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Executive Summary

The Center for Automotive Research (CAR) has, at the request of the Michigan Economic
Development Corporation (MEDC), undertaken a study for the Michigan Automotive Partnership
(MAP) of the time needed for the Michigan Department of Environmental Quality (MDEQ) to
issue a major modification air quality permit and how it may affect future automotive investment
in Michigan. This study focuses on the environmental permitting process as it applies to the
new construction, or major expansion of large automotive assembly facilities in the State of
Michigan. More specifically, the study examines the issues affecting the length of time involved
for an automobile company to secure all necessary air quality permits prior to construction. The
study’s recommendations aim at improving the relationship between manufacturers, the State of
Michigan, and other stakeholders, thus, protecting the substantial automotive investment in
Michigan, and making it attractive for future investment.

In Michigan, due to federal regulations governing U.S. Environmental Protection Agency (EPA)-
delegated states, all environmental permits must be approved by the MDEQ—and any appeals
resolved—before a manufacturing firm can begin construction. The State’s automotive firms
report that permit approval times average 18-24 months, beginning with the submission of an
application. MDEQ states that the process takes a shorter period of time—once a completed
application is received. Either way, the process takes longer than is acceptable, given the
highly competitive and fast-changing nature of the domestic automobile industry. Uncertainty
over the exact timing of the state permitting process increases the risk on new investment,
product launches, and state employment. During interviews with various stakeholders, it is
apparent that there is a consensus other states are issuing permits much quicker. Process time
in other states has emerged as an issue of great importance, as it directly impacts Michigan’s
ability to attract automotive investment.

As a result of this study, the authors find there are a number of actions that can be taken to
shorten permit processing times, without any relaxation of current environmental regulations.
Chief among these factors is Michigan gaining approval for a State Implementation Plan (SIP)
from the EPA. An SIP would allow full control of the air quality permitting process to reside
within the state—alleviating the time delays inherent in federal oversight of the present
permitting program. Secondly, CAR strongly suggests efforts begin immediately to build a
relationship of cooperation and trust among the automakers and the MDEQ. CAR finds that
each party has a substantial difference of opinion of the other party’s motives and role in the
permitting process, and resolving these misunderstandings will significantly improve a lengthy
and contentious process.
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The Study

This study examines Michigan’s air quality permitting process through the experiences of the
two largest motor vehicle manufacturers in the world—Ford Motor Company and General
Motors Corporation—in order to more fully understand the interrelationship of the manufacturing
and permitting processes. The Center for Automotive Research (CAR), an independent
research organization that focuses on trends in the world motor vehicle industry, has
undertaken this study for the Michigan Automotive Partnership (MAP), funded by the Michigan
Economic Development Corporation (MEDC).

From the outset, CAR’s study was designed to include input from a diverse set of stakeholders
to help understand the complex issues involved in the permit approval process. Concurrent with
gathering the companies’ perspectives, CAR researchers interviewed representatives from the
Michigan Environmental Council (MEC), the Ecology Center of Ann Arbor (EC), the Michigan
Department of Environmental Quality (MDEQ), and the U. S. Environmental Protection Agency
(EPA) Region V. Through this combination of stakeholders, CAR hoped to determine where
consensus existed regarding problems with the air quality permit approval process. The
researchers also wanted to understand where these stakeholders’ opinions differed as
recommendations were being discussed to amend the process.

Based on data collected in interviews and CAR’s independent research, specific issues are
identified that are contributing to Michigan’s lengthy air quality permitting process and
recommendations made to shorten the process. This study does not advocate relaxation of the
current regulations—it instead focuses on the length of time needed and the uncertainties
inherent in the permit approval process.

Study Goals

This study has two primary goals. The first is to determine how to effect a reduction of the air
quality permitting timeline in the State of Michigan by a minimum of six months, while leaving
federal and state regulations intact. The second goal is to illustrate the economic impact of
automotive manufacturing facilities, and identify which of these facilities are at risk unless they
can be permitted in a timely fashion.
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Introduction

Building a new vehicle assembly plant—or substantially expanding or renewing an existing
plant—is a complex process. An assembly plant has a tremendous positive impact on the
surrounding community in a number of ways, not only in terms of direct employment, but also
through a regional economic multiplier effect. Conversely, the plant—without adequate planning
and safeguards—could adversely impact areas such as regional transportation, the
environment, and the general quality of life in the community. With these effects in mind, the
decisions by the company to build, or the community to support, an automotive facility cannot,
and should not, be made hastily. However, such decisions need to be made in a timely manner
while a company’s limited window of opportunity to bring a competitive product to market still
exists. All else being equal, manufacturers will likely decide to place facility investments in
states with the most predictable permitting process and one that most closely matches its own
product development timeline.

The Michigan-based automobile industry is under intense competitive pressure, due primarily to
the influx and popularity of automobiles built by foreign-based manufacturers. Initially, all
foreign vehicles were imported to the United States from the country in which they were built.
As the popularity of these vehicles rose, the foreign manufacturers built assembly operations in
the United States (referred to as transplants). The transplant companies are now able to bring
vehicles to the North American market much more quickly than when their assembly operations
were based overseas. These factors have led to increased sales for the transplants, with a
corresponding decrease in the domestic automakers’ sales (see Figure 1), and an erosion of the
domestic companies’ market share—down by almost 13 percentage points since 1986 (see
Figure 2).

