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June 12, 2001
William Leiss, President
The Royal Society of Canada/ La Société royale du Canada
283 Sparks Street
Ottawa, Ontario K1R 7X9

Dear Dr. Leiss:

We are pleased to enclose a copy of the report entitled: A Review of the Socio-Economic Models and Related
Components Supporting the Development of Canada-Wide Standards for Particulate Matter and Ozone. The
report has been prepared by the Expert Panel established by the Committee on Expert Panels of the Royal Society
of Canada, in response to a request from a multi-stakeholder group of sponsors identified on the title page and
representing a number of industrial, governmental and non-governmental organizations. Our report addressesthe
guestions that were posed in the Terms of Reference which were accepted by the Panel on December 10, 1999 at
our first meeting, which included a public session with the sponsors and other interested parties.

The enclosed report responds to the request by carefully considering the documentation that we were provided and
by offering our critical appraisal of the approachestaken by the Canada-Wide Standards Devel opment Committee.
Our efforts proved to be challenging because of the scope and dynamic nature of the Development Committee task.
At times we were frustrated by the moving and somewhat ill-defined target that we found ourselves attempting to
critique. Despite these challenges, we are satisfied that we have provided abeneficial and constructive critique of
the Cost-Benefit Analysis that was done for the Canada-Wide Standards Devel opment Committee for Particul ate
Matter (PM) and Ozone. Our conclusions and recommendations are framed in light of the enormous import of
these standards and the level of analysis that we believe such important standards warrant.

We are happy to note that the enclosed report represents the consensus view of the Panel. Our consensus was not
reached without extensive and sometimesintensedebate. Thesediscussionsreflect the healthy discoursethat should
be expected in addressing a subject involving so much uncertainty. Accordingly, some members may favour
stronger statementsin some areas and more cautious statementsin others, however, all have agreed to thewording
that has been adopted in the report. The Expert Panel has agreed that every member should be free to express his
or her own individual interpretations and points of differencefreely. The RSC Committee on Experts Panels has
chosen wisdly for us to have had a panel of this size and diversity of expertise and opinion and yet remain able to
work in such a highly collegia and collaborative manner. | would like to thank all members of the Panel for the
considerable energy and time they devoted to the completion of this report.

Thisisalarge and complex topic. We were ableto obtain and analyze the information needed largely because of
the able support provided to the Panel by the technical secretariat drawn from CRESTech and NERAM. We are
indebted to them for their steadfast assistance. Weare particularly grateful to our technical writer, Lorraine Craig,
for assuring that our thoughts read so well.

We trust that the Canada-Wide Standards Development Committee for Particulate Matter (PM) and Ozone and
the multi-stakeholder groups involved will find our recommendations useful in future analyses of Canada-Wide
Standards for PM and ozone.

Yours sincerely,

S * _—

Steve E. Hrudey, PhD, PEng
Chair, RSC Expert Panel on CWS for PM and Ozone
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Prefatory Note

In February of 1999, amulti-stakeholder group of sponsors identified herein, approached the Royal
Society of Canadawith arequest to commission an Expert Panel to review and report on the socio-
economic modelsand rel ated components supporting the devel opment of Canada-wide standardsfor
particulate matter and ozone. The Society agreed to do so and the Committee on Expert Panels
undertook the task of screening and selecting the individuals for panel service whose names now
appear as the authors of this report.

The report, entitled A Review of the Socio-Economic Models and Related Components Supporting
the Development of Canada-Wide Standards for Particulate Matter and Ozone, represents a
consensus of the views of al of the panelists whose names appear therein. The Committee wishes
to thank the panel members and panel chair, the peer reviewers, and the technical secretariat for
completing this very important report within arelatively short period of time.

The Society has aforma and published set of procedures, adopted in October 1996, which sets out
how Expert Panel processes are conducted, including the process of selecting panelists. Interested
persons may obtain a copy of those procedures from the Society. The Committee on Expert Panels
will a'so respond to specific questions about its procedures and how they were implemented in any
particular case.

The terms of reference for this Expert Panel are reproduced elsewhere in thisreport. Asset out in
our procedures, theterms are first proposed by the study sponsor, and accepted provisionaly by the
Committee. After the Panel is appointed, the terms of reference are reviewed jointly by the panelists
and the sponsor; the panelists must formally indicate their acceptance of afina terms of reference
before their work can proceed, and these are the terms reproduced in this report.

The Pand first submits adraft of itsfinal report in confidence to the Committee, which arranges for
another set of expertsto do apeer review of the draft. The peer reviewer comments are sent to the
Panel, and the Committee takes responsibility for ensuring that the panelists have addressed
satisfactorily those comments. The Panel’s report is then released to the public without any prior
review and comment by the study sponsor. This arm’s-length relationship with the study sponsor is
one of the most important aspects of the Society’ s Expert Panel process.



The Sponsors Group which requested this Report and proposed the terms of reference is composed
of the following parties. Canadian Council of Ministers of the Environment, for the
Federal/Provincia/Territorial Canada-wide Standards Development Committee for Particulate
Matter (PM) and Ozone and its Core Advisory Committee of industrial and non-governmental
stakeholders, including environmental, health and aborigina organizations; and the Aluminium
Association of Canada, Canadian Association of Petroleum Producers, Canadian Electricity
Association, Canadian Foundry Association, Canadian Gas Association (through GRI Canada), ,
Canadian Pulp and Paper Association, Canadian Petroleum Products Institute, Canadian
Manufacturers & Exporters, Canadian Steel Producers Association, Cement Association of Canada,
and Forest Products Association of Canada.

TheTechnical Secretariat, comprising jointly the Centrefor Research in Earth and Space Technology
(CRESTech) and the Network for Environmental Risk Assessment and Management (NERAM),
administered this panel project on behaf of the Society. The Society wishes to acknowledge the
expert assistance of Dr. Dan McGillivray (Director, Business Devel opment & Technology Transfer -
Earth Systems, CRESTech) and his collaborators in carrying out this task, and the role of Sandy
Jackson, the Society’s administrative assistant, in maintaining our liaison with the Technical
Secretariat.

Inquiriesabout the Expert Panel process may be addressed to the Chair, Committee on Expert Panels,
Royal Society of Canada.

Dr. Geoffrey Flynn, FRSC
Chair, Committee on Expert Panels

on behalf of the Committee Members for this Panel:
Christopher Garrett, FRS, FRSC, University of Victoria
Kenneth F. Hare, CC, FRSC
Daniel Krewski, University of Ottawa
William Leiss, FRSC, Queen’s University
John Meisd, CC, FRSC, Queen’s University
Gilles Pagquet, CM, FRSC, FRSA, Université d Ottawa
Jean-Pierre Wallot, CC, FRSC, Université d’ Ottawa

June 20, 2001
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Glossary of Terms

accounting stance defines the scope of a proposal being considered and sets out the boundaries for the
assessment of costs and benefits. These boundaries can be geographical, temporal and sectoral.

abatement is the reduction of the degree or intensity of emissions or pollutants.

AERCo$t isamodel developed for Environment Canada for the purpose of estimating costs of air
pollution control options.

aer osols are suspensions of solid or liquid particlesin air.

Air Quality Valuation Model (AQVM) is a spreadsheet model owned and controlled by Environment
Canada and Health Canada to value the human health and welfare benefits (referring to the value of the
reduction in adverse impacts) associated with changes in Canada’ s ambient air quality

anthr opogenic sour ces produce both gaseous and particulate emissions as a result of human activity such
asfossil fuel combustion in electrical power plants, automobiles, industrial boilers and residential heating.

background levels of PM and ozone are the natural concentration that would result in the absence of
anthropogenic emissions. PM can be produced directly from natural sources such as forest fires, blown
dust, sea spray and emissions from trees. Ozone is a secondary product of the interaction of VOCs, NO,
and sunlight, all of which have natural sources. The stratosphereis also a source of tropospheric ozone.

baseline in economic analyses refers to the health, environmental and economic conditions that occur in
the absence of a proposed policy intervention.

biogenic emissions of PM are sources of low vapour pressure organic compounds that can condense and
can aso include biological material such as pollen.

box models are atmospheric transport models, often with very complex chemistry that treat the emissions
of natural and anthropogenic speciesinto the atmosphere and their subsequent reactions under sunlight asif
they occurred in a chemical reactor, i.e. under isolated conditions. They are useful for isolating important
chemical processes and can qualitatively simulate conditions appropriate to urban pollution. They can be
modified in a simple manner to make some allowance for transport or exchange of air from outside the
reactor.

Canada-Wide Standards (CWS) are established under the Environmental Harmonization Accord of the
Canadian Council of Ministers of the Environment (CCME) and its Standards Sub-Agreement. For PM;s
the CWS to be achieved by year 2010 is 30 micrograms per cubic metre, 24 hour averaging time, based on
the 98™ percentile annual value averaged over three consecutive years. For ozone, the CWS to be achieved
by 2010 is 65 ppm, 8 hour averaging time, based on the 4™ highest annual measurement, averaged over
three consecutive years.

chemokines are a group of proteins that attract white blood cells. The chemokines are involved in awide
variety of acute and chronic types of inflammation, infectious diseases, and cancer.

coagulation refers to the aggregation of suspended particlesin air, water or bodily fluids.
conjoint analysisis the application of design of experiments to obtain individual consumer preference
information. Because the results provide information on individual preferences, it can be used to construct

measures of value for attributes.

contingent valuation method is a survey-based economic valuation method that is often used to quantify
in dollar terms the value of an environmental quality or health status change.



cost of illness measures include only medical costs and lost income as a proxy for work loss and thus do
not reflect the total welfare impact of an adverse health effect.

cost-benefit analysis is an economic technique applied to public decision-making that attempts to quantify
in dollar terms the advantages (benefits) and disadvantages (costs) associated with a particular policy.

cost-effectiveness analysis aims to determine the least expensive way of achieving a given environmental
quality target, or the way of achieving the greatest improvement in some environmental target for a given
expenditure of resources.

cytokines are soluble substances secreted by cells, which have a variety of effects on other cells, e.g.
Interleukin 1 (11-1).

damage function approach (DFA) is the overall approach used in AQVM to estimate the monetary value
of changes in health and welfare effects associated with changes in ambient levels of air pollution. The
DFA involves up to afive step process. (1) changes in emissions, by type and location for a policy or
scenario are determined (2) change in emissionsis transated into changes in ambient air pollution
concentrations (3) changes in ambient air pollution concentrations are translated into changes in human
health and welfare impacts using concentration-response functions (4) human health and nonhealth effects
are assigned economic values (5) benefits are computed and aggregated over the different impacts,
locations and time periods.

discounting is a method used by economists to determine the dollar value today of a project’s future costs
and benefits. Thisis done by weighting money values that occur in the future by avalue lessthan 1, or
“discounting” them. Because environmental decision-makers are increasingly forced to evaluate policies
with costs and benefits that will be spread out over tens -- perhaps hundreds -- of years, discounting is used
to help evaluate the value of measures that deal with problems such as stratospheric o0zone depletion, global
climate change, and the disposal of low- and high-level radioactive wastes.

dispersion modeling is based on the use of Gaussian plume models which use analytically based solutions
that calculate the transport of inert tracers from a point source by diffusive processes. They are not able to
readily incorporate the effects of vertical wind shear nor include chemical reactions. They are normally
used for investigating the distribution of pollutants from stacks from power plants and such point sources
and can be modified to handle multiple sources.

distributional effects are the net costs and benefits of aregulatory policy across the population and
economy, divided up in various ways -- for instance, by income groups, race, gender, and industrial sector.
Distributional effects of aregulation may also span over several generations.

emission factor s for stationary sources are based on the relationship between the amount of pollution
produced and the amount of raw material processed or burned. For maobile sources, emission factors are
based on the relationship between the amount of pollution produced and the number of vehicle miles
traveled. By using the emission factor of a pollutant and specific data regarding quantities of materials used
by a given source, it is possible to compute emissions for the source. This approach is used in preparing an
emissions inventory.

emission inventory is an estimate of the amount of pollutants emitted into the atmosphere from major
mobile, stationary, area-wide, and natural source categories over a specific period of time such asaday or a
year.

general equilibrium theory demonstrates the advantage of looking beyond first-stage effects. In the

context of climate policy, it implies that the various parts of an economic system are interrelated, and the
net effect of an action may be markedly different from theinitial effect.

vi



harvesting refersto air pollution exposures advancing death by only afew days or weeks. It is afactor
affecting the interpretation of the response coefficients obtained from daily mortality time-series studies.

hedonic pricing approach derives values by decomposing market prices into components encompassing
environmental and other characteristics through studying property values, wages and other phenomena. The
premise of the approach is that the value of an asset depends on the stream of benefits derived, including
environmental amenities.

household material soiling is a non-health endpoint in AQVM that estimates the economic effects to
households from PM soiling based on studies of household cleaning expenditures.

IL-8 isaglycoprotein secreted by a variety of leukocytes (cells that help the body fight infections and other
diseases. Also called white blood cells (WBCs)) which have effects on other leukocytes.

isoprene (CsHs) is avery reactive organic compound because of its double bonds, whose light and
temperature sensitive emissions from plants can be comparable to anthropogenic organic emissions.
Because of its high reactivity its degradation products can react with NO to produce important amounts of
ozone.

multi-attribute analysis or multi-criteria analysis is a method of evaluating trade-offs over various
attributes of a situation.

Monte Carlo analysisis atool for evaluating uncertainty and variability. The basic goal of a Monte Carlo
analysisisto characterize, quantitatively, the uncertainty and variability in estimates of exposure or risk. A
secondary goal isto identify key sources of variability and uncertainty and to quantify the relative
contribution of these sources to the overall variance and range of model results.

net present valueis the current value of net benefits (benefits minus costs) that occur over time. A
discount rate is used to reduce future benefits and costs to their present time equivalent.

neutrophils are a type of white blood cell that defends the body against foreign matter.

nitrogen dioxide (NO,) has both natural and anthropogenic sources largely as aresult of combustion of
fuelswith air. It can damage trees and lead to acid rain, which can harm aquatic and terrestrial ecosystems
through effects on lakes, streams and soils and also corrode exposed materials. In the presence of sunlight
and volatile organic compounds, NO, can contribute to the formation of ground-level ozone,and other
photochemical reaction products.

nitrogen oxides (NO,) are often mentioned in discussions of nitrogen-based air pollution as a reference to
both nitric oxide (NO) and nitrogen dioxide (NO,). In addition to particulates and sulfur dioxide, NOy is
one of the major combustion-related pollutants. They can be oxidized to nitric acid in the air which can
react to form to ammonium nitrate which is a fine particul ate.

opportunity cost is the value of the best aternative to a given choice, or the value of resourcesin their next
best use. In regard to time, the opportunity cost of time spent on one activity is the value of the best
alternative activity that the person might engage in at that time.

ozone at the ground level can arise from the reaction of its precursors nitrogen dioxide, and volatile organic
compounds, in the presence of sunlight. It can also result from transport from the stratosphere. Its
precursors have both natural and anthropogenic sources. When it arises above background levelsit is
regarded as aform of air pollution. It isto be distinguished from stratospheric ozone, which has the same
chemical formula, but is found 10 to 40 km high in the Earth’ s atmosphere and protects people from
harmful radiation from the sun. Background tropospheric ozone is thought to have increased by afactor of
2-3inthelast 100 years as aresult of increasing human emissions of NO, and VOCs.
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0zone precur sor s are chemicals such as hydrocarbons and oxides of nitrogen, occurring either naturally or
as aresult of human activities, which contribute to the formation of 0zone, a major component of smog.

particulate matter (PM) isaform of air pollution that includes soot, dust, dirt and secondary acidic and
organic aerosols. Common terminology uses PM g to refer to all particles less than 10 um in aerodynamic
diameter, and PM, s to refer to particles less than 2.5 pm in aerodynamic diameter. Coarse PM contains
primarily materials derived from the earth’s crust, such as soil and minerals. Fine PM, usually the result of
anthropogenic activities, contains sul phate, nitrate, ammonium, metals, elemental carbon, and hundreds of
different organic compounds.

primary particles are emitted directly into the atmosphere from anthropogenic sources (e.g. combustion
generated fine particles, or coarse particles that result from crushing, grinding and erosion).

physical-based models are three-dimensional grid models with meteorological transport processes,
complex photochemistry and emissions of gases and PM from natural and anthropogenic sources, designed
to calculate the concentrations of chemically reactive pollutants in the atmosphere. They can be run for
different spatial and temporal scales from urban to global. The state of the art models simulate the
meteorological, physical and chemical processes that affect pollution concentrations. Older models often
calculate ozone and PM separately, and used meteorology from other models. The most sophisticated
models can be run in a nested fashion incorporating physical, chemical and meteorological processes on
severa different scales concurrently.

present valueis the value today of a sum to be paid or collected in the future to buy a good or service.

QALY s are acomposite measure of the number of years of life gained or lost by a particular decision, but
weighted according to the expected quality of life during those years, and to this added measures of the
improvement in quality of life (say from reduced morbidity). Y ears of poor health are weighted as a
fraction of years of good health. QALY s provide a metric of preferences over alternative health states that
allows one to determine if procedure A is more effective at meeting a chosen standard than procedure B.

rollback approaches assume changesin ambient concentrations of air pollution concentrations are directly
proportional to changesin precursor emissions.

Residual Discharge Information System (RDIS) is a microcomputer-based software package that allows
for the compilation, maintenance and reporting of air emissions data, by regions, provinces and for Canada.
The system is designed to store information from all major Canadian emission sources, of man-made and
natural origin. When source data on specific pollutants is not available emission discharge factors are used
to estimate the emissions. These factors indicate the rate at which a contaminant is released into the
environment as the result of a given activity.

secondary particles are formed through chemical reactionsinvolving gases such as sulphur dioxide (SO,),
nitrogen oxides (NO,), volatile organic compounds (VOCs) and anmonia (NH3) and other particles and
gases in the atmosphere.

sensitivity analysis examines the effect of parameter uncertainty by modifying the parameter value of a
single uncertain variable. A series of plausible alternative values for the parameters are introduced into the
mathematical model and the risk estimate is recal culated using the substituted parameter values.

socio-economic analysis (SEA) includes awide variety of social and economic anaysis methods, of which
cost-benefit analysis (CBA) is one example.

sour ce appor tionment or source attribution allows for the identification (quantitatively and qualitatively)

of contributing sources to support the development of atmospheric models and air quality management
strategies.
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sour ce-receptor modeling starts with observed particle concentrations at a receptor (i.e. at a monitoring
site) and seeks to apportion the observed concentrations between several source types based on knowledge
of the compositions of the source and receptor materials.

stakeholder s are citizens, environmentalists, businesses, and government representatives that have a stake
or concern about how air quality is managed.

stratospher e isthe layer of the Earth's atmosphere above the troposphere and below the mesosphere. It
extends between 10 and 50 km above the Earth's surface and contains the ozone layer in its lower portion.
The stratospheric layer mixes relatively slowly; pollutants that enter it may remain for long periods of time.

sulfur dioxide (SO,) is a strong smelling, colorless gas that is formed by the combustion of fossil fuels.
Power plants, which may use coal or oil high in sulfur content, can be major sources of SO,. SO, and other
sulfur oxides contribute to the problem of acid deposition.

sulfur oxides include pungent, colorless gas (sulfur dioxide), sulfates and fine particles formed primarily
by the combustion of sulfur-containing fossil fuels, especialy coa and ail.

tax interaction effect can occur when environmental policies, such as emission taxes or permits, and the
conventional tax system interact. This effect is the cost of the overall reduction in employment and
investment caused by environmental policies, which exacerbate the distortionary effects of pre-existing
taxes on labor and capital.

ter penes are a naturally occurring organic compound, of the general empirical formula, CyoHjs,
biologically built from a naturally occurring "monomer” called isoprene, CsHg, which isfound as avolatile
oil in plants. They are reactive organic compounds, whose temperature sensitive emissions are implicated
in the production of ozone.

Total Suspended Particulate (T SP) is a gravimetric measure of particles of solid or liquid matter -- such
as soot, dust, aerosols, fumes, and mist where upper size limit varies from approximately 20 to 50 microns
in size, depending on wind speed and distance from the source.

tropospher e isthe layer of the Earth's atmosphere nearest to the surface of the Earth. The troposphere
extends outward about 5 miles at the poles and about 16 km at the equator.

Urban Airshed Model (UAM) is athree-dimensional photochemical grid model with meteorological
transport processes, designed to calculate the concentrations of both inert and chemically reactive
pollutants in the atmosphere. It simulates the physical and chemical processes that affect pollution
concentrations.

value of a statistical life (VSL) method estimates the dollar value of a given reduction in risk, in reference
to an individual’ s willingness to pay to reduce that risk.

visibility is a measurement of the ability to see and identify objects at different distances. Visihility
reduction from air pollution is often due to the presence of sulfur and nitrogen oxides, aswell as particulate
matter.

Volatile Organic Compounds (VOCSs) are carbon-containing compounds that evaporate into the air (with
afew exceptions) with both natural and anthropogenic sources. VOCs contribute to the formation of smog
and/or may themselves be toxic. VOCs often have an odor, and some examples include gasoline, alcohol,
and the solvents used in paints.

Willingness To Pay (WTP ) is one form of economic value associated with a change in quality or quantity
of agood or service. WTP is a theoretical measure of the value an individual places on the good or service,
or in the case of health effects, reflects the value of avoiding an adverse health effect based on an
individual’ s willingness-to-pay (WTP) for risk reduction. By summing many individuals WTP to avoid



small increasesin risk over alarge sample, the value of a statistical premature death avoided can be
inferred. Thisvaluation is expressed as is dollars per mortality avoided or value of a statistical life (VSL)
even though the actual valuation represents small changes on mortality risk experience by alarge number
of people. The VSL method estimates the dollar value of a given reduction in risk, in reference to an
individual’s WTP to reduce that risk. WTP is often based on wage-risk studies, which derive WTP values
from estimates of the additional compensation demanded in the labour market for riskier jobs, or from
contingent valuation (CV) studies which directly solicit WTP information from personal interviews.

with-without principle In order to concentrate on the benefits and costs of the issue at hand, CBA should
measure the projected benefits and costs with the change (defined as one or more specific policy ‘options’),
compared to the benefit and costs without the change. With/without analyses require the definition of a
time path or baseline regulatory structure (including baseline expectations for technical change impacts on
costs of emissions compliance, ambient air monitoring and other expected impacts).

Sour ces
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Executive Summary

Canada-Wide Standards (CWYS) for particulate matter (PM) and ozone may be the most
ambitious environmental standards ever proposed in Canada. They have attracted
considerable attention and debate. This report addresses the validity of the socio-

economic modeling aspects of the Canada-Wide Standards development process.

Socio-economic considerations are addressed in one of eight principles underlying the
development and attainment of CWS, according to a CWS sub agreement signed by the
Canadian Council of Ministers of the Environment (CCME). Principle 3.1.7 states that

“ measures to attain agreed-upon Canada-Wide Environmental Standards will be
determined in a sustainable devel opment context, recognizing environmental and

Socio-economic considerations” .

A CCME Framework for Socio-economic Analysesin Setting Environmental Standards
(CCME, 1998) describes procedures and information requirements for socio-economic
assessments of potential or proposed environmental standards. This Framework states
that while it may not be possible or necessary to carry out al of the analytical steps
because of time, data or resource constraints, a partial assessment can produce
information that is useful for policy deliberations. The Framework also notes that socio-
economic findings are not intended to be prescriptive concerning decisions about
environmental standards because other input factors such as toxicity, epidemiology,
ecological consequences and geographical distribution of effects and other equity
considerations are al'so necessary and important to an informed choice with respect to
standard setting. Socio-economic considerations are also specified under Government of
Canada Regulatory Policy requiring federal regulatory authorities to demonstrate that the
benefits of regulatory requirements are greater than their costs. Regulatory authorities
must “ensure that the benefits outweigh the costs to Canadians, their gover nments and
businesses. In particular, when managing risks on behalf of Canadians, regulatory
authorities must ensure that the limited resources available to government are used
where they do the most good” (Government of Canada, 1999). This implies not only that
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benefits should be greater than costs, but that benefits minus costs, or net benefits are to
be maximized, which means an attempt should be made to make standards efficient.

The objective of the Expert Panel process was to provide an independent, expert review
and critique of the socio-economic (SEA) analyses — in this case a cost-benefit analysis
(CBA) — conducted in developing the Canada-Wide Standards on PM and ozone.
Through areview of the models and associated data and assumptions used in the
analyses, the Panel was asked to produce a report to address the following questions:

a. What are the strengths, merits, limitations, gaps and the degree of uncertainties
of the proposed approaches, models, and their inputs and outputs?

b. By what means could the models and analytical approaches be improved, so as
to minimize uncertainties and maximize the relevance, reliability and utility of

outputs?
c. What other approaches and/or tools could be used to conduct these analyses?

The benefits and costs associated with Canada-Wide Standards for PM and ozone are
highly uncertain and controversial. Uncertainties are associated with each step in the
analysis of benefits and costs - including the link between emission reductions and
ambient air quality, the extent to which human health and the environment are affected

by changesin ambient levels of pollutants, the economic values (as measures of
preferences) associated with improvements in environmental and human health, accuracy
of the emissions inventory and projections of what this inventory and other factors will be
in afuture baseline, and the scope and magnitude of economic costs associated with

emission reductions, both to industry and to society.

With uncertainties so pervasive, anaysts are required to make many choices and
assumptions in estimating costs and benefits. For example, whileit is clear that the
epidemiological association between PM and excess mortality is consistent and robust,
there are many remaining gaps in current understanding of the relative toxicity of PM
components and gaseous co-pollutants and the magnitude of potential life-shortening
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effects. These uncertainties introduce possible biases into the estimation of PM-related
health benefits.

CONCLUSIONS.

The Panel draws the following mgor conclusions from its review of the CBA undertaken
for the development of CWS for PM and ozone and from the academic and policy

literature relevant to thistopic. In drawing these conclusions, the Panel views the use of
a structured approach to the examination of costs and benefits as a positive development

in Canadian regulatory policy analysis.

1. The CWS Socio-Economic Analysis (SEA) wasin fact limited to a cost-benefit
analysis (CBA).

Because the CWS implementation of the SEA process was judged by the Panel to be
limited to a CBA it was reviewed as such. CBA isjust one of many available decision
support tools. The requirements of CBA in the CWS process depends on whether the
purpose isto select an ambient air quality standard or to guide and evaluate the
implementation process. The extent to which the results of the CBA can inform the CWS

decision processis limited for various reasons including the following:

Provinces are required to establish implementation plans to ensure that CWS will be
met. Therefore, when doing a prospective CBA, the measures to be implemented
(i.e., revised emission control regulations) are necessarily undetermined, as are the
compliance levels for the revised control regulations that will be achieved in various

provinces.
The distributional impacts of both costs and benefits have not been assessed.

The Panel acknowledges that the CWS Devel opment Committee for PM and Ozone
describes the cost estimation as “ preliminary and, in some instances, a cursory analysis
used to provide a macro level order of magnitude perspective on the costs associated
with the various optional levels for PM and ozone CWSs’ and notes that caution should
be exercised in their interpretation (Canada-Wide Standards Devel opment Committee for
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PM and Ozone, 1999). Deficiencies in Canadian data and modeling capabilities and
limited time and resources restricted the scope of the analysis that could be undertaken

for the CWS process.

2. Credible CBA should be conducted to support the development of Canada-Wide
Standards.

The Panel recommends that CBA be used to inform decision-makers about the projected
costs and anticipated benefits of CWS. CBA needs to be designed to distinguish between
the costs and benefits of meeting aternative PM and ozone standards within the limits of
current science. There are potential overlaps in the estimation of costs and benefits for
PM and ozone because emission control strategies will impact both PM and ozone levels
and it is not clear which components of the air pollution mix are responsible for the
various health effects. These uncertaintiesin the CBA need to be clearly communicated.
At its best, CBA provides the decision-maker with a systematic identification, estimation,
and measure of uncertainty of monetary values for the relevant costs and benefits of
interest to decision-makers and stakeholders. To be fully informative, the CBA results
provided to stakeholders and decision-makers need to adequately analyze and explain the
major sources of uncertainty in the inputs of the CBA model projections, and their likely

effect on model outputs.

3. Inview of theimportance of the proposed regulatory decision, the CBA
performed for the CWSfor PM and ozoneis deficient in relation to the state-of-
the-art for CBA.

If the CWS CBA was intended to provide an adequate basis for balancing costs and
benefits and for influencing where the CWS should be set, this CBA was not up to the
task. If the objective was strictly to confirm that costs were not exorbitant for CWS that
were deemed to be both technically feasible and associated with some substantia
benefits, then this CBA provided contributions towards those judgments.

When judged against the elements of process and structure of CBA required for
credibility asindicated in conclusions 4 and 5 below, the Panel finds that the CWS CBA
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does not satisfy these requirements and does not meet a reasonable level of quality for a
CBA to support a decision of thisimport. While the CWS CBA has somevaue asa
scoping analysis and provides a limited degree of guidance for decision-makers, it

requires substantial improvement to meet the criteriafor credibility.
4. TheProcessfor using CBA in CWS needsimprovement.

A Discussion Paper on Particulate Matter (PM) and Ozone Canada-Wide Standard
Scenarios for Consultation prepared by the Canada-Wide Standards Devel opment
Committee for PM and Ozone (May 1999) states that “in selecting PM and ozone CWS
level scenarios for stakeholder considerations, an attempt was made to balance the
anticipated benefits of improved air quality with the technological feasibility and costs of
achieving those improvements’ . But, it is apparent that the standard CBA procedure of
comparing incremental benefits for tighter standards with incremental costs was not done
for the CWS CBA process. Timelines for the analysis were exceedingly short, and the
CBA effort appeared to be underfunded, resulting in short-cuts that substantially reduced
the credibility of the analysis. Reporting and communicating the CBA results was also
ineffective, particularly in terms of conveying a clear understanding of what was done

and why it was done as it was.

5. ThePanel hasidentified several CBA elements of primary concern that require
attention in order to ensurethe credibility of CWS CBA.

The elements of primary concern for assessing credibility of CBA are the following:

accuracy of emissions inventory data

accuracy of cost estimates

use of state-of-the-art air quality models

sufficiency of air quality monitoring

use of reasonable baseline assumptions for regulatory regime

inclusion of well-documented environmental conditions
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inclusion of demographicsin the CBA

adequate consideration of economic growth

selection of dose-response functions based on current weight of evidence
selection of vauation functions based on current weight of evidence
explicit expressions of uncertainty (measurement, model and statistical)

compatibility of scenarios with the form of standard (8 hour and 24 hour
averaging times)

inclusion of distributional analysis of costs and benefits (identification of sensitive
subgroups, affected sectors)

internal consistency of analyses (linking costs with benefits consistently)
discussion of non-quantifiable endpoints

explanation for the choices of benefits and costs included

Performing CBA that meets these requirements will involve substantial investment on a
continuing basis. Critics of the adequacy of the CWS CBA should support the generation
of aknowledge base adequate to perform credible CBA. Generation of that knowledge
base will require substantial investment of money, infrastructure and expertise.

The Panel has outlined its view on the limitations of the CBA undertaken for the
development of CWS for PM and ozone. Given those concerns, the Panel provides the
following two conclusions on the measures of benefits and costs as calculated within the
CWSCBA.

6. Asin all CBA the estimates of benefits and costs are uncertain.

Emerging analyses (in particular, of the tax interaction effect and the value of a statistical
life) suggest that the costs associated with reducing emissions may be underestimated and
the human health benefits overestimated. However, there are additional uncertainties that
temper the impact of these emerging studies on the CBA. Most notably, the cost analysis
performed in the CWS process is based on engineering estimates (resulting in
overestimated costs) and the benefit measures do not include ecosystem effects

XVi



(potentialy large, but highly uncertain). The direction of the biasin net benefits depends
on the weight placed on these factors.

7. Theoverall direction of theerrorsin benefits estimation is undeter mined.

The premature deaths reduced and broader range of health effects avoided by reducing
PM ambient levels to the CWS PM standard are likely underestimated in the CWS
analysis. However, the dollar value estimates for mortality reductions (based on value of
statistical life, VSL) are very likely overestimated. The overall effect of these potential
biases on the benefits realized from emission reductionsis not clear from the current
evidence.

RECOMMENDATIONS
Based on these conclusions, the Panel makes the following recommendations.
1. Capacity Building
Given the identified deficiencies in the CWS CBA, the Panel recommends the following:

Canada should build a capability for conducting CBA for CWS by improving
emissions inventories, air quality modeling capability, air quality monitoring
networks, socio-economic modeling, human health data gathering and developing
economic analyses of health-environment interactions. This capacity building

will require long term financial support to build the infrastructure as well as
government and industry commitment to making these improvements.

Data and models should undergo continuing development and refinement with
reporting and documentation at periodic intervals that are integrated within the
timeframe for decision-making. This includes particularly the Air Quality
Valuation Model (AQVM) used to estimate the health benefits of air quality
improvements. As detailed later in this report, the AQVM may already be out of
date in its choice of dose-response functions for estimating mortality risk
reductions and for valuation of this health endpoint. The decision to update
AQVM to include more recent work depends on the criteria of study inclusion,
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e.g. degree of peer review, number of confirmatory studies, etc. The Panel
recommends that such criteria used to develop the AQVM be reviewed and
updated, as necessary.

Improve Canadian capacity for air quality modeling. Collaborations with other
North American agencies and research groups should be encouraged and
supported with long term funding.

Inclusion of risk-risk tradeoffs (estimation of damages associated with risks from
pollutants that increase as a result of the pollutants of interest being reduced, e.g.,

UV-B radiation increasing as a result of ozone concentrations being decreased).

All CBA model specifications and input values (e.g. risk coefficients, health event
valuations) used for the purposes of regulatory decision-making should be fully
transparent and readily accessible to all interested stakeholders and researchers.

An explicit procedural and consultative framework should be developed for CBA
to inform the decision process. Informed decisions require dialogue and
consultation between decision-makers, stakeholders and CBA anaystsin an open,
transparent process. The decision process should require consideration of results
of CBA along with other inputs to the decision.

Funding should be allocated, and roles and responsibilities within the CWS
process should be defined - - including an external expert advisory body to review

approaches, progress, etc.

Formal guidelines for considering evidence and making and communicating
decisions should be devel oped.

2. Communication

Improved two-way communication concerning the assumptions, limitations and
uncertainties associated with the methods and results of CBA is needed between analysts

and policy makers and between policy makers and the public. Clear communication of

XVili



the conceptual underpinnings and limitations of vauation techniques and the
interpretation of the results of cost and benefit studies is needed to correct prevailing
misconceptions about the conduct and interpretation of these studies.

3. Cost-Benefit Analysisand Other Types of Socioeconomic Analyses

Socio-economic analysis (SEA) includes awide variety of socia and economic anaysis
methods, of which cost-benefit analysis (CBA) is one example and is typically the
foundation for other socio-economic analyses. However, the Panel recommends that
CBA be conducted separately from broader socio-economic analyses, including plant
closures, unemployment, regional economic impacts, competitiveness, or inflation for
broad-based rules. Such analyses often ignore labor and capital mobility and are not
commensurate with values used in CBA and therefore, when provided alongside CBA
estimates, the results of broader SEA models may give rise to double counting of benefits
or costs. If effects are expected to be borne disproportionately by only afew sectors,
these types of analyses are useful, but they should be presented as contributions to the
assessment of the distribution of impacts. A more promising, but more resource intensive,
approach is the expansion of the CBA to agenera equilibrium analysis to capture the
costs of the tax interaction effect (see Section 7.4). As for competitiveness analys's, shifts
to imports may have positive environmental effects that would need to be taken into
account and in this sense, a broader SEA or general equilibrium framework would be
useful.

4. Cost-benefit Framework for Analysis of Environmental Quality Regulations

The Panel endorses the use of a cost-benefit framework for the analysis of environmental
regulation while recognizing the empirical limitations of CBA. The Panel recommends:

Continued development of methods for accurate assessment of costs and benefits,
including methods for the analysis of general equilibrium (including tax

interaction) effects and international trade impacts of regulatory change.
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Continued development of and communication regarding aternative decision-
making frameworks, including multi-attribute methods, to be used as methods to
“triangulate” with traditional CBA.

Investments in human capital in the area of CBA of environmental regulation so
that policy makers and the Canadian public can be confident that cost and benefit
measures accurately reflect Canadian values and public preferences as well as

Canadian ingtitutional arrangements.
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1 Introduction

1.1 Panel Terms of Reference

The objective of the Expert Panel processisto provide an independent, expert review and
critique of the socio-economic analyses conducted in devel oping the Canada-Wide
Standards (CWS) on ambient particulate matter (PM) and ozone. Through areview of the
models and associated data and assumptions used in the analyses, as well as the relevant
academic and policy literature, the Panel has produced a report to address the following

guestions posed in the Panel’s Terms of Reference:

a. What are the strengths, merits, limitations, gaps and the degree of uncertainties

of the proposed approaches, models, and their inputs and outputs?

b. By what means could the models and analytical approaches be improved, so as
to minimize uncertainties and maximize the relevance, reliability and utility of

outputs?

c. What other approaches and/or tools could be used to conduct these analyses?
1.2 Complexity of the Problem

“ All Models are wrong, but some are useful”
Box (1979)

The Panel recognizes the difficulty and complexity of the task of evaluating socio-
economic factors arising from Canada-Wide Standards for particulate matter and ozone.
Our critical remarks of the government’ s analyses in support of these standards should be

taken in this context. Some of the dimensions of this complexity include:

facing multiple dimensions of time, space, character
the necessity to rely on estimates for most inputs and fundamental parameters,

rather than use direct and relatively certain measurements

Even mundane financial analysisinvolving future predictions cannot be absolute, so it is
not surprising that answers to the complex questionsin the CWS process are not going to
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have fully satisfying answers, either. A question as mundane as. Should an individual

use any available cash to pay down their mortgage or invest in a Registered Retirement
Savings Plan? does not have a generalizable answer. Even for a specific individua, the
answers that can be generated will depend on a number of forecasting assumptions about
uncertain factors like future inflation, interest rates, investment rates of return and tax
rates. Once we must tackle something that involves non-monetary costs and costs that are
dependent on hypothetical scenarios as well as physical effects that are both uncertainin
real terms and in terms of the means for vauing them, we enter arealm of considerably
greater complexity. This means that it is easy to find fault with efforts to assess costs and
benefits of complex scenarios and there will aways be scope for differing perspectives

on the choices and assumptions made.

Simple criticism from the Panel would be hollow and would certainly not be helpful
unless we can offer viable aternatives. We cannot expect a ssmple, precise and accurate
answer to the analysis for a complex forecast based on enormous uncertainties, such as
areinvolved in the CWS process. Y et, implementing policies that seek to achieve mgor
socia benefits at substantial societal costs without a reasonable idea of the range of
magnitude of either the costs or the benefits is not responsible public policy.

We must recognize these redlities and the further reality that there is no right answer or
right way to do the analysis called for in the CWS process. We can identify errors,
important omissions and qualifications about how this analysis should be interpreted. We
need to explore the advantages and disadvantages of aternative ways of seeking answers.
The bottom line is that this type of modeling can and should be only one input to the
decision-making process. The inherent limitations of this or any other attempt to forecast
future reality mean that we should not allow the answers to any such modeling exercise
to dictate ultimate decisions without exercising substantial judgment in the process.

1.3 Organization of the Report

The estimation of costs and benefits associated with proposed air quality standards
involves a series of linked steps each with its own conceptua foundation, analytica
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approaches, assumptions and uncertainties. Briefly, these steps include: i) modeling
changes in ambient air quality resulting from reductions in pollutant emissions; ii)
estimating avoided health effects; iii) estimating avoided non-health ecological and other
welfare impacts; iv) estimating costs of emission reduction; v) economic valuation of
avoided health and non-health effects; and vi) balancing costs and benefits. The report
discusses the Panel’ s assessment of the strengths, limitations, gaps and uncertainties
associated with each of these steps of the CBA. A summary table of the Panel’s
assessment of the key limitations, relative uncertainties and recommendationsis provided
at the end of each chapter. The details of the cost-benefit analysis as described in the
CWS documentation are provided, as well as the Panel’ s interpretation of the analyses.
The report provides an overview of the conceptual foundations of CBA and describes

other approaches to broadening the scope of CBA. The report is organized as follows:

Chapter 2 presents an overview of the conceptual underpinnings of CBA as atool
for policy analysis, including its purpose, limitations and methods. Several key
components that are common to most credible CBAs are discussed including the
with-without principle, damage function approach, measurement of benefits and
costs, summary measures of benefits and costs, choice of discount rate and treatment
of uncertainty.

Chapter 3 provides the documentation of the methodology and results of the
analyses of costs and benefits that were undertaken for the PM and ozone CWS
development process.

Chapter 4 reviews the Canadian emission inventory and assesses the linear approach
used in the CWS CBA to link rollbacks in pollutant emissions with corresponding
changesin ambient air quality. The applicability and shortcomings of the linear
assumptions used to connect rollbacks in emissions with putative air quality changes
isreviewed. The use of physical-based modeling as an dternative to the linear
approach used in the CWS CBA is presented.

Chapter 5 discusses the approach used to quantify avoided cases of premature
mortality and morbidity associated with reductions in ambient PM and ozone levels.
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The uncertainties underlying the epidemiologica studies selected to derive the
estimation of avoided health effects associated with improvements in ambient air
quality are identified and an alternative approach for estimating avoided mortality is
proposed.

Chapter 6 discusses the assumptions and uncertainties associated with the estimation
of avoided non-health environmental impacts in the CWS process as well as those
that were not assessed but within the scope of evaluation using existing models. The
chapter discusses overall impact of omitted endpoints on the CWS benefits estimate.

Chapter 7 discusses the conceptual foundations of cost estimation and provides an
assessment of the assumptions and limitations of the approach used to estimate costs
in the CWS process. Approaches to broadening the scope of the cost analysis are

presented.

Chapter 8 discusses common approaches to valuation of improvements in health and
non-health endpoints arising from improvementsin air quality and assesses
uncertainties in the CWS approach. The implications of recent valuation literature for
estimation of mortality benefits are discussed.

Chapter 9 compares cost-benefit analysis to other methods that have been proposed
for assessing evidence for regulatory decision-making, including cost effectiveness
analysis and multi-attribute analysis.

Chapter 10 provides conclusions arising from the Panel’s review.
Chapter 11 provides recommendations arising from the Panel’s review.
Appendix A presents frequently raised concerns with cost-benefit analyss.

Appendix B summarizes the monetary values assigned to morbidity effectsin the
benefits assessment model (AQV M) and describes the studies from which they are
derived.
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Appendix C indicates concerns raised by stakeholders in written submissions to the
Panel and identifies the location of specific responses within the Panel report.

Appendix D presents a summary table of the Panel’ s assessment of the CWS
approach to CBA including the assumptions, uncertainties and recommendations for
alternative approaches,

Appendix E presents the Terms of Reference for the Expert Panel’ s task.

1.4 References

Box, G. E.P. 1979. In: Lamer, R.L. and G.N. Wilkinson (Eds.) Robustness in the
Strategies of Scientific Model Building. Academic Press, New York, NY.
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2 Purpose, Capability and Limitations of Socio-
Economic Analysis / Cost-Benefit Analysis

Our society has many pressing needs but limited resources with which to address these
needs. Demands for environmental quality, health care, employment, education and
other services are ever-present. Attaining the appropriate balance between meeting these
demands and expending scarce resources is challenging. One way of examining the
balance issue is to do cost-benefit analysis. The Canada-Wide Standards approach to
determining PM and ozone standards is an example of such aresource allocation process
in that trade-offs between the costs of regulation are being weighed against various
potential health and environmental benefits.

In economics, cost-benefit analysis (CBA) isatool that is employed to help assess public
policy options by examining the anticipated benefits and costs of the various policy
options. The Canada-Wide Standards process has been referred to as “ Socio-Economic
Anaysis” There are many definitions of “ Socio-Economic Analysis’ ranging from

social impact assessment to economic impact assessment.” In this report we have focused
on the narrower concept of CBA because the Canada-Wide Standards (CWS) approach
was largely limited to CBA; amainstream practice that is highly developed and widely
discussed and analyzed in the economics literature.

CBA isan attempt to rigorously define, organize, measure and compare the various
benefits and costs arising from a policy change or from a project. As such, CBA isa
framework and atool that is useful in policy analysis. In this section, the conceptual
underpinnings of CBA, as well as some of the challenges will be outlined. Chapter 3
addresses the specifics of what was done in the case of the CWS exercise.

! See US EPA. Sept. 2000. Guidelines for Preparing Economic Analyses. 240-R-00-003.
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2.1 Social Welfare and Cost-Benefit Analysis

The focus of economic analysisis on the efficient use of scarce resources. In other
words, economic analysisis seeking an answer to the question: How can society’s
resources be put to their best use? In the present context, economic analysis— CBA —
examines the socia impact of proposed changes in regulatory standards to examine
whether the specific options under consideration are likely to result in anet increase in
socia welfare, and, if so, by how much. Thus, CBA isamechanism used to estimate net
improvement or reduction in overall social welfare. While there are many concepts of
socia welfare (e.g. Hargreaves-Heap et al., 1992) in economic analysis social welfareis
defined as the sum of individual welfare or well-being. For a specific policy change (or
project) each individual is examined to determine if he or she is better off or worse off
with the change under analysis versus without that change. These considerations of
better off or worse off include market impacts (e.g. changes in profits for industrial plant
owners under arevised air quality standard, changes in consumer satisfaction) as well as
non-market impacts (e.g. changes in health states or changes in recreational quality
because of improved air quality).

Determining if an individud is better off and by how much is a challenging endeavour.
CBA employs measures of economic value to reflect whether a person is better off or
worse off and by how much. These measures of economic value are based on trade-offs
that individuals commonly make or choices that individuals accept that describe their
personal preferences. Economic values are determined as the amount that an individual
would be willing to pay in exchange for some good or service (or conversely, the amount
that they would be willing to accept in compensation to give up some good or service).
Often, economic value can be derived from observations of market choice behaviour —an
individual is observed to pay $5 for agood and thusit is assumed that the value of that
good is at least $5 for that individual. However, economic value can also be observed for
choices that are outside of the marketplace. Individuals are observed to make choices to
reduce their health risks. This provides information on the value to them of health risk
improvements. The key element in CBA isits foundation on individual preferences, and
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the use of monetary values determined by individua trade-offs in the measurement of
individua and social values.

Economists focus on measuring these individual level welfare measures and reporting
them in monetary terms because this allows for comparison across benefit and cost
categories, allows for assessments of the net benefits (benefit minus costs), and facilitates
the process of aggregating the individual benefits and costs into socia benefit cost

measures.

Aggregating individua benefits and costsin CBA typically weights al individuals

equally ($1 of benefit to A = $1 benefit to B). CBA does not evaluate the distribution of
costs and benefits across various individuals and groups, except to the extent that the
analyst can examine who benefits and who loses. CBA focuses on economic efficiency
(maximizing socia welfare) and treats all individuals as equal with respect to their
personal allocation of costs incurred and benefits received. While some theorists
(Slesnick, 1999) have described methods that would explicitly weight members of society
(e.g., placing higher weights on the poorer members of society in an attempt to increased
the benefits of these members relative to richer members of society) thisistypically not
the approach employed in CBA. However, CBA can be used to describe the incidence of
the projected benefits and costs and thus provide useful equity information into policy
analysis.

CBA involves the aggregation of individual expected monetary values into measures of
overall socia welfare. CBA follows the logic of the compensation principle which states
that: a policy or project that creates benefits such that the beneficiaries could compensate
the losers and still be better off than before the change is social welfare enhancing.

There has been considerable debate in the economics profession regarding the
compensation principle; nevertheless, thisis the most practical approach for the
assessment of socia benefits and costs. Boadway and Bruce (1984) and Just, Hueth and
Schmitz (1982) discuss the compensation principle and related issuesin CBA.

CBA has been employed in the area of environmental policy for five decades. The actual
process of conducting a CBA should provide for a transparent analysis and presentation
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of the range of expected benefits and costs, the monetary values placed on various benefit
and cost categories, the estimated incidence of the impacts, the underlying assumptions
made in calculating benefits and costs, and various other methodological issues. This
trangparent accounting system is intended to provide a great deal of information to policy
makers. It aso servesto point out the deficiencies or weaknesses in data or measurement
associated with theissue. A well-constructed CBA will also provide some indication of
the variance of the estimated benefits and costs and the uncertainty associated with these
measures. Most economists recognize that the information included in CBA is not
perfect, but the discipline and rigour of measuring and categorizing this information can
provide agreat deal of information on the trade-offs involved in the policy or project
being considered (Kopp, Krupnick and Toman, 1997).

2.2 Key Components of Cost-Benefit Analysis

There are several key components that are common to most credible CBASs. These
include the with/without principle, the damage function approach, accounting stance,
measurement of costs and benefits, techniques for measuring benefits, the discount rate,
summary measures of benefits and costs, and treatment of uncertainty.

