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Good morning Mr. Chairman, Sen. Cropsy and Sen. Brater. Thank you for the opportunity to
speak about the proposed MDEQ fee increases. | will talk about the specific fees discussed by
the MDEQ today and offer some our perspective on the proposed fees in general.

First, let me describe manufacturing in terms of its importance to Michigan’s economy. MMA
represents about 3,000 members that operate in the full the full spectrum of manufacturing
industries. Our members represent 90% of Michigan's industrial workforce. Michigan is a large
manufacturing state making 23% of the automobiles made in America and hosting 50% of the
nation’s auto supplier base. Even without the automotive industry, Michigan would be the 13"
largest manufacturing state. Manufacturing, along with allied industries mining and utilities, is
the largest single sector of the economy, creating 21% of the gross state product (GSP), or $76.3
billion. This contribution is nearly double the contribution of the next largest sector, real estate,
with $42.9 billion in GSP. Manufacturing wages are about 25% higher on average than any other
sector. In addition, manufacturing has the highest economic multiplier effect compared to other
sectors, with manufacturing creating an average of about 3 indirect jobs created jobs for every 1
job created. The auto industry can be as high as 7 indirect jobs created. That is why
manufacturing is so important to Michigan.

A word about global competition — It is important to recognize that the manufacturing sector

competes in the global economy in ways that other business sectors do not. We don’t compete

with companies down the street; we compete on the basis of price with the lowest cost location
anywhere in the world. If we don’t win on price, we lose market share.

Michigan has lost about 400,000 jobs in this state since 2000. We have the second highest
unemployment rate in the nation, sandwiched between Louisiana and Mississippi, both of which
were hit by hurricane Katrina. Increasing costs on manufacturers is not a step in the right
direction.

The MDEQ proposes to increase program fees by about $20 million.

- Increase on average about 85% over the current levels,

- Range from 43% to 282% increase.

- The list of individual fees includes,

0 Air Fees ($5.5 million — 50% increase),

Groundwater Waste Reduction Fee ($1.8 million — 140% increase),
On-site Wastewater Management a newly created fee ($589,000),
Hazardous Waste User Charge ($1.2 Million —92% increase),
Waste Reduction Fee ($2.4 million — 100% increase),
Solid Waste Program Fees ($1.8 million — 43% increase)
Land and Water Permit Fee ($6.2 million — 282% increase).
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To move forward more productively, we suggest some different approaches.
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First, we are concerned about the recent trend of removing general fund from the Department of
Environmental Quality and replacing those revenues with new and increased fees on the back of
the business community. Director Chester has pointed out that the department has lost about
$100 million dollars in general fund support since 1996 and we share his concern. We believe
that the public has an interest in efficient, effective, and well funded environmental programs. It
is good economic policy to ensure that environmental permitting is performed in a timely manner
to ensure that government is not a barrier to meeting the ever increasing pace of the global
marketplace.

However, we have become increasingly concerned, because as general fund contributions drops,
that cost burden is shifted largely to manufacturers. This increases the cost of production in
Michigan reducing our ability to compete in the global market. Some might say that the increase
is only $20 million, but we have lost $100 million in general fund — $100 million here and $100
million there; pretty soon you’re talking real money. Shifting the tax burden to manufacturers is
an economic policy that is going in the wrong direction for Michigan.

Secondly, if you look at all of the fee proposals they are based fundamentally on automatic cost
of living increases, while keeping the same number of staff or some cases increasing the number
of staff. Designing budgets, and defining revenue demand based solely on the consumer price
index, will always result in the increased cost of government. Status quo doesn’t work anymore.
Manufacturers must continually increase efficiencies and do more with less, just to stay in
business. We think the agency should offset the increased cost of CPI with efficiency increases.
While the MDEQ has talked about increased efficiencies, you will notice none of the fee
proposals suggest fewer FTE’s going forward as a result of increased efficiencies. We think
efficiencies ought to translate into lower costs and be reported to the legislature annually in terms
of fewer FTE’s.

