during inspections of Panhandl e.

M5. CARTER May | respond?

HEARI NG OFFI CER KNI TTLE:  You may, but can | have the
interrogatories in question?

M5. CARTER  Yes.

HEARI NG OFFI CER KNI TTLE: Al right, Ms. Carter
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MS. CARTER M. Youngblut did not testify that he received
this emissions data in response -- you know, in terns of the
conpliance commtnment agreenent. His testinony indicated that he
received this em ssions data, you know, during inspections while
he was on site. He did not reference the conpliance comit nent
agreenment in ternms of where he attained this em ssions data.

HEARI NG OFFI CER KNI TTLE: This data is not obtained from
t he conpliance conmtnent agreenent?

M5. CARTER This data was not -- this data that he
attained, M. Hearing Oficer, was as a result of his
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i nspections. He did not indicate that he attained that through
the conpliance conmtnent agreenent submitted by Panhandl e.

HEARI NG OFFI CER KNI TTLE:  Yes, Ms. Snetana?

MS. SMETANA: |If we could read back his testinony, this
portion of it, |I believe the witness did testify that this
information that is in these charts were based on information
provided in the conpliance conmitnent agreenent.

HEARI NG OFFI CER KNI TTLE: Okay. Just give ne one second,
pl ease.

M5. CARTER M. Hearing Oficer?

HEARI NG OFFI CER KNI TTLE: Coul d you gi ve ne one second,
pl ease.

M5. CARTER  Yes.

HEARI NG OFFI CER KNI TTLE: | amready to make a ruling
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unl ess you feel conpelled to provide further argunent.

MS5. CARTER | do have one nore argument, M. Hearing
Oficer.

HEARI NG OFFI CER KNI TTLE: Ckay. Pl ease do.

M5. CARTER. If you look to four lines down, in terns of
our disclosure, where it indicates -- where it says that NOX
em ssions generated during the operation of engines nunbered 1116
through 1119 triggered federal PSD regulations, in there it does
not require even that he attai ned themthrough his inspections.

HEARI NG OFFI CER KNI TTLE: Al right. Anything further, M.
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Smet ana? Am | saying your nanme correctly?

M5. SMETANA:  Snet ana

HEARI NG OFFI CER KNI TTLE: Smetana. Please correct nme if |
amsaying it wong in the future, everybody.

MS. SMETANA: | think that it is -- | amreading the
response to interrogatories that is relative to observations nmade
during inspections, and | have already stated ny point on that.

HEARI NG OFFI CER KNI TTLE: Right. | amgoing to overrule
the objections. | think it is relative to the observations, and
nost of the information seens to be garnered from docunents
provided at various inspection reports, and | do concur with Ms.
Carter's observation about engines 1116 through 1119. So the

objection is overruled. | will admt this into evidence
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MS. CARTER  Thank you, Your Honor

HEARI NG OFFI CER KNI TTLE:  Ch, | wish | were Your Honor, but
| am not.

M5. CARTER M. Hearing Oficer. | amagetting ny fornms
m xed up.

HEARI NG OFFI CER KNI TTLE: So this is adnitted.

(Wher eupon sai d docunent was duly adnmitted into evidence as

Peopl e's Exhibit 1 as of this date.)

HEARI NG OFFI CER KNI TTLE: Ms. Carter, anything further with
this w tness?

M5. CARTER No, M. Hearing Oficer.
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HEARI NG OFFI CER KNI TTLE: All right. Does the respondent
need a couple of mnutes before cross, or do you want to head
intoit?

M5. SMETANA: W can go ahead.

HEARI NG OFFI CER KNI TTLE: (Okay. Let's proceed with the
cross-exam nation. Wich one of you will be conducting
Cross-exam nation?

M5. SMETANA: | am

HEARI NG OFFI CER KNI TTLE: Ckay. Your witness.

CROSS EXAM NATI ON
BY MS. SMETANA
Q M. Youngblut, as an inspector, it is your role to | ook

at a facility and to determ ne whether it is in conpliance; isn't



14

15

16

17

18

19

20

21

22

23

24

10

11

12

that correct?

A Yes.

Q These inspections that you di scussed previously in your
testinmony are often conducted annually; is that correct?

A Yes.

Q 1996 was not the first tine that you inspected the
A enarmstation; isn't that true?

A Yes.

Q Prior to 1996 you inspected the d enarm station

correct?

A Yes.
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Q In fact, as early as the 1980s you inspected the d enarm
station?

A Yes.

Q Isn't it true that prior to 1996 your inspections to the
denarmstation found no violation of the NOx emssions Iimt?

A Yes.

Q Isn't it also true that prior to 1996 there were no | EPA

i nspections at the denarmstation that found no violation of the
NOx emissions limt?

A Yes.

Q Bef ore 1996, you were aware of the permit issued to

Panhandl e in February of 1998; is that correct? 1988. Excuse
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Yes.

Q Al so before 1996 you were aware of the 461.3 tons per
year NOX limt in that permt, correct?

A Yes.

Q In fact, in 1988 you were aware of the 461.3 tons per
year limt; is that correct?

A Yes.

Q The 1988 construction pernit and the subsequent
operating permts do not specify how to determ ne conpliance with
that 461.3 permt linmit, do they?

A Coul d you repeat the question?

KEEFE REPORTI NG COVPANY %
1- 800- 244- 0190
MS. SMETANA: Coul d you read back the question? Could
have t he question read back?
HEARI NG OFFI CER KNI TTLE: Pl ease.
(Wher eupon the requested portion of the record was read
back by the Reporter.)
THE WTNESS: No
Q (By Ms. Snmetana) The permit does not require em ssion

testing, does it?

A No.

Q The permt requires that Panhandl e keep records of fue
usage; is that correct?

A Yes.
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Q The permt also requires that Panhandl e keeps records of
hours of operation for each of the conpressor engi nes covered by
the permt; is that correct?

A Yes.

Q Is it correct that conpliance with the 461.3 ton per
year limt can be determ ned using em ssions factors to calculate
annual em ssions?

A Yes.

Q Is it true that there are em ssion factors based on fue
usage that may be used to cal cul ate NOx em ssions for conpressor
engi nes?

A Yes.
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Q You were aware of these em ssion factors in 1988, right?

A Yes.

Q In fact, in your 1989 -- as part of your inspection
report, you were aware that you could use fuel usage records to
determ ne conpliance; is that correct?

A Yes.

Q Is it true that there are enission factors based on
hours of operation that maybe used to cal cul ate NOx em ssions
from conpressor engi nes?

Yes.

Q You were aware of these emission factors as early as
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1988, right?
A | don't recall.
M5. SMETANA:  Just one second.
HEARI NG OFFI CER KNI TTLE: Take as much tinme as you need.
M5. SMETANA: | amgoing to show the w tness what has been
mar ked as Panhandl e Exhi bit Number 15.
(Wher eupon sai d docunent was duly marked for purposes of
identification as Panhandl e Exhibit 15 as of this date.)
Q (By Ms. Smetana) M. Youngblut, if you could take a
| ook at this docunent. Do you recognize this docunment as your
not es?
A Yes.
Q And these notes were generated in 1980, correct?
87
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A Yes.

Q And if you |l ook at the bottom of page one of this
Exhi bit Nunmber 15, the first -- where it says NOx emi ssion
calculations, is that not an emissions factor based on hours of
operation?

A Yes.

Q Ckay. So you knew as early as 1980 that there were
em ssions factors based on hours of operations; is that correct?

A Yes.

Q So conpliance with the -- that's all for that exhibit.

Conpliance with the 461.3 ton per year limt can be determ ned by
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cal cul ating emi ssions using either fuel usage or hours of
operations, depending on the em ssion factor, correct?

A | don't know.

Q Did you -- you just testified that there were eni ssions
factors based on hours of operations; is that correct?

A Yes.

Q And you also just testified that Panhandl e was required
to maintain records of hours of operation; is that correct?

A Yes.

Q You al so just testified that there were em ssions
factors based on fuel usage, correct?

A Yes.

Q And Panhandl e under its permt was required to naintain
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records of fuel usage; is that correct?

A Yes.

Q So conpliance with the 461.3 tons per year limt can be
determ ned by cal cul ati ng em ssions using either fuel usage or

hours of operation, depending on the emission factor; is that

correct?
A | don't know.
Q Ckay. Isn't it true as part of your inspection you

request records of fuel usage and hours of operation?

A Yes.
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Q It was not until 1996 that you cal cul ated em ssions for
the @ enarmstation using the avail able fuel usage and hours of
operation records; is that true?

A Yes.

Q Records of fuel usage for the 3 enarmstation were
avai l abl e to the Agency before 1996; correct?

A Yes.

Q Records of hours of operation for the denarmstation
were available to the Agency before 1996, correct?

A Yes.

Q QO her than records of fuel usage or hours of operation
there woul d be no other informati on needed to determnmi ne NOX

em ssi ons based on a standard em ssion factor, would there?

89
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Q Isn't it true that prior to 1996 you had enough

information to calculate the NOx em ssions at the @ enarm station

to determine conpliance with the 461.3 limt?

A Yes.

Q If you had considered the fuel usage or hours of
operation records as early as 1989, you woul d have di scovered
that em ssions for engines 1116 through 1119 exceeded the 461.3
l[imt; is that true?

A No.

Q You concl uded in your August of 1996 inspection report
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t hat Panhandl e was not in conpliance with the 461.3 limt based
on your calculation of NOX emi ssions; is that correct?

A Yes.

Q You al so concl uded in your 1996 report that Panhandl e
may be exceeding the Iimt for PSD, is that correct?

A Yes.

Q As an inspector you have access to annual eni ssions
reports; is that right?

A Yes.

Q Is it true that the annual emission reports are
avai l abl e fromthe conpliance and systens managenent section?

A Yes.

Q Is it true that as early as 1988 you had access to the
annual em ssions reports filed by Panhandle for its denarm
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station?
A Yes.
Q The annual em ssion reports contain information on
al | onabl e emi ssions; is that right?
THE WTNESS: Could you repeat the question, please.
Sorry. Sir, could --
HEARI NG OFFI CER KNI TTLE: Do you want nme to ask her if she
wi Il repeat the question?

THE WTNESS: Yes, would you pl ease.
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HEARI NG OFFI CER KNI TTLE: Darl ene, could you repeat it,
pl ease.
(Wher eupon the requested portion of the record was read
back by the Reporter.)
THE WTNESS: Mst recent annual enission reports do
contain that information.
Q (By Ms. Smetana) As early as 1992 annual enissions
reports for Panhandl e contained information on all owabl e
em ssions; is that true?
A Yes.
Q The annual emission reports for Panhandl e al so contain
information on total actual NOx emissions; is that true?
A Yes.
Q When | ooki ng at an annual emissions report, if the
actual em ssions are greater than the allowabl e enissions, would
91
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that raise an issue as to whether a facility is in conpliance
with the limt?

A Yes.

Q It was not until 1996 that you got a copy of and
revi ewed the annual enission report for Panhandle's d enarm
station; is that correct?

A Yes.

MR BOYD: One minute, please.

M5. SMETANA: | have no further questions for the witness.
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HEARI NG OFFI CER KNI TTLE: Al right. Thank you.
Ms. Carter, do you have a redirect?
M5. CARTER | do. Just a nonment. Could you give ne just
a nonent, please, M. Hearing Oficer?
HEARI NG OFFI CER KNI TTLE: Sure. Let's go off.
(Di scussion off the record.)
HEARI NG OFFI CER KNI TTLE: Al right. Back on the record.
Redi rect .
REDI RECT EXAM NATI ON
BY M5. CARTER
Q Can you explain why you would not have been able to
determ ne NOx em ssions fromPanhandle's facility prior to 1996
based upon either fuel usage or hours of operation?
A The Iimt that is in the operating permt, both limts
are based on annual enissions. Those are annual limts. Soin
92
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previous inspections, as | recall, | needed a year's worth of
operating data in order to calculate the nitrogen oxi de em ssion
so that | could conpare that against the annual linmts. And
several of those years prior to 1996 | did not performthe
i nspections of the facility.

Q Do you know how al | owabl e em ssions are determned in an
annual em ssion report?

A That information originally came fromthe em ssion
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i nventory system and that information was placed in the em ssion

i nventory systemby the permit engineer that reviewed the
permts.

Q Did you have any role in determning the all owabl e
em ssions in the annual emn ssion report?

A No.

Q Ckay. Do you know how Panhandl e was reporting annua
em ssions in its annual enissions reports?

A No.

Q Were the em ssions that Panhandl e was reporting in its
annual em ssion reports the total for all em ssion units?

A Yes.

Q Coul d you discern fromthe information available in an
annual em ssion report the annual em ssion for each engi ne?

A No.

MS. CARTER Thank you. No further questions.

KEEFE REPORTI NG COVPANY
1-800- 244- 0190

HEARI NG OFFI CER KNI TTLE:  Thank you. |s there a recross,
Ms. Snet ana?
MS. SMETANA: | just have a few questions.
RECRCSS EXAM NATI ON
BY MS. SMETANA
Q M. Youngblut, you testified that for several of the
years prior to 1996 you did not performthe inspections at

Panhandl e; is that correct?
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A Yes.

Q You testified earlier that Laurie Brinkmann perforned
the inspection in 1994; is that correct?

A No.

Q Do you still have the group exhibits in front of you

t he bookl et of Stipulated Goup Exhibits?

Yes.
Q If you could turn to tab seven, please
A Yes.
Q Pl ease turn to page -- the second to the |ast page of
that section. |Is it correct that Laurie Brinkmann performed the

1994 i nspection?

A Yes.

Q You reviewed Ms. Brinknmann's reports; is that correct?
A Yes.

Q At the lower right-hand corner of this 1994 report those
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are your initials; is that correct?

A Yes.

Q And that was on January 20th of 1993 that you revi ewed
this report; is that correct?

Yes.
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Q It nust be 1994.

A 1994.

Q It says 1993.

A January 20t h of 1994,

Q If you could turn the page. 1Is it correct that Laurie

Bri nkmann i nspected the facility in 1995?

A Yes.

Q You reviewed Ms. Brinkmann's 1995 report; is that
correct?

A Yes.

Q At the lower right-hand corner those are your initials,
SSY; is that correct?

A Yes.

Q That indicates that you reviewed this report on May 16th
of 1995; is that correct?

A Yes.

MS. SMETANA:  We have no further questions.
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HEARI NG OFFI CER KNI TTLE: Re-redirect, Ms. Carter?

MS. CARTER No, M. Hearing Oficer.

HEARI NG OFFI CER KNI TTLE: Thank you, sir. You may step
down.

(The witness left the stand.)

HEARI NG OFFI CER KNI TTLE: Let's take a break

(Whereupon a lunch recess was taken from approxi nately
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12:20 p.m to 1:30 p.m)

KEEFE REPORTI NG COVPANY
1-800- 244- 0190

AFTERNOON SESSI ON

HEARI NG OFFI CER KNI TTLE:

|l unch recess. It

(Sept ember 18, 2000; 1:30 p.m)

W are back on the record after

is approximately 1:30 p.m W are continuing

with the hearing in PCB Docket Nunber 1999-191

Ms. Carter,

cal |

your

next witness,

pl ease.
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MS. CARTER The questioning of the witness will be done by
M. Robb Layman. The witness is M. M ke Davi dson
HEARI NG OFFI CER KNI TTLE: Okay. M. Davidson, if you could
cone up and have a seat. Wuld you swear himin, please.
(Wher eupon the witness was sworn by the Notary Public.)
HEARI NG OFFI CER KNI TTLE: Ms. Carter. Excuse ne. M.
Layman.
MI CHAEL E DAVI DSON,
havi ng been first duly sworn by the Notary Public, saith as
fol | ows:
DI RECT EXAM NATI ON
BY MR LAYNAN:
Wul d you state your full nane for the record, please.
M chael E. Davidson
Q M. Davidson, do you recall testifying in an earlier
permt appeal proceeding involving Panhandl e about your
participation in the review of violation notice letters that were

sent to Panhandl e?
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Yes, | do.
Do you recall who initiated the violation notice review?
| believe it was the field, Steve Youngbl ut.

Do you recall what the circunstances were surroundi ng

A I think in the course of his inspection of the facility
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he determ ned, based upon fuel usage nunbers that were provided
to himby the facility operators, that there nay have been a
possi bl e viol ation.

Q Did you know at that tine how the field engi neer had
determ ned that Panhandl e had exceeded its pernmitted NOX
limtation in the permt?

A | believe he used the nost recent AP-42 enission factors
that were avail abl e.

Q Did you at that tinme performany cal cul ati ons of your
own?

A No, | left that to the field.

Q Were you aware at that time of any cal cul ati ons or
estimate of NOx enissions that had been perfornmed by Panhandl e
and nade avail able to the Agency?

A No, | wasn't.

Q Ckay. Do you recall testifying in the earlier permt
appeal proceedi ng invol ving Panhandl e about your famliarity with
the construction permt that was issued to Panhandle in February
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of 1988?

A Yes, | do.

Q Did you participate in the review of the permt
application for that construction permt?

A No, | wasn't a reviewee for that pernit.
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Q Did you review any files pertaining to the revi ew of
that construction permt?

A Subsequent to the field s notification of a possible
violation, and at the request of the conpliance section, | did
review those files to provide input fromthe pernt section

Q Do you recall what docunents in particular that you
| ooked at relative to the 1988 construction pernit?

A I reviewed the permt and the subsequent review notes
prepared by the permt analyst and also | reviewed sone of the
subm ttal s nade by the conpany.

Q By submittals do you nmean correspondence?

A Correspondence, there was a request that -- a letter

submtted by the conpany, and it indicated that we had asked for

fuel usage data and that was provided. And then a subsequent
anal ysi s by the conpany regardi ng BTU horsepower and why the
factors that they proposed to use was nore representative than
ot her factors.

Q Was there anything else in terns of correspondence?

A Not that | recall.

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190
Q How did the construction permt that was issued in
February of 1988 regul ate Panhandl e's NOx em ssions for the
proj ect ?
A They set an overall total emissions limt for the four
engi nes, 461 tons, approximately. That was based upon a basel
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established by the em ssions data that based on the review notes
t he anal yst cal cul ated eni ssions and then add an increase of 39.9
tons, and then the total was approximately 461 tons.

