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HEARI NG OFFI CER FEI NEN: Let's go back
on the record. | believe we continued this from
the | ast date which was February 4th -- no,
February 11th.

MB. DUNHAM Ri ght.

HEARI NG OFFI CER FEINEN: It's March 10th
now, and we're going to start out with the
testinmony of the agency w tnesses concerning
economics. At this tine I'Il turn it over to
Ms. Sawyer.

M. SAWER: Ckay. Qur first witness is
Sarah Dunham | have exhibits marked Exhibits 48
through 57. The first Exhibit 48 is a copy of
Sarah Dunham s prefiled witten testinony, and
then 49 through 57 are overheads that she's going
to use. There were copies available in the back
of all of these.

HEARI NG OFFI CER FEI NEN:  Well, let's get
t hrough her testinmony and have her use all the
stuff and then we'll actually nove into evidence
the exhibit at that tine.

M5. SAWER: Right. At this point we're
ready to proceed with the testinony of Sarah

Dunham
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HEARI NG OFFI CER FEI NEN: Can we hol d on
a second.

(Di scussion off the record.)

HEARI NG OFFI CER FEI NEN:  During the
testinmony you might want to hang on to these,
Sarah, if you want to refer to the begi nning of
the slides and say these have been narked as
exhi bits.

M5. SAWER: W do have a copy narked as
each exhibit.

HEARI NG OFFI CER FEINEN: "Il try to
throw that into the record to reference which
slide she's tal ki ng about as she goes al ong.
guess we woul d have the w tness sworn.

(Wtness sworn.)

M5. DUNHAM To start, I'ma policy
anal yst in the environnental policy office for the
IIlinois EPA. | have a bachelor's of science in
envi ronnent al biology fromYale University and a
master of public policy fromHarvard University.

I think this norning I'mjust going
to wal k through how t he agency approached its
econom ¢ analysis. There's, | think, sone

confusion so | just wanted to clarify exactly the
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approach we took. W started out by | ooking at
sort of conmand and control basis and what if we
took the command and control approach, how nuch
that woul d cost the sources in the Chicago

regi on.

The first one we | ooked at, this
one Gary Beckstead tal ked about this a little bit
in his office, which is application of the
California VSE command and control rules to
sources in the Chicago area.

M5. SAWER: This is Exhibit 49.

M5. DUNHAM Gary found that 155
facilities in the Chicago area would be subject to
these requirenments. 51 of o themare subject to
the ERMS requirenents. 6.82 tons per day in
reductions, 776 tons per season with a total cost
of somewhere between $11.6 nillion and $16.9
mllion, but $4.3 mllion of that total would be
i ncurred by the ERMS sources.

Then we wanted to | ook at a couple
of other command and control options that woul d
achi eve the sane |evel of reductions that we're
trying to get out of the ERVS program The first

is we | ooked at just those sources that are
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targeted to be participants in the ERVS program
and applied the 12 percent reduction to each of
them wi t hout all ow ng trading.

The second one we took -- |ooked at
what woul d happen if we only targeted sonme of the
| argest sources to achieve the sanme | evel of
reduction, and we found that we could achieve this
| evel of reduction that we needed from applying
nmost stringent |levels of control to only eight
sources in the Chicago region

And the third approach we | ooked at
was taking those 59 sources that emit over 50 tons
per season and | ooking only at the sources that
coul d achi eve nost stringent |levels of control
nost cost effectively, how many sources woul d we
need to install those controls and still achieve
the I evel of reduction we needed for the program

M5. SAWER: That's Exhibit 50. ?

M5. DUNHAM  The next overhead |I'm using
is just a summary, Exhibit 51, of sone of the
costs that we found using those three command and
control approaches. W found that direct
pol l uti on abatenent cost of $7.2 mllion fromjust

using the 12 percent reduction across the board
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wi t hout allow ng trading. Just |ooking at the

ei ght sources with the | argest potential to reduce
cost $15.7 mllion, and | ooking at the 12 sources
you coul d reduce nost cost effectively w th nost
stringent levels of control would cost $12.6
mllion

Using that as a starting point, we
then wanted to | ook at where would there be
potential for cost savings through trading?
There's basically two ways in which facilities can
gain fromtrading. This is Exhibit 52. The first
one is facilities with high cost of control may
avoid installation of expensive control equiprent
by purchasing ATUs. The second is that facilities
with | ow costs of controlling em ssions can sel
surplus ATUs.

Then in order to get a better idea
of exactly where those gains fromtrading m ght
happen, we | ooked at 12 specific facility exanples
to figure out whether there really were
opportunities for real sources in the Chicago area
to benefit through trading. [|'mjust going to go
t hrough two of these exanples to show you the

approach we took.
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The first one is a rubber and
plastics facility that we |ooked at. It's
seasonal em ssions are 30.2 tons. They are in
conpliance with applicable RACT regul ati ons, and
to neet the 12 percent reduction requirenent, they
woul d need to install a thermal oxidizer at a cost
of $279,300, or they could purchase 3.6 tons of
ATUs fromthe market at a price of sonewhere
bet ween zero and $10, 000. The potential cost
savi ngs then range from $243, 300 to $279, 300.

M5. SAWER: This is Exhibit 53.

M5. DUNHAM The second exanple | just
want to wal k through in Exhibit 54, and that's an
organi ¢ chem cal manufacturer with ozone season
em ssions of 108 tons. They're currently
operating at a control efficiency of 98 percent,
and to neet the 12 percent reduction requiremnent,
they can further increase their control efficiency
to 99.5 percent at a cost per ton of $430.

Source woul d reduce em ssions by 81
tons as a result of increasing its control
efficiency at a total cost of $34,830, and then
they can sell the surplus 68 tons to offset some

of those costs. For the 12 individual facilities
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we | ooked at, we found that about half of them
fell into the first category of sources w th high
control costs, and the other half fell into the

| ow category of |ow control costs.

This is just a sort of summary
table up here. This is Exhibit 55, which walks
through the facilities with high control costs,
and you can see that as a result of a trading
program or having trading as a conpliance option
for each of these facilities, the overal
communi ty of sources would save noney -- save
about $1.9 million. That's just fromthese six
facilities.

On the other end, there's the group
2, facilities with [ow control costs. You can see
that their cost per ton nunbers range from zero
dollars in exanple No. 9 up to $1, 620.

M5. SAWER: This is Exhibit 56.

M5. DUNHAM So we did find that there
were , of the facilities we | ooked at, about half
had high control costs and could benefit through
not installing expensive control equipnent, and
the other half did have options to reduce

em ssions at |ow control costs. And then finally
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we wanted to run a trading sinulation just to get
sone idea based on the informati on we had of what
a possi ble market price mght be.

This is just a simulation because
we don't have specific information for all the
facilities in the area as we do for those 12
facilities, but we used average aggregate control
costs by SICto simulate a trading scenario. And
we found that average control costs per ton is
$2850. Total pollution abatenent cost was $3.2
mllion per year, which is about half that of the
scenario we ran wi thout trading.

M5. SAWER: This is Exhibit 57. Is
that it?

M5. DUNHAM So just to sunmarize, the
agency | ooked first at conmand and control basis,
how nuch that woul d cost the sources in the
Chi cago area. Then we | ooked at whether there was
a potential for trading and a potential for cost
savings for trading in the area, and then we ran a
trading simulation to estimte a possible nmarket
price.

HEARI NG OFFI CER FEI NEN:  Can we go off

the record for a second.
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(Di scussion off the record.)

M5. SAWER: At this point the agency
woul d I'ike to nmove to have Exhibits 48 through 57
entered.

HEARI NG OFFI CER FEI NEN:  What's been
marked as Exhibit 48 is the prefiled testinony of
Sarah Dunhamthat's been dated January 2nd, 1997.
I"massuming it's an accurate copy so forth and so
on. |If there's no objections, we'll nove that
into the record. Seeing none, that will be noved
in as Exhibit No. 48.

(Docunent received
i n evidence.)

HEARI NG OFFI CER FEI NEN:  What's been
mar ked as Exhibit 49 was the application of
California standards which was used in her
testinmony today, the slide. |If there's no
objections -- why don't | just go through all of
them Exhibit 49 is application of California
standards, which was the first slide. Exhibit
No. 50 was the alternative control approaches,
whi ch spelled out the three alternatives and has
been marked as Exhi bit 50.

Exhi bit 51 is regional econonic
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i npacts of alternative control approaches for the
three alternatives. Exhibit No. 52 is two ways in
which facilities may gain fromtradi ng. Exhibit
No. 53 is the exanple of the rubber and plastic
facility. Exhibit No. 54 is the exanple of
organi ¢ chem cal manufacturer. Exhibit No. 55 is
group 1, facilities with high control costs.
Exhi bit No. 56 is group 2, facilities with | ow
control costs, and Exhibit No. 57 is the regiona
econom ¢ inpact of trading simulation
If there's no objections to noving
those into the record as exhibits, 1'll do so
Seei ng none, those will be noved into the record
as Exhibits 49 through 57.
(Docunents received
i n evidence.)

HEARI NG OFFI CER FEI NEN:  Who do you want
to call as a next w tness?

M5. SAWER 1'd like to thank
Ms. Dunham for testinony, and at this point |
would like to call Dr. Case. W're ready to have
Dr. Cale Case sworn in as a w tness.

HEARI NG OFFI CER FEI NEN:  Whul d you swear

the witness in, please.
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(Wtness sworn.)

MR, CASE: (Good nmorning. M nane is
Cale Case, and I'mthe president of my own
consul ti ng conpany, Case & Conpany. | have a
doctorate in economcs fromthe University of
Woning. Actually the doctorate is in resource
and envi ronnental economics, and | received that
in 1986. | have a fairly long history of being
associated with trading prograns in general and in
fact this trading program

| believe it was in May of 1992
that we released a pre-feasibility study of
trading and the potential benefits of trading for
t he Chicago netropolitan region, and I was the
principal author of that feasibility study under
contract to the agency. |'ve also served on the
design teamthat the agency established to
initially evaluate the applicability of trading to
NOx, and of course with the rel ease of the Lake
M chi gan ozone study that showed that woul d be
count er productive, we switched to investigating
tradi ng for VOM.
My profession, | basically

specialize in utility or energy and environnenta
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econom cs. |'ve authored many papers in the
area. |'ve taught college courses in the area.
I"ma nmenber of the Anmerican Econom cs

Associ ation, the International Association of
Energy Economists. I'mvery excited to be able to
testify to you today because |'ve spent so nuch
time on this project, | guess, and it's kind of
wonderful to see the devel opment of a concept
that's really been heralded in the econom cs
literature for alnost three decades now, but to
see it develop and nove forward to inplenentation
is very exciting.

The purpose of ny testinony today
is to show you that the IEPA's programis well
grounded in econom c theory, and it's supported by
the very successful experience that we've had with
em ssions trading in this country to date. 1'd
also like to address sone of the economc
foundati ons of the programand review at a fairly
hi gh | evel the econom c analysis that the agency
did to support the program

Before | really get started,
though, I'd like to talk a little bit about the

anal ytical framework that we're discussing here,
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and it's very easy in this process to get into an
appl es and oranges type of conparison, and | think
we should make a note that the econom c eval uation
that we've used traditionally for command and
control type regulations doesn't fit very well in
t he new environnent.

You know, traditionally we've
eval uated conmand and control by focusing on
conpliance costs with the specific technol ogy
applied to a specific firmunder specific
production |l evels, for exanple. Now, we're trying
to evaluate a market systemand all of the
acconpanyi ng dynam cs, and really our principa
focus is no | onger technol ogy based. It's nore
based upon evaluating the viability of the
mar ket. Does the program achieve its goals, and
do we get indeed an overall reduction in
pol I ution? It's really a very different type of
anal ysis you would apply to the very static
application of a specific technology of a specific
type or a specific firm

In regards to the economc
justification for trading prograns, it's inportant

to note that trading prograns have severa
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attributes that make themvery well suited for
addressing pollution problenms. Trading is an
i nnovative and a very resilient program As an
alternative to conmand and control regulation, it
provides firnms with the opportunity to benefit
over the, say, |level of expenses that they would
have under command and contr ol

It doesn't guarantee that firns are
going to do better off, but it gives themthe
opportunity to be better off, and inits
application, if you re conparing trading with
command and control alternative to reach the sane
| evel of control of pollution, no firmin that
process woul d be worse off under trading than they
woul d be under conmand and control. | think
that's a very inportant concl usion

Tradi ng works because it harnesses
the fact that firns are different and that firns
have different costs of control, and trading
provides a way for these costs of control to be
equal i zed in the market or, in other words, where
peopl e who can control pollution very cheaply can
do so, and firns where it's very expensive to

control pollution can actually pay other firms to
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achieve their reductions for them

One thing that's inportant about
trading is that it encourages firnms to go farther
than they have to to neet specific | ega
requi renents. \What trading does is if a firmcan
control pollution nore cheaply than the narket
price for ATUs under this program they will do so
even if they exceed their requirenents that woul d
be applicabl e under a command and control
framework. Trading is not totally new anynore.
W actually have a considerable history of
applying trading progranms in the United States.

W have progranms, of course, in
California with respect to NOx. W have nationa
progranms with respect to SO2 and NOx as wel | .
Under the Montreal protocol, we have a very
successful programthat worked with
chl orof  uor ocarbons. W have had other types of
tradi ng prograns such as new source revi ew whi ch
had been effective for nany years. Oher fornms of
trading as it bubbles, netting and offsets al
have been sort of the precursors to the formalized
tradi ng prograns that we have now.

So by taking the step we are taking
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here in Chicago, we are building on a very
successful record of devel opment of these
progranms, and it's not suddenly adopting sonething
very brand new. Theoretically, trading is
extremely well docunmented in the econom cs
literature. 1In general the programis strongly
supported by the econonmics profession. There's
been literally hundreds of papers in the area.

There's been frequent situations
i ncluding recently on carbon di oxi de where the
pr of essi onal econoni sts have reconmmended t hat
tradi ng be used as opposed to other command and
control based policy alternatives. 1It's very well
supported and strongly so. It's clear that
em ssions trading offers substantial benefits over
command and control because it provides the
opportunity to achieve pollution goals in a manner
that costs society |ess.

These costs are reflected in | ower
costs for neeting environnental regulation, fewer
job losses, better prices for consumers, greater
viability of our business comunity. Al these
are achi evabl e and i nprovenents that are achi eved

under trading prograns over comand and control

L. A REPORTING - (312) 419-9292

1374



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

alternatives, and it's inportant to note that we
can expect the sane results to happen in the

Chi cago area. W can expect the sane positive

out cones.

Now, |'ve reviewed the economc
anal ysis conducted by the Illinois Environnmenta
Protecti on Agency. |'ve concluded that the

anal ysis supports what we woul d expect fromthe
theory. For exanple, | think it's quite clear
that the individual source analysis that the
agency did does provide a good picture of what we
can expect fromthese sources, and | think, you
know, the theory is confirmed by the anal ysis that
t he agency did.

I think clearly on the individua
source anal ysis that was done that we can concl ude
that there are significant benefits to these firns
fromparticipating in a nmarket-based program as
proposed. The EPA' s analysis clearly indicates
that there are gains fromtrade. That is, these
firns are different enough that they can benefit
by interacting with each other to take advantage
of these differences in control costs, and they

can trade to a point where they can achieve
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em ssions reductions at a nuch |ower cost to the
Chi cago econony.

I concur with the EPA's analysis --
the 1 EPA's analysis regarding the fact the trading
woul d be beneficial to the Chicago econony in the
region. Cearly the analysis shows that trading
yi el ds significant benefits to the Chicago region
over the alternatives of conmand and control. |
don't think these benefits are limted to the
Chicago region either. They extend to the entire
State of Illinois. 1t's inmportant, though, that
we put things in perspective a little bit and go
back to the fact we tal ked about earlier about you
have to be careful about apples and oranges in
| ooki ng at these prograns because one thing that
the EPA's anal ysis doesn't do and cannot do is to
capture the dynami c aspects, the stimnulation
that's going to occur by allow ng these firns who
know t heir processes better than anybody el se,
better than a regul ator ever coul d.