Figure 1

Percentage Change in U.S. Sales of Light Vehicles
1st 8 Months: 2003 vs. 2002

Total -2.5
Imports 1.4
Transplants 2.2
Japan 2.0
Big 3 -5.7
Chrysler Group -5.4
Ford -5.7
GM -5.7
20  -15 10 -5 0 5 10 15

Source: Automotive News data
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Figure 2
U.S. Market Share 1986 — 2003/August
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As a means of countering the popularity of the transplants’ vehicles—and the concurrent drop in
sales volume—the domestic automakers have turned to sales incentives to attract buyers.
Unfortunately, as buyers became accustomed to incentives, most of the domestic automakers’
competitors resorted to offering them (see Figure 3), forcing the domestic industry to offer ever-
higher levels of incentives—substantially reducing their ability to generate profits.

Figure 3
Average Automotive Incentives as of August 2003 (US$)

General Motors
Ford

Chrysler
Industry Avg.
Volkswagen
Toyota

Honda
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Source: AutoData, Inc

The domestic industry is responding to this increased competition by identifying areas where
they can reduce time and costs in order to bring a new vehicle to market sooner. It is hoped
that this will provide opportunities to re-capture market share—and profits—for the companies.

When the transplants site a new manufacturing facility, they have the flexibility to base their
operations anywhere in the country, taking advantage of cheap land, non-unionized labor,
and—some say—states where the regulatory permitting process is simpler. Contrast this with
the established Michigan automobile industry, where many manufacturing plants have been in
the same location for over 50 years, hourly workers are fully unionized, and the environmental
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permitting process is quite lengthy and complex. The transplants currently enjoy a substantial
cost and time advantage in developing and manufacturing a new product, thus forcing the
traditional domestic industry to re-examine whether the above stated differences are adversely
impacting its manufacturing and product development processes.

The Problem

In this competitive market, it would seem that the automobile companies and the communities in
which they are based would benefit from timely issuance of a permit to operate a manufacturing
facility. However, this is not the case in Michigan, where an assembly plant approval process
for all permits can purportedly stretch beyond two years. Add to that the actual construction and
ramp-up time to full production, and the timeline could easily become four years or more.

From a company perspective, the two-year permit approval scenario is untenable, in light of the
highly competitive market in which the North American-based automakers operate. It is
generally agreed within the automotive industry that an expeditious launch of new products is
one of the most highly desirable competitive advantages in the automotive market today. Even
the most innovative automotive products are now matched by competition in as little as 12
months. A delay of several months in launching a new vehicle could possibly eliminate the
return on an investment costing hundreds of millions, if not billions, of dollars.

This potential delay, or elimination, of a return on investment from a new or modified plant in
Michigan has made the state less attractive to manufacturers. Michigan has gained a reputation
among automobile manufacturers as a difficult state in which to obtain timely approval of an air
quality permit, while other states’ approval processes are much more efficient. Alabama, for
instance, publishes an environmental permit process diagram on its state government website,
along with a document detailing expected elapsed time for each stage of the process.'?
Additionally, they strive to, wherever possible, align processes that can occur simultaneously—
thus condensing the entire timeline. Michigan’s website, on the other hand, is a maze of
permitting information without a clear explanation of the expected time necessary to complete
each phase—suggesting a complex, uncertain process. This is but one example that has
fostered a belief by many in the manufacturing community that the state’s permitting process is
needlessly complicated, offers little solid information for company planners, and is adversarial in
nature.

Product Development Process

As can be seen in the diagram below (Figure 4), the time needed to conceive, create and
deliver a new vehicle to market is approximately 30 months. This development process is an
extremely complex one, comprising several inter-related steps.

! Economic Development Partnership of Alabama website, accessed 10/11/2002 http://www.edpa.org/frameset-
businessclimate.htm

? Alabama Department of Environmental Mangement website, accessed 10/11/2002
http://www.adem.state.al.us/Permitting/PermittingInfo.htm
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Figure 4
Product Development / Permitting Timeline
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Based on discussions with two Michigan manufacturers, there are at least three main ‘gates’
that seem to be common to most manufacturers. They are—in project order—concept creation
and business case development, product and manufacturing engineering, and assembly site
preparation. While it is important—and obvious—that the development of a vehicle is far more
complex than only three decision gates, this stylized description captures the essence of
product development and enables easier correlation to the permitting process.

According to representatives of the two companies, the process starts approximately 30 months
before vehicle launch, with the business case development. It is during this portion of the
process that the new product is assigned a platform, which somewhat constrains the
manufacturing site location decision. It is at the end of this business case development process
that the program can be approved, delayed, or cancelled.

Once corporate approval is given, the project is assigned to a vehicle development team, and
product and manufacturing engineering gets underway in earnest. During this stage, the team
develops the specific parts, components and manufacturing processes for the vehicle. While
the product engineering occurs both during the product planning and creation process, and
continues after the site preparation phase begins, the bulk of the core engineering work is
completed within a 12-month window. Even though this portion of the process has little effect
on the location decision, the engineering decisions factor into total plant emissions.