2.2.1 The With/Without Principle

CBA aways examines achange. A proposed change may be a change in policy (a
regulatory change) or it may be the implementation of a project (a dam, hydroelectric
plant, etc.). In order to concentrate on the benefits and costs of the issue at hand, CBA
should measure the projected benefits and costs with the change (defined as one or more
specific policy ‘options’), compared to the benefit and costs without the change. For
example, in the context of aregulatory CBA, with a new, more strict emission standard
(the policy option), for example, increased costs to the emitters would result, but benefits
may be generated from improved environmental quality. Without the proposed change
(the baseline condition), the industry will still have a regulatory standard to meet, and
costs will still be incurred to meet the existing standard. CBA should deal with these net
differences in costs and benefits between with and without conditions.
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While the with/without principle seems simple, itsimplications for analysis can be quite
complex. For example, imagine that the existing regulatory standard is based on ambient
air quality. Without any changes in regulation, industry might nonetheless incur
increased costs for future emission controls because increased economic activity would
result in greater overall emissions leading to the challenge of maintaining air quality at
levels prescribed by the existing standard. These increases in costs must be taken into
account in the without (or baseline) case in order to make afair comparison to the with
case of regulatory change. Another example involves the use of phased regulation. If the
current regulatory policy involves a systematic reduction in emissions as part of the
existing policy (e.g. reduction of emissions by x% required in year 2010) then this
increase in costs must be included in the without component of the analysis so that this
cost is not confounded with the costs of the new regulatory policy. A comparison of
with/without is not the same as before/after. With/without analyses require the definition
of atime path or baseline regulatory structure (including baseline expectations for
technical change impacts on costs of emissions compliance, ambient air monitoring and

other expected impacts).

Baselines must consider a number of changes over time, including changesin:
regulations, environmental conditions, demographics and economic conditions. The
importance of baselinesis elaborated in Morgenstern (2000).

2.2.2 The Damage Function Approach

The damage function approach relies on developing a causal chain that links reductions
of pollution emissions to changes in environmental quality (usually ambient air or water
quality), which in turn causes changes in human health status or materials (buildings,
houses, etc.), or agricultural/forest productivity. Each pollutant is linked to one or more
endpoints (health effects, materials damage, etc.). These bio-physical impacts are then
examined for their economic impact by applying economic models to assess the change
in utility or welfare benefits arising from the projected changes in health, material,
agriculture/forest productivity or other endpoints. Assuming that source apportionment
for various industrial sectors and societa activities is possible, the predicted benefits

from emissions changes are then aggregated over time, space, and the number of
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individuals affected, to arrive at the aggregate benefit. 1deally the economic valuation
component should be integrated with the health and environmental effects, and not be a
separate moddl that ssimply provides per case measures of value. Further discussion of the

damage function approach is provided in Krupnick, Rowe and Lang (1997).

2.2.3 Accounting Stance: Scope of the CBA

The accounting stance defines the scope of the proposal being considered and sets out the
boundaries for the assessment of costs and benefits. These boundaries can be
geographical (isthe analysislocal, regional, national, or international ?), temporal (what
are the starting and ending dates for the analysis? What time step will be analyzed, e.g.
every year, every five years, just the end year?), and sectoral (which sectors of the
economy are directly or indirectly affected?).

Consider the geographical boundary gquestion as an example. The accounting stance can
be a significant factor in CBA involving site-specific projects because environmental
costs often accrue in alocal areawhile socia benefits are spread over alarger domain
(e.g. hydroelectric dams). Inthe case of air quality assessment the accounting stance may
also play asignificant roleif, for example, industry is concentrated in certain regions
while affected populations are dispersed widely across the country. If the accounting
stance focuses only on the region that contains the industrial activity, then the benefits
arising from air quality changes outside of the region will not be considered. However,
the question remains as to how broad a net should be cast in order to capture al of the
relevant benefits and costs. In the context of the CWS discussion, the accounting stance
for Canada s air quality is national (i.e. interprovincial), thereby reducing many of the
concerns regarding accounting stance effects on the CBA. Other complications arise
with anational focus, such as the uneven interprovincial distribution of benefits and

costs. A discussion of accounting stance impacts on CBA is provided by Howe (1971).

2.2.4 Measurement of Costs and Benefits

As described above, CBA relies on monetary measures of costs and benefits. These
measures of costs and benefits are based on economic theory of ‘the firm’ and ‘the
consumer’ (see e.g. Dasgupta and Pearce, 1978). In the context of air quality changes,
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benefits are the changes in the welfare (well-being) of each individual affected by the
change. For CBA purposes, benefits are typically measured as an individua’s maximum
willingness to pay for the environmental quality change, or alternatively the amount of
money that the individual would be willing to forgo to enable the change in
environmental quality. Note that these conceptual measures of welfare can be measured
by observing trade-offs that individuals make in the market place, or by structuring
experiments to examine how individuals would make trade-offs in hypothetical situations
presented to them by investigators. While the concept of welfare is relatively
straightforward, the measurement of this welfare change, based on market data or other

information, is often a challenging task.

The theoretically appropriate measures of costs are the impact on socia welfare or the
opportunity cost (cost of opportunities forgone) of the change in regulation. For
example, if anew regulation requires reduced emissions, direct compliance costs of
installing new emission reduction equipment are often used as measures of the cost of the
policy change. However, if the firm can employ alternative inputs, the costs of meeting
the regulation may be lower than the costs of installing new equipment. Furthermore, the
output prices that a firm can charge to its customers may increase as aresult of the
regulation and the resulting reduction of products supplied, again reducing the monetary
impact of the regulation on the firm. The firm’s behaviour in light of the new regulation
and their choice of cost-minimizing strategies under this new regulation, compared to the
firm’s behaviour without the new regulation, indicates the opportunity cost of the

regul ation®.

There are three broad approaches for estimation of costs: (1) Direct costs, that include no

behavioura changesin the industry and only consider direct costs of implementing

2 The theoretically appropriate measure of opportunity cost is the change in producer surplus. Producer
surplusis defined as the area above the firm’s supply or marginal cost curve but below price. Assuchitis
ameasure of the gains the producer has for selling at prices higher than marginal cost. Regulatory policies
typicaly shift the marginal cost curve by increasing costs of production. However, since the firm can
respond to regulatory change in many ways, not only through direct implementation of emissions reduction
technology, the cost of implementing emissions reduction technology is thought of as an upper bound on
the cost estimate.
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emission reduction technology; (2) Partia equilibrium costs, that include behavioural or
market changes within the sector or industry being directly affected; and (3) General
equilibrium costs, that examine behavioural or market impacts on the affected industry
and all industries linked to it. Direct costs are often referred to as engineering cost
estimates, since these are typically based on the costs of revising the production system to
address the policy or regulatory change. Typicaly, direct cost estimates are assumed to
overstate the true social cost of regulatory change because they ignore behavioura
changes that can generate cost savings. Furthermore, direct costs ignore the market
impacts of regulatory changes that at times may result in higher product prices and
thereby affect the returns to the firm from the product market. While partial and general
equilibrium approaches are more theoretically appealing, they aso require considerably
more data and analysis and thus raise a variety of complicating issues in the analysis. A
second dimension of cost analysis is the degree to which costs are assessed in a static
context or in adynamic / intertemporal setting. If costs are examined in a static
framework, dynamic factors such as capital investment are ignored. Furthermore, the
role of technological change, research and innovation isignored in static analyses.
Considerably more detail on the issues associated with measuring costs are provided in
Chapter 7, which deals specifically with the cost analysis for the Canada-Wide Standards
development process.

2.2.5 Techniques for Measuring Benefits

While economic theory describes benefit measures as willingness to pay or willingness to
accept®, the actual measurement of this amount introduces various challenges. Freeman
(1993) summarizes the methods used to value the improvements in environmental
amenities, including those relevant to air quality issues. Table 1 summarizes the
information from Freeman (1993, Table 14-1, p. 487). Note that some of the techniques

3 While the benefit measures are referred to as “willingness to pay” or “willingness to accept”, most benefit
measurement techniques do not actually directly ask individualsto reveal this amount. Individuals may
reveal their willingness to pay or willingness to accept through market transactions or other forms of
behaviour. Thereis considerable confusion in the popular literature about the concept of “willingness to
pay” (atheoretically appropriate welfare measure) and the method of benefit estimation, contingent
valuation, that actually asks individuals what they would be willing to pay.
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employed are consistent with economic theory and actually attempt to measure welfare,
while other techniques (identified in Table 1) are not consistent with economic theory
and are approximations (usually lower bound approximations) to economic welfare or

benefit measures.

Table 1 and Table 2 refer to a variety of approaches for valuation. Direct valuation
technigues determine the monetary value of the good or service (or a changein the
quality of the good or service) directly from the observations collected. For example, ina
perfectly competitive market, the price of the good revea s the individua’s or firm's
marginal willingness to expend some of their limited financial resourcesto pay for that
good in preference to other goods. Contingent valuation is a technique that also attempts
to directly dicit willingness to pay although in this case the elicitation involves the
administration of a highly structured hypothetical question (or set of questions) that
identifies how much an individual would be willing to pay for agood or service. Indirect
valuation approaches develop estimates of the monetary value of the good or service by
observing related buy—and-sell markets, or by inferring results from observations that an
individual would pay at least a certain amount. Referenda for example, when involving
actual monetary versus service tradeoffs, can be used to indicate individual monetary
values. If anindividual votes for an option that requires expenditures of $X, that
individual could be said to be willing to pay at least $X for that option. Hedonic property
and wage models are methods that decompose the price of market goods (property and
labor) into components that include environmental amenities, health risks, and other
elements. For example, these methods might examine how much of awage premium an
individual would have to be paid to work in ahigher risk occupation. These methods are
indirect approaches since the monetary value of the change in environmental quality or
health risk is not elicited directly by questioning individuals, rather it isindirectly
determined from the market for property or labor. Travel cost models and random utility
models are models commonly used in evauating the value of recreation activities and the
impact of changes in environmental quality on recreation value. Again, these methods
are indirect as they examine the value of atypically un-priced (or administratively priced)
good — outdoor recreation — through market purchases of other goods required for travel
to the site for the activity.



Table 1 Environmental Quality Changes and Valuation Techniques

ENVIRONMENTAL SERVICE FLOW

TECHNIQUE OR MODEL EMPLOYED

Impactson Human Health

Mortality risk

Revealed Preference
Hedonic Wage
Averting Behaviour
Stated Preference
Contingent Valuation
Contingent Behaviour
Stated Choice / Conjoint
Other Methods
Human Capital (foregone earnings)
Quality Adjusted Life Year / Cost of IlIness

Morbidity

Revealed Preference
Averting Behaviour
Stated Preference
Contingent Valuation
Contingent Behaviour
Stated Choice/ Conjoint
Other Methods
Cost of IlIness (lost earnings, medical costs, €tc.)

Impacts on Visibility / Amenity

Property Vaues

Revealed Preference
Hedonic Property Values
Averting Behaviour
Stated Preference
Contingent Valuation
Contingent Behaviour
Stated Choice / Conjoint

Impacts on Ecological Function / Services

Recreation

Revealed Preference

Travel Cost Models/ Random Utility Models
Stated Preference

Contingent Valuation

Contingent Behaviour

Stated Choice / Conjoint
Other Methods

Unit day values

Agricultural and Forestry Impacts

Revealed Preference
Changes in Producer and Consumer Surplus
Averting Behaviour
Hedonic Property Vaues
Stated Preference
Contingent Valuation
Contingent Behaviour
Stated Choice / Conjoint

Damages to Materials (soiling,
deterioration, etc.)

Revealed Preference
Changes in Producer and Consumer Surplus
Averting Behaviour
Hedonic Property Vaues
Stated Preference
Contingent Valuation
Contingent Behaviou
Stated Choice/ Conjoint
Other Methods
Replacement costs

Passive Use Values

Stated Preference
Contingent Valuation
Contingent Behaviour
Stated Choice / Conjoint

Based on Freeman (1993, Table 14-1, p.487). Methods in italics are generally not consistent with economic theory.
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Table 2 Valuation Techniques

Revealed Preference Stated Preference
(Observed Behaviour) (Hypothetical)

Contingent Valuation (open ended)
Direct Valuation Competitive Market
Contingent Valuation (bidding games)

Travel Cost / Random Utility Models | Referendum Contingent Valuation

Indirect Valuation Hedonic Property Vaues Discrete Choice Contingent Valuation
Hedonic Wage Models Contingent Behaviour
Referenda Stated Choice / Conjoint

Based on Freeman (1993) and Mitchell and Carson (1989).

Hypothetical indirect methods include contingent behaviour methods that ask individuals
structured questions to identify how their behaviour might change if prices or quality
were to change. For example, individuals may be asked how many recreation trips they
would make if environmenta quality (perhaps fishing catch rates) was enhanced at al
recreation sites within their region. Referendum contingent valuation is a hypothetical
referendum that asks respondents to vote on alternatives in a hypothetical referendum
where the alternatives include trade-offs between environmental quality or health quality
and money. For example, individuals may be asked how they would vote on a program
that would cost $X to improve long range visibility in their neighborhood. If they voted
yes to the program they would be indicating that they were willing to pay at least $X for
the program. Discrete choice contingent valuation similarly asks individuals about their
choice of dternativesinvolving trade-offs, however, it does not necessarily involve a
referendum setting. Choice experiments or conjoint analysis also ask individuals to make
choices from hypothetical options (referendum options, behavioura choices like a choice
of fishing sites, etc.) but these choices are characterized by attributes that determine the
major reasons for the choices made. This allows the valuation of the attributes of the
choice dternative, as well as the alternative itself.

Other methods that are not consistent with economic theory are often employed as
approximations to true welfare measures. 1n the mortality category, for example, human
capital or lost productivity/wages methods have been employed as estimates of the
foregone economic output associated with premature death. However, foregone earnings
are not consistent with economic theory as awelfare measure, and this measure
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significantly understates the benefits of improved environmental quality (Braden and
Kolstad, 1991; Freeman, 1993). Similarly, Cost of IlIiness (COl) is often used asa
measure of the economic cost associated with morbidity, but these measures are at best
lower bound estimates of the true economic cost of ill heath (Braden and Kolstad, 1991,
Freeman, 1993).

Each one of the valuation techniques discussed above involves considerable technical

skill and attention to detail to be credible. Further details on the methods can be found in
the following sources. Genera Overviews (Freeman, 1993; Braden and Kolstad, 1991),
Travel Cost and Random Utility Models (Freeman, 1993; Braden and Kolstad, 1991),
Stated Choice / Conjoint (Adamowicz et al., 1999; Adamowicz, 2000), Contingent
Valuation (Mitchell and Carson, 1989; Carson, 2000) and Hedonic Price methods
(Braden and Kolstad, 1991).

2.2.6 Comparison of Benefits and Costs Over Time. The Discount
Rate

The economic approach to estimating the dollar values of costs to be expended in future
and benefits to be accrued over time is termed discounting. When estimates of future
benefits and costs are discounted, their anticipated monetary values at future pointsin
time are converted into present-day dollar amounts, by adjusting downwards the value of
projected benefits and costs by a few percentage points per year (the discount rate). This
is done to reflect the opportunity costs of non-productive capital expenditures and the
socia rates of time preference — meaning that a deferred expenditure is better than an
immediate expenditure of the same dollar amount, and a near-term benefit is preferable to
along-term payoff (Kopp, Krupnick and Toman, 1997). With all regulatory impacts
converted to consumption equivalents, analysts can discount streams of benefits and costs
at adiscount rate that reflects consumption tradeoffs across a defined span of time.
Uncertainty regarding an “exact” rate of discount (using either shadow price of capital or
socia time preference approaches) illustrates the need for sensitivity analysis — one must
introduce a series of plausible discount rates into the CBA calculations to gauge how

benefits and costs would change with alternative discount-rate hypotheses. This approach
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is aso necessary for careful assessment of the extent to which the burdens of regulation

fall on consumption or investment.*

2.2.7 Summary Measures of Benefits and Costs

The appropriate outcome of a CBA is usually expressed as the Net Present Value
(discounted benefits minus discounted costs). Alternative summary measures may be
expressed as an estimated benefit-cost ratio (the discounted present value of benefits
divided by the discounted present value of costs) or an Internal Rate of Return (the size
that the discount rate needs to be for projected net benefits to equal zero.) Aswe want to
identify actions that have the largest net benefit for society and a high benefit-cost ratio is
not necessarily consistent with large net benefits, Net Present Value isthe preferred

summary measure.

A well constructed CBA will include information about the relationship between
variation in these summary welfare measures as model outputs and the underlying
variation in the benefit and cost measures that constitute the model inputs. The impact on
the summary outcome measures of uncertainties in the critical input measures of costs
and benefits (including discount rates) must also be determined and reported (Howe,
1971; Dasgupta & Pearce, 1978).

2.2.8 The Treatment of Uncertainty

In principle, the appropriate approach to handling uncertainties invol ves comparing
estimates of the total present discounted benefit distribution and the discounted cost
distribution to yield a net benefit distribution associated with the given scenario. This
distribution, evaluated according to some decision rules and compared with net benefit
distributions from other scenarios, permits an efficient scenario to be identified, at |least

within the confines of the anaysis.

“ A specia but important issue arises here when regulatory impacts have an intergenerational time scale (e.g., costs
borne today but benefits received by the next generation). Even a consumption-based discount rate could reduce future
impacts to trivial levels over along time frame. In terms of discount rate policy, it could be argued that
intergenerational effects deserve “special” treatment reflecting societal tradeoffs across generational income
distributions. One simple example is the argument that a discount rate reflecting the long-term rate of economic
growth can reflect an “equal” treatment of the generations, reflecting the presumed greater economic ability of future
generations to shoulder burdens relative to ourselves.
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The standard approach in CBA for comparing distributions of net benefitsis defined
under expected-utility theory, in which each potential state of the world generates a
particular expected net benefit, and the utility of these net benefits is weighted by their
likelihood of occurrence and then summed. The structure of this utility function in part

reflects the attitude of members of the society toward risk.

In recent years, this approach to describing valuation of uncertain outcomes has been
criticized. Critics argue that individuals ignore or systematically estimate risks
inaccurately, especially low-probability, high-consequence events; that individuals
valuation of risky situations is influenced by their frames of reference; and that
perceptions of risky outcomes are affected by concerns about future regret aswell as
expected utility. Camerer and Kunreuther (1989) provide an extensive review of these
and other issues. However, these criticisms are by no means universally accepted, and
alternatives to expected utility theory also have not won widespread acceptance. For the
time being, CBA will continue to be based on calculation of net benefits, with
adjustments for the cost of risk-bearing, while research continues.

The analysis of uncertainty can be conducted within this framework using Monte Carlo
simulation techniques. These techniques involve characterizing statistical uncertainties
in the input data, equation parameters, and other features of the analysis with estimated
probability distribution functions (PDFs). Monte Carlo simulation uses a random sample
of each of these PDF distributions in multiple repetitions of the designated calculations
(in what are called realizations) to form probability distributions of the output variables
of interest (e.g. net benefit). These distributions reflect the statistical uncertainties within
and between the appropriate stages of the analysis. This simulation approach does not
address the inherent model uncertainty, i.e. whether the equations used in the model
simulations accurately reflect the redlity of the system that is being simulated.

In practice, the full representation of uncertainties is often ignored in favour of more ad
hoc approaches, such as the representation of some output variables by their expected
values and of others by low, middle, and high values (say, by the values representing the
95% confidence interval around some expected value). These are then paired with their
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corresponding values from the next stage of the analysis. The result is a set of low,
middle, and high values for the final output distribution (say, the benefits of a waste
cleanup) that do not correspond to any particular confidence interval. However, this
simplified approach violates several important rules of statistical computation, and it can
often produce mis eading information about the nature and degree of uncertainty in the
CBA results.

2.3 Cost Effectiveness Analysis and Economic Impact Analysis

Cost-benefit analysis (CBA) and cost-effectiveness analysis (CEA), are economic
techniques that produce information intended to improve the quality of public policy
decisions (Kopp, Krupnick and Toman, 1997). Conceptually, then, CBA could be used
to rank policy options on the basis of their improvements or reductions in well-being. For
example, on the basis of such improvements, one could rank three air-quality policies that
are related to urban ozone and that offer various ambient ozone standards to be attained,
various reductions in illnesses related to ozone exposure, and various costs of attaining
those standards.

CEA isaparticular form of CBA. Inthe example of air quality above, a decision-maker
would use CEA to choose among various options to attain a chosen standard. CEA does
not imply choosing the policy with the smallest dollar price tag (although many people
believe that it does). Strictly speaking, CEA chooses the policy that achieves the
specified goal with the smallest lossin socia well-being. The smallest welfare loss

might not be associated with the smallest dollar cost. CBA and CEA are often described
as economic impact analysis techniques but distinctions are necessary. Economic impact
anaysis, strictly speaking, is yet another form of analysis that focuses on the impacts on
employment, wage rates, price changes and other changes in the economic system that
arise when policies change. Economic impact analysis often refers to assessment via
input-output models or the use of output, income and employment multipliers. Economic
impact analysis examines how the economic system will change, however, only some of
these changes are relevant for CBA. For example, CBA does not typically include
creation of employment as a benefit. Thisis because CBA tends to focus on the primary
benefits and costs (the direct costs and benefits arising from the change) and not the
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indirect costs and benefits. Counting both would result in double-counting. Thus, while
creation of employment may occur, in the case of afully employed economy the
employment creation in one sector will be offset by other potential indirect costs - like
increases in wage rates for all sectors, increases in services required and a variety of other
issues (see Section 9.3 for further discussion of CEA).

2.4 Limitations of Cost-Benefit Analysis

CBA has several key theoretical or conceptual assumptions and limitations, including the
reliance on individual measures of monetary value as the cornerstone of CBA and the use
of the compensation principle as the indication of socialy beneficia projects.

A number of concerns about CBA are commonly raised. They include the following:

(1) The environment is a public good that is not exchanged in markets and therefore
defies economic valuation. Thus, the use of CBA to evaluate environmental
policiesisinappropriate.

(i) Environmental protection is often desirable for reasons that cannot be quantified-
-social, spiritual, and psychological values that defy monetization.

(iii)  CBA does not take the “rights” of future generations into account.

(iv)  Economic benefit measures are hypothetical measures of benefits and are not
actual benefits that can be measured in terms of savings in health case costs or
other “real” benefits.

These issues and the economist response to them are elaborated in Appendix A.

Furthermore, there have been many criticisms of the concentration on efficiency rather
than equity. CBA istypically employed in analysis that considers benefits and costs over
time and measures are taken to make benefits and costs in future time periods
commensurate with benefits and costs today (discounting). As discussed in Section 2.2.6
the choice of discount rate can significantly affect the outcome of the CBA and has been
the focus of much debate. Many of these conceptual issues are debated in Kopp,
Krupnick and Toman (1997).
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In addition to theoretical issues there are many measurement challengesin CBA. While
the monetary values of market goods are relatively straightforward to measure, the
monetary values of various non-market goods are more difficult to assess. Some would
argue that there are many goods and services for which no measurable monetary value
exists. However, in the past few decades there has been a substantia increase in the
literature on the valuation of non-market goods and services and an explosion of
empirica estimates of non-market values (see Freeman, 1993). While this area of the
literature has increased dramatically, there is still debate about how non-market values
arising from health effects, for example, are measured. Thisissue is addressed in Chapter
8.
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3 Panel’s Interpretation of Cost-Benefit Analysis for PM
and Ozone Canada-Wide Standards

3.1 Introduction

Canada-Wide Standards (CWS) for PM and ozone were ratified by the Canadian Council
of Ministers of the Environment (CCME) in June 2000°. Socio-economic considerations
are one of eight principles underlying the development and attainment of CWS,
according to a CWS sub agreement signed by the Canadian Council of Ministers of the
Environment (CCME). Principle 3.1.7 states that

“ measures to attain agreed-upon Canada-Wide Environmental Sandards will be
determined in a sustainable devel opment context, recognizing environmental and

Socio-economic considerations” .

A CCME document Framework for Socio-economic Analyses in Setting Environmental
Sandards (CCME, 1998), describes procedures and information requirements for
socioeconomic assessments of potential or proposed environmental standards. The
Framework involves five steps each with key tasks and information requirements to
define: 1) the environmental problem and adverse effects; 2) the sources and trends of
problem activities and/or pollutant releases; 3) potential technical methods to reduce
releases and achieve standards and their costs; 4) beneficia economic and environmental
consequences of potential standards; and 5) evaluation techniques and decision criteria
for selecting a standard. This Framework states that while it may not be possible or
necessary to carry out all of the analytical steps because of time, data or resource
constraints, a partial assessment can produce information that is useful for policy
deliberations. The Frameworks notes that quantitative uncertainties in quantitative
estimates of benefits and costs must be analyzed and implications communicated to all
those involved in the development of standards.

> A CWS for PM,s of 30 ug/m®, 24 hour averaging time, by year 2010. A CWS for ozone of 65 ppb, 8 hour
averaging time, by year 2010.



Although the Framework emphasi zes socio-economic assessment methods and monetary
values as indicators of economic and socia importance, the views and perspectives of
individuals, groups and organizations are recognized as important considerations in the
decision-making process. The Framework also notes that socio-economic findings are not
intended to be prescriptive concerning decisions about environmental standards because
other input factors such as toxicity, epidemiologica findings, ecological consequences
and geographical distribution of effects are also necessary and important to an informed
choice with respect to standard setting.

Socio-economic considerations are also specified under Government of Canada
Regulatory Policy (Nov. 1999) requiring federal regulatory authorities to demonstrate
that the benefits of regulatory requirements are greater than their costs. When regulations
address health, social, economic or environmental risks, it must also be demonstrated that

regulatory effort is being expended where it will do the most good.

This chapter provides an overview of the methodology and results of the analyses of costs
and benefits that were undertaken as part of the CWS development process. The
following reports prepared for the CWS Development Committee for PM and Ozone
provide further details of the CWS methodology and results:

)] Compendium of Benefits Information — 99-08-17
i) Compendium of Cost Information — Aug. 6, 1999 and

i) Emission Control Cost Sudy for Sources of NOx, VOCs, PM1o, PM25and SO,
Emissions. Methodology Report, prepared by Stratus Consulting Inc. Dec. 3,
1999.

Preliminary results of these analyses were presented at the final National Stakeholder
Consultation Workshop held on May 26-28, 1999 in Cagary, Alberta. A Discussion
Paper on Particulate Matter (PM) and Ozone Canada Wide Standard Scenarios for
Consultation, prepared by the CWS Development Committee (CWS DC, 1999) for
distribution at the workshop provided an overview of the approach and results of the
analyses.
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3.2 General Approach

The Discussion Paper on Particulate Matter (PM) and Ozone Canada-Wide Standard
Scenarios for Consultation prepared for the final National Stakeholder Consultation
Workshop indicates that “ in selecting PM and ozone CWSlevel scenarios for stakeholder
consideration, an attempt was made to balance the anticipated benefits of improved air
quality with the technological feasibility and costs of achieving those improvements
(CWSDC, 1999 p. 15)” . The following step-wise approach to the cost-benefit anaysis
was described:

Step 1 — Identify the optional ambient targets (range of candidate CWS levels)

Step 2 — Estimate the required ambient reductions to reach the targets

Step 3 — Estimate the corresponding avoided impacts (benefits)

Step 4 — Estimate the required reductions in precursor pollutant emissions

Step 5 — Assess the technological feasibility and estimate the associated emission
reduction costs

Step 6 — Compare the avoided costs (benefits) and the anticipated costs of improved air

quality

The methodology is described by the CWS Development Committee as “a preliminary
and, in some cases, cursory analysis used to provide a macro level order of magnitude
per spective on the costs associated with the various optional levels for PM and ozone
CWSs and combinations of optional levels’ . The discussion paper notes that
considerable additional work will be required to improve the information base in order to
enable refinement of cost and benefit estimates and to alow the detailed design of
implementation plans and specific sectoral strategies in various regions across Canada.

The methodol ogies and results of each of the above steps are described below. The
Panel’ s assessment of the strengths, limitations and uncertainties of the approaches taken
in each step is presented in Chapters 4 to 8.
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3.2.1 Step 1: Identify the optional ambient targets (range of candidate
CWS levels)

The range of ambient air quality scenarios for socio-economic anaysis was determined

by the CWS Development Committee based on scenarios agreed to at the October 1998

Nationa Multi-Stakeholder Consultation Workshop. The air quality scenarios considered

for the benefits assessment were as follows:

PM 10 40, 60 and 80 pg/m? (24 hour)
PM,s 20, 30 and 40 pg/m* (24 hour)
Ozone 50 to 70 ppb (8 hour)

3.2.2 Step 2: Estimate the ambient level reductions required to reach
targets

The AIR QUALITY VALUATION MODEL (AQVM) was used to estimate the health and

environmental benefits associated with reduced ambient levels of PM and ozone. The

AQVM requires the user to define an ambient air pollution change scenario by specifying

either an absolute or a percentage change from baseline ambient concentrations.

To estimate the annual change in ambient concentrations as input into AQVM, the
following air quality information was required: 1) determination of baseline ambient air
concentrations 2) estimation of natural background ambient air concentration level above
which benefits would occur 3) a method for adjusting baseline ambient data to smulate
attainment of the CWS scenarios:

i) Baseline Ambient Air Quality

PMjo

Baseline one year distributions of PM o air quality datafor 37 Canadian cities (census
metropolitan areas (CMAS) and census agglomerations (CASs)) were determined using
three years (1994-1996) of manual data (collected primarily on a one-in six day schedule)
for 25 Canadian cities and towns and one or more years of continuous (Tapered Element
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Oscillating Microbalance or TEOM) monitoring data from 1994-1997 for 12 cities and

towns.

PM35

Baseline one year distributions of PM s air quality data for 14 Canadian cities
(CMA/CA’S) were determined using three years (1994-96) of manual data (collected
primarily on aone-in-six day schedule). Continuous (TEOM) PM2 s monitoring data was

only available for 2 stations.

Ozone
Baseline ozone data for 36 cities and towns for three years (1994-1996) was determined
using hourly datafrom May to September at 119 monitoring stations across Canada.

i) Background levels

The annua average natural background concentration was subtracted from the predicted
concentration distribution based on application of arollback algorithm. This was to
ensure that the estimated avoided impacts did not include attribution of benefits to
reductions below natural non-anthropogenic background levels.

An average value of 5 pg/m? was selected as the estimated daily background
concentration for PMyo and 2.5 pg/m? was selected as the background concentration for
daily PM,sdata. An average value of 40 ppb was selected as the estimated hourly
background concentration for ozone.

i) Ambient Concentration Changes

PM

To calculate community-wide air quality concentration changes consistent with the
expected form of the CWS, the following guidelines were used:

1 All CMA/CAs for which community-oriented monitoring data were available
were included in the analysis. Rural (or background) sites were not included.

2. For CMA/CAs that have both manual (mostly 1 in 6 day sampling) and
continuous monitors, the continuous (or daily) monitor results were used.
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3. For CMA/CAs that have multiple years of data, the annual concentration changes
for each year were averaged over the number of years for which data were
available

4, For CMA/CAs that have multiple monitor stations, the annual concentration
changes averaged for each station were averaged with the results from other
stations, even if they were for a different number of years.

5. For CMA/CAs with no continuous monitors but with more than one type of
manua monitor or multiple manua monitors, al annualized concentration
changes from each of the monitors were averaged.

A ‘proportional linear rollback’ approach was used to simulate attainment of the range of
optional CWS levels by adjusting the current (baseline) air quality data for concentrations
exceeding an estimated background level. For each CWS scenario, the ratio between the
target level and the 3rd highest maximum concentration at a given site was used to scale
back the baseline data for that site. The sum of the rolled back data, averaged over 365
days, was subtracted from the baseline annual mean (less background) to determine the
annual concentration change for each of the scenarios.

Annual Change = Baseline Conc. — Rollback Conc.

Baseline Conc. = [(daily concentration — background concentration (BG))+365
Rollback Conc. = [{daily concentration X Rollback Reduction) —BG) + 365
Rollback Reduction=  {1-(3“ Max-CWS)/3“ Max)} = CWS/3 Max

The 3rd highest maximum reading was used to provide a more robust representation (i.e.
less likelihood of outliers giving afalse or misleading result) of the level of reduction
required to reduce the peak concentrations and the associated distribution of

concentrations.

Ozone

The following guidelines were used to calculate community-wide air quality
concentration changes consistent with the expected form of the CWS:

1 All CMA/CAs for which monitoring data were available were included in this
analysis. Sites outside CMA/CA’ s were not included.

2. The most recently available three years (1994-1996) of data were used to
calculate the seasonal concentration changes. For stations that did not have three
years of data, the average of the available data was used.
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3. For CMA/CAs that had multiple monitor stations, the station with the highest
average ozone concentrations was used.

A curvilinear “rollback approach” was used to model the decline in concentration
frequency for rollback of hourly average ozone concentrations. The agorithm used was
based on results from a trends analysis on the distribution of Canadian hourly ozone data.
For sites that experienced a downward trend, the greatest decline in the frequency of
hourly average concentrations was experienced within the high-level (>90 ppb)
concentration ranges and the decline approached zero in the low concentration ranges
(30-40 ppb). The decline in frequency was used as a surrogate for the declinein
concentration and a linear percent-change algorithm was developed to rollback the hourly
values for each scenario.

Percentage reduction required in Maximum Ozone:
Rmax = ((Oavac-Rn)/Oauad) * 100% (1)
where

Rn=Rollback Target 50, 60 ppb etc.
Osma= Maximum Ozone

Reductions scaled from Maximum to Threshold:

R= (1-((Oamax-0an)! (Osmax — Th)))* Rmax 2

03nr=03* (1-Ry) (3)

Note: if O3,<Tj, then R=0; if 03,>03ma then Rs=Ryax
Where:

Tr=Threshold (no reduction below thislevel, set to 40 ppb)

Os,= Measured hourly ozone value (ppb)
Osnr = Adjusted hourly ozone value (ppb)

This algorithm was applied directly in the case of sites with maximum ozone
concentrations of 100 ppb or less. For sites with higher maxima the algorithm was
applied twice, with the first application used to roll maximato 100 ppb and the second to
further reduce the maxima to the scenario value.

3.2.3 Step 3: Estimate the corresponding avoided impacts (benefits)
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3.2.3.1 AQVM: The Benefits Assessment Model

The AIR QUALITY VALUATION MODEL (AQV M) was used to generate estimates of the
absolute numbers of avoided health events for alternative reductions in ambient
concentrations of PM 1, PM 5 and ozone, and to provide estimates of the monetary value
of these avoided health impacts. The AQVM requires the user to define an ambient air
pollution change scenario by specifying either an absolute or a percentage changein
baseline ambient concentrations. The AQVM contains a baseline air quality database for
Canada derived from available ambient monitoring data and a population database from
the 1996 Census for all the census divisions (CDs) and for the CMAs. The AQVM
contains default concentrations-response functions for health outcomes derived from key
epidemiologica studies aswell as the monetary value estimates for various types of
human health and environmenta endpoints. The human health and environmental
impacts included in the benefits analyses for the CWS process are identified in Table 3.

Table 3: Human Health and Environmental EffectsIncluded in the Estimation of Ambient PM and
Ozone Reduction Benefitsfor CWS

AQVM Benefit Category Included Excluded

X

Mortality

Mor bidity
Chronic bronchitis cases
Respiratory hospital admissions
Cardiac hospital admissions
Emergency room visits
Asthma symptom days
Restricted activity days
Acute respiratory symptom days
Child bronchitis

XXX XX XXX

Production/consumption X
Crops

Forests X

Fisheries X

Economic Assets X
Materials (corrosion, soiling)

Property values X

Environmental Assets X
Use

Recreation

Visihility Aesthetics

XXX

Passive Use (nonuse) and/or Total Values for
other impacts to vegetation, wildlife, and
other ecologic resources
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3.2.3.2 Concentration Response Relationships for Human Health Effects

Concentration-response functions allow the estimation of the change in the frequency
predicted occurrence of each health effect that would be expected as aresult of changes
in ambient pollution. Concentration-response functions used in the AQVM were drawn
from epidemiological literature according to three criteria:

)] studies that recognized and attempted to minimize the effects of confounding
variables such as seasonality and weather are preferred,

i) studies were selected that examined exposure to levels of air pollution relevant to
the Canadian context, particularly those from North America and Western
Europe,

i) studies that addressed clinical outcomes or changes in behaviour that would best
lend themselves to economic valuation were included.

Specific concentration-response functions were selected from the studies according to a
“weight of the evidence” approach. Central estimates generally reflect the mean or
midpoint results from selected studies. Low and high estimates reflect the reasonable
range of credible results, not the absolute range of highest and lowest values. The
concentration response functions utilized in the AQVM for PM25, PM 1o and ozone are
summarized in Table 4, Table 5, and Table 6.
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Table 4: Concentration —response relationships utilized in AQVM for PM 25

Health Event Category

Concentr ation-Response Par ameter
(Probability Weighting Applied)

Annual mortality risk per 1 pg/m® change in annual
average PM, s concentration
Sources: Pope et al. (1995); Schwartz et al. (1996)

Low 0.87 x 10 ™ (22%)
Central 2.14 x 10 = (67%)
High 4.82 x 10”° (11%)

Chronic bronchitis (CB) annual risk per 1 pug/m?
change in annual average PM, s concentration
Source: Abbey et al. (1995)

For population 25 years and older:
Low: 4.13 x 10° (25%)

Central 8.27 x 10°(50%)

High 12.4 x 10 ™ (25%)

Respiratory hospital admissions (RHA) daily risk
factors per 1 pg/m* change in daily average PM, 5
concentration.

Source Burnett et al. (1995)

Low 1.00 x 10 (25%)
Central 1.21 x 10°® (50%)
High 1.42 x 10°® (25%)

Cardiac hospital admissions (CHA) daily risk per 1
pg/m? change in daily average PM, s concentration
Source: Burnett et al. (1995)

Low 0.79 x 10 (25%)
Central 1.02 x 10°® (50%)
High 1.26 x 10 (25%)

Net emergency room visits (ERV) daily risk factors
per 1 ug/m® changein daily average PM, 5
concentration.

Source: Sieb et al. (1995)

Low 4.62 x 10° (25%)
Central 5.61 x 10 (50%)
High 6.61 x 10 (25%)

Asthma symptom day (ASD) daily risk factors
given a1 ng/m? changein daily average PM, 5
concentration.

Sources: Whittemore and Korn (1980); Ostro et al.
(1991)

For population with asthma (6% of popul ation)
Low 1.62 x 10 (33%)

Central 2.64 x 10 (34%)

High 3.65 x 10 (33%)

Restricted activity day (RAD) daily risk factors
given a1 ng/m? changein daily average PM, 5
concentration.

Sources. Ostro (1987); Ostro and Rothschild (1989)

For nonasthmatic population (94% of population)
20 years and older

Low 1.31 x 10 (25%)

Central 2.50 x 10 (50%)

High 3.95 x 10 (25%)

Net day with acute respiratory symptom (ARS)
daily risk factors given a 1 ng/m? changein daily
average PM, s concentration.

Source: Krupnick et al. (1990)

For nonasthmatic population (94% of population)
Low 1.25 x 10 (25%)

Central 2.79 x 10 (50%)

High 4.14 x 10 (25%)

Child acute bronchitis (B) annual risk factors given
al rTg/m3 change in annual average PM, s
concentration:

Source: Dockery et al. (1996)

For population under age 20:
Low 0.62 x 10° (25%)
Central 1.65 x 10 (50%)
High 2.69 x 107 (25%)

Source: Human Health and Environmental Benefits of Achieving A

Iternate CWS for Inhalable Particulates (PM 2 5, PM 10) and Ground

Level Ozone. Fina Report. Prepared by Paul De Civita, Environment Canada, David Stieb, Health Canada, Lauraine Chestnut, David
Mills, Robert Rowe, Stratus Consulting. July 25, 1999. In Compendium of Benefits 99-08-17.
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Table 5: Concentration-response relationships utilized in AQVM for PM g9

Health Event Category

Concentration-Response Par ameter
(Probability Weighting Applied))

Annual mortality risk factors given a 1 pg/m° change

in annual average PM 14 concentration
Sources. Schwartz et al. (1996), Pope et al. (1995)

Low 4.4 x 10° (22%)
Central 12.1 x 10°® (67%)
High 28.2 x 10° (11%)

Chronic bronchitis (CB) annual risk factors given a
changein 1 pg/m®annual average PM,qconcentration
Source: Abbey et al. (1993).

For population 25 years and over:
Low 3.0 x 10° (25%)

Central 6.1 x 10° (50%)

High 9.3 x 10° (25%)

Respiratory hospital admissions (RHAS) daily risk
factors given a 1 pg/m®changein daily
PMoconcentrations

Sources: Burnett et al. (1995), Pope (1991)

Low 0.64 x 10 (33%)
Central 0.78 x 10°® (50%)
High 3.26 x 10°® (17%)

Cardiac hospital admissions (CHAS) daily risk
factors given a1 pg/m® change in daily
PMoconcentration

Source: Burnett et al. (1995)

Low 5.0 x 10°° (25%)
Central 6.6 x 10° (50%)
High 8.2 x 10 (25%)

Net emergency room visits (ERVs) daily risk factors
given a 1 ug/m? change in daily PMygconcentration
Source: Sieb et al. (1995)

Low 2.96 x 10 (25%)
Central 3.66 x 10°® (50%)
High 14.3 x 10°® (25%)

Asthma symptom days (ASDs) daily risk factors
given a 1 ug/m? change in daily PMyqconcentration
Sources: Whittemore and Korn (1980), Ostro et al.
(1991)

For population with asthma (6% of population)
Low 1.62 x 10 (33%)

Central 1.72 x 10 (34%)

High 1.82 x 10 (33%)

Restricted activity days (RADs) daily risk factors
given a1 ug/m?® change in daily PMconcentration
Sources: Ostro (1987), Ostro and Rothschild (1989)

For nonasthmatic population (94% of population)
20 years and older:

Low 0.8 x 10* (33.3%)

Central 1.6 x 10 (33.4%)

High 2.5 x 10 (33.3%)

Net days with acute respiratory symptoms (ARSS)
daily risk factors given a 1 ug/m?® change in daily
PM o concentration

Sources: Krupnick et al. (1990)

For nonasthmatic popul ation (94% of population)
Low 1.62 x 107 (25%)

Central 3.44 x 10 (50%)

High 5.18 x 10 (25%)

Children with acute bronchitis (B) annual risk factors

given a1 ug/m?change in annual average PM
concentration
Source: Dockery et al. (1996)

For population under age 20:
Low: 0.57 x 10 (25%)
Central: 1.42 x 10 (50%)
High 2.27 x 107 (25%)

Source: Human Health and Environmental Benefits of Achieving Alternate CWS for Inhaable Particulates (PM 5, PM 10) and Ground
Level Ozone. Final Report. Prepared by Paul De Civita, Environment Canada, David Stieb, Health Canada, Lauraine Chestnut, David
Mills, Robert Rowe, Stratus Consulting. July 25, 1999. In Compendium of Benefits 99-08-17.




Table 6: Concentration-response relationships utilized in AQVM for Ozone

Health Event Category

Concentration-Response
Parameter
(Probability Weighting Applied)

Daily mortality risk factors given a1 ppb changein
daily high-hour ozone concentration
Source: Science Assessment Document

Low 0.37 x 10” (33%)
Central 16.3 x 10 (34%)
High 27.4 x 10° (33%)

Respiratory hospital admissions (RHAS) daily risk
factors given a 1 ppb change in daily high-hour
0zone concentration

Source: Burnett et al. (1997)

Low 0.6 x 10° (25%)
Central 1.1 x 10°® (50%)
High 1.6 x 10°® (25%)

Net emergency room visits (ERVs) daily risk factor
given a1 ppb changein daily high-hour ozone
concentration

Sources: Sieb et al. (1995): Burnett et al. (1997)

Low 2.6 x 10° (25%)
Central 4.7 x 10® (50%)
High 6.9 x 10°® (25%)

Asthma symptom days (ASDs) daily risk factor
given a1 ppb changein daily high-hour ozone
concentration

Sources: Whittemore and Korn (1980), Sock et al.
(1988).

For population with asthma (6% of population):
Low 1.06 x 10 (33%)

Central 1.88 x 10 (50%)

High 5.20 x 10 (17%)

Minor restricted activity days (MRADS) daily risk
factors given a 1 ppb change in daily high-hour
0zone concentration

Source: Ostro and Rothschild (1989)

For nonasthmatic population (94% of population)
Low 1.93 x 10° (25%)

Central: 4.67 x 10”° (50%)

High 7.40 x 10”° (25%)

Net days with acute respiratory symptoms (ARSS)
daily risk factors given a1 ppb change in daily
high-hour ozone concentration

Source: Krupnick et al. (1990)

For nonasthmatic population (94% of population):
Low 5.07 x 10° (25%)

Central 9.03 x 10° (50%)

High 13.0 x 10”° (25%)

Source: Human Health and Environmental Benefits of Achieving Alternate CWS for Inhaable Particulates (PM 5, PM 10) and Ground
Level Ozone. Final Report. Prepared by Paul De Civita, Environment Canada, David Stieb, Health Canada, Lauraine Chestnut, David
Mills, Robert Rowe, Stratus Consulting. July 25, 1999. In Compendium of Benefits 99-08-17.

3.2.3.3 Valuation of Morbidity Risks

The monetary values for morbidity effects used in AQVM and the studies from which

they are derived for adult chronic bronchitis, respiratory hospital admissions, cardiac

hospital admission, emergency room visits, child bronchitis, restricted activity days,

asthma symptom days, minor restricted activity days, and acute respiratory symptom

days are provided in Appendix B. The studies use willingness to pay and cost of illness

measures to assign adollar value to avoided incidences of each effect. These approaches

are discussed in Chapter 8.
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3.2.3.4 Valuation of Mortality Risks

The AQVM adopts midpoint and range estimates for a Value of a Satistical Life (VSL)
based on values used in Rowe et al. (1995)° which are similar to the values selected by
Cropper and Freeman (1991)’ based on their review of the literature (see Table 7). The
AQVM methodology report indicates that it isimportant to note that they are based on
WTP of theindividua for reducing his or her risk of death by a small anount, not on the
value of ahuman. Vaue of statistical life (VSL) estimates are determined by dividing
estimates of average amounts that individuals are willing to pay for a given smal
reduction in the probability of death by thisrisk. The VSL estimates available from the
literature are based primarily on samples of working age adults. A few of the contingent
valuation studiesin this literature included individuals of retirement age, but thisageis
not well represented in the mean VSL values. These VSL estimates are therefore applied
only to the under 65-year-old population. Approaches for estimating VSL are discussed
in more detail in Chapter 8.

The AQVM used an adjustment to the VSL for those 65 and older of about 75% of the
average VSL for adults under 65. An age weighted average VSL for thisanalysisis
calculated on the assumption that 85% of the particul ate related deaths are experienced
among people 65 and over. Theresultsin Table 6 are default VSL estimates applied to
the predicted changes in premature deaths for mortality risk changes associated with
changes in particulate matter (including sulphates) and ozone air pollution.

® Rowe, R. D., et al. 1995. The New Y ork Electricity Externality Study. Dobbs Ferry, New Y ork: Oceana
Publications.

" Cropper and Freemen selected six VSL studies of 21 as “best” for usein policy analysis. Four are wage
risk studies and two are contingent valuation studies. The wage-risk estimates range from $3 million to $9
million (1996 CDN dollars), and the contingent valuation estimates range from $4 million to $5 million
(1996 CDN dollars). The arithmetic mean of all six selected VSL estimates is about $5 million (1996 $
CDN).
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Table 7 Selected Monetary Valuesfor Mortality Risksin AQVM 3.0

Selected VSL Estimates (1996 C$ million)

Population Group

L ow Central High
65 years old $2.3 $3.9 $7.8
< 65yearsold $3.1 $5.2 $10.4
Age-weighted average
VSL* $2.4 $4.1 $8.2
Probability associated
with the estimates for 33% 50%* * 17%
uncertainty analysis

* Assuming 85% of deaths are individuals aged 65 and over

** The weight selected for the central estimate is 50%, because the underlying WTP estimates are predominantly in the
$3 to $6 million range. The high estimate is represented by fewer studies and a somewhat skewed distribution in the
available WTP estimates. These weights result in a weighted mean value that approximates the selected central
estimate.

Source: Human Health and Environmental Benefits of Achieving Alternate CWS for Inhaable Particulates (PM, s, PM10) and Ground
Level Ozone. Final Report. Prepared by Paul De Civita, Environment Canada, David Stieb, Health Canada, Lauraine Chestnut, David
Mills, Robert Rowe, Stratus Consulting. July 25, 1999. In Compendium of Benefits 99-08-17.

The selection of probability weights for low, central and high estimates is judgmental
because there are several uncertainties in using these estimates in this analysis for which
no quantitative information is available. The selected weights reflect the uncertainty in
the underlying WTP estimates for small changes in risks of accidental death for working-
age adults, but do not fully reflect the uncertainty in using WTP estimatesin AQVM 3.0
as, at the time, no studies actually estimated WTP for older adults and those in poor
health, who are most at risk.

3.2.3.5 Valuation of Non-health Environmental Benefits

AQVM 3.0 has the capability to assess a number of environmental endpoints including
vishility aesthetics benefits, materials benefits from reduced exposure to particulate
matter and sulphur, agricultural benefits (corn, soybeans, wheat, tobacco) from reduced
exposure to ozone; and recreational fishing benefits resulting from changes in precursor
emissions of SO,, NOx and VOCs. Household material soiling related to PM was the
only non-health endpoint included in the analysis of benefits associated with various
CWS for PM and ozone. Five studies (four based on household cleaning costs and one
willingness to pay) are used to derive the low, central and high valuation estimates of
$1.75, $3.50 and $8.75 per household per year per ug/m* of PM.
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3.2.3.6 Reaults

Avoided hedlth effects and their monetary benefits were estimated for the year 2015 and
over athirty year period (2005 to 2035) assuming the same reduction in pollutant
concentration each year. The Compendium of Benefits document provides detailed
results tables by province, by CMA and summed across all CMAs for the following
ambient levels— for PM.s: 2.5, 20, 30, 40 pg/m>2; for PM1: 5, 25, 40, 60 and 80 pg/m*°
and for ozone: 60, 70 and 80 ppb *°. The present value monetary benefits use alternative

annual discount rates of 2%, 5% and 7.5% and incorporate a base year of 1996.