Q Do you recall whether or not the -- strike that.

You indicated that there were -- | amsorry. Strike that.
You had indicated that there was an annual limt --

A That's correct.

Q -- of the NOx enissions fromthe Panhandl e facility?

A Yes.

Q Do you recall whether there were any other linmts
identified in the construction permt?

A No, there wasn't.

Q Do you know what baseline period was used to determne
hi storical NOx em ssions fromthe retired engi nes?

A | think it was 1987.

Q How do you know t hat ?

A Based upon the letter that was subnitted by the conpany
and the revi ew notes.

Q VWhat in the letter that was submtted by the conpany
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nmade you believe that 1987 was the basis for the emi ssion
basel i ne?
A It was a short letter that basically said sonething

that -- to the effect that pursuant to your request here is the
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em ssion -- or the fuel usage nunbers for 1987.

Q Do you know what enission factors were used in the
original construction permt to establish the NOx enmission [imt?
A Based on the analysis notes, it indicated he used an

AP-42 em ssion factor, and since the date was around 1988, that

was AP-42 probably from 1985, | believe.

Q Do you recall what specific type of em ssion factor was
used?

A It was based upon BTU horsepower hour or pounds per BTU

Q Do you know what enission factors woul d have been

reflected in that limt in a subsequent operating permt?

A | am not cl ear.

Q I will restate the question. Do you know what em ssion
factors were reflected in the Iimt that acconpanied the
subsequent operating permt?

MS. SMETANA: | will object to the formof the question as
| eadi ng the witness.
HEARI NG OFFI CER KNI TTLE: M. Laynman?
MR LAYMAN. | will go about it alittle differently.
Q (By M. Layman) Do you recall, M. Davidson, becomn ng
101
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famliar with any operating permits that were issued to the
facility after the original construction permt in 19887
A | don't believe there was any.

Q Do you recall howthe limt in those operating pernits
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2

reflected or conpared with the limt that was contained in the
original February of 1988 construction permt?

A The construction permt was transferred to an operating
permt and reflected the same limts that were established in the
construction permt, of 461 tons.

Q Ckay. Can you tell us how the permt addressed the
matter in which Panhandl e denonstrated conpliance with the NOX
limt?

A Basically it indicated in the permt that the conpany
was required to keep fuel usage and hours of operation

Q Have you seen that type of record keepi ng requirenent
for an annual emission limt before?

A Yes.

Q And can you describe the circunstances in which you
general |y have seen that?

A Basically for the older permts that were issued around
that time, they established only an annual type of limt and that
these limts established only records for annual usage and annua
hours of operation

Q Ckay. In your experience can you tell us how a
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permttee woul d determ ne conpliance with an annual em ssion
limt through that type of record keepi ng?

A They woul d have to determ ne conpliance at | east once
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per year, a single annual deternination of conpliance, based on
however the data was presented in the application

Q And can you tell us generally what kind of record
keepi ng requi renents acconpani ed the subsequent operating pernmts
that were issued?

A They had the exact sane limtations and conditions.

Q Ckay. Do you recall testifying in the earlier permt
appeal proceedi ng about your initial role as the Title 5 permt
anal yst for Panhandl e?

A Yes, | do.

Q Did you review all or any portion of the Title 5 permt
application submtted by Panhandl e?

A Only a cursory review. | |ooked at the conpany's
em ssion cal culations and sonme of the permt application forns.

Q Ckay. Let ne find a docunment real quick that | would
like to call the attention of the w tness to.

I would like to call the witness' attention to Exhibit 22
of the Stipulated Hearing Exhibits. M. Davidson, it should be
there in front of you. Can you identify this docunent?

A It is the proposed conpliance conmitnent agreenent
subm tted by the conpany subsequent to their receiving a
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violation notice.
Q Can you identify attachment nunber nine to the

conpl i ance commi tment agreenent.
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A What page?

Q | am showi ng a page 209, but | would Iike you to confirm
t hat.

A Attachnment ni ne, page 209 of the docunent is titled
Title 5 conpliance certification

Q Turni ng the page and | ooki ng at page 210 fromthe old
permt appeal proceeding, can you tell us what that page is
identified as?

A It is the conpliance certification form At the bottom
it is 296 CAAPP form on page 210.

Q Can you tell us if this was the initial or isit a
revision to sonething that the conpany had subnmitted to the
Agency bef ore?

A This is arevision. | believe it was to be added to
their pending application at that tine.

Q Is it dated on the face of the docunent?

A At the top right corner it shows revision nunber one,
dated May 7th of 1997.

Q Can you tell us generally, M. Davidson, what the
docunent states with respect to the conpliance status of engines
1116 t hrough 11197
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A Itemsix on the form page one, or page 210 of the

docunent, says does the signatory of this formhereby certify
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that the source is in conpliance with all applicable
requi renents, and no i s checked.

Q Ckay.

A And then in a subsequent expl anation, the operating
schedul es of the four reciprocating engines identified in section
9B following are such that the NOx em ssions exceed the linmts
prescribed in the special condition two of permt nunbers
167801AAA.

Q Ckay. Thank you. | would like to direct your attention
to two pages beyond that, specifically 212 of the old permt
appeal proceeding and, again, specifically to the body of
information that is identified as conpliance information.

A Ckay.

Q Can you describe to us the testing nethods that
Panhandl e has used to denonstrate conpliance?

A Itemten of the formon page 212 indicates sunmary of
nmet hods used to determ ne conpliance, and it shows source
em ssion factors were used to determ ne conpliance

Q Can you tell us what the docunent identifies as the
noni toring procedures used by Panhandl e to denonstrate
conpl i ance?

A That's the only thing that is indicated on this page.
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Ckay.

A Em ssion factors were the --
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Q I's there anything in subsequent pages regarding the
noni tori ng procedures?

A On page 213, description of record keeping used to
denonstrate conpliance. It is itemC It shows nmaintain
operating records for fuel used and operating hours.

Q Ckay. Thank you. What does the docunent identify as
the record keeping requirenents used by Panhandl e to denonstrate
conpl i ance?

A On page 214, item 10D, description of reporting used to
denonstrate conpliance, annual emissions report is used to
denonstrate conpliance is indicated.

Q Ckay. Thank you. M. Davidson, do you recal
testifying in a permt appeal proceedi ng about Panhandl e's
reference to historical em ssions data in the conpliance
conmmi tnent agreenent letter that was subnitted?

Yes, | do.
Q Can you identify where any references to emnission data

were nade in that conpliance commtnent agreenent?

A | am not sure where --
Q I think we are still on the sanme docunent, Exhibit
Nunber 22.

A On page 186. At the top it is titled attachnment two,
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netting denonstration, and it indicates the years 1983 through
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1987.

Q Ckay. | believe what | was hoping to refer the witness
attention to was identified in the narrative portion of the CCA
specifically page eight of the violation -- | amsorry -- of the
conpliance commtnent agreenment. It is identified as page 182 of
the Board's record fromthe earlier permt appeal proceedi ng.

A Post construction em ssions on page 1827

Q That's correct. Can you tell us what that is, M.

Davi dson?

A It provides an enissions data for the years 1989 through
1987 and total emissions for the four engines.

Q Can you tell us how Panhandl e cal cul ated that emni ssions
data that is shown on that page?

A Directly below the table there is a methodol ogy used to
determ ne conpliance -- to determne emssions. It was the use
of AP-42 output factor of 11 granms per horsepower hour. Then it
subsequently says in 1985 Panhandl e requested NOXx em ssion
factors frommanufacturers in preparation of the Title 5
application, and fromthat point forward Panhandl e has used the
manuf act ured supplied em ssion factor of 15 grans hor sepower
hours for units 1116 and 1117, and six granms horsepower hour for
unit 1118, and 1119.

Q Ckay. Thank you. Can you tell us for the years 1989
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t hrough 1994 what the total NOx em ssions conpare with in regards
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tothe limt in the construction permt?

A It indicates that the em ssions exceeded the em ssion
limt that was established in the operating pernit. The totals
i ndi cated range from between 620.8 tons to approxi mately 753
tons.

Q Can you describe for us howthe totals conpare for the
period of 1995 through 1997 with the original construction permt
limt?

A The limts are -- the nunbers indicated well exceed the
permtted linmt. They indicate for 1995, 1,025.7 tons, and for
1996, 1,148.6 tons.

Q Ckay. Thank you. M. Davidson, do you recal
testifying in the earlier permt appeal proceeding involving
Panhandl e about your role in preparing a notice of inconpleteness
letter?

A Yes, | do.

MR LAYMAN. Excuse ne just a nonent.
(Wher eupon a docunent was duly nmarked for purposes of
identification as People's Exhibit 2 as of this date.)

Q (By M. Laynman) M. Davidson, can you identify that
docunent, which was been narked as Peopl e's Exhibit Nunber 2?

A This is a notice of inconpleteness that | prepared, with
the hel p of Chris Ronmaine, regarding the pernmit application that
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was submitted by the conpany.

Q Can you tell us just real quickly or briefly, if you

will, when you prepared this?
A It was around the date indicated of June of 1997.
Q I would like to call your attention to special condition

2A. Wuuld you read that for the hearing audi ence?

A Specifically the letter indicates that informati on was
required in order for the application to be considered conplete.
2A indicates the detailed data for annual em ssion for NOx from
t he new engines, i.e., engines one 1116, 1117, 1118 and 1119,
followi ng additional control as proposed denpbnstrating that the
engines will no |longer represent a najor nodification
Information in the proposed conpliance conmmtment agreenent
i ndicates that the construction and historic operation of the
four engines, 1116 through 1119, represent a najor nodification
subj ect to PSD.

Q Can you tell us who nade the determnation regardi ng the
| ast sentence in condition 2A?

A | believe it was between Chris Romai ne and nysel f.

Q Ckay. Can you tell us whether or not the -- this notice
of inconpleteness letter was, in fact, sent fromthe Agency to
Panhandl e?

A Yes, it was. It was sent certified, as indicated by the
upper right corner, the certified mail
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Q Ckay. Thank you.

MR LAYMAN: At this tine the State will nove for the
adm ssion of People's Exhibit Nunmber 2 into evidence.

HEARI NG OFFI CER KNI TTLE: Wi ch one of you is handling this
Wi t ness?

MS. SMETANA: | am W have no objections.

HEARI NG OFFI CER KNI TTLE: Al right. This is adnmtted.

(Wher eupon sai d docunent was duly adnmitted into evidence as

People's Exhibit 2 as of this date.)

Q (By M. Layman) | would like to direct your attention to
anot her subject matter area, M. Davidson. Do you recall
testifying in an earlier permt appeal proceedi ng about
hi storical em ssion data presented by Panhandl e in a Septenber of
1997 permt application?

A Yes.

MR LAYMAN Just a nonent again, please.
(Wher eupon a docunent was duly nmarked for purposes of
identification as People's Exhibit 3 as of this date.)

Q (By M. Layrman) M. Davidson, would you kindly identify
thi s document ?

A This was the submttal that was sent to the Agency by
t he conpany subsequent to the notice of inconpleteness that was
sent to the conpany.

Q And just briefly, how are you famliar with this
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docunent ?

A | reviewed this in the context of being the permt
analyst for the project and in regards to issuing this whether or
not we could issue a construction permt for the addition of new
control s.

Q When di d Panhandl e submit the docunent to the | EPA?

A Well, | can't see the exact but, it is Cctober of 1997.

Q Ckay. Can you identify for us, M. Davidson, the pages
fromthis submttal that make reference to historical em ssions
data? For the convenience of the witness, | would call his
attention to attachment seven in the submttal.

HEARI NG OFFI CER KNI TTLE: Do you have a page nunber, M.
Layman, at the bottomfromthe previous Board --

MR LAYMAN: It is fromthe old Board record, page 89.

HEARI NG OFFI CER KNI TTLE: That night hel p the witness.

THE WTNESS: Attachnment seven is titled post construction
em ssi ons.

Q (By M. Layman) kay. Can you tell us what portion of
this attachnment identifies an analysis for NOx em ssion?

A On page -- starting on page 90 and --

MR LAYMAN. May | approach the wtness?

HEARI NG OFFI CER KNI TTLE:  Yes. M. Laynman, these pages we
are referring to are pages fromthe Board' s record in the permt
appeal in this matter?
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MR LAYMAN: That's correct.

HEARI NG OFFI CER KNI TTLE: If we are going to refer to any
ot her page nunbers we will notify the Board and nysel f?

MR LAYMAN. Yes. | believe this will be the only page
that we will be referring to fromthat docunent.

If I may have a nonent to figure out which one of these is
the one we are | ooking at.

HEARI NG OFFI CER KNI TTLE: Sure. Let's go off.

(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record.

Q (By M. Layman) M. Davidson, can you identify the bl own
up chart that has been placed here in front of you?

A This is the analysis of the NOx em ssions fromthe
facility for the years between 1989 through 1996.

Q Is that docunent identical to what is identified in
Peopl e' s Exhi bit Nunber 3?

A It appears to be.

Q Apart fromthe snudges?

A (Nodded head up and down.)

Q Ckay. Can you tell us what portion or part of this
docunment identifies NOx emissions for the engines 1116 through
11197

A They are indicated in various columms or rows towards
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the bottom and it indicates the various em ssion factors that we
used. NX enissions for AP-42 fromJuly 1993 and January of 1995
are indicated.

Q And that's here in the mddle?

A In the mddle of the page.
Q Ckay.
A Foll owi ng that NOx em ssions are shown for AP-42 of

Sept enber of 1985, and then at the bottom of the page it
i ndicates NOx emissions that are the original manufacturer's
esti nat es.
Q kay. Wth respect to the em ssions data that was
cal cul ated by use of the AP-42 emission factor from 1993 as wel |
as 1995, can you tell us generally what those nunbers conpare
wi th when matched agai nst the construction permt [imt?
A For each of the years shown they exceed the Iimt of 461
tons.
Q Ckay. And how about with respect to the emi ssion data
cal cul ated on the basis of the 1985 version of AP-427?
A For each of the years shown they exceed the limt of 461
tons.
Q Ckay. Thank you
MR LAYMAN: The State will nove for the adm ssion of
Peopl €' s Exhi bit Nunber 3.
I would, at this point, like to ask a clarifying question
113
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with respect to identifying the chart, to the extent that it is
identical, as we identified, or is the sane as People's Exhibit
Number 3.

MR BOYD:. For illustrative purposes only.

MR LAYMAN: | amsorry?

M5. SMETANA:  Well, | think that if we have al ready agreed
tothis, this is really sufficient. This is just for
illustrative purposes, for purposes of the hearing.

MR LAYMAN. Right. You have agreed to --

MS. SMETANA: Well, we have agreed -- well, not yet, but we
wWill agree to the admissibility --

MR LAYMAN. Ckay. | guess that is what | would like to --

M5. SMETANA: -- of People's Exhibit Nunber 3.

HEARI NG OFFI CER KNI TTLE: |s there an objection to People's
Exhi bit Number 3?

M5. SMETANA:  No, there is no objection to People's Exhibit
Number 3.

HEARI NG OFFI CER KNI TTLE: Al right. People's Exhibit
Number 3 will be admtted.

(Wher eupon sai d docunent was duly adnmitted into evidence as

People's Exhibit 3 as of this date.)

HEARI NG OFFI CER KNI TTLE: Okay. Now, about the chart, M.
Layman, what are you --

MR LAYMAN It is the identical document only it is blown
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up. Is it the preference of the Hearing Oficer that we identify
that |ikewi se as People's Exhibit Nunmber 3, for denonstrative
pur poses only?

HEARI NG OFFI CER KNI TTLE: Are you planning on submtting
the bl own up version of People's Exhibit Nunber 3 into evidence
with me to take back to the Board?

MR LAYMAN:  Yes.

HEARI NG OFFI CER KNI TTLE: Ckay. So let's offer it as a
separate exhibit, then, and call it People's Exhibit 3A

MR LAYMAN. That's fine, if we can identify it.

HEARI NG OFFI CER KNI TTLE: Now, are you now novi ng the
adm ssion of People's Exhibit 3A?

MR LAYMAN. | amsorry. Could you say that agai n?

HEARI NG OFFI CER KNI TTLE: That's okay. | amwondering if
you are noving the adm ssion of the blown up exhibit as well?

MR LAYMAN:  Yes.

HEARI NG OFFI CER KNI TTLE: Ckay. Ms. Snetana, do you have
an objection to People's Exhibit 3A?

M5. SMETANA: W have no obj ection.

HEARI NG OFFI CER KNI TTLE: Al right. People's Exhibit 3A
will be admtted as well.

(Wher eupon sai d docunent was duly marked as People's

Exhi bit 3A and admitted into evidence as of this date.)

MR BOYD. Were is our copy, Robb?
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(Laughter.)
MR LAYMAN. Sorry about that.
(Laughter.)

Q (By M. Layman) M. Davidson, | really have one
additional matter to ask you about for today's hearing. Can you
tell us during your period of permitting review, did the Illinois
EPA seek any guidance fromthe U S. EPA about the applicable PSD
requi renents for Panhandl e?

A Yes, we did. | think it was based upon after subsequent
conversations with the conpany we were at an inpasse regarding
our determ nation and what the conpany viewed was a proper
course, and we offered to present whatever the conpany would |ike
to the U S. EPA along with our comments and any additiona
information that we thought was rel evant, and the conpany
subsequently presented us with a subnmittal and we drafted a
letter and added additional information and sent that to the U S.
EPA and subsequently they sent us a response.

Q Ckay. You indicated that the | EPA had sent the U S. EPA
a letter seeking guidance; is that correct?

A That's correct.

(Wher eupon sai d docunent was duly marked for purposes of
identification as People's Exhibit 4 as of this date.)

Q (By M. Layman) | will ask you, M. Davidson, if you can

identify this docunment, People's Exhibit Nunber 4?
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A This was a letter that | drafted, with the help of Chris
Rorei ne, in regards to the submittal that was going to be sent to
the U S. EPA

Q Does the copy of the letter represent an accurate
depiction of the letter that was sent to the U S. EPA?