To this end, we suggest that every division should implement continuous improvement
efficiency evaluation programs, like the “value stream mapping” process used successfully in the
AQD. The agency has proposed eight new fees, but has only implemented the efficiency
programs in two of them. These efficiency programs should be a permanent and continuous part
of operating government programs, just like the business community does.

Thirdly, we believe government must live within its means. Total state revenues have dropped.
Just like businesses, government must shrink to match revenues. The agency cannot afford their
current set of programs, but they are still creating new programs — such as the mercury program
that goes beyond the federal standard, which is the only mercury specific national regulation on
the planet. At a minimum, we suggest the agency shouldn’t create new programs when they can’t
afford to run the programs they have now. In addition, the agency should be looking at programs
and services that can be eliminated.

Fourth, let me describe the insidious cycle of fees. Environmental regulatory program fees are
different than other types of state fees like vehicle registration fees, or real estate license fees.
Regulatory fees are generally based on emission. As emissions drop, and as the number of fee
payers drops, fees must increase on the remaining fee payers. Moreover, the remaining payers
must pay to replace the drop in the general fund contribution, pay for the automatic Consumer
Price Index increases, additional state and federal regulation, and the lack of increased agency
efficiency. This cycle has continued to the extent that the agency is calling for an average of 85%
fee increases. Where is the point at which the manufacturing base can no longer support this
much government?
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In closing, let me share some sobering statistics reported recently by the Mackinac Center:

- The Bureau of Labor Statistics reported that 2006 was the first full year that total
government employment in Michigan exceeded the number of manufacturing employees
(this BLS data set goes back to 1956 and also is seasonally adjusted).

- In 2005, on average state government employees, earned about 18 percent more than
private sector workers.

- In fiscal 2005, Michigan-classified state employees’ benefits averaged almost 54 percent
of base payroll, whereas in the private sector, nationwide benefits averaged almost 41
percent of base payroll.

Government must live within its means. The agency’s plan to shift the increased cost of running
the agency almost exclusively to job providers is just plain bad economic policy.

| appreciate the opportunity to talk about the fee details, because it is appropriate for the
legislature decide how much fee burden is appropriate, before deciding how much to spend. It
would be our preference that the specific fee bills move through the process, before the
appropriation bills.

Air Fee
MDEQ Proposal
Current Fee
- $11 million
- Current staff 114
- Sunset 2007
Proposed Increase
- $5.5 million increase to $16,576,000 (50% increase)
- Automatic Inflationary Increase
- 127 FTE’s — 13 more than 2007

The agency proposes total revenue target of $16,576,000 to support 127 staff or 13 more than
2007. This is a 50% increase over 2007 fee revenue and about $2 million more than the agency
reported as expenses in 2007. The agency reports that through efficiency improvements, permit
process time has been reduced from 167 days on average in 2004 down to 43 days in 2006. In
addition, the total number of permit to install (PTI) applications have dropped from a total 579 in
1996 to 311 in 1999, highlighting a increased in the use of general permits to increase efficiency.
However, the total number of PTI applications has continued to drop with 291 filed in 2000 and
only 232 in 2006, with the low range of 202 applications occurring in both 2002 and 2005. A
significant fee increase is not justified.

In addition, the agency has proposed changes in the fee structure that has been in place since the
fee was first implemented in the early nineties as required by the federal Clean Air Act
Amendments of 1990. The agency proposes raising fee subject emission caps, which shifts cost
increases primarily to coal fired utilities, steel manufacturers, cement manufacturers, and paper
facilities. The proposal also creates significant increases on municipal electric facilities. The
consensus among those companies that pay the fee is a preference for the current fee structure.

Committee Recommendations
1) The revenue goal of the Title V air fee ought to match the revenue target required by the
federal Clean Air Act, known as the ““federal presumptive minimum.” The MDEQ
indicates the federal presumptive minimum is about $12.1 million in 2007.
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2) The fee ought to only fund the federally required Title V permit activities as required by
the federal Clean Air Act. Michigan specific — state only requirements — ought to be
funded through the general fund to accurately reflect the public’s interest in regulatory
activities.