Tables 8 to 10 provide central estimates of the present vaue benefits of achieving
aternative reductions in ambient concentrations of PM»5, PM 1o and ozone in the year
2015 (19969, discount rate 5% and base year 1996) as presented in Table 11 of the
Compendium of Benefits document. The percentage of total benefits associated with each
health and environmental endpoint has been included by the Panel to illustrate the
distribution of health benefits among the various categories. Table 8 indicates that the
total estimated present value of health benefits associated with meeting the current CWS
for PM.5 (30 pg/m®) is$2.1 billion (central estimate). The largest benefits category for
both PM and ozone reductions is avoided mortality, representing 79% of the total
estimated benefits and valued at $1.6 billion dollars for meeting the current PM 5
standard of 30 pug/m? Avoided chronic bronchitis is the next largest benefit category
(13% of total benefits or $284 million) followed by restricted activity days (4.2% of total
benefits or $89 million). Household materia soiling, the only environmental benefit
endpoint included in the assessment is valued at $25.8 million or 1.2% of total benefits
for the current PM2.5 CWS of 30 ug/m® and 2% of total benefits for PM 1 reductions. For
ozone reductions, avoided mortality is the dominant health benefit, estimated at
approximately $388 million or 95% of total present value benefitsin 2015 (5% discount
rate) to achieve a CWS of 60 ppb (8-hour).

8 Tables 1A — 4H of Section 2 of Compendium of Benefits Information
® Tables 5A — 9H of Section 2 of Compendium of Benefits Information
19 Tables 10A — 12H of Section 2 of Compendium of Benefits Information
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Table 11 summarizes the provincia benefits estimates as presented in Tables 1F — 12F of
the Compendium of Benefits document. For all ambient levels of PM,5, PM 1o and ozone,
the largest share of benefits are expected in Ontario and Quebec. For the current PM 5
CWS of 30 pg/m*® 70% of total benefits for Canada are estimated to occur in Ontario and
30% of total benefits are estimated to occur in Quebec. For PM o reductions, greater
benefits are expected in Quebec (72% of total) than in Ontario (22%) for achieving
ambient levels of 60 ug/m>. For ozone, Ontario is estimated to incur the largest
proportion of avoided costs at 72% of total benefits for 70 ppb and 68% of total benefits
for 60 ppb, followed by Quebec at 17% for both levels.

Discussion of results of the benefits analysis in the Compendium of Benefits document
was limited to identifying the following three general trends: 1) benefits are greater for
the more stringent of the proposed scenarios. For example, total estimated benefits
increased by $1.2 billion with PM 5 reduction from the current CWS of 30 pg/m* (1.5
billion) to 20 pg/m* (2.7 hillion); 2) Health endpoints responsible for the greatest portion
of total benefits are mortality, chronic bronchitis, and restricted activity days (in that
order); and 3) Benefits are greatest in the largest cities and the cities with the highest
baseline PM 1 concentrations — Montreal, Toronto and Vancouver.
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Table 8: Present Value Benefits of achieving alter native reductionsin ambient concentrations of PM,5 Year 2015 — Census Metropolitan Area (CMAS)
in the year 2015 (1996$ thousands, % of total benefits (in parentheses), discount rate 5%, and base year 1996)

= | 5 | 9 |zzlze|sslszlszlez| g |¢;3
— (@) = = =. =
3 = S S8 | 53 | §8 | 52 | 58 | 3% 5 5@
s = s | 88 | =¢ = g | 8% 34
= = o .8 o) ) 2 Py w
PM2s < o= o) 3 @ 3 = o
: » |35 | 32 | 38 s »8 | 3 =
ng/m®- o V< v 2 = 3 > = ) =
24-h 3 L g < =t 2 ] = )
) =3 3 & @ S <. Q @ o
& = @ < < )
5 D
. $7,273432 | $5780,723 | $973296 | $1,920 |  $2,060 $769 | $17,522 | $305,046 | $94,602 $8,781 | $88,691
' (79%) (13%) | (.02%) (.03%) (.01%) (.24%) (4.2%) (1.3%) (.12%) (1.2%)
0 $4,170,047 | $3,314,359 | $558,009 | $1,101 $1,181 $441 | $10,046 | $174,782 | $54.240 | $5044 | $50,851
(79%) (13%) | (.02%) (.03%) (.01%) (.24%) (4.2%) (1.3%) (.12%) (1.2%)
0 $2,121,763 | $1,685858 | $284,385 | $560 $601 $224 | $5110 | $89,014 | $27,589 $2557 | $25,865
(79%) (13%) | (.02%) (.03%) (.01%) (.24%) (4.2%) (1.3%) (.12%) (1.2%)
$665,613
0 $528942 |  $89,151 |  $176 $189 $70 | $1,603 | $27,909 $8,656 804 $8,115
(79%) (13%) | (0.2%) (0.3%) (0.1%) (.24%) @42%) | (13%) (.12%) (1.2%)

Source: Compendium of Benefits Information p. 17

**Note that the present value benefits are central estimates. High and low estimates are provided in the Compendium of Benefits document to reflect

uncertainties in concentration-response relationships and economic values.
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Table 9: Present Value Benefits of achieving alternative reductionsin ambient concentrations of PM 15 Year 2015 — Central Metropolitan Area (CMAS)
in the year 2015 (1996$ thousands, % total benefits (in parentheses), discount rate 5%, and base year 1996)
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N 3 0 < o) =< 3 > =3 a =
ho/m 2 | € | < 3 8 s = 5
24-h = 3 B | & 5 = > @ g
) ~ ® < < o
= )
5 $9,663,230 $7,165,515 $571,697 $2,714 | $2,923 $1,100 $25,027 $427,464 $255,711 $16,626 $194,435
(74%) (5.9%) (08% | (.03%) (.01%) (.26%) (4.4%) (2.6%) 0.17%) | (2%)
o5 $7,411,147 $5,495,597 $205,410 $2,082 | $2,242 $844 $19,194 $327,791 $196,117 $12,757 $14,9122
(74%) (5.9%) (.08%) | (.03%) (.01%) (.26%) (4.4%) (2.6%) 0.17%) | (2%)
40 $4,155,919 $3,081,086 $676,598 $1167 $1,257 $473 $10,761 $183,880 $109,952 $7,141 $83,604
(74%) (5.9%) (.08%) | (.03%) (.01%) (.26%) (4.4%) (2.6%) 0.17%) | (2%)
$214,899
60 $1,314,126 $973,225 (5.9%) $369 $397 $149 $3,399 $58,320 $34,731 $2,229 $26,408
(74%) =7 (.08%) | (.03%) (.01%) (.26%) (4.4%) (2.6%) 0.17%) | (2%)
80 $169,162 $125,547 $27,428 $48 $51 $19 $438 $7,448 $4,480 $296 $3,407
(74%) (5.9%) (.08%) | (.04%) (.01%) (.26%) (4.4%) (2.6%) 0.17%) | (2%)

Source: Compendium of Benefits Information p. 17

**Note that the present value benefits are central estimates. High and low estimates are provided in the Compendium of Benefits document to reflect

uncertainties in concentration-response relationships and economic values.




Table 10: Present Value Benefits of achieving alter native reductionsin ambient concentrations of Ozone Year 2015 — Central Metropolitan Area

(CMAS) in theyear 2015 (1996$ thousands, % total benefits (in parentheses), discount rate 5%, and base year 1996)

S | 2| 2 |zF|lzo | §Y (8% |87 |¢x| ¢ |43
— (@) = = =. =
3 = S s8 | 32 52 | 93 r z = 2 5@
Ozone = o %’ 2 %’ & 3 @ iy o S 7 =z “3
< w S 9 ST 22 %) 8 2 8 Q =
= n < n 0 < >
ppb 8- o) 2 = 3 > = =1 =
hr o Z S < -] 2 Q = ®
> . o < o o o
= 2 QL = 3 = > v E_R
o = (7)) < < Q
s L
n 6407 582 $388,183 VA 422 VA 156 $3,014 $8,414 $7,396 N/A N/A
(95%) (.10%) (.04%) (.74%) (2.06%) (1.81%)
o 5285163 $271,589 VA 295 VA 109 $2,109 $5,887 $5,174 N/A N/A
(95%) (.10%) (.04%) (.74%) (2.08)) (1.81%)
o0 $167.266 $159,303 VA 173 VA 64 $1,237 $3,453 $3,035 N/A N/A
(95%) (.10%) (.04)) (.74%) (2.06) (1.81%)

Source: Compendium of Benefits Information p. 17
**Note that the present value benefits are central estimates. High and low estimates are provided in the Compendium of Benefits document to reflect

uncertainties in concentrati on-response relationships and economic values.
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Table 11. Total Present Value Benefits of Achieving Optional PM and Ozone Levelsin the year
2015™ (% of total benefits) 5 percent discount rate 1996 ($ Millions)

LEVEL ON QUE | ALTA | MAN | SASK | NS | NB | BC | NFD | CAN

PM2s

ug/m?

oahr | 4006 | 1744 |538 | 176 | o1 |33 |ess | -
550 | 240 | 74 |4 12 | ©05) | (9.4 :

25

20 |26/8 |18 |72 |64 | 52 (18 |37 | 1169
©42) | @75 |41 | @s) @3 | 5 |9 :

0 | 1477 | 632 9 |3
69.6) | (208) |~ J J @l | | 2,121
501 | 164

O 1753 | @47 | - - - - 665

PM

ug/m’

oanr | 4567 3006 |507 |20 |147 |81 |24 |o48 | 0661

@73) | (3L1) |62 |@@0O |@5 |8 |(3 | (9.8

3478 | 2568 |427 | 239 |103 |54 |17 |52
2 1469 |37 |68 |G |y | |@ |@y]|” 7410

1,812 | 1,839 | 186 145 | 33 3 6 130
O @6 |2 |45 @5 |8 | |@ |@y]|” 4,154

84 |93 |14 36 41
60 | oe) | (715 |1y | @D | o ey |- 1314
9 137 1 12
80 |3 |@L |” 65 |- S R e 169
Ozone
ppb
en |25 |71 |34 3 3 |2 |6 |2 | rosa
o e are ey | @ |9 [ |6 :
70 206 |49 |16 1 |4 |18 [1
720 | (172 |8 |- J @ | |w@e |y |2
80 |13 |27 | ] ] 2 2 |3 | ooa
8L6) | (16.9) W | |asy :

™ Numbers are central estimates. Upper and lower bound estimates are provided in the Compendium of Benefits
document Tables 1IF - 12 F.
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3.2.4 Step 4: Estimation of Emission Reduction Requirements

1. 1994-1996 ambient PM 1o and PM, s datafor large urban centres were examined to
determine the percent reductions in ambient levels that would be required to achieve
different optional levels of PM10/PM 25 and ozone CWS (see Table 12 and Table 13)
in each province/territory. The percent reductions for PM CWS options were based
on which of PM 0 and PM,sis causing the greater exceedance of the optional CWS
level in different jurisdictions, asindicated in Table 12 .

2. A number of assumptions were made to approximate the reductions in precursor
pollutant emissions that would be required in each of the provinces/territories to
achieve the optional ambient targets identified in Step 1. The assumptions are as
follows™:

For ambient PM 1o and PM s

A 1:1 ratio of percent emission reduction to percent ambient level reduction of
emissonsof PM;sand SO,

Where PM g is the pollutant causing the greater exceedance of the optional CWS
level (between PM 1o and PMs) (e.g. in the prairie provinces), emission reductions of
NOy, VOC are determined solely by the reductions needed for ozone

Where PM,5is causing the greater exceedance between PM 1o and PM» 5, a1:0.75
ratio (approximately; percentages rounded) of percent emission reduction to percent
ambient level reduction for emissions of NOy and VOCs. The 0.75 number is based
on advice from scientists that the ambient response is probably somewhere in the 0.5
— 1.0 range, the average being 0.75.

For ambient ozone:

A 1.5:1 ratio of percent emission reduction to percent ambient level reduction for
emissions of NOyx and VOCs (noted to compare with Ontario’s conclusion that a 45%
reduction in NOxand VOC emissions will close the gap considerably but not quite
achieve 80ppb, maximum 1-hour and with the conclusion in the 1990 CCME
NO,/VOC Management Plan that a 50-75% reduction in NOy and VOC emissions
would be required to achieve 82 ppb in the Windsor-Quebec City corridor)

12 The assumptions are based upon the analyses performed for the Atmospheric Science Expert Panel for
the Sulfur in Gasoline and Diesel Fuels Program, the Environment Canada review of proposed U.S.
Environmental Protection Agency (EPA) NOx Rulesfor 22 eastern U.S. states and scientific work for the
NOx/VOC program and the Canada-Wide Acid Rain Strategy for Post 2000.



Table 12: PM Reductions Needed in Urban Centresto Achieve Optional PM CWS Levels

CWSLEVEL
Prov/Terr. Ambient Level Reductions Needed (%) — Urban
PMio | PM2s
Ont (<10)
00 50
PNIZ.S
Ont (10-30)
90 45
PNIZ.S
(<10)*
Que (<10) Man/Alta (<10)
80 40 | Ont(30-50)
PMs5 PM1o
PNIZ.S
(10-30)*
Que (10-30) | Man/Alta(10-30) | NB (<10)
70 35 | Ont(30-50)
P|\/|2_5 PM 10 PNIZ.S
PNIZ.S
(30-50)*
Que (30-50) | Man/Alta(10-30) | NB (10-30) BC(<10) | NS(<10)
60 30 Ont (50-70)
PNIZ.S PM 10 PNIZ.S PM 10 PNIZ.S
PNIZ.S
(30-50)*
50 o5 Ont (50-70) | Que (30-50) | Man/Alta(30-50) | NB (30-50) | BC (30-50) | NS (10-30)
PNIZSIPM 10 PNIZSIPM 10 PM 10 PNIZSIPM 10 PM 10 PNIZ.S
(50-70)*
Que (50-70) | Man/Alta(50-70) | NB (50-70) | BC (30-50) | NS (30-50)
40 20 Ont (>70)
PN|25 PNIZSIPM 10 PNIlO PNIZSIPM 10 PNIlO PNIZ.S

*( ) Ont. without Windsor and Hamilton
Source: CWS Development Committee for PM and Ozone. May 1999. Discussion Paper on PM and Ozone. CWS
Scenarios for Consultation. Appendix F.
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Table 13: Ozone Reductions Needed in Urban Centresto Achieve Optional Ozone CWS Levels

CWS
LEVEL Prov/Terr Level Reductions Needed (%) — Urban
(ppb-8hr)
80 Ont (10-20) | Que (0-10)
75 Ont (10-20) | Que (10-20) NS (0-10)
NB/NfId/A
70 Ont (20-30) | Que (10-20) NS (10-20) Ita
(0-10)
NB/Nfld/A | BC
65 Ont (20-30) | Que (10-20) NS (10-20) Ita (0-10)
(10-20)
NB/NfId/A
60 Ont (30-40) | Que (20-30) NS (20-30) Ita BC Man
(10-20) (10-20) (0-10)
NB/NfIJA | 5~
55 Ont (30-40) | Que (30-40) NS (30-40) Ita g"o‘;'” (10-
(20-30) (20-30)

Source: CWS Development Committee for PM and Ozone. May 1999. Discussion Paper on PM and Ozone. CWS
Scenarios for Consultation. Appendix F.

3.2.5 Step 5 - Estimation of the Emission Reduction Costs

3.25.1 Overview of Emission Control Cost Study

Stratus Consulting was contracted to apply U.S. EPA emission control cost and control

efficiency datato estimate the costs of reducing PM and ozone precursor emissionsin

Canada. The approach was intended to provide preliminary cost estimates for across-the

board percentage emission reductions from the 1995 emission inventory numbers for 38

sectors emitting the top 95% of emissions of PM 19 PM» 5, SO,, NOy and VOCs within

each provincelterritory. A scaling process was used to estimate costs at the 25%, 50% and
75% total emission reduction level for each Standard Industrial Classification (SIC) code.
The controls are largely technology based and do not include other measures such as fuel
switching. The methodology is described in Section 3.2.5.2.
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Cost curves were plotted for each province/territory to identify cost effectiveness break
points (% emission reductions above which costs begin to escalate rapidly). These curves
were plotted by pollutant-specific emission levels and for the five pollutant emissionsin

aggregate.

Cost estimates for reducing each of the five target pollutants by the percentages
determined in Step 4 were extracted from the provincia/territorial cost tables generated
by Stratus Consulting. The Development Committee (CWS DC 1999) notes that the cost
estimates can be considered to provide an order of magnitude perspective only, because
they are based upon ballpark emission reduction estimates. Also noted is the inherent
assumption that in near-border regions influenced by the transboundary flow of pollutants
from the U.S., comparable reductions in emissions from U.S. sources would also have to
occur to achieve CWS target levels. Total cost for Canada was determined by summing
the provincial/territorial costs for those optional levels. Some costs were reduced to
remove double counting, particularly for PM o and PM, s where some of the sources and
technologies for control were the same. This was very approximate (e.g. scanning of

PM 10 and PM, 5 cost data to get a sense of amount of overlap, then reducing one of PM g
or PM s control costs (the non-controlling pollutant) by an approximate percentage, such
as 50 or 75%).

From the range of optional cost estimates (see Table 14), the incremental and total costs
involved in reaching each successive optional CWS level for PM and ozone was
determined (see Table 15 and Table 16).

3.25.2 Methodology for Stratus Consulting Emission Control Cost Study

Approximately 300,000 data points were used to analyze three control options for each of
five pollutants emitted by 150 industries, in all Canadian provinces and territories. The
methodology involved summarizing and merging existing U.S. EPA and Environment
Canada datasets described below, and applying assumptions and industry expertise to the
results. To analyze the costs of various emission reduction levels across industries, it was
first necessary to obtain U.S. EPA cost and effectiveness data for each control option.
These data were then combined with Canadian emissions inventory data from
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Environment Canada' s 1995 Residual Discharge Information System (RDIS) to estimate
the cost to each industry to achieve emission reduction goals, and these estimates were
aggregated to the provincia and nationa levelsto estimate total emission reduction cost.

3.25.3 Reaults

The Compendium of Cost Information provides detailed tables of reduction costs and
emission abatement cost curves for each pollutant by province and nationally. Table 14,
Table 15 and Table 16 below provide the estimated costs to achieve the optional PM and
ozone CWS. To provide some perspective on what the costs of the various options mean
relative to the Canadian economy, the costs estimates were presented as a percentage of
provincia/territorial and national 1995 GDP. The results indicated that CWS more
stringent than 50/25/65 PM 10/PM,5/O3 exceeded the range for minimal impacts on
productivity, competitiveness, employment and economic growth for some provinces
(CWSDC, 1999 Table G-9).
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Table 14: Estimated Costs of Achieving Optional Combinations of PM and Ozone CWS Levels ($M/yr)

PMiy | PMgs O3 | ONT. QUE. | ALTA. | MAN. [ N.S. | N.B. | B.C. [ CANADA
70 35 70 | 770 105 72 0 10 5 0 962

70 35 65 | 1400 370 200 0 28 13 32 2,043

60 30 65 | 1630 470 300 21 28 13 32 2,494

50 25 65 | 2280 580 440 87 28 24 32 3471

50 25 60 | 6200 900 670 122 57 33 120 8,102

50 20 55 | >12400 3940 850 1650 120 | 60 240 >19,260
40 20 55 | >>14000 | 4300 1240 2010 220 110 250 >>22,130

>indicates costs would be greater than the numbers shown since cost estimates could not be made for the full emission
reduction levels required to achieve that particular CWS option
>>indicates costs would be much greater than the numbers indicated

Source: CWS Development Committee for PM and Ozone. May 1999. Discussion Paper on PM and Ozone. CWS
Scenarios for Consultation. Table 5.3 p. 21.

Table 15: Estimated Incremental and Total Costs of Achieving Optional PM CWS Levels ($M/yr)

PM 1o/PM 25

24 hr,98" ONT. QUE. | ALTA. | MAN. | N.S. [ N.B. | B.C. | CANADA
perc.

70/35 170 0 0 0 0 0 0 170
70/35[60/30 230 100 100 21 0 0 0 451

60/30 400 100 100 21 0 0 0 620
60/30[80/25 650 110 140 66 0 11 0 977

50/25 1,050 210 240 87 0 11 0 1,600
50/25[40/20 >1,600 360 390 360 100 61 10 >2,870
40/20 >>2 650 570 630 447 100 61 10 >>4,470

>indicates costs would be greater than the numbers shown since cost estimates could not be made for the full emission
reduction levels required to achieve that particular CWS option
>>indicates costs would be much greater than the numbers indicated

Source: CWS Development Committee for PM and Ozone. May 1999. Discussion Paper on PM and Ozone. CWS
Scenarios for Consultation. Table 5.4 p. 21.
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Table 16: Estimated Incremental and Total Costs of Achieving Optional Ozone CWS Levels ($M/yr)

th
ﬁuBL; ozone | ONT. QUE. | ALTA. | MAN. | N.S. [ N.B. | B.C. | CANADA
level
70 600 105 72 0 10 5 0 790
7065 630 265 128 0 18 8 32 1,071
65 1,230 370 200 0 28 13 32 1,871
65[60 3,920 320 230 35 29 9 88 4,631
60 5,150 690 430 35 57 22 120 6,502
6055 >6,200 3,040 | 180 1,528 63 27 120 >11,158
55 >>11,350 | 3730 610 1,563 120 49 240 17,660

>indicates costs would be greater than the numbers shown since cost estimates could not be made for the full emission

reduction levels required to achieve that particular CWS option

>>indicates costs would be much greater than the numbers indicated

Source: CWS Development Committee for PM and Ozone. May 1999. Discussion Paper on PM and Ozone. CWS
Scenarios for Consultation. Table 5.5 p. 22.

3.2.6 Step 6: Comparison of Costs and Benefits

While the comparison of avoided costs (benefits) and anticipated costs of achieving
emission reduction is identified as a separate step in the overall methodology for
selecting PM and ozone CWS level scenarios for stakeholder consideration, the Panel
notes that a direct monetary comparison does not appear as aformal part of the anaysis
according to the review of the documentation and discussions with Environment Canada
officials. Technical feasibility and costs were indicated in the Discussion Paper on PM
and ozone CWS Scenarios for Consultation as the rationale for selecting lower bound
CWS levelsfor PM and ozone, while upper bounds were determined in part by health
protection considerations, citing epidemiological support for the assumption of no
threshold for health effects. This lack of direct comparison of monetized benefits and
costs may have been partly due to time and resource constraints as the benefits analyses
were still in progress at the time of the May 1999 National stakeholder consultation
meeting when PM and ozone standard scenarios were presented for stakehol der
consideration.
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3.2.7 Consideration of Baseline

The Compendium of Costs document indicates that it may be appropriate to weed out

“anyway costs’ — costs that will be incurred regardless of the CWS program (e.g. mobile

source controls) — and the portion of the costs that should be attributed to other programs

for common measures (e.g. climate change, acid rain). The Panel notes that the CWS

CBA does not attempt to define or quantify PM and ozone reductions that are likely to

occur anyway under current or forthcoming regulations governing air emissions and

quality. While linkages with other Canadian and U.S. air quality management initiatives

are recognized by the CWS Development Committee, the associated reductions in PM

and ozone precursor emissions were not factored into the estimates of benefits and costs.

Consideration of the impact of the related air quality management programs described in

Table 17 would improve the basis for estimating incremental benefits and costs of CWS.

Table 17: Current and Proposed Canadian Air Quality Management Initiatives

AIR QUALITY INITIATIVE

DESCRIPTION

CANADA-U.S. OZONE ANNEX
UNDER THE 1991 CANADA-U.S. AIR
QUALITY AGREEMENT

Negotiations are ongoing, both countries aim to reach a signed agreement by the end of
2000. Canadais pledging that emission controls on power plantsin central Canadawill
meet or exceed the U.S. NO requirement for fossil fuel power plants. U.S. requirements
— NOy state implementation plans, are expected to result in U.S. power plants meeting a
NOy emission rate that is approximately three times more stringent that the current
regulated ratein the U.S.

SULPHUR IN GASOLINE AND
DIESEL FUEL

Two stage phase in of low sulphur gasoline. Jan. 1 2002 — limit to avg. value of 150
ppm with a never to be exceeded max. of 200 ppm.

Jan. 1, 2005 level will be limited to an average value of 20 ppm with never to be exceed
max. of 80 ppm.

Further reductions in sulphur content of diesel fuel to 15 ppm were proposed in May
2000.

CANADA-WIDE ACID RAIN
STRATEGY FOR POST-2000

Signed in Oct. 1998. Negotiations are ongoing. SO2 emission reduction target of 50%
by 2015. Ontario and other eastern provinces will establish targets and schedules for
emission reduction. Further SO2 emission reduction commitment from the U.S. will be
pursued by Fed govt. with support from provinces and territories.

VEHICLE EMISSIONS AND FUELS

Standards will be phased in from model year 2004 to 2009. Goal isto meet or exceed
U.S. standards. New standard will result in @ 77% reduction on average in smog causing
emissions such as nitrous oxides for new passenger vehicles and 95% for light duty
trucksincluding SUVs.

CANADIAN AND U.S. CLIMATE
CHANGE PROGRAMS

Canada target of 6% reduction in greenhouse gas emission reduction by 2008-2012
U.S. target of 7% reduction in GHG emissions by 2008-2012. Specific measures not
identified

EASTERN U.S. OZONE REDUCTION
PROGRAM

Overall NOy emission reductions in the range of 50% by 2007

U.S. PM REDUCTION PROGRAM

Most reductionsin 2008-2012, full implementation in 2015-2017

All of the foregoing measures will reduce the costs and the benefits that are attributable

to CWS for PM and ozone.

71




3.3 References

Abbey, D.E., F. Petersen, P.K. Mills, and W.L. Beeson, 1993. “Long Term Ambient Concentrations of
Total Suspended Particulates, Ozone and Sulfur Dioxide and Respiratory Symptoms in a Non-Smoking
Population. Archives of Environmental Health 48 (1): 33-46.

Abbey, D.E., M.D. Lebowotz, P.K. Mills and F.F. Petersen, W.L. Beeson, and R.J. Burchette. 1995. Long
term Ambient Concentrations of Particulates and Oxidants and Development of Chronic Diseasein a
Cohort of Nonsmoking California Residents. Inhalation Toxicology 7:19-34.

Burnett, R.T., JR. Brook, W.T. Yung, R.E. Dales, and D. Krewski. 1997. Association between Ozone and
Hospitalization for Respiratory Diseasesin 16 Canadian Cities, Environmental Research 72:24-31.

Burnett, R.T. R. Dales, D. Krewski, R. Vincent, T. Dann, and J.R. Brook. 1995. Associations between
Ambient Particulate Sulphate and Admissions to Ontario Hospitals for Cardiac and Respiratory Diseases.
American Journal of Epidemiology 142 (1), 15-22.

Canada Wide Standards Development Committee for Particulate Matter (PM) and Ozone. 1999.
Compendium of Benefits Information. 99-08-17.

Canada-Wide Standards Development Committee for Particulate Matter (PM) and Ozone. 1999
Compendium of Cost Information. Revised August 6, 1999.

Canada-Wide Standards Development Committee for PM and Ozone. 1999. Discussion Paper on
Particulate Matter (PM) and Ozone. Canada-Wide Standard Scenarios for Consultation. May 1999.
www.ccme.ca/pdfs/pm_ozone/pm_discussion.pdf

Dockery, D.W., J. Cunningham, A.l. Damokosh, L.M. Neas, J.D. Spengler, P. Koutrakis, J.H. Ware, M.
Raizenne, and R.E. Speitzer. 1996. Health Effects of Acid Aerosols on North American Children:
Respiratory Symptoms. Environmental Health Perspectives 104:55-505.

Krupnick, A.J., W. Harrington, and B. Ostro. 1990. Ambient Ozone and Acute Health Effects: Evidence
from Daily Data. Journal of Environmental Economics and Management 18(1):1-18.

Ostro, B.D. 1987. Air Pollution and Morbidity Revisited: A Specification Test. Journal of Environmental
Economics and Management 14: 87-98.

Ostro B.D. and S. Rothschild. 1989. Air Pollution and Acute Respiratory Morbidity: An Observational
Study of Multiple Pollutants. Environmental Research 50:238-247.

Ostro, B.D., M.J. Lipsett, M.B. Wiener, and J.C. Selner. 1991. Asthmatic Responses to Airborne Acid
Aerosols. American Journal of Public Health 81:694-701.

Pope, C.A. 111, M.J. Thun, M.M Namboodiri, D.W. Dockery, J.S. Evans, F.E. Speizer, and C.W. Heath Jr.
1995 Particulate Air Pollution as a Predictor of Mortality in a Prospective Study of U.S. Adults. American
Journal of Respiratory and Critical Care Medicine 151:669-674.

Schwartz, J., D.W. Dockery, and JM. Neas. 1996. Is Daily Mortality Associated Specifically with Fine
Particles? Journal of the Air & Waste Management Association 46:927-939.

Stieb, D.M., R.C. Beveridge, J.R. Brook, R.T. Burnett, A.H. Anis and R.E. Dales. 1995. Measuring health

Effects, health Costs and Quality of Life Impacts Using Enhanced Administrative Data: Design and
Preliminary Results. Particulate Matter: Health and Regulatory Issues VIP-49: 131-142.

72



Stock, T. H. B.M. Gehan, R.A. Buffler, C.F. Constant, B.P. Hisand M.T. Morandi. 1988. The Houston
Area Asthma Study: A Reanalysis. Paper presented at the Annual Meeting of the Air Pollution Control
Association, Dallas, Texas, June 19-24.

Stratus Consulting Inc. 1999. Emission Control Cost Study for Sources of NOx, VOCs, PM 19, PM, 5 and
SO2 Emissions. Methodology Report. Final Report. December 3, 1999. Prepared for Environment Canada.
Prepared by Michael McNair, Gary Dorris, Stratus Consulting Inc.

Stratus Consulting Inc. 1999. Air Quality Valuation Model Version 3.0 (AQVM 3.0) Report 2:
Methodology. Final Report. Prepared for Environment Canada, Health Canada by Lauraine G. Chestnut,
David Mills, Robert D. Rowe, September 3, 1999.

Stratus Consulting Inc. 2000. Emission Control Cost Uncertainty Analysis. Memorandum to Environment
Canada from Michael McNair and Gary Dorris. January 5, 2000.

Whittemore, A., and E. Korn, 1980. Asthma and Air Pollution in the Los Angeles Area. American Journal
of Public Hedlth.

73



4 Emission Inventories and Air Quality Changes from
Emissions Reductions

Ultimately, in order to achieve projected benefits, whether they be ecological in nature or
human health related, it will be necessary to attain specified levels of ambient air quality.
Ambient air quality is determined by the emission of a complex mixture of speciesinto
the atmosphere, both in gaseous and particulate form, their transport from the source
region by the winds, possible transformation by chemical reactions within the
atmospheric envelope, and their final loss from the atmosphere by scavenging by clouds,
rainfall and deposition onto the surface. In addition, several species such as ozone and
some types of particles are not emitted directly but are formed by reactions from gaseous

precursor species.

Emissions and meteorology affect air quality on avariety of scales from continental, right
down to local impacts of an industrial stack around the corner. Since at mid-latitudes the
winds are westerly (from the west), on the continental scale, Canadian air quality can be
affected by long range transport of particles and ozone from Asia. In asimilar manner,
Canada exports air pollution to Europe. On the regional (provincial) scale, air quality can
principally be affected by either local emissions, long range transport, or a mixture of the
two. For the case of local sources, the Greater Vancouver Regiona District (GVRD) isa
prime example of local emissions being trapped within the confines of the Fraser Valley
and being recirculated to give very high ozone and particulate values. Nova Scotia aso
suffers from high levels of ozone from time to time as aresult of long range transport of
ozone from the New Y ork region or from the Windsor Quebec corridor. The latter region,
which suffers the most frequently from ozone exceedances, is affected by long range
transport from the States that lie to the SW such as Michigan, and Ohio and occurs
largely during periods of stable high pressure over eastern North America. During these
types of meteorological events the polluted air is recirculated (but on alarger scale than
occurs for Vancouver) and the emissions can build up over a period of severa days.
However, concurrently the emissions from the heavily populated regions of SW Ontario
are also important contributors to the degradation of air quality in this region of Canada.
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A critical link in the cost-benefit analysis chain, is the one that relates expected
reductions in gas phase and particulate emissions with concomitant changesin air quality,
i.e. the changes in the atmospheric abundances of the emitted species. A critical question
isthus “ How good is our knowledge of the emission inventories?” For clearly if we
cannot specify current emission inventories with any degree of confidence how can we
know that reductions applied will have the desired impact? An important related question
is* How reliable are the relationships between reductions in emissions and
improvementsin air quality that have been used for CWS?” In this chapter, we will
assess the current status of the emission inventory for Canada and the methods used in
the CWS study to connect reductions in emission inventories with corresponding ambient
air quality. We will also discuss uncertainties and possible improvements to this part of

the CBA process.

4.1 Emission Inventories

An emissions inventory for each species of interest is a fundamental requirement for
comprehensive air quality modeling and CBA. Unfortunately, thisis one of the areas
where there is much uncertainty, both in total amount and in the spatial and temporal
distribution of emissions. Table 18 gives estimates of the yearly emissionsin kilotonnes,
for total particulate matter'® (TPM), PM.s, PM1o-PM25which is the amount of particulate
with diameters between 2.5 and 10 microns, SOk, NO, VOCs and CO for Canada, for
1995, prepared by Environment Canada (EC, 2000). For aerosols or particulate matter
(PM), the estimates in Table 18 refer to direct emissions of PM. PM;sand PM g
emissions are subsets of TPM. In addition to direct emissions of PM from sources such as
fuel combustion, PM can also be formed as a result of reactions in the atmosphere such as

gas-to-particle conversion by precursor species. Both SO, and NOy are precursor

13 We shall use the term total particulate matter or TPM to refer to all forms of particle matter entering the
atmosphere. This material comesin avariety of sizes, shapes and compositions and it is often characterized
by an effective radius or diameter (effective since the particles need not be spherical.). Thus PM, s refersto
that part of TPM which has an effective aerodynamic diameter less that 2.5 microns and is often described
asthe“fine” part of the distribution while larger particles are referred to the “ coarse fraction”. PMy, refers
to that part of the TPM distribution which has diameters less than 10 microns and thus includes the PM, 5
part of the distribution. We shall use the term particul ate matter or PM when we do not need to discriminate
between the various parts of the distribution.
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emissions for PM and this PM formation is referred to as a secondary source of PM. For

the PM 5 range, secondary sources can represent a substantial fraction of the total PM, 5

source. NOy and VOCs are precursor emissions for ozone formation and VOCs can aso

be precursors for PM composed largely of organic carbon. CO has been included since it

plays an important role in ozone formation.

Table 18 Annual Canadian Emissions Estimates for 1995
AIR POLLUTANT IN KT (% OF TOTAL)
SOURCE TPM IIZI\I\/I/I 107 PM,5 SO, NO, VOC CcO
25
Industrial 621(4) 115(3) 172(11) 1,950(73) 620(25) 941(26) | 2,177(13)
Source
Non-industrial 225(1) 22(1) 157(10) 566(21) 333(14) 407(11) 1,079(6)
fue
combustion
Transportation 97(2) 13(0) 83(5) 136(5) 1,290(52) | 734(21) | 6,708(35)
Miscellaneous 21(0) 5(0) 9(2) 2(0) 1(0) 550(15) 14(0)
Open Sources 14,717(94) | 3,696(96) | 1,097(72) 1(0) 216(9) 937(26) | 7,103(41)
National Tota 15,684 3,852 1,519 2,654 2,464 3,575 17,128
Notes: 1) PMo-PM,srepresents the size fraction that lies between 2.5 and 10 microns.

2)Non-industrial fuel combustion includes electrical power generation.

3)These figures do not include the source of emissions from biogenics which have been estimated at about 14
MT (Dedauriers, 1996).

4)Incineration is less than 1% for all species and has not been included.

Source.  Environment Canada www2.ec.gc.calpdb/ape/cape_home_e.cfm

Emissions inventories are prepared using a number of different methods. Measurements

from sources can be made for large emitters such as stacks, although such measurements

are very expensive and therefore are rarely done. Also they provide only a snapshot of the

emissions from the stack or industrial facility. Estimates of emission factors for smilar

activities can be used and estimates can be provided from industrial and government

agencies. Engineering estimates based on detailed knowledge of the emission source are
often used. The Canadian Residua Discharge Information System (RDIS, 2000) is such a

data source.

In Table 18, “Industrial Sources’ indicates industries such as the wood industry, iron and

steel industry, mining and smelting, and pulp and paper. “Non-Industrial fuel

combustion” refers to commercia and residential fuel combustion, residential wood
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burning and electric power generation. “ Transportation” includes gasoline and diesel
vehicles, railroads, aircraft and tire wear. “Miscellaneous’ includes emissions from
pesticides and fertilizer application, general solvent use and structural fires. The “Open
Source” includes emissions from agricultural sources, construction operations, dust from
paved and unpaved roads, landfill sites, and forest fires. Municipal and industrial
incineration appear to produce less than 1% of the emissions and have not been included
in the Table. Of course, while not important in a national or regiona sense they could be
quite important locally. Altogether the inventory contains estimates from more than 60
industrial and non-industria activities and more than 4,600 facilities have been assessed.
An important omission from Table 18 is that of NH3 which is important for secondary

aerosol formation.'*

Biogenic emissions originate from trees and agriculture and consist of VOCs such as
isoprene and terpenes which are very reactive in the amosphere. Some of the reaction
products resulting from the degradation of biogenics can act as sources of PM, or react
with NO to form ozone. Some of the biogenics are of low vapour pressure and thus may
condense and act as growth sites for PM. These emissions are not included in Table 18.
However, from the 1990 emission inventory (Dedauriers, 1996) biogenic emissions from
across Canada are estimated to be about 14 MT. NOyis also produced naturally from
forests and agricultural land but there are no Canada-wide estimates of NOy from these

sources athough it has been included in regional modeling (e.g. Plummer, 1999).

Table 18 shows that the estimate of direct production of particulate massin Canada from
industrial and non-industrial sources totals, typical of about 1995, is about one megatonne
(MT). However, the major source of PM is from open sources which include agricultural
tilling and wind erosion (1.8MT), construction (2.4MT), paved roads (2.5MT), unpaved
roads (6.8MT) and forest fires (0.8MT) with atotal of 14.7MT. Much of this materia is
quite “large’, being generated from the surface by wind. Becauseit is“heavy” the large
section of the PM falls out quite rapidly. Nevertheless, about 33% is PMipwhich has a

14 Estimates of NH; emissions have recently been obtained for Regional studiesin SW Ontario, but are not
generally available for Canada wide studies.
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longer residence time in the atmosphere than the larger settleable (PM>10) fraction of
PM and can be transported further from the source. PM, s has an even longer residence
time than PM 1 and about 1.1MT is produced from open sources of which 53% is from
forest fires. For PM in the size range of afraction of a micron the deposition and rainout
lifetimes are much longer than for other sizes. Thus a considerable part of the fine
fraction or PM,swill be subject to long range transport.

The mgjor sources of the fine fraction, PM3s, listed in Table 18 come from combustion.
On a country-wide scale the minor contributors to direct PM, s emissions are about 11%
from the industrial sources, 5% from transportation, 10% from non-industria fuel
combustion and <1% from miscellaneous sources. The largest percentage fine particle
source, 72%, comes from open sources of which 38% is from forest fires. Thetotal is
about 1.5MT of PM25 Since forest fires usually occur during dry periods in the summer
there will be periods when the contribution to the fine fraction will be much larger than
38%.

As noted above these figures do not include secondary sources of PM,sand, in particular,
biogenic sources both of which could be considerable. The contribution of secondary
sources to the PM s fraction is quite variable but estimates from measurements and
source apportionment, indicate that it can be as large as 50% .

SO,, NOy and VOCs can al be regarded as precursor species for secondary PM
formation. Annual Canada-wide emissions are about 2.6 MT for SO, and 2.5MT for
NOy, most of which are from industrial sources, non-industria fuel combustion and
transportation. Annual VOC emissions are about 3.6 MT. One important source of VOCs
omitted from the 1990 inventory isforest fires (0.9MT). Important sources of VOCs are
industrial sources (26%), transportation (21%), miscellaneous solvent use (15%), forest
fires (open sources) (26%) and non-industrial fuel use (11%). These sources do not
include biogenic emissions of NOy and VOCs which can be large. Natural emissions of

SO, or precursors are small over land areas.

Table 18 provides a picture of annual Canada-wide emissions. An important aspect, from
the perspective of assessing impact, is the spatial heterogeneity of the emissions. Thisis
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particularly important for regional and urban scales. Figure 1 through Figure 4 show 1995
PM, NOy, VOC and biogenic emissions (Environment Canada, 2000) with resolution of
about afew hundred km. Some of the emissions are from point sources such as stacks
whereas other emissions, such as transportation can be thought of as line emissions, while
open source emissions and biogenics are widely distributed. For example, biogenic
emissions of VOCs may represent about 14MT (see comment 3 in Table 18) and
dominate the other sources listed in Table 18. The various species that make up the
biogenics are emitted from heavily forested regions, often well away from large NOx
sources which might lead to a generation of ozone. Nevertheless, they could, via
chemical reactions, be oxidized to compounds which could form PM2 s which may be
transported to other regions of Canada. Uncertainty in the estimation of the biogenic
emissions from Canada’ s extensive forests and their expected seasonal variability could
trandate into uncertainty in the estimation of background PM s in various regions of
Canada. As might be expected most of the NO, emissions are near urban and or industrial

areas.

Except for the GVRD, emissions estimates are rarely prepared with a sufficiently fine
gpatial resolution on an on-going basis to be useful for physical-based modeling (see
below). Emission inventories required for physical-based modeling have to be prepared
specially using information such as population densities and fuel use to redistribute the
emissions with sufficiently high spatial and temporal resolution. Using the currently
available Canadian software thisis an expensive exercise. In addition, physical-based
models have the capacity to operate at 1 km horizontal resolution but they are often
forced to use emissions estimates prepared at 20 km horizontal resolution, thus degrading
the information that might be obtained from modeling studies. Thus, development of
software that can provide, not only total Canada-wide emissions, but emissions with
improved spatia and temporal resolution, is an important areain need of more work.
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Figure 1 Total Particulate Matter Emissionsin Canada for 1995. (Source: Environment Canada
www2.ec.gc.ca/pdb/ape/cape_home_e.cfm).
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Figure2: Nitrogen Oxide (NOx) Emissionsin Canada for 1995. (Source: Environment Canada
www2.ec.gc.ca/pdb/ape/cape_home_e.cfm)
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Figure3: Volatile Organic Compound (VOC) Emissionsin Canada for 1995. (Source: Environment
Canada www?2.ec.gc.ca/pdb/ape/cape_home_e.cfm)
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4.1.1 Reduction of Ambient levels of Pollution: Emissions

Modification

There are several methods that can be used to estimate the modifications that must be
made to the estimation of emission fields in order to obtain compliance with CWS.
Perhaps the best method, discussed in detail below, is to use complex 3D physical-based
modeling along the lines that has been attempted already for the acid rain problem in
Canada (Venkatram et al., 1988) and the U.S. (Change et al., 1987).

For the U.S. EPA cost-benefit study on the impacts of the Clean Air Act (U.S. EPA,
1999) physical-based modeling was used (see Section 4.4). This study was a requirement
of section 812 of the Clean Air Act Amendment and assessed the potential impact of
controlling emissions according to the Act for the period 1990 to 2010. Physical-based
modeling was used to assess, on a point by point basis, the changes in ozone, PM, s and
PM 10 with and without regulations. The ratio of these changes were then applied to the
measurement sites used for assessing health benefits. For NO, NO,, SO, and CO asimple
scaling based on the change in local emissions was used to scale the field measurements.

Aside from the physical realism, physical-based modeling also alows for the

examination of the impact of targeted reduction in emissions in a systematic fashion. In
order to capture the variability associated with the natural atmosphere, climatologies of
model runs must be assembled and this requires a substantial commitment of human
resources. Quite often such models have only been used to address specific incidents that
might last from afew days to perhaps as long as a week. However, in order to capture the
variability associated with the real atmosphere, models should be run over periods of
several months. In the past it has required extensive human resources to assemble all the
meteorological data, run and analyse the gigabytes of data. However, this has changed
and in particular, the use of on-line models offers a more self-consistent approach (e.g.,
Bouchet et al., 1999, Kasibhatla and Chamiedes, 2000).

An dternative method of linking reductions in ambient air quality concentrations and
emissions reduction is to adopt a statistical approach. Thisis the method applied in the
CWS study. Given a set of CWS atmospheric concentration limits for PM (TPM, PM o
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and PM5) and ozone that must be met, there are two steps to assess what levels of
reduction of emissions are necessary. First, amethod or algorithm must be devised to
estimate by how much current ambient species levels must be decreased in order to
comply with the CWS. This, of course, requires an adequate knowledge of current levels
of PM and ozone. (The current status of measurements of ozone is much better than that
for PM.) Next, given the required reduction in ambient levels of PM and ozone, the
decrease in emissions required to achieve these levels must be estimated. This statistical
method does not readily allow itself to be targeted to reductions in emissions such as the
transportation or industrial sectors, athough it does take account of the climatological
aspects of the problem by using air quality data over severa years with different patterns.
Some of the details of the various methods applied by the CWS study to estimate
reduction in ambient species level with a decrease in emissions are described in more
detail below. But first we describe some of the inherent problems that occur when trying
to estimate the response of an inherently non-linear system by external estimation rather
than by internal scaling.

4.2 Non-linear behaviour in atmospheric air quality

The difficulty in evaluating the relationship between emission changes and atmospheric
concentration changes varies from species to species and can depend on whether the
speciesis emitted directly such as NOy, CO, SO, and direct-PM or, like ozone and
secondary-PM, results from the interaction of precursors. The existence of a statistical
relationship will depend on the complexity of the chemical production and loss of the
species and its aimospheric lifetime. If the atmospheric lifetime is short then it is more
likely that there will be alinear relationship between emissions and species abundance at
the measurement location. Thisis not the case for ozone or secondary PM. Longer lived
species are subject to long range transport and thus local species abundances reflect
emissions and chemistry from quite distant locations. For example, the formation of
ozone in the background troposphere is a result of the interaction between NOy, VOCs
and sunlight with a contribution from transport from the stratosphere: ozone is destroyed
by UV sunlight and by deposition to (destruction on) surfaces. The lifetime of ozone can
be several months and long range transport plays an important role in maintaining its
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distribution. However, as mentioned above, during extreme pollution events in locations
such asthe GVRD, ozone is primarily generated locally.

Figure 5 illustrates the nature of the non-linear problem. It shows the results of ozone
generated in abox model moving over Atlanta with various amounts of NOx and VOCs
emitted into the box from within the city. The dot gives the estimated NOx and VOC
emissonsin Atlanta. If this diagram is used to investigate responses to changesin
emissions for Atlanta we note the following. For fixed VOC emissions, it can be seen that
decreases in NO, from the standard one (i.e. movement in the vertical direction) elicit
rather small changes in ozone while large increases in NOy actually lead to a decreasein
ozone! Some of this ozone would be hidden as titrated NO, but much of it would be tied
up in products such as nitric acid. On the other hand, decreasing VOC emissions
(horizontal movement along the axis) leads to measurable decrease in ozone, whereas
increasing VOCsin this case by alarge amount would not have much effect. Such a
situation is said to be VOC-limited. If Atlanta lay to the right hand side of the ozone
“ridge” then the situation would be reversed and the ozone concentrations would be much
more sensitive to NOy emissions and the situation would be identified as NOy-limited.

For many cities, ozone generation appears to be VOC-limited while generdly the
surrounding rural regions are NOx limited. We stress that thisis a simplistic model and
the conditions will be different for each city. For example, Atlanta may be rather more
characteristic of the southern U.S. since biogenic emissions from trees, which are
unavoidable, form alarge part of the VOC emission budget during the summer months.
More complex models also exhibit the types of responses described above.

Another example of complex chemical behaviour isthat of the formation of fine
particulate matter by secondary processes. Secondary PM, 5 can be formed by gas-to-
particle conversion processes such as, ozone or OH reacting with heavier VOCs emitted
from anthropogenic or natural sources, oxidation of SO, to SO, and oxidation of NO to
NOs. The acid forms of SO, and NO3 can then be neutralised by reaction with NH3
forming particles. This non-direct relationship between the formation of speciesin the
atmosphere and emissions complicates the assessment of expected change in atmospheric
pollutant levels due to emission changes.
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This plot shows levels of ozone generated
over Atlantafor various levels of NO, and
VOCs using atrajectory chemical box
model. The dot gives the results for
emissions thought to be typical of Atlanta.
The ozone “ridge” running from bottom
right to top left istypical of such diagrams
and highlights the non-linear nature of
ozone generation for a simple situation.
Thusif VOCs are reduced by 50% say,
without reducing NO, the ozone will
decrease from 145 ppbv to about 110 ppbv
or about 24%. However, doubling VOCs
from 600 to 1200 ppbC would only lead to
a24% increase. Alternatively, if NOy is
reduced by 50%, the VOCs remaining
constant, ozone only decreases by about
9%. If the NO, were doubled ozone would
actually decrease by 66% to about 50
ppbv. The location of Atlanta on the
diagram illustrates VOC-limited ozone
production.