A Yes, it does.

Q Were there any attachnents that acconpanied the letter?

A | believe it is the |ast page, there is a listing of
attachnents that were sent to the conpany -- or to the U S. EPA
They indicated the construction permt, dated February 10th of
1988, the suppl enental information provided by the conpany, and
t he suppl emental information that was al so provided by the
conpany from May 4th of 1998.

Q Ckay. Al of those were attached to the letter that was
sent to the U S. EPA then?

A That's correct.

Q Can you tell us whether or not it is at all comon for
the | EPA to seek guidance fromthe U S. EPA with respect to the
PSD progr an?

A W frequently seek gui dance.

Q And is the type of letter -- strike that. How do you
routinely conduct that sort of request, if you will?

A W do it -- either we will contact the U S. EPA directly

or we would wite this type of letter to the U S. EPA for
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conment s.

Q Ckay. You indicated that the Illinois EPA received a
response fromthe U S. EPA?

A That's correct.

(Wher eupon sai d docunent was duly marked for purposes of
identification as People's Exhibit 5 as of this date.

Q (By M. Layman) M. Davidson, | wll again ask you to
identify the docunent marked as Peopl e's Exhibit Nunber 5?

A This looks to be a copy of the letter that was sent by
the U S. EPA to the Agency after their review of our letter to
t hem

Q Who -- can you tell who signed the letter?

A It is signed Andrew Anderson, acting chief of pernits
and grants section, on page three of the letter

Q Do you know when the Agency received the letter?

A This copy does not seemto be date stanped. The letter
seens to be nmumiled out around August of 1998.

Q And who was the letter sent to at the | EP?

A Donal d Sutton, the nmanager of the pernmit section

Q Do you recall being provided a copy of that
cor r espondence?

A It was included as part of the permt record.

Q So you subsequently reviewed it?

A W reviewed it as part of our -- | believe after we
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received it, this information, we reviewed it.

Q Does this copy of the letter represent an accurate
depiction, you think, of the U S EPA s letter received by the
Agency?

A Yes, it does.

MR LAYMAN: At this tine | would nove for the adm ssion of
Peopl e's Exhi bit Nunber 4 and 5 into evidence.

HEARI NG OFFI CER KNI TTLE: Ckay. We will take them
separately. On People's Exhibit Nunber 4, any objection?

M5. SMETANA:  On Peopl e's Exhibit Nunber 4 we have no
obj ecti ons.

HEARI NG OFFI CER KNI TTLE:  All right. People's Exhibit
Nunmber 4 is adnmitted.

(Wher eupon sai d docunent was duly adnmitted into evidence as

Peopl e's Exhibit 4 as of this date.)

HEARI NG OFFI CER KNI TTLE: Ckay. How about Peopl e's Exhi bit
Number 57?

M5. SMETANA: W do object to the admi ssion of People's
Exhi bit Nunber 5 on several grounds. First, we don't believe a
proper foundation has been laid for the adnission of this
docunent. Neither the author or the recipient is here, nor wll
they be called as witnesses. The contents in the letter, to the
extent that this witness was providing testinmony on it, would be

purely hearsay.
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In addition, the contents of the letter goes to | ega
concl usions and policy and guidance and is inconsistent with
ot her existing U S. EPA guidance and policy and is nore
appropriate to be addressed in the argunents in a brief and not
to have testinony elicited here.

HEARI NG OFFI CER KNI TTLE: M. -- | amsorry.

MS. SMETANA: And so we object to the adm ssion of Exhibit
Number 5.

HEARI NG OFFI CER KNI TTLE: | tried to cut you off. |
apol ogi ze. Anything further?

M5. SMETANA:  No.

HEARI NG OFFI CER KNI TTLE: M. Laynman?

MR LAYMAN | don't have any intention of asking the

W tness or any other witness to describe or detail the contents

of the letter. | think assunming that the letter is going to be
admtted into evidence the docunment will speak for itself. In
that regard, | have no problemw th arguing in the brief one way

or the other about the meaning or the subject natter of the
letter.

Wth respect to whether or not proper foundation has been
laid and that the contents of it constitute hearsay, | guess |
woul d respond to that by saying that | think the w tness has

identified sufficient facts in his testinony that woul d support
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identified that it is a common practice, if you will, for the

Agency to seek guidance of the U S. EPA through either this type
of formal conmunication or through a phone conversation

Notwi t hstandi ng the fact that the witness did not directly
receive the letter fromthe U S. EPA | guess ny response to that
is that the business record exception requirenment under Illinois
| aw does not require that the attesting w tness be the person who
actually received it. | don't know what else to say in regards
to the admissibility of the docunent.

HEARI NG OFFI CER KNI TTLE:  Anyt hi ng on busi ness records, M.
Smet ana?

MS. SMETANA:  Well, specifically, it appears to be the only
reason that the State is noving to admt this exhibit into
evidence is as EPA guidance, and that is pure hearsay.
Furthernore, there was no action taken by the | EPA subsequent to
receiving this letter.

HEARI NG OFFI CER KNI TTLE: | am going to deny this exhibit.

I don't think foundation has been laid to show that this letter
shoul d be admtted here before the Board. | don't see any reason
to admt it wthout having the person who wote the letter and
signed the letter here for cross-examnation. It is denied.

(Wher eupon sai d docunent, People's Exhibit 5 was denied by

the Hearing O ficer.)
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Oficer, if | may, to have that portion of the wtness'
testinony, with respect to the letter fromthe U S. EPA
identified as an offer of proof on the part of the State.

HEARI NG OFFI CER KNI TTLE: Ms. Snet ana?

MS. SMETANA: The testinony al one?

HEARI NG OFFI CER KNI TTLE: R ght.

M5. SMETANA:  That's fine.

HEARI NG OFFI CER KNI TTLE: Are you offering the letter
itself as an offer of proof?

MR LAYMAN  Yes, as a bulk offer, if you will.

HEARI NG OFFI CER KNI TTLE: Okay. As a bul k offer of proof.
Any objection, Ms. Snetana? | amgoing to allow the offer of
proof, but I would allow you to comment if --

MS. SMETANA: As an offer of proof, we have no objection.

HEARI NG OFFI CER KNI TTLE: Ckay. M. Layman, | take it that
this will be an offer of proof and also the testinony, or do you
want to question the witness briefly on this letter as your offer
of proof? | didn't understand.

MR LAYMAN. | don't know what else | would gain in terns
of getting the admi ssability of the docunment through M. --

HEARI NG OFFI CER KNI TTLE: So his existing testinony?

MR LAYMAN. | amsorry?
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HEARI NG OFFI CER KNI TTLE: So you neant his existing
testinmony that you have already elicited?
122

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

MR, LAYMAN. That's correct, what he has al ready provided.

HEARI NG OFFI CER KNI TTLE:  Ckay.

MR LAYMAN. And so in that respect at any point in which
his testinmony in the last few minutes has identified the U S
EPA's letter, that part therein would be the State's offer of
pr oof .

HEARI NG OFFI CER KNI TTLE:  Under st ood.

MR LAYMAN: | have nothing further in the way of
questioning for M. Davidson.

HEARI NG OFFI CER KNI TTLE: Al right. Thank you, M.
Layman.

Cross-exam nation? M. Snetana, do you need sone tine?

M5. SMETANA:  Can we have just three m nutes?

HEARI NG OFFI CER KNI TTLE: Three minutes. Let's go off the
record.

(Wher eupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: We are back on the record after
a short recess. | just want to note for the record that the
Board Attorney Assistant of Ms. McFawn is here. H's nanme is Bobb
Beauchanp. He will be joining us at the front table.

You can proceed with cross-exam nation.

CROSS EXAM NATI ON
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Q M. Davidson, | just have a few questions for you on
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cross. First, during your testinony you had testified to
attachnent ni ne under tab 227

A Yes.

Q O in Goup Exhibit 22, attachnent nine. |f you could
turn to page 218 fromthe prior hearing record.

A Ckay.

Q In the middle of that page under, it looks like item 9B
it states that conpliance for engines 1116 through 1119 prior to
the time of the CAAPP pernit issuance, that it will be achieved
prior to the tine of the CAAPP issuance; is that correct?

A That's correct. That's what it states.

Q It also states that the source needs to revise the terns
of its mnor source construction permt relating to the NOx
em ssions limtation; is that correct?

MR, LAYMAN. Excuse ne. Can Counsel identify the page
nunber ?

M5. SMETANA: It is page 218 fromthe prior

MR LAYMAN. Ckay.

THE WTNESS: That's correct. That's what it states.

Q (By Ms. Snetana) Thank you. That's all for that

exhibit. You had testified before that you were -- that you
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violation; is that correct?
A | think alittle bit before that.
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Q But you were involved at the tine of the notice of
viol ation?

A Yes, that's correct.

Q Isn't it true that after the violation notice was
i ssued, that Panhandle wote to the Agency indicating its belief
that the 461.3 limt should be revised?

A | believe there is a letter in the record, the permt
record, that indicates that. That was subsequent to a letter
that was --

Q That's all.

A Ckay.

Q Just answer the question. Thank you. |In April of 1997
there was a neeting hel d between Panhandl e and the | EPA; is that
correct?

A | believe that's correct.

Q And were you at that neeting?

A Yes.

Q At that neeting Panhandl e expl ai ned why revising the
461.3 limt was appropriate. Do you recall that?

A | believe they outlined why that would be appropriate

and their belief on why it would be appropriate.
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Q And during that neeting the | EPA indicated that revision
of the of 461.3 limt mght be possible, didn't it?
A | believe that we indicated to the conpany that they
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coul d nmake a submittal that presented their side of the issue
regardi ng why that woul d be possible, and we would nmake a formal
determination after the submttal was sent to the EPA

Q And at that tinme, during that neeting, the Agency did
not tell Panhandle that it had to only obtain a PSD pernit; is
that correct?

A | think that's correct. That we indicated that -- they
had nade a presentation, and we were still willing to listen to
the conpany in regards to why that PSD permit would not
necessarily be required.

Q And then in Septenber of 1997, Panhandl e subnmtted a
permt application that did not request a PSD pernit; is that
right?

A As part of their conpliance comm tnent agreenent there
was an attached pernit application.

Q That attached permt application was not requesting a
PSD permit, correct?

A That's correct.

Q The Agency deni ed that application, right?

A | believe we sent a notice of inconpleteness.
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Q Panhandl e subnitted a permt application in Septenber of
1997; is that right?
A | believe that was submitted -- | think you are correct.
That was subrmitted as part of their response to our notice of
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i nconpl et eness.

Q The Septenber of 1997 submittal was subsequent to the
notice of inconpleteness; is that correct?

A That's correct.

Q The Agency deni ed that Septenber of 1997 application; is
that correct?

A That's correct.

Q One of the grounds for the Agency's denial was the
application did not include a BACT analysis; is that correct?

A That's correct.

Q And BACT is a part of the PSD process; is that right?

A Yes.

Q After that permt denial, Panhandle again met with the
Agency; is that right?

A That's correct.

Q Were you involved in that neeting?

A Yes.

Q At that neeting the Agency indicated that revision of
the 461.3 Iimt mght still be possible; is that right?

A I think what we indicated was that the Agency's position



21

22

23

24

10

11

12

13

14

15

16

17

18

19

was that it was not possible, but we still left open that the
conpany could --
Q Submit additional information?
A Submit additional information that we would present to
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the US. EPA. And if they said that it was possible then we
woul d foll ow whatever the U S. EPA s gui dance was.

Q In fact, after that tinme, the IEPA -- you testified that
the 1 EPA actually wote the U S. EPA seeking gui dance?

A Right. W waited for additional information to be
subm tted by the conpany and then we wote the U S. EPA

Q And Peopl e's Exhibit Nunber 4 is the letter, correct?

A That's correct.

Q And you hel ped draft that letter to the U S EPA is

that correct?

A Yes.

Q And M. Ronai ne hel ped you draft that letter?

A Yes.

Q In that letter the | EPA states that it is prepared to

accept the contention that 1987 was an abnornally | ow year for
engine utilization; is that right?

A Yes.

Q In that letter the | EPA also states that it is prepared

to use a nore representative period of 1985 and 1986 for purposes
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of PSD netting; is that right?

A Yes.

Q So as of June 10th of 1998, the | EPA accepted the use of
1985 and 1986 as representative periods reflecting the em ssions
basel i ne for purposes of PSD netting; is that right?
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A | believe that is what is indicated in the letter.

Q Also as of the date of this letter isn't it true that
t he | EPA was not opposed to the use of emnmission factors supplied
by the vendor instead of factors by -- AP-42 factors?

A Yes.

Q The letter also indicates that the | EPA was not opposed
to allowing a nodified permit [imt based on the vendor's
em ssion factors; is that right?

A I think on page two it indicates that based on the
exceedance we had a di scussion on --

Q | will read to you fromthe letter.

A Ckay.

Q On the second full paragraph on page two it says, the
I1linois EPAis not opposed to allowing a nodification to
permtted limts based on Panhandl e's proposed revisions to the
em ssion factors. Does it not say that?

A That's true.

M5. SMETANA:  (Okay. W have no further questions for this

W t ness.
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HEARI NG OFFI CER KNI TTLE: Al right. M. Laynman, do you
have redirect?
MR LAYMAN. Yes. |If | may have just a nonment or two.
HEARI NG OFFI CER KNI TTLE: Yes. W will go off the record.
(Di scussion off the record.)
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HEARI NG OFFI CER KNI TTLE: Back on the record. M. Laynan
redi rect exam nation, please

MR, LAYMAN. Thank you.

REDI RECT EXAM NATI ON
BY MR LAYNAN:
Q M. Davidson, with respect to what was narked as
Peopl e' s Exhi bit Nunber 5 --

M5. SMETANA: | amgoing to object to any question with
respect to People's Exhibit Nunmber 5. That is beyond the scope
of what our cross-examnation was and is inappropriate for
redirect.

MR, LAYMAN. For purposes of -- well, first of all, while
Panhandl e' s Counsel did not specifically identify People's
Exhi bit Nunmber 5 in their cross-exam nation, it nonethel ess begs
for the -- | think it begs for an answer with respect to U S
EPA' s docunent, given its enphasis on the contents of the letter
to the IEPA. And it | eaves open the question of how those issues

that were presented in the IEPA's letter were resol ved.
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VWhat | would like to do and what | would propose to do is
ask a couple of nore follow up questions with respect to the
foundation to establish the adnm ssibility of the docunent. G ven
the objection, | amperfectly willing to do that as part of the
existing offer of proof. So once again, we could just bracket

off his testinmony fromthe renaining evidence that has been

KEEFE REPORTI NG COVPANY 0
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admtted thus far. But once | do that, | amgoing to again renew
ny objection and seek the adnmissibility of People's Exhibit
Nurmber 5 on a couple of nmore grounds. So if we --
HEARI NG OFFI CER KNI TTLE: | want to hear what Ms. Smetana

has to say and then I have a couple of things I want to say. Do
you have a response?

MS. SMETANA:  Yes. | amgoing to object because the
Hearing Oficer has already ruled on the evidentiary issue and
has ruled that the foundation has not been established and,
again, this scope of cross-exam ne was very narrow to People's
Exhi bit Nunmber 4, and any testinony or questioning on People's
Exhi bit Nunmber 5 is beyond the scope of cross and i nappropriate
for redirect.

HEARI NG OFFI CER KNI TTLE: Wat are you intending to elicit
fromthis?

MR LAYMAN. | amintending to elicit fromthe w tness the
statenent that it was the U S. EPA's nornmal practice, if you

will, of doing business with the Agency. The nornal practice is
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provi di ng gui dance to the Agency in the formof comunications
fromsenior staff at the U S. EPA to senior staff at the | EPA

If there was one area missed in terns of the offer of proof wth
respect to the foundation of the docunment, it nmay or rmay not be
that particul ar aspect of it.

HEARI NG OFFI CER KNI TTLE: Right. And you are attenpting to
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submt this docunent as a business record and --
MR LAYMAN: Well, what | amattenpting to do --
HEARI NG OFFI CER KNI TTLE: -- that is the foundation you are

attenpting to repair?

HEARI NG OFFI CER KNI TTLE: That's correct. Again, within
the of fer of proof.

HEARI NG OFFI CER KNI TTLE: Ms. Snetana, anything further?

MS. SMETANA: CQur objection stands.

HEARI NG OFFI CER KNI TTLE: Al right. | amgoing to allow
it as an offer of proof. | wll state that | still think it
falls shy of any foundation for this particular docunent. | am

going to allow you to nake it so that the Board will have all of
the information before it if, in fact, you appeal ny decision
which it sounds |ike you m ght.

| just want it noted for the record that ny -- | don't
think it qualifies as a business record. | think you can qualify

it as aletter. | don't think you can qualify it as a letter
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because the person who wote it is not here and the person who
wote it is not a party. You know, if it was another party who
had witten the letter to you then I think it would qualify as a
letter, because then, of course, you can wai ve the hearsay
requi renent as a party admi ssion. But that being not the case, |
will allowyou to nake the offer of proof. | can tell you that
that is not going to make me change ny mind. So let's just do
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this as an offer of proof right now
MR LAYMAN: That's fine.
HEARI NG OFFI CER KNI TTLE: Then we can start up with your
redi rect exam nation.
MS. SMETANA: W just want to object. | nean, | think what
M. Laynman descri bed as what he wants to bring out as an offer of
proof has al ready been brought out before, and the witness has
testified to that previously. And it is really nothing new. It
is just another chance to try it again.
HEARI NG OFFI CER KNI TTLE: | understand your objection and |
will note it for the record, but I will allow himto make a
limted offer of proof along those |ines.
MR, LAYMAN. Thank you.
OFFER OF PROOF EXAM NATI ON
BY MR LAYMAN:
Q M. Davidson, can tell us with we respect to the IEPA's

practice of comunicating with the U S. EPA and seeki ng gui dance
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on PSD rel ated issues, can you tell us what the nornal node of
comuni cation was with respect to the U S. EPA getting back to
t he | EPA?