Company representatives report that site development and preparation for a renewal of an
existing facility take about 12 months to complete—longer for a new facility. Therefore,
manufacturing site preparation must begin no later than 18 months after the vehicle
development process begins. At least two manufacturers have indicated the fastest approval
process experienced in other states is approximately six months, therefore, final site selection
must be made a minimum of six months before site preparation begins, or, as much as 18
months before vehicle launch.
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However, compare this to the current Michigan permitting process (which reportedly averages
more than 18 months) and the dilemma is clear—there is not time in the product development
schedule for such a lengthy process. Given the timeframes detailed above (and in Figure 4) for
construction to begin on schedule, permit applications must be filed before the business case
development is completed. Further, in Michigan, all permits must be issued, and any appeals
resolved, before construction can begin. In other SIP states, where construction can begin with
the issuance of final permits—before any appeals are resolved—the flexibility for automakers is
greater, meaning they can potentially make their site decisions later in the process—less than
18 months before product launch.

It is also important to note that although the two companies interviewed for this study agreed
that the 30-month stylized cycle was indicative of corporate goals, it may not reflect real-world
performance. There are numerous examples of vehicle programs that were in development for
well over 30 months, and relatively few that were developed in less. In fact, the time it takes a
company to develop a vehicle has been a topic of great discussion within the industry for
decades. There is often disagreement upon when the actual development begins, and thus
when the clock ‘starts ticking.” Also, differing levels of product change—a minor redo of an
existing product, a major change to an existing product, or the development of an all new one
certainly require different timelines. However, due to competitive pressures, the product
development timeline is shrinking and each of these program investment scenarios require a
permit certification effort of its own.

The 2000 Delphi X: Forecast and Analysis of the North American Automotive Industry,
addressed the issue of product development time. The survey respondents estimated that, as
of 2000, a major change to an existing product took the Big Three (Ford, GM, Chrysler Group)
32 months to develop. Further, they estimated that it would take 28 months to do so by 2004,
and only 24 by 2009. The panel's estimates for an entirely new vehicle were 38 months for
2000, 32 months for 2004 and 28 months for 2009.> The data given is for concept approval
through vehicle launch, or similar to the product development and site preparation portion of the
stylized process presented in Figure 4.

As valuable as the respondents estimates are, the trend suggested by the comparison with
earlier Delphi Survey results may be even more impressive. The authors of the study note that
the estimated current cycle time had decreased by 30 percent since the 1992 survey, and was
expected to decrease by another 26 percent by 2009.

It is also interesting to note that several companies have hinted that current vehicle
development programs are already less than 24 months. At the 2002 Management Briefing
Seminars, Hiroyuki Yoshino, President and CEO, Honda Motor Company, stated that Honda
had a current development time of 15 months.

Assembly Plant Flexibility

The increased rapidity of the product development process itself is an important aspect in the
permitting of manufacturing facilities in the state. However, in their efforts to increase efficiency
and allocate capacity, the manufacturers are working to move products more easily between
facilities. What were once highly inflexible manufacturing facilities are rapidly becoming flexible.

3 Cole, David E., Londal, Gerald F., Delphi X: Forecast and Analysis of the North American Automotive Industry
for 2004 and 2009, Volume 1: Technology, The Office for the Study of Automotive Transportation, The University
of Michigan, March 2000, pp.60-3.
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U.S. automotive facilities have historically been designed to build one product—with at most one
additional derivative of that product built within that facility. Once the vehicle ended its
production run, the plant would shut down for several months, old equipment was removed, new
equipment was installed, and a new vehicle could be built. Plants could often be shut down for
up to a year during a changeover to a new product.

However, the mass production, single product plant model has been undergoing a drastic
change in recent years. The standard of the past has given way to a high-volume flexible-
production model that has significant implications for Michigan’s automotive endowment. As the
number of vehicle nameplates continues to increase, and assembly plant capacity utilization
becomes a focal point, companies are finding it necessary to build several vehicle types at any
given facility.

Each of the traditional automotive companies in Michigan is striving to increase assembly plant
flexibility. This new flexibility is measured on two axes. First, companies are working to increase
flexibility within plants—affording them the ability to produce several different vehicles on the
same assembly line in any given plant. Second, the companies are attempting to increase
flexibility between plants—or the ability to shift products from one plant to another.*

The new GM Lansing Grand River Assembly plant is an example of the increased flexibility
within an assembly plant. The plant began production in 2002 by producing the Cadillac CTS
based on the Sigma rear-wheel drive platform. Recently, the plant began production of the
Cadillac SRX Sport Wagon, and is aiming to begin production of the STS sedan—another
Sigma-based vehicle—in 2004. The company will be able to adjust production volumes of the
three vehicles, based on consumer acceptance and market conditions.’

Another example of the flexibility within a plant is Ford’s new Heritage plant (at their venerable
Rouge site) which will be capable of producing three platforms, and a total of nine models. The
company believes that this flexibility will be crucial to its success in the coming decades.®

Closely tied to in-plant flexibility is the capability to move products between facilities. Ford’s
mid-size CD1-3 program is an example of how companies may use capacity constraints to
balance output at their facilities. Ford will build at least five products based on the same
platform at three North American plants: AutoAlliance, in Flat Rock began building the Mazda6
last year; the Hermosillo, Mexico plant will produce a Ford and Mercury sedan; and the Oakuville,
Ontario plant will produce a cross-over SUV. As a result, Ford will have the capability of shifting
production of these products between the plants as market conditions warrant, with minimal re-
tooling.