If we allow the people within the
firns to begin to make some of the deci sions,
there's going to be innovations, and that can't be

captured in a static analysis, but clearly that
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will occur, and that's one thing that neans that,
you know, at |least in that area, the benefits of
going to trading can be even larger than indicated
so far. The EPA has taken nmeasures to ensure the
viability of the market. They've tried to devel op
and | think acconplish the devel opment of a
program that encourages flexibility and

i nnovation, that very specifically yields to the
firm that entity that knows its costs of
producti on and understands its process better than
anyone else, yielded to that entity the freedomto
choose the abatenent technol ogy that best neets
their needs.

A coupl e of exanples of flexibility
enbodied in the programare the fact that the
transacti ons can occur w thout extensive approval
by the regulator, specifically no pre-approval is
needed. The program i ncl udes banki ng whi ch has |
thi nk significant benefits because banki ng can
buil d confidence in the trading program Banki ng
can yield a nethod to prevent wi de variations in
prices for ATU over tine.

Banki ng provi des sources with sone

degree of flexibility because they're going to be
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trying things that are new. They're going to be
trying sone things that won't work. Banking
provides the flexibility to that firmto be able
to be innovative. |If sonething doesn't work,
banki ng can provide a way to get through that
time, and as a consequence, we'll do better
because we're going to experinment, and we're going
to be innovative. Also, the fact that the agency
has proposed an alternative conpliance market
account | think is significant.

This account will serve to support
the viability of the market. 1It's a back stop
It may not be used very heavily, but it does
i nprove market viability and | think builds
confidence in the program Also fromthe EPA s
econom ¢ analysis, we can be confident that there
is a very wide range of types of firns out there
with large differences in costs, and the
capability of trading with each other is very
significant, and | think for all these reasons we
can predict that the programas designed will be
qui te successful

The agency has al so been careful to

consider the inpacts to small businesses. This
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is, I think, very inportant. | believe that the
trading programw ||l indeed provide benefits to
smal | busi nesses and that the steps that have been
taken in the design of the program are good ones.
One step, for exanple, is the fact that if you
have em ssions of less than 15 tons per season
you would be able to opt out of the program The
other is, of course, the fact that there's a
built-in cap on the amount of expenditures that a
smal | business would be required to spend for
conpl i ance

One thing that we al so have to note
is that the sanme factors that nmake em ssions
trading a good idea for big business wirks for
smal | businesses. Small businesses are very
resourceful, and they can take advantage of these
cost differentials as well as anybody el se.
Anot her thing that is conceivable is that to the
extent there are econonmies of scale and certain
types of pollution control, that small busi nesses
will be able to participate in those scale
econom es by purchasing ATUs fromlarger firms who
have invested in the technol ogy that enjoys the

scal e econoni es.
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So it's a way to kind of transfer
sone of those scale economies to the smaller
firms. In conclusion there's a few points 1'd
like to make. The first one is it's really not
appropriate to conpare trading with the status quo
| evel of emissions control. That's not very
realistic. W really have to conpare trading with
what will be required, what new and stricter |evel
of em ssion regulations will be required. So a
ot of people, I think, tend to | ook at trading
and say, oh, look at this trading programthat the
| EPA has, look howit's going to affect us, and
then they nmake a deci si on about the program based
upon that.

The real question, | think, is if
it wasn't for that trading program what program
woul d we face and how woul d that affect us? And
that's the conparison to make. Another point is
the trading is very resilient. It's going to work
with a wide range of prices. It's going to be
self adjusting, and nost inportantly, it's going
to harness those differences in control costs
between firns and between industries that wll

ensure that we achi eve our overall environnenta
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goal s at the | owest possible cost to our econony.

Tradi ng pl aces the decisi on-making
power into the hands of those that have the very
best information, the very best information, nore
than a regul ator can ever have, and it permts
flexibility and i nnovation anong the emtters, and
through its workings, it provides a way for those
peopl e that are flexible and i nnovative and cone
up with new ways of doing things, it provides a
vehicle for themto benefit fromthat which is
somet hing we haven't had in our past prograns.

Trading will encourage firms to
control to stricter |levels than conmand and
control if it nakes economic sense to do so, and
think really the final and perhaps nost inportant
conclusion is that the trading programis going to
yi el d broad benefits to Chicago. Cdearly the w de
variety of trading partners in the area and the
careful devel opnent of this programw |l work to
ensure its success. Thank you.

M5. SAWER: Thank you, Dr. Case. That

concl udes the agency's presentation of testinony.
At this time we would call up sone ot her agency

wi t nesses who have already testified to begin the
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guesti ons.

HEARI NG OFFI CER FEINEN. Of the record
for a second.

(Di scussion off the record.)

M5. SAWER: |'ve nmarked the prefiled
witten testinony of Dr. Cale Case as Exhibit 55
-- or 58. At this point I would like to nove to
have the exhibit entered.

HEARI NG OFFI CER FEI NEN:  What's been
marked as Exhibit No. 58 is the testi nony of
Dr. Case which I believe was prefiled on February
3rd with the board.

M5. SAWER:  Uh- huh.

HEARI NG OFFI CER FEINEN: If there's no
objections in noving that into the record, | wll
do so. Seeing none, that will be noved as Exhibit
No. 58, the testinmony of Cale Case.

(Docunent received
i n evidence.)

HEARI NG OFFI CER FEI NEN: Let's go off
the record.

(Di scussion off the record.)

HEARI NG OFFI CER FEI NEN: Let's go back

on the record, and M. Saines will start asking
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t hose questi ons.

MR, SAINES: Thank you. Rick Saines for
the ERVS coalition. Good norning. These
guestions are fromour original prefiled questions
starting on page 25, specifically pertaining to
the testi nony of Sarah Dunham  Question 1,
regarding the chart on page 3 of the testinony,
what are, "seasonal emnission reductions,” for each
exanpl e?

M5. DUNHAM  The term seasonal em ssion
reductions refers to the | evel of reduction that
can be achi eved by each source during the ozone
season so is your question to wal k through what
that exact |evel of reduction is for each
exanpl e?

MR SAI NES: Yes.

M5. DUNHAM Ckay. So |I'mgoing to
answer it dealing with trading as an opti on what
t hey woul d actual Iy reduce.

MR, SAINES: Ckay.

M5. DUNHAM  For exanple A they
woul dn't reduce at all. Exanple B, that's the
same. Exanple C and exanple D, both sources would

not reduce. Exanmple E, they would reduce by 27
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tons. Exanple F, reduced by 165 tons. Exanple G
t hey reduce 200 tons during the season

HEARI NG OFFI CER FEI NEN:  When you are
sayi ng exanples A through G you are al so
referring to exanples 1 through 7 which are on the
tabl e of your testinony?

M5. DUNHAM No actually.

HEARI NG OFFI CER FEINEN:  No. So that
doesn't correspond?

M5. DUNHAM  No, the nunbers and letters
don't correspond. | could go through

HEARI NG OFFI CER FEI NEN:  Coul d you go
t hrough and expl ain what exanple 1's seasona
em ssi on reduction would conme up with trading is
since that's what your exanple is talking about.

MR, SAINES: Yeah. The page nunbers
aren't nunbered in the testinony itself, but it's
the third page of your prefiled testinony there's
a chart that says sunmary of individual source
anal ysi s.

M5. DUNHAM Right, | think that's what
I just went through.

MR, SAINES: Exanmple 1 through 7.

M5. DUNHAM Ch, | see, okay. Yeah
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it's part of the prefiled testinony. It does
mat ch up.

HEARI NG OFFI CER FEINEN: So A is exanple
17

M5. DUNHAM  Yes.

HEARI NG OFFI CER FEI NEN: Exanple B is
exanple 2 and so forth and so on

M5. DUNHAM For the prefiled testinony,
yes.

MR, SAINES: Wuld you pl ease run
t hrough that again, 1'msorry, corresponding to
the chart.

M5. DUNHAM 1 through 4, they woul dn't
reduce at all. 5 is 27 tons. 6 is 165 tons, and
7 is 200 tons.

MR SAI NES: 2007

MS. DUNHAM  200.

HEARI NG OFFI CER FEINEN: And that is
seasonal em ssion reductions using ERM5, is that
correct?

M5. DUNHAM Yes, yes, with trading as a
conpl i ance option.

MR, SAINES: Pertaining to the sane

chart on the sanme page of the prefiled testinony,
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guestion No. 2, with respect to each type of
facility, how many sources are in each exanpl e?

M5. DUNHAM It's just one source. Each
exanpl e corresponds to one source.

MR SAINES: So the exanple is one
source fromthat type?

M5. DUNHAM  Yes.

MR SAINES. Question No. 3, what does
"profit of" nean.

M5. DUNHAM It just means beyond what
the control equi prent or control methodol ogy woul d
have achi eved or woul d have cost. So if the
control costs $34,000 and they can sell their ATUs
for $100, 000, then the profit refers to the
di fference between those two.

MR SAINES: And it's not a specific
nunber because it's unattainable at this tine
because we don't know what the ATU price would
be?

MB. DUNHAM Ri ght.

MR, SAINES: Ckay. Question No. 4, on
page 5 of the testinony, what does a,
"representative set of affected sources," nmean?

M5. DUNHAM It just neans that the way

L. A REPORTING - (312) 419-9292

1386



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

we did the analysis, we took the 1994 annua

em ssion reports and identified the sources from
that list who we thought woul d be ERMS
participating sources. But it doesn't -- it's not
necessarily the final list since we didn't go
through '95 and ' 96 which reports we haven't gone
t hrough exactly which are going to be in the
program but if should be fairly representative if
not exactly identical to the set of ERVS

partici pating sources.

MR, SAINES: Just a quick followup. In
sel ecting the sources, did the agency make it a
point to use sources that had varying seasona
em ssi ons over and above -- once they were
potentially affected, to get the representative
group, were there smaller sources, |arger
sources?

M5. DUNHAM It's basically every source
that we thought that would be subject to the ERVG
provi si ons based on 1994 annual em ssion reports.

MR SAINES: So it would be all the
sources that are potentially affected?

M5. DUNHAM  Yeah, yeah

MR SAINES: Based on the 1994 data?
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MB. DUNHAM  Ri ght.

MR SAINES: Question No. 5, what is a,
"conpl i ance deci si on nodel "?

M5. DUNHAM  The nodel that we applied
to those 212 facilities to predict whether they
woul d choose to trade or choose to reduce
em ssions or choose to not participate in the
mar ket at all.

MR, SAINES: Question 5A, where is such
nodel di scussed in the regul ations?

M5. DUNHAM It's not

MR, SAINES: Question 5B, where is such
nodel di scussed in the technical support
docunent ?

M5. DUNHAM  Pages 127 to 132 go through
the nodel that we used. It doesn't use that term

MR, SAINES: Question No. 6, is it
possi bl e that the agency's, "estimated market
price for ATUs," will not be accurate?

M5. DUNHAM It's entirely possible that
it won't be exactly the same nunber as what
actual ly happens. It was nmerely a trading
sinmulation that we used based on the information

that we had available to predict what mght be a
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market price, but there's a lot of factors that we
can't necessarily predict that would go into
determ ni ng what the actual market price would be.

MR, SAINES: Could you el aborate on a
coupl e of those factors you just nentioned?

M5. DUNHAM  The nodel assunes that the
costs are based on add-on control equipnent. |
think there's -- as the individual facility
exanpl es showed, there's lots of opportunity there
for voluntary reductions or process changes or
control efficiency increases that woul d maybe
provi de | ower cost control

There's al so we nmade | ots of
assunptions on who would trade and who woul dn't.
There may be a lot of facilities that really just
choose to reduce their em ssions and not
participate in the market, and we can't
necessarily predict that, but that would
definitely influence the market price.

MR, SAINES: How woul d you say that
woul d i nfluence the market price?

M5. DUNHAM | think it could go either
way.

MR SAINES: Question No. 7, it's a
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followup to question No. 6 which the answer to
that is yes, so, if so, what is the cost per ATU
t hat woul d nake the ERMS rul es no | onger, "as cost
effective as traditional regulatory control

requi renents"?

MR CASE: If it's --

M5. SAWER  Can we have Dr. Case answer
thi s question.

MR SAI NES: Sure.

MR, CASE: There really isn't a price
that will make trading |less effective than conmand
and control as long as we're sure that we're
tal king an appl es and appl es conparison. Trading
to achieve the sane |evel of reduction will work
for a wide variety of prices and be a nore
resilient effective, cheaper policy of choice than
command and control. There is no price where it's
too high that command and control would be better.

MR SAINES: If | can just ask a
followup to that. |'mnot sure | understand
that. The agency identified only three
alternatives, command and control alternatives to
the ERMS tradi ng program two of which invol ves

regul ating the eight largest emtters with
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greatest reduction potential, that was alternative
2, and the alternative 3 was identifying the 12
| argest emitters that it would be npbst cost
effective to reduce
Both of those alternatives resulted

in a nunber, a cost per ton figure that woul d be
the cost as a command and control nunber, and
again | don't necessarily understand the answer
because it wouldn't -- if the ERMS program-- if
the ATU price was greater than the cost per ton
t hat was cal cul ated based on the command and
control alternatives, wouldn't that nmake the cost
of the ERMS program greater than the command and
control program

MR. CASE: The problem | think that
we're having here is that the market price that's
derived has to do with the cost of control
specifically the equilibriumcost of control that
firmse have. So if we have a policy alternative
under command and control where we require A B
C, D levels of technology fixes on firns, we know
that the regul ator doesn't have the information
that the firnms have.

We know that the regulator in
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choosing to inplenent those types of regul ations
doesn't optim ze and doesn't have the information
to be able to optimze and equalize control costs
across all firns. Only the market can do that
because markets encourage people to basically sel
-- share information by offering for sale, you
know, em ssions credits. So in every instance,
trading will be a better and have better prices
and be cheaper than conmand and contr ol

There is no -- as long as you
prescribe the particul ar command and control
technol ogy such as the EPA did in their report,
there is no way a market price would be derived
that's higher and would not be nore efficient than
the conmand and control alternative.

MR, SAINES: So you're saying there's no
way that the ATU price under this program can
exceed $10, 828 per ton? There's no way that the
mar ket - -

MR CASE: |I'mnot sure that |I'm
specifying any particular nunber. | can't tel
you off the top of nmy head where the $10, 000 cones
from Wat |I'msaying is that trading will be a

nore efficient mechani smthan command and contr ol
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under all alternatives because suddenly it allows
firnms to trade with each other to equalize
mar gi nal control costs.

MR SAINES: Ckay. Question No. 8.

M5. SAWER: Just quickly, we would |ike
to have M. Beckstead answer question 8 through 11
just so you know.

MR, SAINES: Ckay. No problem
Question No. 8, on page 6 of the testinony, why
did the agency assune that any program other than
t he ERMS program for meeting ROP requirenents
woul d be a, "direct extension of the 15 percent
ROP pl an"?

MR, BECKSTEAD: In formulating the 15
percent ROP plan, the agency foll owed a rigorous
procedure of evaluating all the various em ssion
categories in search of potential VOMreductions.
Thi s procedure invol ved conparing the present
Chi cago non-attai nment control mneasures with
control mneasures other regions were adopting with
future control neasures nmandated by USEPA such as
NESHAPs and with any control neasure that appeared
to be technically feasible and economically

r easonabl e.
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Thi s same procedure was al so
followed or "extended," if you will, in attenpting
to fornulate a conmand and control scenario that
woul d obtain the reductions needed to neet the
1999 ROP target levels. Thus, the approach used
in conpiling the 15 percent ROP plan was relied on
and extrapol ated further to the next |evel of
control stringency in determ ning how any comrand
and control scenario mght neet the 1999 RCP
requi renents.

MR SAINES: Question No. 9, what does,
"direct extension,” nmean, further reductions from
currently identified sources or reductions from
addi ti onal sources not yet identified?

VR. BECKSTEAD: Direct extension refers
to any possible scenario that mght yield
reductions fromeither currently identified or not
yet identified sources.

HEARI NG OFFI CER FEI NEN:  \Where is that
direct extension |anguage? 1Is that still on page
67?

MR, BECKSTEAD: It all occurs on page 6.

MR SAINES: It is on page 6, the first

full paragraph.
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Question No. 10, aren't there
alternatives other than applying a, "direct
extension of the 15 percent ROP plan," that woul d
per haps be | ess costly?