On amore speculative level, asimilar situation may exist with the oxidation of SO, to

SO, and reductions in NOy emissions within the urban environment, even though on a

regional scale the changes in sulphate deposition are linearly related to reduction in the

source emissions. However, in urban areas where most of the impacted population live, a

reduction in NOx will ater the urban chemistry modifying ozone, which in turn will

affect OH and H»,O, generation both of which play important roles in the oxidation of

SO, to SO,. Also within the urban environment, reduction in NOy will change OH levels
which locally will affect the oxidation rate of SO, to SO, and thus the local production of
SO, particulate which occupies the fine particle range. A similar effect may obtain for the
oxidation of SO, to SO4 within cloud droplets where it may be limited by the availability

of H20..

Similar effects may have taken place in the numerical experiment reported by Meng et al.
(1997) and some of their results are shown in Table 20. Their models included complex
gas phase and aerosol chemistry and they found that decreasesin NOy and VOC
emissions which affect ozone did not lead to a proportionate decrease in secondary PM.
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Table 20 shows that the Riverside region is similar to that of Atlantain that it is VOC-
limited so that with NOy fixed, a 50% reduction in VOC leads to a 34% reduction in
ozone. However, there is a concomitant 25% increase in PM-nitrate and a 20% increase
in PM» 5 mass, most likely associated with an increase in OH due to decreased VOC:s. If
the same VOC reduction scenarios are repeated for a simultaneous 25% reduction in
NOy, there are only small changes in ozone, nitrate and PM ;s mass with changing VOCs
although the amounts have decreased by 5-10% compared to the 0% reduction case. It is
unlikely that these results could have been predicted from a statistical model and, even
though the Meng et al. model has limitations, the results serve as a warning regarding
simplistic scaling to assess the effects of changing emissions.

Table20 Simulated Maximum 1-hour average concentrations for Riverside California, on 28"
August 1987 for various combinations of VOC and NOreduction from base estimated 1987 basin
wide emissions (after Meng et al., 1997).

VOC REDUCTION
NO, Reduction Chemical Species 0% 25% 50%
0% Ozone (ppb) 180 146 119
PM,5 NO5(nmgm®) 97 119 | 121
PM,5 mass (mgm’°) 146 173 | 175
25% Ozone (ppb) 175 172 | 170
PM,5 NOs(ngm®) 87 87 89
PM,5 mass (ngm’°) 133 134 | 137
50% Ozone (ppb) 168 150 | 135
PM,5 NOs(ngm®) 76 69 71
PM, 5 mass (mgm’®) 120 133 | 124

Not all atmospheric chemical relationships are non-linear. As noted in Section 4.5, linear
statistical relationships between emissions and some species atmospheric concentrations
are expected. For example, as noted above, certain classes of emission such as larger
(heavier) PM are lost from the atmosphere relatively rapidly by deposition or rainout.
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Although we may generally obtain alinear source-receptor relationship on aregional
scale such may not be obtained on an urban scale, where the mgority of the adverse
impacts will be realized. Another important aspect related to non-linearity on alocal level
concerns long range transport for aerosols in the fine particle mode. We emphasize the
removal of these fine particulates by wash out and deposition, especialy in the 0.1 to 1.0
micron size range is slower than for other sizes so that they may be transported much
longer distances away from the source region. Thus the size distribution of the aerosol

may be altered by long range transport.
4.3 Scaling ambient levels to conform to CWS

Atmospheric concentrations of PM and ozone vary diurnally and seasonally and the
normalized number of times a particular concentration occurs is called the distribution
frequency. There is concern that extreme events rather than average air quality may drive
health effects (see Chapter 5). Knowledge of the distribution frequency of atmospheric
Species concentrations is important in assessing what changesin air quality will have to
be made to comply with CWS. In the CWS study, the required reduction in PM emissions
was obtained by simply scaling the current PM concentrations by the CWS level for a
particular scenario, divided by the 3 highest maximum at that site™. The evaluation of
the reduction factor for ozone was slightly more complex. An attempt was made to
incorporate modeling results and other analysis. These studies indicated that the reduction
factor for “moderate”’ levels of ozone, associated with emission changes, was smaller

than for higher levels. Thus for ozone, the frequency of an observation was scaled
linearly above athreshold of 90 ppbv. For measurements between this threshold, and a
lower threshold taken to be the nominal background level of 40 ppbv, the rollback was
applied linearly, being zero at 40 ppbv to the maximum value at the high threshold. This
is described in more detail in Section 3.2.2 of this report.

15 The 3 highest maximum is chosen in an attempt to ameliorate the effects of outliers, i.e. anomalous
extreme events.
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4.3.1 Emissions Rollbacks

The scaling factors from the above analysis for PM and ozone from the CWS study were
applied to emissions as described in the “ Estimation of benefits and costs of achieving
optimal levels’ study (CWS Development Committee for PM and Ozone, May 1999).
For ambient PM 10 and PM 5 it was assumed that thereisa 1:1 linear relationship between
reduction in emissions and change in atmospheric concentrations, i.e. a 1% reduction in
emissions will result in a 1% reduction in PM 1o, PM25and SO». Therationae for this
scaling was quoted as being based on work done for the “ Sulphur Report” (discussed
below) for which the anticipated changes would be small. The anticipated changes
required to comply with CWS are much larger and are likely to lie outside the linear
limits of the approximation.

For NOy and VOCs the reductions are determined somewhat differently depending on
whether or not they may be related to PM 1o or PM 25 in some fashion. Presumably the
rationale applied was that as combustion is a source of not only NOy and VOCs but aso
of the fine fraction, PM, 5, then adjustment of one will impact the others. However,
combustion is not a maor source of PM o so that adjustment of PM o should be
independent of NOy and VOC. Thusif PM1q (rather than PM35s) is the particle species
contributing more to exceeding the CWS, such as might occur on the prairies, NOy and
VOC emission reductions are constrained by the requirements necessary to reduce ozone.
However, if PM;s is the pollutant causing the exceedence (rather than PMyg), then a4:3
ratio of emission reduction of PM» 5 to NOy and VOC emission reduction is applied. Thus
a 1% reduction in PM, s required to meet the CWS would require a 0.75% reduction in
NOy and VOC: it is not clear whether or not this reduction isin addition to that required
(see next paragraph) to meet CWS ozone standards. The 4:3 ratio used is quoted as being
from the advice of scientists, presumably from the “ Sulphur: Atmospheric Report”
(ASEP, 1997). The study by Meng et a. (1997) discussed above clearly shows that the
above ratios are gross over-amplifications which largely arise from treating the ozone
changes separately from the PM changes. There isa clear case for comprehensive
modeling, in which the combined system of PM, VOCs and NOy is treated together (see
Section 4.4).
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For ambient ozone, the CWS andysis assumed that a 3:2 ratio will apply to NOk and
VOCs, i.e. a100% reduction in both NOy and VOCs will result in a 67% reduction in
excess 0zone, i.e. the difference between the ambient level and the assumed ozone
background of about 40 ppbv. This reduction assumes that NOy and VOCs will be scaled
by ssimilar amounts which may not be appropriate for certain cities where areduction in
VOCs aone may be more appropriate as discussed for Figure 2 above.

Clearly the question of whether or not linearity can be applied to the anticipated changes
in emissions to deduce air quality changesis an important one. In the case of the sulphur
emission from fuel, the assumption of alinear response of the system is more reasonable
since the putative changesin the air quality were quite small (in the few percent range).
However, in the CWS study under review the changes envisaged are much larger.
Consequently, it islikely that the smple algorithms utilized to extrapolate the effects are
much less robust. In fact, based on the discussion in the preceding section, much of the
rationale used by CWS was faulty. The assumption that alocal change in emissions will
result in alocal changein gas phase and PM speciesis reasonable for some of them, such
as CO and perhaps also PM 1, with the caveats noted above. Unfortunately, neither
secondary-PM s nor ozone fit into this “reasonable” category and the uncertainty is quite

high. In fact, the direction of the change could possibly be incorrect in some cases.

4.4 Physical-based modeling

As was noted above, amore internally consistent method of assessing the effect of
decreased emissionsis to use detailed physical-based three dimensiona source-receptor
modeling. In this case, the model simulates al important physical and chemica processes
involved, ranging from the emissions being released into the atmosphere, their transport,
possible transformations, secondary creation of gas and PM species, and losses from the
atmosphere by deposition and rainout. Typical Canadian models that could be applied for
ozone changes are the CHRONOS model (Pudykiewicz et a., 1997), MC2-AQ model
(Plummer, 1999, Kaminski et al., 2000) and the Regional Climate Model (RCM)
(Bouchet et al., 1999). CHRONOS is a chemical transport model which uses meteorology
supplied by the Canadian mesoscale modd MC2, while MC2-AQ has the oxidant
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chemistry on-line with the meteorological framework. The RCM is ardatively low
resolution model designed to investigate regional climate. Currently there are no working
Canadian models with both oxidant chemistry and aerosol formation and chemistry
although several are in the development stage. Some of the above models are quite
smilar to those used in the EPA cost-benefit study (U.S. EPA, 1999).

There were 3 main models used for the EPA study (U.S. EPA, 1999). The UAM (Urban
Airshed Model) (SAI, 1990) is an ozone air quality model that was used to predict ozone
changes based on modified emissions, while the RADM/RTP (Regional Acid Deposition
Model with a Regiona Particulate Matter module) model (Denis et al., 1993; Binkowski
and Shankar, 1995 and references therein) was one of the models used for investigating
aerosol impacts. The RADM/RTP model was used at low horizontal resolution which
degrades the accuracy with which the impacts can be assessed. The third model was the
Regulatory Modeling System for Aerosols and Acid Deposition (REMSAD) whichis
based on the UAM-V mode.

None of the above models are comprehensive or integrated. By that it is meant that they
can treat both ozone and PM chemistry and processes. A relatively new model that has
both oxidant chemistry and an improved aerosol model is Model s3/Community
Multiscale Air Quality (CMAQ) model (CMAQ, 2000), but thisis still in the throes of
being validated for aerosols. Integrated models of this nature are clearly a more mature
way to attack the problem of estimating questions of changing emissions and air quality.
However, the air quality modeling community are moving to even more comprehensive
modeling concepts. The models are described as on-line models, which means that
meteorology and air chemistry are combined and evolve smultaneoudy so that feedbacks
(e.0., NCAR, 2000) are included. A Canadian on-line model which does not yet have PM
chemistry is MC2-AQ. We note that the US National Academy of Science reports on PM
research priorities have also, in addition to their primary focus on health effects, endorsed
improved physical-based modeling (NRC, 1998, 1999, 2001).
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The use of physical-based modelsislimited by several factors. One critical limitation is
uncertainty in the size distribution, composition and amount of input emissions (NRC,
2001). These are probably not determined locally to better than a factor of two for
gaseous emissions, while for particulate emissions, both their mass and size distribution
are much more uncertain than equivalent parameters for gas phase emissions. Table 18
shows that from time to time, PM,sis likely to be dominated by long range transport
from forest fires. Although local emissions might be quite uncertain, Canada-wide
emissions of SO, and NOy are probably accurate to within 20-30% since total fuel use
provides an integrating constraint.

Another important factor is knowledge of the gas phase and heterogeneous chemistry.
Most air quality models today do a reasonable job of reproducing ozone levels for
episodes, but there remain disconcerting problems such as poor representation of the
location and magnitude of ozone maxima which may be due to remaining uncertaintiesin
the underlying chemistry (and related to particle formation and heterogeneous chemistry),
and/or to uncertainties in emissions or poor representation of the meteorology.’® The
level of knowledge for emission and formation of aerosols is much more uncertain than
for gas phase chemistry and in some respects thisis a more complex problem.

Another limitation of the models is the species resolution of the gas phase chemistry.
Every day thousands of different hydrocarbons of differing reactivities are emitted into
the atmosphere, but the details of their chemical breakdown are not well characterized. In
models, thisis handled by "lumping" the hydrocarbons with ssimilar properties together as
asingle species, such as light alkanes, heavy akanes, light akenes, heavy alkenes etc.

and assuming similar reaction properties for their breakdown products. Likewise the
enormous complexity of the aerosols is unlikely to be captured by their limited
representation by afew modes or types within amodel. At one level, aerosol modeling
within the 3D context is at a much more rudimentary stage than that used for oxidant
chemistry. Nevertheless, models are improving al the time as more complete physica

and chemical representations of the real atmosphere are included. They do permit
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emission reductions to be assessed in an internally consistent manner and permit analysis
of targeted reductions for specific sectors. Their use aso allows the investigation of the
effects of changesin meteorology from year to year, and the inclusion of the effects of a

changing climate in which predictions will have to be made.

Because they include detailed physical processes and feedbacks, physical-based models
can be used for diagnosis of atmospheric conditions. One important diagnostic capability
isin the generation of source-receptor relationships that can connect source emissions
from different downwind sites (possibly athousand or more kilometres away) with the
receptor site (see for example Stratus (2000)). However, development of these
relationships with afully developed model can be till quite computationally expensive
since many emission and climatological scenarios have to be investigated to explore a
useful range of parameter space. Consequently, less complete models are often used for
this type of study.

4.5 CWS methodology

This section describes the rationale for the emissions adjustment used in the CWS study,
briefly outlined in Sections 3.2.2, 3.2.4 and 4.3. According to the CWS study
documentation, the underlying assumptions used to assess the atmospheric changes were
based on the Atmospheric Science Expert Panel (A SEP) section of the Sulphur in
Gasoline and Diesel Fuels report (ASEP, 1997). Thus we have had to assess much of the
rollback and scaling methods from the ASEP report.

Ratio method: The main approach used for gaseous emissions was based on the use of a
long lived species such as CO which is emitted within an urban area and transported out
of the region without reacting (the lifetime of CO ranges from a few months at the
equator to 8-9 months at winter high latitudes). Thus, the difference between the
local/urban CO mixing ratio and the background mixing ratio is proportiona to the

emission rate (molecules cm? s*) and this constant of proportionality is given by t/(H*n)

16 Although, there is a growing suspicion that these types of air quality model can represent the climatology
of ozone more robustly than specific incidents (Bouchet et al., 1999; Kasibhatla and Chameides, 2000)
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where H is the height of the planetary boundary layer'” into which the emissions are
emitted, nisthetotal air density and t is a characteristic time for transport out of the
urban region. If sources are similarly distributed then the constant should be similar.
Using NOx as a source gas, the Atmospheric Science Expert Panel found afactor of 2
discrepancy between emissions using CO. Part of this difference may be attributed to the
fact that NOy has alifetime less than a day within an urban region. However, it should
still be longer than atypical transport time. Thus there is a strong suggestion that the CO
or NOy emissions may be in error by about afactor of two and this must be taken into

account when assessing uncertainty of local emissions.

Dispersion and source-receptor modeling: In the Sulphur report (ASEP, 1997) severa
other types of modeling were used to support the emission to air quality concentration
estimates. Dispersion (Gaussian plume) modeling was used to assess air quality changes
due to vehicular emissions. In addition, source-receptor statistical modeling, whereby
similarities between the chemical characteristics of the emitted aerosol and the aerosol
composition measured in the atmosphere was used to assess the source strength. Thisis
potentially quite a useful technique. However, as was pointed out in the Sulphur Report,
for thisto be credible really requires a composition analysis of the potential sourcesin
order to correctly assess their contribution to the air concentrations. This composition
anaysisis often lacking for many Canadian sources.

One aspect of thistype of chemically speciated based source-receptor analysisisthat it is
implicitly assumed that the emissions of speciesall occur relatively nearby. In terms of
regiona pollution episodes, a large fraction of the source may come from outside the
populated region of interest. Thus attempts to rollback emissions from local sources, as
assumed in the CWS analysis, may not achieve target ambient levels as long range
transport of pollutants from distant sources may cause PM and ozone exceedances. To

Y The planetary boundary layer (PBL), also called the atmospheric boundary layer and over the ocean the marine
boundary layer, is the atmospheric region next to the surface in which the air is rapidly mixed vertically during the
daytime to a (generic) height of about 1 km. At night, over land, the thickness of the layer shrinks to about 100 m due
to the lack of input of solar energy to drive the mixing. During the night most emissions of pollutants into the PBL are
trapped unless they are from stacks or have sufficient buoyant energy to “break through” the PBL.
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better account for long range emission sources, physical-based modeling should be
utilized.

Box modeling: To estimate the impact of changing NO, and VOC emissions on ozone
levels, the results of previous Eulerian model studies for acid rain and ozone generation
were utilized. These were older studies using relatively low horizontal resolution
physical-based modeling, for which the models provided a state-of-the-art (at that time)
assessment of changesin ozone for different emission reduction scenarios. These studies
provide guidance regarding connections between emission rollbacks and ambient
concentrations, but we note that many of the non-linear effects described above, occur
particularly in the urban environment which requires high horizontal resolution studies.
Thus there will be locations, mostly near mgjor NO, sources, where ozone may actually
increase if NOx (and VOC) emissions are cut back because of titration of the ozone to
NOs.. In fact, this type of effect could more readily be assessed by looking at what is
commonly called “odd oxygen” which is the sum of ozone and NO»: although the toxic
effects of NO, are different from those of ozone. Away from the suburbs and in
surrounding countryside the ozone is expected to decrease with decreasing NOx and VOC

emissions.

As noted above, alarge fraction of the aerosols are in the fine fraction (PM2.5) and of
these a large proportion can be due to secondary processes such as the oxidation of SO,
to sulphate or oxidation of VOCs, and these secondary aerosols can also change their
composition by reaction with other species such as NH3 or by adsorption. Assessing their
change due to emission reduction is very difficult. The principal method used in the CWS
analysis to derive the conditions applied was Lagrangian photochemical box modeling.
Although the box model is quite detailed, it does not take account of long range transport
effects as the box is applied locally to the regime of the urban area. Also, the aerosol
models that were applied are quite limited in terms of representing the actual physical
Situation.
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4.6 Future possibilities

In the last decade there has been an enormous improvement in computer capabilities,
which make the use of physical-based models more realistic for applications such as the
CWS anadysis. However, one limitation is the accuracy with which models reproduce
actual measurements. As noted above, the situation appears reasonable for ozone in the
sense that models are doing an adequate job of representing reality with the caveats
mentioned above regarding phase and magnitude differences for ozone maxima. An
important additional cavedt, is that few other species have been measured with the same
thoroughness or success as ozone. For aerosols the situation is worse as the measurement
database is not as extensive, particularly in Canada. Thus one must treat the predictions
from the aerosol Eulerian models with some caution. Y et at the same time they do
represent a powerful tool if used circumspectly, in combination with statistically based
methods.

4.7 Other considerations

Baseline: One of the aspects that has not been consistently addressed with the AQVM

part of the CWS study is that of emissions baseline. Particularly as CWS looks to the
future, atmospheric emission changes are expected to be driven by other external factors.
We note that implementation of the sulphur in gasoline legidation requiring reductions
across Canada to 150 ppm by 2002 and 30 ppm by the end of 2004 will impact emissions
and thus the atmospheric concentrations forming the baseline. There will aso be a
response to the Kyoto Protocol to reduce CO, emissions which will likely impact other
pollutants. Thus there are several issues that will affect ozone and particulate levelsin
Canada but which have not been addressed by the CWS study report, presumably dueto a
lack of resources.

Changing Stratosphere/Ozone: Thereis awell documented connection between UVB
radiation and both melanoma and non-melanoma skin cancer. During the last two
decades stratospheric (i.e. upper atmospheric) ozone has been decreasing due to the

effects of anthropogenic chlorine (i.e. CFCs) and, as aresult, the solar UVB levels at the
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surface have been increasing (e.g., Wardle et ., 1997). However, the high levels of
surface ozone and aerosols have been ameliorating this impact of the increased UVB in
the following manner. The increased tropospheric ozone and particulate levels that occur
during the summer, act to reduce the UV B radiation transmitted by depleted stratospheric
ozone: the aerosols act to scatter the UV B radiation and in some cases they also absorb it.
This extra scattering and extra ozone result in the absorption of the UVB light. Thus, high
levels of tropospheric ozone could be regarded as a benefit from the perspective of CWS
CBA by counteracting the deleterious results of our inadvertent geo-engineering
experiment with CFCs on the stratospheric ozone layer. The CBA of the U.S. EPA
National Ambient Air Quality Standard for ozone has been investigated by L utter and
Woltz (1997) who estimated that health costs could outweigh health benefits.*® In any
case, thisissueis part of a changing (atmospheric) baseline since currently the application
of the Montreal (and later) Protocols on chlorine emissions are beginning to have an
impact on the amount of chlorine in the stratosphere, and over the next 50 years or so the
ozone layer islikely to return to its pre-1970s state. Clearly these effects could be
included as part of a CBA.

A related impact due to the higher levels of UV B radiation in the troposphere associated
with the perturbed stratospheric ozone layer is that, in the general background
atmosphere with generally lower levels of ozone and aerosols, the chemical activity of
the troposphere will be enhanced. This occurs because the increased UVB will, while
actually destroying more ozone, lead to an enhanced production of the tropospheric
“detergent”, OH. This, in turn, will lead to areduction in the lifetime of GHGs such as
methane. Clearly the costing of scenarios such as this becomes very difficult.
Nonetheless, future CBA should attempt to assess these very red effects.

'8 The benefits estimated by Lutter and Woltz (1997) are probably overestimated since they assumed that
the application of CAAA would lead to a decrease of 10 ppbv in seasonally averaged ozone levels. Thisis
probably an overestimate since it is often overlooked that background ozone is actually the global
accumulation or generation of regional chemistry in the industrial countries and biomass burning in the
developing countries along with ozone input from the stratosphere. Thus local or regional air quality
problems have a global context and this should not be overlooked.
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Tropospheric Climate Effects: Asthe CWS study looks to the future one aspect that has
been mentioned but was not addressed in any manner, again presumably due to lack of
resources, is what may be expected in terms of air quality in an atmosphere in which
CO; has increased substantially (see aso Section 6.3 for adiscussion on GHGS). The
scientific consensus is that the atmosphere will undergo a general warming (e.g., IPCC,
1996). However, the regional impacts of such a changed climate are not yet clear. One
might anticipate increased warm episodes in the summer which would tend to lead to an
increased number of pollution episodes for the same level of emissions. Perhaps one
saving grace will be that with an adherence to the Kyoto Agreement, the concomitant
decrease in CO, will aso bring the benefit of decreased emissions as a result of the
improved technology. However, one must be wary that the combustion technology which
leads to a decrease of CO, does not result in an increase of NO, CO and VOCs. On the
other hand, even though anthropogenic emissions may decrease, if there are more warm
episodes then we can expect that biogenic emissions, which are temperature and light
senditive, may increase. Already we have seen in Table 18 that the 14MT of reactive
biogenic VOCs dominate anthropogenic VOC emissions on a Canada-wide basis.
Included among the biogenic emissions are VOCs and also NOy which can giveriseto
ozone production. Likewise an increase in temperatures, if also associated with reduced
rainfall in forested areas, may result in increased frequency of forest fires. As noted
above, forest fires already may represent up to about 40% of the fine particle mass on an

average basis.

Future Sudies: As research contributes to our understanding of anthropogenic impacts
on our atmosphere and to our understanding of climate change, the interconnectedness of
processes that affect the atmosphere is Slowly becoming clearer. Aerosols which can
cause health problems also act to cool the atmosphere and so temporarily ameliorate the
global warming effects of GHGs. Carbon-based aerosols (soot), on the other hand, can
act to enhance global warming. As noted above, increased surface UVB due to
decreasing stratospheric ozone can be (temporarily) ameliorated by enhanced
tropospheric ozone and higher levels of aerosols. Some of these aspects can and should
be included as part of afuture CBA study.
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4.8 Policy Applications

The policy options for achieving improved ambient air quality are limited by those
factors that can be changed by regulatory activity. In this case, that means emission
reductions. The limitations in scope for influencing ambient air quality must be
understood, if the expectations for improved air quality for given levels of emission

reduction are to be redlistic.

A number of issues arise that may interfere with alinear correspondence between
implementing specific, regulated emission reductions and achieving corresponding
improvements in air quality. These include factors such as:

relative contributions of controllable emission sourcesto ambient air quality

levels

ambient air quality contributions from trans-border sources

non-uniform geographic distribution of emission sources

The nature of this problem isillustrated by reference to air pollutant inventory datain
Table 18. These data show that emissions regulations that target only point sources
(including utilities) could achieve a major impact on SO, but only a negligible impact on
primary sources of PM1o and PM,s. For example, estimated benefits could not be
assumed to correspond to a 75% reduction in ambient PM,5if a 75% reduction in PM 5
emissions was mandated. As noted above, ozone is a secondary pollutant that is
determined by emissions of NO, and VOC. Likewise, a substantial portion of fine
particulate is also generated from secondary sources determined by VOC, NOy and SO,
emissions. Thus the relative contribution of both primary and secondary sources must be
understood to make meaningful links between policies to reduce pollutant emissions and

expected ambient air quality benefits.

The primary and secondary source aspects clearly point to varying strategies that may be
much more effective than across-the-board reductions. Thus, again referring to Table 18,
if SO, emissions are amajor contributor to secondary PM» s in ambient air, then targeting
reduction strategies for SO, at point sources and utilities may be far more effective at
achieving low ambient levels of PM5 s than requiring primary removal of PM s across-
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the-board. Additionally, there are serious questions about the value of focusing solely on
anthropogenic sources of PM3 s, both direct and secondary, when such alarge fraction is
from forest fires and open sources.

Likewise, we could not assume that even a 75% reduction of all emission sources would
achieve a 75% reduction in the levels of the reduced pollutant in ambient air if a
substantial source of that pollutant comes from trans-border pollution. Thisisa
substantial issue in those regions of Canada that border on heavily populated and
industrialized regions of the U.S.

4.9 Jurisdictional Issues

The regulatory scheme in Canadais very different from that in the U.S. While the U.S.
Clean Air Act ishinding federal legidation that can set very specific requirements that
must be implemented in every state, there is much less federal authority to legislate on
environmental matters in Canada. Likewise, even where authority may exist in Canada,
the practice has been to alow most environmental regulation to be implemented by the
provinces. This regulatory requirement has the effect that there are distinctly different
regulatory schemes in place across Canada. Even with Canada-Wide Standards set for
ambient air quality, the means to achieving emission reductions to support those ambient
air quality goals have to be implemented by means of the differing regulatory schemes
maintained by each province. This reality seems likely to lead to substantial differences
in the levels of emission reduction that will ultimately be achieved. For the same reasons
costs may differ.

In addition, with increasing globalization of markets and industria activity, the specific
regulatory schemes implemented in any one jurisdiction will be influenced by the
practices in other jurisdictions. Technology of production will be driven by market forces
and considerations other than regulated emission reductions. Thus the costs for achieving
future emission reductions that may be estimated by assuming across-the-board
implementation of a particular technology islikely to differ from the actual costs and
practices that will be adopted in reality.
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4.10 Conclusions

The mgjor uncertainties associated with the part of the CWS study that deals with the
reduction of ambient air quality levels to meet CWS is the likely non-linearity associated
with the reduction of emissions and the concomitant changesin air quality. In the CWS
study it was assumed that the effects would be linear. This seems unlikely in many cases,
bearing in mind the major role that open sources and forest firesin particular play in the
formation of PMs. In addition, the emission database is quite uncertain, particularly on a
detailed level as compared to Canada wide averages usually presented.

The primary and secondary source aspects clearly point to varying strategies that may be
much more effective than across-the-board reductions. For example, targeting reduction
strategies for SO, at point sources and utilities may be far more effective at achieving low
ambient levels of PM 5 than requiring primary remova of PM 5 across-the-board.
Likewise, the value of focusing solely on anthropogenic sources on PM s, both direct and
secondary, is questionable when such a large fraction of emissionsis from forest fires and

open sources.

4.11 Recommendations

Definition of the basdline is essential in a CBA study. The baseline may change because
of factors such as the implementation of current or future regulations, changing
economic conditions, and possible changes in atmospheric climate. Thus the Panedl
recommends that future CWS studies have the resources to include an appropriate and
transparent definition of the baseline with reasonable estimation of the relevant

components.

It is still not evident if extreme or chronic events with respect to high PM and ozone
levels are important in causing health impacts and there are insufficient PM 1o and PM 35
continuous measurements to address this question. Also measurements of PM 1o and PM 35
are critical for the evauation of emission inventories and 3D physical-based modeling.
Furthermore, it will be necessary to have adequate spatial measurements to ensure both
the efficacy of the reductions and compliance with the reductions. To help address these
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important questions and given the paucity of continuous PM ;o and PM, s data the Panel
recommends that a more systematic continuous measuring program be adopted for PM o
and PM 25.

One of the aspects that pervades all aspects of the CWS study is the requirement for an
accurate emission inventory, with good spatial and temporal characteristics: these are
necessary for both CBA and physical-based modeling. But thiswill require the active
collaboration of federal and provincial governments and the industrial sector with
involvement of NGOs. Thus the Panel recommends that adequate resources and
administrative structures be provided at the federa and provincial level for improving the
gpatial and temporal resolution of emission inventories of PM 1, PM2 5 and ozone
precursor species across Canada. This could involve support from a consortium of many
levels of government (from federal to municipal), industry, and NGOs. We note that the
emission inventory work that is proceeding in the Greater Vancouver Regional District
provides an example to the rest of the country. Furthermore, given the importance of NH3
in the formation of secondary PM,sand the lack of an adequate baseline inventory, the
Panel recommends that NH3 should be added to emission inventory studies.

One means of attacking the problem of accurately relating reduction of emissionsto the
attainment of CWS s to use physical-based 3D models combining both gas phase and
aerosol formation and chemistry, embedded in a meteorologically-based model. Use of
such models also alows a more detailed and targeted approach to be taken to infer
impacts. Thiswork is currently on-going in Canada. The Panel recommends support for
the on-going work on comprehensive or integrated 3D physical-based aerosol modeling
that includes both ozone and PM chemistry and meteorology in Canada and its use for

estimating ambient air quality changes with targeted reductions.

Source-receptor statistical modeling potentially represents a powerful method of
identifying emission sources, but this requires a detailed chemical knowledge of the
emitted pollutants. Thisisrarely available in Canada and many studies have had to use
surrogates from the U.S. The Panel recommends that every effort should be made to
develop Canadian emission data.
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4.12Summary

Table 21 provides a summary of the CWS approach to estimating emissions and air

quality changes from PM and ozone emissions reductions and the Panel’ s assessment of

the key limitations, uncertainties and recommendations for alternative approaches.

Table 21: Summary of Panel’s Assessment of CWS Approach to Estimating Air Quality Changes
Associated with PM and Ozone Emissions Reduction

ISSUE EMISSIONSESTIMATION
Baseline emissions data from Environment Canada 1995 Residual Discharge
Inventory System (RDIS) —fixed baseline
No direct account taken of secondary aerosol production

CWSAPPROACH Transboundary (TB) sources not directly taken into account

Natural emissions not directly included but indirectly included via subtraction
of background levels

Air Quality (AQ)— used several year average for ozone, TPM, PM o and PM 5

PANEL CRITIQUE

Key Limitations

RDIS —on agloba basis NO, amounts probably accurate to about 20-30%
based on fuel usage. PM sources are much more uncertain. Spatial emissionsare
also much more uncertain.

Transboundary sources— small effect for Greater VVancouver Regional District
(GVRD), 100% for Atlantic region, about 50% for the Windsor Quebec
Corridor (WQC)

Natural emissions — uncertain, but likely to vary from important to dominant
away from urban centres, both for VOCs and PM; 5

Open sources — potentially major contribution to PM 4, but with large
uncertainty

Limited existing knowledge of composition of aerosols

Monitoring — currently limited mostly to every 6 days for PMyo, PM; 5, limited
PM, 5 data

RELATIVE
UNCERTAINTIES

(Probably Minor,
Potentially Major)*®

RDIS + natural sources + secondary sources — Potentially major uncertainties in
spatial distribution of emissions and PM emissions in particular

Transboundary sources — potentially major for ozone and PM

Natural sources— potentially major for PM, s away from urban centres, probably
minor for ozone

AQ monitoring: probably minor for ozone while composition of aerosolsis not
well determined on aregular basis. Thisis of concern for assessment of health
effects using epidemiological studies.

19 Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (aternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from U.S. EPA study The
Benefits and Costs of the Clean Air Act 1990 to 2010" Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.
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DIRECTION OF BIAS®

Difficult to determine for ozone. In urban centres, will depend on whether or
not in a non-linear regime. Thiswill depend on the NO,/VOC ratio. If thisis
altered it could affect the linearity.

PM islikely to be dominated by natural emissions away from urban centres,
open sources remain uncertain and thus the cut backs applied to anthropogenic
sources could sometimes be dominated by the unregulated sources.

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Improvement of the emission database on a year by year basis. Include forecast
for baseline, projectiong/effects of other regulations coming on line. This would
be inline with the GVRD. Improved spatial details for emissions.

Transboundary — this would seem to be best handled by physical based
(Eulerian) 3D modeling.

Additional use of source-receptor analysis would be very useful but will require
upgrading and measuring Canadian source speciation.

Need to improve estimates of natural emissions.

Could improve year by year effect using remote sensing technology and
measurements.

Correlation methods with proper source specification would improve the
situation.

Upgrade the current monitoring system to continuous monitoring. More rura
monitoring to help assess open source/background emissions. More information
on the composition of aerosols both for source identification and
epidemiological studies.

ISSUE

TRANSLATING EMISSIONS CHANGESTO AIR QUALITY
CHANGES

CWS APPROACH

Reduction of ambient ozone and PM levels to match CWS — quasi linear for
ozone and linear for PM, 5 and PM 44 reduction factor, R.

Linear (scaled) application of R to emissions without (direct) consideration of
long range transport or natural emissions.

PANEL CRITIQUE

Key Limitations

Linearity would appear to be too limiting for ozone, perhaps also for PM, s and
P'vllo.

Datafor correlation studies estimated from modeling studies that were (a) at
limited horizontal resolution and (b) reductions applied in the model were
across the board.

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)

Potentially major

DIRECTION OF BIAS

Likely to overestimate changesin air quality for a given reduction in emissions.
Could even get the direction of change wrong in certain cases.

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Use physical based modeling with improved emission inventory: this would
address both limitations simultaneously.

Development of Canadian emission database, particularly for particle emissions,
would allow for an improved assessment of effects by statistical methods.

Use of integrated (3-D) Model with ozone and PM capabilities embedded in
meteorological framework which is state of the art.

D Theu.s. EPA report “ The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information
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5 Estimation of Avoided Health Effects Associated With
CWS For PM and Ozone

The monetary value of avoided health effects associated with various Canada-Wide
Standards (CWS) for PM and ozone are estimated using the Air Quality Vauation Model
(AQVM). The value of avoided health effects are referred to as “ benefits’ in the AQVM
and the CWS cost-benefit analysis (CBA) documentation. The AQVM is a spreadsheet
model that quantifies avoided cases of premature mortality and morbidity and the
monetary value associated with those avoided health effects. This chapter will focus on
the approach used in the AQVM to generate the quantitative health effect estimates.

| ssues associated with economic valuation will be addressed separately in Chapter 8.

AQVM uses concentration-response (C-R) functions derived from the epidemiological
literature to link changes in air pollutant concentrations with changes in adverse health
effects. The uncertainties underlying the published studies selected to derive the C-R
functions for the various health endpoints contributes to the uncertainty in the estimation
of avoided health effects.

5.1 Basis for the Mortality Risk Estimates in AQVM

The CWS hedth benefits analysis estimates the monetary value of avoided deaths
associated with both PM and ozone reductions. The overall benefit estimation is
dominated by the premature mortality endpoint because of the relatively higher valuation
of astatistical life than for any other benefit endpoint and the comparatively steep C-R
function. Thus, the selection of a mortality exposure-response function for the benefits
estimation is extremely influential on the bottom line of the CBA.

Both time-series studies and prospective cross-sectional studies were selected in
developing the mortality C-R functions for PM 1o and PM 5. The Schwartz et al. (1996)
time-series study of six U.S. cities (of summed daily mortality excess deaths attributable
to PM 1) was used to develop the “low” vaue of the C-R parameter for PM 1o and PM .
The Pope et al. (1995) cross-sectional analysis of annual mortality rate differences
attributable to PM,5in 50 U.S. cities was used in developing the “high” value of the
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mortality C-R parameter estimate. The “central” value of the C-R parameter estimate of
premature mortality was based on a two-thirds to one-third relative weighting of the C-R
parameter from the time-series (Schwartz et al. 1996) and cross-sectional cohort studies
(Pope et a. 1995), respectively. The C-R parameter for the time series study was 5.5 fold
lower than the cohort study for PM 5 effects.

The Panel questions this approach and find that the weight of evidence istowards a
different approach to estimating mortality impacts on several grounds. The excessin
daily mortality, even when summed over the full year, does not reflect the total mortality
impact of long-term cumulative exposure, and the extent of premature mortality cannot
be determined from time-series analyses. Furthermore, some of the life-shortening
associated with the daily time-series analysesis of the order of afew days. Thisraises
difficulties for the subsequent valuation phase of the analysis. By contrast, prospective
cohort analyses of annua mortality by Pope et al. (1995), Dockery et al. (1993) and
Abbey et d. (1999) provide abasis for afuller accounting, as well as for determining life-
years lost. The Panel agrees with the following rationale cited in the U.S. EPA
Assessment of the Benefits and Costs of the Clear Air Act 1990 to 2010 (U.S. EPA, 1999)
(herein called the “812 study”) for using the Pope et a. study as the basis for developing
the primary PM mortality estimates... “Pope et al. studied the largest cohort (over
295,000 members of the American Cancer Society (ACS) cohort), had the broadest
geographic scope (50 metropolitan areas), and effectively controlled for potentially
significant sources of confounding. Even though Pope et al. (1995) reports a smaller
premature mortality response to elevated PM than Dockery et al. (1993), the results of
the Pope study are nonethel ess consistent with those of the Dockery study” .

While the U.S. 812 study identifies the Pope study as the strongest of the PM cohort
studies it notes the following limitations of the study: the selection of alargely white and
middle class population may produce a downward bias in the PM mortality coefficient
because short term studies indicate that the effects of PM tend to be significantly greater
among groups of lower socio-economic status; the migration of cohort members across
study citiesis not considered, and PM was the only pollutant included in the study
resulting in a possible overestimate of the PM risk because it may capture the mortality
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impacts of other pollutants correlated with premature mortality (e.g., ozone or other
gaseous pollutants). An dternative estimate of premature adult mortality based on the
Dockery et al. (1993) prospective study which covered 8,000 individualsin six U.S. cities
was also presented as an aternative estimate in the U.S. 812 study. Using the Dockery
study increased the health benefits estimate by $100 to $150 billion (in 2010) for the U.S.

The recently completed re-analyses of the six cities and ACS cohort studies of annual
mortality rates sponsored by the Health Effects Institute (HEI, 2000) found that the
origina analyses used sound methodologies and highly quality-assured data sets, and that
the results were not greatly different when aternate model assumptions within reasonable
limits were used. Within each population, educationa attainment was a significant
predictor of mortality, with the effects being largely concentrated in those with no post-
secondary school education. The fact that the ACS cohort, consisting of alargely upper
middle class group of volunteers had a lower overall C-R parameter than the more
randomly selected populations in the six cities study, is consistent with this subsequent
finding on the importance of educational attainment on premature mortality risk.

The consistency of the results of the ACS and six cities cohort studiesis well illustrated
in the Figure below, which appeared in the 1997 EPA PM Staff Paper. The points
representing the six cities in the Dockery et al. (1993) study appear to fit well within the
range of responses seen in 600,000 people living in 151 U.S. communities with sulphate
and TSP, also reported in the Pope et. a. (1995) study.
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Figure 6. Age-sex-race adjusted mortality ratesfor SO,~ and TSP in about 600,000 adultslivingin
151 ACS communities having SO, data from Pope et al. (1995), aswell as mortality ratesin six other
communitiesthat were studied by Dockery et al. (1993). Adapted from Figure V-6 of PM Staff Paper
(EPA, 1996).

Another recently completed HEI-sponsored study by Samet et al. (2000) examined daily
mortality in 90 U.S. cities using standardized air quality and daily mortality data. They
found that there was aregional variation in relative risk, with the relative risks per unit of
PM 10 being lower in western cities. Western U.S. cities a'so generally have somewhat
lower ratios of PM35 to PM 10 and much lower ratios of SO4- to PM ;o than eastern cities.
This may also help to explain the lower relative risks for the more broadly distributed

ACS cohort in comparison to the six cities cohorts from the eastern part of the U.S.

The critical role of PM source control in the reduction of annual mortality rates has long
been known. The first strong indirect evidence was included in the Royal Commission
report following the Dec. 1952 London Smog (Ministry of Health, 1954). Annual
mortality from bronchitis was far greater in the U.K. than in other Northern European
countries with much lower ambient smoke levels. With the switch to smokeless fuels
resulting from the U.K.'s Clean Air Act, there were dramatic reductions in annual
mortality from chronic bronchitis and respiratory tract cancers. Thisis clearly illustrated
in Table 22, taken from a paper by Chinn et al. (1981).
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Table 22 Standardized Annual Mortality Rate Regression Coefficients on Smoke* for 64 UK County
Boroughs (Chinn et al. 1981)

Cancer of Trachea,

Sex Ages Mortality in years Bronchus & Lung Chronic Bronchitis
Males 45-64 1969-1973 0.07 0.02
1958-1964 0.53++ 0.32+
1948-1954 0.71+++ 0.48+++
65-74 1969-1973 0.15 -0.06
1958-1964 0.68++ 0.31
1948-1954 0.87+++ 0.37+
Females 45-64 1969-1973 -0.02 -0.02
1958-1964 -0.64++ 0.33+
1948-1954 0.49+ 0.49++
65-74 1969-1973 0.07 0.03
1958-1964 0.25 0.40+
1948-1954 0.61++ 0.31

* Based on index of black smoke pollution 20 years before death of Daly (1959)

+p<0.05
++p<0.01
+++p < 0.001

Thus, while the relative risk for annual mortality based on the ACS cohort may

underestimate the extent of the risk for people living in eastern North America, and

especialy for people of lower socio-economic status, it provides, at present, the most

reliable quantitative basis for estimating the risk factor of greatest economic impact of the

overdl cost-benefit bottom line.

More refined estimates of the relationships between PM and other classica (WHO-

terminology) or criteria (EPA terminology) community air pollutants should be available
when the next round of CWS are considered. The EPA-supported Harvard PM Health
Effects Center is currently doing a follow-up study of mortality eventsin recent years on

the six-cities cohort, and Thurston and colleagues at New Y ork University, in

collaboration with Pope at Brigham Y oung University, have begun to study recent years

mortality events among the ACS cohort. With the availability of the lessons learned in

the HEI reanalysis study and the substantial numbers of recent years mortality events

available to the study teams, even more thorough and definitive analyses should be

forthcoming by mid-decade.
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Significant associations with daily mortality have been reported for ozone in some
studies, albeit generally at much lower relative risks than for PM. In the US 812 study
benefits associated with ozone reductions were estimated only in a sengitivity anaysis,
with a cautionary note about the uncertainties surrounding the potential ozone-mortality
relationship. The Panel supports the CWS approach in carrying out separate estimates of
mortality and morbidity benefits for both PM and ozone since the following steps were
taken in AQVM to minimize the chance of overstating the ozone health benefits: i) all of
the ozone health effects estimates were based on analyses that included a measure of PM
in the models and ii) ozone mortality estimates were drawn from studies in many
different locations across which the degree of colinearity between ozone and PM varies
(Chestnut et al., 1999).

5.2 Basis for the Morbidity Risk Estimates in AQVM

The CWS CBA analysis estimates the monetary value of avoided health effects
associated with PM and ozone reductions for the following non-fatal health endpoints:
chronic bronchitis (CB) for PM, s and PM1o; respiratory hospital admissions (RHAS) for
PM, 5, PM 1o and ozone; cardiac hospital admissions (CHAS) for PM,sand PMo; net
emergency room visits (ERV's) for PM s, PM 1o and ozone; asthma symptom days
(ASDs) for PM,s, PM 10 and ozone; restricted activity days (RAD) for PM,sand PM .
minor restricted activity days (MRADS) for ozone; net days with acute respiratory
symptoms for PM25, PM10and ozone; and children with acute bronchitis (B) annual risk
factors for PM,sand PM 1. The Panel views the selection of health endpoints as
comprehensive given the current epidemiological literature.

There are clearly hedlth effects occurring in children, such as the short-term changes in
pulmonary function following ambient ozone exposures (Spektor et al., 1988), and
reductionsin the rate of respiratory symptoms and lung growth associated with long-term
average exposures to fine particles (Dockery et a., 1996; Gauderman et a., 2000). There
has also been areport of an association between PM and postneonatal infant mortality
(Woodruff et al., 1997). However, there is questionable clinical significance associated
with small changes in symptom rates and pulmonary function. Furthermore there are no
established valuations in the economic literature for these effects or for neonatal
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mortality. Thus, they have essentially no impact on the overall valuation of health
damages from ambient exposures to PM or ozone.

Epidemiological studies examining the health effects associated with particul ate matter
have used various measures of PM. Some have used PM 1 while others have used PM3s.
The number of studies using PM», s as the indicator of PM is more limited than the
number using PM 1o because of the relative sparseness of PM, s monitoring data. A
number of studies have used total suspended particulate matter (TSP), British Smoke
(BS), coefficient of haze (CoH) and other measures of particulate matter.

Quantitative estimates of the relationship between between PM ;o and PM,5and
respiratory hospital admissions (RHAS) are developed from the Burnett et al. (1995)
study of daily admissions for respiratory illnesses and daily particulate sulphate levelsin
ambient air from 1983 and 1988 in Ontario. The model controlled for ozone and
temperature because of modest correlations with sulfates. The results were used to
develop the “central” and “low” C-R parameter estimate in AQVM. The sulphate based
result was converted to its PM;o equivalent assuming aratio of sulphate to PM o of 0.18
in Ontario.”* Applying a constant ratio of sulphate to PM or PM5 across all provinces
is not justified based on actual measurements of ambient concentrations. Nationaly,
composite average sulphate concentrations observed at sites east of Winnipeg are 2.3
times higher than those observed at western sites (Dann, 1994 in CEPA WGAQOG
1999). Sulphate contributions of 65% of the fine particle mass have been observed in
southwestern Ontario in the summer (Keeler et a., 1990 in CEPA WGAQOG, 1999).
Using the regional measures of sulphate to PM s ratios would provide a more reliable
basis for sulphate to PM 1o conversionsin each province.

5.2.1 Gaps and Uncertainties in the Health Effects Analysis

Despite the relative wealth of epidemiological data on PM and health, there are aspects of
the problem that are still not understood. The following uncertainties affect the
interpretation of the available evidence for health effects, and limit, to varying degrees its
use in policy making (HEI, 1999).
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Causality Assumption

A critical assumption in the estimation of health benefits from PM and ozone reductions
is that the correlations between increased air pollution exposures and adverse health
outcomes found in epidemiological studies indicate a causal relationship between the
pollutant exposures and the adverse health effects.

Factors supporting the likelihood of a causal connection for PM include:

1. The coherence of the associations (Is the effect seen in a variety of related endpoints
as could be expected?). As noted by Bates (1992), if people are dying in excessin
association with ambient PM, then one would expect that less serious effects would
also be occurring in the same time frame, and with somewhat greater relative risks.
Such coherence has been demonstrated with data on hospital admissions for
respiratory and cardiovascular causes, emergency department visits, lost time, etc.
(U.S. EPA, 1996).

2. Thereare small, yet broadly consistent relative risks for excess annual and daily
mortality and daily hospital admissions for cardiopulmonary categories associated
both with fine particulate matter (PM2s) and coarse particulate matter (PM o).
However, these findings cannot be used to establish underlying biological
mechanisms that may account for such associations. Nonethel ess, the same kinds of
epidemiological associations, aso lacking mechanistic understanding, have been seen
for many of the same response endpoints for other complex mixtures, i.e., cigarette
smoke, for both mainstream and environmental tobacco smoke (ETS). A widely held
consensus that a causal relation exists for mainstream smoking has become nearly
universal among the scientific community and genera public in recent decades as the
weight of the (largely indirect) evidence has grown. This process of accumulating
evidence in favour of abroad acceptance for causality for arange of cardiopulmonary
effectsis at an earlier stage for ETS and even earlier for community air pollution, but

“The AQVM Methodology Final Report (p. 5-27) notes that average levels of sulphate particlesin
southern Ontario are about 18% of average PMy, levels in the same area according to Dann (1994).
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appears destined at this time toward a more widespread acceptance as a prudent
public health judgment.

The consistency of the associations, in terms of finding significant relative risks for
PM among metropolitan regions in the humid eastern regions as well asthe drier
western regions of North America, and in South America, Europe, Australia, and
parts of Asia, including regions with quite different ratios of PM to pollutant gas

concentrations.

The inability of al of the hypothesized confounding factors, including weather
systems, to account for the associations between ambient PM and health effects.

Newer data from both observational cohort studies and chamber studies using
concentrated ambient particulates showing that ambient levels of particulate pollution
adversely influences cardiac variability in humans and cardiac ischemiain dogs.
Thereisaso asmall amount of evidence suggesting that blood may be more likely to
clot on high air pollution days. Serum fibrinogen levels were reported to be higher
among office workers on days of higher air pollution compared to days of lower
levels (Pekkanen et al. 2000). Fibrinogen levels may aso be adversely affected by
exposure to concentrated ambient PM,sin a chamber (Petrovic et al. 2000).

Weakening the argument for causality are:

1.

3.

A low relative risk. RRs for mortality are generally below 1.2 and sometimes as low
as 1.02 with risks being expressed by arelatively small number of people with an
unusual degree of susceptibility associated with the extremes of age, pre-existing
disease, and/or greater than average exposures.