There is general agreement in the automobile industry that Honda is the leader in plant flexibility
and, as such, has set a benchmark that several other companies would like to achieve.”®
Honda has stated that it has the ability to produce up to eight different vehicles in any assembly
plant. In addition, Honda is capable of completing a full product changeover at their facilities
without stopping the line. Except in rare instances, when retooling a plant Honda does not
install new capital equipment; instead they re-program it. Such flexibility indicates that the 12-

* Chappell, Lindsay, “Manufacturing: Chrysler moves toward flexibility at a deliberate pace” Automotive News,
Crains’ Publications, August 4, 2003 (reprinted on website www.autonews.com)

> Product information taken from CSM Forecasts, and various industry sources

6 Truett, Richard, “Manufacturing: Rouge reborn” Automotive News, Crains’ Publications, August 4, 2003
(reprinted on website www.autonews.com)

7 Management Briefing Seminars, Question and Answer segment, morning session, August 7, 2002

¥ Chappell, Lindsay, “Honda leads pack in plant flexibility” Automotive News, Crains’ Publications, October 14,
2002 (reprinted on website www.autonews.com)
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month site preparation time in the stylized product development process may be far shorter for
Honda. Since several manufacturers have indicated they hold the Honda model as a target to
strive for, it may be indicative of future industry time constraints.
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The automotive companies located in
Michigan are experiencing a major and
necessary wave of product renewals at their
strategic automotive manufacturing facilities
in the next five years. Thirteen assembly
plants, four engine plants, and three
transmission plants are scheduled for
potential product renewal by 2008. Each of
these facilities, of course, must apply for the
necessary air quality permits to allow
building or renovation. Given the highly
competitive nature of the industry, it is
essential that these applications be a focal
point for industry and permitting agencies’
cooperation to allow the investments to
continue. A comprehensive listing of
expected assembly, engine and
transmission product renewal for Michigan’s
strategic automotive plants and their recent
employment levels are shown in Tables 1—

As Table 1 shows, 13 of Michigan’s
assembly plants will see new products in
the coming two years. Ford will open its
Dearborn Heritage plant in 2004 and GM
will open its Delta Township plant in Eaton
County in 2006.  An additional 11 vehicle
assembly facilities [Sterling  Heights,
Jefferson North and Warren
(DaimlerChrysler), AutoAlliance, Michigan
Truck, and Wayne (Ford), and Hamtramck,
Lansing Grand River, Lake Orion Township,

SIDEBAR 1 — WHAT IS AT STAKE FOR MICHIGAN

employment within these plants last year
totaled 34,152 workers.

As Table 2 shows, a number of Michigan
powertrain facilities are due to receive new
product as well. For example, the Global
Engine Alliance L.L.C. will open an engine
plant in Dundee in March 2005 employing
about 400 workers. GM’'s Romulus engine
plant is likely to receive major upgrades to

Table 2
Michigan Powertrain Plant Renewals

DCX Dundee Add new 14 engines, Q1-05 400
Ford Dearborn Add 2.0L 16V 1/04 1,287
Ford Romeo Add 4.6L 24V 2/04 1,669
Ford Livonia Add X22F Q1-06 2,504
Ford Van Dyke Add X22F after 2006 2,037
GM Romulus Major 5.3L/6.0L 2/04, 4.8L PC 3/05 2,165
GM Willow Run Add X22F Q4-05 3,663

Total Powertrain 13,725

Table 1
Michigan Vehicle Assembly Plant Renewals

GM F Major R ing 7/05, 9/05 3,298
GM Delta Township | New Saturn Q3-06, Buick Q1-07, Pontiac Q3-07 2,500
GM Lansing GR Introduce STS on Sigma 7/04 749
GM Lake Orion Intro G6 (Epsilon) 1,582
GM Flint Major GMT900 1/06 2,556
GM Pontiac Major GMT900 1/07 3,550
DCX | Sterling Heights | New platform 4/06 2,836
DCX | Jefferson North | New pform 8/04, Lux Jeep 7/05 2,970
DCX | Warren New Dakota 8/04, New Ram 7/08 3,552
AAI AutoAlliance Wagon, hatchback, Mustang 10/04 1,481
Ford | Heritage Introduce F-150 4/04 2,000
Ford | Wayne Add Focus wagon 3,459
Ford | Michigan Truck | Major 2/07, LWB versions Q3-07 3,619

Total Vehicle Assembly 34,152

Flint and Pontiac (GM)] are expected to
have new products by 2008. Michigan

its V8 engines in the first quarter of 2004,
and will also likely begin production of the
4.8 liter V8 engine in early 2005. Ford’s
Romeo plant will probably add a new 4.6
liter V8 24-valve engine in 2004. Ford’s
Dearborn engine plant will begin producing
the 2.0 liter 14 in January 2004. GM's
Willow Run transmission plant is expected
to see major product renewal in 2005. GM
is also expected to begin production at
Willow Run of a new 6-speed transmission
co-developed with Ford by the fall of 2005.
Ford will produce its version of the 6-speed
at its Livonia and Van Dyke facilities, with
job one expected shortly after the GM
facility begins production. Total employment
at Michigan powertrain plants scheduled for
new product was 13,725 workers last year.

Finally, it is certainly true that almost all of
Michigan’s major automotive stamping
facilities are receiving new work as well by
2008, although this product change may or
may not require new air quality permitting.

