Chapter 8: Assessment of Potential Impacts on Small

Entities

To estimate impacts on engine manufacturers, specific compliance costs
were developed for each engine manufacturer based on the type of engine
modification needed and the level of engine production. The individualized
annualized compliance costs were then estimated for each small ultimate
parent company identified. Finally, a compliance cost to sales ratio was
calculated for each small ultimate parent company. A summary of the analysis
is provided below. A more detailed impact analysis is available for review in
the ICF report.

8.3.1.1 Estimated Costs to Engine Manufacturers  -- Based on EPA’s
knowledge of current and future technology, and discussions with small engine
manufacturers, assumptions were made about the types of modifications that
may be necessary for each manufacturer to ensure compliance with the
proposed Phase 2 emission standards. Cost estimates used in the analysis for
technology modifications were taken from ICF’s &RVl GIIXG\ IRU 3KDVH 7ZR 6PD()
(QILQH (PLWLRQ SHIXDHLRQV.>” Compliance costs for each manufacturer were
developed by applying the cost estimates shown in Exhibit 8-3 to the
compliance strategies anticipated to be pursued by each engine manufacturer
based on their current engine technology. These compliance strategy scenarios

are presented in Exhibit 8-4.

¥Cost Study for Phase Two Small Engine Emission Regulaficersared for U.S. EPA
under contact by ICF Inorporated, October, 1996.
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here given that the anlaysis was based on conservative compliance cost
estimates. Sixth, the impacts are overestimated to the extent that
manufacturers will be making modifications in response to an upcoming
rulemaking by the California Air Resources Board which will affect the same

Category of engines.

8.3.4 Limitations of the Analysis

During development of today’s proposed rule, EPA became aware of two
segments of the industry that had not been sufficiently analyzed for impacts.
These segments include the manufacturers of ice and earth augers and the
manufacturers of engines with propane retrofits. The timing of the ICF
analysis was such that these segments could not be included in the impact
assessment. Therefore, EPA has attempted to address impacts to these
manufacturers, as explained below.

Characterization of the affected industries by ICF has led the Agency to
understand that handheld equipment manufacturers generally produce both
the engines and the equipment. However, manufacturers of earth and ice auger
handheld equipment appear to be one exception. These manufacturers are
reliant upon the engines being produced in the marketplace. Assuming there is
a suitable Phase 2 engine available by the engine manufacturers for purchase
(this analysis assumes there will be one available), these equipment
manufacturers will need lead time and capital to make design changes and test
the engines prior to entering the marketplace. The design changes include
changes in gear design in the transmission box as well as throttle sensitivity
adjustments that may be required due to a new engine. This cost was
estimated at $60,000 and is an estimate from conversations with auger

manufacturers. The sales test was performed on each manufacturer using

8-21



Chapter 8: Assessment of Potential Impacts on Small

Entities

confidential sales and annual revenue estimates from letters submitted during
the Phase I rulemaking from these equipment manufacturers. All five
equipment manufacturers were found to have an impact less than 3% with four
of the five well below 3%. If the auger manufacturers do not have a Phase 2
engine prior to the end of the allowable phase-in period, this rulemaking
contains a flexibility which will allow them to have an additional three years to
make design changes to incorporate the new engine.

The ICF analysis contains information on the impacts on a few
equipment companies that retrofit gasoline engines for use on propane in
indoor applications. The companies analyzed by ICF have already certified to
Phase I standards and their emission levels are already below the Phase 2
standards, likely due to the use of a closed loop catalyst system developed
within the companies. The propane retrofitters utilize this system in order to
meet indoor safety standards (for CO) and EPA Phase I standards (for
HC+NOx). However, as noted in the report, there are a number of propane
retrofit companies for which financial and/or production information was not
available. Conversation with one propane retrofitter company that was not
included in the ICF analysis revealed that they did not know what their base
emission levels were to date and that testing was planned at an independent
test laboratory. This company was aware of an off the shelf catalyst for use if
necessary in order to meet Phase I standards. This company stated that it had
three employees and did not have the R&D capability necessary to develop a
complex three way catalyst system and may close its doors if it needed to use
such a system to meet the Phase 2 requirements. To attempt to alleviate some
burden on companies such as this, EPA is proposing that small equipment
models, 500 units per nonhandheld and 2000 per handheld model, may utilize

Phase I engines throughout the Phase 2 rulemaking. EPA requests comment on
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the effectiveness of this and other flexibilites included in today’s proposed rule.
The Agency was not able to assess impacts on many propane retrofitters since

data was unavailable. However, EPA believes impacts on the small equipment
companies that manufacture and utilize propane retrofit engines to be minimal

due to the flexibilities available to these manufacturers.

8.4 Small Entity Outreach

Even when an action will not have a significant impact on a substantial
number of small entities, which EPA has determined to be the case for this
proposed regulation, it is important that the Agency engage in consultation
with the relevant small entity community. As such, during the development of
this proposal, EPA has been in contact with representatives of industries
containing small businesses that will be subject to this proposed rule. The
International Sanitary Supply Association (ISSA) and the Outdoor Power
Equipment Institute (OPEI) are examples of organizations that EPA has
maintained dialogue with throughout the process. Additionally, small
businesses were encouraged to comment in response to the ANPRM, and a few
chose to do so. ICF and EPA also contacted some small business equipment
manufacturers for insight into current technology, cost impacts, and other
related issues which would be useful in making a realistic estimate of impacts
on small entities.

General observations made by the Agency as a result of contacts with
these companies include: 1) many engine companies have already converted to
producing only OHV engines and/or have limited the number of SV engines
that are offered, either due to Phase 1 regulations or based on the merits

associated with such technology, 2) many equipment manufacturers have made
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the switch to the new OHYV engines or plan to do so in the near term (mainly
due to market competition) and, if necessary, have already incurred any
necessary costs to accept OHV engines into their equipment designs, 3) where
additional changes to equipment will be necessary to allow the future
installation of OHV engines, these equipment changes would often be minimal,
and any resulting costs can be spread over the pieces of equipment produced
during the life cycle of the product designs, 4) the lead time between now and
the Phase 2 rule’s effective dates (beginning 2001) would help minimize costs
by allowing any necessary equipment changes to be phased in, perhaps even
incorporated into normal product redesign cycles, 5) since the small spark-
ignition engine emission regulations apply to all manufacturers of such engines,
all equipment manufacturers marketing competitive products (e.g., currently
utilizing SV engines) would be similarly impacted and therefore would have
similar opportunities to pass any necessary cost increases along to customers.
While EPA has received some comment suggesting that large, mass
merchandisers particularly resist price increases, engine and equipment
manufacturers currently competing for sales to these mass merchandisers would
be similarly impacted by this planned Phase 2 rule and would be equally
positioned to pass along increases in their cost.

The Agency continues to be interested in the potential impacts of the
proposed rule on small entities and welcomes additional comments during the
rulemaking process. In spite of the expected minimal impacts on small entities,
the Agency is further enhancing its outreach efforts by notifying other small
business equipment manufacturers of this rule and informing them of their

opportunities for providing comment to the Agency.
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