A Cenerally letters or tel ephone conversations.

Q Can you tell us if the letters -- strike that. |If the
U S. EPA were in the normal course to provide correspondence to
t he Agency, can you tell us who would nornally be the recipient
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at the 1EPA for those letters?

A The permt analyst who is handling the project. It
woul d be either the construction pernmit or a revision to an
operating permt.

Q Can you tell us -- strike that. Wwo was -- the letter
that was sent fromthe I1EPA to the U S. EPA who was that sent
fronf

A Wio was the letter sent fromthe U S EPA?

Q Let ne rephrase that for you. Wen the | EPA wote for
gui dance to the U S. EPAin this nmatter, who was the letter
directed to?

A Cheryl Newt on

Q And who signs the |EPA' s letter?

A Donal d Sutt on.

Q Can you tell us -- strike that. Can you offer us a

reason as to why the U S. EPA's letter that they sent back to us
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was sent to M. Don Sutton?

A | believe that the majority of correspondence that is
submitted to the Agency with regards to the permit section is
addressed to Donal d Sutton.

MR LAYMAN. Ckay. | think that's all | have with respect
to the offer of proof.
(Thi s concludes the offer of proof exam nation.)
MR LAYMAN. For whatever it is worth, again, | would like
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to renew the objection on sinply one ground. That is that as far
as the admissibility of a business record exception to hearsay is
concerned, | think nost authorities in this state recogni ze that
the | ack of personal know edge by the entrant or the naker of the
docunent is irrelevant and to the extent that it is at all
relevant, it is shown only to affect the weight and not to its
adm ssibility.

I would also ask that the Board's Hearing Oficer in this
i nstance, and you don't necessarily have to consider it now, but
perhaps it is an issue that we can raise at the conpletion of the
heari ng having given you time to consult state authorities on the
busi ness records exception. But with respect to -- | would refer
the Board Hearing Officer to Section 103.204 of the Board's rules
regardi ng adm ssabl e evi dence and t he standards thereof.

As far as the admi ssability of this particular docunent

hi nges on the scope of the business records exception in Illinois
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and as governed by the Board, | would refer to 103.204(b), when
the admissability of evidence depends upon the arguable
interpretation of substance involved the Hearing O ficer shal
adm t such evidence

Agai n, for whatever it is worth, you can consider that now.
You can consider that later. |If you would rather the State
present a notion for the introduction and renew its request for
the adm ssibility of People's Exhibit Nunber 5 at the end or
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towards the end of our presentation of the case-in-chief, we wll

be glad to do it, and that is your preference.

HEARI NG OFFI CER KNI TTLE: Ckay. | amgoing to stand by ny
ruling.

MR LAYMAN. Ckay.

HEARI NG OFFI CER KNI TTLE: | don't think it neets the
busi ness records exception. | think -- and then, M. Snetana,
will let you speak if you want to. | don't nean to cut you off.

I think we have gone over your position at this point in tinme.

V5. SMETANA: W have not hing further

HEARI NG OFFI CER KNI TTLE: | understand 103. 204, admi ssable
evi dence under the Board's regul ation and evi dence which is
material and rel evant and woul d be relied upon by a reasonably
prudent person in the conduct of serious affairs. And the reason

I find that it is not such evidence is because | don't think it
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makes the business records rule and I think it is hearsay. So |

don't find it to be evidence that would be relied upon by a

person in the pursuit of serious affairs. | do take note of
Section 103.204. | amnot so sure that we have an arguabl e
interpretation of substantive law here. | will take that under

advi senent. W have a week. Mybe | will change ny m nd, but
there is very little possibility. At this point | don't see that
as bei ng the case.

As to what you have to do at the end of the case-in-chief
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you said or at the end of the week, | would suggest in your post

hearing brief or in a separate docunent, just a notion to appeal
Hearing Oficer decision. | can't recall the exact termn nol ogy.

MR, LAYMAN. Toget her with perhaps a nmenorandum of |aw
supporting the notion.

HEARI NG OFFI CER KNI TTLE: As you see fit, of course. |
can't tell you how to approach that, but the best approach unless
| see the |ight between now and Friday, and that coul d happen,
Rob. Excuse ne. M. Laynan.

MR LAYMAN: That's fine.

HEARI NG OFFI CER KNI TTLE: | woul d suggest going directly to
the Board on that.

MR LAYMAN. Ckay. | have nothing further on redirect with
respect to M. Davidson.

HEARI NG OFFI CER KNI TTLE: Do we have a recross?
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down.

V5. SMETANA:  No, we have nothing further.

HEARI NG OFFI CER KNI TTLE:  Thank you, sir. You nay step

(The witness left the stand.)

MR LAYMAN. May | have just a nonent with Counsel ?

HEARI NG OFFI CER KNI TTLE: Yes. W will go off the record.
(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the

record.
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MR LAYMAN: The State calls M. Chris Ronaine.

HEARI NG OFFI CER KNI TTLE:  Wbul d you swear himin, please.
(Wher eupon the witness was sworn by the Notary Public.)
HEARI NG OFFI CER KNI TTLE: Al right, M. Laynan.

CHRI STOPHER ROMAI NE

havi ng been first duly sworn by the Notary Public, saith as

fol | ows:
DI RECT EXAM NATI ON
BY MR LAYNAN:
Q Wul d you state your full nane for the record, please.
A Chri st opher Pelton Ronai ne.
Q M. Rommi ne, do you recall testifying on Cctober 28th,
1998, in a pernmit appeal proceeding involving Panhandl e Eastern

Pi pe Li ne Conpany?
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A Yes, | generally recall testifying in that proceeding.

Q Do you recall testifying about the nature of the NOx
emssions limt that was established by the Illinois EPAin the
February 1988 construction permt?

A Yes, | do. | have refreshed ny recollection by
reviewi ng the transcript of the proceedi ng.

Q Can you tell us generally how the construction permt
that had been issued to Panhandle limted NOx em ssions?

A The permt establishes an annual emission limt for NOX
em ssions and | believe the nunber is 461 sonething tons per
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year. The permt also includes sone provisions requiring record
keepi ng for hours of operation and usage of natural gas by the
new engi nes.

Q Can you tell us how that construction pernmt -- strike
t hat .

Did the permit, to your recollection, contain any
additional limts or -- well, just limts?

A No, | don't recall any other limts in the permt.

Q Can you tell us how the construction permt for
Panhandl e conpared with other permts that woul d have been issued
during that sane tine period?

A | believe that --

MR BOYD: | amsorry. | would just object to the extent

that you are going over things that are already adnmtted into the
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record fromthe past permt proceeding, Rob, and he has gone
through this before, and that's why we stipulated to this. |
woul d just object that you are going over things that are already
in the other transcript.

MR LAYMAN. | don't think | will dispute that. | know M.
Ronai ne had indicated in his prior testinony pertaining to the
nature of the construction permt and how it conpared to other
permits. So | will wthdraw the question

HEARI NG OFFI CER KNI TTLE: M. Boyd and Ms. Smetana, which
one of you is handling this wtness?
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MR BOYD: | am
HEARI NG OFFI CER KNI TTLE:  Ckay.

Q (By M. Laynman) Can you tell us, M. Ronaine, how did
the construction permt require Panhandl e to denonstrate
conpliance with the permt?

A The permt was silent in ternms of establishing any
speci fic nmet hodol ogy or procedures that should be followed for
t he purpose of denonstrating conpliance. It sinply established
an emssion limtation and basically left it to the discretion of
the permttee to devel op the nethodol ogy that we used to
denonstrate conpliance

Q Can you tell us why that practice was -- well, | will

stri ke that.
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Can you tell us why that practice existed at that tine?

A I guess | would sinply say in general that was the way
that the permits were issued in that tinme period. W believe
that annual emission limts were sufficient tolimt potentia
em ssions for purposes of applicability of Prevention of
Significant Deterioration rules, and we didn't believe it was
necessary to establish nore detailed Iintations or nore detail ed
conpl i ance procedures with those limtations.

Q Wul d a conpany be able to practically assess its
conpliance with sinply an annual [imt?

A | believe so, yes. There are several ways to calculate
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annual em ssions. Particularly in this case when you are dealing
wi th engi nes you can cal cul ate eni ssions based on fuel usage or
hours of operation, both of which were requested or instructed to
be kept as records pursuant to the permit. Using that data you
can use other representative em ssion factors or representative
hourly emi ssion rates to cal cul ate annual emni ssions.

More generally, over the |last ten years since we have
gotten nore rigorous in setting nore detailed |imtations, people
routinely tell us that they have no probl em cal cul ati ng annua
em ssions and they don't need all the additional provisions that
the current guidance requires that we place in pernits.

Q Ckay. To your know edge, were there conpanies during

that tinme period that were able to practically assess their
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conpliance with an annual limt only?

MR BOYD: Again, | amjust going to object to this line of
questioning. It was covered in the 1997 -- the 1998 perm't
proceedi ng, and we are goi ng over the sanme stuff that is already
inthe record. It is repetitive.

HEARI NG OFFI CER KNI TTLE: M. Laynman?

MR LAYMAN: | don't know that this particular |ine of
testinony is repetitive with respect to what M. Ronai ne
testified at earlier. Based on the hearing transcript that has
been presented, it is clear that he spoke about the nature of the
annual NOx emissions limts in the permit. | don't think he
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spoke to the issue of how easy or how hard it was for a conpany
to assess their conpliance based on certain record keeping
requirenents with that limt. | think it is directly relevant in
this particular instance, because of sonme of the issues that we
antici pate Panhandl e bringing to the forefront inits
case-in-chief with respect to em ssion factors and with respect
primarily to the affirmative defenses that they have identified,
| believe, as affirmative defense nunber two, the practical
enforceability of the permt.

HEARI NG OFFI CER KNI TTLE:  Anything further, M. Boyd?

MR BOYD: Nothing further.

HEARI NG OFFI CER KNI TTLE: The objection is overruled. M.
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Layman, you can conti nue.

MR, LAYMAN. Shall | restate the question or do you recall

MR BOYD:. My | ask that it be read back?

MR LAYMAN: That's fine.

HEARI NG OFFI CER KNI TTLE:  Yes.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

THE WTNESS: | believe that to be the case, but | can't
specifically give a concrete exanple of a facility that | could
point to that rigorously denonstrated conpliance with an annual
limt. But, certainly, we were relying upon annual em ssion
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limts at that tinme as sufficient to address applicability of
Prevention of Significant Deterioration.

Q (By M. Layman) Ckay. M. Ronmmine, can you tell us that
if a conpany were reporting its annual enissions to the Illinois
EPA t hrough an annual em ssion report, would you expect a conpany
to be any nore or |ess capable of assessing its conpliance with
an annual emssion limt?

MR BOYD:. njection to the formand foundation.

HEARI NG OFFI CER KNI TTLE: M. Laynan?

MR LAYMAN: Well, | can cure the foundation. | am not
sure what the basis to the objection is as to form

HEARI NG OFFI CER KNI TTLE: Can you explain the form
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obj ection?
MR BOYD: Wll, | found it to be a little |eading.
HEARI NG OFFI CER KNI TTLE: That's your objection, |eading?
MR, BOYD:. (Nodded head up and down.)
HEARI NG OFFI CER KNI TTLE: M. Laynman?
MR LAYMAN. | will lead the witness through a rephrased
question, if | may.

Q (By M. Laynman) M. Ronmine, are you famliar with the
annual em ssion reporting systemthat the Ill1inois EPA has had in
pl ace for some tine?

A Yes, | am

Q VWhat can you tell us about it generally?
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A Well, as part of the Cean Air Act Anendnents of 1990 we
were required to enhance their annual em ssion reporting process.
It requires major sources of em ssions to provide detailed annua
em ssion reports on an annual basis providing em ssion data. For
maj or sources it requires sources review of the information that
we have in our inventory records for the source and to update
that information with operating information fromthe previous
year or changes in enmssion factors to accurately provide an
estimate of the previous years em ssions.

Q Ckay. Can you tell us when conpani es began reporting

what is generally known as AERs, or annual em ssion reports, to
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t he Agency?

A | don't recall the exact date, which year that program
took place. It was sone tinme after the 1990 dean Air Act
Anendment s.

Q Are you famliar with the nature of the reporting that

is provided to the Agency?

A Yes, | am
Q Ckay. |If a conpany were reporting its annual em ssions
to the Illinois EPA through that annual em ssion reporting

system are you aware of any difficulty the conpany woul d have in

assessing its conpliance with an annual em ssion report?

MR BOYD: | object again to the form He is asking about
a conpany in general. So, again, what this wtness would know
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about Panhandle in particular, there is no foundation. |If he is
aski ng about conpanies in general it is just not relevant to this
pr oceedi ng.

HEARI NG OFFI CER KNI TTLE: M. Laynman?

MR LAYMAN | think a general practice is somewhat
rel evant to the proceedings. Even if M. Ronmaine is not aware of
what Panhandl e was doing with respect to the annual em ssion
reporting or its ability to assess conpliance with an annua
em ssion report and the annual limt in the permt, he can stil
provide sonme insight, | think, into how hard or how easy, either

one, it would be for a conpany to assess its conpliance with an
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annual emssion limt given its obligations to report annua
em ssion reports on an annual basis.

HEARI NG OFFI CER KNI TTLE: Based on that explanation, | wll
overrul e the objection. However, | do agree that what other
conpani es have to and have to not do is not relevant. | don't
want to get too far into it. Fromhis perspective fromthe
Agency as to what they need to do | will allowit for alittle
whi | e.

MR LAYMAN. Ckay. Can you address the question on the
t abl e?

THE WTNESS: | believe that the annual em ssion report
process certainly facilitates a determ nati on of annua
em ssi ons, because it requires a source to report that
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information to the Agency. To the extent that a source is also
subject to an annual enmission linmtation, the fact that they have
to calculate or determ ne an annual em ssion rate for the purpose
of annual em ssion report, should nmake it easier for themto
det erm ne whether they are conplying with the annual emni ssion
[imtation that they m ght have in their pernmt.

MR LAYMAN. Ckay. Thank you. If | may have just a
nmorrent .

HEARI NG OFFI CER KNI TTLE: W will go off the record.

(Di scussion off the record.)
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MR, LAYMAN. | have nothing further with respect to M.
Romai ne.
HEARI NG OFFI CER KNI TTLE: Al right. M. Boyd, do you have
Cross-exam nation?
MR BOYD: | do. @ ve ne one ninute.
HEARI NG OFFI CER KNI TTLE: Woul d you like us to go off the
record, M. Boyd? D d you say no? | couldn't hear you.
MR. BOYD: No.
CROSS EXAM NATI ON
BY MR BOYD:

Q M. Ronmi ne, would you agree that actual tests of
engines or simlar engines is the best way to determ ne enissions
fromthe engi nes?

A | think there are a couple of points | need to nake in
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response to that. Cbviously, you cannot --

Q Sir, | asked you a yes or no question. Wuld you agree
yes or no, that actual tests of engines or simlar engines is the
best way to determ ne em ssions fromthe engines?

A No.

Q Ckay. Would you agree that -- well, let nme go back
Have you seen the construction pernit issued to Panhandle in 1988
in this case?

A Yes, | have.

Q Ckay. That permit does not require Panhandle to test
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NOx em ssions fromthe engi nes, does it?

A No, it does not.

Q Ckay. The permt does not require Panhandle to conply
with a specific hours linmtation, does it?

A No, it does not.

Q It does not require Panhandle to conply with a specific
natural gas fuel usage limtation, does it?

A No, it does not.

Q Ckay. Let ne ask you one nore tinme, then, sir.
Regarding the testing of engines, isn't testing engines the best
way to determne em ssions fromthe engi nes?

A No.

MR LAYMAN. (bjection. Asked and answer ed.
Q (By M. Boyd) Al right. Well, sir, do you renenber
147
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being -- giving testinony in --
HEARI NG OFFI CER KNI TTLE: | woul d sustain that.
Q (By M. Boyd) Do you renenber giving testinony in this

case in the pernit appeal proceedi ng?

A Yes, | do. If you would allow ne to explain --
Q Well, let me ask you the question, sir. Do you recall
bei ng asked this question at that tine. | say, do you agree --

MR LAYMAN  bj ecti on.

MR BOYD:. | amsorry. | amlaying ny foundation.
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HEARI NG OFFI CER KNI TTLE: He can object, M. Boyd. Hold
on, please.

MR BOYD: Well, | want to --

HEARI NG OFFI CER KNI TTLE: M. Boyd. o ahead, M. Laynan.

MR LAYMAN: The basis of ny objection doesn't go to
foundati on. The basis of ny objection goes to the fact that M.
Ronai ne has already testified in the earlier permt appeal
proceeding. Evidently that's part of the transcript fromthe
earlier proceeding that M. Boyd is going to read from So |
guess | would ask the question aren't we being redundant here by
havi ng hi m address simlar issues that were previously testified
to by M. Rormaine in the permt appeal proceeding.

HEARI NG OFFI CER KNI TTLE: M. Boyd, is this part of the
prior incorporation of testinony?

MR BOYD: Wll, sir, | amtrying to establish sonething
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t hrough the prior testinony that --
HEARI NG OFFI CER KNI TTLE: It this --
MR BOYD: -- inpeaches himon what he just said right now

That's what | was laying the foundation for.
HEARI NG OFFI CER KNI TTLE: Did you answer ny question? 1Is
this part of the prior testinony that has been incorporated?
MR BOYD: Yes, it is.
HEARI NG OFFI CER KNI TTLE: Okay. You can proceed.

MR BOYD: Ckay.
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Q (By M. Boyd) Do you renenber me asking you on Cctober
22nd of 1998, and for reference, it is on page 383 of the
transcript. "You agree, don't you, that actual tests of engines
or simlar engines is the best way to determ ne actua
em ssi ons?" Your response was, "that was the genera
understanding. | would qualify that with obviously they nust be
representative tests properly conducted."

Do you recall being asked that question and giving that
response?

A | certainly do.

Q Al right.

A Let nme continue, however --

Q Wll, sir, I will let your Counsel ask you questions on
followup if they want to. But if | ask you a question and you
give nme a response, then | will nmove on to another |ine of
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questi oni ng.