Smart Programming: Automotive Renewal and the Michigan Permitting Process
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SIDEBAR 1 — WHAT IS AT STAKE FOR MICHIGAN

A list of these major facilities is shown in
Table 3 which shows a total employment
figure of 18,914 workers.

Table 3
Michigan Stamping Facilities

Company Facility Employment
AAl AutoAlliance 136
DCX Sterling Heights 2,834
DCX Warren 2,088
Ford Dearborn 1,353
Ford Wayne 289
Ford Woodhaven 2,210
GM Flint 2,310
GM Grand Blanc 1,651
GM Grand Rapids 2,247
GM Lansing 1,658
GM Pontiac 2,138

Stamping Total 18,914

Total employment in Michigan vehicle and
powertrain assembly, and stamping facilities
subject to air quality permitting in the next
five years, then, is no less than 66,791

Strategic Facility Jobs
Vehicle Assembly 34,152
Powertrain 13,725
Stamping 18,914
Total 66,791

employees. Of course these export income
jobs mean far more than their sum total in
the Michigan economy. The Center for
Automotive Research (CAR) and the
Institute of Labor and Industrial Relations at
the University of Michigan (ILIR) estimated
a 5.5 job multiplier for Michigan powertrain
facility employment in a 2002 study for the
Michigan Economic Development
Corporation (MEDC).' The powertrain
employment multiplier represents a fair
balance between what will likely be a
somewhat  higher  vehicle  assembly
multiplier and a somewhat lower stamping
facility multiplier. In other words, the 66,791
strategic facility jobs generate another

300,559 jobs in the Michigan economy for a
total of 367,350 workers or over eight
percent of state total employment. The
impact on Michigan personal income is
even greater than the eight percent figure
for jobs due to the relatively high rates of
pay received by workers in major auto
facilities. And finally, the dependence of a
number of Michigan minority populations on
these jobs and the high earnings they
represent is even greater, due to the high
percentage of automotive manufacturing
employees that belong to these groups.

The importance of automotive facilities in
the Michigan economy can hardly be
surprising to anyone. In fact, CAR and ILIR
indicated in a 2001 study that vehicle
manufacturing firms employed 260,400
workers in Michigan in 1998. Automotive
supplier employment of all types was
estimated at another 274,400 employees.
These 534,800 jobs contributed another
383,800 spin-off jobs in the state’s economy
due to the spending of income by vehicle
and supplier employees. A grand total of
918,600 jobs, then, were contributed by
automotive manufacturing to the Michigan
economy, or 19.3% of total state
employment in 1998.2

' McAlinden, Sean P. and George A. Fulton, et. al,

Economic Impact of the Elimination of the Michigan Motor
Vehicle Powertrain Industry on the Michigan Economy, A
Study prepared for the Michigan Economic Development
Corporation, by the Institute of Labor and Industrial
Relations, University of Michigan, and the Center for
Automotive Research, Ann Arbor, April 2002.

McAlinden, Sean P. and George A. Fulton, et. al.,
Contribution of the Automotive Industry to the U.S. Economy
in 1998: The Nation and Its Fifty States. A Study Prepared
for the Alliance of Automobile Manufacturers, Inc. and the
Association of International Automobile Manufacturers, Inc.
by the Institute of Labor and Industrial Relations, University
of Michigan, and the Center for Automotive Research, Ann
Arbor, Winter 2001.
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Regulatory Background

EPA Role in Michigan’s Air Quality Permitting Process

The U.S. Environmental Protection Agency’s (EPA) role in the State of Michigan’s air quality
permitting process is to oversee the state’s permitting decisions, while the independent federal
Environmental Appeals Board (EAB) resolves permit appeals. The EPA retains oversight of the
Michigan air quality permitting program by delegating authority to the MDEQ to administer the
Federal Prevention of Significant Deterioration (PSD) and New Source Review (NSR) programs.
Permits issued by MDEQ are considered EPA-issued permits for purposes of federal law and
are thus subject to review by the EAB. In a theoretical sense, the EPA oversees every decision
made by MDEQ, but in a practical sense, it only becomes involved when a permit decision is
complicated or contentious, or if it is specifically asked to intervene.

Usually, the EPA receives notification from concerned residents of the state asking for the EPA
to examine the draft permit. If, upon closer examination, the EPA determines that its expertise
is called for, it will review all of the material used in the permit application. In this part of the
process, the EPA will work with the staff at MDEQ to ascertain that all data and information
received from the applicant answers all concerns related to the permit. If, at the conclusion of
this process, the EPA still has misgivings, the agency will submit comments on record during
the public comment period administered by MDEQ. Submitting comments gives the EPA the
right to offer additional input to the EAB if the permit is appealed. Without having made
comments—in effect, signing off on the approval from the MDEQ—the agency would not be
allowed to provide comments to the EAB in the case of an appeal.

Michigan is one of 12 remaining states—some of which have automotive investment—that
continue to require EPA oversight. The other 38 states have an EPA-approved State
Implementation Plan (SIP), which allows those states to have final authority to issue permits and
resolve appeals with limited federal oversight.®

? Discussions with staff at U.S. Environmental Protection Agency, Region V, July 2003
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SIDEBAR 2 — THE CLEAN AIR ACT

The State of Michigan’s air quality permitting program is
based on the federal Clean Air Act (CAA), first
introduced in 1970. The 1990 CAA is the most recent
version of that law. The 1990 amendments made major
changes in the CAA. The text below, from the EPA
website, The Plain English Guide to the Clean Air Act,
details some of the provisions of the 1990 CAA that are
relevant to this study of Michigan’s permitting process.