MR, BECKSTEAD: The agency i s not aware
of any other alternatives that are not direct
ext ensi ons of the 15 percent ROP pl an.

MR, SAINES: Question No. 11, what does
t he agency nean in the first paragraph on page 7
of the testinony?

MR, BECKSTEAD: The first paragraph of
page 7 of Sarah Dunham s testinony describes the
conpari son of annual versus seasonal control cost
estimates and the factors that influence the
calculations. | further expound on these factors
inm testinmony. | refer you to Section 2.2, page
5 of nmy testinony and in particular table 1
annual versus seasonal costs for add-on controls,
page 6.

Usi ng USEPA net hodol ogy as
presented in their cost control manual, the basic
fact is denonstrated that control costs per ton is
lower if the control equipnent is used year-round

rather than seasonally. This is a result of the
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| ower em ssion reductions during the ozone season
and the fact that anortization of capital occurs
year -round whet her the equi pment is used or not.
Usi ng control costs cal cul ated on an annual basis,
whi ch is the nethodol ogy enployed in the TSD
presents a nore conservative conparison to ERMS

Seasonal cost conparisons woul d
denonstrate the advantages of ERVMS to an even
greater extent.

MR SAINES: Question No. 12, on page 8
of the testinony, what is the difference between
conpliance option 1 and conpliance option 2?

M5. DUNHAM |'Il answer that. One
i nvol ves participating in the market and the ot her
does not.

MR, SAINES: Question 12A, don't both
nmerely involve the reductions of enmissions at a
facility?

M5. DUNHAM  Sure.

MR, SAINES: Question No. B, isn't the
second conpliance option nmerely a way to of fset
some of the costs of reduci ng em ssions?

M5. DUNHAM Yes, or nore than offset.

MR, SAINES: Could you explain that |ast
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answer, nore than offset.

M5. DUNHAM Well, if they have a --
they increase their control efficiency at $430 a
ton, they can sell the tons at $3,000 a ton
they're going to make nore than they cost.

MR, SAINES: Question 13, on page 10 of
the testi nony, upon what "environmental goal" is
t he agency basing its conpliance decision nodel ?

M5. DUNHAM It's the 12 percent
reduction. W used 1433 tons of seasona
reducti ons.

MR, SAINES: Question No. 14, upon whose
"general economc theory" is the agency basing
its conpliance decision nodel ?

M5. DUNHAM That was probably a term
shoul dn't have used, but it's really just sort of
the area of emissions trading that's been the
focus of hundreds of papers and |lots of research
So the general body of literature that discusses
em ssions trading is what we relied on.

MR CASE: | think it's pretty well
support ed.

MR, SAINES: Question No. 15, upon whose

"speci fic know edge" of what "source situations”
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is the agency basing its conpliance decision
nodel ?

M5. DUNHAM  Agency staff, both fromair
permt section and air planning section

MR, SAINES: Question 16, upon whose
"i deas of econom es of scale" is the agency
basing its conpliance deci sion nodel ?

M5. DUNHAM  That applies sonewhat to
the earlier question. That's one of the
assunptions that goes into it. W basically in
certain situations assunme that |arger sources may
be able to reduce greater anmounts nore cost
effectively than only reducing a snaller anount.

MR SAINES: Question 17, isn't it true
t hat the agency concedes that, "several additiona
assunptions may not accurately reflect true
operating conditions for affected facilities" and
that "sufficient information was not available to
assume ot herw se"?

M5. DUNHAM  Sure, yeah.

HEARI NG OFFI CER FEINEN: |1'mgoing to
ask a couple of questions. Several additiona
assunptions -- | nean, you're quoting this from

t he agency's testinony here?
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MR SAINES: That's correct.

HEARI NG OFFI CER FEINEN: And that's in
t he paragraph right above further assunptions.
Can | have an exanple where | can find what those

addi ti onal assunptions may be.

MR SAINES: I'mtrying to find it
nmysel f.

M5. DUNHAM  You're asking ne?

HEARI NG OFFI CER FEI NEN:  Yes, you --

M5. DUNHAM These questions weren't on
the original. Can we take a couple of mnutes.

M5. SAWER: Can we have a coupl e of
m nut es.

HEARI NG OFFI CER FEI NEN: Sure. |In fact,
why don't we just take a break for 10 m nutes, 15
-- let's take a 15-m nute break.

(Recess taken.)

HEARI NG OFFI CER FEI NEN:  Not e t hat
Chai rman Manni ng has joined us. Let's go back on
the record.

W're waiting for a response to the

foll owup question to question No. 17 of the
prefiled which came fromnme about several

addi ti onal assunptions. | asked for exanples of
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t hose assunptions.

M5. DUNHAM Those assunptions are
listed in ny testinony. ['Il just read through
them here. The first one is that annualized
capital costs begin with the 1999 season in our
nodel, and it's nmore likely that many facilities
will begin to control em ssions prior to the 1999
season, and those incur control costs at an
earlier date. This assunption, therefore, may
cause the nodel to under predict the ERMS costs.

Anot her assunption we used was that
we used only single estimates for facility costs,
the costs of industrial category, and that m ght
serve to under predict the total econom c inpact,
nostly because that cost comes from add-on control
equi pment. So it mght not reflect nore cost
ef fective reductions that sources in that category
coul d achi eve

The third one is that additiona
facilities are likely to achieve voluntary
reductions, and by not considering all those
vol untary reductions, the analysis mght have
overesti mated control costs. And then the fourth

one is that many sources may choose to use
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reducti ons achi eved fromintersector reductions or
fromem ssion reducti on generators, and those
reductions are not accounted for in the analysis,
and therefore, conpliance costs may be

overesti mated in the nodel .

HEARI NG OFFI CER FEI NEN:  So when you
menti oned several addition assunptions, the
category of further assunptions was that?

M5. DUNHAM  Yes.

HEARI NG OFFI CER FEI NEN:  Thank you.

M. Sai nes.

MR, SAINES: Thank you. Question 18, on
page 14 of the testinony it is stated that the
REM nodel predicts "inpacts on jobs." Were is
the data on the "inpacts on jobs" in the economc
anal ysi s?

M5. DUNHAM It's in appendix F of the
techni cal support docunment which presents all of
the sunmary fromthe REM nodel

MR SAINES: If | could ask a follow up
to question 18 because not being an econom st nor
a conputer expert, | |ooked at appendi x F, and
simply cannot conprehend it.

M5. DUNHAM  Ckay, do you want ne to
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just tell you?

MR SAINES: |If you could provide an
overview what it basically does and says, that
woul d be very hel pful

M5. DUNHAM Sure. As far as the job
i mpact s?

MR SAINES: Yeah. | nean, where the
specific nunbers relevant to the job inpacts are
in the nodel and what they nean.

M5. DUNHAM | can't tell you what page
it is right now, although | can certainly cone
back to you with that, but it tal ks about
enpl oyment decreases. There should be a table in
the output. [I'Il just let you know that under the
ERMS anal ysis that we ran, the nodel predicted
there woul d be a decrease in 27 jobs. Under
alternative No. 1, there's a decrease of 44 jobs.
Under alternative No. 2, there's a decrease of 54
jobs, and alternative No. 3 was 48.

MR, SAINES: Wen you say decrease in
t hose nunbers of jobs, is that individual persons
losing their job, or is that operations shutting
down?

M5. DUNHAM  The nodel can't predict or

L. A REPORTING - (312) 419-9292
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can't tie it to a specific cause. Al it does is
it predicts a forecast or a base case for the
Chi cago area, and then when you enter the effect
of the policy, in this case the ERMS program it
gi ves you what the changes fromthat original base
case or what woul d happen w t hout the ERVB
pr ogr am

In this situation under the ERVS
anal ysis that we ran, the nodel predicted that
there woul d be 27 fewer jobs under the ERVG
scenario than there woul d be under the base case,
but then you have to conpare that nunber to the
alternative conmand and control scenarios which
were in all of the cases tw ce as nuch.

MR SAINES: Forgive ne if |I'm not
under st andi ng you, but when you say 27 fewer jobs,
are you saying that there are 27 people in the
Chi cagol and area that are no | onger enployed, or
are you saying that there are 27 fewer types of
jobs like, | don't know, technician at a
particul ar plastics coating facility or sonething
like that? | don't understand what jobs neans.

M5. DUNHAM It's the latter. Well,

yeah, | nean, it refers to a specific job, one.

L. A REPORTING - (312) 419-9292

1403



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

So 27 fewer people will be enpl oyed.

MR SAINES: So it's the forner.

MR CASE: | think it's fairly inportant
t hat when we evaluate -- once again we got to
conpare appl es and appl es because when they're
tal ki ng about job |losses to the conmputer trading
program that's not the story here. The fact is
the tradi ng program saves jobs because any ot her
formof command and control regulation that woul d
be required to achieve the same |evel of
reductions is going to cost nore jobs. That's
really the inportant aspect.

MR SAINES: | don't nmean to ask
non-prefiled questions, but |I have anot her
additional followup, if that's okay.

Wth respect to the job | oss that

the REM nodel calculated, it calculated job
| osses fromalternatives 1, 2 and 3, is that
correct? And so in other words, the eight |argest
emtters reduci ng those through command and
control, the REM nodel predicted that there were
44 - -

MS. DUNHAM  54.

MR SAINES: -- 54 jobs lost, and then
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alternative No. 3, which was regulating the 12
sources that it woul d be nost cost effective, the
REM nodel did its nmagic and then cane out with a
nunber that was -- what was the nunber again?

MS. DUNHAM  48.

MR SAINES: 48. So those are 48
i ndi vidual jobs lost in the Chicagol and area based
on those alternatives?

M5. DUNHAM  Yeah, again it's the
Chicago region. It's not just fromthose specific
facilities necessarily.

MR, SAINES: Ckay. Question 19, on page
16 of the testinony, how does the agency define
"smal | busi ness"?

M5. DUNHAM We didn't really for this
anal ysi s.

MR SAINES: Question 19A, couldn't a
busi ness that has 50 tons of VOV per season but
that has only $60,000 per year in profits and only
10 enpl oyees be considered a "small business"?

M5. DUNHAM  Sure.

MR, SAINES: So when you refer to the
addi ti onal safeguards that the ERMS program has

i npl enented for small busi nesses, are those
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saf eqguards applicable to the exanple that | just
gave of a source that has 50 tons?

Specifically I"'mreferring to the
10-ton source being excluded fromthe program the
source can opt to limt its emssions to 15 tons
and be exempt fromthe rules, and then | believe
Dr. Case noted that there's a cap on the anmpunt
the small source would have to pay to refuse, and
| believe that would be the ACMA, is that what you
meant by that?

MR, CASE: (Noddi ng head.)

MR SAINES: | don't see how those --
how are those safeguards applicable to a 50-ton
source?

M5. DUNHAM | agree with the first
coupl e probably may not be, but ACMA is stil
avail able for that source. W still streanline
t he whol e transactions process. They still have
brokers available to themif they don't want to
have soneone in house to handle all of the
transactions. So | think there's still a |ot of
the provisions in the rule that would nmake it
easier for the source, even though you're right,

that the 10-ton threshold would not apply.
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HEARI NG OFFI CER FEI NEN: Before we nove
on, I'd like to note try to speak up and answer a
little bit slowy. |It's kind of hard for nme to
hear .

I have a followup question for the
agency dealing with small businesses. You stated
in your testinony that several provisions were
included in the rule to assure that it did not
have adverse inpact on small businesses. |
bel i eve you answered M. Saines' question that you
didn't define small businesses. |'mwondering how
you define small busi nesses when you nake that
statement? | think -- do you understand ny
guestion? The question is you have to nmake a
definition of small business to nmake that
statement. So |'m wondering what that definition
was.

M5. DUNHAM | think what | was getting
at is we didn't run an analysis specifically for a
group of sources that we had defined as snal
busi nesses. Wat we did was put provisions into
the rule to ensure that for snall businesses, it
woul dn't adversely inpact them

HEARI NG OFFI CER FEI NEN:  So the
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provisions in the rules are designed to help

busi nesses not be inpacted by the rule, and those
provi sions are designed or directed towards what
were this undefined termas small business, is
that correct?

M5. DUNHAM Right. | think maybe what
you're getting at is that we didn't run a specific
anal ysis for a group of sources that we defined
smal | busi nesses.

HEARI NG OFFI CER FEI NEN: Is there any
nore followup on that fromthe agency?

M5. DUNHAM | think when we were
tal ki ng about the provisions in the rule, they
were targeted at small sources, not necessarily
smal | busi nesses.

HEARI NG OFFI CER FEINEN: Is there a
guestion?

M5. ROSEN:  Whitney Rosen fromthe
[l1linois Environnental Regul atory G oup. Mybe to
better clarify this, when you say small sources,
maybe you can characterize that in ternms of
em ssions or sonething so we can put it in
per specti ve.

VWhat do you nmean by that in terns

L. A REPORTING - (312) 419-9292
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of the em ssions that a small source or a smal

busi ness m ght have? Like is there a |evel of

em ssions that we could -- or are there a nunber
of enpl oyees? How do you -- when you're using the
termsmal |l business, can you give us an el ement

t hat perhaps would better define it for us?

M5. DUNHAM | think in ternms of ny
testinmony, it was ainmed at the small -- the
sour ces whose emissions are | ow

M5. ROSEN:  What do you nean by
em ssions are low? 1Is there a |level that you can
poi nt to?

MR NEWION:  Around the 15 ton a season
| evel probably. So that the provisions could
affect them around 15 tons a season or in that
ar ea.

M5. ROSEN: Is there a greater -- |ike
could you say from15 tons to what outer [imt?

MR, NEWION: Probably 18 or 19 so that
they coul d reduce enough to get bel ow that 15-ton
cutof f and be out of the program if that's what
t hey chose to do.

M5. ROSEN:  Thank you.

MR MATHUR: Let ne add sone

L. A REPORTING - (312) 419-9292
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clarification. |'mBharat Mathur with the
agency. The Cean Air Act has defined the smal
busi ness as one that does not need a Title V
permt. So by keeping sources that do not require
aTitle Vpermt, | think the agency has already
kept small businesses, as defined in the Cean Air
Act out of this program
Secondl y, the provisions that Sarah

referred to of allowing the small business or a
busi ness that could not otherw se be a smal
busi ness but conmits to maintaining its em ssions
at 15 is another |evel that the agency has
provi ded the busi nesses on the borderline if they
chose to out of this program

MR SAINES: Am|l correct in stating
that the third type of small business would be the
smal | business that was identified by Ms. Dunham
in response to ny question 19A, | believe, or is
that not an accurate definition of a smal
busi ness?

MR MATHUR: In a strict sense, your
t heoretical exanple, since | don't believe you
identified exactly which business this is, a

busi ness that has 50 tons of enissions in the
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season woul d not necessarily be a small business.
It would not, under the Cean Air Act, be a smal
business. It would require a Title V permt.

On the other hand, if you wish to
pursue that exanple, 1'd like to know what snal
busi ness puts out 50 tons of em ssions and neets
the other two paraneters that you identified.
Froman air quality perspective, that's fast
approaching a fairly |arge business.

MR, SAINES: Well, the point of the
exanple is that irrespective of the ton em ssions
per season, there is also an elenment of the profit
margi n that the conpany experiences during the
year, and the exanple is to show that while based
on em ssions, there may be, quote-unquote, nore
em ssions than a small busi ness woul d have, but
based on profits, if small business is also taking
into consideration the profit margin of the
busi ness, which is a question that | have, they
may not necessarily be one and the sanme, and so
therefore, the question was could a small business
be a business with relatively |large em ssions but
with a relatively small profit margin? That's the

guesti on.
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MR MATHUR: | think the agency is
| ooking at a small business relative to em ssions
and relative to what programin the Cean Air Act
it triggers.

MR SAINES: Ckay, thank you.

HEARI NG OFFI CER FEINEN: | think we're
going to nove on then if there's no additiona
foll owup questions in that point to the February
-- did | say February 6th filing of questions
fromthe ERMS coalition?

MR, SAINES: Thank you. This is Exhibit
2 entitled the econonm c inpact anal ysis.

Question A, how did the agency
sel ect the hypothetical comand and control
alternatives upon which it bases its economc
i npact anal ysi s?