M. Hearing Officer, I would ask you to instruct the
witness to answer ny questions and then | wll nove on.

HEARI NG OFFI CER KNI TTLE: M. Romai ne, | woul d agree that
you are to answer the questions as put to you by Counsel, and
your Counsel can rehabilitate you on re-examnation if they so
desire.

THE WTNESS: Thank you
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HEARI NG OFFI CER KNI TTLE:  Ckay.
Q (By M. Boyd) M. Ronaine, you also just said a few
m nutes ago that the facility |ike Panhandl e coul d determ ne
em ssions fromthe engines by using enmissions factor and
i nformation on hours of operation; is that correct?
A That's correct.
Q And a facility |ike Panhandl e could determ ne em ssions
by using --
A Well, let ne correct. | amsorry. | didn't say that.
I thought | said hours of operation and an hourly em ssion rate.
| did not use the word emission factor |inked with hours of
operati on.
MR BOYD: Could you read back his answer please. | am
sorry. M. Hearing Oficer, could we have it read back.
HEARI NG OFFI CER KNI TTLE:  Yes, please read it back.
(Wher eupon the requested portion of the record was read
150
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back by the Reporter.)
Q (By M. Boyd) The permt that was issued to Panhandle in
1988 did not have an hourly em ssions rate limt, didit?
A No, it did not.
Q And the operating pernmits that were i ssued to Panhandl e
thereafter did not include an hourly em ssions rate limt, did
it?

A | do not recall the operating pernits thereafter.
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Q Ckay. Now, is it also true that you said that a
facility could determi ne emni ssions by the type of engines and the
anount of fuel that was bei ng used?

A No.

Q Coul d they determ ne em ssions fromusing the hours
of -- I amsorry -- the anount of fuel used in the engines and a
fuel based emissions factor?

A Yes.

Q Ckay. Now, isn't it also true that those fuel based
em ssion factors were available in the 1980s?

A Yes.

Q Isn't it true that em ssion factors for engi nes based on
hours of operation were available in the 1980s as well?

A Em ssion rates based on hours -- reflecting em ssions on
an hourly basis were certainly available in the 1980s.

Q Were you aware of any emissions factors that were
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avai | abl e from AP-42 based on hours of operation?
A No, | am not.
Q If they had been available then a facility could
det ermi ne em ssions based on the emi ssions factor based on hours
of operation and the hours the engines operated; is that correct?
A Yes.

Q And, |ikew se, an Agency inspector could determne
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em ssions using that same information; isn't that correct?

MR LAYMAN. | amgoing to object to that particul ar
guestion on the grounds that M. Ronaine is not an Agency
inspector. He is a pernmt analyst and has been for a nunber of
years. | don't know if his qualifications extend to the area of
field operations and what they would normally encounter in the
field.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: | don't know how to respond to that. |If he is
saying that a facility can calculate it one way and that the
Agency cannot, then | would be intrigued by that response.

HEARI NG OFFI CER KNI TTLE: | am going to allow the question
The objection is overrul ed.

Do you need it read back to you, sir?

THE W TNESS: Yes.

HEARI NG OFFI CER KNI TTLE: Darl ene, could you read it back

pl ease.
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(Wher eupon the requested portion of the record was read
back by the Reporter.)
THE WTNESS: | think the answer is sinply yes. Certainly,

Agency inspectors have access to AP-42 and the em ssion data
cont ai ned t herein.
MR BOYD: Ckay. That's all of the questions | have.

Thank you.
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HEARI NG OFFI CER KNI TTLE: M. Layman, do you have a
redi rect exam nation?
MR, LAYMAN. Yes, | have one or two natters, if | may.
REDI RECT EXAM NATI ON
BY MR LAYMAN:

Q M. Romaine, can tell us what, if any, reservations you
have with respect to the proposition that em ssions testing is
the best way to nmeasure actual enissions?

A Em ssion testing sinply gives you a snapshot on tine.
As asked in this context, the question appeared to be a question
about annual em ssions. Cdearly, people do not go out and
conduct annual em ssions testing, operating with em ssion testing
8,760 hours per year. So for the purpose of determ ning annua
em ssions, you can't use a test by itself. Atest is a
wort hwhi | e technique for coming up with an em ssion factor or a
representative hourly emssion rate, assumng its conducted in

representative conditions that reflect the typical operation of
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the engine. But all it gives you is that representative eni ssion
rate or that emission factor. It is not by itself a means to

det ermi ne annual em ssions.
Q Ckay. Thank you
MR LAYMAN: |If | may have just one additional nonent,

pl ease.
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HEARI NG OFFI CER KNI TTLE:  Certainly.
MR LAYMAN: | think that's all | have.
MR BOYD: | just have a couple quick foll ow ups.
RECROSS EXAM NATI ON
BY MR BOYD:
Q Isn't it true, M. Ronaine, that AP-42 enissions factors
are al so based on emi ssions test information?
A That's generally the case, | believe, yes.
Q So if they are, then to that extent those factors are
al so based on tinme periods less than a full year?
A That's correct, yes.
MR BOYD: Ckay. That's all | have.
HEARI NG OFFI CER KNI TTLE: Any re-redirect, M. Layman?
MR LAYMAN:  Not hing further, no.

HEARI NG OFFI CER KNI TTLE:  Thank you, sir. You nay step

down.
(The witness left the stand.)
HEARI NG OFFI CER KNI TTLE: Al right. Let's go off the
154
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record.

(Di scussion off the record.)

HEARI NG OFFI CER KNI TTLE: W will take a recess while we
wait for the next witness.

(Wher eupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: W are back on the record. W
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are continuing with the case-in-chief of the conplainant's.
Ms. Carter, your next witness is sitting down already. H's
nane, pl ease?
M5. CARTER Gary Styzens.
HEARI NG OFFI CER KNI TTLE: Thank you. Could you swear him
in, please
(Wher eupon the witness was sworn by the Notary Public.)
HEARI NG OFFI CER KNI TTLE: Ms. Carter, your witness.
M5. CARTER  Thank you.
GARY STYZENS,
havi ng been first duly sworn by the Notary Public, saith as
fol | ows:
DI RECT EXAM NATI ON
BY MS. CARTER
Q Pl ease state your nane.
A Gary Styzens.

Q Please tell me a little bit about your undergraduate

degr ee.
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A | began at Southern Illinois University, Carbondale, in

1976, and received a bachelor's of science degree in 1980 in
forestry and environnental sciences.
Q Can you please tell me a little bit about the course

wor k that you undertook to attain your degree in 19807
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A Well, there is a variety of science-related courses,
chem stry, botany, environmental biology, and things of that
nature. Then it included courses such as economnics, business
related to the forestry industry, some accounting, statistics,
cal culus, things of that nature.

Q Once you graduated fromSIU, did you continue on with
your education?

A Yes, | did.

Q VWhat was the next step in your educational process?

A Thr oughout ny undergrad degree | was thinking about
transitioning into an MBA programto get a nmaster's in business
adm nistration. So what | did was take sone business core
courses for a year and a half to prepare nyself to get into the
MBA program at Sl U Carbondal e.

Q What was sone of the course work that you undert ook
during your transition into the MBA?

A Basically that year and a half consisted of courses,
usual ly I'ike 300 |l evel courses to 400 |evel courses, which would
be equivalent to like junior and senior year type business
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courses, related to all areas of business, economcs, finance,
cost accounting, nanagenent accounting, marketing, organizationa
behavior. Basically a whole series of business related courses
that prepare you to go into the master's in business

adm ni stration program
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Q From what tine period were you undertaki ng course work
to transition into the MBA?

A Basically from 1980 to m dyear 1982, sonething |ike

t hat.
Q Did you ultimately attend graduate school ?
A Yes.
Q Wher e?
A At Southern Illinois University, Carbondale.
Q What did you attain your degree in?
A | have a naster's in business adm nistration
Q Ckay. What year did you attain your MBA?
A In 1983.
Q In attaining your MBA, did you specialize in a certain

area or not?
A | took business, just general business admnistration
Q Can you pl ease di scuss the course work that you took to
attain your MBA?
A Again, it basically covered all areas of business
managenent, whi ch woul d i nclude accounting, finance, marketing,
157
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t hi ngs of that nature.
Q Ckay. Since you attained your MBA, have you attained
any professional designations?

A Yes. In 1988 | received a Certified Internal Auditor
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desi gnati on.

Q VWhat is a Certified Internal Auditor designation?

A It is simlar to what accountants get, the CPA, the
Certified Public Accounting type of designation except it is
geared towards internal auditing.

Q Can you just describe for ne the field of interna
audi ting, please?

A In general what internal auditing is?

Q Yes, sir. Thank you

A Wl |, what internal auditing consists of basically is
you work for an organi zation and you are part of the organization
and you are there to give independent objective eval uations of
internal control systens or systenms of internal accounting and
adm nistrative controls. Like in ny case, | report right to the
Director of the Agency, an independent objective eval uation
function in the Agency where | provide managenent with
i ndependent objective assessnents of their internal contro
systemnms, which cover itens such as controls to safeguard assets,
to ensure the acconplishnent of program goals and objectives, the

reliability and integrity of data.
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Q Ckay.
A Anot her big area is the efficiency and effectiveness of

operations, you know, if they are using the noney wi sely and

achi eving the goals of the prograns and things of that nature.
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Q Ckay. |If we could just back up for a nonent, then. You
were previously discussing the Certified Internal Auditor
desi gnati on?
Ri ght .
Did you attain that designation?
Yes, in 1988.

Did you have to take an examto obtain that designation?

> O » O

Yes. First you basically have to go through preparation
for studying for the exam You basically study for about six
nonths using a AiemCertified Internal Auditor Preparation
Text books.
Q VWat is dienf
diemis the author
Can you spell that?
GL-1-E-M | believe.

Ckay. Thank you.

> O > O

And basically you use those to prepare for the exam and
then there is a two-day examthat covers areas related to
internal auditing in general, very detailed on financial business
concepts, things of that nature, internal controls.
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Q Were there any other topics that were included within
t he exan®?

A Wel |, besides your business concepts |ike finance and
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1

2

3

econom cs, and they include general topics on internal auditing
statistics, topics covering everything fromcapital managenent to
how you eval uate EDP, conputer system controls, things of that

nat ure.

Q Are you required to do anything to maintain this
pr of essi onal desi gnati on?

A Yes. The State of Illinois passed the Fiscal Contro
and Internal Auditing Act and --

Q VWhat is that?

A That was passed about ten years ago, and that is a state
| aw t hat covers agenci es operating under the Governor's office.
And it describes what prograns of internal auditing at state
governnents what types of requirenments that internal auditing
shops nust have. For exanple, we have to have a two year audit
plan. W have to audit certain types of systens of interna
controls. It also has a requirenent that you maintain a rolling
100 training hours over a three-year rolling period. So we have
to have basically, you know, a little over 30 hours a year in
trai ning and keep our designation up-to-date and to maintain a
hi gh |l evel of internal auditing expertise.

Q Are there certain courses that you are required to take
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that fall within that training?
A Well, basically what | have done over the last 15 years

that | have worked for the state as an auditor, | have joined the
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Institute of Internal Auditors, which is the professional --

actual |y,

the international organization that sponsors and

mai ntains the Certified Internal Auditor program and the

designati

Q
A

on.

Ckay.

As a part of that chapter in Springfield, we have --

about ten nonths out of the year we have once a nonth, we have

training

sem nars or classes, and that's pretty much how | obtain

a large portion of ny training.

Q

quest i on,

Ckay. | apologize if you already answered this

but can you give ne an exanpl e of sone of the courses

that are included within that training that you just discussed?

A
anal yze i

fraud or

Basically a lot of it centers around how to better

nternal control systens to recogni ze things such as

identify waste, howto be a better

witing better nore concise report. You get

nt er nal

audi tor by

into like auditing

EDP, conputer related topics. It really covers a w de range of

topics related to internal auditing.

Q
j ob t hat

A

After you attai ned your MBA can you tell me

you had pertaining to that degree?

Yes. Back in 1985 | becanme an internal aud
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at the Departnment of Public A d.

Q

VWhat were your duties as an interna

audi t or

the first

tor trainee

161
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t he Departrnent of Public A d?

A Well, you are entry level auditor, and you begin to
learn the skills and the whol e general area of how to perform
internal audits on prograns and topics related to Public A d
activities.

Q Were there certain types of internal audits that you
per f or med?

A At that point you kind of get a general overview of the
different types of audits. For exanple, there is conpliance
audi ti ng, where you are exam ning whether the entity or its
programs are conplying with rules and regulations. There is
operational or programaudits where you evaluate if the program
is neeting its objectives and the efficiency and effectiveness of
the prograns. There is EDP related audits where you exam ne
conputer controls.

Q VWhat is EDP?

A El ectroni c data processing.

Q Ckay. Thank you

A And one of the bigger areas is the internal contro
reviews, which is where you assess the various internal controls
that exist in an organi zation and you ensure that they are
adequate to prevent any kind of fraud or abuse or waste, those
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types of things.

Q Ckay. Can you explain to ne just in generalized termns
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the process that is typically undertaken when you conduct an
audi t?

A Yes. As | said, you usually have a two year audit plan.
And in that you usually audit a series of audits that you are
going to performduring the next year or two. And you al so have
a section usually, as we do now, in our audit plan that accepts
nmanagenment requests where managenent may nmake a special request
because they are having a certain problemor need sone certain
assi stance and they will request an audit and we will go in and
performthat. Basically after you select an audit assignnent,
your first step after initially nmeeting with nmanagenent and
letting them know you are going to be performng this audit is to
performwhat we call a prelimnary survey.

Q Can you explain what a prelinmnary survey is, please?

A That's where the auditor begins the process of |earning
and studying in nore detail the topic that they are going to
audit. Because the audit standards require us to be proficient
to a certain level when we are performng audits on a topic. So
you have to read about the laws related to that topic. You have
to neet with managers and interview themto discuss all types of
topics dealing with a particular audit project. And the purpose
of this is to gather information and then you devel op what we

163

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

call an audit plan where we deci de how we are going to go about
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auditing that particular function.

Q Ckay. How long did you hold the auditor trainee
position with the Departnment of Public A d?

A Probably like two years, a year and a half, sonething
l'i ke that.

Q What was your next position?

A It was just what we call a line auditor, which at that
point they called it an auditor one.

Q Was this, again, within the Departnent of Public A d?
Yes.
And | apol ogi ze, what did you call that again?
An audi tor one.

Wiat is an auditor one?

> O > O

It is just the next |evel above a trainee. About a
year, year and a half you are trainee and then you can be

pronoted to a one, whichis --

Q Did your duties differ any fromwhen you were an auditor
trai nee?
A You get a little nore independence and nore conpl ex

audit projects than you did when you were a trainee, work a
l[ittle bit nore on your own.
Q Were there different types of audits that you perforned
in this position?
164
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A No, basically the same thing, just a little nore
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conplexity and little nore independence.

Q How [ ong did you hold this position?

A About another year and a hal f.

Q VWhat was your next position?

A Audi tor two.

Q Ckay.

A Again, that is -- that would be equivalent to like a

team | eader where now you are maybe in charge of the audit and
you have sone trainees working for you. You are still not a
supervi sor, per se, but you are a team | eader at that point.

Q Ckay. How long did you hold the position of auditor

two?
A A coupl e of years.
Q After that what was your next position?
A Audi t supervi sor.
Q Again, was this within the Departnment of Public A d?
A Yes.
Q Di d your duties change any as an audit supervisor?
A Yes. | was in charge of the section that perforned

operational and program audits.
Q Ckay. How long did you hold this position?
A Until | left in 1991.

Q Where did you go in 19917
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A The I1linois Environmental Protection Agency.

Q Prior to arriving to the Illinois Environnenta
Protection Agency, had you been exposed in your background to the
concept of the tinme value of noney?

A Yes. In general -- are you tal king about at Public A d?

Q Either at Public Aid or in your educational background
had you been exposed to the concept of the tinme value of noney?

A Yes.

Q Were, sir?

A Well, initially your exposure to basic financial
concepts like tinme value of noney, it would be, of course, both
in ny undergrad degree to sone extent and then ny transition
degree into the MBA program and then the MBA programitself.

Q Perhaps | need to back up for just a nonent. Wen | am
referring to the concept of tinme value of noney, what does that
nmean to you?

A Basically it is just an exam nation of the val ue of
noney over tinme. It deals with that concept that a dollar today
is worth nore than in the future because you can earn a certain
I evel of income or interest by investing that dollar. And talks
about the net present val ue of noney where you nove noney through
ti me based on the val ue of noney, which is usually indicated by
sone type of investment rate.

Q Ckay. | know you just indicated that in your
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educati onal background you had been exposed to that concept. Can
you tell me specifically where in your educational background you
were exposed to the concept?

A Nunerous tinmes because it is basically just a financia
concept that is widely taught and used in business, and a | ot of
times in your finance -- your finance and accounting courses you
are exposed to that type of concept.

Q Were you exposed to that concept during your enploynent
with the Departnment of Public A d?

A To sone extent. Wen you are |ooking at doing |ike cost
benefit analysis on cost, you touch on tine value of noney, but I
woul d think that I had nore exposure at EPA than | did over
there.

Q Ckay. Prior to arriving at the Illinois EPA had you
been exposed to the concept of econom c benefit?

A In general, the financial concepts that are nade up in
econom ¢ benefit analysis | had wi de exposure to, which would be
the time value of noney in dealing with concepts such as
determ ning the value of -- you know, the cost of raising
capital. You get into topics such as taxes and depreciation, and
things of that nature.

Q Can you pl ease define for nme what that termneans to
you, the economic benefit termthat | previously referred to?

A In general, econom c benefit, what you are examning is

167

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

how an organi zati on may have benefited by del ayi ng or avoi di ng
capital outlays. You examine to what extent they avoided initia
capital outlays or capital outlays over tine and you exam ne
using the tine value of noney and the val ue of noney over tine
how nmuch an organi zati on benefited over let's say their
conpetitors.