3) The fee formula should not include the agency’s request for an automatic annual
inflationary increase. Such automatic increases are antithetic to the ongoing obligation
of government to seek increased operational and budgetary efficiencies. The global
economy does not operate on the basis of a localized inflationary factor, and government
must be a partner with the manufacturing sector’s mission to remain competitive with the
lowest cost locations on the globe.

4) Fee based programs must include sunset dates as an accountability measure to ensure
the program delivers the services while continually reducing operational costs through
increased efficiencies.

5) The biennial Auditor General’s report requirement ought to be retained to ensure
appropriate governmental oversight and accountability. MDEQ called for elimination of
this requirement.

6) To ensure Michigan does not increase regulatory burdens beyond other states,
authorization in the statute ought to limit new rules to not exceed federal standards,
without providing a cost benefit analysis to the legislature for prior approval.

7) Given the success of the systematic efficiency review in the new source review portion of
the program ( in this cased called *““value stream mapping”), a similar systematic
efficiency process previews should be required in the fee based ROP program. We
believe the regulated community deserves continuous efficiency improvements in all fee
based programs. Here are two examples of need for improvement:

a. Currently, ROP’s are filed electronically and then staff re-types them.
b. Currently, Michigan requires filling whole applications upon renewal, while
many other states, like Indiana, focus only on the changes in the permit.

8) The efficiency review processes discussed above should establish both speed and cost
reduction metrics at the outset. The results of the effort should be reported to the
legislature in terms of potentially reduced permit issuance time and FTE’s as part of the
accountability report required in Section 5522 of the act.

9) The current fee structure in terms of emission fees, facility fees and billable emission
caps should remain unchanged. The current structure has been in place since creation of
the federally mandated fee in the early 90°s. The fee payers support this structure as it
best reflects the cost of service among different sectors of the manufacturing community.

10) The MDEQ proposal proposes to increase staff by 13 FTE’s over the 2007 levels. We
believe the agency should look for ways to reduce costs going forward instead of
proposing an increased expenditure of $1,690,000 (13 FTE’s x 130,000 per FTE) in
additional staff. As noted in the agency’s presentation, they have made significant gains
in permit issuance time and they have continued with that success at current staffing
levels.

11) Historically, the agency’s funding requests have been substantially higher than what
they have needed to meet the federal presumptive minimum or needed to issue permits in
a timely manner. In 2005, with approximately $4.5 million surplus in the fund, the agency
called for a $16 million revenue target. The legislature subsequently froze the fee at
about $11 million and instructed the agency to reduce the surplus.

12) Recognizing that the number of ROP facilities are dropping as companies adjust to the
global economy, we should advocate changes to the statute to require the agency to
report the number of ROP facilities, the number of synthetic minor permits, and the
number of permits that drop out of the system — facility closures.
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13) The subcommittee suggested we begin to point out that several facilities have closed and
will therefore, drop out of the ROP program.

14) The “Rent” portions of the program have risen significantly. A few years ago the state
decided to purchase Constitution Hall instead of leasing, which increased the cost
imposed on the program. So, the regulated community is forced to pay the cost of the
buying the building without input on that decision and not gaining an ownership interest
in exchange for the fee.

15) There were several suggestions to add to the list of agency accountability reporting
requirements in Sec 5522 of the statute in addition to the # of ROP facilities, and
reporting potential FTE reductions from efficiency measures mentioned above. Here are
a list of other proposed changes:

a. Describe on going efficiency measures in each regulatory program
b. Describe any new efficiency measures implemented during the year.
c. Describe the results of the efficiency measures, expressed in terms of potential

FTE reductions.

Number of FTE vacancies

Report the amount of funds sent to the Department of Information Technology.