Lack of supporting evidence from experimental human clinical studies. With the
exception of heart-rate variability, controlled studies involving relatively brief
exposures of healthy individuals to single agents or binary mixtures have yielded few
measurable responses even when the exposures are at concentrations far higher than
the ambient concentrations associated with measurable responses in populations.

Absence of aplausible and empirically biological mechanism for toxicity. It is not
clear how exposure to low levels of PM might produce the health effects observed in
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epidemiologica studies and whether certain attributes of PM may be more closely
associated with these effects. Thisis perhaps the single most important missing piece
of evidence to support a causal association.

One postulated mechanism is that exposure-mediated release of cytokines and
chemokines recruit and activate inflammatory cells with untoward effects such as
activation of coagulation. This hypothesisisin part supported by the study of
Kennedy et al. (1998) where particul ate copper triggered release of cytokines. Iron
and vanadium and acidity have also been implicated in mediator release. One
problem with this hypothesisis the finding that PM, s consistently affects health
despite differences in elemental composition. Not al particulates are capable of
activating the immune response. Several investigators have observed reduced heart-
rate variability in human subjects on days of higher particulate pollution. Reduced
heart-rate variability correlates with sudden cardiac death. Godleski et al. (2000).
However, smilar findings could not be replicated in rats exposed to concentrated
New Y ork particulates (Gordon et a. 2000). In contrast, anima and human models
have demonstrated that ozone increases IL-8 levels, neutrophils, inflammation, and
increases the sengitivity to aeroallergens.

Although there is substantial literature showing that a decrease in annua average of
exposure to PM improves population health status, there have been no studies
assessing whether these benefits occur by decreasing average ambient concentration
levels, or by reducing the daily or weekly variation of peak levels, or by affecting
both. If PM, 5 or ozone affect health through the release from cells of chemokines and
cytokines, there is a vast amount of literature showing that cells can often adapt to a
constant inflammatory stimulus. Below concentrations considered toxic, it seems that
the peaks in exposure are more important for cells than the average concentration.
When constantly exposed to the same concentration of stimuli or mediators, cells can
either become desensitized by down-regulation of physiological receptor(s)
(tolerance), or rendered more resistant by induction in increased amounts of
detoxifying enzymes and anti-oxidant factors (adaptation). In addition, inflammatory
cells may be induced to commit suicide (apoptosis) and would then disappear from
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gtes of inflammation. There might potentially be no significant health benefits by
decreasing the annual average concentration of air pollutants, if the daily or weekly
variations in the concentrations of these pollutants are unchanged, maintaining
significant endogenous inflammatory substances in primary target tissues (such as the
lungs and heart).

For example, if we decrease exposure to a substance from a mean ambient
concentration of 100 units to a mean of 50 units, there may be no health benefits if the
range of daily variation remains the same (70 to 130 versus 20 to 80 both equal daily
net variations in peak concentration of 60 units in both cases). With these
assumptions in mind, measures aimed at decreasing PM and ozone exposure should
also affect the daily or weekly variation in the concentrations of these pollutants.

. Difficulty in determining which of the many types of particlesis responsible for the
associated adverse effects and the role played by other gaseous pollutants. The
physical and chemical characteristics of PM are complex, reflecting the diversity of
emission sources and fact that particles are continually evolving as they interact with
other components of the atmosphere. PM may include solid or liquid compounds,
including organic aerosols, sulfates, nitrates, metals, elemental carbon, and other
material. Particulate air pollution is always present as part of a mixture of air
pollutants, and PM levels are often highly correlated in time and space with levels of
gaseous pollutants such as ozone, SO, and NO.. It is therefore difficult to apportion
causality to any one or to any particular binary mixture of the components. Fine PM
(lessthan 2.5 micronsin diameter) is generally viewed as having a more harmful
impact than coarse PM (greater than 2.5 microns in diameter) however it is not clear
whether the toxicity is related to the particle itself or to its chemistry. PM2smay be
merely a surrogate of the true exposure of interest. For example, Burnett et al. (1998)
reported that CO and TSP accounted for the majority of daily mortality in Toronto
Canada, whereas, the same authors reported that NO, had the largest single effects on
mortality in 11 Canadian cities (Burnett, 1998). Kennedy et al. (1998) reported that
the copper component of total suspended particul ates caused a cytokine release from
epithelial cells similar to the nature of release from the particles themselves. Thereis
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heterogeneity of particle compositions between geographic regions and over time
within a geographic region (Godleski, 2000). If metal content was critical to toxicity
then heterogeneity of results would be expected between different geographic areas.
Exposure to particles of similar concentration may have differing health effects,
depending on their concentration, and therefore different magnitudes of improvement
in health would be expected. However, studies across North America and Western
Europe have found similar effects despite differing climates and sources of particles,
suggesting that particle composition may not be critically important or that the toxic
nature of the particle is unknown and stable.

Public Health Significance of Health Improvements

There is uncertainty about how much the putative harvesting effect (i.e. air pollution
exposures advancing death by only afew days or weeks, as measured in daily mortality
studies) minimizes the impact of mortality statistics. The majority of population studies
have been daily time-series designs where day-to-day changesin air pollution are
correlated with day-to-day changes in morbidity/mortality. These studies do not address
the effect of continued exposure and cumulative health effects over the longer periods of
time, and therefore may underestimate the long-term health impact. Time-series anayses
do not easily alow determination of how many years of lost life is represented by a
death. Would the person have died in the next few days or weeks anyway? Brunekreef
(1997) estimated the reduction in life expectancy associated with the risk estimates of the
Pope et a. (1995) and Dockery et al. (1993) cohort studies, using life table methods. The
results show that long term exposure to air pollution can lead to aloss of severa years of
life. Research is currently underway to determine whether the association between daily
mortality and PM is the result of a harvesting effect.

Non-threshold dose-response assumption

An important uncertainty in al of the particulate matter and ozone health effect estimates
iswhether there is athreshold level of air pollution below which further improvementsin
adverse hedlth effects no longer occur with diminishing exposure, or whether the slope of
the concentration-response function becomes significantly more gradual at lower
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concentrations (Chestnut et al. 1999, p. 4-5). AQVM 3.0 is designed with a default
assumption that there is no threshold and a constant slope coefficient for PM o health
effects and also for ozone health effects during the ozone season (May-Sept).

The PM Science Assessment Document (PM SAD) notes that “ current epidemiologic
data do not indicate an ambient concentration of PM below which no effects are found -
a so-called threshold. Whether this reflects a linear exposure-response relation, or
simply the limitations of epidemiological methods, is unclear. Lack of an observed
threshold, with responses increasing monotonically from very low ambient
concentrations up to much higher levels, was observed with remarkable consistency in
many epidemiological studies on acute and chronic mortality and hospitalizations. There
islittle evidence, however for a dose-response relationship in the experimental literature.
Even at high particle concentrations, acidic aerosols have been found to produce only
small decrements in lung function in susceptible subpopulations (CEPA/WGAQOG,
1999)

The Ozone Science Assessment Document (Ozone SAD) provided some evidence of a
threshold concentration for respiratory hospitalizations based on an analysis of daily one
hour maximum ozone levels and mortality and respiratory hospital data from 13
Canadian cities over an 11 year period (Burnett, 1998). A positive risk was observed for
0zone concentrations above 20 ppb (0.31%) and a negative risk for ozone values below
15 ppb (-0.29%). No such evidence for a threshold was observed with the mortality data.
Thresholds below which no measurable health effects occur are observed in individual
subjects. Some argue that the threshold concept does not likely hold at the population
level sincethereis alarge range in susceptibilities from totally resistant healthy subjects
to exquisitely sensitive subjects who are already ill and aready very close to making the
decision to seek emergency care.

The U.S. 812 study identified the possible existence of an effect threshold — or safe level

of air pollution — as an important uncertainty that would impact both the estimates of
specific health effects and ultimately on monetary benefits. In the absence of a scientific
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basis for selecting a particular threshold, the analysis assumed there are no effective
thresholds and that air pollution has effects down to zero ambient levels. The potential
impact of arange of possible aternative threshold assumptions for PM-related premature
mortality was explored as a key sengitivity analysis using projected 2010 PM levels and
the Pope et a. (1995) study. If the true mortality C-R relationship has athreshold, then
Pope et a.’s dope coefficient would likely have been underestimated for that portion of
the C-R relationship above the threshold, leading to an underestimate of the incidences of
avoided cases above any assumed threshold. The effect of arange of possible effect
thresholds for PM 25 (from O to 45 ug/m®) on avoided mortdlity isillustrated in the 812
study. For example a zero threshold resulted in 20,000 avoided deaths (in 2010), a
threshold of 20 pg/m? resulted in 7,000 deaths (approx.) nationwide (based on Pope
(1995). The UK Economic Appraisa of the Health Effects of Air Pollution did
calculations with and without an assumed threshold of 50 ppb for the effect of ozone of
respiratory hospital admissions and deaths brought forward. The report notes that this had
asignificant effect on the results and suggests that the presence and absence of a 50 ppb

threshold also be used in sensitivity analyses of other work quantifying benefits.

The AQVM 3.0 allows the user to conduct sengitivity testing by selecting aternative
threshold levels for (1) long-term exposure risks for PM (mortality risks, chronic
bronchitis, and acute bronchitis in children): and (2) short-term exposure risks (all other
morbidity risks for PM), and all ozone mortality and morbidity risks. However, in the
CWS hedlth benefits analysis, the impact of alternative threshold level assumptions was
not presented.

Misclassification of personal exposure to ambient particles and ozone

The mgority of the epidemiologica data considered in AQVM are ecological in design,
that is, results are based on whole populations, not on individuals, and the level of
exposure of the individuals to different ambient air pollutantsis not directly measured.
The concentration of PM and ozone measured at a single fixed ambient monitoring siteis
typically used as a surrogate for personal/population exposure within a given area,
without knowing directly what degree of contact or intake of pollutants occurs at the
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individual level. The measurement error that may result can produce inaccurate estimates
of the hedlth effects associated with air pollution. The potential bias from exposure
misclassification is a serious concern (CEPA/WGAQOG, 19993, p. 14-36). Personal
exposure studies done in Canada (Brauer and Brook, 1995, Liu et al., 1995) and the U.S.
(Liu et a., 1993) have shown that ozone data from persona exposure monitors were
significantly correlated with the data from the fixed ambient monitors. The central
monitors are considered quite representative of the ambient ozone exposure of the
population served by each monitor (CEPA/WGAQOG, 19993, p. 14-37).

The assumption that ambient exposure data are an adequate surrogate for personal
exposure to PM has not yet been validated. The findings of Abbey et a. (1993) utilized in
AQVM for the chronic bronchitis risk estimate for PM 1o, relied on exposure ambient
concentrations adjusted for time spent indoors using questionnaire data and monthly
adjustment factors. Correlations over time between personal measurements and central
monitor values are stronger for PM s than for PM 1. Research on the effect of
measurement error suggests that under most conditions it will result in underestimates of
the actual effects associated with air pollution, though complex correlations between the
measurement errors for multiple pollutants may produce errors in either direction. The

PM SAD (CEPA/WGAQOG, 1999b) notes that misclassification of personal exposureis
of concern, although not a serious obstacle in studies of air pollution and health. Fine
particles <1to 2.5 umare fairly uniform across an urban area and have a slower rate of
deposition that leads to more homogeneity, they also penetrate indoors more readily than
coar se particles. Consequently, associations between fixed monitoring measurements and
health outcomes on a population basis may be reflecting a fine particle effect. Therefore,
on a population basis, the adver se health effects are associated with concentrations
measured at the central site ambient monitors. Personal exposure is not misclassified,
the personal exposure data is lacking though error in exposure estimates generally leads

to an underestimation both of risks and of their statistical significance.
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Effects of particle composition on exposure measurement

The relative potency of nitrate vis-a-vis other PM components is not known.
Complicating the issue are two kinds of exposure characterization uncertainties. Oneis
that ammonium nitrate is semi-volatile and is partially lost from the filter before it can
weighed (especialy in hot summertime weather). Another uncertainty is displacement of
nitrate from the filter as nitric acid when strong acid sulfates are also collected. Some of
the nitric acid ends up as coarse particle nitrates on PM 1 filters following neutralization
on the surface of basic coarse dust particles. For now, it is reasonable to consider PM».s
and PM 1 nitrates as no more or less toxic than other components.

Location of studies (regional differences)

Each C-R relationship derived in AQVM from studies conducted in various locations
(typically in the United States and Southern Ontario) is applied throughout Canada to
estimate health benefit estimates associated with avoided events. To the extent that
pollutant/health effect relationships are region-specific, applying alocation specific C-R
function throughout Canada may result in overestimates of health effect changes in some
locations and underestimates in other locations.

Exposure-mortality lags

It is not known whether there is atime lag — a delay between changesin PM exposures
and changes in annual mortality rates—in the chronic PM /mortality relationship. The
Health Effects Institute re-analysis of the Harvard Six Cities Study demonstrated that
exposure-mortality lag is difficult to determine, largely because the temporal trendsin
exposure are so closely related in the six cities studied (HEI, 2000 pp. 146-147). The U.S.
812 study assumed a five-year lag structure, with 25% of deaths occurring in the first
year, and another 25% in the second year, and 16.7 % in each of the remaining three
years. If the lag period is underestimated the benefits will be overestimated and vice-
versa. An exposure-mortality lag structure is not discussed in the AQVM methodology
document or the CWS benefits compendium document. The 812 study presented a
reasonabl e approach to addressing exposure-mortality lags. Future studies in Canada
should also address this issue and its uncertainties.

121



The U.S. National Research Council Committee on Research Priorities for Airborne

Particulate Matter has identified 10 priority research areas to inform policy decisions on
PM (NRC, 1998, 1999, 2001). It is anticipated that substantial new information on
biologically important components of PM, toxicological mechanisms and the relationship

between personal exposures and ambient concentrations should be available for the EPA
review of PM standardsin 2002.

5.3 Conclusions

1.

2.

3.

4.

The CWS gave greater weight (2/3) to mortality derived from daily time-series data
than to the mortality impact derived from cohort studies of annual mortality (1/3).
The annual mortality data should be used as the primary basis for determining the
mortality impact because they include not only the impacts of peak daily exposures,
but also the cumulative effects attributable to baseline exposures over other time
scales. The Pope et a. (1995) cohort study provides the firmest C-R parameter for the
annual mortality impact because of the size of the cohort and the large number of
North American communities. However, the C-R parameter from this study of largely
middle class volunteers very likely is an underestimate when applied to the overal
population. The HEI (2000) reanalysis of this study demonstrated that, within this
cohort, the effect was larger for those with lesser educational attainment. Thus, it is
reasonable to conclude that a more representative population than used in the Pope
study would provide larger C-R parameters.

The accumulating evidence towards a broad acceptance of causality for arange of
cardiopulmonary effects from fine particul ates appears destined towards widespread
acceptance as a prudent public health judgment.

The evidence for mortality causality is more convincing for finer particulate (i.e.
PM5) than for coarser particul ates.

The CWS health benefits analysis has taken adequate steps to avoid overstating the
ozone health benefits due to colinearity with PM.
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5. The database for fine particulate matter across the country is limited and more air
guality monitoring data focused on fine particul ate would provide a better basis for
adjusting future air quality standards.

5.4 Recommendations

1. The C-R functions for determining annual mortality risks and benefits associated with
reductionsin PM1o and PM25in AQVM should be based on the prospective cohort
analyses by Pope et a. (1995), Dockery et a. (1993) and Abbey et a. (1999). The
central C-R parameter should be taken from Pope et al. (1995), the low from the
Abbey et a. (1999) study and the high from Dockery et al. (1993).

2. The mortality benefits estimation should be more heavily weighted towards C-R
relationships assessed for PM s rather than PM .

3. There are challengesin providing realistic exposure conditions for human toxicology
experiments that will satisfy research ethics review boards. The most useful
experiments are likely to be achieved with concentrated ambient particulates and
mixtures with other ambient pollutants to explore cardiopulmonary endpoints. These
studies should be complemented with more field studies including individuals at

greater risk who could not participate, ethically, in exposure chamber studies.
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5.5 Summary

Table 23 provides a summary of the CWS approach to estimating avoided health effects
associated with PM and ozone reductions and the Panel’ s assessment of the key

limitations, uncertainties and recommendations for alternative approaches.

Table 23: Summary of Panel’s Assessment of CW S Approach to Estimation of Avoided Health
I mpacts

ISSUE ESTIMATION OF AVOIDED HUMAN HEALTH EFFECTS

AQVM isused to compute number of avoided health events using C-R
functions drawn from the epidemiological literature (see Tables 4, 5 and 6)
using aweight of evidence approach. To reflect uncertainties in the literature,
low, central and high estimates are selected based on likely ranges and are
assigned a probability weighting. Health endpoints for PM include: annual
mortality, chronic bronchitis, respiratory hospital admissions, cardiac hospital
admissions, emergency room visits, asthma symptom days, restricted activity
days, acute respiratory symptom, child acute bronchitis Health endpoints for
CWS APPROACH ozone include: daily mortality risk, respiratory hospital admissions, emergency
room visits, asthma symptom days, minor restricted activity days and acute
respiratory symptoms. The Schwartz et al. (1996) time series study of daily
mortality in 6 U.S. citiesis used to develop the low C-R parameter for PM 4
and PM 5. The Pope et al. (1995) prospective cross-sectional study of annual
mortality ratesis used for the high C-R parameter estimate. The central C-R
parameter estimate is based on a two-thirds to one-third relative weighting of
the Schwartz study (low parameter) and Pope et a. study (high parameter),
respectively.

CWS gave greater weight (2/3) to mortality derived from daily time series data
than to the mortality impact derived from cohort studies of annual mortality
(1/3). The Pope et a. (1995) cohort study provides the firmest C-R parameter

for the annual mortality impact because of the size of the cohort and the large
PANEL CRITIQUE number of North American communities. Annual mortality data should be used
as the primary basis for determining the mortality impact because they include
impact of peak daily exposures and cumulative effects attributable to baseline
exposures over other time scales.

Key Limitations

RELATIVE

UNCERTAINTIES Potentially major for estimation of reduction in mortality associated with PM

and ozone reductions.

(Probably Minor, Probably minor for other health endpoints.
Potentially Major)?

= Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (aternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010” Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.
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Table 26: (cont’ d)

The effects of air pollution on health are likely underestimated because of
random) errors in the accuracy of measuring exposure and outcome, and the
DIRECTION OF BIAS | use of daily time-series analyses which only captures acute effects. Further, the
HEI reanalysis notes that C-R parameter from the Pope et al. cohort study of
largely middle class volunteersis very likely an underestimate when applied to
the overall population as the effect was larger for those with lesser educational
attainment.

For PM 10 and PM, 5 the central concentration response parameter should be
based on the Pope et. a. (1995) study, the low from the Abbey et al. (1999)
study and the high from the Dockery et al. (1993) study.

RECOMMENDATIONS | The mortality benefits estimation should be more heavily weighted towards

JALTERNATIVE exposure-response rel ationships assessed for PM 5 rather than PM 4.
INPUTS, TOOLS, More human chamber studies using realistic exposure conditions to explore
APPROACHES cardiopulmonary response. These studies should be complemented with more

field studies including individual s with greater susceptibility to health effects
who could not participate, ethically in exposure chamber studies.
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6 Non-Health Impacts

This chapter discusses the underlying assumptions, interpretations (stated and unstated),
and uncertainties (statistica and model), associated with the estimation of non-health
environmental endpoints in the CWS CBA. Improvements to existing models, alternative
assumptions, and other possible approaches are suggested. It is important to note that
although AQVM is designed to assess a variety of non-health endpoints, including
vighility, agricultural damages from ozone, recreational fishing and acid precipitation,
global climate change and greenhouse gases, only ‘materials soiling’ was assessed for the
CWS CBA. The uncertainties discussed in this chapter relate to the broad range of non-
health endpoints that are within the scope of the AQVM.

The reasons for limiting the selection of non-health endpoints for the CWS CBA were
varied. Vishility was not assessed because there is currently no Canadian model for
linking changes in emissions of ozone precursors and PM to changes in visibility. There
issuch amode for the U.S., but AES (Environment Canada) at the time felt that this
model was inappropriate for use in Canada. If amodel relevant to Canada emerges, it
would not be difficult to incorporate benefits of improved visibility into the CWS review.
Agricultural damages from ozone are not included in the CWS because resources (both
time and money) were insufficient to calculate benefits. Aswell, the expected benefits
of ozone reduction to agriculture production were assumed to be very small, overall,
relative to the health benefits. Recreationa fishing was not included in the CWS CBA
because it is an endpoint that is sensitive to acidic deposition, and AQVM 3.0 does not

model long-distance transport of precursor emissions to the site of deposition.
6.1 Visibility Damages

Visihility, or how far one can see, has aesthetic connotations and has a so been shown to
have avalue to individuals. However, it is aso related to air quality in the sense that
aerosols that primarily restrict visibility are also a potentia health hazard. Visbility isthe
ability to distinguish features in the distance and as such is based on the human ability to
resolve low levels of contrasting brightness and colour in the distance. Visihility is not
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considered an air quality parameter under Canadian law and there does not appear to have
been any Canadian studies conducted to develop the economic vauation of changesin
vishility. Thus scientific and economic data from the U.S. have been used to develop a
value for vighility in AQVM.

Normally, visibility values come under 4 categories of benefits, (1) residential active, (2)
residential passive, (3) recreational active and (4) recreationa passive. The active and
passive values are those put on a direct experience and that for an option to experience in
the future or even non-use value. Recreational usage refersto locations well outside
urban centres such as national parks. Because of the lack of Canadian data, no attempt is
made to vaue the impacts of visibility changes for recreational active and passive values.
Also based on U.S. experience, residential passive values were estimated to be small and
were not included in the model. Thus, of the four visibility values, only residentia active
was assessed. Based on U.S. studies the inclusion of only residential active values is
likely to underestimate total visibility values by about a factor of two.

Much of the value data for residential active use have been assembled through

application of the contingent value method (CVM) that involves the extensive use of
survey data querying the respondents as to how much they would be willing to pay
(WTP) for specified visibility changes. Clearly thisisimprecise, but much effort has

gone into designing the surveys to separate health and aesthetic values and eliminate
biasesin the responses. For example, in McClelland et al. (1991) WTP was about $300
per household (HH) per year (1996 Canadian dollars) for an improvement of about 14%
in annual visua range (VR). Separating out the health effects dropped the cost to $54 for
aesthetic value only, which fell further to $25 per HH when errors and extremesin

responses to the survey were taken into account.
6.2 Materials Damage and Soiling for PM and SO,

The economic loss in materials damage and soiling due to air pollution is associated with
PM and SO.. In the case of visibility, most studies are conducted in the U.S. and of
course large climate differences might tend to skew the transfer of results to Canada. In
AQVM, datafrom New Y ork State have been used as a guide in devel oping estimates of
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the economic effects of materials damages and soiling. There is substantia variability in
estimates of WTP and the studies are often confounded by the mixture of health aspects
and aesthetic effects.

There are various types of materials damage caused by air pollution, including soiling of
indoor and outside materials, erosion which can lead to safety issues because of possible
underlying structural damage, blistering of paint, damage to fabrics and stone etc. Of
course there are natural impacts, but particulate mass and SO, either as gas or oxidised to
acid, appear to enhance natural processes. Chamber and field data have been used for
other assessments but AQVM does not use these data as it has not been independently
verified by other techniques. AQVM estimates of the economic effects due to materials
damage include (1) the associated costs of more frequent cleaning in the household, (2)
costs of maintenance due to PM and SO, and (3) the maintenance cost estimates for
galvanized steel structures due to SO,. Effects due to industrial soiling, stone building,
and paint in non-household structures are not included due to lack of quantitative

information.

6.2.1 PM,;o Damages

All of the data accumulated has been for TSP and not PM 19, S0 AQVM assumes that the
soiling damage is proportional to mass. This seems reasonable, but no evidence has been
put forward to support such an assumption. Costs have been associated with soiling
damage using the results of a study of household expendituresin 20 U.S. urban areas as a
function of associated measurements of TSP and SO, (Manuel et a., 1982). Using this
approach a statistical connection between costs and pollution levels is derived. The resullt,
using U.S. data trandated into 1996 Canadian dollars with inflation was $1.75/HH for a
1 ng/m® change in PM . This study did not include the value of time for do-it-
yourselfers. A central value of $3.50 was selected based on McClelland et al. (1991) Two
Cities study which obtained WTP estimates by household for changesin air quality in
Chicago and Atlanta. An upper estimate of $8.75 (1996 Canadian dollars) was sel ected
based on Watson and Jaksch’'s (1982) analysis of a 1970 survey of householdsin the
Philadel phia area concerning the frequency of different household cleaning tasks.
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6.2.2 SO, Damages — household and steel structures

The impacts of SO, are somewhat different depending on whether the surface is moist or
dry. Estimates of household costs where chosen to be $2.50 per HH

(range, $1.20 - $3.80) (1996C) for each ng/m® changein SO,. The impact on steel
structures has not been empirically verified and should perhaps be treated as an upper
bound. In some studies it has been assumed that reductions in air pollution will lead to
concomitant reductions in maintenance. However, there is much anecdotal evidence to
show that thisis often not the case, as other issues drive maintenance practices. As noted
above, results from a detailed New Y ork State study were used as proxy data for Canada.
In both cases the relationship between damage and change in SO, islinear.

6.3 Greenhouse Gases

This AQVM looks to the future and tries to assess the impact of future technological
changes which is dways extremely difficult. However, in 30-50 years, certainly with the
temporal regime of this study, we may be in a modified climate regime induced by the
warming impact of increased CO, and other GHGs. The impacts may be extensive,
ranging from sealevel rise, to increased dryness or rainfall (depending on how the
relatively few degrees C in global temperatures manifests itself on the regiona scale), to
increased incidence of forest fires. Currently, the regional details of the climate models
are not reliable, but they do offer a disturbing insight into the possibilities that may occur.
Clearly the fact that the there may be more forest fires with increased emissions of
particles in the fine fraction, warmer summer temperatures with more incidents of quasi-
stationary highs leading to more 0zone and smog episodes, and perhaps increased
biogenic emission, should require that climate effects should become part of the cost-
benefit analysis, as soon as possible. If the future regional climate scenario were as
pessimistic as suggested above, then the health costs of PM, SO,, ozone etc. would
increase without alteration of emissions.

Another aspect that will eventually require addressing for specifying the baselineis the
connection between GHG controls, such as may occur under the Kyoto Protocols, and
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concomitant changes in emissions that lead to air pollution. When fossil fuel burns
efficiently in air the main products are water vapour and CO,. However, many other
products are produced in small (compared to CO,) amounts but which are, in fact, the
emissions that we have referred to above. Thus, if there are controls on CO,, it may be
that these will also lead to reductions in VOC and NOx emissions associated with the
burning process. However, we must remain vigilant that reductions in the main polluter
(from aclimate perspective, CO,) do not occur at the expense of increases in the minor
emissions. There are figures for the impact of CO, reductions, but to date there do not
appear to be any figures that can be used to assess the associated possible reductionsin
VOCs and NO.

6.3.1 Agriculture Losses to Ozone

The omission of agricultural losses from the benefits estimate had two bases: i) limited
resources to model the losses to Canada from the C-R relationships presented in AQVM;
and; ii) the sense that these losses are so small relative to human health losses, that the
omission of agriculture from the CWS CBA would not change the overall conclusions of
the CBA. Thelosses indeed do seem small when the costs and benefits are aggregated
over all members of the population, rather than distributed specifically to the population
group that will fed the effect. Specifically, if the agricultura crop yield gains were
distributed just among agricultural producers, rather than among all Canadians, then the
benefit might be quite significant to agribusiness, and the sustainability of rural
communities. This question of how to distribute the costs and benefitsis certainly a
complex one, as some of the benefits of increased agricultural yield may well be to the
consumer of the crops, through lower prices arising from greater supply. Models which
capture this complexity are not readily available. Further, the inclusion of agricultural
benefits in the current CBA will be difficult, as the recommended best dose-response
relationships for yield reduction are expressed in seasonal ozone doses, not one-hour
maxima (WGAQOG, 1997). However preparatory for the future inclusion of agricultural
crops in the CWS, the following assumptions of the AQVM, and their biases, should be
considered.
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One of the most important assumptions associated with the calculation of
agricultural lossesto ozone is the linearization of the C-R function between 30
and 50 ppb, despite certainty that the relationship is curvilinear. This hasthe
result of overestimating the benefits of ozone reduction at lower concentrations,
and underestimating the benefits of ozone reduction at higher concentrations.
The AQVM methodology document suggests that this assumption is consistent
with the available data, and that this assumption and the data will be improved in
subsequent versions. However, the source of these improved datais unclear, as
current data-gathering efforts for ozone and agricultural yield are not in progress,
at least to the best of the knowledge of this Panel. If no new data are forthcoming
(and even if they arein progress) it is not clear why one of the curvilinear
functions (Weibull in the original NCLAN data analyses, gammain some
retrospective analyses), which are mathematically defined (Y=a- exp[-(x/0)],
Y=a(X + 1) - €P) cannot be used to calculate yield gains with incremental

reductions in 0zone concentration.

Figure 7: A representative Weibull dose
§ AQVM response function, the linearized function
f used for the AQVM demonstrating the
concentration dependent biases inherent in

linearization, and the alternative

Q j linearization, using 0.040 ppm as the

Weibull reference ozone concentration.
Alternative

25 40 55 ppb

An assumption that is related to the issue of curvilinearity between 0.025 and
0.050 ppm, is what the appropriate reference concentration is for estimating the
improvement in crop production with reductions in ozone concentration. Both the
OMOEE (1989) and AQVM efforts used 0.025 ppm, and many parts of Canada
not influenced by transboundary air flow or anthropogenic activity routinely
achieve 80% of 7-h seasonal means below 30 ppb, suggesting that the choice of
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0.025 ppm as the reference concentration for ozone is not inappropriate for CWS.
However, there is considerable scientific argument as to whether reference
concentrations of ozone below 0.04 ppm are relevant, given biogenic production
of ozone and the engineering and social limitations on emission reduction. If a
decision was made to relate benefits to a reference concentration of 0.04 ppm,
rather than 0.025 ppm, then the dose-response functions would have to be re-
created. Asalinear function, it would likely have a steeper dope as the flatter
threshold part of the curvilinear response from 0.025 to 0.04 ppm would no longer
be considered in determination of the ‘line of best fit'. The benefit of thisis that
the concentration dependent bias in the estimation of benefits to crop production
would be gone; the steeper line would result in increased benefits for an

incremental decrease in ozone.

The third key uncertainty in the modeling of agriculture losses to ozone is the
omission of several crops that are important to regions of Canada where ozone
concentrations are known to be high during the growing season: BC, the Québec-
Windsor corridor, and the eastern Maritime region. The most notable omissions
are potato, hay and canola, although canolais a more important crop in the Prairie
provinces (low ozone regions) than in the high-ozone regions of the country. Hay
was omitted because insufficient production/price data were available to calculate
the benefits of yield improvements with reduction in ozone. Canola and potato
were omitted because of insufficient dose-response data - these crops were not
addressed in the NCLAN project. The concern with respect to these omissionsis
that hay and potato are more sensitive (OME, 1989) relative to the wheat and field
corn that have been included in AQVM, and they are important crops in parts of
Canada that experience high concentrations of ozone. Their omission may
represent a significant underestimation of the benefits of incremental ozone
reduction. Using a different modeling approach, OME (1989) estimated the yield
losses to potatoes in Ontario alone, relative to the yield expected at 25 ppb, to be
between 5.6% and 6.9%, and to hay in Ontario alone, to be approximately 4.4%.
The ozone exposure characteristics associated with these estimates are most
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similar to the 40 and 50 ppb columns of Table 24 provided in the AQVM
methodology document and are greater than the estimates of yield losses for corn
reported. The estimates of the value of yield gain, for Ontario aone, for hay and
potato ranged from a highs of $18.4M and $2.9M, respectively, to lows of $2.6M
and $0.5M, respectively (OME, 1989). These estimates clearly miss the hay
production of Quebec and the potato production of the maritime provinces, both
of which are substantial.

Table 24. Estimate of Yield Lossesfor Six Cropsfrom Various Ozone Levels (%)

MEAN OZONE CONCENTRATION - ppb
CROP
30 40 50 60
Corn 0 1.7 37 6.7
Soybean 3 55 10 15.3
Wheat 3 9 15 20.8
Hay (afafa) 5 8 115
H
& 6.7 12.7 20
(other hay)
Tobacco 5 9

Note: Ozone is measured as June-September 9 am. — 9 p.m. hourly average. Yield losses are
measured against an assumed background ozone level of 25 ppb.

Source: Heagle et a., 1988 in Chestnut, L.G., D. Mills & R.D. Rowe, 1999.

There are anumber of uncertainties surrounding cultura influences on crop yield
improvement. One of the key factors not taken into consideration in these
calculations is the substitution of a more tolerant crop for an ozone sensitive crop,
resulting in benefits to agricultural crop production with no emission reduction.
This certainly may happen, but there is considerable acreage in Ontario, certainly,
and likely other parts of Canada that experience elevated ozone concentrations
during the growing season and which will not support awide variety of crops:
pasture land tends to be pasture land because nothing else is economically
supportable on it. For the owners of these kinds of land, substitution is not likely.
Some potentia for substitution lies in switching among cultivars, asthereis
considerable inter-specific variation in ozone sensitivity, but thisis crop-species
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specific and may not be an option in most situations. The other aspect of
substitution is that consumers of ozone sensitive crops could utilize an alternative
crop, thus achieving the same cost saving as would result from emission
reduction, and the lower cost for acommodity that would arise from production
increase. The problem with thisisthat for potato and hay, for example, there
really are no substitutes for their intended uses.

The benefits of ozone reduction are overestimated because the entire production
of acrop, on aprovincia basis, isused to calculate increased yield. However,
almost certainly, parts of that province will see no improvement in air quality for
ozone due to emission reduction, because the ozone concentrations in those areas
are not influenced by emissions. The dternative is to map production of crops on
acounty basis, and then calculate the yield benefits to each crop relative to the
improvement in air quality expected in that county with emission reduction. This
may not be avery large source of overestimation of benefits as most of the
agricultural production of the Quebec-Windsor corridor coincides with the zones
of air quality that would be positively influenced by emission reduction. The
exception to thiswould likely be the counties east of Lennox & Addington, in
which agricultural production is quite important, but which have historically had a
seasonal average mean ozone concentration of 30 ppb (OMOEE, 1989). By way
of example, the counties of Dundas, Glengarry and Stormont, Frontenac,
Grenville and Leeds, Lanark, Lennox & Addington, Ottawa-Carleton, Prescott
and Russell accounted for 786 of the total of 5,868 ktonnes of field corn produced
in Ontario in 1999 (http://mwww.gov.on.ca/omafr a/stats/crops) - just dightly more
than 13%. Since these counties would likely see little reduction in ozone
concentration due to emission reduction but have had their yield included in the
calculation of benefits, it is reasonable to suggest that the benefits for this crop
have been overestimated by at least 13%, and likely more when the rest of
Ontario’s counties are smilarly examined.  So, the alternative to the current
model is to use the statistics on the OMAFRA website to recalculate the yield
improvements by county. The fact that most ozone monitors are in urban areas of
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the country may add imprecision to these estimates, aso, as the mapping of air
quality in regions of agricultura production is modelled, rather than extensively
measured. So, there is a degree of speculation as to the actual air quality in
Canada’ s agricultural regions; if the ozone concentrations are lower than
predicted by the models, then the benefits to agriculture of emission reduction
would be less than predicted. Thereredlly is no aternative to this, as the models
are the best that can be done with the data that are currently being gathered.

The expected changes in 0zone concentration from emissions reduction are
predicted on the basis of a 24h average, and the AQVM assumes that the changes
in the 24h average are a good surrogate for changes in the 7h or 12h daily
average. The issue of how to summarize ozone exposure for the purposes of
predicting or preventing biological effectsis a contentious one. Much effort in
examination of various methods to quantify the amount of ozone that plants are
exposed to has been expended over the years;, without question, the best method
IS to measure the amount of ozone that actually is absorbed by the plants, as this
will be most directly related to effects. However, that is not a practical approach
from aregulatory perspective. So, attention has been turned to discussing
whether there is a threshold concentration of ozone below which plants are not
affected, so that none of that ozone exposure should be part of the exposure
description. Another perspective is that elevated ozone concentrations in ambient
air are random in their distribution, so that plants will have varying periods of
recovery between exposures. Additionally, there are stages of growth and
development that are more sensitive to ozone than others, and so the timing of
these episodesis critical to their impact. Because most of these factors have not
been extensively characterized relative to plant response to ozone, and likely will
never be known in such detail that they can be incorporated into the regulatory
process, plant exposure/response has been characterized using either a 7h or a12h
daily average concentration during the growing season. The 7h and 12h daily
average concentrations will be higher than the 24h average, for most days of the
plant growing season, and so a change in the latter must, mathematically,
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correspond to a larger change in the former. This means that the benefits to
agriculture will be underestimated somewhat by predicting them on the basis of
changes to the 24h average ozone concentration, as the real changesin the 7h or
12h average ozone concentration will be greater than those used in the yield
response models. The degree to which this assumption likely underestimates the
benefits to agricultural yield production could be estimated by regressing the 24h
mean against the 7h and 12h means, for the months of May-September; the data

required for this exercise are being collected as part of NAPS.

6.3.2 Agricultural Yield - Damages

The OME estimates of the dollar value of agricultural production increases, should ozone
concentrations in Ontario be reduced to 25 ppb totaled $38M (mean), with arange of
$14M to $61M (OME, 1989). The OME approach to estimating yield losses from ozone
utilized the same data as the AQVM with the addition of crop yield data that had been
generated in Ontario, so the database for the OME approach is larger than that for
AQVM. One of the benefits of the OME approach is that it includes crops that are
important to Ontario agriculture, such as potato and hay, which were not included in the
NCLAN research project (the database from which the AQVM dose-response
relationships were derived). The data comprising the OME base included unpublished
government and university reports, and conference proceedings; the result was a database
for crop response to 7-hour seasonal mean ozone concentrations of 40 and 50 ppb for 19
individual crops. For 12 of these crops, the database includes information that was not
directly applicable to an Ontario context. So, a multi-component adjustment factor was
applied to the plant yield responses for these 12 crops to compensate for geographic,
agronomic and experimental variability among the gathered data. A total of 1000 points
were available for alocation among the weighting factors. For example, in this
weighting exercise, 0zone exposure-plant response data gathered from field experiments
in the SW United States had a 10/100 weighting in the amalgamated C-R function,
whereas data gathered from field experiments in the SE, W or mid-W United States had a
weight of 50/100 in the C-R function. Data gathered from Ontario or the NE United
States were weighted at 100/100. Studies in which the experimental plants were irrigated
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were weighted at 1/100 whereas studies using non-irrigated plants were weighted at
100/100. Full weight (300/300) was awarded to a data set that included at least 120 yield
loss data points, smaller data sets were weighted at some fraction of 300. Details of other
adjustment factors can be found in the document itself. The C-R functions were linear or
curvilinear, depending on what was an appropriate fit to the data; linearity was not

forced. The adjusted dose-response functions were then compared to an analysis of the
Ontario ozone database, which devel oped geographic distribution of regions
corresponding to 50 and 40 ppb 7-h seasonal mean, based on monitoring data from 1974-
1988. Theyieldsfor each of the crops under scrutiny were determined for each of the
two regions, and then the predicted improvement in yield for the regions were calculated
from the C-R relationships, assuming aroll-back of ozone concentrations to 25 ppb. The
predicted increase in yield was then converted to $value of production increase by simply
multiplying the increased tonnes by the average crop price from 1985-1987. There was
no adjustment to the economic calculations for substitution, nor for adjustment in
price/tonne because of increased supply. The strengths of the concentration-response
functions derived from the OME vs. those derived for AQVM are:

inclusion of crops important to regions of Canada where improvement in ozone
would be expected to occur if CWS were achieved;

allows curvilinearity of C-R functions where appropriate, thus avoiding the
concentration dependent bias in the estimation of yield gains;

calculates crop yield improvement relative to the amount of crop currently grown in
a specific region, and the expected reduction in ozone concentration for that region;
weighting of the data for relevance.

The only weakness of the C-R functions derived from the OME exercise relative to those
derived for the AQVM isthat the OME report is now 10 years old, and has not been
updated. Presumably AQVM is more current. Having said that, the database was updated
and re-examined for the Science Assessment Document for NAAQO for ozone
(WGAQOG, 1997) as well, there have not been substantial research studies on crop-
response to ozone in the last decade. Beyond that, both approaches have the same

weaknesses, relating to the issues of scaling-up experimental results; so, thereisno
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reason why it should not be either incorporated into the AQVM for the CWS CBA, or
substituted for AQVM in CWS CBA.

6.4 Recreational Fishing and Acid Rain

There are a number of uncertainties in the recreationa fishing and acid rain valuation,
many of which arise from the economic models used to estimate lost opportunity for
fishing. There are also some assumptions and many uncertainties in the scientific models
that link changes in acid deposition with acidification in lakes, most of which revolve

around the variation among lakes in the ability to absorb or buffer changes to pH.

In Alternative 3 for estimating change in consumer surplus per angler-day from a change
in acid deposition, the AQVM model apparently does not take into account the fact that
the pH scale is logarithmic. Anincrease in pH from a small reduction in sulphate input to
fresh water lakes was interpolated from a two-point graph for data gathered in the Turkey
Lakes Watershed of Central Ontario: an increase in pH from 5.0 to 5.8 when sulphate
input was decreased from 27.8 kg/haly to 15.8 kg/haly, a reduction of 43%. The AQVM
model assumes linearity between these two points, and calculates the expected increase in
pH from a reduction in sulphate input of 1% as (5.8-5.0)/43, or 0.019 pH units. This
calculation should instead be carried out by converting the pH units to their absolute
guantities of H+ and working with the sulphate changes as real numbers, instead of as
percentages. For example, reducing the sulphate deposition from 27.8 kg/haly to 15.8
kg/haly resulted in a reduction in H* concentration, in the lake water, from 1 x 10° M to
1.5 x 10° M, as indicated by the change in pH from 5.0 to 5.8. Removing 12 kg/haly
sulphate from the deposition (a reduction of 43%) reduces the H* concentration by 8.5 x
10° M. So, a 1% decline in sulphate deposition from 27.8 kg/haly (a reduction of .278
kg/haly) would be expected to result in a reduction in H* concentration in the lake water
of :

(.278/(27.8 - 15.8)) x 85x 10-6=1.96x 10" M H*

Thus, the new H* concentration in the lake water when 0.278 kg/haly sulphate is removed
from an input of 27.8 kg/haly is 1 x 10° — 1.96 x 107, which equals a pH of 5.009, a
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small change from the 5.019, that AQVM would predict.

6.5 Omissions

The following non-health environmental endpoints were omitted from the CWS CBA:

Visibility: reduction in urban PM2swill result in an improvement in visibility. Reduction
of general fuel useisunlikely to improve visbility in wilderness areas since aerosols
generated by forest fires and natural emissions likely will dominate this region. Even
though the economic benefits associated with visibility improvements, will not be
comparable in magnitude to those associated with mortality, the omission of visibility
benefits will underestimate the benefits of PM s reduction.

Greenhouse Gas Changes. At present the drive to reduce fuel use as one means of
reducing CO, emissions in order to meet Canada’ s Kyoto requirements may also lead to a
reduction in PM and ozone. At thispoint it is not clear that the technology of reducing
CO,, the main carbonaceous product of burning, will actually lead to areduction in PM,
and NOx. It is conceivable that in order to achieve a 10% reduction in CO, that a 20%
increase in NO and PM could occur. At this point, the overall effect of the omission of
greenhouse gas changes from the benefits assessment is uncertain.

Acid Rain: reduction in PM1owould be expected to reduce inputs of sulphate into
ecosystems. It is unclear whether or not this reduction would have an impact on the pH
of soils and surface waters, as the relationship between past sulphate reductions and such
changesis not strong. It has been hypothesized that nitrate inputs, or stored nitratesin
soils is buffering the predicted increase in pH resulting from reduced sulphate inputs. The
influence of this omission on the estimation of the benefits of ozone reduction is

unknown.

UV-B Radiation: penetration of UV-B radiation to the earth’ s surface might be expected
to increase as a result of reductions in tropospheric ozone concentration. The impact of
UV-B radiation on agricultural cropsis likely the least important endpoint; health of

aguatic organisms (including algae) and amphibians may be considerably more sensitive.
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The influence of this omission on the estimation of the benefits of ozone reduction is

unknown.

COz: reduction of CO, concentration in the atmosphere resulting from emission
reductions could have an impact on plant productivity. However, there is scant evidence
that CO, concentration limits productivity, at least in agricultural systems. Itislikely
that this omission does not influence the estimates of the benefits of ozone reduction.

Forestry: the effects of reduced ozone on forest productivity could be substantial,
particularly on the west and east coasts of Canada. However, at this point, these
losses/benefits are not quantified for Canada, although there are some US models of
forest impact assessment. It islikely that this omission underestimates the benefits of
ozone reduction, or has no effect on the estimate.

Unmanaged Ecosystems: wilderness areas have an emotional value that is quantified by
the willingness to pay approach. The benefits to sustainability or diversity of wilderness
areas from reduction in ozone have not been quantified; it is likely that this omission
underestimates the benefits of ozone reduction, or has no effect on the estimate.

6.6 Summary for Non-Health Endpoints

Overdl, the effect of limiting the selection of non-health endpoints for the CWS
CBA can be summarized as:

Omission of visibility: underestimates benefits of ozone and PM ;o reductions
Outdated model for materials soiling: unknown bias
Omission of greenhouse gases: likely underestimates benefits of ozone and
PM o reductions
Omission of agricultural yield: underestimates benefits of ozone
- linearization of dose-response function: direction of bias depends on
concentration
. low reference concentration: underestimates benefits of ozone reduction
.-omission of key crops. underestimates benefits of ozone reduction

.-omission of cultura practices. unknown bias
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. provincia scale of calculation: overestimates benefits of ozone reduction
. use of 24h average ozone concentration: underestimates benefits of
ozone reduction
Omission of recreational fishing: unknown bias
Omission of acid rain: unknown bias
Omission of UV-B: unknown bias
Omission of CO,: unknown bias
Omission of forestry: underestimates or nil effect on the benefits of ozone
and PM o reduction
Omission of unmanaged ecosystems: underestimates or nil effect on the
benefits of ozone and PM 1 reduction
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6.7 Summary

Table 25 provides a summary of the CWS approach to estimating avoided non-health

effects associated with PM and ozone emissions reductions and the Pandl’ s assessment of

the key limitations, uncertainties and recommendations for aternative approaches.

Table 25: Summary of Pandl’s Assessment of CWS Approach to Non-Health Effects Estimation

ISSUE

NON-HEALTH EFFECTSESTIMATION

CWS APPROACH

Household materials soiling was only non-health endpoint considered.

Other endpoints were considered to be minor relative to health.

PANEL CRITIQUE

Key Limitations

Omits important endpoints relative to total of non-health endpoints such as.
visibility, greenhouse gases, agricultural yield, forestry, unmanaged
ecosystems.

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)?

Potentially major from a distributional or sectoral standpoint.
Ecosystem effects are highly uncertain but potentially major.

DIRECTION OF BIAS*

Underestimates benefits

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Include agricultural productivity at least®
Use OME economic benefits, if AQVM cannot provide these numbers?®
Approach selection of non-health categories in a systematic fashion

= Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010” Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

% Theu.s. EPA report “ The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information.

= http://www.gov.on.calomafra/stats/crops

% Impact of Ozone Exposure on Vegetation in Ontario (1989) Ontario Ministry of the Environment ARB-179-89-PHY TO, ISBN 0-

7729-6386-X
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7 Cost Analysis

This chapter examines the cost estimation component of the Canada-Wide Standards
process. Our intention is to lay the conceptual foundation for cost estimation, to show
that this foundation is the mirror image of the foundation on which benefit estimation
lies, and to discuss some of the features of cost estimation that are often overlooked in
cost-benefit studies. The estimation of cost is as difficult an undertaking as the
estimation of benefits--something not often recognized. We then turn to an examination

of the processes employed within the CWS approach.
7.1 Conceptual Overview of Cost Analysis

A number of conceptual issues arise in cost anaysis, starting with a correct
conceptualization of cost. For example, the most popular concept of regulatory cost in the
analysis of environmental programs is abatement expenditures, i.e., out-of-pocket costs
for abatement equipment. Thisis an exceedingly narrow measure and might have little to
do with a better, but still imperfect measure--compliance cost, i.e., the cost of all the
actions necessary to comply with a particular policy. For instance, a new environmental
regulation might contribute to a change in how a product is made. Thiswould not show
up as an abatement expenditure but would be a compliance cost. Even here, although the
cost of compliance can have a bearing on monetary measures of well-being, there is no
simple conceptual link between the two. The correct perspective?’ is that compliance cost
should be the total change in socia welfare associated with compliance activities, not just
the direct expenditures on the engineering measures required to achieve compliance.
Complete accounting of compliance cost should include the cost of lost opportunities
associated with compliance.

Some forms of regulation can be quite narrow in the range of responses they engender.
These regulations tend to be tightly focused on target activities (e.g., selected industrial
sectors) and do not "spill over" into sectors that are not direct targets of the regulation.

" Hazillaand Kopp (1990) conclude from their study of the costs of the Clean Air and Water Acts that
monetary measures of change in well-being grow to exceed compliance costs over aten year period.
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However, depending on the nature of the activities to be regulated and the magnitude of
the responses required, secondary effects of the policy can be felt beyond the direct target
of the policy. When secondary effects are de minimis, they can beignored in a cost
study, and economic techniques of partial equilibrium analysis may be properly applied.?®
However, when secondary effects are thought to be large, a general-equilibrium analysis
iscaled for (see Section 7.4)*°. Likewise, there can be dynamic effects if policies alter
the growth path of the economy, i.e. the future timing of investments and expenditures.
Even in the case of economic incentives, as opposed to command and control policies,

distortions can occur that can be costly.