M5. DUNHAM We sel ected three
hypot heti cal scenarios that would achi eve the sane
| evel of reduction as that required by the ERVS
program | think there's nultiple ways we coul d
have approached it, but we wanted to choose three
that were fairly representative of the range that
we woul d | ook at.

The first one, which just is the 12
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percent reduction without trading, gives us a good
basis to conmpare and estimate what the potenti al
cost savings are fromtradi ng, and the other two

| ook at just the pool of large emtters and hel ps
us answer the question as how rmuch would it cost
if we did just |ook at those, that pool of

sour ces.

MR SAINES: 1'll ask you one anyway.
For clarification for the record, what are these
three alternatives, and if you could just
el aborate on alternatives 2 and 3.

M5. DUNHAM  Sure. The second one is
appl yi ng the nost stringent controls known to the
f ewest nunber of sources that would enable the
agency to achieve its target em ssion reduction
The third one was applying the nost stringent
controls known to those sources with over 50 tons
of em ssions per season and increasing order of
control costs until the target em ssion reduction
has been achi eved.

MR SAINES: And the second alternative,
how many sources did that ultimately result in?

MS. DUNHAM  Ei ght.

MR SAINES: And the third one?

L. A REPORTING - (312) 419-9292
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V5. DUNHAM  Twel ve.

MR SAINES: Are these alternatives
different fromthe alternatives analyzed in the
agency's technical feasibility study?

VR BECKSTEAD: |'Il| address that
guestion. As part of the technical feasibility
study for ERM5, two control scenarios were
eval uated. The first entailed inposing California
standards on Chi cago sources. It was determ ned
that only 6.82 tons per day of the 12.64 tons per
day of ozone em ssions season reductions required
by the 1999 ROP were available fromthis control
scenari o.

After establishing that this
control option would not provide sufficient
reductions, a second eval uation was undertaken to
ascertain if in fact sufficient reductions to neet
the 1999 ROP requirement were avail able from
participati ng ERVS sources. This eval uation
concentrated on the largest emtters, those with
seasonal VOM enissions greater than 50 tons per
season. This popul ation of sources account for
greater than 80 percent of the total em ssions of

all participating ERVS sources.
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It was determined fromthis study
that if the npst stringent controls known to be
avai |l abl e were applied to these | arger sources,
nore than enough em ssion reducti ons woul d be
avail able. Fromthis study, 27.4 tons per day of
em ssion reductions were identified. Thus, it was
established in the technical feasibility studies
as described in section 7.0 of the TSD that these
two benchmarks bracketed the availability of
em ssi on reductions applying typical nmeasures of
Chi cago area sources and that sufficient em ssion
reductions are potentially available for the
market to be viable.

In the anal ysis of the economc
i npact of ERMS, two hypothetical command and
control alternatives were chosen based on the sane
popul ati on of |arger sources. These alternatives
were chosen because they represent the nost
| ogi cal choices for econom c conparisons to ERVS
Due to the influence of econonmy of scale, they are
expected optimuns that conmand and contr ol
techni ques woul d deliver froman econom c i npact
perspective. The first is getting the reductions

fromthe [ argest sources with the greatest
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potential for reduction, and the second is getting
the reductions fromthe | argest sources
consi dering cost effectiveness.

Furt her extension of conmand and
control techni ques cannot be expected to deliver
better economic results than fromthese two
hypot heti cal alternatives, and that is the reason
they were chosen. As for the 12 percent across
the board alternative wherein all ERMS sources
with em ssions greater than 10 tons per season are
required to reduce 12 percent without trading, the
required reduction to neet the 1999 ROP target are
carried equally by all participants. G ven that
there are an infinite nunber of hypothetica
alternatives that could be chosen, the agency
chose three control scenarios that define the end
points as well as an internediate point for
econom ¢ conparison to ERVS

MR, SAINES: Thank you. At this point
we'll wthdraw question No. 3 as being asked and
answered, at |east answered, anyway. W'l
wi t hdraw questi on B and B1l, asked and answer ed.
Question B2 -- and I'Il rephrase it since it |

have to give it in context.
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In alternative No. 2, you
identified eight sources with the greatest
em ssi on reduction potential that would achi eve
conpl i ance under command and control. W are
t hese ei ght sources?

MR, BECKSTEAD: The ei ght sources
included in the second alternative are, 3M at
Bedf ord Park, Sealed Air Products |located in
Hodgki ns, Tenneco Packagi ng i n Weeling, Chicago
Hei ghts Steel in Chicago Hei ghts, Edse
Manuf acturing in Chi cago, Coppers Industries in
Stickney, OMC in Waukegan, Akzo Nobel Chemical in
M Cook.

MR, SAINES: Thank you. Question 3,
what type of control would be required at the
i ndi vi dual sources to neet the reductions
necessary?

MR, ROVAI NE: The agency's review
targeted the process emission units at these
sources as identified in the 1994 annual em ssion
report with significant seasonal enissions for
further control neasures. 1In general if em ssion
units were uncontrolled, it was assuned that a 98

percent efficient control device, usually an
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afterburner, could be installed substantially

reduci ng VOM emi ssi ons.
In additi

with control devices wt

on ot her em ssi

h only noderate

on units

efficiency, say, in the range of 75, 80 or maybe

90 percent were identified as candi dates for

upgrade of the capture or control syste

ms to

reduce em ssions to a fraction of previous |evels.

MR SAINES: Is it technically feasible

to install the above-nentioned control

sources?

MR, ROVAI NE

Yes, it is. Th

at these

e agency

eval uated the nost stringent controls broadly

| ooki ng at the source categories as well as very

superficially | ooking at

t he indi vi dual

sour ces.

We certainly targeted afterburners on sources --

mean process emi ssion units where there were no

controls, that is techni

cally feasible,

certainly not aware of any technical ob

and we're

stacle to

installation of better controls on process

em ssion units that already have controls.

MR, SAINES. Question 5, who are the 12

sources identified in the third alternative at

which it would be nbst cost effective to reduce
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em ssions and still achieve the ERVS reduction
goal s?

VMR, BECKSTEAD:. The 12 sources included
inthe third alternative are 3M Bedford Park;
Seal ed Air Products, Hodgkins; Jefferson Snurfit,
Carol Stream Coppers Industries, Stickney; Akzo
Nobel Chem cal, MCook, Akzo Nobel Chemical,
Morris; C ear-Lam Packagi ng, Elk G ove Vill age;
Ameri can Decal, Chicago; Dow Chenical, Channahon;
Al den Press, Elk Grove Vill age; Meyer Cord
Conmpany, Carol Stream Shell G 1, Bedford Park.

MR SAINES: What does "at which it
woul d be nost cost effective to reduce em ssions”
mean?

M5. DUNHAM This phrase refers only to
t he pool of emitters whose em ssions exceed 50
tons per season. This pool of sources is
characterized by a range of control costs, and the
sources at which it woul d be nost cost effective
to reduce em ssions are those sources in this pool
of large emtters whose control costs are | owest
relative to the entire pool.

MR SAINES: Relative to the entire

pool ?
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M5. DUNHAM O large emtters.

MR, SAINES: Let nme ask a followup to
that. So it's not the cost relative to the anount
of em ssions reduced, it's the cost relative to
the rest of the 50 or the group of 50-ton
sources?

M5. DUNHAM Each facility was assi gned
a cost per ton value essentially, and the sources
with the | owest cost per ton val ue were sel ected.

MR SAINES: So it's cost per ton?

M5. DUNHAM  Yeah.

MR, SAINES: Thank you. Question 7,
what type of control would be required at the
i ndi vi dual sources to achi eve these reductions?
And this pertains to the 12 sources.

MR ROVAINE: Similar control neasures
are being contenpl ated, as al ready discussed, for
the eight-source alternative. That is, addition
of control devices, typically afterburners, on
certain emission units that are not currently
control l ed and upgrade of capture and control
devi ces, again usually afterburners, on certain
ot her em ssion units.

MR, SAINES: Question 8, is it
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technically feasible to achieve this control ?

MR. ROMAI NE:  Yes.

MR, SAINES: Question No. 9, are any of
t hese eight or twelve sources or any individua
em ssion units at these sources al ready reduci ng
em ssions to the level identified which would neet
t he 1999 goal s?

MR ROVAINE: No. They were not at the
nmost stringent |evel of control based on the
agency's records. As discussed, the purpose of
this evaluation was to identify further
reductions. At one source the agency is aware
that the capture systens had been ungraded to
provi de permanent total enclosure, but the control
devi ces thensel ves had not been upgraded to the
| evel of nost stringent control

At anot her source, control devices
had been upgraded but not to the | evel of npst
stringent control. The em ssion reductions that
have al ready been provided are | ess than 10
percent of the total reductions required for the
1999 RCP denonstration. These reductions woul d,
of course, contribute to inproved air quality and

are inmproving or contributing to inproved air
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quality, but the other thing is that the ERV5G is
needed to facilitate reliance on these reductions
in ternms of denonstrating that we have net ROP
goal s.

MR SAINES: Question C, did the agency
anal yze what control would be needed at the 50
| argest sources potentially subject to the ERVS
rules to achieve the exact reductions in em ssions
necessary to neet the 1999 ROP goal s?

MR ROVAINE: No, we did not. This is
part of the reason that the agency didn't pursue
t he eval uation of the 12 percent across the board
scenario. There's several technical reasons for
this. Control measures cone in steps, and there
may be limted ability to achieve particul ar
| evel s of internediate control

For exanpl e, various types of
afterburners may be achi eved between 95 and 99
percent control for a particular process. |If the
afterburner is the only available further control
for the process, the only way to approach 12
percent control would be to operate the
afterburner intermttently, 15 or 20 percent of

the tine perhaps.
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In addition the principle of
econony of scale generally suggests that, other
things being simlar, an afterburner or other
control device would be nost effective if applied
to the greatest ampunt of em ssions. Thus, if
sone control device is to be installed on a
process, one will seek to control a process with
the best m x of high concentration and high VOM
em ssion rate and then attenpt to maxinize
operation of the control systemrather than sinply
targeting a 12 percent control for a process and
then having to control nore processes at
addi ti onal expense.

Then finally, it's inmportant to
note that even with a 12 percent reduction just
going for that target, sources would still have
the ability to select only certain em ssion units
that would be further controlled. Perhaps they
woul d agai n select the nost stringent controls for
the emi ssion -- those em ssion units so that the
source would fulfill its obligation to reduce its
VOM eni ssi ons.

MR, SAINES: Ckay, if | could just ask a

followup on the last point you just nade. |'l]
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i nvoke a hypothetical. Let's say there are 10
em ssion units at a source. Applying the nost
stringent controls known to the source defined as
the entire facility, would it hypothetically
requi re sone sort of add-on control that covers
all 10 em ssion units? 1s that accurate?

MR ROVAINE: Yes, it is.

MR SAINES: So if there was sonething
| ess than the nost stringent controls known, that
was anal yzed, woul dn't that perhaps not
necessitate applyi ng add-on controls to each one
of those 10 units? Maybe do five of the ten as
opposed to all ten

MR, ROVAINE: That's possible, but it's
just as likely that the alternative would be
appl ying the nost stringent controls to only five
of those units and no controls to the other five
units

MR, SAINES: Exactly, that's ny point.
Is that what you're sort of saying is a way to
achi eve sonet hing | ess than nost stringent
control s?

MR, ROVAI NE: But that would be applying

nost stringent controls to certain em ssion units.
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MR, SAINES: Correct, correct, but the
facility as a whole then would not be controlled
with the nost stringent controls known because its
em ssi on reductions would be | ess?

MR ROVAI NE:  Yes.

MR SAINES: |Is that correct?
MR ROMAINE: That's correct.
MR SAINES: | want to withdraw question

ClL.

Question C2, did the agency only
assess the specific costs of reduci ng em ssions at
8 and 12 sources of these 50 sources?

M5. DUNHAM | want to nake two points
in response to this. The first one is that the
agency used aggregate costs based upon industrial
category, not costs specific to the individua
sources, just to clarify that.

MR, SAINES: Ckay.

M5. DUNHAM  And then the second one,
which | think responds to you, is that the agency
did assess the costs again based on aggregate
estimates for each of the largest emtters so that
we did have cost nunbers for all 59 sources, but

we only used the 8 and the 12 in the actua
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anal ysi s.

MR SAINES: So I'll just ask question
3, is it correct that the agency did not deterni ne
the specific costs of reducing em ssions at all 50
sources to a level sufficient to neet the 1990
goal s? 1999 goals, it should be.

MR ROVAINE: That is correct.

MR SAINES: We'll wthdraw question 3A
and 3B as being -- well, 1"l just w thdraw
t hose.

Question 3C, would it be
technically feasible to install |ess than the nost
stringent control on these 50 sources, the sources
that we've di scussed?

MR ROVAINE: Yes, it would be
technically feasible to install sonething |ess
than the nost stringent control on these sources.
As we've al ready di scussed, there are many
different alternatives, perhaps thousands of
alternatives that theoretically could be applied
to the sources. One has to consider the different
conbi nati ons of individual em ssion units at these
sources for application of further controls.

Second, one woul d have to consider alternative
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| evel s of emission controls for those individua
em ssion units as an alternative to the nost
stringent controls.

The three alternatives eval uated by
t he agency, the 8-source, the 12-source, the 12
percent the tradi ng scenarios were an attenpt to
show how the ERM5 will be nore cost effective than
a conmand and control rule. This is the key
point. The ERMS, by using market nechanisns, will
facilitate | owest cost conbination of neasures
that will reduce VOM em ssions to neet the 1990
ROP requi rement.

MR, SAINES: Question 4, in reaching its
conclusion that controlling the |argest 50 sources
woul d reduce em ssions well beyond the reductions
needed to neet the 1999 ROP goals, did the agency
assess if any sources currently control em ssions
to the level that would be required?

MR ROVAINE: |If | understand the
guestion correctly, you're asking whether any of
the 50-ton and above sources had installed nost
stringent control s?

MR SAINES: That's correct.

MR, ROVAI NE: As previously discussed
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the goal of the evaluation was to identify further
reductions in em ssions that could be achieved in
the Chicago area. A handful of sources have
al ready i nproved control neasures, but not the
| evel of the nbst stringent controls as already
di scussed. \Wen | ooking at the total popul ation
anot her source's VOM eni ssions have been reduced
by the reclassification of acetone so that it is
no |l onger classified as a volatile organic
mat eri al
These reductions do contribute to

inproved air quality, that is, reduced VOM
em ssions, but they are by no neans sufficient to
achieve the rate of progress requirenment for
1999. In addition the trading programis
necessary to rely on these reductions to show how
the rate of progress target will be met.

MR SAINES: You nentioned a handful
My question for you is if so, how many? Do you
have a specific nunber?

MR, ROMAI NE:  Four.

MR SAI NES: Four.

MR ROVAINE: Well, back off. The only

one that may have gone all the way to the nost
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stringent would be this one source that has
converted to acetone. The others have nade sone
reducti ons and maybe four that have nade sone
further reductions.

MR, SAINES: Ckay. W withdraw question
B, 4B, that is.

Question 4C, how nany sources in

[Ilinois conply with RACT requirenents by add-on
control ?

MR, BECKSTEAD: You say here Illinois.
Are you really referring to the Chicago
non-attai nnent area, or do you want the State of
[11inois?

MR, SAINES: Chi cago non-attai nnent
area, the area that is relevant to the current
rul es.

MR, BECKSTEAD: According to our
i nventory data through the end of 1995, there were
507 sources in the Chicago area with add-on
controls that neet or exceed 81 percent average
overall control efficiency.

MR SAINES: And those are sources with
add-on control, is that correct?

MR, BECKSTEAD: Yes, that's add-on
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control

MR, SAINES: Question 4D, how many
source was add-on control exceed the control
requi red by RACT? You said neet or exceed. Do
you have a breakdown?

MR, BECKSTEAD: 502 in the Chicago area
are exceedi ng RACT requirenments of 81 percent
average overall control efficiency.

MR, SAINES: Question 4E, how many of
t hese 502 sources have obtai ned reductions beyond
the RACT requirenents after 19907

VR, BECKSTEAD:. 127 sources installed
add-on control devices after January 1, 1990.

MR SAINES: And those 127 exceed the
RACT requirenments?

VMR, BECKSTEAD: | can't answer that
gquestion. That's not what | searched for. All
know i s they added add-on controls beyond RACT.

