October 26, 1998

The Honorable Carol M. Browner

Adminigrator, United States Environmental Protection Agency
401 M Street, SW.

Washington, D.C. 20460

Dear Ms. Browner:

Enclosed for your consideration is the Report of the Small Business Advocacy Review Pandl
(SBAR Pand or the Pand) convened for the proposed rulemaking on Tier 2 light-duty vehicle (LDV)
and light-duty truck (LDT) emission standards, heavy-duty (HD) gasoline engine standards, and
gasoline sulfur standards that the Environmenta Protection Agency (EPA or the Agency) is currently
developing.

On August 27, 1998, EPA’s Small Business Advocacy Chairperson convened this Panel under
section 609(b) of the Regulatory Hexibility Act (RFA) as amended by the Small Business Regulatory
Enforcement Fairness Act of 1996 (SBREFA). In addition to its chairperson, the Panel consists of the
Deputy Director of EPA’s Office of Mobile Sources (OMS), the Administrator of the Office of
Information and Regulatory Affairs within the Office of Management and Budget (OMB), and the Chief
Counsd for Advocacy of the Small Business Adminigration (SBA).

It isimportant to note that the Pand’ s findings and discussion are based on the information
available at the time that the Pand report was drafted. EPA is continuing to conduct anayses relevant
to the proposed rule, and additiond information may be developed or obtained during the remainder of
the rule development process and from public comment on the proposed rule. Any options the Panel
identifies for reducing the rul€ s regulatory impact on smal entities may require further analyss and/or
data collection to ensure that the options are practicable, enforceable, environmentaly sound and
consgtent with the Clean Air Act (CAA or the Act).

Summary of Smal Entity Outreach

A Tier 2 program establishing stringent vehicle emission standards and requiring reductionsin
gasoline sulfur content would primarily affect manufacturers of light-duty vehicles, light-duty trucks,
heavy-duty gasoline vehicles, and ail refiners that produce gasoline. Most companiesin these industries
do not meet the small business definitions provided in the SBA regulations (13 CFR Part 121).
However, EPA has identified several companies within these indudtries that are small businesses as
defined by SBA. These businesses may be subject to the Tier 2 vehicle and gasoline sulfur standards,
and could be significantly impacted. The industries of industry segments that contain smal businesses



ae 1) amdl refiners, 2) amdl petroleum marketers, and 3) certain small certifiers of vehicles
(independent commercid importers of vehicles, converters of gasoline vehicles to operate on dternative
fuds, and smal volume vehicle manufacturers).

EPA, done and in conjunction with SBA and OMB, has had saverd mestings and
conversations with small entity representatives (SERS) to discuss the potentid Tier 2/gasoline sulfur
program. Two months prior to convening the Pandl, EPA staff held two phone conferences with
representatives of two smal refining companies and a subsequent face-to-face meeting with
representatives of four smal refining companies. On August 18, shortly before the Pand was
convened, representatives from EPA, SBA, and OMB held two pre-panel outreach conference cdls
with representatives from smal businesses in the automotive and refining industries. Once the Pandl
was officidly convened, two additiona meetings (one vehicle-rdated and one gasoline sulfur-rel ated)
were held on September 21 between EPA, SBA, OMB, and the SERS (listed in Section 6 of the Pandl
report). Summaries of the August 18 and September 21 meetings are included in Appendix B of the
Panel report.

The Pandl dso had the opportunity to vist Frontier Oil Company’srefinery in Cheyenne,
Wyoming, a the company’s invitation, during the Pand process. The Pand notes that this was a unique
opportunity to gain a“firs-hand pergpective’ on what a refinery would have to do in order to comply
with the proposed Tier 2/gasoline sulfur rule. Two members of the Pand (SBA and EPA) aso met
with representatives from the Gary-Williams Energy Corporation to discuss the potentid impacts of the
rule.

In addition to verba comments noted by the pand at meetings and teleconferences, the panel
aso recelved written comments from members of each of the affected industry segments or their

representatives.

Panel Findings and Discussion

Major Topics of Panel Discussion

The Pand discussed each of the issues raised in the outreach meetings and in written comments
by the SERs. Regarding smal refiner issues, the Pand discussed the nature of refining operations and
refinery process economics, how operations and economics differ between smadl and larger refiners
(and among individua smdl refiners), and the kinds of regulatory dternatives that might assst small
refiners in complying with a gasoline sulfur sandard. In regard to smal gasoline marketers, the Pand
discussed the potentid that gasoline sulfur requirements may add to exigting recordkeeping and
reporting requirements (for other gasoline regulations) with which various partiesin the gasoline
digribution sysem must dready comply. The Pand aso considered the rdationship of smal refiner



relief options to internationd trade issues and believes that such options bear further examination in the
context of domestic environmenta policy godsand U.S. internationa trade consderations.

The Types and Number of Small Entities to Which the Proposed Rule Would Apply

Smdl Refinr's About 15
Small Gasoline Marketers: Severa hundred
Smadll Cetifiers of Covered Vehicles About 15

Projected Reporting, Record Keeping, and Other Compliance Requirements of the
Proposed Rule

EPA does not expect the rule, when proposed, to include any significant new recordkeeping
and reporting requirements for any party. The proposed rule may include a new requirement for
gasoline distributors to add sulfur content to the set of gasoline quality parameters they currently record
and/or report. The Pandl bdlievesthat this requirement would add little, if any, burden to smdl gasoline
marketers since sulfur content is generally measured aong with other parameters and the results would
smply need to be recorded and reported. The Pandl encourages EPA to continue to request comment
on this during the rulemaking process.