Q Ckay. Wen you arrived at the Illinois EPA what was
your position?
I was an audit supervisor

I's this your current position?

> O >

Yes.

Q Can you pl ease describe for nme your duties when you
initially arrived at the Illinois EPA as an audit supervisor?

A Well, at the EPA we have a snall audit shop, smaller
than -- nuch snaller than at the Departnent of Public A d, which
was a multi-billion dollar organization with 8,000 offices. And
it was a good training ground at Public A d because it was
working for like a multi-billion dollar firm But at the EPA it
isalittle bit smaller of an Agency. So | work a ot closer
with the chief auditor in devel oping the annual audit plan and
schedul i ng audits and then, of course, | have sone staff that |
give audit projects to and | work with covering all facets of
auditing at the Illinois EPA

Q VWhat type of audits do you conduct at the Illinois EPA?
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A There is a variety of types that | have di scussed
before, you know, the internal control reviews, the EDP, conputer
rel ated audits, the conpliance auditing, and | have gotten nore
heavily into auditing related to econom c benefit and ability to
pay anal ysis. About five years ago that started, when | received
sone audit assignnents from our division of |egal counsel

Q Is it fair to say, then, that the course of your duties
have changed since you have been at the Illinois EPA?

A Yes, yes. Over Public A d?

Q Have your duties since you have been at the Illinois EPA
changed over tine?

A Yes. The major change woul d be that about five years
ago | becanme nore involved in audits relating to econonic benefit
and ability to pay anal ysis.

Q Ckay. How do you conduct an internal audit on an
entity's ability to pay?

A Well, the first step is basically to do a prelimnary
survey where you refresh and update your know edge about the
topi c, econom c benefit, you read the literature and you exam ne
the recent Federal Register changes, let's say. You talk to
managenment a little bit about, you know, what particular capita
outlays we are going to exanmne related to econonic benefit and
t hi ngs of that nature.

MR BOYD: | nove to strike as nonresponsive since she was
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asking, | think, about ability to pay.
HEARI NG OFFI CER KNI TTLE: Ms. Carter?
MS. CARTER  Coul d you pl ease have that answer read back
HEARI NG OFFI CER KNI TTLE: Darl ene, could you pl ease read
back both the question and the answer.
(Wher eupon the requested portion of the record was read

back by the Reporter.)

HEARI NG OFFI CER KNI TTLE: | am going to overrule the
objection. | think it is responsive. He answered the question
M5. CARTER Yes. | amjust thinking for just a nonent,

pl ease.
HEARI NG OFFI CER KNI TTLE:  Ckay.

Q (By Ms. Carter) Once you have undertaken that review, is
there any other analysis that you perform pertaining to any other
audit? Let ne back up. Strike that.

Is there any other analysis that you nmay performon an
entity's ability to pay?

A Well, you get into two issues in those type of audits,
not only the econonmic benefit, but as | was going to proceed, you
al so again start to look at the ability to pay issues that may
arise, too, during the topic under review. | have noticed over
the last five years that a large portion of the internal audits
that | performed on economc benefit and/or ability to pay, there
seens to be a frequent anount of instances where the violator and
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t he Agency agree on a level of penalty associated with economc
benefit.
But where we are brought in on internal audits sonetines is

after an agreenent is reached in the negotiation process on a
reasonabl e penalty anount based on econonic benefit, quite
frequently the violator nmakes statenments that they cannot pay
that certain level, they don't have the ability to pay a certain
| evel of penalty because it will cause excessive financial
hardshi p on that conmpany. So we exani ne those issues as well as
touch on the econonic benefit.

Q Ckay. Thank you. During your work with the Illinois

EPA, have you enpl oyed the concept of the tinme val ue of noney?

A Yes.

Q In what area of your duties have you enployed this
concept ?

A Mostly dealing with internal audit projects relating to
our division of legal counsel. Some exanples would be in the

past they have received settlenent agreenents that span different
anounts of time. For exanple, | had one last year that the
settl enent agreenent had three or four different anounts covering
different time periods, so | had to do tinme val ue of noney
anal ysis to determ ne what the present val ue were of those
different settlenment offers in order to try to select the best
of fer that woul d neet the needs of the Agency.
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Ckay.

A That's one exanple. As far as tine value of noney,
there is instances where an organi zation nay be required to pay
penalties, but they are |late on paying penalties. And | have had
special requests to determine the tinme value of noney, and it is
alnost Iike a mni econom c benefit analysis, where you figure
out -- let's say the corporation was |ate six nonths on paying
$50, 000. 00. You have to assign a tine value of nobney anount to
that on a reasonabl e cost of noney, like the prinme interest rate
or sonething like that.

Q Ckay. In addition to the answers that you have
previously provided, are there any other areas in which you have
enpl oyed the concept of econom c benefit at the Illinois EPA?

A Primarily, again, starting about five years ago, we
began to get special request audits fromour chief |egal counse
on internal audits relating to econonmic benefit. So | have been
working with that concept on those special request audits for
about the last five years.

Q Si nce you have becone enployed with the Illinois EPA
have you read any literature relative to the concept of economc
benefit?

A Yes. Because during the settlenment negotiation process
that our division of |egal counsel uses, they quite frequently
use a federal econom c benefit nodel, called the BEN Mddel. So
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over the last five years, you know, | have touched on reading the
BEN Manual , and have | seen -- of course, | have seen the BEN
printouts that give you the results of the benefit analysis. |
have read sone Federal Registers because dealing with the BEN
Model , and basically when you tal k about economic benefit, again,
I mean, you touch on those basic financial concepts time in and
time out during your training, during various audits you will
touch on the tinme value of noney and things of that nature.

Q Ckay. Thank you. Do you have an understandi ng of the
role that econom c benefit plays in developing a civil penalty
amount ?

MR BOYD: (bjection as to lack of foundation

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER | think that we have just adequately gone
through in ternms of, you know, his involvement with the Illinois

EPA in determ ning an econom c benefit anmount and his enpl oynent

and that, you know, obviously through his duties at the Illinois
EPA and his work with other entities within the Illinois EPA |
do -- | think that we have provi ded adequate foundation for that
guesti on.

HEARI NG OFFI CER KNI TTLE:  Anything further, M. Boyd?
MR BOYD: She has not |aid any foundation regarding the
way in which econom c benefit plays into the overall penalty

calculations. | would object to this witness providing that
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testinony unless they can provide a further foundation

HEARI NG OFFI CER KNI TTLE: Go ahead, Ms. Carter

M5. CARTER He has indicated, you know, what his
experiences are within the Illinois EPAin terns of assisting
themin determning penalties and things of that sort. So |
think it is only appropriate that he should be able to answer
what his understanding is in developing a civil penalty amount.

(Ms. Carter and M. Layman confer briefly.)

HEARI NG OFFI CER KNI TTLE: |Is there anything further?

M5. CARTER  No.

HEARI NG OFFI CER KNI TTLE: | amgoing to overrule the
objection. M. Carter, you can continue.

Q (By Ms. Carter) kay. Do you need nme to repeat the
question?

A Yes, | do.

Q What is your understanding of the role that econonic
benefit plays in developing a civil penalty anount?

A What economic benefit is designed to do is to exam ne
the initial capital outlays that an organi zati on may have avoi ded
at the beginning of let's say a nonconpliance period, and then
t he annual operating costs that nay have occurred, those costs
that they avoided and deternmining if the entity has any benefit,
econom ¢ benefit or financial benefit over its conpetitors.

The goal of economic benefit is to nmake the managenent of a
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corporation indifferent -- financially indifferent between naking
the decision to conply and not conply. That's the ultinmte goal
is to elimnate any benefit fromthe decision that they may make
not to conply. So you want to even out the decision-making
process, nmake themindifferent so that they will chose to spend
the capital noney to conply. That's the goal of econom ¢ benefit
anal ysi s.

Q Ckay. M. Styzens, have you prepared a resune that
docunents the background infornation that we have just discussed?

A Yes, | have.

MS. CARTER  Excuse ne just a nonment, please, M. Hearing
Oficer.

(Wher eupon sai d docunent was duly marked for purposes of

identification as People's Exhibit 6 as of this date.)

Q (By Ms. Carter) M. Styzens, have you seen this
docunent before?
A Yes, that's a resune that | had prepared nysel f.

M5. CARTER  The record should reflect that | handed to M.
Styzens a copy of People's Exhibit Nunmber 6. At this tinme we
nove for its admission into evidence.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: No objections.

HEARI NG OFFI CER KNI TTLE: It is admitted.

(Wher eupon sai d docunent was duly adnmitted into evidence as
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Peopl e's Exhibit 6 as of this date.)

Q (By Ms. Carter) Are you familiar with the nane Panhandl e
Eastern Pi pe Li ne Conpany?

A Yes, | am

Q How so?

A Back in the beginning of Septenber of 1999, ny chief
auditor, nmy boss, Stu Gesham received a neno from Joe Sabot a,
who is the chief |egal counsel of the EPA, requesting that we
audit assistants -- a special request for audit assistance
related to an internal audit of the econom c benefit associ ated
wi t h Panhandl e Eastern Pi pe Line Conpany.

Q What in your educational background and your enpl oynent
history did you rely upon in generating an econom c benefit
anal ysis for this case?

A Wel |, again, economc benefit is nmade up of basic
financial concepts that you are taught throughout your coll ege
career in business and, of course, over the last five years |
becane nore and nore involved in ability to pay and econom c
benefit analysis. So, you know, that has been primarily ny
exposure. The financial concepts of tinme value of noney and
capital pricing and things of that nature, | have had experience
t hrough ny education and in ny internal audit experience at the
EPA.

Q Did you use the BEN Model that you previously referenced
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to determ ne econonic benefit in this case?

A No.

Q Ckay. Just a nonment. In devel oping the econonic
benefit for this case, did you follow the protocol that you
previously described pertaining to how an internal audit is

conduct ed?

A Yes.
Q How so?
A Basically the prelimnary survey consists of studying

i n-depth economic benefit related i ssues, maybe re-exam ning sone
of your old internal audit reports and in addition, as part of
the prelimnary survey | also decided to request the assistance
of a Dr. Nosari to help nme performportions of the audit.

Q Who is Dr. Nosari?

A Dr. Nosari is a nmenber of the Springfield Chapter of the
Institute of Internal Auditors that | had nentioned earlier, and
I have known Dr. Nosari through the Institute of Interna
Audi tors over the last eight or ten years.

Q Can you tell me a little bit nore specifically why you
contacted Dr. Nosari for assistance in devel oping an econonic
benefit analysis for this case?

A Well, when you are an internal auditor, your goal is to

get the nost accurate and precise evaluation of the topic that
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have anybody el se that was qualified in the Agency, within the
Agency to support ne with this audit. It is conmon practice when
you are performng an audit that you have team nenbers that
assist you in gathering informati on and anal yzing facts and
reachi ng conclusions and witing audit reports and working with
managenment to inplenent recommendations and those sorts of

things. | had -- because of the topic of economc benefit, | had
to seek an outside expert to assist nme in kind of being a team
player in this particular internal audit.

Q When you initially approached Dr. Nosari, did you
di scuss with himthe best way to approach an economi c benefit
anal ysi s?

A Yes, in general. Again, as part of the prelimnary
survey where you are becom ng as know edgeabl e as possi bl e about
the topic that you are going to audit, because you are going to
present the results of your audit before nmanagenent and you are
goi ng to make recomendati ons to managenent on how to inprove --
or on your conclusions. So it was inportant that | brought John
Nosari in to kind of discuss the approach that we were going to
take in determning the econom c benefit in this particular case.

Q Was there any conponent of the econom c benefit analysis
that you relied nore heavily upon Dr. Nosari?

A Yes.
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A He provided -- nost of his assistance was in helping to

gather the financial data for the wei ghted average cost of
capital calcul ations.

Q Ckay. Wen you refer to the wei ghted average cost of
capital, what does that term nean?

A That's one of those basic financial concepts that | had
mentioned that you learn in college, and that was very heavily
covered in the certified internal auditor exam Basically it is
an exam nation -- a specific exam nation of how an organi zati on
goes about raising funds to fund their raising assets |ike
buil ding and plant and nmaterials. It is an exam nation of how
t he organi zation goes about raising capital noney through let's
say lending institutions or by selling stock let's say through
equity, the equity portion of capital

Q I just want to make sure | amclear on this. Are there
certain conponents that make up the wei ghted average cost of
capital ?

A Yes. Wen you think about weighted average cost of
capital, what you are trying to do is conme up with the nost
reasonabl e and precise cost of raising funds or of costing out
funds over tine. | mean, to sinplify it, you could have had an

organi zation that just funded their assets using debt. Well,
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of debt woul d be sonewhere around the prine lending rate, so that
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woul d be your cost of capital. But frequently, instead of just
usi ng debt, nmany conpanies raise capital by not only debt but
al so equity or stock, per se.

Q Ckay. In the devel opnent of the wei ghted average cost
of capital, did you decide that specific financial information
needed to be taken into account?

A Yes. Basically you have to exam ne the entity's
financial statements, the income statements and bal ance sheets,
things of that nature to identify their long-termdebt, their
i nterest expense, their dividend yields, their growmh in stock
over time, things of that nature.

Q VWhat conpany's financial information did you ook to in
your anal ysi s?

A In nmy discussions early on with Dr. Nosari we decided to
use the financial information of a conpany called Pan Energy or
Panhandl e Eastern. They went by both nanmes over certain periods
of tine.

Q Ckay. Wiy did you select this conpany?

A They are the parent conpany of Panhandl e Eastern Pipe
Li ne Conpany, who is a wholly-owned subsidiary, and from ny
di scussions with Dr. Nosari we felt that Pan Energy was so

involved in the raising of debt and equity for the subsidiary
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Q Are there certain financial docunents that you and Dr.
Nosari enployed to determ ne the wei ghted average cost of
capital ?

A Yes.

Q VWhat are those docunents?

A VWhat we did is we went about -- | went to the Security

and Exchange Conmi ssion's web site, the SEC web site, and was
able to identify what they call 10-K filings, which are certain
filings that corporations are required to file with the Security
and Exchange Conmission. In those filings are obtained --

i nclude financial data and financial statenments from conpanies.

| was able to get, | believe, like 1994 through 1997 off the SEC
dat abase

Q Were ot her financial docunments of Pan Energy enployed in
devel opi ng the wei ghted average cost of capital ?

A Yes. For the earlier years that we used, for 1988
forward, we obtained -- Dr. Nosari assisted ne in obtaining
annual reports fromthe University of Illinois Library, the
University of Illinois Springfield Library. So we also used Pan

Energy annual reports for the period of |ike 1987 through 1994,
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Q Ckay. Thank you?
M5. CARTER | just need one nonent.
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(Ms. Carter and M. Laynan confer briefly.)

HEARI NG OFFI CER KNI TTLE: Let's go off the record.

(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: Okay. W will go back on the
record. Go ahead, Ms. Carter.

M5. CARTER  Thank you.

(Wher eupon a docunent was duly marked for purposes of

identification as People's Exhibit 7 as of this date.)

Q (By Ms. Carter) M. Styzens, | have handed you what is
mar ked as People's Exhibit Nunmber 7. Have you seen this docunent
bef ore?

A Yes.

Q What is this docunent?

A This is the spread sheet that Dr. Nosari worked on.
After we had gathered the financial data fromthe financial
statenments contained in the SEC filings and the annual reports
for Pan Energy, Dr. Nosari assisted nme on pulling out those
nunbers to devel op a wei ghted average -- a conpany specific
wei ght ed average cost of capital. That's what this docunent is,
is those nunbers being pulled off the financial statements.

Q Again, did Dr. Nosari generate this docunent?
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Q Have you reviewed this docunent?
A Yes.
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Q Did you make a determ nati on upon your review of this
docunent ?

MR BOYD: njection to |lack of foundation as to what kind
of determ nation she is asking about.

HEARI NG OFFI CER KNI TTLE: Sustai ned. Can you |ay sone
foundation, Ms. Carter?

M5. CARTER  Yes. Just a nonent.

Q (By Ms. Carter) Can you please explain for ne your
review of this document?

A Basically before this docunment was prepared Dr. Nosari
and | agreed on an approach to devel opi ng the wei ghted average
cost of capital as far as going in and devel opi ng a cost of debt
and a cost of equity for this conpany and then weighting it as to
each year of the nonconpliance period to eventually on line 42,
the cost of capital for a year, that was the ultimte goal of
this spreadsheet. So | made sure that his approach net the
foundation or the criteria that we had set up at the very
begi nning of the prelimnary survey on how we were going to
conpute the wei ghted average cost of capital. Then | perforned

some reasonabl eness tests on his results of his spreadsheet,
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Q When you refer to a reasonabl eness test, what are you
referring to?
A That's a termfrequently used in internal auditing. No
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matter what type of internal audit that you are performng, when
you perform anal ysis you have to -- when you reach concl usi ons,
you have to performwhat we call a reasonabl eness test. Do the
results of the analysis appear to be reasonabl e? The way you go
about doing that, you have to have certain standards or criteria
to nmeasure against. Any internal audit finding or issue that we
wite for the Agency contains a section called criteria. And
what that is, is that is usually the laws, the rules, the
regul ations, the industry standards, those type of things that
you have to measure agai nst so that you can hel p ensure that your
concl usions are reasonable. And as in any internal audit, |
appl i ed a reasonabl eness test to the cost of capital figures that
Dr. Nosari devel oped on line 42

Q Ckay. You just nentioned that you enployed certain
criteria in which you neasured the wei ghted average cost of
capital against?

A Ri ght .

Q Can you please tell nme what those criteria were that you
nmeasured this weighted average cost of capital against?

A Sure. One exanple of a reasonable test for this tine
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a sinple approach was to look at the prime lending rate, the bank
prime loan lending rate that the banks charge during that tinme
peri od. For exanple, the Federal Reserve Board has sone input in
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devel opi ng what they call the prinme rate, which is a rate charged
by banks to their best custoners, the ones that are nost
financially sound. | knew fromny exani nation during this tine
period that the prinme lending rate was around 8.2 percent average
for the time period. So what | did, is | can use that as a
nmeasur e of reasonabl eness. So when | | ook at some of the figures
of 8.5 percent, 8.3, 9.2, | know that since these figures contain
a conbi nation of debt and equity, that you would expect themto
be slightly higher than the prine rate, you know, one to two
percentage points or a little bit higher naybe than the prine
lending rate. So that net ny criteria, so | had a feel for the
reasonabl eness of these cal cul ations.