7.2 CWS Approach to Estimating Costs

The CWS process employed a method of cost analysis developed by Stratus
Consulting. This method is described in Chapter 3 of thisreport. Essentially, the
approach employed a database of control technologies with cost estimates associated
with each technology. An algorithm selects a set of technologies for each “policy”
scenario projected (essentially a percentage reduction in aggregate emissions) based
on the most cost effective control options.

The approach employed in the CWS process was an “engineering cost” or direct cost
approach that does not consider behavioural or market responses to the change in
regulation. As discussed above, the partial or general equilibrium effects of the
regulation are ignored. There was no consideration of technical change and there was
no consideration of intertemporal effects. Generaly, this results in cost estimates
that are biased upwards, relative to partial equilibrium anaysis, al else held

constant. Genera equilibrium analysis may produce cost estimates that are higher or
lower than direct cost approaches, depending on the degree to which cost effects
“ripple” throughout the economy. It should also be noted that direct cost estimates

are ex ante estimates or assessments of the costs before the changes have actualy

% A partial equilibrium analysis would focus on a narrow set of economic agents (producer and consumers)
and would assume agents outside this set would be unaffected by the policy.

2 A general equilibrium analysis makes no assumptions about affected parties and treats all agentsin the
economy as if they could be affected.
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taken place. Thereis some evidence that ex post estimates of cost may be
significantly lower than ex ante costs. U.S. EPA (1999) shows that ex post cost
estimates can be 80% of ex ante cost estimates or less.

Oneissue that is receiving considerable attention in the academic and policy literature is
the Tax Interaction Effect (See Parry & Oates (2000) for details on the tax interaction
effect) . When cost analysisis performed, it is generally assumed that the economy is
operating efficiently. However, it iswell known that various taxes have distortionary
effects that result in inefficient use of resources. Environmental policies or regulations
may exacerbate this inefficiency and thus may induce even higher cost due to this effect.
A common issue considered is the distortionary effect of income taxes. Income taxes
tend to result in economic inefficiencies because the productive input (Iabour) is taxed
and thus labour effort and investment is discouraged (at the margin). When
environmental regulations further distort the signals for efficient use of labour resources,
additional costs to society are experienced. Initia estimates of the magnitude of the tax
interaction effect are substantial and suggest that social costs may exceed direct costs by
25% or more. If tax interaction effects are substantial, using direct costs as an estimate of
social costs may not result in an underestimate of costs. The tax interaction effect
discussed above is not included in the analysis developed for the CWS process. Ignoring
this effect will bias the cost estimates downwards. However, additional evidence on this
issue and the magnitude of the impact must be examined to fully assess the impact on
Canadian cost studies.

7.3 Detailed Assessment of the CWS — Stratus Approach

7.3.1 Assumptions and Limitation of Analyses

The following assumptions used in the cost estimation analyses were documented in the
Stratus Consulting Cost Study Methodology Report (Stratus 1999). The discussion
below highlights some of the difficulties associated with these assumptions and their role
within cost estimation.
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Similarity of Canadian and U.S. Control Costs

It was assumed that Canadian industries will face ssimilar control options to
analogous industries in the United States.®® The Stratus report for the CWS process
employed a method of cost assessment using a U.S. database of technologies, costs
and industrial structure (developed by E.H. Pechan and Associates). Thisalows for
the significant database of information collected for U.S. Clean Air Act analysisto
be employed to provide information for the Canadian situation. However,
institutional differences between Canada and the U.S. are assumed to be “small” and
all cost measures are simply converted to Canadian dollars using an adjusted
exchangerate. Itisnot clear to the Panel that the institutional differences between
Canada and the U.S. in terms of the cost of regulatory change are “small”. There
appears to be no analysis to determine the impact of such an assumption. In other
sectors cost analysis has been notorioudly difficult to “transfer” from country to
country because of the different tax systems, different market structures between the
two countries, different technologies and different initial regulatory systems. It
would seem appropriate to examine this assumption carefully using test cases within
Canada. Naturally, it would be best to augment the database with Canadian
industria information on technologies, costs and responses to regulatory changes.
The use of aU.S. database also raises the issue of the appropriate exchange rate /
purchasing power parity rate to use (as will be the case in the benefits section which
also employs transfer of monetary estimates from the U.S.).

The conversion of 1990 U.S.$/ton to 1995 CDN$/tonne assumed a GDP deflator of
1.166029, and a 15% reduction in the relative cost of control technology inputs in Canada
compared to the U.S. assumptions, which were not justified in the report. The 15%
reduction seems especially arbitrary. It would be much more appropriate to apply true
Canadian economic data instead of assuming this 15% factor.

The Panel is aware that Environment Canada has developed the Air Emissions Reduction
Costing database (AERCo$téa ) over the last six years to create a system that would
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estimate control system costs that would best represent the Canadian economic situation.
We note that Stratus used AERCo$t results to estimate costs of controls for the
transportation sector. The AERCo$t methodology is that of the U.S. EPA Office of Air
Quality Planning and Standards (OAQPS) which is also used as the basis for the cost
estimates prepared in the U.S. database used by Stratus. The AERCo$t database starts
with actual flow rates associated with a particular process. If the inventory does not
include a flow rate for that source, it is estimated by various methods. From the flow rate,
the size of the control system required can be determined, and therefore, the equipment
cost can be estimated more accurately. Typicaly, the basic purchase cost of the control
equipment will probably be similar in Canada asin the U.S. However there are a number
of additional costsincluded in the Total Capital Costs and Total Operation and
Maintenance Cost associated with the installation and use of control systems. These
additional costs, such as sales taxes, freight and delivery charges, construction and field
expenses, performance tests, contractor fees, fuel, electricity, water and chemical costs,
labour rates, waste disposal charges, interest rates, overhead, administration, property
taxes and insurance will all be specific not only to Canada, but may vary among
provinces in certain cases. These costs are particularly important for estimating Operation
and Maintenance costs, which can be substantial for certain control systems. AERCo$t
calculates each of these items individually to determine the most realistic cost possible

for a Canadian industry.

Assumption of No Current Controls

Control efficiencies assume that no controls have been previoudly installed. While the
report states that this assumption is likely untrue for many sources in Canada an analysis
of U.S. EPA AIRS data (www.epa.gov/airsdata/) on current control installation levels for
all types of sources showed that the mgjority of emission sources had an insignificant
level of controlsin place for the pollutants of concern. It was assumed that a similar
pattern would exist in Canada but some validation of this assumption would be helpful.

% sypporting arguments cited: a free trade environment will lead to similar business/environmental compliance
strategies and multinationals in Canada and the US will use similar control methods.
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Assumption of Treating L east Expensive Sources

The least expensive 15% sources in each sector will represent the pool of Canadian
sources from which reductions will occur under new regulations. Because control options
for up to 75% emission reduction are presented, these least expensive sources should
account for up to 75% of all emissions from the sector. Stratus tested the sensitivity of
this assumption by examining the use of the least expensive 10% and 20% of sources.
They report that the inclusion or exclusion of an additional 5% of control cost data, either
side of the base case (15%) also had little impact upon total control costs with the
exception of NOy reductionsin Alberta, New Brunswick and Nova Scotia. The 10%
control cost scenarios are the most expensive and the 20% the least expensive. The 10%
control cost scenario was explained as the selection of control options with a smaller
number of observations for reducing of NO, from the electric power generation sector —
the cost for this option is 5 times more. In the case of the 20% control cost scenario, this
is due to the availability of cheaper technology options (see Stratus Consulting, 2000).

The use of the EPA dataset assumes that the distribution of small and large, expensive

and inexpensive emission sources in Canada is similar to that in the United States. By
assuming that only the least expensive controls will be required to reduce emissions, the
total potential emission reductionsis limited. Because control efficiencies are engineering
efficiencies, with no consideration for policy specifications, they may overestimate
emission reductions or underestimate total costs. By using the least cost sources to
estimate costs, the cost results apply only to that subset of sources within each sector. The
results provide no insight into the costs of controlling higher cost sources of emissions.
Furthermore, it is not clear exactly what “least expensive 15%" means and additional
clarification of this procedure isrequired. However, any attempt to employ cost

minimizing control technologies raises issues concerning the focus of the analysis.

Direct cost analysisisintended to provide cost estimates for a change in a regulatory
regime. If isit assumed that the least expensive approaches to meeting the regulatory
requirements are employed, this provides an estimate of the least cost approach to
meeting the regulation, however, it does not provide an estimate of the actual cost of the
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regulation if the regulatory approach does not involve movement to aleast cost
reductions strategy. As discussed above, the cost of regulatory change will depend on the
approach taken to implement the emissions control. Incentive based policies, designed to
achieve the lowest costs of meeting a standard, should result in the lowest cost of
regulatory change. However, if command and control approaches are employed, the
costs of aregulatory change will likely be higher. Also, the “15% cheapest” assumption
appears to operate within each province (although it is not clear as to whether thiswasin
fact the approach used). The result is that the CWS approach provides information on the
cost of control of arelatively small sub-sector of the overall emitting sectors within the
economy. |If sector wide controls are implemented, the CWS approach will

underestimate costs.

Cost Floor Assumptions

Cost floors were used as a conservative lower boundary for estimated costs. The costs
floors of $150 USD/ton for all pollutants except NO, ($100 USD/ton) were based upon
industry experience and areview of the various input data sources. The sengitivity of this
assumption was tested by Stratus (see Stratus Consulting Inc., 2000). Removal of the
cost floors was stated as having little impact upon the total costs of control. Negative
control costs occurred mostly for technologies that reduce VOCs (“ stripper and
equipment” and “new CTG level control™). Because these technologies are applied to the
“pulp and paper” and “manufactured products’ industries respectively (neither of which
are the most significant emitters of either pollutant — relative to other industries), the
impact of the cost floor assumption upon total costs was minimal. However, cost floors
significantly impact the results of the SO, analyses, doubling the costs of 25% reduction

in the electric power generation and chemical fertilizer manufacturing industries.

In some cases the CWS / Stratus model resultsin “negative costs’, that is, the technology
prescribed in the emission reduction scenario implies that control costs will actually be
lower than they are today. Some of these negative (or in some cases very low) costs
appear to be difficulties with the EPA / Pechan database. The sensitivity anaysis
performed by Stratus illustrates that in general these few negative cost cases did not
significantly affect the cost of control estimates. However, for some industrial sectors,
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the costs of control were increased by as much as 25% when assumptions on low or

negative control costs were changed.

Assumptions on Specific Technologies

The application of SCR to natural gas fired boilers was excluded in developing the
control costs because it is an extremely expensive means of NOy control.
Control options of “small” sources were not included in the dataset used to develop
control costs. The following control options were excluded from the dataset:

Controls that reduced less than 1 ton of NOx

Controls that reduced less that 0.5 tons of VOCs

Controls that reduced less than 1 ton of PM 1o or PM25

Controls that reduced less than 1 ton of SO,
Control option data for “other paper converters’ industry (SIC 2740) were used to
approximate options for the “corrugated box” industry (SIC 2732)
Control option datafor “chemical industries’ (SIC 3700) was used to approximate
options for the “ammonia’ and “red phosphorous’ industries (SICs 3713, 3714).
Transportation control costs for Y ukon and Northwest Territories were assumed to be
the average of the transportation control costs experienced by all other provinces.
Control options not available in the input data were estimated using industry expertise
and areview of the literature and are identified in Appendix A of the Stratus
Consulting Report.
Little or no documentation was provided on how the CWS approach examined the
Transport sector. It was stated that Mobil5 and AERCo$t were used to calculate
transport sector costs, but the Panel received no detail on these calculations.

Scaling Assumptions

To smplify the scaling methodol ogy, decision rules were developed that the computer
program could use to develop the scaled cost estimate. The control options with the
control efficiency closest to the target policy level (25%, 50% and 75% reduction) were
selected. Thiswas not a problem for industries and pollutants with a wide range of

control options (whose costs were a positive function of the control efficiency). However,
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for industry/pollutant combinations with only one control option or in cases where more
effective controls were less expensive than the less effective controls, it is possible that
the decision rules resulted in an unreasonable scaled cost calculation. Furthermore, the
control option descriptions used for the scaled analysis are mideading. For example,
assume that the only control option listed for PM 1 from atype of construction industry
was water suppression and this control may have been listed in the U.S. EPA data as
being capable of a 25% reduction. The scaling methodology assumes that at some higher
cost, this technology would be capable of up to a 75% reduction. It may be impossible to
reduce 75% of PM 1o emissions using water suppression and may require additional types
of control not included in the data. However, the Panel understood that the initial policy
reduction levels do not exceed 45%, which reduces the likelihood of this type of problem.

The CWS/ Stratus approach requires assumptions regarding the application of control
technol ogies beyond the ranges that are defined in the database. When the control
technologies were not able to reduce emissions to the degree required (e.g. 75%) it was
assumed that the technology could achieve thislevel of reduction and the costs were
proportionally scaled assuming alinear cost function. There are two significant
assumptions in this approach, first that a control technology can be applied to higher
levels of emission reduction and second that the marginal costs of reducing additional
emissions are constant. Caution is suggested when interpreting results that were scaled in
such afashion and it is recommended that all such scaled cost estimates be identified in
the analysis. A question that is raised about this issue is the accuracy of the emission
reduction cost estimates for the higher (75%) levels of emission reduction. Since the
attainment of target policies (Target A and B below) never exceed 45% emissions
reduction, this may not be a significant effect, however, even for lower levels of emission
reduction the identification of the impact of the scaling assumptions would be helpful.

The relationship between the CWS reductions of 25, 50 and 75 percent of emissions, and
attainment of target ambient air quality level isnot clear in the presentation of the costs of
control. Specifically, atable specifying the relationship between provincial emission
reductions (by percentage) and ambient air quality targets is unclear. The targets specify
ambient standards for PM and ozone (e.g. Target A: PM1o 60ppb, PM2 530 ppb and ozone
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65 ppb) while the emission reduction targets are expressed in percentage terms by
province and by pollutant (PM 1, PM25, SO4, NOy, and VOC). Aswell, the percentage
emission reductions specified to meet Targets A and B outlined in the report, never
exceed 45% in any province and yet the cost smulations are performed for 25, 50 and

75% emission reductions.

Control Cost Database | ssues

The CWS/ Stratus approach is based on U.S. SCC (source classification code) data that
are based on generators of common emissions rather than industry categories. These data
are converted to SIC (Standard Industrial Classification) codes. The U.S. typically
analyzes control costs on a SCC, or emission formation process basis. Analyzing
emission reductions on an SIC basis may provide a better understanding of the impact of
potential regulations upon certain sectors of the economy but it does lead to confusion in
analyzing control options for industries whose end products al so produce emissions (i.e.
the woodstove industry). The report suggests that the best way to deal with this problem
isto incorporate both SCCs and SICS into the analysis. The CWS approach, since it
employs aggregates of industrial sectorsin order to be able to utilize the U.S. database on
technologies and costs requires analysis to be done at arelatively high level of
aggregation. The approach assumes that industrial sectors in Canada are very large, with
many sources that could be controlled by the same system. This may be the case in the
U.S. where the industrial base is much larger, but it cannot be assumed to be the case in
Canada. If there are only afew sources in the sector, or the control option only applies to
afew sources, this method breaks down.

If assessment within province and within industrial sector is required, the Stratus
approach islacking. In addition, if disaggregation to the individual plant level isrequired
for detailed analysis of a specific case, the Stratus approach cannot be employed.

Alternatively, AERCo$t allows the user to conduct certain sector or provincialy based
analyses that would be very useful for this type of assessment. Rather than applying a
scaling methodology as described by Stratus, the program allows the user to select
strategy options such as Lowest Cost at the control system or the sector or Provincial
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levels, Lowest Achievable Emission Rate, or Lowest Cost Effectiveness ($/tonne of
pollutant removed). The analysis strategies allow the determination of the lowest cost
option to achieve any level of overal reduction, including 25%, 50% or 75% if these
levels are achievable in the sector or Province. This strategy selects the lowest cost means
of achieving each level of overall control, without modifying control efficiencies or costs.
This method is possible, because the control costs and reductions are all calculated at the
process level, and can therefore be rolled-up by various methods. The results, assuming
that the input data are reliable, are then more realistic.

AERCo$t also attempts to deal with the issue of selecting a control system when one
aready exists at a specific site. The database is programmed to regject certain control
options when the Federal emissions inventory, the Residual Discharge Information
System (RDIS) indicates that a control system is aready in place at the site. While this
offers the potential for improved cost estimates, it relies upon the accuracy and
completeness of the emissions inventory data. While in the case of missing flow rate
information certain assumptions can be made, it is more difficult to assume the presence
of acontrol system, unless the industry is contacted directly. The inventory is far from
being complete at this time with respect to identifying existing controls at specific sites.

7.3.2 Additional Concerns Regarding Cost Estimation

The following is a summary of more general concerns associated with the Stratus/ CWS

approach to cost estimation.

Lack of Behavioural Response to Control Reguirements

A significant shortcoming of the broad-based approach is its inflexibility in assigning
control options to each sector. Only “technical control options’ were considered.
Consideration of cregtive alternatives such as fuel switching, boiler tuning, repowering or
episodic controls — alternatives that are very likely to be used by industries attempting to
comply with new emissions regulations- were deemed to be beyond the scope of the
project. Failure to include such aternativesislikely to have overestimated total control

costs. Stratus qualified their findings by recommending that the results only be used in
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the context of a screening-leve of policy analysis, and not be expected to represent the
type of source-specific control cost results that could be obtained from a detailed analysis
of individual sources of emissions in Canadian industries.

Lack of Consideration of Basaline

In developing cost estimates a clear description of the baseline isrequired. The CWS/
Stratus approach does not appear to have a well-defined baseline. A well-defined
basaline will include the following considerations:

Over the life of the “project” (period of analysis of the regulatory change)
technological change will affect the industries and thus the costs of control
will change over time. The net present value of control costs should reflect
such technological change.

The assumptions about current levels of abatement must be made explicit and
be carefully evaluated. It appears that the CWS approach assumes that there
is currently no abatement of any of the relevant emissions. This assumption
should be carefully assessed because if there currently isalevel of abatement
effort, and the analysis assumes none, the projected costs of meeting the new
regulation could be understated because marginal costs generally rise with
increased abatement.

A baseline must include expected regulatory changes (as currently enacted
and projected to impact the emitting sectors). Thisinvolves explicit
consideration of the fact that additional regulatory requirements will come on
stream before the end of the time horizon, affecting the costs of emission
reduction. The costs of emission reduction from an existing policy that will
become effective in the near future cannot be considered as costs of a new
regulatory change. The result will be an understatement of the costs of new
emissions reductions for the same reason as above. Furthermore, the baseline
should include a compliance baseline. 1f compliance is not complete,
abatement costs for the new regulation could be overstated.

The baseline should include projections of economic growth that generates
increased industrial activity. Economic growth without the change in
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regulation is required to assess the costs on the projected economy, rather
than only the current economy. If the emitting sectors of the economy are
expected to grow in the future, the regulatory process needs to be evaluated
in light of the projected larger size of the affected industry. Without
consideration of economic growth, the costs of meeting an ambient air
quality regulation will be substantially underestimated. Thereislikely an
interaction between the projection of technological change and the projection
of economic growth as one would assume that the technology available to
industry in the future would be better (and more cost effective) than that
available to existing firms, which would tend to reduce the underestimation
of costs that will be caused by ignoring economic growth.

The CWS approach does not appear to include many of the important
components of a baseline. CWS appears to assume a static industria
structure, no economic growth and no assumptions of improved technology
in the future. The costs of reaching emission reductions are examined for the
current industrial complex (Arnold, 1995).

Transparency of the Cost Model

There are significant difficulties understanding exactly how the cost model was
implemented and there are difficulties interpreting the results. The assumptions of “15%
cheapest”, and the scaling assumptions are examples of issues with inadequate
transparency. Furthermore, it is not clear how the model apportions control actionsin

cases where marginal costs of control are identical.

Concerns Regarding the Canadian Emissions Inventory Data (RDIS)

The accuracy of the RDIS database as the basis for emissions is questionable because it is
avoluntary emissions registry with inadequate detail and is somewhat dated. There was
much negative commentary about this inventory from industry. The quality of any
emissions inventory will ultimately depend upon the quality of the data provided by
industry, so there seems to be an excellent opportunity for industry to improve the quality
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of the inventory by taking an initiative to work co-operatively with government on
addressing this need.

No Treatment of Uncertainty

There is no evaluation of uncertainty in the cost analysis approach. Some (limited)
senditivity analysis has been performed, but there is no consideration that the estimates of
cost (even the direct estimates) are likely expected values rather than deterministic
amounts. Theinclusion of potential behavioural responses to emission regulation and
partia or general equilibrium effects will also affect the level of uncertainty of the cost
estimates. Information on uncertainty is an important component of policy analysis and
attempts should be made to reflect the degree of uncertainty in the cost estimates. Note
that uncertainties are reported in the benefits estimates and thus by not reporting
variances in the cost estimates it appears that these measures are somehow more
“accurate’ than the benefit measures. Given al the problems with the CWS cost
estimation approach the Panel does not believe that cost estimates are necessarily more
accurate than the benefits estimates.

Economies of Scale in Emissions Reduction and Multiple Pollutant Technologies

The analysis treats control options for each pollutant independently. In truth, several
types of control technologies impact more than one pollutant. In most cases, these co-
control issues would result in the overestimation of costs. To appropriately estimate the
total costs of reducing multiple pollutantsiit is necessary to consider both the impact of a
single control on multiple pollutants and the interaction of controls aimed at separate
pollutants. In many sectors, the contribution of co-benefits may be significant, depending
on the assumed baseline levels of controls. There are many studies that focus on the
ancillary benefits of greenhouse gas mitigation policies, in terms of conventional air
pollutant reductions. For example, Burtraw et al. (1999) report on various GHG
reduction simulations that generate significant reductionsin NOy, SO,, particul ates,
VOCs and other pollutants. For the CWS process, the ancillary benefits would be
associated with reductions in GHGs and conventional pollutants other than PM and
ozone. Furthermore, the CWS/Stratus approach does not appear to address economies of
scale in the treatment of emissions.
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7.4 Broadening the Scope of Cost-Benefit Analysis: General

Equilibrium Methods and Trade Analysis

The scope of a Cost-Benefit Analysis is an important consideration. CBA typically
examines the direct benefits and costs associated with the policy issue, for apre-
determined area (or accounting stance) and time. The degree to which ripple effects
throughout the economy or linkages with other countries through international trade or
international ecological connections are considered is a challenging issue to resolve and
is often not part of such analyses.

The CWS approach, for example, uses a National accounting stance, with Provincia

level sub-analyses, and uses a 30 year time frame (2005-2035) for the benefits analysis
and annual cost to control 1995 emissions. This approach tends to ignore “ripple”’ effects
throughout the economy (both costs and benefits) and it treats al elements outside of the
study area as constant and/or exogenous. Both of these shortcomings can be addressed

by expanding the scope of the analysis.

Ripple effects within the national economy can be addressed using genera equilibrium
methods. These methods were described in Section 2.2.4. Note that general equilibrium
methods have been employed in the analysis of U.S. air quality regulatory policy. These
methods would provide additional information on the indirect costs associated with
regulatory change, but substantial investments are required in order to develop the tools
to implement adequate general equilibrium analysistools. Nevertheless, general
equilibrium effects of policy reform should be a legitimate area of study and is one of the
issues that must be considered beyond simple cost-benefit anayss.

To illustrate the importance of thisissue, we note that in the EPA’ s recent analysis of the
1990 Amendments to the Clean Air Act’s costs and benefits, the so-called tax interaction
effect was incorporated for the first time in an EPA regulatory analysis. This effect
represents the loss to society from regulations that are costly enough to raise the price of
goods and services, and thereby reducing the real wage, and increasing the “ deadweight”
loss from labor taxes. These costs were thought by some of those reviewing the study to
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be 25% or more of the direct costs of the Clean Air Act Amendments. In addition to
ripple effects within the study area (i.e., Canada), linkages between Canada and other
nations could also be considered. If regulatory policy changes result in changesin
trading patterns (or competitiveness), these impacts should be considered in the policy

analysis.

7.5 Conclusions

The CWS approach to regulatory cost analysis summarizes a significant amount of
information on control technologies, costs, and methods for attaining emissions reduction
targets. It isbased on direct control costs, an approach that hasits limitations if, as we
expect, there are genera equilibrium impacts on the economy. However, we aso
recognize the significant effort that is required to capture these economy-wide impacts
and suggest that thisis along term research issue. The analytical approach makes many
simplifying assumptions, as do all practical approaches to policy analysis.

Many limitations of the CWS approach to cost estimation have been identified above,
when held against the benchmark of the U.S. Prospective Study (U.S. EPA, 1997), or the
U.S. Retrospective Study (U.S. EPA, 1999). Thisisavery high benchmark, but the CWS
ambient air quality standards for ozone and PM are likely to be the most expensive single
environmental standards to meet in Canadian history. As such these CWS deserve
thorough treatment. Fortunately, some elements of the cost analysis can be improved at
lower cost and with less effort than others. Extensions of cost analysis to include genera
equilibrium and international trade considerations can provide important information for
policy analysis. The scale of the analysis (nationa including direct and genera

equilibrium effects; international including trade effects, etc.) is an important element to
consider and will aso help identify the impacts of the regulatory proposal, in terms of
benefits and costs as well as the incidence of the impacts.

7.6 Recommendations

The Panel suggests that the CWS cost estimation be improved by taking the following
relatively low cost steps:
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Improved consideration of Canadian industry and source emission categories (SIC
and SCC combined) and treatment options, to the plant level including *ground-
truthing” of control costs.

Consideration of the likely pollution intensity and marginal product of new
technologies (both production and abatement).

Assessment of existing emissions control implementation.

Consideration of non-technical approaches to emissions reduction (fuel
switching).

Consideration of co-benefits or multiple pollutant reductions with individual
technologies.

Careful consideration of the baseline and explicit description of the assumptions
involved in the basdline. The development of the baseline may include the
consideration of aternative regulatory approaches including incentive approaches
for emission reduction.

Increased transparency in the modeling of direct costs.

Assess the degree of uncertainty in the cost estimates.

The Panel believes that the AERCo$t model can address some of these issues. Elements
that will require substantial additional resources and research include:

Improvement of the RDIS database for the basis for cost analysisto alevel
comparable to the current U.S. inventory.

Assessment of the degree to which partia or general equilibrium methods should
be applied to regulatory policy. The development of general equilibrium models
can be a costly exercise, and they carry a set of assumptions that must also be
evaluated carefully, however, in many cases these models represent the best
available technology for assessment of economy wide impacts of regulatory
change. The U.S. Retrospective study, for example, chose to employ the
Jorgenson-Wilcoxen dynamic general equilibrium model of the U.S. economy
(Jorgenson and Wilcoxen (1990b)).

Research on the tax interaction effect, in a Canadian context.
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The Panel endorses the use of a cost-benefit framework for the analysis of environmental
regulation that includes an accurate assessment of the costs of regulatory change. The
Panel recognizes the empirical limitations of CBA and recommends the following:

Continued development of methods for accurate assessment of costs and benefits,
including methods for the analysis of genera equilibrium (including tax
interaction) effects and international trade impacts of regulatory change.

Investments in human capital in the area of CBA of environmental regulation so
that policy makers and the Canadian public can be confident that cost and benefit
measures accurately reflect Canadian values and preferences and Canadian
ingtitutional arrangements.

7.7 Summary

Table 26 provides a summary of the Panel’ s assessment of the CWS approach to
estimating costs associated with PM and ozone emissions reductions including the key
limitations, uncertainties and recommendations for alternative approaches.

Table 26: Summary of Panel’s Assessment of CWS Approach to Cost Estimation

ISSUE BASELINE ASSUMPTIONS

Assumes no other existing or future air quality management policies, a static
CWS APPROACH industrial structure, no economic growth, no existing abatement technologies
in place, no future improvements in technology.

PANEL CRITIQUE . . :
CWS does not attempt to define or quantify baselines

Key Limitations

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)*

Potentially major

DIRECTION OF BIAS*? | Projected costs of meeting new regulations could be understated

1 Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010" Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

% Theu.s. EPA report “ The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information
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Table 26: (cont’d)

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Definition of baseline is essential in a CBA study. Future CWS studies need
resources to include proper estimates of:

Impact of current and projected Canadian and U.S. regulatory policy
Technological change

Compliance baseline

Projections of economic growth

Demographic changes

ISSUE

COST OF EMISSION REDUCTION

CWS APPROACH

Based on 1995 emissions
Based on U.S. control cost data analyzed at process (SCC) level

Smallest sources not included, costs less than $100/ton for NO, controls and
$150/ton for al other pollutants were eliminated

Only considered the 15% least expensive sources

Assumed that no control systems are currently in place

Conversion of 1990 U.S. $/ton to 1995 CDN$/tonne assumed GDP deflator of
1.166029 and 15% reduction in relative cost of control technology inputs

Costs are based on direct regulatory approaches without consideration of the
potential for market instrument mechanisms

PANEL CRITIQUE

Key Limitations

Assumes that all processes in a sector can be controlled by the same system,
and that the cost will be independent of the size of the process

Assumes similarity in cost and technology structure between the US and
Canada

Assumes that costs are linear with emissions, thisisonly valid in certain cases

Costs are based on engineering costs that do not consider behaviour or market
responses

Tax interaction effect is not included

Lack of consideration of baseline (technological change, current levels of
abatement, regulatory change, economic growth)

No evaluation of uncertainty
Lack of transparency in implementation of model and interpretation of results
Accuracy of Canadian emissions inventory data (RDIYS)

Impact of single control on multiple pollutants and interaction of controls
aimed at separate pollutants not considered

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)™®

Some assumptions may have potentially major effects on cost estimation.

8 Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010" Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.
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Table 26: (cont’d)

DIRECTION OF BIAS*

On balanceit is likely that costs are underestimated if the tax interaction
effects are as significant as they appear to be in the recent literature.

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Low Cost Improvements:

Improved consideration of Canadian industry and source emission
categories (SIC and SCC combined) and treatment options

Ground truthing of control coststo the plant level

Assessment of existing emission control implementation
Consideration of non-technical approaches to emissions reduction (fuel
switching)

Consideration of co-benefits or multiple pollutant reductions with
individual technologies

Development of the baseline including consideration of alternative
regulatory approaches (incentive approaches to emission reduction)

Increase transparency in modeling of direct costs
Assess degree of uncertainty in costs estimates
Higher Cost Improvements:
Improve RDIS
General equilibrium methods should be applied to regulatory policy
Assess costs under incentive based regulatory schemes
Research on tax interaction effect in a Canadian context

Continued development of alternative decision-making frameworks as
methods to triangul ate with traditional CBA

Investment in human capital to improve CBA of environmental regulation

% Theu.s. EPA report “The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information.
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8 Valuation of Health and Non-Health Benefits

8.1 Valuation of Health Effects

A wide variety of possible hedlth effects arise from improvementsin air quality. To perform a
cost-benefit analysis, these effects need to be monetized and aggregated. This process of
valuation is challenging and is discussed in detail in Davis, Krupnick and Thurston (2000). The
origina approach to valuing mortality risk reductions was the human capital approach. It viewed
the value of a person’slife as their productive value, adding up the lost productivity from
premature death as a measure of loss. It was generally recognized that this measure was quite
partial and problematic, not reflecting people’s preferences for reducing death risks, and
basically assigning non-workers a zero value. But, the human capital estimate was easy to
calculate and was thought to be better than nothing. Because, at least in developed countries,
superior adternatives are available, this approach is now rarely used in such countries.

The two most common approaches to estimating willingness to pay for health improvements
include hedonic labor market studies and stated preference methods, such as contingent valuation
surveys. The former statistically relate wage differentials to mortality or morbidity risk
differences across occupations and industrial/commercial sectors, under the theory that in
competitive labor markets, workers in risky jobs should receive wage premiums equal to the
value they place on avoiding increased mortality or morbidity risks. Workers are asked their
perception of the death risks they face to address the issue that their behaviour would be
consistent with perceived risks rather than historic risk estimates and these two types of risks
might diverge. Labor market studies are numerous and form the foundation for most V SL
estimates. However, they are problematic for being applied to health effects of air or other
pollutants because the behavioural context being observed and/or the population observed in this
behaviour are different than that applicable to the health effects. In particular, epidemiological
studies suggest that reducing air pollution lowers death rates primarily among persons over 65.

These benefits, furthermore, are more likely to accrue to people with chronic heart or lung
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disease and may occur with alag. * Thereis agrowing consensus that the appropriate, if
challenging, valued “commaodity” is an increase in the probability of surviving to al future ages
given ashift in the survival function.

Attempts have been made to adjust estimates of risk reductions from the labor market
literature for age and latency. Under certain strong assumptions, one can convert the value of
adatistical life (VSL) from alabor market study (or other source) into avalue per life-year
saved (Moore and Viscusi, 1988). The value of alife-year can then be multiplied by
discounted remaining life expectancy to vaue the statistical lives of persons of different ages.
To illustrate this calculation, suppose that the value of a statistical life based on compensating
wage differentials is $5 million, and that the average age of people receiving this
compensation is40. If remaining life expectancy at age 40 is 35 years and the interest rate is
zero, then the value per life year saved is approximately $140,000. If, however, the interest
rate is 5 percent, then discounted remaining life expectancy is only 16 years, and the value per
life-year saved rises to approximately $300,000. *°

The United Kingdom Department of Health (U.K. Dept. of Health, 1999) has recently
presented another, relatively ad hoc approach to adjusting VSLs for a variety of
shortcomings. The elaborate set of adjustments to the standard VSL ($2.4 million)
illustrates the problems with this standard probably more than it increases certainty about
what the “true” VSL is. The authors start from a standard VSL of $2.4 million. The
upper bound estimate is 70% of the VSL ($1.7 million), adjusted because the affected
group iselderly. For the mid and low estimates, the high estimate is adjusted further to
account for shorter life expectancy (assumed to be 12 times shorter based on an
interpretation of the short-term mortality studies) and the worse health status of those

% The delay in the realization of risk reductions could occur either because the installation of pollution
control equipment today will not benefit young people until they become susceptible to the effects of
pollution (the air pollution case described above), or because the program reduces exposure today to a
substance that increases risk of death only after alatency period (e.g., asbestos).

% Similar adjustments can be made to account for the effect of latency periods. According to the life-cycle
model, a 40-year-old’'s WTP to reduce his probability of dying at age 60 should equal what he would pay to
reduce his current probability of dying at age 60, discounted back to age 40.
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affected relative to others their age. Thisis $130,000. For the low estimate, larger
adjustments are made for the same reasons, to yield aVSL of only $3,100!

Thereisaso asmal literature of consumer preference studies that attempts to estimate
the WTP to reduce death risks from purchase or other actual decisions by consumers, say
in purchasing smoke detectors (Dardis, 1980). These studies tend to find lower VSLs.
One problem with some of these studiesis statistically separating the mortality risk-
reducing attribute from other attributes of value to individuals.*’

The stated preference approaches, of which contingent valuation and conjoint analysis are the
two most prominent, are survey approaches that set up choice situations and use the
(hypothetical) choices (to be willing to pay some amount, or to vote yes on areferenda, or to
prefer one package of attributes over another) to recover preferences for mortality risk
reductions. The ability of ratings-based conjoint analysis to recover preferencesis a matter of
debate, however choice-based stated preference methods are consistent with economic theory.
Also, both of these approaches may suffer from a variety of their own biases and their results
have been shown to be very sensitive to question wording and ordering. They are capable of
being molded to whatever population and context are appropriate, however. And respondents
can be tested for their cognition and understanding of the issues being examined in the survey.
(See Hammitt and Graham (1999) for a detailed discussion of the CV-mortality risk valuation
literature).

Some of the best known CV studies for mortality risks (Jones-Lee et al., 1985; Hammitt and
Graham, 1999) look at traffic fatalities rather than deaths in a pollution context, hence we make a
distinction between these two types of CV studies. One Canadian study used conjoint analysis to
examine WTP for reduced mortality risks in a pollution-type context (Desvousges et a., 1996)
but it was assumed that a product could deliver a certain improvement in lengthening of life,
rather than a probabilistic one. Several studies have used CV approaches to examine WTPin a

3" We ignore here the large body of literature using an hedonic property value approach. This approach
provides arevealed WTP for air pollution reductions but is dependent on housing market perceptions about
pollution and linksto all types of effects, health being only one. It has the advantage (some would say
disadvantage) of not using any concentration-response information.
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context applicable to mortality risk reductions from pollution (Johannesson and Johansson, 1995;
Krupnick et a., 2000).

Johannesson and Johansson were the first to test for WTP for an increased life expectancy (one
year in expectation) added between ages 75 and 85. They find implied VSLs ranging from
$70,000-$110,000 for the sample surveyed by phonein Sweden. This study is problematic,
however, as it does not provide any indication of whether respondents understood the complex
scenario and offers respondents what is actually an unrealistically large reduction in risk.

The most recent study that may be useful for understanding WTP of groups at risk from
air pollution in the context of the nature of this risk is Krupnick et al. (2000), which
surveyed 930 individuals living in Hamilton, Ontario. Their estimates of mean WTP
trandate into values of a gtatistical life of approximately C$3.8 million (1999 C$) for a1
in 10,000 annual risk reduction and C$1.2 million for a5 in 10,000 annua risk reduction,
or U.S.$3.04 million and U.S.$0.96 million, respectively. These are 10 to 70 percent
lower than Health Canada' s age-adjusted VSL of C$4.3 million (1999 C$) and one-half
(or less) the size of the U.S.$6 million (1999 US$) figure used by the U.S. EPA.

Krupnick et a. (2000) aso find that WTP does not vary much by age, up to 65. Persons
40 to 49 years old do have dightly lower WTP than persons 50 years of age and older;
however, mean WTP (C3$657 for the 5 in 10,000 annual risk change), which trandates
intoaVSL of C$1.3 million, remains approximately constant until about age 70,
decreasing by about one-third thereafter. This latter WTP (C$417, or aV SL of about
C$800,000) is probably the most relevant one for use in valuing most of the lives “saved”
from air pollution reductions. Regardless of the measure of physical health status used
(with one exception), WTP was found not to vary appreciably with physical health status
either—an important result for environmental policy, since older people and people with
chronic conditions are often the beneficiaries of improvements in environmental quality.
Individuals with cancer, however, were found to be willing to pay over 40% more for a
mortality risk reduction than their counterparts without cancer, and individuals in better
mental health have a larger WTP than those scoring lower on tests of their mental health.
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Table 27 provides information on health effects of conventiona air pollutants that have
been (or could be) monetized, based on our understanding of the literature. For each of
these effects, we list the techniques used to provide monetary values. WTP iswillingness
to pay measures, or those that provide estimates of preferences for improved health that
meet the theoretical requirements of neoclassical welfare economics. COI is cost of
illness measures, obtained by totaling up medical and other out of pocket expenditures.
COI measures typically underestimate WTP. Consensus refers to the way in which these
values were determined, implying that they do not have much of an evidentiary basis.
Each of these approaches and effects are discussed in more detail in Davis et al. (2000).
The AQVM draws on the same literature underlying this table. Because estimates of the
value of adatistical life drive the benefits analysis, more detail on this measureis
provided in Figure 9.

Table 27 Statusof Valuation of Health Effects

Health Effects Valuation Etimates Basis
Mortality: Adults Y WTP (caveats)
Mortality: Neonatal/fertility Y WTP;_Number of studies
on-going

Mortality: Children Soon quber of WTP studies on-
going

Cancer Mortality and Morbidity Y COI; WTP

(various types)

Chronic Bronchitis Y WTP (caveats)

Acute Bronchitis Y COl

Hospital Admissions Y Hospital Costs

Emergency room visits Y Emergency room costs

Lower respiratory illness Y WTP (caveats)

Upper respiratory illness Y WTP (caveats)

Respiratory symptoms Y WTP

MRAD (Minor Restricted Y Consensus

Activity Days)

RAD (Restricted Activity Days) Y Consensus

WLD (Work Loss Days) Y Wage

Asthma Day Y WTP

Change in asthma status N
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Table 28 provides a small sample of the midpoint values typically used by practitioners of health
benefits analyses, as well as ranges of these values. We picked the unit values for health
endpoints chosen by four major studies or models in the U.S., Canada and Europe, ordered from
highest to lowest based on the first of these studies--the U.S. study on the Costs and Benefits of
the 1990 Clean Air Act Amendments--and put them in common currency and constant dollars.
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The Value of Reducing Health Risks

Individuals often make choices that reflect consideration of health risks. They may purchase
automobiles with enhanced safety equipment. They may purchase air purifiers because of concerns
over air quality and the potential for illness. Purchases of bicycle helmets, sunscreen, or carbon
monoxide detectors are all indicators of the choices that consumers make that reflect concerns over
health and safety risks. The trade-offs that individuals make in the marketplace relating to health
risks provide information on the amount that people would be willing to exchange for areductionin
the risk of illness or death. Workers also have the opportunity to make choices about activitiesin
the workplace and part of that choice may reflect considerations about relative safety risks and the
relative wages in different jobs. Economists sometimes rely on data from occupational choices to
calculate the value of reducing health risks. In addition, highly structured surveys can be used to
identify trade offs that people would make in response to small changesin health risks. All of these
approaches provide information on the value to an individual of reductionsin mortality or
morbidity risks.

Imagine that we observe two occupational categories, and we are able to control statistically for all
the non-safety related differences between these jobs to find the difference in wage associated with
differences in safety. We find the difference to be $500 per year and to be associated with an
increase in the risk of afatal accident of 1 in 10,000 per year. Thisindicates that individuals are
willing to trade off $500 in income for a 1 in 10,000 reduction in mortality risk. A program that
reduced mortality risks by this amount for 10,000 people would generate benefits of $5 Million
(10,000 x $500). Knowing the value of small risk reductions for individuals leads to the calculation
of the benefits of arisk reduction program for the affected population. Note that reducing mortality
risks by 1 in 10,000 for a population of 10,000 peopleis statistically equivalent to reducing 1
mortality or 1 statistical life. Thus, the estimate of $5 Million has been referred to as the value of
statistical life (V). VSL isamisleading label and is better represented as a value of reducing risk
of death.

Though conceptually ssimple, this type of calculation has plenty of practical problems when used as
ameasure of preferences for reducing mortality risks. In the labour market, workers may not have
the economic freedom to choose among occupational alternatives. Further, it is not easy to control
for al the differences in occupational categories unrelated to safety that may be contributing to
differences in wages. Also, one must account for the risk of injury separately from accounting for
the risk of mortality. If products like bottled water or organic food are used to assess willingness to
pay for reductionsin risk there are difficulties in separating out the risk reduction aspects from the
other benefits arising from the product (taste, convenience, etc.), and questions arise regarding the
guantitative measurement of the risk reduction arising from such products versus the range of
beliefs that may be determining willingness to pay. Survey methods, including contingent valuation
methods, can control for many of these issues, but other concerns associated with the survey
approach arise. Note also that the discussion above does not consider the dimension of time. The
concept that is more relevant to most discussions of environmental policy is the tradeoff individuals
make to increase the probability of living for an additional specified period of time (e.g. 1 year of
life beyond expected values). In the jargon of the literature this is referred to as the value of a
statistical life year but again it should be thought of as the value of reducing risks of premature
mortality, where premature is defined relative to population life expectancy.

Researchers continue to develop methods to refine the estimates of how individuals make trade off
decisions relating to health and safety risks.

Based on: Burtraw and Krupnick (1999)

Figure9 The Value of Reducing Health Risks
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Table 28 Comparison of unit valuesused in several major studies or models. ($1990).

Values us us Canada Europe
EPA? TAF AQVM° ExternE®
Low Central High Low Central High Low Central High Central
Mortality 1560000 | 4800000 | 8040000 | 1584000 | 3100000 | 6148000 | 1680000 | 2870000 | 5740000 | 3031000
Chronic Bronchitis - 260000 - 59400 260000 | 523100 | 122500 | 186200 | 325500 102700
Cardiac Hosp. Admissions - 9500 - - 9300 - 2940 5880 8820 7696
Resp. Hosp. Admissions - 6900 - - 6647 - 2310 4620 6860 7696
ER Visits 144 194 269 - 188 - 203 399 602 218
Work Loss Days - 83 - - - - - - - -
Acute Bronchitis 13 45 77 - - - - - - -
Restricted Activity Days 16 38 61 - 54 - 26 51 77 73
Resp. Symptoms 5 15 33 - 12 - 5 11 15 7
Shortness of Breath 0 5.3 10.60 - - - - - - 7
Asthma 12 32 54 - 33 - 12 32 53 36
Child Bronchitis - - - - 45 - 105 217 322 -

a. The Benefits and Costs of the Clean Air Act 1990 to 2010. (U.E. EPA 1999e) Low and high estimates are estimated to be 1 standard deviation below and

above the -mean of the Weibull distribution for mortality. For other health outcomes they are the minimums and maximums of a judgmental uniform

distribution.

b. Tracking and Analysis Framework (www.lumina.comvtaf/index.html), developed by a consortium of U.S. institutions, including Resources for the Future.

Low and high estimates are the 5% and 95% tails of the distribution.
c. Air Quality Valuation Model Documentation (Stratus Consulting Inc. 1999) for Health Canada. Low, central, and high estimates are given respective
probabilities of 33%, 34%, and 33%.
d. ExternE report, 1999. Uncertainty bounds are set by dividing (low) and multiplying (high) the mean by the geometric standard deviation (2).
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The table shows quite close agreement on the size of the best or midpoint VSLs and VSCs (value
of a statistical case of chronic respiratory disease). The differences that do exist may be
explained partly by currency conversions and partly by researchers not always adjusting such
values over time for inflation.®® Also, the rank ordering of preferences noted above is found to be
very similar across the studies, although not every study considers the same set of health
endpoints. Thelow VSLsfor TAF and AQVM result from adjustments to the VSL for age
effects. ExternE takesthe VSL and convertsit to avalue of alife-year for subsequent analysis.
These efforts have yielded values ranging from $50,000 to $300,000 alife year.

In our judgment, this close agreement is the result of several factors, including replicability of
findingsin origina studiesin different locations (i.e., independent choices made by different
research teams), and the consensus reached by research teams on a common pool of studies,
results and interpretations. We believe that the socia cost of electricity studiesin the U.S. and
the ExternE effort in Europe have something to do with this commonality (see Lee et a., 1995
and ExternE 1996; 1999). In addition, the Canadian studies have been informed by the AQVM
model developed by Bob Rowe and others who have been active participantsin the U.S. social
costing debate as well (Hagler Bailly, 1995). Many studiesin the U.S. pre-date and presage
these efforts.

The ranges around these estimates are all somewhat different, seemingly without pattern. This
result perhaps could be expected since there is no treatment of uncertainty that is universally
accepted. The EPA mortality results are based on one standard deviation from the distribution
(the Weibull) that best fit the mean WTP estimates from 26 studies. The Canada results are
based on a representation of uncertainty as a three-point probability distribution, which includes
expert judgment. The TAF distributions are Monte Carlo-based, assuming, unless otherwise
indicated by the original studies, that errors about mean estimates are normally distributed, with
variances given in the concentration-response and valuation studies relied upon for the
underlying estimates. Bounds are defined as 5" and 95™ percentile. Error bounds in the latest
ExternE report are established as one half (low) and twice (high) the geometric mean.

% Note that these studies were published before the recent literature questioning the traditional estimates of
theVSL.
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The endpoints being valued are not all comparable to one another. The unit values for
mortality risk, chronic lung disease risk, and acute symptoms all are derived from aWTP
approach that may be thought of as capturing, however imperfectly, the full value to the
individual of reducing the risk or the symptom. The other values are only partial, mainly
relying on COI techniques. They are meant to capture the more severe manifestations of
either acute events or chronic states and may, without proper adjustments, double count
WTP benefits or provide significant underestimates of the WTP to reduce such effects.
Indeed, it isfairly common practice to adjust such COIl estimates by afactor to bring
them up to aWTP estimate, so as to eliminate such underestimation. AQVM (Stratus
Consulting Inc., 1999), for instance, recommends using a factor of 2-3 to make this
adjustment. The evidentiary basis for the generality of this adjustment across endpoints

IS quite weak.

8.2 The Health Components of Environmental Valuation
included in the CWS Process

The information used to value health changes in the CWS process is the information
contained in the Air Quality Vauation Model (AQVM). This model has undergone
extensive review in Canada, particularly as part of the recent process to set standards for
sulfur in gasoline and diesal fuel. Table 28 shows that the benefit values for AQVM are
not out of line with those appearing in other major efforts at cost-benefit analyss of
alternative ambient air quality standards, i.e., the endpoints examined are quite typical of
similar efforts around the world and the values used are generally within consensus
ranges of values appearing in the current literature. The Panel notes that the consensus
about this literature is changing and deficiencies within this literature as awhole are
being more broadly and deeply recognized. New estimates addressing the issues of
statistical life years lost and the adjustment of VSLs for health status and demographic
differences will improve the valuation components of the CWS process. Because VSL or
VSLY estimates dominate the overall benefit estimates, continued research on, and
evaluation of, these estimatesis critical. The expectation isthat, in a new consensus, the
valuesin the AQVM and elsewhere may need to be lowered, although how far is unclear
and for which endpoints beyond mortality risk is unclear.
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While the unit values and distributions used in the AQVM will have to be updated as the
literature matures, it should be noted that the approaches used to evaluate health benefits
are largely consistent with economic theory, are based on recent, but not the most recent,

literature, and include estimates of variance or uncertainty.