It would be 81 percent or greater, yes, yes.

MR, SAINES: Question D, are any of the
units at the 8 or 12 sources discussed in the
alternatives subject or will be subject to maxi mum
achi evabl e control technol ogy regul ati ons?

VMR, BECKSTEAD: Well, in the 1997
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through 1999 tinme frame, two of the eight sources
identified in the second alternative will be
required to conply with MACT regul ati ons. The
remaining six will be subject to MACTs that are
schedul ed for promul gation after 1999. No control
requi renent | evels have been established for those
MACTs.

Simlarly, two of the 12 sources
identified in the third alternative will be
required to conply with MACT regul ations in the
1997 to 1999 tine frame. O the remaining 10
sources, 6 will be subject to MACTs that are
schedul ed for pronul gation after 1999. Again no
control requirenment |evels have been established
for these MACTs either. And as of this date, 4 of
the 12 sources do not appear to be affected by
MACTs currently being schedul ed by USEPA

MR, SAINES: W withdraw question
No. 2. W withdraw question No. 3. Question D4
will the sources identified in the answer to ny
guestions have to incur the costs of installing
and mai ntai ning MACT control regardl ess of the
ERMS rul es?

MR. BECKSTEAD: Yes. A source is
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required to neet the MACT standards as nandated by
the Clean Air Act, and it will incur a cost to
control. The ERMS rule gives a source the
incentive to route as many VOM | aden streans to
the MACT-required control device since the VOM
reductions are creditable towards its 12 percent
reduction, and any excess reductions can al so be
mar keted. The cost per ton to control its HAPs
and VOVt are thereby reduced and the environment
benefits.

MR SAINES: | didn't quite understand
the answer to that. You're saying that the
sources that have to conply with MACT, the ERVSB
rul es gives an incentive for themto channe
addi ti ons beyond the HAP?

MR, BECKSTEAD: Yes. Any VOM | aden
stream it would be to their advantage to run it
t hrough the sane control device, thereby reducing
their cost to control, and if they exceed 12
percent, they have sonething to market off.

MR SAINES: W withdraw question No. 5
bei ng asked and answer ed.

Question 6, would conpliance with

the MACT standards by these sources prior to 1999

L. A REPORTING - (312) 419-9292

1432



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

obtain reductions in VOM em ssions?

MR, BECKSTEAD: Yes. The agency
anticipates that conpliance with MACT standards
will also obtain VOMreductions as well as HAPs
reductions. The ERMS rule allows the VOM
reducti ons obtained fromneeting a MACT standard
to be creditable toward the facility's 12 percent
requi renent.

MR, SAINES: Question D7, has the agency
det erm ned what reductions woul d be achi eved by
t hese sources by conplying with MACT rul es before
1999?

MR, BECKSTEAD: As previously answered,

t he agency estimates that reductions resulting
fromthe MACTs that have conpliance dates falling
bet ween 1997 and 1999 will be approximately 1 to
1.5 tons per day for the entire popul ation of ERMS
sources. The estimted maxi mum MACT reducti ons
fromthe eight sources of alternative 2 is eight
hundredt hs of ton per day, and fromthe 12 sources
of alternative 3, is .57 tons per day.

MR, SAINES: Let nme ask one followup to
that. Has the agency cal cul ated the reductions

t hat woul d be achi eved post 1999? You nenti oned
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there were six additional sources that would be
subj ect to MACT

VR, BECKSTEAD: W don't know the |evel
of control those MACTs will have so we cannot nake
t hose esti mations.

MR, SAINES: Question E, how many
Chi cago area conpanies will the ERMS rul es cause
to shut down operations conpletely or relocate
fromthe Chicagol and area?

M5. DUNHAM First in response to that,
t he agency believes that the ERMS programis
better than any other alternative control program
for the participating sources, and the second
point is that the analysis we ran does not
specifically predict shutdowns. The only
i ndi cator of that that we have is the job decrease
i ndi cator which we discussed earlier. So that
neither the nodel nor the agency can necessarily
predi ct individual business decisions which are
based on a |l ot of other factors besides just the
effects of this em ssion reduction program

MR SAINES: 1'll ask question F. How
many sources w th em ssions under 50 tons per

season will be forced to shut down as a result of
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the ERMS rul es?

M5. DUNHAM  Agai n, the nodel does not
predi ct an individual company's decision. W can
only |l ook at the predicted job decreases.

MR CASE: If | might add to that, thank
you. The whol e issue of shutdowns is -- again
it's appl es and oranges conparisons. W have to
conpare this choice via em ssions tradi ng agai nst
what other, nore stringent controls are going to
be required under command and control arrangenent,
and the theory predicts and their nodeling shows
t hat under those nore stringent command and
control arrangenents, nore people |lose their jobs,
and we can extrapolate fromthat that there would
be nmore shutdowns. This programis a job-saving
pr ogr am

Anot her thing that's not considered
is the fact that tradi ng makes those resources
avai | abl e for soneone else. |If there's any
reduction in em ssions, those are potentially
avai l abl e on the market for soneone el se, which
nmeans that new firnms can find it easier to |ocate
in the Chicago area. So | just -- it's probably

not appropriate to go static isolated conparison
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of this programwith relation to job | osses and
shutdowns. You have to | ook at the bigger
pi cture.

MR, TREPANIER If | could follow up on
that. In your theory where you're figuring out
the job | osses versus conmand and control, are you
considering the effect of opportunity costs
i nfluencing firm s behavior, opportunity costs of
bei ng granted these pollution allotnments?

MR CASE: | think the answer is in
general yes. [I'mnot sure to what extent the REM
nodel includes those opportunity costs, but |
think the theory does include them

M5. DUNHAM To respond to that, | think
the REM nodel does not take into account the
opportunity cost.

VMR TREPANIER It does not?

MS. DUNHAM  No.

MR, TREPANI ER:  Quick followup to ny
guestion. When you say you understand the theory
does include firnms reacting to opportunity costs
of having a pollution allotnent, do you understand
that that theory is that this opportunity cost

gives the firman incentive to partially shut down
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or fully shut down their operations?
MR CASE: | think | disagree with that
aspect because there are opportunity costs

i nvol ved in conmand and control devices as well,

and | believe -- and | think the theory tells us
and their nodeling shows this -- that you're nore
likely to shut down under command -- | think

nobody' s nodeling so far has | ooked at shut downs,
but we did | ook at job reductions.

Clearly everything that was | ooked
at shows that there are nore jobs |ost under every
type of command and control arrangenent, and yes,
those firnms do realize opportunity costs under
command and control as well as under trading.

MR, TREPANI ER:  Wen you say that under
command and control a firmhas an opportunity, are
you referring to the opportunity cost that is
af fecti ng econonm ¢ behavi or because the
corporation has now been given an asset that they
either utilize or let sit idle?

VWhat are you sayi ng when you say
there's an opportunity cost with conmand and
control simlar to an opportunity cost here? How

are you defining the opportunity cost to say

L. A REPORTING - (312) 419-9292

1437



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

t hat ?

MR, CASE: Wen we do a barely static
analysis of a firmconplying with conmand and
control, we need to realize that a firmdoesn't
have to conply with the conmand and contr ol
regul ation by installing the add-on control
equi prent. The firmmay shut its operations down
or not produce that particul ar good that was
getting themin trouble through that reduction
process. Those are opportunity costs that the
firmrealizes in the command and control
scenari o.

MR TREPANIER If there would be an
opportunity at the end for questions fromthe
audi ence.

HEARI NG OFFI CER FEI NEN:  Yes, there will
be. M. Saines.

MR SAINES: We'll withdraw question G
as asked and answer ed.

Question H, if the agency required
only the 8 or 12 sources to control em ssions to
t he extent necessary to neet the 1999 goals, would
any of the 8 or 12 sources be forced to shut down

operati ons?
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M5. DUNHAM  Agai n, the nodel that we
used doesn't predict specific source shutdowns,
and as a further point, we used aggregate control
costs by SIC for this analysis, not cost data
specific to these sources. So we can't
necessarily predict that.

MR SAINES: I'msorry, the last?

M5. DUNHAM So we can't predict whether
any of these specific 8 or 12 sources woul d shut
down.

MR SAINES: We'll wthdraw question
HL.

Question H2 is, if not, why not,
and | assunme that's the answer you just gave.

M5. DUNHAM  (Noddi ng head.)

MR, SAINES: So thank you.

M5. DUNHAM  Yes.

MR, SAINES: Question |, how did the
agency cal cul ate the total statew de cost of $3.2
mllion set forth in paragraph 2(a) of the
agency's anal ysis of econom c and budgetary
effects of proposed rul emaki ng?

M5. DUNHAM 1'Ill just wal k through how

we did that trading simulation, and if you have --
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if you have follow up questions to this one,
think this is where | was trying to -- where | was
goi ng to answer your earlier question

Step one was we took the 1994
annual em ssion reports, and the agency identified
the set of sources likely to be participating
sources under the ERMS program These sources and
their em ssions were then aggregated by two-digit
SI C code

Second step, air quality planning
staff estimated average annualized control costs
for each SIC code using accepted USEPA
nmet hodol ogy. The SIC categories were then listed
in order of increasing control costs. Third step
we sinulated trading, and emtters with | ow
control costs were assumed to over conply, when
possi bl e, and sources in categories w th higher
control costs were assuned to purchase ATUs for
conpl i ance

The tradi ng scenario produced
sufficient total reductions fromsources in SIC
with estimated control costs at or bel ow $2850 per
ton. W then assuned that sources in categories

above that value and for a couple of the sources
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in categories bel ow that value who did not reduce,
they would all purchase ATUs at a price of $2850
per ton. W then had total control costs by SIC
If you add all those up, it came to $3.2 nmillion

MR SAINES: So to the extent that any
source you have identified in your hierarchy of
control costs, any source that control cost is
bel ow $2, 850 per ton decides not to over control
but rather to buy fromthe market which is the
choice available to then?

MB. DUNHAM  Ri ght.

MR SAINES: That will in effect --
won't that offset or affect the price of ATUs on
t he market?

M5. DUNHAM  Yeah, and we actually in
our nodel did not assune that every source
under neat h that val ue woul d reduce so that there
is some roomin the nodel to take into account
that concern

MR, SAINES: Anything nore specific than
that? What percentage of those sources are under
2850 per ton?

M5. DUNHAM |'mnot sure | can give you

a percentage, but we had one entire SIC category.

L. A REPORTING - (312) 419-9292

1441



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

MR SAINES: You had one that was bel ow

but --
M5. DUNHAM  But did not reduce.
MR SAINES: Did not over control?
M5. DUNHAM Right, out of six, I
t hi nk.

MR SAINES: Question J, is 1,363.4 tons
per day the figure fromwhich the agency has
determ ned a 12 percent production is needed?

MR FORBES: |'ll answer that. No, the
projected 1996 em ssions |evel and the 1999 ROP
target |evel of emnissions determ ne the needed
reduction amount. | refer you to table 2 of
Bharat Mathur's testinmony, Exhibit No. 6, which
di scusses these emi ssion |evels.

MR SAINES: Thank you. Question K, is
it possible that upon subm ssion of all
participating sources' baseline determnations,
| ess than a 12 percent reduction in em ssions wll
be needed fromthe overall baseline em ssions to
obtain the 1999 ROP goal s?

MR, FORBES: Yes, it is possible, if the
total final baseline em ssions is nuch | ower than

the agency is projecting those baselines to be,
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after all adjustnments allowed for in the rule are
accounted for, including BAT, MACT, and ot her
exenpt unit exclusions. However, the agency
believes that it's nore likely that the baseline
woul d be higher than projected due to these
adjustnments. This makes the 12 percent reduction
goal a little nore significant as it provides sone
conti ngency for ROP.

MR SAINES: Question K1, if less than
12 percent em ssion reduction is needed, is there
a mechani sm avai | abl e by whi ch sources may
petition the agency or the board to amend the
amount of reductions required by the ERVS rul e?

MR, FORBES: Yes. Any person may submt
a proposal to the board for adoption, amendnent or
repeal of the board's regul ations pursuant to
Section 28 of the Environnmental Protection Act.

MR SAINES: But there's nothing in the
actual ERMS rules or proposal that articul ates
that availability?

MR FORBES: Not that |'m aware of.

MR SAINES: W withdraw question No. 2,
K2, that is.

Question K3, if upon the agency's
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determ nati on of a participating sources' baseline
em ssions, less than a 12 percent reduction is
needed overall, will the agency nodify the 12
percent further reduction requirenent?

M5. SAWER: (Object to this question
It's overly specul ative

MR, SAINES: | disagree. | nean,
think it's a proposed rul emaki ng. Everything
we' re discussing is speculative. The economc
anal ysis is specul ati ve.

M5. SAWER: \Well, obviously if we
didn't think a 12 percent reduction is needed,
this wouldn't be the rule we were putting forth.
W' ve cone up with estimtes which are to the best
of our ability to justify the 12 percent
reduction. To suggest -- | don't think we could
-- | mean, we're basing this whole proposal on
the 12 percent reduction being required.

MR SAINES: That's true. |'mjust
saying if it turns out that it's not required once
you | ook at the data, are you going to nodify the
rul e?

M5. SAWER: Well, it's specul ative

because we think it is required.
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HEARI NG OFFI CER FEINEN: | think there's
been prior testinony stating that there's going to
be a review of the whole program and whet her or
not reductions are being net, and at that tine the
agency may require further reductions. | believe
this question can be answered by the agency.
don't think it's speculative. | think it's a
si mpl e question that can be answered here.

MR FORBES: I'll try to answer that, |
guess. As explained in the agency's previous
testinmony, significant uncertainty exists at this
tine as to what the ultinmate attai nment |evel wll
be for Chicago and what this will require in terms
of additional VOMreductions.

However, the previous testinony
indicated that it does appear that additiona
reductions will be needed beyond the 12 percent
reduction included in the proposed rule. This
ci rcunstance, along with the degree to which the
basel i ne em ssions are | ower than projected, wll
be taken into consideration in any decision the
agency nmakes regarding nodification to the ERVG
rule.

MR SAINES: Thank you. We'll wi thdraw
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guestion No. K4.

Question K5, if less than a 12
percent reduction is needed and hence | ess control
woul d be necessary to achieve the required
reductions, would | ess command and control be
needed to obtain these reductions?

MR, FORBES: As explained in previous
agency testinony, conmand and control requirenents
woul d take existing controls and extend them
further. The agency did this in its review and
application of California em ssion control
standards to Chi cago sources. Cbviously applying
hal f a control device does not nake any sense, and
t he degree of control cannot be backed off to a
| evel that would be | ess than that required by
current regul ations.

Consequently, the nore likely
scenario would be to reduce the nunber of sources
affected by the tighter command and control
requi renents in such a way as to achieve the
desired em ssion reductions. The agency woul d not
view this as a | essening of command and control
requi renents.

MR, SAI NES: In 5A, if there are | ess
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sources subject to command and control, would I ess
cost be incurred in obtaining the reductions via
traditional regulatory control methods?

MR. FORBES: No. Based on ny previous
answer, since comrand and control would not be
| essened, the costs of command and control woul d
not be | essened. Only the nunber of sources
i npact ed woul d be | essened.

MR SAINES: Just so | understand, when
you say the cost of control, you're speaking
specifically to the cost of control the facility
required to control ?

MR FORBES: Yes.

MR, SAINES: So you're not discussing
the overall costs on the industry affected
generally in the Chicagol and non-attai nment area?

MR, FORBES: No.

MR SAINES: The total costs of the
programlimtation

MR, FORBES: No.

MR, SAINES: Question L, | believe this
guesti on has been asked and answered. | w thdraw
it.

Question M why has the agency
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di smssed all of the prograns identified on page
139 of the technical support docunent to obtain
reductions in em ssions?

MR, NEWTON: These prograns have been
di sm ssed for the purpose of achieving the 1999
ROP target |evel because, as it says on that page
there, extremely unpopular |ike the enpl oyee
conmut e option. They are rather expensive and
they fall far, far short of the necessary
reducti ons.

MR, SAINES: Wen you say they're
politically unpopular, would you just el aborate on
that? Does that nmean that they are fatally
flawed, or do you nean that people don't like to
get out of their cars?