Features of the 1990 Clean Air Act

The role of the federal government and the role of
the states

Although the 1990 Clean Air Act is a federal law
covering the entire country, the states do much of the
work to carry out the Act. For example, a state air
pollution agency holds a hearing on a permit application
by a power or chemical plant or fines a company for
violating air pollution limits.

Under this law, the EPA sets limits on how much of a
pollutant can be in the air anywhere in the United
States. This ensures that all Americans have the same
basic health and environmental protections. The law
allows individual states to have stronger pollution
controls, but does not permit them to have weaker
pollution controls than those set for the whole country.
The United States government, through the EPA,
assists the states by providing scientific research,
expert studies, engineering designs and money to
support clean air programs.

The law recognizes that it makes sense for states to
take the lead in carrying out the Clean Air Act, because
pollution control problems often require special
understanding of local industries, geography, housing
patterns, etc. States are required to develop state
implementation plans (SIPs) that explain how each
state will do its job under the Clean Air Act. A state
implementation plan is a collection of the regulations a
state will use to clean up polluted areas. The states
must involve the public, through hearings and
opportunities to comment, in the development of each
state implementation plan. The EPA must approve
each SIP, and if an SIP is not acceptable, the EPA can
take over enforcing the Clean Air Act in that state.

Permits

One of the major breakthroughs in the 1990 Clean Air
Act was a permit program for larger sources: a power
plant, factory or anything that releases pollutants into
the air. Under this program, permits are issued by
states or, when a state fails to carry out the Clean Air
Act satisfactorily, by the EPA. The permit includes
information on which pollutants are being released, how

much may be released, and what steps the source's
owner or operator is taking to reduce pollution,
including plans to monitor (measure) the pollution. The
permit system is especially useful for businesses
covered by more than one part of the law, since
information about all of a source's air pollution is in one
place. The permit system simplifies and clarifies
businesses' obligations for cleaning up air pollution and,
over time, can reduce paperwork. For instance, an
electric power plant may be covered by the acid rain,
hazardous air pollutant and non-attainment (smog)
parts of the Clean Air Act; the detailed information
required by all these separate sections will be in one
place--on the permit. Businesses seeking permits have
to pay permit fees much like car owners paying for car
registrations. The money from the fees will help pay for
state air pollution control activities.

Enforcement

The 1990 Clean Air Act gives important new
enforcement powers to the EPA. It used to be very
difficult for the EPA to penalize a company for violating
the Clean Air Act. The EPA has to go to court for even
minor violations. The 1990 law enables the EPA to fine
violators, much like a police officer giving traffic tickets.
Other parts of the 1990 law increase penalties for
violating the Act and bring the Clean Air Act's
enforcement powers in line with other environmental
laws.

Public Participation

Public participation is a very important part of the 1990
Clean Air Act. Throughout the Act, the public is given
opportunities to take part in determining how the law
will be carried out. For instance, a resident can take
part in hearings on the state and local plans for
cleaning up air pollution. That resident can sue the
government or a source's owner or operator to get
actio1n when the EPA or the state has not enforced the
Act.

While this represents a very brief explanation of the
Clean Air Act, its interpretation by regulatory agencies
is at the heart of the permitting issue in Michigan, and a
full understanding of the intent of the act is central to
solving Michigan’s permitting problems.

! From the EPA website, The Plain English
Guide to the Clean Air Act, accessed 9/21/03.
http://www.epa.gov/oar/oaqps/peg_caa/pegca
ain.html
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Methodology for Obtaining Study Participants’ Perspectives

In the three sections that follow, the automakers (General Motors Corporation and Ford Motor
Company), the MDEQ, and the non-governmental organizations (NGOs) (The Ecology Center
and Michigan Environmental Council) provide their perspectives on the air quality permitting
process in the State of Michigan.

These perspectives were obtained through numerous separate interviews conducted by CAR
staff. Each of the stakeholder groups were comprised of several participants, providing a range
of perspectives within each of the groups. The results of these interviews were combined into
three separate summaries representing the three stakeholders’ points of view. According to
CAR policy, each stakeholder group had the opportunity to review his/her respective summary
and make additional comments. Once resubmitted to CAR, these documents were formatted
and placed into the paper as received, with no further editing. The perspectives of the three
stakeholders’ groups follow.
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The Automakers’ Perspective

The text in this section represents the aggregate perspective of the automakers as reported to
the authors.

Background

Michigan-based automakers have long identified the Michigan Department of Environmental
Quality (MDEQ), Air Quality Division’s (AQD) environmental permitting process as a major
problem for building a new motor vehicle in Michigan. The automakers report that it averages
18 months or longer to obtain a major modification air quality permit (see Figure 5). They claim
that the permitting process in Michigan is much more complicated and onerous than similar
programs in other states. This creates a permit process that is inflexible and lengthy, and
produces no further environmental protection from that gained by auto permits issued in other
states.