Report the amount of funds dedicated to rent costs.

Report the average cost of FTE used to calculate program revenue needs.

Report the amount and percentage of each FTE’s cost dedicated to executive

office operation.

i. Report annually regulations that exceed the federal standards

J. Report annually state regulations that are duplicative of federal regulations.
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Solid Waste Fee
MDEQ Proposal
Current Fee
- 21 cents per ton or 7 cents per cubic yard
- Sunsets Oct. 2007
- Generates $4.3 million
- Current Fund Surplus $2 million
Increase
- MDEQ proposing increase of $1.8 million (43% increase)
- Noincrease in 2008
- Graduated fee increase beginning FY 2009 $.01/ cubic yard per year through 2011
- Current Staff 42 FTEs (though HFA Decision Document says 50, and MDEQ Report
says 44%)
- Number of construction permit applications in 2004 = 10
- Number of Operating Licenses issued in 2004 = 73

Committee Recommendation

Like every other MDEQ fee proposal the agency is calling for a ““status quo” proposal that
assumes automatic 4% wage increases, but no savings from efficiency increases. MMA members
are shocked to see funding proposals that do not include continuous improvement efficiency
mechanisms and benchmarking measurers to verify efficiency increases at least annually.

Amendments should be made to the statute to require the implementation of efficiency evaluation
mechanisms similar to the successful use of the “value stream mapping’ process in the air
program a few years ago. The mechanism must establish efficiency measures to identify and

! MDEQ Report of Activities Funded by the Staff Account of the Solid Waste Management Account
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implement the efficiency increases. Moreover, the potential efficiencies identified in the process
should be reported to the legislature and expressed in terms of FTE reductions. The report to the
legislature should include information, such as the total number of FTEs, the number of FTE’s
expressed as a ratio the number of operating permits and construction permits issued, and report
on the timeliness of permits.

We propose that the sunset on the current fee be extended one year. MDEQ indicated in their
presentation to stakeholders that the current surplus in the fund is about $2 million. This fact is
reflected in the agency’s proposal, which would not increase the fee in 2008. Extending the
sunset one year comports with the agency’s proposal and allows one year for the agency to
evaluate and implement efficiency measures and report to the legislature on their results, before
asking the legislature to increase fees on manufactures, and Michigan citizens.

Hazardous Waste User Charge (Environmental Pollution Prevention Fund)
MDEQ Proposal
- Increase Total Fee Revenue from $1,300,000 to $2,500,000 (a 92% increase)
- Current Sunset is March 31, 2008
- B61FTE’s

Increase Details:

1. Facility ID Number (for nonhazardous liquid waste generators)- increased from $50 to $100.
2. There is a new provision that allows the MMDEQ to annually evaluate the need and if needed,
to increase the fee up to $120.00.

3. Hazardous waste manifest is increased from $8 to $20

4. The upper limit that the MMDEQ can charge (the fee can be adjusted annually) for each
manifest increased from $8 to 32$

5. The penalty (a fine) for not paying the manifest fee on time was changed. Originally, the
MMDEQ could assess a 5% fine each month that the payment was delinquent. Now, it is 5% for
the first month and 10% thereafter.

6. Act 451 Part 111- Section 324.11153 (Hazardous Waste — Site ID Number and User
Charges)

6. Facility ID Number (for Hazardous Waste — Site ID Number and User Charges) increased
from $50 to $100.

7. There is a new provision that allows the MMDEQ to annually evaluate the need and if needed,
to increase the fee up to $120.00.

8. The user charge fee for a small quantity hazardous waste generator increased from $100 to
$200

9. The user charge fee for a large quantity hazardous waste generator increased from $400 to
$1,000

10. The user charge fee for a very large quantity hazardous waste generator increased from
$1,000 to $3,000

11. The user charge fee for an active hazardous waste treatment, storage and disposal (TSD)
facility increased from $2,000 to $6,000.