MR NEWION:  Well, | think in the case
of the enpl oyee commute option, | think -- I'm not
an expert on that, but | think the federa
government was kind of pushing for it, and it was
so unpopul ar that they dropped it conmpletely, |
think, or at least tenporarily.

MR, SAINES: Question N on the |ast page
of our questions, the agency has stated that

"further reductions" beyond 12 percent may be
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needed. |If so, will the agency have to conduct a
new econom ¢ i npact anal ysi s?

M5. SAWER: This question has been
asked. The question was asked and answered, the
entire section N at page 587 of the transcri pt
beginning at Iine 7 and continuing through 588,
[ine 12.

MR SAINES: Ckay. So you're saying
that includes N1, 2A, B and C.

MS. SAWER  Yes.

MR SAINES: Well, then we will w thdraw
questions 1, 2A, B and C as asked and answered.
There are a couple of nore questions from our
original prefiled questions that we have
deferred. | have them here, just a couple.

HEARI NG OFFI CER FEI NEN:  Can we go off
the record for a second.

(Di scussion off the record.)

MR SAINES: It's starting on page 8 of
our section 5, pertaining to Section 205. 140,
general system description.

M5. SAWER: Can we go over which ones
they are just to nmake sure we're on the sanme page

with this?
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MR, SAINES: Yeah
(Recess taken.)

HEARI NG OFFI CER FEI NEN: Go back on the
record. M. Saines, please describe the section
and the question nunber fromyour earlier ones.

MR, SAINES: Sure. These are questions
that were contained in our original prefiled
gquestions. It is Section 5 pertaining to Section
205.140 of the rules entitled general system
description on page 8 of the prefiled questions
and it starts at Section B which pertains to
Section 205.140 (b)(2) entitled new participating
sour ces.

Question 1, has the agency
conducted any anal ysis as to how nany -- excuse
me, as to the ERVS -- how the ERVS rules wll
i mpact new busi ness entering into the Chicagol and
area?

M5. DUNHAM The agency feels that the
ERMS rules will nake it easier for new sources to
enter the area because of the narket
infrastructure that will devel op. Under the
exi sting federal requirenents for new sources,

they have to get offsets within a systemthat
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doesn't have that market infrastructure supporting
the ability to get offsets. Under ERMS sources
wi Il have an incentive to provide ATUs to new

sour ces.

MR, SAINES: You stated -- sorry, you
stated that the agency feels it will be easier
and has the agency conducted an analysis, is that
what the analysis is or is that just a feeling?

M5. DUNHAM Well, if you want a sort of
anal ytical answer to it, the REM nodel does show
i npacts fromthe baseline case which does take
into account new sources entering the area or
predi cti ons on how many new sources will enter the
area, so that inpact is taken into account. It
doesn't specifically link the inmpact on new
sources with the outcone of the nodel, but they
are taken into account.

MR SAINES: What were the concl usions
that the REM nodel cane to?

M5. DUNHAM  The sane concl usions |
presented earlier in that it's a lot |ess inpact
under the ERMS programthan it woul d be under any
of the command and control scenarios studied.

MR SAINES: | don't nean to push the
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point. It seened that you were saying that it
woul d provide an incentive for new business to
cone into Chicago, and |I'm wondering whet her or
not the REM nodel actually predicted that there
woul d be an influx of new business entering
Chicago as a result of the ERVS rule or any ot her
regul ation for that matter or whether it's just

| ess of a negative inpact by the ERMS rul es.

M5. DUNHAM | don't think the nodel can
predict that there will be nore new sources
entering the market or at |east you can't
differentiate that.

MR CASE: | think that's kind of beyond
what the nodel is capable of showing. The key
here is that we're going to have a program where
it now becones nore flexible to site a new
facility because the market will provide the
ability to make ATUs avail able, and that's not
avai l able now. So this programcan only nmake it
easier to put new facility, new business, and for
that matter, new jobs in Chicago.

MR ROVAINE: Let ne introduce sone
ot her thoughts as well. | think it's perhaps

m sl eading to think that eni ssions from new
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busi nesses don't have to be offset if they're
m nor. W have a budget in the Chicago area. W
have to make reductions to get to attainment. |If
a source is excused from new source review and
doesn't have to make its own emi ssion reductions
under the current program that means ot her
sources have to make up the difference.

VWhat the trading program does by
est abl i shing a budget for this particular
popul ation is to make sure that those things are
consi dered so that a new source coming into the
area doesn't get a free ride at the expense of
exi sting sources. \What the econonic anal ysis
shows that in fact by forcing sources to consider
that, it is better for the overall area.

MR, SAINES: Question 2, by not
allotting ATUs to "new participating sources,"”
isn't the agency significantly restricting the
expansi on of business in the Chicagol and area?

MR CASE: Your nane is on this.

MR ROVAINE: No. When a business
expands, it has many considerations that it has to
wor k through. The Cean Air Act establishes

certain requirenments for new maj or sources that
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have to be addressed and establishes requirenents
that have to be established for rate of progress,
and the approach that has been taken to allocation
of ATUs provides a reasonabl e approach to make
sure that the ERVS is effective in neeting the
rate of progress obligations.

MR, SAINES: Question No. 3, by not
allotting ATUs to "new participating sources,"” is
t he agency prohibiting fair conpetition in the
Chi cagol and area?

MR ROVAINE: No, it is certainly not.

If the Chicago area is at a disadvantage, it's
because it's a severe ozone non-attainment area.
VWhat the ERMS program does is allow the Chicago
area sources to conmpete as effectively as possible
with other areas that are in fact attai nnent or
have better air quality for ozone.

MR, SAINES: The next questions are
| ocated on page 10 of the prefiled questions in
what is our --

M5. SAWER: Just to clarify, you are
wi t hdrawi ng questions 4 and 57

MR, SAINES: OCh, yes, we are w thdraw ng

gquestions 4 and 5 fromthat previous section
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The next questions are |ocated on
page 10 under our section 6 pertaining to Section
205. 150 entitl ed em ssi ons nmanagenent peri ods
starting at question 8.

Isn't it true that Illinois’
current regul ations do not require sources naking
non-maj or nodifications to of fset em ssions at any
rati o?

M5. SAWER |'mnot sure we are on the
same page at this point. | thought we were.
Could I see the questions again.

Coul d you repeat where you are
exactly.

MR SAINES: Sure, we are on page 10,
gquestion C38. It's under Section 205.150 C and D
new maj or sources and maj or nodifications.

M5. SAWER: And you're on 8?

MR, SAINES: Question No. 8.

MR CASE: W don't have the lead-in to
t hat .

M5. SAWER: W should be able to go
ahead.

MR ROVAINE: | think it's pretty

obvious that there's no explicit requirenent under
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[I'linois'" new source review requirement at the
present tine that non-maj or nodifications provide
of fsets. The point is that there are other
requirenents in ternms of rate of progress -- and
in fact we have an overall budget -- that do
require that there be conpensating em ssion
reductions for non-major nodifications.

So the change that's occurring here
is to make facilities that are subject to this
programto be responsible for their em ssions, and
if they want to increase en ssions, they have to
obtain sufficient ATUs to cover those eni ssions.
They can either do that through reductions
el sewhere at their own plant or by going to the
mar ket pl ace

MR SAINES: If | could ask a follow up
when you say you have a budget that allows you to
address the ROP goals, are you saying that you
have been all ocated noney for the purposes of
establishing a new rule that requires sources
maki ng non-maj or nodifications to offset?

MR ROVAINE: No. Wen |I'musing the
term budget, we're using that termto refer to the

fact that we only can tolerate so many eni ssions
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in the Chicago area. |'mnot using budget in a
monetary sense. |I'mdoing it in a resource
managenent sense, that we only have so many VOC
em ssions that we should allow into the area, and
those can go to different places.

Now, as certain relationships to
havi ng a househol d budget, we only have so nmuch
i ncome and you have to do certain things, you have
to allocate it to different operations. |If you
spend nore for entertainnent, you may have less to
spend for food. So nmany people don't nake those
choices. So it's simlar here. |If you have new
sources coming in that emt nore that haven't been
accounted for by their own actions in terns of our
rate of progress denonstration, we'll have to get
further em ssion reductions sonewhere el se.

MR, SAINES: Sonewhere el se neani ng
sources ot her than those sources maki ng non-mgj or
nodi fications under the currently existing rules?

MR ROVAINE: That's correct.

MR, SAINES: Question 8A --

MR ROVAINE: |'msorry, that is at
least initially correct. There is always the

possibility that as part of those further
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eval uations of rate of progress plan, we decide to
revisit that source and require it to retrofit and
roll back its em ssions.

MR, SAINES: Irrespective of the ERMVG
rul e?

MR ROVAINE: That's correct.

MR, SAINES: Question 8A, has the agency
conducted an analysis on the inpact to existing
busi ness by requiring all em ssions from any
nodi fication be offset?

M5. DUNHAM The ERMS programis
i ndi fferent between em ssion increases for
nodi fications or enission increases due to any
ot her cause. So the analysis that we ran does
take into account the fact that those em ssion
i ncreases have to be covered by ATUs.

MR, SAINES: Question 8B, has the agency
conducted an anal ysis on how the requirenent for
of fsetting all em ssions from changes at an
exi sting source regardl ess of whether the change
is mpjor will inpact an existing source's ability
to conpete in the market outside of Chicago,
particul arly agai nst other conpani es not subject

to the sanme requirenents?
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M5. DUNHAM The agency believes and the
anal ysis supports that this program cost
ef fectively achi eves the necessary | evel of
reductions relative to any other enission control
scenario. Therefore, every source in this program
is better off under our market systemthan it
woul d be under any other scenario.

MR, SAINES: Let nme ask a followup to
that. The agency's alternatives that they've
identified as being representative alternatives to
their ERMS programidentify 8 -- command and
control in 8 comand and control in 12 sources.
So the statenment that all sources are better off
under ERMS than they woul d be under the
alternatives to ERM5, | don't understand that
st at enent .

A source that is not one of the 8
sources, wouldn't that source be better off under
the alternatives than having to conply with ERVS
because under the alternative they wouldn't have
to conmply with anything?

M5. DUNHAM | think this alternative
referred to was the 12 percent w thout trading.

So for these sources subject to the requirenents,
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they are all better off when trading is allowed
conpared to when it's not.

MR, SAINES: Wen you say that all firms
are better off under ERMS, you're only making that
statement with respect to alternative 1 which is
the 12 percent reductions across the board, no
tradi ng?

M5. DUNHAM Wl l, you can go beyond
that and say that the Chicago region is better off
under trading than it is under any other scenario.

MR SAINES: That's a different
qguestion. The question about ERMS, does that only
relate to the first alternative?

M5. DUNHAM  Well, you're asking whet her
a specific facility is better off versus the
regi onal econony as a whole, and | would argue
that if the regional econony as a whole is better
then the individual sources in that economny are
better off. But if you' re conparing whether a
source i s subject to control requirenments versus
whether it's not, | mean, that's not the anal ysis
that we did.

MR, SAINES: The next questions -- did

ask question 8B? | don't renenber if | did or
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not .

MS. MC FAWN:  Yes.

MR SAINES: Thanks. |'mon top of
things. The next question is on page 15. It's

under section 12. Specifically it is section 12
B5.

Isn't it possible that if a |l esser
amount of reductions in emssions is actually
needed, that it may be |l ess costly than the cost
estimates provided in the econom c inpact study to
control a limted nunber of sources than requiring
reductions fromall sources in the Chicagol and
area?

M5. DUNHAM Two points. The first one
isif a lesser anount of reductions in em ssions
is actually needed, it probably would be | ess
costly than the cost estimates provided in the
econom ¢ i npact study. However, the reduction in
cost would not cone fromreducing the nunber of
sources but fromlowering the reduction target.

In fact, with nore sources the opportunities for
cost savings increase under a nmarket system

MR, SAINES: The next question is under

Section C. It is CG5A and B, and | believe we
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have decided to defer this.

M5. SAWER: Those questions were not
ones we had on our list as being deferred at this
poi nt .

MR SAINES: We'll defer themtill after
[unch, is that sufficient?

M5. SAWER:  Yeah

MR, SAINES: That is questions 5A, B,
and C. That concludes the prefiled questions.

M5. SAWER: W have a coupl e of
prefiled questions from Sonnenschein, Nath &
Rosent hal and al so one from Karaganis & Wite. |
do not believe that they are present, but I
bel i eve their question has been answered al ready,
and then a question that was prefiled from Tenneco
Pl astics and one question that was prefiled from
M. Trepanier.

HEARI NG OFFI CER FEI NEN: Wy don't we
start out with Cynthia Faur and go to Tenneco and
go to Trepanier.

M5. FAUR  Cynthia Faur, Sonnenschein,
Nat h & Rosenthal, and we have one question. It's
fromour prefiled questions filed on January 16th

and it's No. 4. How exactly was the $2, 850
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pretend val ue determ ned? Was it by nmedi an neans
or otherw se?

M5. DUNHAM  That 2850 figure was the
first of the estimated equilibriumprice under the
tradi ng scenario sinulated by the agency. The
agency found that sufficient reductions could be
achi eved by sources from SIC categories with
control costs either equal to or less than that
figure.

Therefore, this price was derived
fromthe point where the supply of ATUs equal ed
t he demand under the agency's trading sinulation.

M5. FAUR  Thank you.

HEARI NG OFFI CER FEI NEN:  Question 5
sounds like a followup. |Is that asked and
answer ed?

M5. FAUR That was either asked and
answered or crossed off for sone reason
W t hdr awn.

HEARI NG OFFI CER FEINEN: W' |l show it
wi t hdrawn for now. Thank you.

M5. SAWER  For Tenneco Plastics, we
had the final question deferred to the econonic

section fromyour January 23rd filing.
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MR FORCADE: Bill Forcade with Jenner &
Bl ock for Tenneco Plastics. W are tal king about
our January 27th, 1997, submttal. Qur fina
guestion is |ocated on page 47.

A central aspect of the ERMVS
proposal is that a participating source nmay enter
into a long termcontract w th anot her
participating source or an em ssions reduction
generator to purchase ATUs for future years. WII
t he agency assure participating sources that it
wi || not adopt new regul ati ons which fundanental ly
alter the ERVS or change the val ue of ATUs wit hout
whi ch assurances sources will not be able to make
financially sound deci si ons?

MR, KANERVA: First of all, since we
have t he chai rwoman of the board here today, |
think we're going to make it clear that the agency
woul dn't be the one adopting these regul ati ons.

MR FORCADE: We'Il agree that's
proposed i nstead of adopted

(Laughter.)

MR, KANERVA: | thought | woul d hear

this for quite awhile if | didn't respond to

that. The agency has no intention of changing the

L. A REPORTING - (312) 419-9292

1464



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

basi c program structure that we're putting in

pl ace for this market system It woul d obviously
be a tremendous disruption, for instance, to
suddenly change and deval ue the anmount of tons
that were associated with ATUs or what have you.
So | mean, those fundanental components will stay
t he sane.

VWhat we've said in presenting our
expl anation of the systemis that we fully expect
to probably do sone inprovenents to the system as
we go along, and I would characterize those as
fine tuning the system For instance, the exact
ACMVA charges in later years or the way we all ow
access for new sources to the ACMA, or for that
matter, the access conpensation rate. We wll
| earn things about some of those aspects of the
programthat may cause us to want to make sone
refinements, but that should not change the basic
econom ¢ structure that's going to be in place.

MR, FORCADE: Thank you.

HEARI NG OFFI CER FEI NEN: COkay, before we
nmove on to M. Trepanier's prefiled questions, |I'm
just going to read into the record the prefiled

guestion that was skipped Dart Container, |
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believe it was question No. 35.

MB. SAWER Right.

HEARI NG OFFI CER FEI NEN:  On page 6 and
that is, does the agency expect the burdens of the
proposed ERMS to put sone participating sources
out of business? |If so, has the agency estimated
how many participating sources may have to cl ose
due to the burdens of ERWS?

| agree with the agency's
statenents earlier that it's been asked and
answered. | wanted to get it in the record so
peopl e know what the question was, we're not just
leaving it out. Let's nove on then to
M. Trepanier's questions or question that's been
prefiled.

M5. SAWER: Do you know whi ch question
I"'mreferring to?