Q Were there other criteria that you enployed to determ ne
whet her or not the wei ghted average cost of capital was, as you
called it, reasonabl e?

A Yes. Another sinple exanple of a reasonabl eness test is
I knew that the BEN analysis that was perforned by the division
of legal counsel early on in this, that the nodel used 10.4 to

10. 6 wei ghted average cost of capital. Again, just to apply a
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conmon sense reasonabl eness test, | could see that, for exanple,
if Dr. Nosari would have canme back with a wei ghted average cost
of capital for 1991 of 25 percent, | could imediately -- | would
i mredi ately have questioned Dr. Nosari saying, well, you know,
the prinme rate was about 8 or 9 percent during that period. The
185
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BEN Model uses 10.4 to 10.6, so it does not appear, Dr. Nosari
reasonabl e that 25 percent is the wei ghted average cost of
capital. Hopefully we would have discussed it and found that
there was sone kind of error. So that's the second
reasonabl eness test that | used.

Q Were there any other tests that you enpl oyed in
det erm ni ng whet her or not the weighted average cost of capita

was reasonabl e?

A Well, there is one other area that | had been exposed to
over the last few years. It is called the UniformPenalty and
Interest Act. It is an Illinois law. And what that -- the

purpose of that lawis, if a state agency has penalty anounts
that they assess to corporations, let's say, and the corporation
is making | ate paynents on those penalties, by law the State of
II'linois has to charge a certain interest rate for basically the
time value of noney or the tine that you are basically naking a
loan to this entity. | have had historical information in the
past. It is based on an IRS, Internal Revenue Service, rate that

is updated twice a year by the State of Illinois under that act
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that | had just nmentioned. | had noted that throughout this
nonconpl i ance tinme period that we exam ned, the 1987 through
1996, that that rate appeared, again, to be nine, ten percent.
Again, by examning Dr. Nosari's figures, | can, again, get a

reasonabl eness test on that.
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Q Ckay. Thank you. Once --

MR BOYD: Can | -- | would actually like at this point, if
you are done with that |ine of questioning, just to nove to
restrict the entire line of questioning on the basis that the
wi t ness was asked questions about this docunment during his
deposition and reveal ed none of this information. | would be
happy to refer to the testinony in the deposition that | am
speaking of at this point in tine.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

MS. CARTER | don't know specifically what he is referring

to without |ooking to the deposition

MR BOYD:. Well, | will refer you to page 76 fromthe
deposi tion.

M5. CARTER |If you could just hold on just a nonent.

MR BOYD: Sure, sure. It is the May 16th deposition. W
were referring, at the bottom of page 76, to Styzens Exhi bit
Number 14.

M5. CARTER WII you hold on for just a second, please.
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MR BOYD: Ch, | amsorry.

Ms5. CARTER Ckay. What pages was he referring to?

MR BOYD: It is page 76 and page 77.

M5. CARTER If | could have just a nonment, M. Hearing
Oficer.

HEARI NG OFFI CER KNI TTLE: Sure. Let's go off the record

187
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for a second.

M5. CARTER  Thank you.

(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: Al right. Are you ready to go
back on the record?

M5. CARTER Yes, | would like to.

HEARI NG OFFI CER KNI TTLE:  Ckay.

M5. CARTER If | could ask for a clarification, M.
Hearing Oficer, in terns of specifically what portions Counsel
for respondent is referring to.

HEARI NG OFFI CER KNI TTLE: Okay. Let's hear M. Boyd's
argument here.

MR BOYD: M. Nosari was deposed twice in this matter, the
second tinme on May 16th of 2000.

M5. CARTER  Excuse ne. Do you --

HEARI NG OFFI CER KNI TTLE: Do you nean M. Styzens?

MR BOYD: M. Styzens. | amsorry. Thank you. At the

second deposition we had just been provided this weighted average
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cost of capital document. In the second deposition --
HEARI NG OFFI CER KNI TTLE: And you are referring to, M.
Boyd, People's Exhibit Nunmber 77
MR BOYD:. That's exactly right, yes. It was narked as
Styzens Exhibit Nunmber 14 in the deposition. | asked M. Styzens
about the docunent, knowing that M. Nosari was going to be
188
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deposed next. | said -- this is at the bottom of page 76:

"Question: Can you describe this page in general for us?
Again, we are tal king about the | ast page of Styzens Exhi bit
Number 14.

And he answers: "No. | could go into sone detai
describing this exhibit, but | prefer not to, because |I really
believe that M. Nosari would be better to answer those
questions. Again, the nost | would like to go into would be the
general approach, |ooking at the long-termdebt, preferred stock
and common stock. | really think John Nosari is the best to talk
about this docunent.

Question: GCkay. That's what | was asking. Now, if he
cones back and tells nme it is Gary Styzens' docunent --

Answer: He won't say that.

Question: Let me just ask you while we are sitting here.
What is your understanding | ooking at this page of the input on

this page that canme specifically fromthe Panhandl e docunents?
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Answer: Again, | really -- | could give sone information
about that, but it would be inconplete, so | think M. Nosari is
t he best one to answer those questions."”

So, again, there was no further followup at the time of
t he deposition because it was nmade clear to us that M. Styzens
accepted M. Nosari's analysis of the wei ghted average cost of
capital
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M5. CARTER May | respond, M. Hearing Oficer?

HEARI NG OFFI CER KNI TTLE:  Yes.

MS. CARTER  Thank you. Wat Counsel for respondent was
inquiring into, at least it appears fromthe deposition of Gary
Styzens, is specifically the calculations that were enployed in
t he wei ghted average cost of capital. That is not what | am
getting into with the witness here today. Wat | amgetting into
is sinply his review of that docunment and how he deterni ned
whet her or not that docunent that was generated was reasonabl e.
He has not gotten into, in terms of the specifics, the nunber by
nunber crunching of this docunment. And | think that's exactly
what M. Boyd was trying to get to in the deposition. He can't
now question the fact that, you know, it was at |east reviewed by
M. Styzens in the analysis that he perfornmed on the generalized
review of this. Sinply because it is outside of, you know, the
scope of what he thought to question, does not mean it is

necessarily outside of the scope of these proceedi ngs.
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MR BOYD: Wll, again, | don't think it is beyond what
asked himat the deposition. | think he made clear fromhis
statenments that | should ask ny questions about this docunment to
M. Nosari

Al so on page 73 of the transcript, if you turn to that --

MS. CARTER. My | --

HEARI NG OFFI CER KNI TTLE: Let M. Boyd finish his response
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and | will get back to you, Ms. Carter.
MR BOYD: | was just trying to find a good quote. But it

is just clear fromthe deposition transcript that he relied on
M. Nosari in preparing the docunent. That's really the point.

M5. CARTER That is no different than actually what the
State is presenting here today. The State will followup with
Dr. Nosari, who will provide his analysis of the weighted average
cost of capital and the details of the cal culations of which he
conducted to generate that.

I amnot asking M. Styzens here today for an anal ysis of
the calculations line by line. Wat | amasking for is sinply
about his review of this docunent. It has been no secret that
the two gentl enmen have been wor ki ng together review ng each
ot hers docunents. | don't think anything | ampresenting to M.
Styzens at this tine is com ng unbeknownst to Counsel for

respondent.
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MR BOYD: If | may, | nean, it is unbeknownst to us. It
was rmade clear in this deposition that M. Styzens relied on M.
Nosari's analysis to determ ne the wei ghted average cost of
capital. There was no di scussion during the deposition that he
di d a reasonabl eness test of the three different criteria that he
just went through in this testinony. That was not explained at
all during that deposition, and it was not because |I didn't ask.
HEARI NG OFFI CER KNI TTLE:  Ms. Carter, could | see the
191
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deposition transcript again?

M5. CARTER  Yes.

HEARI NG OFFI CER KNI TTLE: W1 I you show ne where we tal ked
about this. It is at page 76 and 777?

MR BOYD: Yes, 76 and 77

HEARI NG OFFI CER KNI TTLE: Ckay. Point out to nme why this
is not beyond the scope of what happened at the deposition

M5. CARTER Ckay. |If I could just see it for just a
nmorrent .

HEARI NG OFFI CER KNI TTLE:  Yes.

MS. CARTER. The question at the bottomof line 76 where it
i ndi cates, can you describe this page in general for us, again,
we are tal king about the last page. No, | could go into sone
detail describing the exhibit, but |I prefer not to. He was
sinply indicating there that he would not prefer to go into the

specific calculations. He did not -- M. Boyd did not ask in any
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of those questions pertaining to his review of that analysis for
t he wei ghted average cost of capital

Let ne see. And then again on page 77 M. Boyd asked, what
i s your understanding |ooking at this page of the input of
this -- what is your understanding at this page of the input on
this page that came specifically fromthe Panhandl e financia
docunents. He is asking again where did this information cone
from the specifics of the weighted average cost of capita
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sheet. And, again, M. Styzens is not here today testifying to
t hat .
HEARI NG OFFI CER KNI TTLE: Okay. | amgoing to overrule the
objection. Here is why, M. Boyd.
MR BOYD: Just one second.
HEARI NG OFFI CER KNI TTLE: Wat is goi ng on back there?
can see he is talking with sonmebody.

MR DEISCH He is our econom c benefit expert.

MR BOYD: | amsorry. o ahead

HEARI NG OFFI CER KNI TTLE: | am -- thank you very nuch, M.
Boyd. | amgoing to overrule your objection, because | don't
think there is any material prejudice here. It is hard for ne to
tell fromwhat went on that -- the exact context of your

guestions in the deposition w thout going back three or four

pages. It looks like it could have been of the nuts and bolts of
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t he exact cal culations and not just the review process and the
reasonabl e process.

The reason | don't think there is any prejudice here for
you, | don't have an interrogatory or a request to produce
docunents for something stating what his opinion would be that
was not -- that this was not specifically included in, and both
wi tnesses will be here for your cross-exam nation. So that being
said, | amoverruling your objection

M5. CARTER Ckay. |Is it possible to have the | ast
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guestion read back?
HEARI NG OFFI CER KNI TTLE: It is always possible. Could you
read it back.
(Wher eupon the requested portion of the record was read
back by the Reporter.)

Q (By Ms. Carter) Once the weighted average cost of
capital analysis was perforned, M. Styzens, what was the next
step that you undertook in your econom ¢ benefit anal ysis?

A Once | determned that the wei ghted average cost of
capital developed by Dr. Nosari was reasonable, | then began to
go through the econonic benefit anal ysis conponent of the
internal audit.

Q D d you di scuss the conponents of the econom c benefit
analysis with Dr. Nosari?

A | initially, you know, in -- as the |ead auditor,
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devel oped an approach in nmy mnd of how | was going to devel op
t he econom ¢ benefit. Then, again, | was using Dr. Nosari kind
of to bounce things off of, because I had no one else in the
Agency that could help ne with this. So it was in that context
that | discussed with Dr. Nosari how | was going to go about
devel opi ng an economi ¢ benefit.

Q Ckay. In generalized terms, in conducting your economic
benefit analysis did you | ook to certain factors?

A Yes.
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Q O --

A Go ahead.

Q Did you ook to certain conponents when devel opi ng your
econom ¢ benefit anal ysis?

A Yes.

Q Can you tell me what those conmponents were?

A Basi cal |y econom ¢ benefit analysis contains a few nmajor
conponents. First you have to identify the initial capita
i nvestment anount that was not nade by an institution. Then you
al so have to cone up with a figure for the annual operating or
nmai nt enance costs that were not spent by a corporation. Once you
have sone information on the voided capital outlays, then you
have to identify a reasonable cost to weight those over tine.

Agai n, when | tal ked about reasonable, you could use a
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prinme rate as a reasonabl e anount to weight cost over tinme. But
as | had said, Dr. Nosari and | decided to use the weighted
average cost of capital because we believed that that would be
the nost accurate and precise figure to use to bring those
avoi ded capital expenditures through tine. You get into
information that you need al so dealing with tax issues,
depreci ation issues, inflation related issues, things of that
nature that have to go into an econom c benefit anal ysis.

Q If I could direct your attention to People's Exhibit

Nunber 3, specifically page 115 that is contai ned therein?
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A Ckay.
Q Have you seen that page before?
A Yes, | have.
Q VWhat is your understandi ng of that page?
A At the beginning of the audit project in Septenber,
Cct ober, of 1999, we were provided this information by the
di vision of |egal counsel
Q Ckay. | amsorry?
A Did you want ne to explain what it is?
Q I was just asking you, sir, what was your understandi ng

of this page that | provided to you.
A Ckay. Fine. That was given to us by the division of
| egal counsel. What it was represented was the -- we were to --

in our econon c benefit analysis, we were to use the -- obtain
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the total avoided capital costs at the beginning of the
nonconpl i ance period fromthis docunent and also we were to
obtain the recurring operating and nai ntenance costs, annual
costs fromthis docunent.

Q Ckay. Thank you.

MS. CARTER Before we get into too nuch detail, M.
Knittle, if | could just ask you, how |l ong you wanted to go today
interns of this --

HEARI NG OFFI CER KNI TTLE: Let's go off the record.

(Discussion off the record.)
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HEARI NG OFFI CER KNI TTLE: Al right. Let's take a short
br eak.

(Wher eupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record.

M. Styzens, | will remnd you that you are still under
oat h.

THE W TNESS: Yes.

MS5. CARTER | am organizing three exhibits here, People's
Exhi bit Nunmbers 8, 9 and 10, which are going to be used sonmewhat
in conjunction with one another.

HEARI NG OFFI CER KNI TTLE:  Ckay.

(Wher eupon sai d docunents were duly nmarked for purposes of
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identification as People's Exhibits 8 9 and 10 as of this

date.)

M5. CARTER  Coul d you pl ease have the |ast question and
the response read back for ne, please.

HEARI NG OFFI CER KNI TTLE:  Sure.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

MS. CARTER  Thank you.

Q (By Ms. Carter) Could you please identify People's
Exhi bit Nunber 8? Have you seen People's Exhibit Nunber 8
bef ore?
197
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A Yes.

Q VWhat is that docunent?

A That is ny analysis using the initial avoided capita
outl ay during the nonconpliance period. That's my econonic
benefit anal ysis using that avoi ded capital outl ay.

Q Ckay. Wen you are referring to avoi ded capital outlay,
what are you referring to specifically on page 115 of People's
Exhi bi t Nunmber 3?

A Yes, on the 115, it would be the dollar figure marked
total capital costs, TCC, of $986, 781.00, and since that is per
engine, you nultiply that by two and then you get the initial
capital outlay figure that we used for this particular economnc

benefit anal ysis.
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Q Is it fair to say that you then enpl oyed the total
capital cost nunber in your econonic benefit analysis?

A Yes.

Q Ckay. Does that nunber, 986, 781, appear in your
econom ¢ benefit anal ysis?

A On the bottomof columm D of Exhibit 8, the |ast nunber
is that figure 986,781 tinmes two equals 1,973,582, | believe.

Q Ckay. This docunent nunbered People's Exhibit 8A, have
you seen this before?

A Yes, that's the table that | have in front of ne here.

Q Yes. Is that consistent with People's Exhibit Nunmber 87
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A Yes.

Q Ckay. Thank you. As need be, M. Styzens, as we are
going through this, if it would be easier for you to utilize the
marker that | just handed to you and the board, that's why | gave
it to you, obviously. Just wait for a question. | just wanted
to put that out there for you.

A Ckay.

Q Thank you. Now, once you began with the total capita
cost -- well, let ne back up for a second. This People's Exhibit
Nurmber 8A, can you just tell me in generalized terns what you did
on this docunent?

A VWhat we are doing is taking the initial capital outlay
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nunber that was contained on 115 here, the 1,973,582, and we are
t hen doi ng sone general econom c benefit cal culations starting
with that nunber. Basically we are naking adjustments for
inflation back through tinme. W are then using the weighted
average cost of capital to apply the tine value of the cost of
noney over the nonconpliance period. And then we are nmaki ng sone
adjustnents for taking into account tax savings on depreciation
t hat woul d have been associated with these capital outlays. And
you finally come up with a tax benefit from depreciati on and you
conme up with a net benefit after you have taken into a net
econom ¢ benefit year by year after you have taken into account
tax savings of depreciation.
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Q Ckay. Previously you discussed the wei ghted average
cost of capital that was generated and revi ewed by you. Do those
nunbers appear on this initial investnment sheet?

A Yes, in colum E, |abeled WACC at the top

Q Ckay. And where were those nunbers taken off of the
wei ght ed average cost of capital sheet which was previously
mar ked as Peopl e's Exhi bit Nunmber 77

A Yes. The sheet that Dr. Nosari put together, the table.

Q Ckay. Specifically, though, where on People's Exhibit
Nunber 7 are the wei ghted average cost of capital that were
enployed in the initial investnent sheet?

A Specifically, they are contained on |line 42 of People's
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Exhi bit Nunber 7.

Q Thank you. Once you utilized the total capital costs
nunber set forth within People's Exhibit Nunmber 3 on page 115,
what did you do with that nunber specifically?

A The total capital cost nunber?

Q Yes, sir.

A Again, specifically, we used that total capital cost
figure and we performed an econonmic benefit analysis on that
nunber .

Q Did you adjust it for anything?

A Yes, we adjusted it for inflation going back to the
begi nni ng of the nonconpliance period using an inflation index.
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Q Ckay. Can you refer specifically on People's Exhibit
Nunber 8A where you are referring to in ternms of this adjustnent?
A Yes. It deals with the Chenical Engi neeri ng Magazi ne

pl ant cost index here in colum A

Q Ckay. And what is the plant cost index that you
referred to?

A Well, a lot of people are familiar with the -- | am
trying to think of the -- not the plant cost index but the -- it
is alluding ne right now.

Q Ckay.