Figure 5
Permit Approval Timing

Michigan

Facility Name Permit Effective Date Time to Obtain Permit Approval
GM Lansing Craft Center 5/17/2002 11 months
GM Lansing Grand River 1/30/2001 16 months
Ford Dearborn Truck 11/2/2001 18 months
GM Delta Township 8/29/2002 23 months
GM Flint Truck 4/29/1999 24 months

Other States

GM Shreveport, LA 3/24/2000 5 2 months
GM Lordstown, OH 2/13/2003 5 %2 months
GM Oklahoma City, OK 12/30/1999 6 months
Ford Lorain, OH N/A 6 months

Source: General Motors Corporation and Ford Motor Company

The Automakers’ Issues with the Process

The automakers’ primary issue with Michigan’s permitting process is with the amount of time it
takes to receive a Clean Air Act (CAA) New Source Review (NSR) permit in nonattainment air
quality regions or a Prevention of Significant Deterioration (PSD) permit in an attainment air
quality region.  Another concern is the requirement of the federal CAA which prohibits
construction on a major air source or major modification to an existing source until a NSR or
PSD permit is issued and in effect. Automakers are also concerned with the loss of
manufacturing flexibility because of the unnecessary number of special conditions in Michigan
permits, with no discernable environmental benefit.

Industry representatives understand the complexity of the permitting process and have both
internal and external expertise in the PSD and NSR permit process. The automakers operate
facilities in 22 states and are well-versed in paint shop applications and permits. The
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companies recognize their responsibility to work together with the AQD to limit emissions from
their facilities. In turn, the automakers say they expect the AQD to issue permits in a timely
fashion.

The automakers have identified a number of factors which, if resolved, could shorten the permit
processing time. Issues the industry believes ultimately factor into the length of the process
include:

1. The number of requests for detailed information from the AQD.

2. The inconsistency in the type of information requested for the same type of permitted
source.

3. The number of unnecessary special permit conditions.
The mechanics and timeliness of the Conflict Resolution Process.

5. The inconsistent interpretation of EPA PSD/Best Available Control Technology (BACT)
guidance.

The industry wants a more cooperative relationship, although they recognize the regulatory
oversight responsibilities of the MDEQ.

The Industry Wants a Faster, More Efficient Permitting Process

In today’s global climate, a race to the market with a new product is essential in maintaining or
improving market share for the auto companies. Permit delays can jeopardize new product
launches. The automakers’ chief concern with Michigan’s permitting process is the inability of
the AQD to process permit applications in a timely manner, especially given the repetitive scope
and nature of the paint shop information submitted to AQD in prior permit applications.

The automakers do not have complete information concerning the manufacture of the new
product and expected output of the assembly plant until the business plan, site selection,
product design, and the scope of the manufacturing operation have all been finalized. This
process may continue while the initial permit application is being reviewed by the agency. In
other states, this essentially complete permit application is processed while the companies
update the application with additional requested information.

Product decisions may encompass the first six to twelve months of the manufacturing portion of
the product development cycle. If the entire manufacturing and launch periods last 30 months,
and the final 12 months of the period are needed for plant construction, this allows, at best, 12
months for the permit application to be approved—if the automaker is to remain on schedule.
Other than the State of Michigan, all of the other states that permit automakers’ facilities issue
permits on a 12-month or less time schedule; in fact, most states now issue NSR and PSD
permits in a 6-month timeframe. Despite having the most auto plants in the nation, and
presumably the most permit experience, Michigan is the slowest permit authority and issues the
most inflexible permits in the country.

The automakers are in a quandary because they believe the only way to adhere to the AQD-
extended timeline and still bring their product to market on time is to submit an application as
early as possible, even though design criteria for the product and site plans have not been
totally determined. They then submit revised information to the AQD. However, the automakers
say that AQD has not been receptive to this approach, instead telling the automakers that the
agency is reluctant to consider the permit without a “technically complete” application. The
automakers counter that the AQD needs to adjust its permit application review process and
decrease the amount of time it takes to process an application. In fact, the companies say all
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other states and provinces cooperate with them and allow them to submit an initial application,
and then add additional data as soon as it is available. The automakers indicate this approach
is only a problem in Michigan and is compounded due to the longer AQD processing time.

Amount of Information Required

According to the automakers, they have built many manufacturing facilities across the United
States since the modern era of environmental regulation began in the early 1970s. During that
time, the automakers point to the continuous improvements in the processes and technologies
for reducing emissions. These efforts have demonstrated the commitment by the auto
companies to manufacturing and environmental sustainability.

The automakers also maintain that their personnel understand the many details associated with
assembly plant construction, and that they can comply with the myriad regulations that define
the plants’ operations. In fact, a typical automobile assembly plant in Michigan is subject to over
850 environmental requirements.”® As a result, gaining a permit to install should be fairly
straightforward, and it is—except in Michigan. States with only one, or a few, auto plants are
able to promptly issue flexible permits that conform to federal CAA requirements, and so too
should the state with the most auto plants in the nation. Again, it should be noted that other
states are accomplishing the same goal of protecting human health and the environment while
maintaining the manufacturing base that is vital to the economy. Other states permit auto
facilities in a much quicker timeframe while accomplishing the same goals of the AQD; these
states require identical process technology, material use and environmental abatement controls,
yet issue permits in a much more efficient timeframe.