MR, TREPANIER: No, | don't. |[|'ve got
one that | could ask.

(Laughter.)

M5. SAWER: Has the agency consi dered
or have any forecast how or if to what degree the
mar ket systemwould tend to drive [ow profit VOM

emtters out of business to serve the pollution
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em ssion requirements of wealthy or high profit
VOM emtters? That's the question we're referring
to.

HEARI NG OFFI CER FEINEN: | think it's
guestion 19 of the printed, typed out questions
that were prefiled on January 31st, 1997, with
some handwitten additions to that. Do you want
to ask that question?

MR, TREPANI ER: Has the agency
consi dered or have any forecast how or if to what
degree the market systemwould tend to drive |ow
profit VOMemtters out of business to serve the
pol I ution em ssion requirenents of wealthy or high
profit VOMemtters?

MR, CASE: The ERMVSB proposal will permt
firnms to conply with environnmental requirenents in
the | east cost manner as possible. | think the
firnms that are nost likely to benefit, at least to
benefit the nost perhaps, are those firns in which
their control costs are the cheapest.

However, firms with higher control
costs are also going to be able to benefit from
havi ng the option to purchase ATUs on the market

at a lower price than their own control costs.
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Therefore, the trading is going to allow capita
flows.

Trading will allow capital to flow
to firns having the nost control potential
regardl ess of the profit picture, and there's no
reason to think that high profit firns are going
to benefit nore than low profit firnms or vice
versa. | don't think there's any ability to be
able to say that.

MR, TREPANIER: 1'd follow up on that.
Wul d you say that -- are you famliar with the
econom ¢ assessnent that was done for the regiona
clean air initiatives market em ssions trading
program for Los Angel es. That was the -- that was
t he econonic study or the study they did of their
devel opnent by M. Johnson and M. Pecol ade
(phonetic).

MR CASE: You know, |'ve |ooked at that
study, but I think it was nore than a year ago.
VWi ch part are you referring to?

MR TREPANIER: |I'mreferring to that
part of the study where they expound on the
opportunity costs of granting these allotnents

free to the polluters, that this -- ny
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understanding of this study from California that
this translates to the firminto a cost of doing
busi ness.

MR CASE: [|I'mnot aware of that
particul ar aspect of that study. | can't recal
it, but I don't necessarily disagree wth what
you' re sayi ng

MR TREPANFER | didn't hear the end of
your answer.

MR CASE: | don't disagree with the
concl usi ons that you have nenti oned.

MR, TREPANI ER:  So you woul d agree that
freely allocating pollution allotnments to firns is
going to increase their cost of doing business?

MR CASE: No. | would argue there are
different -- there are different ways this program
could be devel oped. They all have distributiona
aspects and political econony aspects that are
very different. For exanple, economsts will tell
you that you really can have three choices, that
you can tax firms for their em ssions or you can
auction to everybody their ATUs or whatever we
want to call it so that everybody has to pay for

all of themfromday one, or you can do sonething
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i ke a CAAPP and all ocate based on a baseline
approach which is basically what we're doing
here.

The distributional inpacts of those
may be somewhat different, but all those prograns
will lead to an efficient outconme and will be
efficient. Econom sts can't say very nuch about
whi ch one you should use, but | think the
political world has said very clearly that if I've
been in business for a lot of years and that |
shoul d be allowed to remain in business and then
allocating the ability to use the environnenta
resource, society should recognize that |'ve been
in business for a lot of years.

That's sort of a different
guestion. W can take all of these allotnents and
give themto one person and the outcone could be
efficient in the end after the market works to
translate themto the right places, you will stil
get a good deal. It's very political where we
start out.

MR, TREPANIER: |'m not asking you for
the political provision. The question I'm Il ooking

for is a conparison between trading and not
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tradi ng, not between different trading schenmes. |
mean, you see, | understand you were agreeing with
the conclusion fromCalifornia that by freely

al l ocating the ATUs --

MR, CASE: And not allow ng trading,
sir?

MR TREPANI ER:  Excuse ne.

MR, CASE: Would you allow trading or
not allow trading after you allocate the em ssions
| evel s?

MR, TREPANI ER:  You do agree that the
opportunity cost that's involved in receiving the
ATU i s because the ATU has a value on the market.

MR CASE: But only in a trading
scenario, right?

MR, TREPANIER: Right, that's correct.

MR CASE: Yes, sir, | think | agree
wi th you.

MR, TREPANIER: So ny question is if you
forecasted to what degree the market systemis
going to tend to drive out low profit VOMenmtters
out of business to serve the needs of the high
profit or wealthy emtters?

MR CASE: You see, | don't see a
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connection between the first part and the second
part. In fact, | think if we are to, for exanple
-- | just don't see a connection at all. There's
no evidence that low profit firns have higher
control costs, for exanple, and in fact if the
probl em under | ow cost, low profit firms has been
a shortage of capital, now the market will work to
provi de capital for control technology, and that's
good, and that can help them stay in business.

MR, TREPANIER: Are you familiar in
[Ilinois with the process of a firmseeking a
wai ver to a command and control rule?

MR, CASE: Not specifically, no.

MR, TREPANI ER:  So you woul dn't be able
to conpare the inpact of the trading systemon a
firmin Illinois versus the inpact -- a firmin
[1l1inois who has the opportunity to seek a waiver
of command and control ?

MR CASE: | don't think so

MR TREPANFER So would it be fair to
say that you wouldn't have an ability to forecast
what degree this market systemwould tend to drive
out low profit VOMenm tters?

MR CASE: Excuse ne. Sir, |'m not
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saying that at all. | think that there's no way
to say one way or the other what the inpact's
going to be. One thing we can say is that to the
extent that these are capital short firms, they
need capital to inplement a control technol ogy,
this market can provide that capital. |'m not
trying to conpare this process of enissions
trading to a process where there mght be a waiver
that rel eases themfromall regul ation
That would be a great thing. W'd

all like to be released fromall regulation, but I
don't think you can do that, and I don't think
it's appropriate to conpare em ssions trading
agai nst a non-controlled situation. Wat we have
to conpare is em ssions tradi ng agai nst the
requi renents that would be required. |If all these
firns that you' re speculating on received waivers,
maybe that's different, but | inagine some do and
some don't, and there's waivers that go to other
peopl e for reasons, but |I'mnot an expert on
wai vers.

HEARI NG OFFI CER FEI NEN: Any nore
followup to that question 19, or is this just

general questions?
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MR, TREPANIER: | followed up question
19. 1've conpleted the foll ow up
HEARI NG OFFI CER FEI NEN: | was t hinki ng
we coul d take lunch right now and conme back and
have general questions from people unless -- let's
go off the record for a second
(Di scussion off the record.)
(Lunch recess taken.)
HEARI NG OFFI CER FEINEN: W will go back
on the record. | think we will start with

M. Saines' questions and finish up his and go to

M. Trepanier. | believe you said that you had
one foll owup possibly. Is that --
M5. FAUR | don't need to follow up.

HEARI NG OFFI CER FEI NEN:  Thank you. So
whenever M. Saines is ready, we'll start out with
his questions. |If the agency wants to answer
those two, we can start out with those, | guess.

MR SAINES: W reviewed the prefiled
guestions that | was intending on asking, and
those were -- upon review of those have al ready
been asked and answered based on February 3rd
transcript so we will withdraw the prefiled

guestions we were intending on asking, and
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bel i eve those are pertaining to Section
205.400(b). It is our section 12, C-5A, B and C,
we will withdraw those as being asked and
answer ed.

HEARI NG OFFI CER FEI NEN:  Thank you.
That's page 15 and 16.

MR SAINES: That's correct, 15 and 16.

HEARI NG OFFI CER FEI NEN:  Then | believe
you had one or so non-prefiled question

MR, SAINES: | had one followup to
Ms. Dunham s testinony. This refers to Exhibit 53
whi ch was provided as part of her testinony this
nor ni ng.

HEARI NG OFFI CER FEI NEN: Exanple --
Exhi bit No. 53 was exanpl e rubber and plastics
facility was the title of the slide

MR SAINES: If you would be so kind,
I"d like to just kind of walk through it so we can
get an understanding of what it's all about here.
The first is ozone season em ssions of 30.2 tons?

MB. DUNHAM  Ri ght.

MR, SAINES: And that is a figure that
pertains to the particular facility, is that

correct?
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MS. DUNHAM  Yes, yes.

MR SAINES: And then all the other
exanpl es under that also apply to that particul ar
facility?

MB. DUNHAM Ri ght.

MR SAINES: If | could direct your
attention to the | ast exanple on the page that
reads potential cost savings in range of $243, 300
to $279,300. |If you could explain what potenti al
cost savings as conpared to what?

M5. DUNHAM Right. That's a good
guestion. The cost savings to that individual
facility. So if they do not have to install the
control technol ogy, they are saving $279, 300.
That's the cost of that equipnent.

MR SAINES: So it's the cost savings of
either A, installing add-on control or versus
buyi ng ATUs?

M5. DUNHAM It's versus not installing
it. So overall, just looking at this facility, if
the facility does not install that equipnent, the
program s going to save $279, 300.

MR, SAINES: The way they would do it

woul d be by purchasing 30.6 tons of ATUs on the
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mar ket ?

M5. DUNHAM  Yeah, right. This range
that | put in there reflects the cost of that
facility purchasing the ATUs. It's probably going
to be somewhere between zero and $10, 000.

MR, SAINES: As conpared to the
different alternatives that have been described by
t he agency, one being 12 percent reduction on al
sources, two being controlling the 8 | argest
sources and alternative 3 being controlling the 12
| argest sources where it's nost cost effective to
do so, would the potential cost savings as
conpared to alternatives 2 and 3 be the sanme for
this facility?

M5. DUNHAM For that facility? This is
t he point you asked about earlier. | think
relative to no tradi ng, which would be alternative
1, it would save that anount. Overall, the
programwi || save nore relative to the
alternatives 2 and 3, but again you can't | ook at
this particular -- it's a different anal ysis.

MR SAINES: Wth respect to this
facility that's described here, the ERVS program

does it represent a cost savings for this facility
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as conpared to alternatives 2 and 3 that the
agency has proposed?

M5. DUNHAM |If we actually adopted
alternatives 2 and 3, this facility probably
woul dn' t be i ncl uded.

MR SAINES: So the answer is no? The
answer is the ERVS program does not represent a
cost savings as to alternatives 2 and 3, is that
correct?

M5. DUNHAM  You are conparing the wong
things. 1t's an individual source analysis.
Basically, if the source was required to reduce
nore, it would have to incur the cost of
$279, 300. Under the ERMS program it woul dn't
incur that. If it were not subject to a
reductions program then it wouldn't incur the
cost, but that's a separate issue.

MR SAINES: Alternatives 2 and 3 of the
agency's proposed alternatives would not require
this particular source to add controls, is that
correct?

M5. DUNHAM By the way we define those
alternatives, yeah.

MR, SAINES: Thank you.
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HEARI NG OFFI CER FEI NEN:  Anyt hi ng
further?

MR, SAINES: | have not hi ng.

HEARI NG OFFI CER FEI NEN:  Any fol | ow up
guestions to M. Saines' question? M. Trepanier

MR TREPANIER  Good afternoon. 1'd
like to ask a question from-- regarding a table
on page 3 of Sarah Dunhami s testinony, and | know
alittle bit earlier you did address a question
regardi ng the nmeaning of the words "profit of" in
that table. M understandi ng, taking example 5
nmy notes say that you responded earlier that they
had 27 tons available at that |ocation of over
control, is that correct?

M5. DUNHAM  Yeah, that's correct,
surplus reduction of 27 tons.

MR, TREPANI ER:  Surplus reduction. In
exanpl es 1 through 4, when you were able to cone
up with a dollar figure there, did you use the
$2850 figure that cones from page 10 of your
testi mony?

M5. DUNHAM | did, yes.

MR, TREPANI ER:  Way don't you apply the

$2850 figure to exanples 5, 6 and 7?
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M5. DUNHAM | do.

MR TREPANIER  \What woul d that nunber
then be? Wat's the profit?

M5. DUNHAM It's that nunmber of using a
price of 2850.

MR, TREPANIER Is the profit drived by
t he organic chem cal conpany exanple by 2850 tinmes
2772

M5. DUNHAM |t shoul d be.

MR TREPANIER  And then simlar for
exanpl e 6, the organic chem cal conpany, their
profit would be 165 tinmes $2, 8507

MB. DUNHAM Ri ght.

MR. TREPANIER: | have a question
regarding the --

M5. DUNHAM  Ch, actually the profit
represents the difference between what their
control would cost and what they're receiving by
selling the surplus ATUs. So the profit nunber
here reflects that difference. |'msorry.

MR. TREPANI ER: For exanple 6, that
woul d be 165 tinmes 28507

M5. DUNHAM M nus the cost of the

control
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MR, TREPANIER:  Wiich is in exanple 6,
that's $70, 000, 79507

M5. DUNHAM Right, right, I'msorry
confused you on that.

MR. TREPANI ER: | have a question, and
maybe it's on economics, and it's regarding the
forecasting for the econonmc nodel. What if any
i mpact -- is there an inpact from-- scratch that.

Do you have a concern for the
reliability of the em ssion data and does t hat
have an inpact on the econom c forecast?

M5. DUNHAM  The emission data that we
used was fromthe 1994 annual enission reports.
So while those may not be exactly identical to
what the eventual baselines are, | think they are
fairly representative of that. |If you have a --
is your question the sort of data accuracy
underlying the annual emi ssion reports, | think
sonmebody el se is probably better suited for that.

MR, TREPANIER: | wasn't particularly
guestioning the data but just asking for -- from
the persons who are fanmliar with the nodel,
what's the inportance of that, the reliability of

that em ssion data as to how this nodel has
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predicted the results, economc results?

M5. DUNHAM  Well, it's inportant
because it gives us a starting level, and then
it's what we use to apply the control equi prent
to, but it doesn't -- if that changes, | don't
think that changes the results of the analysis
whi ch shows that tradi ng saves nobney.

MR, TREPANIER:  So what |'m
under st andi ng you saying, the reliability that
em ssions data used in the nodel is not really a
factor?

M5. DUNHAM | think it's inmportant in
it would affect the end result, the actua
nunbers. The relative nunbers woul d remain the
same. The cost savings would still be there.

MR, TREPANI ER:  \Wat inpact would there
be from say, if it was the wong -- say what if
for the sources that you used that the nunber that
was reported was actually only half like for a | ot
of the -- some of the facilities that their
nunbers from'90 to '94 quadrupled. Wat if
between '94 and '96 again the reports show
anot her doubling in the anpunt of em ssions, what

effect would that have on the nodel, the accuracy
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of results?

M5. DUNHAM Again, it wouldn't change
the relative results. It mght change the absolute
nunbers.

MR, TREPANI ER:  Maybe | don't understand
when you are saying change the relative results.
It's making a conparison between two things,
understand, but | don't know two things you are
referring to.

M5. DUNHAM  Asking for the 12 percent
reduction, allowi ng the trading of the conpliance
option conpared to not allow ng trading or any
ot her command and control scenario.

MR. TREPANI ER. How does the inpact of
the presence of cyclic emtters affect the market
design or operation? | think this is nore of a
general question about how markets are designed,

t he econonics of them

M5. SAWER: Coul d you expl ain what you
mean by cyclic emtters.

MR, TREPANI ER: W have di scussed cyclic
emtters earlier when the witness -- agency's
wi tness from Environnental Defense Fund was on,

and ny recoll ection and what | am neani ng now of
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cyclic emtter is soneone say like |I read about
recently that the oil business, the oil refining
busi ness, that this is a cyclic business. They've
got years where production and em ssion |levels are
real high, and there may be several years in a row
when emi ssion levels are low so that would be an
exanpl e, ny exanple of a cyclic emtter.

MR, CASE: So your question then is what
-- conpare trading versus conmand and control ?

MR, TREPANIER: |I'mnot | ooking for a
conparison now. Wat I'masking for is how does
the inpact of the presence of cyclic enmitters
wi thin the pool of potential participants affect
t he mar ket design or operation?