8.3 Valuation of Non-Health Effects

A variety of non-health impacts of changesin PM and ozone (as well as other pollutants)
on recreation, agriculture and forestry have been presented in the literature (Freeman,
1993) and in evaluations of the benefits of air quality improvement associated with the
U.S. Clean Air Act (U.S. EPA, 1999a; 1999b; 1999c¢; 1999d). However, two issues arise
when considering the benefits associated with non-health impacts. First, in most previous
studies, the non-health component has comprised no more than 1% of the total benefits
estimate. For example, in the U.S. prospective study, non-health benefits make up only
4% of the estimated total benefits of air quality regulation. Variation in mortality
valuation is the maor contributor to the variation in the total benefit estimates. Thus,
even though there is significant potential to include non-health benefit estimates, the
magnitude of these benefits may be relatively small. However, many highly uncertain
areas are excluded from current benefits estimates / endpoints (e.g. ecosystem impacts)
and thus additional research in these area may reveal a somewhat different pattern in non-
health benefitsin the future.

A second consideration is that there are relatively few Canadian studies of non-health
benefits. Most of the non-health benefit estimates are transfers from U.S. studies. While
“benefit transfer” is the only option in these cases, there are many concerns about the
credibility of benefits transfers, and it would make transfer much easier to evaluate (and
less needed) if there were more Canadian studies to evaluate the transfers upon.

8.4 The Non-Health Components of Environmental Valuation
included in the CWS Process

The CWSfor Particulate Matter and ozone includes only one non-health benefit category
— household material soiling. This category of impact is very small, resulting in
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approximately 1% - 2% of the economic value of improved air quality in most of the
scenarios.

The issues that arise surrounding the non-health components include:

1. Why were no other non-health components selected to be included in the
analysis?
2. Why was household soiling selected?

Addressing issue 1, the main modeling tool for the CWS process is the Air Quality
Vauation Model (AQVM) that contains non-health impact estimates for

Vishility (change in visua range)

Household Soiling

Materials Damage

Recreationa Fishing

Agricultural Crop Damages (for selected crops).

In comparison to the CWS process, the U.S. Retrospective and Prospective Studies of the
U.S. Clean Air Act included consideration of

Vighility (change in visua range)

Household Soiling

Materiads Damage

Recreationa Fishing

Agricultural Crop Damages (for selected crops).
Forestry Losses

Reduced Worked Productivity

While the policies being examined are quite different, and thus not comparable, it is
illustrative to examine the magnitudes of value across categories, and the assessment of
the various categories examined in the U.S. process. In the U.S. Study, household soiling
was not included in the analysis of benefits because it was felt that the studies were old
and unreliable. The impacts of particulate matter on visibility were included in the U.S.
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study, as were impacts of ozone on agricultural and forestry yields. Impacts of SO, and
NOy on recreational fishing were also considered.

In the CWS benefits anadlys's, recreationa fishing was not included, even though the
AQVM includes measures of recreational fishing benefits and those benefit measures
contain relatively “ state of the art” Canadian and U.S. empirical measures of recreationa
fishing activity and value. The CWS benefits analysis does not include agricultural
impacts even though these impacts, and approaches to modeling these impacts, have been
well documented in the Working Group on Air Quality Objectives and Guidelines
(WGAQOGQG) studies (WGAQOG, 1997; 1999). Some agricultural impact measures are
included in AQVM. Forestry impacts are not included in AQVM but the U.S. 812 study
contained detailed analysis of forestry impacts arising from o0zone emissions, including
the use of the USDA Forest Service Timber Assessment Market Model (TAMM) that
considers Canadian as well as U.S. timber producing regions (U.S. EPA, 1999e).
Vighility isincluded in the U.S. study and the AQVM, however, thereis some
controversy over the visibility results (see Cropper letter to Browner, Oct 29, 1999 in
U.S. EPA, 1999¢) as they are based on somewhat dated research results, and they focus
on visbility in national parks and recreational contexts. In terms of relative magnitudes
within the U.S. study, visibility benefits produce the highest impacts associated with air
quality improvements with worker productivity, forestry and agricultural impacts

relatively similar in magnitude.

The results for Household Soiling that were included in the CWS process (and are part of
AQVM) have been criticized in reviews of AQVM and elsawhere. These estimates are
based on dated research results that do not consider various joint-production issues
arising in the measurement of household soiling benefits. They also appear to be
relatively minor in the overall analysis.

In summary, the process for identifying which elements to include in the CWS process
and which to excludeis unclear. The decision to include household soiling, and not any
of the other, better defined and better measured benefit categories, in the CWS process
appears not to be based on the magnitude of the impacts, or on the assessed quality of the
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valuation information. There isroom for improvement in the non-health benefit
estimates, especialy for forest impacts (including maple sugar production and other non-
timber products) as well as consideration of improved assessments of visibility benefits.
However, these issues are somewhat secondary to the development of a process for the
determination of categories to include or exclude in the analysis.

8.5 Public and Stakeholder Concerns Regarding Valuation

A variety of concerns often accompany attempts to employ CBA in an environmental
regulation context. Three magjor concerns that are often identified by stakeholder groups
and the general public are presented below. Each concernisfollowed by the Panel’s

view on these issues.

1. VSL estimates appear to be very high relative to amounts that are spent on public
programs to reduce risks to human life, or amounts that the public actually spends to
reduce health risks. Studies of expenditures on public safety programs show that median
costs per expected life saved are “low” ($40,000) relative to VSL estimates.

Itisnot at al surprising that public spending on risk reduction per life-year-saved isless
than the value of this benefit to society. First, we note that it isincorrect to compare a
VSL to avalue of alife year saved. A VSL of $4.1 million trandates, using the Viscus
and Moore approach, to a value per life year of about $250,000. Thus, the appropriate
comparison begins as that between $250,000 and $40,000. Second, the median is an
incorrect statistic for comparison and use in CBA. It should be the mean, which will be
higher than $40,000 because of the common skewness of the distribution of values. Most
importantly, the statistics used to calculate median expenditures on health risk reduction
programs are based on decisions by public administrations and not the tradeoffs or
willingness to pay by individua consumers. The wide variation in “cost per life saved”
measures arises from inefficient allocation of program expenditures. Costs per expected
life saved in some programs, for example, are in the billions of dollars while costs for
others are measured in the thousands (Tengs et al. 1995). These figuresiillustrate that
additional investment in lower cost programs would be more efficient, relative to the

expensive programs. However, these are still opportunity cost measures, and they are not
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reflective of the economic value of risk reductions. Finally, just as the satisfaction we get
from buying a car is typically more than the price, the satisfaction we get from improved
health will be far more than its price. This follows from the operation of markets. Prices
of cars (or life-saving interventions) are determined on the market based on the margina
willingnessto pay, i.e., the WTP of the purchasers with the least willingness to pay.
Others, who value such improvements more receive awindfall gain, just as those who
would have been willing to pay more for a sports car are happy that the price is lower
than their maximum WTP for it.

The nature of the risks with respect to many life saving interventionsis quite different
than that for environmental interventions. Many analysts expect that people are willing
to pay more for reducing risks involuntarily borne and viewed as uncontrollable than
those that dominate the analyses of costs per expected life saved. Finaly, the Panel is
persuaded that the $4.1 million VSL is likely higher than it should be if the advanced age
and poor health state of those affected by air pollution is taken into account, as well as
deficiencies in the literature underlying this estimate. Some idea of the extent of the
overestimation can be obtained from a very recent study completed for Health Canada
(Krupnick et al., 2000). This contingent vauation study of 930 individuals in Hamilton,
Ontario found that the VSL for those over 70 — the relevant population whose mortality is
believed to be affected directly by air pollution —was about $800,000 for a5 in 10,000
annual risk reduction. The Panel recognizes that one study cannot serve as the sole basis
for revising a more traditional and more widely accepted estimate, but this recent
Canadian work does suggest a possible downward revision for the appropriate VSL.

2. The use of VSL measures generates very large aggregate values that are difficult to
rationalize given the sizes of other health related programs. For example, the aggregate
value of reducing PM to background levels appears to be very large relative to the entire

health care program in Canada.

The Panel agrees that the standard damage function approach to estimating mortality risk
reduction benefits (involving multiplying a dose-response coefficient by the VSL and the
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target population) results in large benefits. As noted above, it may indeed be the case that
the VSLs are too large, or the dose-response coefficients are too large. 1n addition,
however, people may very well have very strong preferences for improving their current
life expectancy. However, the extrapolation of those preferences to the case of
eliminating pollution (to background) - standard fare in press accounts - is not necessarily
appropriate. It may very well be the case that the WTP for further increasesin life
expectancy diminishes as life expectancy increases and diminishes at an increasing rate,
which would imply adeclining VSL with larger reductionsin pollution. Also, itis
difficult to draw any conclusions about the willingness to pay for improved health care
outcomes from examining the highly centralized Canadian health care system. It isthis
WTP compared to the WTP for health improvements from reduced pollution that is the

relevant comparison.

3. The economic vauation results for certain components of morbidity values appear to
reflect a“worst case” scenario. For example, the estimates of Chronic Bronchitis used in
the CWS process appears to be based on more severe cases than the dose response
function is based on.

The Panel does not agree with this comment. In the case of chronic bronchitis, the
Viscusi et al. (1991) estimate is for a severe case of chronic bronchitis. But the Krupnick
and Cropper (1992) study is used to correct for this because this study allows respondents
with family members who have this disease to describe its severity and shows how
different degrees of severity affect WTP. However, these studies provide a weak
evidentiary basis for estimating benefits of reducing such cases. Both studies survey
about 300 people, the former in a shopping mall in North Carolina, the | atter, people
obtained through a newspaper ad in the Washington Post. Acknowledging that these
studies are the only ones available and that not relying on them risks the assignment of a
zero value to this endpoint in a CBA, the Panel believes that public policy asimportant as
the CWS should rest on afirmer empirical foundation.
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8.6 Conclusions and Recommendations

The benefits of environmenta improvements are denominated in dollars, for the sake of
comparison with costs. But, money is only a metric to convert what economist’s call
“utility” or satisfaction into something more concrete. Thus, the value of improving
health is obviousy much more to an individual than saving on out-of-pocket expenses,
time, work, or other tangible consequences of illness. It includes, most pointedly, the
avoidance of pain and suffering and premature death (with al that goes along with this).
Money is only aconvenient way of expressing those preferences for avoiding these

consequences.

As noted in Chapter 2, many people are uncomfortable about placing monetary values on
health and life. The Panel appreciates these concerns, but notes that the monetary value
isonly ameansto express preferences for different health outcomes, one of whichis
changes in the risk of death or in life expectancy. Thisis completely different than
placing a“vaue on human life.” Because of the lack of public understanding about these
issues, the Panel believes thereis aneed for better communications about the meaning of
health (and environmental) benefits estimates. This involves communication from
experts to the policy-makers, from policy-makers to decision-makers (paliticians) and
from politicians to the public.

Because it is so difficult to convert people’ s preferences into money when they can't
express these preferences through market transactions, the valuation of hedthisa
difficult empirical problem. Accordingly, the Panel believes there is a need for more
research on empirica methods for health valuation and notes the efforts by Health
Canada to fund research in this area and expects the responsible agencies to lead the way
in incorporating the results of this and future research (assuming the research meets high
professional standards) into the AQVM and regulatory analyses.

Non-health benefits were apparently excluded from the CWS because they were judged
to be small relative to benefits of mortality reduction, but this assumption was predicated
on the magnitude of the VSL, which might be too high, bringing the original assumption
to ignore non-health benefits into question. In particular, ecological impacts have been
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ignored because of the lack of methods to predict or to value them, but they represent a
substantial uncertainty and could be very large if nonuse values for vulnerable ecological
resources could be reliably vaued.

Finally, we note that the process of developing consensus and buy-in to analyses as
complex asthat of a CBA to underlie the CWS requires openness and transparency. We
feel that government goals for the commerciaization of policy models have hampered the
goal of public acceptance of such models and the analyses based on them. In the future,
effort should be placed on communications and increasing transparency of the process of
CBA within the CWS.

8.7 Summary

Table 29 provides a summary of the Panel’ s assessment of the CWS approach to
valuation of health and non-health benefits, including the key limitations, uncertainties
and recommendations for alternative approaches.

Table 29: Summary of Panel’s Assessment of CWS Approach to Valuation of Health and Non-Health
Benefits

ISSUE VALUATION OF HEALTH BENEFITS

CWS APPROACH Use of AQVM; discount rate = 2%, 5%, 7.5%

PANEL CRITIQUE No major limitations. At the time, represented consensus among economists on
appropriate interpretation and treatment of literature except that almost all

Key Limitations benefit measures are transfers from the US.

RELATIVE

UNCERTAINTIES Major uncertainties about the VSL because of benefits transfers involving the

(Probably Minor, hedonic wage and accidental death studies to the air pollution context.

Potentially Major)®

DIRECTION OF BIAS® | Probably biased upwards on net, but biases run in opposite directions.

% Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010" Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

“ Theu.s EPA report “The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information
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Table 29: (Cont’d)

RECOMMENDATION/
ALTERNATIVE

Maintain reliance on willingness to pay approach.
AQVM needs to be updated regularly as new literature is produced and

INPUTS, TOOLS, accepted.

APPROACHES Alternative approaches could be used in sensitivity analyses.
ISSUE VALUATION OF NON-HEALTH BENEFITS

CWS APPROACH Household soiling only non-health endpoint assessed using AQVM.

PANEL CRITIQUE

Key Limitations

Estimates for household soiling are based on dated research.

Unclear process for identifying which non-health benefit categories to include
in CWS CBA.

Almost all benefit measures are transfers from the U.S. Limited Canadian
information.

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)

Ecosystem effects and values are highly uncertain and potentially large.

DIRECTION OF BIAS

Underestimate

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Update and improve AQVM with non-health benefits.
Include non-health benefits in a systematic fashion.

Research to improve Canadian components of valuation database and
ecosystem valuation estimates.
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9  Policy Analysis and Decision-Making

Cost-benefit analysis of regulatory changeis “required” under the November 1999
Government of Canada Regulatory Policy (Privy Council Office, 1999). The CWS
approach is applied to meet these requirements. The conceptual foundations, assumptions
and challenges of CBA have been outlined in Chapter 2. Ultimately, the analysis of costs
and benefits of air pollution control isaimed at making a decision about the levels of
control that are most efficient for society. However, efficiency is never the sole criteria
for making major societal decisions. Equity, feasibility and legality are some of the other
considerations that must aways be considered in establishing public policy. In this
section we compare CBA to other methods that have been proposed for assessing
evidence for regulatory decision-making, including cost effectiveness analysis and multi-
criteriaanaysis. We also discuss the issue of CBA as a*“stopping rule” for standard
setting, an issue recently being debated in the U.S. Court system.

Although scientific information forms the basis for CBA, thisinformation isitself highly
uncertain, making the CBA aso highly uncertain. Rarely will regulatory analyses of
complex environmental policy questions be definitive enough to dictate a specific course
of action. Rather, there will usually be enough uncertainty that different policymakers
will reach different conclusions based on how they interpret the evidence. Thisis redlity.
We may prefer to have analyses that are highly certain and definitive so that the analysis
will make the tough choices for us. Redistically, we cannot expect that any analytical
approach (cost-benefit, risk assessment, etc.) can be the primary driver in making a public
policy decision without the application of considerable judgment to balance all of the
other factors that must be considered.

Requiring the analysis to inform the decision-making process rather than dictating the
decision reveals a need to understand the merits of the various approaches that could be
used to analyze the problem. This requirement also demands that any analysis must be
explicit about the uncertainties inherent in the analytical approach.
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9.1 Standard Setting and Cost-Benefit Analysis

There are differing opinions about the use of CBA for standard setting. Inthe U.S,, for
example, certain environmental laws mandate that cost-benefit analysis be used, others
are noncommittal, and others, most notably the Clean Air Act, appear to preclude its use
in setting air quality standards. Since the passage of the Act in1970, the U.S. EPA,
backed by Appellate Court decisions, has interpreted language in the Act to require the
EPA to set itsair quality standards only considering the criterion of protecting the public
against adverse health effects with a margin of safety. Recently, however, the U.S.
Supreme Court has taken up the question of whether Congress really meant for CBA to
be ignored when setting air quality standards (U.S. Supreme Court, 2000).

According to those arguing for the use of CBA, the difficulty with approaches that ignore
cost and benefit information is that they do not provide a framework for anayzing the
advantages and disadvantages of alternative standards and, in particular, do not provide a
"stopping rule" for deciding when the standard is too loose or too tight. CBA can provide
this stopping rule, albeit with many uncertainties and caveats. In the recent submission to
the Supreme Court of the United States, a group of eminent economists and public policy
scholars identified the important advantages of the use of a cost-benefit framework,
including better resource alocation and an organized comparison of favorable and
unfavorable effects of a proposed policy. The document points out that policy makers
should not be bound by CBA results, but that measures of benefits and costs should be
fundamental to regulatory analysis (U.S. Supreme Court, 2000).

The debate in the U.S. provides some insight for Canadian regulatory analysis. While
CBA will not generate "answers' that prescribe outcomes, employing a cost-benefit
framework, including analysis of distributional issues, should provide a mechanism for
regulatory analysis that is transparent and allows all relevant information to be considered
in the analysis. CBA should also provide away of identifying a stopping rule for setting
standards. Not that there would be slavish adherence to the results of such an analysis,
only that it would provide guideposts to standard-setting that have a more firm
foundation than that based on standard practice. The various "alternatives' to cost-
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benefit analysis presented in this chapter are consistent with a cost-benefit framework
within which al factors, including distributional factors, are incorporated into the
analysis. Thus, the methods outlined below should be considered complementary rather

than competing approaches for devel oping environmental regulations.

9.2 Cost-Benefit Analysis and Alternative Policy Analysis
Approaches

In addition to CBA avariety of options have been proposed and considered for
conducting an analysis for deciding on environmental standards (U.K. Department of
Health Ad Hoc Group, 1999), including cost effectiveness analysis and multi-attribute
utility analysis. How these different approaches could be applied to the issue of air
quality standards and health can be illustrated by considering Table 30, which presents a
stylized environmental policy analysis case. The physical (health science) evidence
regarding life-years saved and reduced COPD events associated with the revised
regulation are presented, along with the monetary direct cost (to industry) associated with
the new regulation. This breaks down the decision into the attributes associated with the
regulatory change. (Note that other attributes could aso be considered, including who is
affected, or equity considerations, and other health and economic impacts).

Table 30: Simplified Example of Multi-attribute Analysis

ATTRIBUTE CURRENT NEW STANDARD
STANDARD
Life Years Saved (relative to current standard)

1000

COPD events reduced (relative to current standard)
5000

Direct Cost to Industry (relative to current standard)
$4B

Employment in Sector
200,000 190,000
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Life Years Saved or some estimate of fatalities-avoided is typically the result of the
health risk assessment that predicts the level of fatalities under the current standard and
those anticipated under the new standard to alow a difference to be calculated. Likewise,
some measure of morbidity, like COPD events reduced, can be estimated for each
scenario. Finaly, direct cost to industry can be estimated by an economic analysis of
changesin industry costs associated with meeting the new standard. In this
characterization of the issue, the direct cost is measured in monetary terms, while non-
monetary measures of the health benefits are presented. Thus the uncertainty associated
with estimating the monetary value of health benefitsis avoided. This presents the
benefits and costs in their own inherent units and allows one to make a judgment as to
whether the change to a new standard is worth it. The policy maker’s challenge isto

examine this information and make a judgment for the overall well-being of the public.

CBA attempts to provide information on the overal public well-being associated with
this policy by constructing monetary measures of the benefits (health impacts) and costs
(direct industry costs) and thus making both measurable in the same units. The
uncertainty in these benefit and costs estimates, and the perception that important
attributes of adecision are being left out often lead to calls for aternative forms of
analysis. Aswe shall see, there are advantages and disadvantages in these other forms of

analysis.

Multi-attribute or multi-criteria analysis is a method of evaluating trade-offs over various
attributes of a situation, like the policy issue presented above. If one is uncertain about
the monetary valuation of health estimates, for example, one could simply present
members of the public with the table of changes in hedlth states (small changesin life
expectancy) and cost to industry associated with the regulatory change. The public could
be asked if they would accept the new regulations (and the cost) or refuse the new
regulations. Of course, such questions are fraught with difficulty (e.g. Mitchell and
Carson, 1989). Thisis essentially multi-attribute decision analysis where the population
providing the trade off information is the public. This trade-off question could aso be
structured as a referendum where people vote on whether to accept the new regulations or
continue with the old ones.
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An dternative isto simply present the table above in aform of multi-attribute analysis to
decision-makers and ask them to make the choice. Then the multi-attribute analysis
focuses on the decision-makers and hopes that they represent the public. While benefit-
cost analysts go to great lengths to capture the tradeoff information as if the public were
allowed to make the choice, the decision-maker model assumes that the decision-makers
(e.g. politicians) can reflect the views of the public in the way they make choices from
policy dternatives. Naturally, thisisavery controversial issue.

A third option with multi-attribute analysis is to use stakeholder groups, but the challenge
in choosing stakeholders in such a case, and the possibility of stakeholders entering the
process with well-entrenched positions also makes this option difficult to implement.

CBA and multi-attribute analysis essentially seek valuations of the attributes or measures
of the tradeoffs associated with the policy question. If the decision-makers choose the
new standards in a multi-attribute setting, they are implicitly valuing the attributes
associated with the new standards higher than the attributes of the current standards. The
cost-benefit approach tries to assess the “values’ from individua decisions aggregated
over the population instead of relying on trade off analyses conducted by decision makers
or stakeholder groups. Clearly, both approaches have their challenges but multi-attribute
analysis can examine aricher set of attributes (equity, legal, etc.) than CBA.

No approach presents a panacea for decision analysis. In al cases the assumptions of the
approaches must be carefully evauated, and considerations beyond efficiency that are
necessary in public policy must be included in the policy evaluation. However, a
carefully structured cost-benefit analysis provides the information for a multi-criteria
analysis and it provides information on the incidence of costs and benefits. Therefore, a
well-conducted CBA can form a strong groundwork for environmental policy analysis
and decision-making.

9.3 Cost Effectiveness Analysis
One can also use cost-effectiveness approaches in which one decides on some acceptable

degree of risk, and then finds the least costly way to achieve that level of risk. Quality-
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adjusted life year calculations (QALY's) can be used in a cost-effectiveness approach.
QALY s are acomposite measure of the number of years of life gained or lost by a
particular decision, but weighted according to the expected quality of life during those
years, and to this added measures of the improvement in quality of life (say from reduced
morbidity). Y ears of poor health are weighted as a fraction of years of good health.
QALY s provide ametric of preferences over alternative health states that allows one to
determine if procedure A is more effective at meeting a chosen standard than procedure
B. However, one till needs to determine the target level of risk, that the cost
effectiveness analysisis based on. So, cost-effectiveness analysis presumes that we know
the level we are aiming for, when in fact the debate usually includes determining what
that level should be.

Recently QALY s have been used in aform of cost-benefit analysis where the QALY s are
assigned a monetary value ($50,000 per QALY isa consensus conversion factor in the
medical community, where medical procedures costing more than this would be rejected
as not worth it (Carrothers et al., 1999). However, this monetary amount is ad hoc (other
analysts use $100,000, for instance, an equally ad hoc estimate) and is not based on
individual preferences. Thus this approach is not consistent with the principles of cost-
benefit analysis that were outlined previoudly in this report.

A comparison of these three different approaches on a variety of dimensionsis
summarized in Table 31. None of these approaches provide a perfect solution to
informing the decision under substantial uncertainty. Likely the best solution is some
combination or cross-check among these differing approaches.
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Table 31: Comparison of approachesto policy analysis (based on U.K. Department of Health Ad Hoc

Group 1999)

CRITERION CBA COST-EFFECTIVENESS | MULTI-CRITERIA
MONETARY ANALYSIS
VALUATION
Different health monetary scale standardized health abstract scale of scores
outcomes on similar outcome measure (e.g. based on choices
scale quality /duration of life) between alternatives

Ready comparison of
costs and benefits

costs and benefits both in
monetary units for easy
comparison

can compare quality and
duration of life per unit
cost but cannot determine
if benefits exceed costs

could express costs
and benefits as scores
but cannot determine if
benefits exceed costs
in resource terms

Compatible with
techniques usually
used in health or
environment

not generally used in
health services but
standard for many
environmental and public
health issues

measurement of health
gainintermsof QALYs
increasingly used in
health services. Other
forms of cost-
effectiveness used in
environmental policies

currently not widely
used in either health or
environment policy
context, but growing
usein both areas. Can
use with CBA or CEA.

Takes account of
individuals' views

conceptually based on
individual views but
resultant average values
often applied in empirical
analysis

quality of life states are
scored by individuals, but
other aspects (i.e. dread of
particular diseases) not
taken into account

often uses views of
experts, stakeholders,
or policy makers
rather than lay people.
If only experts used,
may not reflect wider
Views.

Takes account of
views of society (e.g.
equity), (sometimes
overridesindividua

focuses on efficiency but
the results can be used to
describe the equity
implications of alternative

loss of quality of life
treated the same
regardless of age or type
of disease

could include equity as
acriterion / attribute

views) actions
Approach reasonably | yes yes yes — although not as
well developed well developed asthe

other methods
presented here

9.4 Beyond Efficiency: Distributional Issues

CBA and most forms of economic anaysis focus on the efficiency aspects of the

regulatory change. CBA can aso provide information about “who” is affected and to

what degree specific sectors or groups of individuals are disproportionately affected by a

regulatory change. However, CBA cannot identify the weight that the public (or policy

makers) place on these distributional issues.

There are several key distributional issuesin the CWS process. It iswidely recognized

that the health improvements of setting tighter standards will disproportionately benefit
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the elderly and those who are aready somewhat compromised in their respiratory or
cardiovascular function. In addition, there are regionsin the country where the health
benefits will be more significant because of the concentration of population, and the
current emission levels. The impact of regulatory change on different income groups or
socio-demographic groups is uncertain, but may also be an element in the policy anaysis.

Impacts on communities, or on specific sectors of the economy could also be considered.
For example, non-health impacts on agriculture may be relatively small (in comparison
with the health and mortality impacts) but may be very important to the sector and to the
communities that are supported by the sector. Costs of regulatory change may also be
focused on afew industries, and may also have significant impacts on communitiesif the
regulatory change resultsin plant closures or changes in economic structure. While these
impacts could be measured using well-constructed analysis methods, the weight that
these sector specific or community impacts should take in the overall policy analysisis
difficult to determine, and requires some form of multi attribute decision analysis. In
addition, such information may be very useful in strategies for implementation of
regulatory change.

9.5 Conclusions

CBA attempts to aggregate individual (or household) valuations/ tradeoffs to
construct an aggregate assessment of whether changing regulationsis “worth it”,
and thus examines the efficiency of changing regulations (but does not address
equity and other elements of policy anayss).

Multi-criteria analysis allows a broader set of elements to be considered including
equity issues and other elements not included in CBA. Valuation of health effects,
for example, is not required within a multi-criteria analysis as the method can be
used with non-monetary measures of the attributes. However, values are implicit
in the outcome of the multi-criteriaanalysis. The key challengesin multi-
criteriaanalysis include who chooses, how the choices are presented / structured

and how the information is presented / structured.
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Cost effectiveness analysis doesn't address the problem of setting air quality
standards because the environmental quality target is assumed to be known, but is
auseful tool once environmental quality targets are defined.

Distributional issues, including impacts on specific groups of people, industries,
or generations, must be considered in regulatory analysis. Such analysisis
complementary to a good CBA and can be included in an MAA.

9.6 Recommendations

Continued development of communication regarding alternative decision-making
frameworks, including multi-attribute methods as methods to “triangulate” with
traditional cost-benefit anayss.
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10 Conclusions

The task of the Expert Panel was to provide an independent, expert review and critique of
the socio-economic (SEA) analyses — in this case a cost-benefit analysis (CBA) --
conducted in developing the Canada-Wide Standards on PM and ozone. Through a
review of the models and associated data and assumptions used in the analyses, the Panel

was asked to produce a report to address the following questions:

a. What are the strengths, merits, limitations, gaps and the degree of uncertainties
of the proposed approaches, models, and their inputs and outputs?

b. By what means could the models and analytical approaches be improved, so as
to minimize uncertainties and maximize the relevance, reliability and utility of

outputs?
c. What other approaches and/or tools could be used to conduct these analyses?

The Panel draws the following conclusions from its assessment of the components of the
CBA undertaken for the PM and ozone CW'S decision-making process:

Estimating Air Quality Changes from Emission Reductions

1. The CWS study adopted a statistical approach using linear assumptions to determine
air quality changes associated with reduction in emissions of PM 1, PM 25, SO,, NOy
and VOCs. There are inherent problems that occur when trying to estimate the
response of an inherently non-linear system by external estimation rather than by
internal scaling. A number of factors may interfere with alinear correspondence
between emission reduction and air quality improvements. These include factors such
as the relative contributions of controllable emission sources to ambient air quality;
ambient air quality contributions from trans-border sources; and non-uniform

geographic distribution of emission sources. In the case of sulphur emission from
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fuel, the assumption of alinear response of the system is reasonable since the putative
changesin air quality are quite small (in the few percent range). However in the CWS
study the changes envisaged are much larger. The assumption that alocal changein
emissions will result in aloca change in gas phase is reasonable for CO and perhaps
PM 0. Neither secondary PM s nor ozone fit into this “reasonable” category and the
uncertainty is quite high as the sign of the change could possibly be incorrect in some

cases.

2. The primary and secondary source aspects clearly point to varying strategies that may
be much more effective than across-the-board reductions. For example, targeting
reduction strategies for SO, at point sources and utilities may be far more effective at
achieving low ambient levels of PM3 5 than requiring primary remova of PM3 s
across-the-board. Likewise, the value of focusing solely on anthropogenic sources of
PM. 5, both direct and secondary, is questionable when such alarge fraction of
emissionsis from forest fires and open sources. In addition, a fundamental
requirement for CBA and comprehensive modeling is an emissions inventory for the
species of interest. The Canadian emission database is quite uncertain, particularly in
total amount and the spatial and temporal distribution of emissions

Estimation of Health Effects

1. The CWS gave greater weight (2/3) to mortality derived from daily time-series data
than to the mortality impact derived from cohort studies of annual mortality (1/3).
The annua mortality data should be used as the primary basis for determining the
mortality impact because they include not only the impacts of peak daily exposures,
but also the cumulative effects attributable to baseline exposures over other time
scales. The Pope et a. (1995) cohort study provides the firmest C-R parameter for the
annual mortality impact because of the size of the cohort and the large number of
North American communities. However, the C-R parameter from this study of largely
middle class volunteers very likely is an underestimate when applied to the overall
population. The HEI (2000) reanalysis of this study demonstrated that, within this
cohort, the effect was larger for those with lesser educational attainment. Thus, it is
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reasonable to conclude that a more representative population than used in the Pope
study would have a greater coefficient of response.

2. The accumulating evidence towards a broad acceptance of causality for a range of
cardiopulmonary effects from fine particul ates appears destined towards widespread
acceptance as a prudent public health judgment.

3. The evidence for mortality causality is more convincing for finer particulate (i.e.
PM5) than for coarser particulates.

4. The CWS health benefits analysis has taken adequate steps to avoid overstating the
ozone health benefits due to colinearity with PM.

5. The database for fine particulate matter across the country is limited and more air
guality monitoring data focused on fine particul ate would provide a better basis for

adjusting future air quality standards.

Estimation of Avoided Non-Health |mpacts

1. The processfor identifying which non-health elements to include in the CWS process
and which to exclude is unclear. The decision to include household soiling, and not
any of the other, better defined and better measured benefit categories, in the CWS
process appears not to be based on the magnitude of the impacts, or on the assessed
quality of the valuation information.

2. Thereisroom for improvement in the non-health effect estimates, especially for
forest impacts (including maple sugar production and other non-timber products) as
well as consideration of improved assessments of visibility improvements. However,
these issues are somewhat secondary to the development of a process for the
determination of categories to include or exclude in the analysis.
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Cost Analysis

1. The CWS approach to regulatory cost analysis summarizes a significant amount of
information on control technologies, costs, and methods for attaining emissions
reduction targets. It isbased on direct control costs, an approach that hasits
limitations if, as we expect, there are general equilibrium impacts on the economy.
However, we a so recognize the significant effort that is required to capture these
economy-wide impacts and suggest that thisis along-term research issue. The
anaytical approach makes many smplifying assumptions, as do all practica
approaches to policy anaysis.

2. Thetax interaction effect is not included in the CWS anaysis of costs. Initial
estimates of the magnitude of the tax interaction effect are substantial and suggest
that social costs may exceed direct costs by 25% or more. If the tax interactions
effects are as significant as they appear to be in the recent literature it islikely that
costs are underestimated.

Valuation of Health Benefits

1. Benefit values contained in the Air Quality Vauation Model are not out of line with
those appearing in major efforts at cost-benefit analysis of aternative ambient air
quality standards, i.e., the endpoints examined are quite typical of similar efforts
around the world and the values used are generally within consensus ranges of values
appearing in the current literature. The Panel notes that consensus in the literature is
changing and deficiencies within this literature as a whole are being more broadly and
deeply recognized. New estimates addressing the issues of statistical life years |lost
and the adjustment of VSLs for health status and demographic differences will
improve the valuation components of the CWS. The expectation is that in a new
consensus, the values in the AQVM and el sewhere may need to be lowered, although
how far is unclear and for which endpoints beyond mortality risk is unclear.
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Valuation of Non-Health Benefits

1. Non-health benefits were apparently excluded from the CWS because they were
judged to be small relative to benefits of mortality reduction, but this assumption
was predicated on the magnitude of the VVSL, which might be too high, bringing
the original assumption to ignore non-health benefits into question. In particular,
ecological impacts have been ignored because of the lack of methods to predict or
to vaue them, but they represent a substantial uncertainty and could be very large

if nonuse values for vulnerable ecological resources could be reliably valued.

Policy Analysis and Decision-making

1. Many limitations of the CWS approach to cost estimation have been identified
when held against the benchmark of the U.S. Prospective Study (U.S. EPA,
1997), or the U.S. Retrospective Study (U.S. EPA, 1999). Thisisavery high
benchmark, but the CWS ambient air quality standards for ozone and PM are
likely to be the most expensive single environmental standards to meet in
Canadian history. As such these CWS deserve thorough treatment. Fortunately,
some elements of the cost analysis can be improved at lower cost and with less
effort than others. Extensions of cost analysis to include genera equilibrium and
international trade considerations can provide important information for policy
anaysis. The scae of the analysis (national including direct and general
equilibrium effects; international including trade effects, etc.) is an important
element to consider and will also help identify the impacts of the regulatory
proposal, in terms of benefits and costs as well as the incidence of the impacts.
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11 Recommendations

The Panel offers the following recommendations to improve the rigour and credibility of
socio-economic analysis as an input to decision-making on Canada-Wide Standards for

PM and ozone.

Estimation of Air Quality Changes From Emissions Reductions

1. ThePanel recommendsthat future CWS studies have theresourcesto include an
appropriate and transpar ent definition of the baseline with reasonable
estimation of the relevant components. Definition of the baseline is essentia in a
CBA study. The baseline may change because of factors such as the implementation
of current or future regulations, changing economic conditions, and possible changes

in atmospheric climate.

2. ThePanel recommendsthat a more systematic continuous measuring program
be adopted for PM 10 and PM . It is still not evident if extreme or chronic events
with respect to high PM and ozone levels are important in causing health impacts and
there are insufficient PM 1o and PM s continuous measurements to address this
guestion. Also, measurements of PM 1o and PM s are critical for the evaluation of
emission inventories and 3D physical-based modeling. Furthermore, it will be
necessary to have adequate measurements to ensure both the efficacy of the
reductions and compliance with the reductions.

3. ThePaned recommends that adequate resour ces and administrative structures
be provided at the federal and provincial level for improving the spatial and
temporal resolution of emission inventories of PM 19, PM 2 5and ozone precur sor
species across Canada. NH3 should be added to emission inventory studies. One
of the aspects that pervades all aspects of the CWS study is the requirement for an
accurate emission inventory, with good spatial and temporal characteristics. these are
necessary for both CBA and physical-based modeling. Thiswill require the active
collaboration or federal and provincial governments and the industrial sector with

involvement of NGOs. This could involve support from a consortium of many levels
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of government, from the federal to the municipal, industry and NGOs. We note that
the emission inventory work that is proceeding in the Greater VVancouver Regional
Digtrict provides an example to the rest of the country. Furthermore, given the
importance of NHzin the formation of secondary PM, s and the lack of an adequate
baseline inventory, the Panel recommends that NH3 should be added to emission
inventory studies.

4. ThePane recommends support for the on-going work on comprehensive or
integrated 3D physical-based aer osol modeling in Canada that includes both
ozone and PM chemistry and meteorology and its use for estimating ambient air
quality changes with targeted reductions. One means of attacking the problem
relating reduction of emissions and the attainment of CWS is to use physical-based
3D models with both gas phase and aerosol formation and chemistry. Use of such
models also allows a more detailed or targeted approach to be taken to infer impacts.
Thiswork is currently on-going in Canada.

5. ThePaned recommendsthat every effort should be made to develop Canadian
emissions data. Source-receptor statistical modeling potentially represents a
powerful method of identifying emission sources, but this requires a detailed
chemical knowledge of the emitted pollutants. Thisis rarely available in Canada and
many studies have had to use surrogates from the U.S.

Estimation of Avoided Health Effects

1. ThePand recommendsthat C-R functionsfor deter mining annual mortality
risks and benefits associated with reductionsin PM 10 and PM2sin AQVM be
based on the prospective cohort analyses by Pope et al. (1995), Dockery et al.
(1993) and Abbey et al. (1999). The central C-R parameter should be taken
from Pope et al. (1995), the low from the Abbey et al. (1999) study and the
high from Dockery et al. (1993).
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2.

The Panel recommends that mortality benefits estimation should be more
heavily weighted towar ds the exposur e-response relationship assessed for
PM.s rather than PM 10-

The Panel recommendsthat controlled human exposur e studies be conducted
using concentrated ambient particles and mixtureswith other ambient
pollutantsto explor e cardiopulmonary endpoints. The Panel recognizes
however, that there are challengesin providing realistic exposur e conditions
for human toxicology experimentsthat will satisfy research ethicsreview
boards. Chamber studies should be complemented with more field studies
including individuals at greater risk who can not participate, for ethical

reasons, in exposure chamber studies.

Estimation of Avoided Non-Health |mpacts

1.

2.

The Panel recommendsthat the approach to selection of non-health
endpointsfor inclusion in an assessment of non-health benefits be donein a
systematic fashion.

The Pandl recommends that futur e assessments of non-health benefitsfor the
CWSfor ozone include an assessment of improved agricultural productivity.

Cost Estimation

The Panel recommends that the CWS cost estimation be improved by taking the

following relatively low cost steps.

1.

3.

Improved consideration of Canadian industry and sour ce emission categories
(SIC and SCC combined) and treatment options, to the plant level including
“ground-truthing” of control costs.

Consideration of the likely pollution intensity and marginal product of new
technologies (both production and abatement).

Assessment of existing emissions control implementation.
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4. Consideration of non-technical approachesto emissionsreduction (fuel
switching).

5. Consderation of co-benefits or multiple pollutant reductions with individual

technologies.

6. Careful consideration of the baseline and explicit description of the
assumptionsinvolved in the baseline. The development of the baseline may
include the consider ation of alternative regulatory approachesincluding
incentive approaches for emission reduction.

7. Increased transparency in the modeling of direct costs.

8. Assessthe degree of uncertainty in the cost estimates.

The Panel believes that the AERCo$t model can address some of these issues. Elements

that will require substantial additional resources and research include:

1. Improvement of the RDIS database for the basisfor cost analysisto a level
comparableto thecurrent U.S. inventory.

2. Assessment of the degreeto which partial or general equilibrium methods
should be applied to regulatory policy. The development of general
equilibrium models can be a costly exercise, and they carry a set of
assumptionsthat must also be evaluated car efully, however, in many cases
these modelsrepresent the best available technology for assessment of
economy wide impacts of regulatory change. The U.S. Retrospective study,
for example, chose to employ the Jor genson-Wilcoxen dynamic gener al
equilibrium model of the U.S. economy (Jor genson and Wilcoxen (1990b)).

3. Research on thetax interaction effect, in a Canadian context.

Valuation of Health and Non-Health Benefits

1. ThePand believesthereisaneed for better communications about the meaning
of health (and environmental) benefits estimates. Thisinvolves communication
from expertsto the policy-makers, from policy-makersto decision-makers
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(politicians) and from politicians to the public. Monetary value is only a means to
express preferences for different health outcomes, one of which is changes in the risk
of death or in life expectancy. Thisis completely different than placing a*“vaue on
human life.” Thereisalack of public understanding about these issues.

2. Thevaluation of health isa difficult empirical problem becauseit is so difficult
to convert people's preferencesinto money when they can’t express these
preferences through market transactions. The Panel believesthereisaneed for
mor e resear ch on empirical methods for health valuation and notes the efforts
by Health Canada to fund research in thisarea. The Panel expectsthe
responsible agenciesto lead the way in incor por ating the results of thisresearch
(assuming the resear ch meets high professional standards) into the AQVM and

regulatory analyses.

3. ThePane concludesthat government goals for the commer cialization of policy
models has hamper ed the goal of public acceptance of such models and the
analyses based on them. In the future, effort should be placed on
communications and increasing transparency of the process of CBA within the
CWS. The process of developing consensus and buy-in to analyses as complex as that
of a CBA to underlie the CWS requires openness and transparency.

Policy Analysis and Decison-making

The Panel endorses the use of a cost-benefit framework for the analysis of environmental
regulation that includes an accurate assessment of the costs of regulatory change. The
Panel recognizes the empirical limitations of CBA and recommends the following:

1. Continued development of methods for accur ate assessment of costs and
benefits, including methods for the analysis of general equilibrium (including
tax interaction) effects and inter national trade impacts of regulatory change.

2. Continued development of communication regarding alter native decision-
making frameworks, including multi-attribute methods as methods to

“triangulate” with traditional cost-benefit analysis
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3. Investmentsin human capital in the area of CBA of environmental
regulation so that policy makers and the Canadian public can be confident
that cost and benefit measures accurately reflect Canadian values and

preferences and Canadian institutional arrangements.
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Appendix A: Frequently Raised Concerns About Cost
Benefit Analysis®

Many of the critiques of CBA encountered in everyday policy debates are echoes of the
more conceptual issues that we address here (Kopp, Krupnick and Toman, 1997).
Criticisms include the following:

(1) The environment is a public good that is not exchanged in markets and therefore
defies economic valuation. Thus, the use of CBA to evaluate environmental
policiesis inappropriate.

(i) Environmental protection is often desirable for reasons that cannot be quantified-
-social, spiritual, and psychologic values that defy monetization.

(iii)  CBA does not take the “rights’ of future generations into account.

(iv)  Economic benefit measures are hypothetical measures of benefits and are not
actual benefits that can be measured in terms of savings in health case costs or
other “real” benefits.

Criticisms of CBA focus on several overlapping points. the notion that preference
satisfaction gives rise to individua well-being, the elements of the individual social-
welfare index, the notion that economic value is a measure of preference satisfaction, the
empirical and philosophic problems encountered in quantifying economic value, the
presumption that the well-being of society can be defined as some aggregation of the
well-being of individua members of that society, and the methods by which the
aggregation is performed. In the following section, we discuss each of those criticisms
more fully. Asindicated below, the response of CBA anayststo the criticismsis that
CBA islargely an attempt to measure preferences formally. Legitimate questions can be
raised about the practice of such measurement or the method of aggregation to describe
social welfare. In contrast, we argue that the basic criticisms of the preference
satisfaction concept are less persuasive.

“2 Extracted from Kopp, Krupnick and Toman (1997)
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1. Is Individual Preference Satisfaction an Appropriate Method
for Judging Social Welfare?
We noted in above that “ preference satisfaction” forms the philosophic foundation for
CBA. We can greatly smplify the discussion of the limitations of CBA by prefacing our
remarks with a brief discussion of instances in which society consciously chooses to
make satisfaction of individua preferences subservient to higher-order social
determinations. For example, it may be one's preference to drive while intoxicated, but
society has determined (in a political process) that such behavior will not be permitted.
The point is that society can choose to make preference satisfaction subservient to
particular and explicit socia determinations without undermining the intellectual
integrity of CBA.** However, there might be other circumstances in which CBA of social
determinations is useful in helping to decide whether the socia structures need to change.
For example, blanket prohibitions on exposure to potentially hazardous substances might
deliver relatively little benefit compared with their costs, particularly as the technologies

for detecting very low levels of contamination improve.

2. Equity Considerations

It is often argued that CBA takes the existing distribution of income as given and does
not consider the equity implications of the policies that it seeks to evaluate. In terms of
the six criticisms of CBA noted earlier, this criticism points to the anonymous manner in
which the welfare changes of individuals are aggregated to obtain estimates of the change
in socia welfare.

The criticismisvalid asfar asit goes. Anonymous weighting of individua welfare does
not take equity into account. However, that need not be the case (Burtraw and Kopp,
1994; Slesnick 1999). Because one can weight in any number of ways, the problem is
that someone must state explicitly what the weights should be. Inasmuch as thereis no
established “right” to equity in the distribution of individua well-being, where would a
policy-maker get the needed weights? She might decide to use her own weights, but the

43 |Laws that bar discrimination are other obvious examples of instances where the preferences of some
have been over-ridden by the political decisions of society as awhole.
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transparency of the CBA method would reveal them immediately, and those who
disagreed could easily counter with their own weights. No equity weights have been
sanctified through some political process, and anonymous aggregation has become the
default in CBA. It has no claim to moral superiority or scorn. Even with this approach,
however, more disaggregated CBA can provide important information about the
incidence of effects.

3. Preference Satisfaction

CBA is meant to convey some normative information to decision- makers, namely,
whether a policy could make the society better off than the status quo. The normative
character of CBA is derived from the assumption that the satisfaction of individua
preferences gives rise to individual well-being and that socia well-being is a function of
individual well-being. The preference satisfaction assumption is crucia to the normative
properties of CBA, but one can do little to establish the validity of the assumption.

The root of the disagreement regarding the use of individua preferencesisthe
determination of what would make up an index of social welfare or aggregate well being.
Anindex servesto aggregate el ements of alist into asingle value. In the smplest case,
which will suffice here, aggregation to a measure of individua satisfaction is
accomplished by weighting the elements and summing. But where do the weights come
from? In welfare economics, the weights are derived from the economic values obtained
from the observed choices of individuals, which economists attribute to underlying

preferences™

Accepting the proposition that economic value is linked to the intensity of individual
preferences and that choices based on preferences permit one to infer economic values
does not imply that it is ssmple to infer these values. The problem of measuring valuesis

most severe for tangible and intangible items that are not traded on organized markets,

44 The welfare economist Harsanyi states the economic view most directly, "The principle that, in deciding
what is good and what is bad for a given individual, the ultimate criterion can only be his own wants and
his own preferences’ (1955). The "Principle of Autonomy" that Harsanyi articul ates does not depend on the
reasons one has for particular preferences. What matters for Harsanyi is that individuals apply the weights
and the weights are permitted to be specific to each individual .
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where one can observe the tradeoffs faced by individua and the choices they make, as
discussed further below.

4. Elements of the Individual Social-Welfare Index

Two criticisms of the individual welfare indexes used in CBA bear on the e ements that
make up the index. The first has independent standing even if one accepts preference
satisfaction. It argues that many preference-based factors can be influenced by a policy
and that CBA includes only a subset of them as elements of the individual welfare index.
That isavalid concern. For reasons of time, budget, tractability, and available
information, some preference-based factors that might be affected by a policy might be
left out of the index. To the extent that that happens and to the extent that the excluded
factors are heavily affected by the policy and have high economic vaue (alarge weight
in the index), the results of the CBA will be affected in an unknown direction. How one
can deal with this possibility is discussed below when we address implementation iSsues.

Like thefirst criticism, the second is logically valid even if one accepts preference
satisfaction. It acknowledges that preferences are linked to individual well-being but
claims that there is more to well-being than preferences. Naturally, if one defines
preferences in such anarrow way as to exclude important attributes that affect well-
being, this argument has some force. For example, if one were to limit preferencesin the

manner of simple models of “egoism,”*

important aspects of well-being could well be
left out. Another example of such alimitation in CBA isthe exclusion of what
economists call “nonuse” valuesimplied in S. 343 (the Comprehensive Regulatory
Reform Act of 1995).* However, it can equally be argued that these limitations are
entirely arbitrary and the concept of preferences is rich enough to encompass all facets of
life that giveriseto well-being. Thus, the importance of this argument seems to rest on
how one chooses to define preferences and on whether one can identify factors other than

preferences that affect well-being.

45 Models of "egoism” generally restrict preference to those things that benefit the individual directly.
Thus a“preference” for self-sacrifice in the attainment of some worthy goal, for example, would be
excluded.

46 See the report of the Senate Judiciary Committee on S.343, May 25, 1995, page 59.
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One such class of factors often mentioned is categorized as "ethical” considerations,
including fairness to future generations or the integrity of conduct within the current
generation in maintaining "critical" environmental resources. Some philosophers, such as
Bryan Norton (1994), maintain this view. Others strongly dispute that ethical
considerations are not a reflection of preferences, given a broad-enough conception of
preferences, and that the dispute is one of data and measurement rather than basic
concept (Kopp, 1992).