A Anyway, the plant cost index is basically a neasurenent
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of inflation involving a basket of industrial goods. Wat | was
trying to think of before is a |ot of people have heard of the
consuner price index, and the CPl is basically inflation rel ated
to a basket of consunmer goods. Well, John Nosari and |, in our
di scussions, we felt that you wouldn't want to use an index
related to consuner goods. But we felt that the plant cost index
was a better neasurenent of inflation that is associated with
pol lution control equipnent.

Q Ckay. So can you show nme where on the initia
i nvest ment sheet, though, the cal culations are for the adjustnent
of inflation of the initial capital outlay?

A Yes. It is an annual index, so what you do is you

exam ne the difference between the years between the index to see
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if they are increasing or decreasing. Then that difference
between the two years of index results in a percentage.

Q What columms are you referring to?

A Colum Ais the plant cost index, and then if you
exam ne, for exanple, in colum A Iline three, in 1988 the plant
cost index was 342.6, | believe. And then the next year, in
1989, the plant cost index is 365.4 or 355.4.

Q Ckay.

A Then you, in colum B, you have an interest -- | am
sorry -- a percentage cal cul ation, which is just a difference

bet ween t he i ndexes, how the index increases by a certain
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percentage fromyear-to-year. So you just go down colum A and
exam ne the differences on each side of the plant cost index and
get a feel for if inflation is going up or down.

Q Ckay. | amsorry. Did 1l interrupt you?

A No, that is fine.

Q Ckay. In ternms of colum D, beginning at the bottom
where it indicates 1,973,562, can you explain -- can you explain
how t he plant cost index affected that nunber?

A Yes. You are taking the percentages that are contained
in colum B and you are nultiplying those by the initial capita
i nvestment and you conme out with an annual inflation anount in

dollars, which is contained in line C

Q Ckay.
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A Annual inflation. Then you are reducing through tine

goi ng back fromthe 1,973,562, on the bottom of colum D, you are
bringi ng that back towards 1987, and meki ng adj ustnents for
inflation over time based on that PCl annual index in colum B

t he percent age.

Q Ckay. Once you have ingested the original nunber for
inflation, what was the next step that you enpl oyed in your
determinati on of econom c benefit?

A Well, the nunber you could see at the bottom of col umm

D, the 1.9 mllion, adjusted back through tine and accounting for
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inflation then becones a smaller nunber, contained in line D2, of

1, 654, 137.
Q Ckay.
A So that's your starting point for then exam ning the

cost of noney over tinme at that point.

Q Ckay. What did you use to anal yze the cost of noney
over tinme at that point?

A The wei ghted average cost of capital that was taken off
of Dr. Nosari's spreadsheet.

Q How di d you enpl oy the wei ghted average cost of capital
then, to the deflated initial investnent?

A You sinply take the percentages in colum E and multiply
them agai nst the inflation adjusted capital investnents in colum
D, to cone out with an econoni ¢ benefit before depreciation and
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taxes, which is contained in colum F.

Q Ckay. Once you have determ ned the econom c benefit
bef ore depreciation and taxes, what is the next step that you
enpl oy?

A Thr oughout our cal cul ati on of the economic benefit, I
was trying to be as reasonabl e and conservative as possible. So
what | did was | wanted to nmake sone adjustnents for tax savings
resulting fromdepreciation. So what | did is | used the
depreciation that is called the doubl e declining bal ance nethod.

It is an accelerated formof depreciation. Wat that will do is
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to be as conservative and as reasonabl e as possible, by
accel erating the depreciation the tax savings that will result
for the conpany are sped up and they get the bigger tax breaks up
front.
So incolums G H and |, that is handling the

depreci ation cal cul ati ons where you cone out eventually with an
amount of depreciation that you now have to multiply, which in
colum His the anmount of deprecation --

Q Ckay. Thank you

A -- using an accel erated approach

Q Ckay. Once you have determ ned the depreciation using
an accel erated approach, what nunmber do you get?

A You get the nunbers -- the depreciation in colum H, and
then you have to nultiply by the tax anmount for that year, the
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tax rate, which is contained in colum J.

Q Where does the tax rate for that year cone fronf

A That, again, was taken off of Dr. Nosari's weighted
average cost of capital analysis sheet, and he pulled those out
of Pan Energy's annual reports and the SEC filings that contained
their financial data.

Q Ckay. Once you then determ ned what margi nal incone
rate that you were going to enploy, what was the next step that

you foll oned?
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A Then you sinply take the incone tax rate and nultiply it
by the depreciati on base and you get an anount of depreciation
and the tax savings associated with that.

Q What columms are you referring to, please?

A Let's see. Columm H is the anmount of depreciation.
Q Ckay.
A Multiplied by the income tax rate in colum J will give

you a tax benefit in colum K from depreciation

Q Ckay. Then once you have determ ned the tax benefit
fromdepreciation that is set forth within colum K, what is the
next step that you enployed in determning the econom ¢ benefit?

A You sinply take colum F figures, which is the benefit
before taking into account the tax savings and depreciation and
you subtract off columm K, which is the tax benefit, and the
resulting is the net econonmic benefit each year, which is
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contained in colum L.

Q Ckay. Just a noment, sir. Wen you say it is the net
econonmi ¢ benefit in colum L, what does the net -- what does that
pertain to? Wat is it that -- strike all of that.

VWhat does the net economc benefit pertain to in colum L
on People's Exhibit 8 and 8A?

A Columm L, the net benefit, is the final figure where you
are adjusting the capital outlays that have occurred throughout

the time period. 1In colum D you are adjusting those for
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inflation, you are using the weighted average cost of capital as
a reasonabl e cost of noney over tine, and then you are naking
adjustnents for taxes. So all of that is taken into account to
give you a net benefit, which is in colum L.

Q Ckay. Is it a net benefit for -- what type of -- what
type of net benefit is it? Wat type of investnent is the net
benefit for? Is it -- do you understand nmy question?

A No, | don't.

Q Ckay. Let ne rephrase. Does the net benefit, that is
set forth within colum L, pertain to the initial investnment cost
or the operational and nai ntenance cost or what?

MR BOYD. njectionto the form It is conpound and
| eadi ng.
HEARI NG OFFI CER KNI TTLE: Ms. Carter, could you --
M5. CARTER | understand.
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HEARI NG OFFI CER KNI TTLE: | don't quite understand the
question either.
MS. CARTER.  Ckay.
Q (By Ms. Carter) What does the net benefit pertain to in
col um L?
A That represents the annual benefit for the initia
capital outlays that were avoi ded throughout the nonconpliance

peri od.
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Q Ckay. Thank you. If I could direct your attention to
Peopl e's Exhibit 9 and 9A. Have you seen these docunents before?

A Yes.

Q Does Exhibit 9A contain the sane information that is
contained in Exhibit 9?

A Yes.

Q Can you tell e, sir, in general terns, what you are
referring to in Exhibit 9 or what this docunment is?

A Yes. That's ny exam nation of the econonic benefit that
is associated with the avoi ded annual operating and nai nt enance
costs that we are dealing with the figures that | have taken off
of the page 115 that we nentioned earlier

Q Ckay. And can you tell me exactly where you are
referring to on page 115 of People's Exhibit Nunber 3?

A Yes. It is the line called -- the last line of that
page where it says total annual costs per engine, 233,871
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Again, since that is for one engine, we nultiplied that by two.

Q Ckay. Where does that nunber appear on People's Exhibit
Number 9?

A It appears as the |ast nunber in colum D, which is
467,742, which is two tinmes the 233,871

Q Ckay. Once you included the total annual costs for the
two engi nes on schedule A what was the next step that you

enpl oyed in determ ning the economc benefit?
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A You went through simlar calculations like the initial
i nvest ment where, again, you adjust those nunbers for inflation
You take into account tax inplications and you nove the doll ar
anounts through tinme at the wei ghted average cost of capital

Q Ckay. Can you specifically take ne through one
cal cul ation, please, for recurring costs?

A Yes, let's deal with 1988, the full year. The bottom of
colum D, the 467,742, you are noving that nunber back through
time, like | explained on the initial capital investnent, using
the plant cost index debt in colum A which is from Chenica
Engi neeri ng Magazi ne.

Q Ckay?

A You are adjusting the recurring costs and bringing them
back in tine and taking into consideration inflation. For
exanpl e, the recurring cost amount for 1988 was reduced by
15,701, which is --
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Q VWhat colum are you referring to?
A Col um C

Q What row?

A Cs3.

Q Thank you

A The annual inflation figure in C3 of 15,701, is used to

adj ust back in 1988 the recurring cost that is contained in
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col um D

Q Ckay. Once you have adjusted again for -- just a
noment. Strike that.

Once you have adjusted for inflation, then, what was the
next step that you enpl oyed?

A Then what the resulting nunbers you start with after
inflation are contained in colum D, which are the inflation
adjusted recurring cost figures all the way down col um D.

Q Ckay.

A Now you have to take into account the tax inplications
because environnental expenditures, a conpany does not pay taxes
on those anounts.

Q Ckay. Wat --

A So what you do then is you are adjusting -- in colum E
you are adjusting the figures in colum D by the nmarginal tax
rates that are contained in colum E

Q Where were the marginal tax rates in colum E attained

209
KEEFE REPORTI NG COVPANY
1-800- 244- 0190
fron®
A From Dr. Nosari's spreadsheet on the wei ghted average
cost of capital. Those are com ng again from Pan Energy's

financial statenments and their SEC filings and their annua
reports.
Q Ckay. Thank you. GCkay. So once you have adjusted for

the tax inplications, what was the next step that you enployed in
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your cal cul ation?

A You are -- your colum F is the tax anount that you are
going to adjust the recurring cost by that are contained in
colum D. So the result of that, then, would be the colum D
the recurring costs mnus the tax savings in colum F and wil |
then give you a net after tax cash flow which is contained in
colum G

Q Ckay. If | could direct your attention to People's

Exhi bit Number 10 and 10A. Have you seen that docunent before?

A Yes, | have.
Q I n what context?
A That is our econonic benefit anal ysis associated with

the recurring costs where we are examning the cost of capita
over time, and we are using the weighted average cost of capita
as basically the cost of noney over tine to arrive at a total
econom ¢ benefit for recurring costs over the nonconpliance
peri od.
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Q Can you tell nme the relationship between People's
Exhibit 9 and People's Exhibit 10? 1Is there a relationship?

A Yes.

Q Can you tell me what that is?

A W sinply took -- the starting point is on People's

Exhi bit Nunber 9, columm G those are the net after tax cash
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flows and those are the figures that we transfer fromcolum Gto
colum A of this docunent, Panhandl e Eastern 10A, People's
Exhibit --

Q Ckay. So when you are referring to -- let ne just
interrupt for a second just to nake sure it is clear for the
record. Wen you are referring to colum G are you referring to
Peopl e' s Exhi bit 9?

A Yes, net after tax cash flow

Q Ckay. | apologize for interrupting you. Then where did
you take columm G of People's Exhibit Nunmber 97

A We transfer those nunmbers to colum A which is al so net
after tax cash flow.

Q Ckay. Just a nonent, please. Once you have determ ned
the net after cash -- once you have determ ned the net after tax
cash flow, what was the next step that you utilized?

A Then we are goi ng across the nonconpliance period that
we were using and we are loading up the net after tax cash flow

with the cost of noney over tinme at the weighted average cost of
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Q If I could just interrupt you for a second. In terns of

columm B, the weighted average cost of capital, again, where did
t hose nunbers cone fron?
A Again, those came fromDr. Nosari's cal culations that we

had worked on for the weighted average cost of capital
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Q Ckay. Thank you. So ny question was -- just in case it
is forgotten, once you deternmine the net after tax cash fl ow,
what was the next step you enpl oyed?

A Agai n, we are using the weighted average cost of capita
and we are bringing the net after tax cash flow over tine at the
cost of capital to account for the tinme value of noney. For
exanple, in 1988, the first colum, line two, the net after tax
cash fl ow was 265,852, and then you woul d use the 1988 wei ght ed
average cost of capital, which is contained on B2, and that would
give you a figure of the interest adjusted tax cash flowthat is
contained in line B2, of 285, 687.

Q Ckay. Once that was enployed for all of the years, what
was the next step that you did?

A Well, for exanple, in 1988, line two, you are sinply
continuing across fromleft tothe right online two, D, E F, G
H, |, and you are continuously dropping down to the next year's
cost of capitals that are contained in line B. For exanple, in
1989 you would drop down to cost of capital, 3B, and you would
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wor k your way continuously across |ine nunber two, and you woul d
eventually arrive at a weighted cost of capital for that
particul ar year, the total econonic benefit for that particular
year of the avoi ded annual operating costs for this particular

time period.
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Q Ckay.

A So, for exanple, line 2A, the net after tax cash flow of
265,852, as you go across line two and you use the wei ghted
average cost of capital, you come up with a net benefit of |
think that's line 2N, which | think is -- et ne | ook at ny sheet
here. | think it is 687, 109.

Q Ckay. Once you have determned the recurring costs for
a specific year, what was the next step that you di d?

A You sinply go back to colum N and you add those figures
together to arrive at a total econonic benefit over the
nonconpl i ance period for the recurring operating costs.

Q Ckay. Thank you. You may sit down, M. Nosari. | am
sorry. M. Styzens.

A Wiy is everybody calling nme Nosari?

Q | apologize. It is the end of the day. Once you have
cal cul ated the econonic benefit for the initial capital outlays
and the annual recurring costs, what was the next step that you
enpl oyed in your econom c benefit anal ysis?

A W then use the docunents that we were just talking
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about and we take the economi c benefit associated with the
initial capital outlay, which is contained in People's Exhibit
Number 9, the bottom of colum H, and we add that to the -- oh,
amsorry. Let me get these straight here real quick

Ckay. What you are doing, then, is you are adding the
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econom ¢ benefit total associated with the recurring costs to the
econom ¢ benefit total associated with the initial capital
i nvest ment that was avoided. So what you would do, then, is you
woul d take, on your People's Exhibit Nunber 9, you would take the
bottom of colum H, which is 5,674,783, and you would add that to
the bottom of People's Exhibit Nunmber 8, colum L, 1,387,670 to
arrive at a total econom c benefit associated with the capital
costs that were avoi ded during the nonconpliance period.

Q You know t he next question probably. Wat nunber did
you come up with?

A Wul d you like ne to add those up?
I would l|ike you to add those up, please.
Can | put themon paper and add themup? Is that --

That is acceptabl e.

> O » O

Ckay. Let me try this again.
HEARI NG OFFI CER KNI TTLE: Do you need a cal cul ator?
THE WTNESS: No. | will get it here. | just didn't wite
them very neatly.
MR BOYD: Can we just stipulate that it is one big nunber?
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HEARI NG OFFI CER KNI TTLE: Do you just want to stipulate to
t hat .
M5. CARTER | would rather have himput the nunber out

there for us.
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HEARI NG OFFI CER KNI TTLE:  Ckay.

THE WTNESS: | amcomng up with 7,052, 453.

M5. CARTER kay. Thank you. M. Hearing Oficer, if |
could request that we stop at this tine.

HEARI NG OFFI CER KNI TTLE:  Ckay.

MR BOYD: | would like to ask your intention with respect
to these three Exhibits 8, 9 and 10. Are you going to nove for
these to be admtted? | would assune not.

MR LAYMAN: Not at this time.

M5. CARTER Not at this time.

MR BOYD: Wll, | would object to thembeing adnmtted at
any tine, given the fact that they were not part of his report.

M5, CARTER Well, | --

HEARI NG OFFI CER KNITTLE: It is a little premature at this
poi nt, though, until they actually nove theminto adm ssion. |
don't want to --

MR BOYD: | understand. | just don't want the Menber of
the Board present or the Hearing Oficer and others to think that
this is something that we agreed to just because | didn't have

any objections during the exam nation.
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HEARI NG OFFI CER KNI TTLE: Gkay. | don't have them admitted

on nmy exhibit list yet.
MR BOYD: Al right.

HEARI NG OFFI CER KNI TTLE: So we can take themup if and
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2

3

when Ms. Carter or M. Layman would choose to nove them
Q her than that, M. Boyd, do you want to stop now? Do you
have any objection to that, stopping now?
MR BOYD: Not at all.
HEARI NG OFFI CER KNI TTLE: Ckay. Let's call it a day then.
(Hearing Exhibits retained by Hearing

Oficer Knittle.)
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STATE OF ILLINO'S )
) SS
COUNTY OF MONTGOMERY)

CERTI FI CATE
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I, DARLENE M N EMEYER, a Notary Public in and for the
County of Montgonery, State of Illinois, DO HEREBY CERTIFY t hat
t he foregoing 216 pages conprise a true, conplete and correct
transcript of the proceedings held on the 18th of Septenber A D.,
2000, at 600 South Second Street, Springfield, Illinois, in the
matter of People of the State of Illinois v. Panhandl e Eastern
Pi pe Li ne Conpany, in proceedings held before John C. Knittle,
Chi ef Hearing Oficer, and recorded in nmachi ne shorthand by ne.
IN WTNESS WHEREOF | have hereunto set ny hand and affi xed

ny Notarial Seal this 9th day of October A D., 2000.

Notary Public and
Certified Shorthand Reporter and
Regi st ered Prof essional Reporter

CSR Li cense No. 084-003677
My Conmi ssion Expires: 03-02-2003
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Cct ober 9, 2000

John C. Knittle

Chi ef Hearing O ficer

100 West Randol ph Street

James R Thonpson Center, Suite 11-500

Chi cago, Illinois 60601
RE: People of the State of Illinois vs. Panhandl e Eastern Pipe
Li ne Conpany PCB No. 99-191

Dear M. Knittle:

Encl osed please find the transcript of the hearing taken on
Sept enber 18, 2000, in reference to the above-styl ed cause.

I will be forwarding the rest of the hearing transcript within a
week. |If you have any questions, please feel free to call nme at
t he above nunber.

Si ncerely,

Darl ene M N eneyer, CSR RPR
DN

cc: Sally Carter, Esq.
Eri c Boyd, Esq.
Susannah Snet ana, Esq.
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