MR CASE: | cannot think of a reason
why their presence would affect market design or
operations. In fact, virtually all businesses are
cyclical to a certain extent, some nore than
others. | can't think of a reason why there would
be special problems with cyclical emtters under a
tradi ng program under this design

MR, TREPANIER: So this programthere
hasn't -- under this programthat you assisted in

designing, there hasn't been particul ar nmeasure
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taken to address the presence of cyclic emtters.
MR, KANERVA: Can | respond to that.
One of the ways the programresponds to that is
t hrough the way the baseline protocol is set, al
right. The cyclical emtter will have to nake a
deci si on about what years are nobst representative
for their em ssions and provide us the
justification why they' re substituting if they're
outside of the "94 to '96 tine frame so they're
factored in like anybody else. It's their
judgrment call and our review of what they propose.
MR, TREPANI ER:  Then are you sayi ng that
the market -- the market was designed to allow for
cyclic emtters by allowing themto take an out
year '94, '95, '967?

MR, KANERVA: Yep, | think that's what

MR ROVAINE: | think there's two
aspects to this. One is howthe programis set up
to establish an appropriate allocation of sources
going into the program That's the issue that
M. Kanerva described. The other issue is howis
this program able to assure adequate reductions

year by year, and there the response is that this
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program establ i shes a cap on em ssions and at the
end of each seasons sources have to have enough
ATUs for whatever they emt, and that neans if a
source doesn't emt very much in one of its |ow
seasons, it may be doi ng okay.

If however it has a boom season
it's going to have to go out and get em ssion
reductions from sonewhere el se to conpensate for
that. So cyclical production is also accounted
for so far as the programhas to neet its air
quality levels as well, the back end as well as
the front end going in.

MR, TREPANI ER:  When you say that the
cyclic emtters are also -- that the market is
designed for themin setting the baseline, | heard
you just say that a cyclic emtter on one of their
hi gher years woul d have to go out and purchase
al | ot ment .

Doesn't -- what Roger just told us
that the program provides that the cyclic emtter
can choose a year that is actually representative
of their high production year, that they woul dn't
need to go out and purchase other all otnents?

Their baseline is set at their high end in that
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instance, is it not?

MR ROVAINE: Their baseline is set at a
representative |level which may in fact go back to
a higher operation in their cycle than a | ower
peri od, but they still would be required to

provi de 12 percent em ssion reduction fromthat

level. That level will still be an average of two
years. It will not be just the peak year so there
will in fact be an obligation for that source to

provi de em ssion reductions.

One of the things that the trading
programdoes is facilitate for that type of
source. It may in fact allow that source to be
able to do very little if in fact there is a year
when it's not operating. That's probably another
di f ference between command and control rule and a
tradi ng program Comrand and control rule doesn't
address whet her further investnent has to be nade
to reduce em ssions in a poor year. If it
operates a very low level, it sinply says you have
to provide a particular |level further em ssion
control, invest in certain capital inprovenents to
the plant so that you can provide a particul ar

rate of em ssions.
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The trading programw || all ow
sonmebody to factor in exactly what is the anmpunt
that 1'mcontributing to the environment in a
particul ar season and then have themtake the
appropriate actions to address that.

A cyclical emtter could al so

decide | want to control ny em ssions. That way

they will provide a | arge surplus of ATUs and not
quite as large a surplus of ATUs in the years when
they are at high production and then a much | arger

surplus of ATUs in other years. So this issue of

cyclical production | don't think is that critica

to whether there's sone sort of flawin the design

of the program

HEARI NG OFFI CER FEI NEN: Let the record

reflect that when people are referring to Roger
think it's M. Kanerva so we have the record

should reflect that. Thanks.

MR, KANERVA: | don't m nd anonynous
st at us.

HEARI NG OFFI CER FEI NEN: | do.

MR, TREPANI ER: | have a question now
regardi ng the economic forecasting nodel. Were

the exenpt sources that were listed in agency's
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appendi x D, how were these treated in the nodel ?
Were they treated as exenpt sources?

M5. DUNHAM  Yes.

MR, TREPANI ER:  Wen t hey were nodel ed?

M5. DUNHAM  Yes.

VMR TREPANIER  Were the reductions, the
9 percent reduction, do you expect that the -- do

t he exenpt sources total about 540 tons in

appendi x D?
M5. DUNHAM | don't have that nunber.
MR FORBES: | don't have the appendices

with ne, but it's totaled at the bottomon the
very | ast page

MR. TREPANIER: | only have six pages,
but it doesn't have a total. | would suggest that
the actual nunber is not operative in my question

MR FORBES: W can get it if that's
i mportant.

MR, TREPANIER. As a basis of ny
question, | |ooked through appendi x D and roughly
counted up to 540 tons of sources listed there as
exenpt burner sources. Now, are these sources,
this 540 tons, is that 540 tons going to be

subjected to a 9 percent reduction?
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MR, FORBES: No.

MR TREPANFER Is the | ack of these --
this segment of the stationery sources maki ng no
reduction, is that made up within the reductions
-- the 12 percent reduction that's being required
of those sources that are subject to the rule, are
subj ect to the reductions required under the
rul e?

MR, FORBES: The reductions that the
agency's asking for, the 12 percent reduction or
12. 6 tons per day is made up by the participating
sources that are listed in | think it's appendi x E
and that's -- as we testified earlier that is
sufficient along with the other reductions we're
getting fromarea sources and | ocal sources to
achi eve our 1999 RCP |evel.

MR, TREPANIER: This is a question for
-- on economics. WII newfacilities comng into
t he Chicago area have the effect upon the existing
sources and even say an existing cyclic emtter to
sell their excess ATUs, get theminto use?

M5. SAWER: Do you understand the
guestion?

MR. CASE: The question is -- let nme
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read it back just slightly different and see if
you agree with it. Wuld the ability for new
sources to conme into Chicago tend to raise the
price basically of ATUs, is that what you're
sayi ng?

MR, TREPANIER: Well, I'mfollow ng up
earlier you had said that as an advantage of this
program it's going to be easier for new sources
to cone into the area. Now, is that caused --
there's these excess ATUs avail abl e?

MR. KANERVA: The context that that
answer was given in was that by adopting this
program we would be putting in place and havi ng
wor ki ng an exi sting market people could relate to
rather than the current situation where offsets --
there is no operating market that's there to
encour age participation by people.

They' ve got to basically hunt down
of fsets in whatever fashion they can manage to do
it. There isn't a market they' re working for them
to relate to. The new source doesn't get a new
allotment. They have to find their ATUs in the
mar ket pl ace, but the availability and the

work-ability of that narketplace is an advant age
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over the current situation

MR CASE: | would agree with that, and
I don't quite understand how it should relate to
the cyclical firmyou nentioned earlier

MR, TREPANIER: Wbuld this be --
somebody coming into the market, a new enmtter
comng into the Chicago area, is there an economc
force on the cyclic emtter to sell sone of their
ATUs in their off years?

MR CASE: Well, they would certainly
have that opportunity now that they wouldn't have
before. They could only be, of course, tenporary
as opposed to offsets which tends to be a bit nore
per manent structure. Yeah, it would allow themto
real i ze sonme value fromthat.

MR, TREPANI ER:  Wen you say they
realize sone value fromthat, that they're
realizing val ue because their baseline is set
hi gher than their actual emi ssions in sone years?

MR CASE: | don't understand the
connection to baseline because that would be set
on past periods. |'mnot sure | understand your
guestion with respect to the baseline.

MR, KANERVA: The reason they've got
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ATUs to trade is because they're in the downside

of that fluctuating em ssion level. 1It's no
di fferent than anybody el se.
MR TREPANIER:  Thank you.

HEARI NG OFFI CER FEI NEN:  Any ot her

guestions fromthe audi ence? Any questions from

t he board?

M5. ANN. My nane is Elizabeth Ann

from

the Illinois Pollution Control Board. | have a

qguestion that was deferred fromearlier in the

summary of the technical support docunents,

actually in Dr. Case's testinony, the agency

and

states that small businesses are protected by an

absol ute cap, uncontrolled costs of $10,000 per

ton, but it's not actually proposed in the
regul ati on.

M5. SAWER: You referred to that.

MR KANERVA: Well, the reference was

nmade to the thousand dollars per ATU or $10,000 a

ton fee that would be charged for accessing and

purchasing trading units fromthe ACMA. So if

they're not able to get it in the market, then

that's the set price that they would then fall

back to to achi eve what they need for their
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conpl i ance.

M5. ANN: It has nothing to do with any
smal | business putting in control on their units
and they can only spend no nore than $10, 000?

MR, KANERVA: Right, it's not that,
right.

HEARI NG OFFI CER FEINEN: | have a few
guestions. In the alternative methods, you talk
about the 12 percent reduction by ERVS
participating sources with trading. Wen you are
tal ki ng about participating sources, that's a
certain classification of sources. There's
several other sources out there that can actually
generate ATUs for trading, and I'mwondering if
t hat woul d change the cost estimates for the
savi ngs between the trading program and your
typi cal add-on control program Because if you
had peopl e out there generating nore ATUs to cost,
rai sing supply would I ower those ATUs and t hat
woul d change the anal ysis between the ot her
met hods of neeting the 12 percent.

M5. DUNHAM | think it would magnify
the difference. There would be nore savings.

HEARI NG OFFI CER FEI NEN:  Was t hat
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considered in this anal ysis?

M5. DUNHAM We didn't consider any
em ssion generators -- It is reflected in ny
testinony as one of the assunptions that m ght
under predict the cost savings associated with the
ERMS program

MR CASE: | think along the sane |ine,
trading allows all sorts of different alternatives
to neet the sane reductions. The process changes
altering the production schedule. There's lots
and lots of different things that over tinme should
have t he exact same effect, driving down the price
of ATUs.

HEARI NG CFFI CER FEI NEN: My next
guestion is on the table under sunmary of
i ndi vi dual source anal ysis, exanple one says
"rubber and," and I'mgoing to say that's rubber
and plastics? |If you |look at your prefiled
testinmony, it says "rubber and."

M5. DUNHAM  Yeah, it shoul d be rubber
and pl astics.

HEARI NG OFFI CER FEI NEN:  On t he next
table, which is summary of regional economc

i npact anal ysis, you start tal king about this
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gross regi onal product being reduced by the
different alternatives in ERM5. Did the agency
cal cul ate the reduction of the gross regi ona
product if you just went with a straight 12
percent reduction?

M5. DUNHAM That's alternative No. 1?

HEARI NG OFFI CER FEI NEN:  That's
alternative No. 1.

M5. DUNHAM W thout trading, yes.

HEARI NG OFFI CER FEINEN: So that's the
$69 million and $46 million?

M5. DUNHAM  Yes, correct.

HEARI NG OFFI CER FEINEN: On -- well, |
wrote down page 9, but it's on the conpliance
option nodel, the first bullet point says, sources
may conply with the 12 percent reduction wthout
participating in trading.

And correct me if I'mwong, |
t hought if you were going -- if you' re subject to
the rule, the way you opt out would be an 18
percent reduction?

M5. DUNHAM This isn't necessarily an
opt out of the program It's saying they may not

participate in trading. They may still be subject
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to all the provisions in the rule. There's
nothing in the rule saying that somebody has to
trade.

MR, KANERVA: They do their own
conpl i ance actions, whatever they are.

HEARI NG OFFI CER FEI NEN:  Both Dr. Case
-- | believe both -- | think you said in your
testinony today and your prefiled that achieving
t he environnental goal is an aspect that has to be
part of the trading programfor it to work to nmake
it, and one of the assunptions nade by the agency
or decision rules, made by the agency is that the
program must reduce en ssions of the ozone ceiling
by 1433 tons, and we've heard a | ot of testinony
about it being off or not exactly neeting the
necessary reductions.

VWhat aspects of the viability of
the trading programw || be damaged by the fact
that if those environnental controls is a sliding
goal, let's say? | guess I'll ask you, Dr. Case.

MR, CASE: | certainly understand your
point, and it is frustrating to have the data
probl ens that we have, but | don't think that

there woul d be any difference in the data probl ens
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whereas if you were in a command and control
situation and we were trying to eval uate how we
did three years from now | ooki ng backwar ds.

MR, SAINES: Could you pl ease speak up

MR CASE: |I'msorry. | was trying to
explain that | don't think the data problemis
i nherent to the fact that we have a trading
program |If we were reevaluating a command and
control nodel that we were proposing today, in
three years we would have to see how it stood up
agai nst the data problens that we have. | do
think that one thing we can say about trading is
that it is nore resilient.

It works with a broader range of

prices, and it tends to achieve the results at
| east cost or at a | esser cost than command and
control. To the extent that we've gone out there
and underestimated eni ssions by half, for exanple,
that will come back to haunt us in the future just
as it would with conmand and contr ol

HEARI NG OFFI CER FEINEN: One | ast
guestion. In your testinony you tal ked about how
the ACVA is needed to control prices of the ATUs.

It will give a maybe stabilizing effect on the
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prices of ATUs. | was wondering if you could
expand on that a little bit.

MR CASE: | think ideally I would hope
that account woul d never be used, that the ATU
prices are always bel ow that |evel and no one has
an incentive to pay such a high price for an ATU.
| think that's probably going to be the case.
That's our rough estimate fromthe nunbers that
t he agency has devel oped. | guess it may not be
true so in that aspect, it's conforting to know
that you have that upper bound, if need be, that
you can dip into if you have to.

HEARI NG OFFI CER FEI NEN: Now, the
account access to the ACMA, there's a set price
for that, and that set price, | think, is based
of f the market price.

MR, CASE: Actually I'mnot the best
person to tal k about that account.

MR, KANERVA: | can respond to that.
There's a choice there. There's a fixed rate, but
there's also an option to use an average fromthe
market price if sufficient trade transacti ons have
happened that we can calculate to a good average.

HEARI NG OFFI CER FEINEN: So the fixed
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price would definitely help fix the prices or
stabilize the prices.

MR CASE: It gives you have up and
down.

MR, KANERVA: That gives you sone at
| east certainty of what that is.

HEARI NG OFFI CER FEINEN: | think those
are all the questions |I have at this time. Are

t here any other questions?

| guess while we're still on the
record, 1'd like to talk about the upconi ng
hearings that were set in April. | did put a
Hearing Oficer order out. It did contain

prefiling dates for testinmony and questi ons.

For all those who don't know, which
I think pretty much all of us know, the next
hearings are April 21st, 22nd, 23rd and 24th. |
set the prefiled testinony for those hearings for
April 4th with no mailbox. It has to be in the
offices of the clerk of the board in Chicago on
April 4th. It can't be mailed on April 4th. It
has to be in the offices by April 4th.

Prefiled questions to the prefiled

testinmony has to be in ny offices simlarly by
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April 14th. I1'mgoing to ask for an expedited
transcript for today's hearings so hopefully we'll
have that either Friday or Monday. That gives
everyone about two weeks to have the whole entire
transcript, prepare for their testinony for that
April 4th deadli ne.

The hearings are going to be in
this roomagain for all four days. |I'mgoing to
check to make sure I'mcorrect in that because |
have a hard tinme with these roons. April 21st,
22nd, 23rd, 24th are all in these roons. W have
the roomstarting at 9:00 o' clock. | think we
shoul d start at 9:00 o' cl ock unl ess people have a
problem starting at 9:00 o' clock on Monday. |
think it's a Monday.

So we'll start at 9:00 o' clock then
on April 21st with the prefiling dates. 1Is there
any other matters we need to take care of? Board
Menber McFawn was wondering if there was going to
be any -- if we know anyone is going to be
prefiling testinony if we're going to have
testinmony for those dates. | see a few hands.

M5. MC FAWN: | was just curious.

HEARI NG OFFI CER FEI NEN:  About four
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hands went up for the record. Then I guess we'll
continue it on the record until April 21st
starting at 9:00 o'clock in this roomwth
prefiled testinony being due April 4th and
prefiled questions of the testinony being due
April 14th in the clerk's office. Thank you.
(Wher eupon, this hearing was

conti nued.)
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STATE OF ILLINOS )
SS:
COUNTY OF COOK )

LI SA H BREI TER, CSR, RPR, CRR, being
first duly sworn, on oath says that she is a court
reporter doing business in the City of Chicago;
that she reported in shorthand the proceedi ngs at
the taking of said hearing and that the foregoing
is atrue and correct transcript of her shorthand
notes so taken as aforesaid, and contains all of

t he proceedi ngs had at sai d hearing.
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