5. Economic Value Is Not a Measure of Preference Satisfaction
The criticism here isrelatively straightforward--that the economic value of something is
not related to the well-being that a person enjoys as a result of that thing. For example,
this argument impliesthat if oneiswilling to pay $3.00 for a bottle of imported beer and
only $1.50 for a bottle of domestic beer, it is not possible to say that the person's well-
being is greater if he or sheis given an imported beer than it would be if he or she given a
domestic beer.

For this argument to hold, it seems that one must assume that actions (choices) are not
motivated by preferences or that people cannot make choices that reflect their
preferences.”” We have aready addressed this argument above.

6. Economic Value of Some Things Cannot Be Measured

It is argued by some that there are things that humans cannot put a price tag on.*
Aspects of the environment often fall into this category. That might well be true, but it
does not imply that individuals cannot determine how important aspects of the
environment are to them. As above, economic values are inferred from the choices made
by individuals. 1t would be wrong to think of economic values as dollar-denominated
numbers in one's brain to be downloaded when a person is asked the worth of a beautiful
ocean sunset; rather, such a value might be inferred from the things that one gives up to

47 1f the argument is that preferences are not linked to well-being and therefore economic value is not
linked to well-being, one is restating the preference satisfaction critique.

48 A corollary to this statement is that there are some things that should not have a price tag placed on
them.
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see the sunset (e.g., the cost of travel to the ocean).*® To economists, the importance of
things (tangible or intangible) is revealed by what a person will give up to obtain them.
The lower bound on the value of the item obtained is equated to what was given up. If
the thing given up was money, the value can be expressed in monetary units; otherwise, it
is expressed in the natural units of the thing given up.

This discussion aso addresses the concern that benefit measures are not “real” measures
of benefit since individuals do not actually have to pay or the implementation of the
policy would not actually increase financial wealth or reduce costs. CBA focuses on
socia welfare and not only on private, market related, benefits and costs. Thus the
measures of welfare are grounded in the amount that an individua would be willing to
pay or tradeoff for a particular improvement in quality. In this sense a policy may not
result in achange in financial transactions or a change in GDP, but it may significantly
enhance socia welfare. Thisis because many things that are considered components of
welfare are not priced in the market and are not measured in GDP calculations,
nevertheless, individuals are willing to make significant tradeoffs to retain or enhance
these things. More specifically to issues surrounding air quality regulatory reform,
increasesin air quality may reduce monetary costs associated with medical care, all else
remaining constant, however, reduced medical costs reflect only some of the benefits
arising from improved air quality.

7. The Well-Being of Society Is Not Necessarily an Aggregation
of Individual Well-Being

In the 18th century, economists seeking to avoid issues of interpersonal comparisons of
well-being put forth the principle of Pareto optimality as arule to be used when one seeks
to decide among alternative public policies. A policy aternative is a Pareto improvement
if at least one person's utility can be raised without lowering any other person's utility.
That a Pareto improvement would be an improvement in the well-being of society seems
relatively uncontroversia (other than for those who, as discussed above, reject the entire

49 Analyses of the economic value of recreational experiences have used this approach, quantifying the
monetary value of those things given up to recreate, to calculate alower bound on the value of recreation
experiences.
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concept of utility as an indication of well-being). Unfortunately, few policies would pass
the Pareto test--more often, there are both winners and losers.

As a consequence, aweaker compensation test was proposed. The so-called Kaldor-
Hicks notion of compensation implies that a policy is preferred to the status quo if al
those who benefit from the policy (the benefactors) could in principle compensate those
who suffer (the sufferers) and still remain better off.>° In the context of the compensation
principle, the benefits of a policy are equa to the increased utility enjoyed by the
benefactors, and the costs of the policy are equal to the compensation of the sufferers (see
Kaldor, 1939, and Hicks, 1939). Alternatively, the benefits of a policy are equal to the
maximal amount of money that people would be willing to pay to livein aworld with the
policy in force rather than not; conversely, the cost is equa to the minimal amount of

money that people would require to live in aworld in which they bore the costs of the
poliCy.Sl

The compensation principle also suggests away of representing the social welfare of
effects of apolicy in terms of the aggregate of changes in individua monetized effects.
More precisaly, the benefits of a policy could be said to exceed the costs if the aggregate
of al beneficiaries willingness to pay (WTP) for the program exceeds the aggregate of
all sufferers willingness to accept (WTA) compensation to live with the program. The
major advantage of this approach from the perspective of CBA is that information on the
monetary values of benefits or costs to various individuals can be simply aggregated to
evaluate the social benefits and costs.

A number of objections to that approach are found in the literature. Over 40 years ago,
the economist Kenneth Arrow proved an "impossibility theorem" stating that no smple
representation of total social welfare--additive or otherwise--smultaneoudy satisfied a
number of intuitively desirable properties. Although the truth of the theorem is not in
dispute, it does not point to any alternatives for practical application of economic analysis

in public-policy venues.

51 In redlity, benefactors and sufferers may be one and the same.

215



Aside from this theoretical objection from within economics, there are philosophic
objections to both the compensation approach in particular and any welfare-aggregation
measure in general. A common concern is that this fundamentally utilitarian approach
leads to ethical quandaries, e.g., when afew people can benefit alot by making the lives
of others (either now or in the future) miserable. In effect, the problem hereisonein
which compensation cannot be or is not paid.

An alternative perspective is one based on some concept of justice, such as the Kantian
imperative to treat othersfairly or Locke's view that people have the right to be secure
against losses imposed by the actions of others. In the environmental-policy arena, these
perspectives are manifest in concerns for resource stewardship across generations and for
fairnessin access to current benefits (environmental justice). Unfortunately, no
definition of what constitutes justice in these contexts is widely accepted. With the
exception of Rawls's (1971) justice criterion, that the utility of the least well-off be
maximized, it is not easy even to trandate the criteria into measurable quantitative terms,
thisis not a disadvantage to their advocates, but it make them obviously incompatible
with CBA.

A more practical concern with aggregate net-benefits measures is the equal weighting
placed on all individuals. As noted before, however, such aweighting is not an inherent
requirement of CBA; instead, it is a default assumption that reflects alack of consensus

about alternative weights to reflect distributional concerns.
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Appendix B: Monetary Values for Morbidity Effects in AQVM 3.0
Table B1l: Monetary Valuesfor Morbidity Effectsin AQVM 3.0

Estimate per Incident>

Mor bidity 1996 $CDN , N Type of
Effect o Contral | Figh Primary Sour ces Description of Approach Edtimate
WTP surveys to assess trade-off options for risks of
developing (severe) chronic bronchitis vs. 1) cost of living
associated with hypothetical residence locations options
where in some locations risks of developing chronic
respiratory disease are lower but cost of living is higher and
Viscusi et dl. (1991) Pricing Environmental 2) risk of death in auto accident.® Krupnick sample (n=190)
Health Risk§ Survey A ent of Risk-Risk had arelative with a chronic respiratory disease. Viscusi
Adult 4 Risk-D l'l T ?{j SfEfESfE ! Chroni sample (n= 390) was more reflective of general population.
Chronic and RIScLollar Trade-ots for L.hronic The median estimate from the Viscusi study ($457,000 1990 -
o Bronchitis, Journal of Environmental : . Willingness
Bronchitis $175.000 $266,000 Economics and Management 21 (1): 32-51 $US) was selected as the basis for the central estimate. The o
' 5 $465,000 9 . : 20" percentile value of $300,000 and 80™ percentile value (WF_)I_ag)sg
(p. 5-30 - : of $800,000 (1999 $US) were selected as the low and high
5-33).% Krupnick and Cropper (1992). The Effect of estimates. These values were converted to 1996 CDN $ by

Information on Health Risk Vauations. Journal
of Risk and Uncertainty, 5 : 29-48.

multiplying by the 1990 PPP index™ of 1.22 and inflating
using the CDN CPI values™ of 119.5 for 1990 and 135.7 for
1996. Using Krupnick’s estimated elasticity with respect to
severity of 1.16 (average case is 58% lower WTP than for
severe case) the Viscusi et al. estimates were adjusted to get
the central, high and low estimates for an average case of
chronic bronchitis.®

2 |ow, Central and High refer to low, central and high estimates used in uncertainty analysis, according to the weights which appear at bottom of table

%3 Page numbers refer to AQVM Verson 3.0 (AQVM 3.0) Report 2: Methodology Final Report. Prepared by Sratus Consulting Inc. Sept. 3, 1999.

% The WTP estimates reflect the perceived welfare effects of living with chronic bronchitis over the entire course of the illness, which can span many years.
% See reviewer and stakeholder comments regarding this approach.
% The purchasing power parity (PPP) index measures the relative value of currency based on the “purchasing power” of the currencies to convert U.S. values to their Canadian
equivalent. All PPP values are from Statistics Canada National Income and Expenditure Accounts Annual Estimates 1981-1992 and 1984-1995.
5" All Canadian consumer price index and medical cost index information comes from Statistics Canada 1996. U.S. price indices are from U.S. Bureau of Census (1994)

%8 This adjustment was done to better reflect the level of severity defined in the study by Alley et al. (1993) upon which the estimates of new cases of chronic bronchitis are based.
% WTP = Contingent Vauation WTP estimate.
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Mor bidity

Estimate per Incident®

Type of

Effect (1996 $CDN) Primary Sour ces Description of Approach Edimate
Low | Centra | High
The central estimate is calculated as follows:
Canadian Institute for Health Information
(1994). Resource Intensity Weights: Summary WTP
of Methodology 1994/95. .
Central $RHA=( (average length of hospital stay X estimates
aver age daily wage®) + estimated cost of a hospital stay | NOt.
for treatment of respiratory diseasein Canada ($1996) X | available.
Burnett, R. et al. (1994). Effects of Low WTP/COI ratio® Adiusted
Respiratory Ambient Levels of Ozone and Sulphates on the i f
hospital Frequency of Respiratory Admissions to = (5.7 daysx $117) + $2608 X 2 '(i(I)St 0
admission Ontario Hospitals. Environmental Research 65: | = $6,600 £ 50% for low and high estimate (all values e
172-194. rounded to the nearest $100) (Can
$3,300 $6,600 $9,800 approach
Hospitalization costs are estimated by multiplying Resource | Was used
(p.5-33— Intensity Weight of 1.1597 (RIW- an index of relative which
5-34) demand of hospital resources) by average cost of a unit of requires
Burnett R. et al. (1995). Associations between | RIW which was $2,500 CDN in 1992. Costisinflatedto | dataon.
Ambient Particulate Sulphate and Admissions | $2,608 (1996 SCDN using CDN medical care price index hospitalize-
to Ontario Hospitals for Cardiac and values of 136.5 for 1992 and 142.1 for 1996.%). For overal| | tion Costs
Respiratory Diseases. American Journal of respiratory hospital admissions, an average across and
Epidemiology, 142 (1): 15-22. hospitalization costs was used for several respiratory foregone
illnesses related to PM 10 and ozone exposure using wages.

admission rates reported in Burnett et al. (1994: 1995) as
weights. A similar average across lengths of hospital stay
reported for same illnesses was used to estimate foregone
wages.

% |_ow, Central and High refer to low, central and high estimates used in uncertainty analysis, according to the weights which appear at bottom of table
& Statistics Canada reports average weekly earning of $586 for 1996. Thisis approx. $117/day. The average daily wage is used as a measure of the average opportunity cost of
time for employed and not-employed individuals, on the presumption that those who are not employed value their leisure or household services at alevel equal to the wage they
forego in choosing not to pursue paid employment. See further discussion p. 5-29.
% A WTP/COI ratio of 2 is used to account for additional pain and suffering losses not reflected in the COl numbers (except for non-fatal cancers where 1.5 isused) . Thisratio is
based on studies addressing changes in incidence of asthma symptoms (Rowe et a., 1984; Rowe and Chestnut, 1986), increased frequency of angina symptoms (Chestnut et al.
1988) and risks of cataracts (Rowe and Neithercut, 1987) See further discussion p. 5-7 - 5-9.
8 Estimate does not include fees for physician services.

% Adjusted COI = COI x 2 to approximate WTP
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Mor bidity

Estimate per Incident®

Type of

Effect (1996 $CDN) Primary Sour ces Description of Approach Edtimate
Low | Central | High
Canadian Institute for Health Information
(1994). Resource Intensity Weights: Summary
of Methodology 1994/95. )
Same method as above to calculate COIl based estimate of
Burnett, R. et al. (1994). Effects of Low value.
Ambient Levels of Ozone and Sulphates on the _ . WTP
Cardiac Frequency of Respiratory Admissions to Central ﬁC.T'A_( (ae\éer age !engtgdof hos;]zlta:] stay ;I( estimates
Hospital Ontario Hospitals. Environmental Research 65: ?(\)Irerci}\??jiaac] govs\;)ai?zl ; J;f;;@ﬁtin ggﬁtagaeéfggé; Xstay not
Admission $4,200 $8,400 $12,600 | 172-194. WTP/COI ratio available.
.5-34 i ati . . o Adjusted
(P ) ilrfr:tr;%;FPgnilulgzgssal pAh;?:(;ra]ﬂ (X];rglegvgﬁg Central $/Cardiac Hospital Admission = (5.6 days X $117) COJI.
to Ontario Hospitals for Cardiac and 9B X 2
Eﬁgﬁgg&'ﬁ;ﬁ)wégan Journal of = $8,400 + 50% for low and high estimate
Canadian hospital admissions data
U.S. average cost of emergency room visit of $85 (U.S.
1984 dollars) is converted to $168 1996 CDN dollars using
the 1984 PPP index value of 1.25 and inflating using the WTP
Emergency U.S. EPA (1988). Regulatory Impact AndlySis | canadian medical care price index value of 89.9 for 1984 | €stimates
Room on the National Ambient Air Quality Standards | ;nq 1421 for 1996 not
Visits $290 $570 $860 | for Sulfur Oxides (Sulphur Dioxide). Prepared ' ’ available.
(p.5-39) 'tl)')r/ig;e I(g fggr? O,Lé ir and Radiation, Research Central $/Emergency Room Visit= (1 day®” X $117) + Adiusted
P- gie Fart, N $168) X 2 o
= $570 + 50% for low and high estimate

% Low, Central and High refer to low, central and high estimates used in uncertainty analysis, according to the weights which appear at bottom of table
% Statistics Canada reports average weekly earning of $586 for 1996. This is approx. $117/day. The average daily wage is used as a measure of the average opportunity cost of
time for employed and not-employed individuals, on the presumption that those who are not employed value their leisure or household services at alevel equal to the wage they
forego in choosing not to pursue paid employment. See further discussion p. 5-29.

%t is presumed that an emergency room visit is associated with an average of one work loss day.
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M or bidit Estimate per Incident68 _ e Tvpe of
Effect y (1996 $CDN) Primary Sources Description of Approach E)s/triJmate
Low | Central | High
U.S. average annual medical treatment costs of $42 (U.S.
1977 dollars) is converted to $153 1996 Canadian dollars by
inflating to its 1983 U.S. dollar equivalent using the U.S.
medical consumer price index values of 57.0 for 1977 and WTP
, Krupnick and Cropper (1989). Valuing 100.6 for 1983. The 1983 dollar value is multiplied by the | EStimates
Child . Chronic Morbidity Damages: Medical Costs, 1983 PPP index value of 1.24 and inflated using the not.
Bronchitis $150 $310 $460 | Labor Market Effects, and Individual Canadian medical care price index values of 85.1 for 1083 | valable.
(p. 5-35) Valuations. Final Report to U.S. EPA, Officeof | and 142.1 for 1996. (A:glusted
’ Policy Analysis h
Central $/Child Brochitislyear = $153 X 2 ngéoac
= $310 + 50% for low and high estimate®
Recent data from the Health Interview Survey™ indicates
that about 40% of all restricted activity days (RADs) are
bed-disability days. Ostro (1987) suggested that RADs
associated with air pollution exposure may be lesssevereon | WTPis not
average than all RADs. An assumption that 20% of RADS | available.
. due to air pollution exposure are bed-disability days was Adjusted
Restricted Ostro (1987). Air Pollution and Morbidity mede. Productivity |osses associated with bed-disability | ol and
Activity Revisited: A Specification Test. Journal of days are estimated as equivalent to the daily wage ratefor | wTp
Days $37 $73 $110° | Environmental Economics and Management employed individuals ($117).”Taking aweighted average | estimates
14:87-98. of the value for bed-disability days and more minor RADs | for days
(p. 5-35) (see minor restricted activity days below) gives the average | with
value for an air pollution induces RAD as follows: symptoms
used.
Central $/RAD = (.2 X $117 X 2) + (.8 X $33)
= $73 + 50% for high and low estimate

% L ow, Central and High refer to low, central and high estimates used in uncertainty analysis, according to the weights which appear at bottom of table
% These estimates do not reflect any value for lost productivity during the time the children areill. Monetary estimates for lost productivity because of illness for children are not
readily available. (p. 5-35).
™ A restricted activity day (RAD) is ameasure of illness defined by the Health Interview Survey (HIS) as aday on which illness prevents an individual from engaging in some or
all of hisor her usual activities. Thisincludes days spent in bed, days missed from work, and days with minor activity restrictions because of illness.
™ Reference not provided
2 The same measure of ost productivity for not-employed individuals is applied on the presumption that it is a measure of average opportunity costs for al individuals. (p. 5- 36).
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Mor bidity

Estimate per Incident73

Type of

Effect (1996 $CDN) _ Primary Sour ces Description of Approach Edtimate
Low | Centra | High
WTP survey study that obtained asthmatics' estimates of
WTP to prevent an increase in “bad asthma days’ (BAD).
Each respondent defined for himself aBAD onalto7
severity scale for asthma symptoms. WTP responses were
Asthma Rowe R.D., and L.G. Chestnut. (1986). positively associated with the t?aseline frequency of asthma
Symgtom OXi(éfantS angI Asthmaticsl; |t_)os Angeles: dA g/mg;cs)en;s ar:(rj] how ettnedasthmq'ilc) defined aBAD (values
Benefits Analysis. Prepared by Energy an incr with reported severity
Days $17 $46 $75 Resource Consultant, Inc. Report to the U.S. WTP
(p. 5-36) EPA, Office of Policy Analysis Washington, A central estimate of $25 (1984 $U.S) was converted to
: DC., March EPA 230-09-86-018. 1996 $CDN of $46 for the central estimate, $17 for the low
estimate and $75 for the high estimate by multiplying the
origina values by the 1984 PPP index value of 1.25 and
then inflating using the Canadian consumer price index
values of 92.4 for 1984 and 135.7 for 1996.
Survey respondents were asked how much they would be
willing to pay to avoid a day with various specified
symptoms such as serious or minor coughing. The focus
was on respiratory symptoms that might be related to air
. . pollution levels. Krupnick and Kopp's (1988) approach is
I(_)foghn"li?)r;]g gleé;r?zsggn Slggétbg? (;\r:?l QAu r;lailt{,ss followed which states that a MRAD must be more severe
Mi g ; d than a single symptom day (congestion, cough, etc.) and
inor Control. Journal of Environmental Economics must be valued less than awork-loss day where oneiis
RAeittR/ﬁ)e/d and Management 6:222-243. entirely unable to work due to illness. The low estimate of | WTPto
D $20 $33 $57 Tolley et al. (19864). Valuation of Reductions $11 (1984 $U.S.) is based on the median estimate of avoid
Y in Hiyman H ealth Sym toms and Risks Lehman’s severe symptom day. Lehman’s high value of $18 | symptoms
(p. 5-37) Preared at the UniverFs)ity of Chicago .Fi nal (1984 $U.S.) for a severe symptom day is selected for a
P- g ado. central estimate. The high estimate of $31 (1984 $US) is
Report for the U.S. EPA. Grant CR#-811053- based on Tolley’s median estimate for a symptom
01-0. January. combination. These values are converted to equivalent 1996
Canadian dollars ($20, $33, and $57) by multiplying by the
PPP index value of 1.25 for 1984 and then inflating using
the Canadian consumer price index values of 92.4 for 1984,
and 135.7 for 1996.

3 Low, Central and High refer to low, central and high estimates used in uncertainty analysis, according to the weights which appear at bottom of table
™ These WTP estimates were also adopted by Krupnick and Kopp (1988). The Health and Agricultural Benefits from Reductionsin Ambient Ozone in the United States.
Resources for the Future. Washington, D.C. Discussion Paper QE-88-10.
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Mor bidity

Estimate per Incident75

Type of

Effect (1996 $CDN) _ Primary Sour ces Description of Approach Edimate
Low | Centra | High
The monetary valuation required for acute respiratory days
Loehman et a. (1979). Distributional Analysis | isavalue for the days on which symptoms are noticeable
of Regional Benefits and Cost of Air Quality but do not restrict normal activities for that day. Median
Acute Control. Journal of Environmental Economics | results of $4 to $12 per day (1984 U.S. dollars) from studies
Respiratory and Management 6:222-243. to estimate WTP to avoid a day with a single minor
Symptom $7 $15 $22 respiratory symptom such as head congestion or coughing WTP
Days Trolley et al. (1986a). Valuation of Reductions | were used.” $4, $8 and $12 were converted as the low,
in Human Health Symptoms and Risks. central and high values to equivalent 1996 Canadian dollars
(p. 5-37) Prepared at the University of Chicago. Fina by multiplying the U.S. values by the 1984 PPP index value
Report for the U.S. EPA. Grant CR#-811053- of 1.25 and then inflating using the Canadian consumer
01-0. January. price index values of 92.4 for 1984 and 135.7 for 1996. The
low, central and high values were $7, $15, and $22.
Probability
weighting
for all 33% 34% 33%
morbidity
values

Low, Central and High refer to low, central and high estimates used in uncertainty analysis, according to the weights which appear at bottom of table
Median results from these studies were used because neither study did any adjusting for potentially inaccurate high WTP responses, resulting in reported mean WTP estimates that
far exceed the median values.
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Appendix C: Responses to Stakeholder Comments

Air Emissions

Level of accuracy of RDIS Emissions Inventory Data

Section 4.0
Section 4.1
Section 4.11
Section 4.12
Section 7.3.1
Section 7.3.2

Emission estimates are based exclusively on factors not actual measurement

Section 4.1
Section 4.12

Emission Reduction to Ambient Concentration Levels

Uncertainties in source-receptor relationships for PM and Ozone to properly link costs and benefits

Section 4.2
Section 4.4
Section 4.5
Section 4.8
Section 4.11
Section 4.12

Transboundary flow of pollutants from the U.S. is not considered

Section 3.2.5.1
Section 4.0
Section 4.8
Section 4.12

Simplistic methods used to simulate the relationship between PM and Ozone precursors and
atmospheric levels

Section 4.1
Section 4.2
Section 4.3.1
Section 4.8
Section 4.10
Section 4.12

Present atmospheric levels of pollutants are only partially characterized

Section 4.1
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Limited spatial and temporal datafor PM, especially PM2.5 Section 4.1
Section 4.11
Section 4.12
Limited rural and background level datafor PM and Ozone Section 4.11
Section 4.12
Single site measurements may not be representative of regional air quality Section 4.11
Section 4.12
Measurement error and inadequacies of ambient monitors Section 4.11
Section 4.12
Approach to Estimation of Costs
Application of a blanket reduction scenarios of (25%, 50% 75)% is not directly comparable to Section 7.3.1
benefits.
Technologies are assigned to sources with no evidence to confirm their compatibility or
. . Section 7.3.1
functionality.
U.S. cost estimation methodology has not been validated for use in Canada.
Section 7.3.1
U.S. cost model does not consider technology effectiveness nor capital and operating costs.
Section 7.3.1
Assessment of Health Effects
The statistical link between particul ates and respiratory mortality is very weak. Dockery et a (1993)
report statistically significant associations only when CV and respiratory diseases were grouped Section 5.2.1

together or when deaths due to all causes were considered. The ACS study (Pope et al., 1995) reports
asmilar finding.
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Modest changesin CR relationships can have huge impacts on calculated benefits. Range of
estimates for CRR in AQVM do not reflect true degree of complexity

Section 5.1

Section 5.2.1 Non-threshold
dose-response assumption
Section 5.4

Section 5.5.
o _ ] ] _ ] _ o Section 5.1

Biasin the lack of presentation of epidemiological studies that report negative associations between Section 5.2.1 Causality
ozone exposure and human health impacts (in the Ozone Science Assessment Document) Assumption

Section 5.4
Confounding effects of co-occurring pollutants could result in overestimation of PM and ozone _
associated health impacts. Burnett’s 1997 study concluded that the statistically significant positive Section 5.1 _
association evident with fine particulate mass could “largely be explained by the gaseous air iggﬂ%”pg’fn'l Causality
pollutants’. Burnett et al. (1999) suggests that the proposed relationship between PM 10 and Section 5.4
cardiorespiratory hospitalizations (0.7% per 10 pg/m3 increase in PM 10) may be significantly Section 5.5

overstated

Without better knowledge of who is affected and why, the public health significance of the findings
are very uncertain

Section 5.2.1 Public Health
Significance of Health
Improvements

Default linear non-threshold dose-response may be false at the level of the individual .

Section 5.2.1 Non-threshold
dose-response assumption

Burnett et al. 1995 study of PM 10 associated hospital admissions used a univariate analysis based on
sulphate exposures. There are methodological problems associated with approach used to convert
sulphate to PM 10 (ratio of sulfate to PM10 of 0.18)

Section 5.2

Studies by Schwartz et al. (1996, 1999) suggest that the coarse fraction of PM 10 above 2.5 pm is not

Section 5.2.1 Causality

Assumption
associated with mortality. The 1999 study concludes that coarse particles from windblown dust are Sectionp5_3
not associated with mortality risks. Section 5.4

Section 5.5
Approach to Valuation of Health Benefits
VSL estimates appear to be very high relative to amounts that are spent on public programs to reduce
risks to human life, or amounts that the public actually spends to reduce health risks. Studies of Section 8.5
expenditures on public safety programs show that median costs per expected life saved are “low”

226




($40,000) relative to VSL estimates.

The use of VSL measures generates very large aggregate values that are difficult to accept given the
sizes of other health related programs. For example, the aggregate value of reducing PM to

background levels appears to be very large relative to the entire health care program in Canada. Section 8.5
The economic valuation results for certain components of morbidity value appear to reflect a“worst
case” scenario. For example, the estimates of Chronic Bronchitis used in the CWS process appears to Section 8.5
be based on more severe cases than the dose response function is based on. '
QALY approach is amore appropriate approach given the age and compromised health status of those | Section 9.4
most affected. Appendix D
- . . . . . Section 8.6
Willingness to pay approach is controversial. This controversy is not acknowledged or discussed and Section 11

the justifications for selecting this as the preferred methods for CWS CBA is not provided.

Communication of Uncertainty

Issues and uncertainties associated with the methodologies are not communicated effectively.

Sengitivity analyses requirement for key assumptions such as threshold assumption,
discount rates etc.

Sensitive bounds should be published and agreed upon with stakeholders
Cumulative possible total of uncertainties needs to be part of the communication

Executive Summary
Section 5.2.1
Section 7.3.2
Section 7.6

Section 11
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Appendix D: Key Uncertainties in the Cost-Benefit Analysis

Table D1: Key Uncertaintiesin the Cost-Benefit Analysis of CWSfor PM and Ozone

EMISSIONS ESTIMATION

CWS APPROACH

Baseline emissions data from Environment Canada 1995 Residual Discharge
Inventory System (RDIS) —fixed baseline

No direct account taken of secondary aerosol production
Transboundary (TB) sources not directly taken into account

Natural emissions not directly included but indirectly included via subtraction
of background levels

Air Quality (AQ)— used several year average for ozone, TPM, PM o and PM 5

PANEL CRITIQUE

RDIS —on agloba basis NOx amounts probably accurate to about 20-30%
based on fuel usage. PM sources are much more uncertain. Spatial emissions
are al'so much more uncertain.

Transboundary sources— small effect for Greater Vancouver Regional District
(GVRD), 100% for Atlantic region, about 50% for the Windsor Quebec
Corridor (WQC)

Natural emissions — uncertain, but likely to vary from important to dominant
away from urban centres, both for VOCs and PM; 5

Key Limitations
Open sources- potentially major contribution to PM 10 but with large
uncertainty
Limited existing knowledge of composition of aerosols
Monitoring — currently limited mostly to every 6 days for PMyo, PM; 5, limited
PM, 5 data
RDIS + natural sources + secondary sources — Potentially major uncertainties
in spatial distribution of emissions and PM emissions in particular.
RELATIVE

UNCERTAINTIES

(Probably Minor,
Potentially Major)”’

Transboundary sources — potentially major for ozone and PM

Natural sources— potentially major for PM, 5 away from urban centres,
probably minor for ozone

AQ monitoring probably minor for 0zone while composition of aerosols is not
well determined on aregular basis. Thisis of concern for estimation of health
effects using epidemiological studies

DIRECTION OF BIAS®

Difficult to determine for ozone. In urban centres, will depend on whether or
not in a non-linear regime. Thiswill depend on the NOx/VOC ratio. If thisis
altered it could affect the linearity.

PM islikely to be dominated by natural emissions away from urban centres,
open sources remain uncertain and thus the cut backs applied to anthropogenic
sources could sometimes be dominated by the unregulated sources.

" Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010” Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

8 Theu.s. EPA report “ The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information
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RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Improvement of the emission data base on ayear by year basis. Include
forecast for baseline, projectiong/effects of other regulations coming on line.
Thiswould be inline with the GVRD. Improved spatial details for emissions.

Transboundary — this would seem to be best handled by physically based
(Eulerian) 3D modeling.

Additional use of source receptor analysis would be very useful but will
require upgrading and measuring Canadian source speciation.

Need to improve estimates of natural emissions.

Could improve year by year effect using remote sensing technology and
measurements

Correlation methods with proper source specification would improve the
situation.

Upgrade the current monitoring system to continuous monitoring. More rura
monitoring to help assess open source/background emissions. More
information on the composition of aerosols both for source identification and
epidemiological studies.

TRANSLATING

EMISSIONS CHANGESTO AIR QUALITY CHANGES

CWS APPROACH

Reduction of ambient ozone and PM levels to match CWS — quasi linear for
ozone and linear for PM, 5 and PM 44 reduction factor, R.

Linear (scaled) application of R to emissions without (direct) consideration of
long range transport or natural emissions.

PANEL CRITIQUE

Key Limitations

Linearity would appear to be too limiting for ozone, perhaps aso for PM, s and
P'\/I 10-

Datafor correlation studies estimated from modeling studies that were (a) at
limited horizontal resolution and (b) reductions applied in the model were
across the board.

RELATIVE
UNCERTAINTIES
(Probably Minor,

Potentially Major)™

Potentially major

DIRECTION OF BIAS®

Likely to overestimate changesin air quality for a given reduction in
emissions. Could even get the direction of change wrong in certain cases.

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Use physical based modeling with improved emission inventory: this would
address both limitations simultaneously.

Develop Canadian emission data base, particularly for particle emissions,
would allow for an improved assessment of effects by statistical methods.

Use of integrated (3-D) Model with ozone and PM capabilities embedded in
meteorological framework which is state of the art.

L kely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010” Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

8 Theu.s. EPA report “ The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information
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ESTIMATION OF AVOIDED HUMAN HEALTH EFFECTS

CWS APPROACH

AQVM isused to compute number of avoided health events using C-R
functions drawn from the epidemiological literature (see Tables 4, 5 and 6)
using aweight of evidence approach. To reflect uncertainties in the literature,
low, central and high estimates are selected based on likely ranges and are
assigned a probability weighting. Health endpoints for PM include: annual
mortality, chronic bronchitis, respiratory hospital admissions, cardiac hospital
admissions, emergency room visits, asthma symptom days, restricted activity
days, acute respiratory symptom, child acute bronchitis. Health endpoints for
ozone include: daily mortality risk, respiratory hospital admissions, emergency
room visits, asthma symptom days, minor restricted activity days and acute
respiratory symptoms. The Schwartz et al. (1996) time series study of daily
mortality in 6 U.S. citiesis used to develop the low C-R parameter for PM 4
and PM 5. The Pope et al. (1995) prospective cross-sectional study of annual
mortality ratesis used for the high C-R parameter estimate. The central C-R
parameter estimate is based on a two-thirds to one-third relative weighting of
the Schwartz study (low parameter) and Pope et a. study (high parameter),
respectively.

PANEL CRITIQUE

Key Limitations

CWS gave greater weight (2/3) to mortality derived from daily time series data
than to the mortality impact derived from cohort studies of annual mortality
(1/3). The Pope et a. (1995) cohort study provides the firmest C-R parameter
for the annual mortality impact because of the size of the cohort and the large
number of North American communities. Annual mortality data should be used
as the primary basis for determining the mortality impact because they include
impact of peak daily exposures and cumulative effects attributable to baseline
exposures over other time scales.

RELATIVE
UNCERTAINTIES

(Probably Minor,
Potentially Major)®

Potentially major for estimation of reduction in mortality associated with PM
and ozone reductions.

Probably minor for other health endpoints.

DIRECTION OF BIAS

The effects of air pollution on health are likely underestimated because of
random) errors in the accuracy of measuring exposure and outcome, and the
use of daily time-series analyses which only captures acute effects. Further, the
HEI reanalysis notes that C-R parameter from the Pope et al. cohort study of
largely middle class volunteersis very likely an underestimate when applied to
the overall population as the effect was larger for those with lesser educational
attainment.

8l Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010” Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

230




RECOMMENDATIONS
IALTERNATIVE
INPUTS, TOOLS,

The central concentration response parameter should be based on the Pope et.
al. 1995) study, the low from the Abbey et al. (1999) study and the high from
the Dockery et al. (1993) study.

The mortality benefits estimation should be more heavily weighted towards
exposure-response relationships assessed for PM, s rather than PM yo.

More human chamber studies using realistic exposure conditions to explore

APPROACHES cardiopulmonary response. These studies should be complemented with more
field studies including individuals with greater susceptbility to health effects
who could not participate, ethically in exposure chamber studies.

ESTIMATION OF AVOIDED NON-HEALTH EFFECTS
Household materials soiling was only non-health endpoint considered.
CWS APPROACH

Other endpoints were considered to be minor relative to health

PANEL CRITIQUE

Key Limitations

Omits important endpoints relative to total of non-health endpoints such as
visibility, greenhouse gases, agricultural yield, forestry, unmanaged
ecosystems

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)®

Potentially major from a distributional or sectoral standpoint. Ecosystem
effects are highly uncertain but potentially major.

DIRECTION OF BIAS®

Underestimates benefits

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Include agricultural productivity at least®

Use OME economic benefits, if AQVM cannot provide these numbers™
Approach selection of non-health categories in a systematic fashion

82 | ikely Significance Relativeto Key

Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach

could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010" Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

8 The U.S. EPA report “The Benef
Underestimate, Unable to determine

itsand Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
based on current information

8 http://www.gov.on.ca/lomafra/stats/crops
8 Impact of Ozone Exposure on Vegetation in Ontario (1989) Ontario Ministry of the Environment ARB-179-89-PHY TO, ISBN 0-

7729-6386-X
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BASELINE ASSUMPTIONS

CWS APPROACH

Assumes no other existing or future air quality management policies, a static
industrial structure, no economic growth, no existing abatement technologiesin
place, no future improvements in technology.

PANEL CRITIQUE

Key Limitations

CWS does not attempt to define or quantify baselines

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)®

Potentially major

DIRECTION OF BIAS”

Projected costs of meeting new regulations could be understated

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Definition of baseline is essential in a CBA study. Future CWS studies need
resources to include proper estimates of:

Impact of current and projected Canadian and U.S. regulatory policy
Technological change

Compliance baseline

Projections of economic growth

Demographic changes

COST OF EMISSION REDUCTION

CWS APPROACH

Based on 1995 emissions
Based on U.S. control cost data analyzed at process (SCC) level

Smallest sources not included, costs less than $100/ton for NO, controls and
$150/ton for al other pollutants were eliminated

Only considered the 15% least expensive sources
Assumed that no control systems are currently in place

Conversion of 1990 U.S. $/ton to 1995 CDN$/tonne assumed GDP deflator of
1.166029 and 15% reduction in relative cost of control technology inputs

Costs are based on direct regulatory approaches without consideration of the
potential for market instrument mechanisms

PANEL CRITIQUE

Key Limitations

Assumes that all processes in a sector can be controlled by the same system,
and that the cost will be independent of the size of the process

Assumes similarity in cost and technology structure between the U.S. and
Canada

Assumes that costs are linear with emissions, thisisonly valid in certain cases

8 Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010" Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

8 Theu.s. EPA report “ The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information
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Costs are based on engineering costs that do not consider behaviour or market
responses

Tax interaction effect is not included

Lack of consideration of baseline (technological change, current levels of
abatement, regulatory change, economic growth)

No evaluation of uncertainty
Lack of transparency in implementation of model and interpretation of results
Accuracy of Canadian emissions inventory data (RDIYS)

Impact of single control on multiple pollutants and interaction of controls
aimed at separate pollutants not considered

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)®

Some assumptions may have potentially major effects on cost estimation.

DIRECTION OF BIAS*®

On balanceit islikely that costs are underestimated if the tax interaction effects
are as significant as they appear to be in the recent literature.

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Low Cost Improvements:

Improved consideration of Canadian industry and source emission
categories (SIC and SCC combined) and treatment options
Ground truthing of control coststo the plant level
Assessment of existing emission control implementation
Consideration of non-technical approaches to emissions reduction (fuel
switching)
Consideration of co-benefits or multiple pollutant reductions with
individual technologies
Development of the baseline including consideration of alternative
regulatory approaches (incentive approaches to emission reduction)
Increase transparency in modeling of direct costs
Assess degree of uncertainty in costs estimates

Higher cost Improvements:
Improve RDIS
General equilibrium methods should be applied to regulatory policy
Assess costs under incentive based regulatory schemes
Research on tax-interaction effect in a Canadian context

Continued development of alternative decision-making frameworks as
methods to triangul ate with traditional CBA

Investment in human capital to improve CBA of environmental regulation

88 Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010” Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

8 Theu.s. EPA report “ The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information
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VALUATION OF HEALTH BENEFITS

CWS APPROACH

Use of AQVM; discount rate = 2%, 5%, 7.5%

PANEL CRITIQUE

Key Limitations

No major limitations. At the time, represented consensus among economists on
appropriate interpretation and treatment of literature except that almost all
benefit measures are transfers from the US.

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)®

Major uncertainties about the VSL because of benefits transfers involving the
hedonic wage and accidental death studies to the air pollution context.

DIRECTION OF BIAS™

Probably biased upwards on net, but biases run in opposite directions.

RECOMMENDATION/
ALTERNATIVE

Maintain reliance on willingness to pay approach.
AQVM needs to be updated regularly as new literature is produced and

INPUTS, TOOLS, accepted. o

APPROACHES Alternative approaches could be used in sensitivity analyses.
VALUATION OF NON-HEALTH BENEFITS

CWS APPROACH Household soiling only non-health endpoint assessed using AQV M.

PANEL CRITIQUE

Key Limitations

Estimates for household soiling are based on dated research

Unclear process for identifying which non-health benefit categories to include
in CWS CBA

Almost al benefit measures are transfers from the U.S. Limited Canadian
information.

RELATIVE
UNCERTAINTIES
(Probably Minor,
Potentially Major)

Ecosystem effects and values are highly uncertain and potentially large

DIRECTION OF BIAS

Underestimate

RECOMMENDATION/
ALTERNATIVE
INPUTS, TOOLS,
APPROACHES

Update and improve AQVM with non-health benefits

Include non-health benefits in a systematic fashion.

Research to improve Canadian components of valuation database and
ecosystem valuation estimates.

%© Likely Significance Relative to Key Uncertainties on Net Benefits Estimate: Probably minor (alternative assumption or approach
could influence overall estimate by <20% difference), Potentially major (>20% difference). Adapted from US EPA study The Benefits
and Costs of the Clean Air Act 1990 to 2010” Nov. 1990 study in which 5% difference was used see pg. 21, 33, 65, 79, 98.

! Theu.s. EPA report “The Benefits and Costs of the Clean Air Act 1990 to 2010” Nov. 1999 used the following: Overestimate,
Underestimate, Unable to determine based on current information
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Appendix E: Complete Text of Terms of Reference

The Royal Society of Canada Expert Panel to Review the
Socio-Economic Models and Related Components Supporting
the Development of Canada-Wide Standardsfor Particulate
Matter and Ozone

TERMS OF REFERENCE

FOR THE FORMATION AND OPERATION OF AN EXPERT PANEL TO
REVIEW THE SOCIO-ECONOMIC MODELSAND RELATED
COMPONENTS SUPPORTING THE DEVELOPMENT OF CANADA-
WIDE STANDARDS (CWS) FOR PARTICULATE MATTER (PM) AND
OZONE

Underlying Premise

An independent experts' review of the inputs, methodol ogies and results of models and
other components related to the socio-economic analyses supporting the selection of PM
and Ozone CWS would serve as a vauable input to the existing federal/provincial/
territorial process. It would assist in the review of standards following the fall * 99
meeting of CCME Ministers. Specifically, it would:

Help all parties develop a better understanding and appreciation of the
uncertainties associated with the analyses;

Add further credibility to the process by broadening the openness, objectivity
and transparency of the analyses; and

Thereby improve the prospects for consensus building among all stakeholders.

Recent health and environmental assessments providing the underlying science for the
selection of CWSs for PM and Ozone are already available from the WGAQOG™
process. The experts review will not include re-examination of the basic health and
environmental science.

Panel Terms of Reference

%2 WGAQOG = Working Group on Air Quality Objectives and Guidelines.
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The objective of the Expert Panel process will be to provide an independent, expert
review and critique of the socio-economic analyses conducted in devel oping the Canada-
wide standards on PM and ozone. Through areview of the models and associated data
and assumptions used in the analyses, the Panel will produce a report addressing the
following questions:

d. What are the strengths, merits, limitations, gaps and the degree of uncertainties
of the proposed approaches, models, and their inputs and outputs?

e. By what means could the models and analytical approaches be improved, so as
to minimize uncertainties and maximize the relevance, reliability and utility of
outputs?

f. What other approaches and/or tools could be used to conduct these analyses?
Proposed Process

The process will be consistent with the Expert Panel Manual of Procedural Guidelines
developed by the Royal Society of Canada (RSC). In the event of a conflict between this
process and the RSC Guidelines, the provisions of the RSC Guideines will prevail. The
following three groups will have specified roles and responsibilities, in keeping with
these guidelines:

A Sponsors Committee, consisting of representatives of the CWS Devel opment
Committee (DC) for PM and Ozone and stakeholder groups (industry, environmental and
health NGOs, others) will:

select and instruct a Technical Secretariat that will in turn support the process.
jointly with the Technical Secretariat, prepare a prospectus, consistent with
these Terms of Reference and the RSC Guidelines for submission to RSC, for
the work of the Expert Panel.

approve statement of work for the Expert Panel.

provide adequate funding and support to the Expert Panel

approve final terms with the Expert Pandl.

receive areport outlining the results of the Expert Panel findings and
recommendations; and

ensure that the Expert Panel findings are made available to the DC and
stakeholders for consideration in the CWS process.

A Technical Secretariat, engaged by and reporting and accountable to the Sponsors
Committee, will be comprised of CRESTech™, NERAM®* and the Royal Society of
Canada (RSC) and will, among other tasks:

% Centre for Research in Earth and Space Technology
% Network for Risk Assessment and Management
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jointly with the Sponsors' Committee, prepare a prospectus, consistent with
these Terms of Reference and the RSC Guidelines for submission to RSC, for
the work of the Expert Panel.

recruit Expert Panel members; the RSC will screen and make the fina
selection.

assist the Sponsors Committee and the Expert Panel to gain agreement

on the Terms of Reference.

RSC will advertise the Expert Panel process.

CRESTech will provide logistical, administrative, and contractual support to
the Expert Panel process.

The Expert Panel will:

follow the statement of work to which it has agreed.

hold a public meeting at the beginning of its deliberations.

deliver its observations and suggestions as per the established

terms and timeframe.

present and discuss its results with the DC and stakeholders

to assist them in their interpretation of their content and implications.

Commitment to Success

Recognizing that the Expert Panel review process constitutes a new and valued input to
the CWS process that is intended to be of mutual benefit to al engaged, the DC and
stakehol ders commit to:

engage actively in the process.

share relevant information required for the process.

provide adequate funding and support for the process.

share results of the process freely with the Canadian public and consider the
results of the Expert Panel observations and suggestions in the review of the
Canada-wide Standards on PM and ozone.

respect the established scope, objectives, schedule and budgets agreed upon
for the Expert Panedl.

Recognizing that the integrity and credibility of the Expert Panel, its composition, terms
of reference and processes, are vital to the success of the expert review, the Sponsors
Committee, and the technical secretariat are committed to ensuring that the Expert Panel
and process be:

objective and independent.

unbiased and free of conflicts of interest, real or perceived
supported by proper structures and procedures consistent with
established standards for such processes

Thisiswhat the RCS process is designed to accomplish.
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It should be recognized that the CWS process takes, as input, peer reviewed scientific
information and a range of other analytical, technical and socio-economic information,
and has a well-devel oped mechanism for considering broad stakeholder input. The DCin
consultation with the Core Advisory Group (CAG) and other stakeholders will make
judgments about how the results of the socio-economic analysis are to be used in
developing the CWS. The Expert Panel will focus on the quality, robustness and
uncertainties related to the inputs, methodologies, models and output of the socio-
economic analyses, recognizing that the scope of the analyses at this stage is at the broad
macro level to assist in selection of ambient target levels and timelines and is not
intended to provide the basis for detailed design of all emission reduction measures that
may be needed to meet the target levels.

Components Related to Socio-Economic Analysis

Components of the socio-economic analyses to be reviewed by the Panel may include but
will not be limited to the following:

A. ldentifying Emission Sources and Estimating Air Quality Improvements

| nputs:

identification of sources potentially implicated regionally and nationally and
assumed/cal culated emission reductions.

M ethodologies and assumptions:

assumptions on linkages of emission reductions to ambient level reductions.

Outputs:

estimates of how much air quality improves with various emission reduction
scenarios.

B. Estimating Costs
| nputs:
emission inventories, process information, discount rates, labour rates, etc.

M ethodol ogies and assumptions:

technologies, other reduction measures and efficiencies, applied
trigger mechanisms which determine which technology is applied
cost algorithms and methods of calculating costs

methodol ogies to determine regional and cross-pollutant impacts

a
a
a
a
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Outputs:

Abatement costs, direct and indirect, to reduce pollutant emissions, aggregated in various
ways (e.g., for specific source sectors, and nationally and regionally across Canada).

C. Estimating Benefits
[ nputs:
changes in ambient data on a geographic basis and links to population.

M ethodol ogies and assumptions

the AQVM modd includes:
o dose/response relationships
o analyses methodologies
@ monetization assumptions

Outputs:
estimated health and environmenta impacts avoided and monetized benefits
at anational and regional level.
estimated co-benefits for other areas (e.g., climate change, acid rain).
D. Comparing Costs and Benefits
- the costs compared to the monetized benefits.

- the costs compared to the environmental resources at risk and human health
impacts avoided, including any estimated co-benefits.
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Members of the Panel

Vic Adamowicz, PhD (Agricultural and Applied Economics), MSc (Agricultural
Economics) BSc (Agriculture), Canada Research Chair and Professor, Department of
Rural Economy, University of Alberta; Program Leader, Sustainable Forest Management
Network of Centres of Excellence. Pandl specialty: Socio-Economics.

Robert Dales, MD, FRCP (Respiratory Medicine), FRCP(C) (Internal Medicine), CSPQ
(Respiratory Medicine), CSPQ (Internal Medicine), MSc (Epidemiology & Biostatistics).
Professor, Department of Medicine, Head , Respirology, University of Ottawa; Clinician
& Division Head, Respirology , Ottawa Hospital. Panel Specialty: Respiratory
Epidemiology

Beverley Anne Hale, PhD (Biology), MSc (Botany), BSc (Biology). Associate
Professor, Department of Land Resource Science, University of Guelph. Panel specialty:
Environmental Impacts.

Steve E. Hrudey, Panel Chair, PhD (Public Health Engineering), M Sc (Public Health
Engineering), BSc (Mechanical Engineering). Professor, Department Environmental
Health Sciences and Associate Chair, Public Health Sciences, University of Alberta;
Administrative Law Judge, Alberta Environmental Appea Board. Panel specialty: Risk
Management.

Alan Krupnick, PhD (Economics), MA (Economics) BSc (Finance). Director, Quality of
the Environment Division and Senior Fellow, Resources for the Future, Washington, DC.
Panel specialty: Socio-Economics and Risk Assessment.

Morton Lippman, PhD (Environmental Health Science), SM (Industrial Hygiene),
BChE (The Cooper Union). Director, Human Exposure and Health Effects Program,
Nelson Institute of Environmental Medicine, New Y ork University Medical Center;
Director, Aerosol & Inhalation Research Laboratory and Professor, NY U School of
Medicine. Panel speciaty: Environmental Health and Risk Management

John McConnéll, PhD (Quantum Mechanics), BSc (Applied Mathematics), FRSC.
Professor, Atmospheric Physics, Department of Earth and Atmospheric Science, Y ork
University; Co-investigator, MOPITT EOS experiment, ODIN satellite mission, and the
MSC/CFCAS/NSERC Globa Chemistry for Climate Project. Panel specialty:
Atmospheric Science.

Paolo Renzi, MD, FRCP(C) (Internal Medicine), FRCP(C) (Pulmonary Medicine).
Professor of Research, Université de Montréal; Pulmonary Physician, Notre Dame
Hospital, Université de Montréal; Research Director, Meakins-Christie Laboratories,
McGill University; Director, Asthma and COPD Clinic, Notre Dame Hospital. Panel
specialty: Health Impacts
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