12. The concept of an active TSD and inactive TSD is introduced. | could not find any
definitions in the Act or rules except the terms "Active Portion” — a portion of a TSD facility
that stored, treated or disposed hazardous waste and has not been closed or Active Life — a time
of initiate receipt to the date MMDEQ certification of final closure is issued.

13. The user charge for an inactive TSD remains at $2,000

Committee Recommendation
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The amount of hazardous waste generated in Michigan has dropped 83% over the past 20 years.
The number of staff in the HW section has remained about the same for 10 years. The agency’s
proposal going forward assumes the same number of staff, with automatic inflationary increases.
The agency has not proposed any efficiency measures or mechanisms to increase efficiency. As
we have said in response to all other fees, this approach is unacceptable. While the agency
indicated that both federal support and general fund support has dropped, we believe that the
agency must respond with corresponding decreases in expenditures. Converting the reductions
in other funding sources and retaining current staff levels, while increasing salaries, amounts to
a tax increase for job providers.

We propose a one year sunset extension, with no increase in the fee and suggest the MDEQ
propose, perform, and report on efficiency efforts next year, so the legislature can evaluate their
performance.

Specific Program Concerns

- There remains too much bureaucracy in the process. The agency relies on the
companies to “verify”” fee amounts. The verification process should only be invoked
when a payer disputes the bill sent to them by the agency.

- The agency has attempted to increase collections of out of state sources. We
encourage the agency to increase those efforts.

- Penalty provision — the proposal doubles the monthly late payment penalties to a rate
of 120% per annum. Leave current law at 5% per month up to 25%.

Hazardous Waste Fee
Pollution Prevention Program Fee — Waste Reduction Fund — Environmental Sciences and
Services Division
MDEQ Proposal
Current Fee
- $2.5 million
- $10/ton
- 31FTE’s
Increase
- Freeze current fee and create new fee on TRI Reports
- Increase of $2.4 million (96% increase)
- Total after increase $4.9 million

Committee Recommendation

The amount of hazardous waste generated in Michigan has been reduced by 83% in the last 20
years. Increasing this fee highlights the perverse incentive created with regulatory fees based on
declining amounts of material. As the amount of pollution drops, the fee rises, essentially
punishing success.

The TRI proposal was not discussed in any detail in the workgroup and is not supported by the
fee payers. The proposal forces manufactures to pay double on emissions as the other fees are
based on the same emissions.

MMA recommends keeping the current fee going forward, without increases. The ESSD provides
programs that many businesses appreciate, but going forward the state must find ways to live
within its means and Michigan businesses’ ability to pay. If the educational programs the agency
offers are truly in demand, then they should be able to charge per program fee commensurate
with the cost of delivering those services. This will bring a more market based approach to the
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services provided by the agency, which are the same terms under which the private sector must
provide services. We recognize that the ESSD has been innovative and adaptive in the past, and
are probably in the best position to adapt in the future.

In conclusion, let me share some sobering statistics reported recently by the Mackinac Center:

- The Bureau of Labor Statistics reported that 2006 was the first full year that total
government employment in Michigan exceeded the number of manufacturing employees
(this BLS data set goes back to 1956 and also is seasonally adjusted).

- In 2005, on average state government employees, earned about 18 percent more than
private sector workers.

- Infiscal 2005, Michigan-classified state employees’ benefits averaged almost 54 percent
of base payroll, whereas in the private sector, nationwide benefits averaged almost 41
percent of base payroll.

Government must live within its means. The agency’s plan to shift the increased cost of running
the agency almost exclusively to manufacturers, is just plain bad economic policy.

Conclusion

In conclusion, let me say that we recognize that we are in difficult budget times and these are
difficult decisions for the legislature to make. But in our view now is the time to make significant
changes in how government operates. The success of the Value Stream Mapping process in the
air program highlights the potential improvements available in any organization. These are
important government reforms and they should be included in the budget process, before we talk
about long term funding that includes substantially higher fees on the job provider community.

Thank you for your consideration.
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