Other Relevant Federal Rules Which May Duplicate, Overlap, or Conflict with the
Proposed Rule

The regulations EPA expects to propose on gasoline sulfur content and vehicle emisson
gtandards would be similar in many respects to existing regulations, often replacing earlier requirements
with more stringent requirements for refiners and vehicle manufacturers. However, the Pand is not
aware of any areawhere the new regulations would duplicate, overlgp, or conflict with the exigting
federal, Sate, or loca regulations.

Regulatory Alternatives

The Pand consdered awide range of options and regulatory aternatives for providing small
businesses with flexibility in complying with potentid Tier 2 vehidle emission and gasoline sulfur
sandards. Asapart of the process, the Panel requested and received comment on severa early ideas
for compliance flexibility that were suggested by SERs and Pand members. Taking into consderation
the comments received on these ideas as well as additional business and technical information gethered
about the affected small entities, the Pand is prepared to recommend that EPA solicit comment on
severd of them. As described below, the Panel recommends some of these concepts individually and,
in the case of small refiners, the Pand recommends a comprehensive option that incorporates severa



ideas. The Pand took consderable time in addressing the concerns of the smdl refiners, who indicated
their belief that their businesses may haveto closeif rdief isnot consdered for their industry. Taken
together, the Panel believes that these options would provide meaningful relief to small businessesin
each of the industry sectors potentialy affected by a Tier 2/gasoline sulfur control program while
protecting the environmenta goas of the program.

Small Refiners. The pand recommends that smdll refiners be provided a four- to six-year period
during which less stringent gasoline sulfur requirements would apply. Each refinery’ s gasoline sulfur limit
would be set based on its individua average sulfur leve as reported in the most recent batch report
(submitted under the reformulated gasoline program, e.g., for 1997) available at the time of the
proposed rule, as described below. Thisfour- to six-year period of relief would begin at the time that
fina standards become effective for the refining industry asawhole. Following this period of relief,
amadl refiners would be required to meet the industry-wide standard, athough temporary hardship relief
would be available on a case-by-case bass. The Pandl believes that the additiond time that this
approach would provide would alow 1) new sulfur-reduction technologies to be proven out by larger
refiners, 2) the costs of advanced technology unitsto drop as the volume of their sales increased, 3)
industry engineering and construction resources to be freed up, and 4) additiona time to raise capita
for infrastructure changes.

Small Marketers of Gasoline: The Pand believes that adding gasoline sulfur to the fuel parameters
dready being sampled and tested by gasoline marketers will likely result in little, if any, additiond
burden. The gasoline marketer SERs that commented to the Panel did not addressthisissue. The
Panel does not recommend any specia provisons for gasoline marketers. (These parties raised
concerns about indirect effects of a sulfur control program on marketers, especidly if some refiners go
out of business and reduce the number of gasoline suppliers.)

Small Certifiers of Covered Vehicles: The Pand recommends that EPA solicit comment on severd
ideas suggested by small companiesthat certify LDV, LDTs, and HD gasoline vehicles, as discussed
further below. However, severd other concerns that these businesses raised to the Pand do not
appear to be affected by potential new Tier 2 emisson standards but rather involve existing regulations.
While the Panel does not believe that these “non-Tier 2" issues would be appropriately addressed in a
Tier 2 rulemaking, the Panel encourages EPA to meet with smdl| certifiers designated as Independent
Commercia Importers to discuss those issues.

The Panel recommends that EPA solicit comment on the following potentia regulatory options:
1) For smal certifiersthat convert imported vehiclesto U.S. standards or that convert vehiclesto

operate on dternative fuels, provide adeay in required compliance of two years after Tier 2
gandards gpply to the modd (engine family) involved.



2)

3)

4)

5)

If the Tier 2 program involves a phase-in of standards, alow small certifiersto comply a the
end of such a phase-in.

If the Tier 2 program does not involve a phase-in of sandards, delay compliance for small
certifiersuntil 2007 (or three years after the program begins industry-wide).

Edtablish a credit program as a part of the Tier 2 program, and provide incentives for large
manufacturers to make credits available to smal certifiers. In addition, develop aprogram to
provide credits to smdl certifiers for taking older vehicles off the road (scrappage).

Design a case-by-case hardship relief provision that would delay required compliance for small
certifiersthat demongrate that they would face a severe economic impact from meeting the Tier
2 standards.

The Panel believes that each of these idess, individualy or in combination, could potentialy

provide significant relief to small certifiers at little cost to the environment and should be considered in
the Tier 2 rulemaking. In addition to the above package of regulatory dternatives, the Pand believes
EPA should carefully consider al comments received during the outreach process on these and other
issues of concern to small entities. A full discusson of comments received and Pand recommendeations
are included in the Pand’ sfind report.

Sincerdy,

1S/ 1S/
Thomas E. Kdly, Chair Don Arbuckle, Acting Administrator
Smdl Business Advocacy Office of Information and Regulaory Affars
U.S. Environmenta Protection Agency Office of Management and Budget

1S/ 1S/
Jere W. Glover Christopher H. Grundler, Deputy Director
Chief Counsd for Advocacy Office of Mobile Sources
U.S. Smdll Business Adminigration Office of Air and Radiation

U.S. Environmenta Protection Agency

Enclosure