The automakers believe they are required to submit much more information in Michigan than in
any other state where they build assembly facilities. In fact, they say the process of submitting
information in Michigan can last months, with many subsequent requests for new information,
and/or questions pertaining to previously submitted information. = The automakers state that
there are numerous instances where basic engineering assumptions common to all auto
industry permit applications are called into question even though these very assumptions have
been reviewed and approved by AQD in previous permit applications. The paint, coating and
abatement technologies used in automakers’ assembly plants are essentially the same because
of the limited number of companies that produce automobile paint shop and abatement
equipment. Because the common automobile paint shop and abatement technology does not
deviate much on a short-term basis, recent NSR and PSD permit decisions (set by permitting
authorities) normally are presumed to be valid determinations for pending applications.

The automakers contend that Michigan’s iterative process of questions, answers, and more
questions is time-consuming and severely impacts the product development cycle. AQD
requests for elementary engineering explanations and technical information to corroborate
fundamental engineering theories are possible explanations for some of the time delay inherent
in the AQD permitting process. A more thorough understanding of the auto manufacturing
process, commensurate with the number of auto plants in the state, could help alleviate the
voluminous information requests and time delays in Michigan. One auto company pointed out
that after receiving a permit for a facility in Michigan it submitted another virtually identical permit
application for a similar facility (e.g. identical process and abatement equipment). Thus the
permits were submitted “back to back”, in essence within six months of each other. However,
AQD requested answers to 103 questions (in addition to what was requested for the first

' Environmental Regulatory Profile, prepared for the American Automobile Manufacturing Association by Horizon
Environmental Corporation, Detroit, Michigan, 1998
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application) after the second application was received by them, extending the permit process by
months.

Permitting Discrepancies within Michigan and Between Michigan and Other States

The Clean Air Act (CAA) requires the federal government to impose base level environmental
regulations on the states. Congress provided that states should be the primary implementers of
the federal CAA if federal regulations and guidance are followed. The auto industry has
assembly plants in 22 states and Michigan stands alone in issuing untimely, complicated and
inflexible air permits. The automakers state that by far, the most glaring example is in the
determination of Best Available Control Technology (BACT). Through the BACT analysis, a
determination is made as to which technology should be installed that can best reduce
emissions from the proposed facility. A BACT analysis must be performed by the automakers
with each new permit application and the findings are reported to the MDEQ. From this
analysis, an economically feasible technology is proposed for the facility. Emission control
technology does not change on a frequent basis, and yet the Michigan AQD will require
voluminous information from auto companies to reprove feasible technology less than nine
months after AQD has determined BACT for a similar auto plant.

Another example of the overly complicated permit process in Michigan is AQD proposing to
transfer technology from a single company in an industry unrelated to auto manufacturing.
Once an auto company demonstrates why this technology is not feasible in an auto plant, AQD
should proceed in issuing a permit based on technology that actually is feasible for an
automobile assembly paint shop.

Michigan’s Status: Delegated State or State Implementation Plan?

Per the CAA, states are either authorized to administer their own Prevention of Significant
Deterioration (PSD) program, or are delegated to administer the federal PSD program.
Michigan is a delegated state—one of only 12 in the United States. Inherent in the delegated
status is EPA oversight of the permitting and enforcement programs within the state. Any
permit issued by a delegated PSD state, like Michigan, can be appealed to the federal
Environmental Appeals Board (EAB) within 30 days of issuance. Anyone in the state who has
submitted a comment during the public comment period (and has standing) may appeal to the
EAB, just for the cost of sending a letter—referred to by the automakers as a “37-cent appeal.”
If someone in the state appeals the MDEQ permit within 30 days, construction on the new
facility cannot begin. If an appeal goes to the EAB, there is little predictability when the EAB will
issue its decision. The inherent risk of delay with the EAB appeal process mandated in a PSD-
delegated state like Michigan is completely unacceptable in today’s competitive automotive
market

The automakers—and the MDEQ—want the state to implement and enforce its own PSD
program by having a State Implementation Plan (SIP) approved by the EPA. According to the
automotive makers, the advantages of a PSD SIP-approved program are that permits would
become effective immediately upon issuance, and construction can commence; construction
need not stop during an appeal; and the state has more permitting discretion. The automakers
contend that an SIP would enable a clearly defined, and predictable, permit and appeal process.
Onhio’s decision to move from a PSD-delegated state to an SIP-approved one is cited by the
automakers as a state streamlining its permit process and becoming much more competitive in
attracting and retaining auto assembly plants. The automakers want Michigan to become a
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PSD SIP-approved state and suggest that a PSD SIP-approval stakeholder process be initiated
by MDEQ.

Culture and Cooperation

Several other major issues were listed by the automakers concerning the culture and the
management style within the MDEQ. The automakers believe AQD and DEQ management
should take a more active role in the permit process, including participation in overseeing major
permits. The automakers also noted a lack of AQD management support to the automakers
during the permitting process. They suggest that clearly defined objectives and roles for AQD in
issuing PSD permits to major air sources do not exist.

The automakers are concerned there is a lack of MDEQ direction to AQD staff when it comes to
making permit decisions and in defining permit requirements—one possible explanation for
inconsistent permit requirements between previous or concurrent permit applications. The
automakers suggest that with automobile manufacturing being the most important driver of the
state’s economy, it is in the state’s vital interest to sustain the presence (if not the growth) of the
Michigan auto industry, consistent with CAA requirements

In Michigan, the automakers believe that the AQD’s permit process is inconsistent and the
working relationship often contentious. The automakers state there have been meetings
between AQD and the automakers’ upper management aimed at addressing fundamental
differences between the part