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Chapter 3: Fossil Fuels—Coal Gasification—Integrated Gasification
Combined Cycle (IGCC) Coal Power Plants

For additional charts and graphs related to coal-based electricity, please refer to the Kansas
Energy Chart Book, Chapter 3 (http://kec.kansas.gov/chart_book/).

GOAL: Increase opportunities to generate electricity through integrated
gasification combined cycle (IGCC) coal power plants, in association with carbon
dioxide capture and storage capabilities.

Developing low-emission energy-generation technologies is an essential component
of a comprehensive, long-range strategy to meet the state’s future energy needs.

Topic/lssue Description

Coal is the world’s most abundant and widely distributed fossil fuel resource.
Some 23% of the world’s primary energy needs are met by coal and 39% of the
world’s electricity is generated from coal. About 70% of world steel production
depends on coal feedstock.

The U.S. has the world’s largest coal reserves, which analysts believe are
sufficient for the next 200 to 250 years." In Kansas, coal is used to generate 74%
of the electricity consumed, compared to 52% nationally. For the foreseeable
future, coal is forecasted to remain one of the lowest-cost electric power sources
in Kansas and the rest of the country.

However, coal-fired power plants are responsible for 60% of U.S. sulfur dioxide
emissions, 33% of U.S. mercury emissions, and 25% of U.S. nitrogen oxide
emissions. In addition to these pollutants, U.S. coal-fired power plants are also
responsible for more than 33% of the nation’s greenhouse gas (carbon dioxide)
emissions. Worldwide, burning coal produces about 9 billion metric tons of
carbon dioxide each year that is released to the atmosphere, about 70% of this
being from power generation. Other estimates put carbon dioxide emissions from
power generation at one quarter to one third of the world total of over 27 billion
metric tons of CO, emissions.

The use of coal for electrical generation is growing worldwide. U.S. utility
companies have announced their intention of building more than 100 new coal
plants over the next 10 to 15 years. Currently, China is building the equivalent of
one large coal-fired plant each week.

! Steve Quinn, October 15, 2006, “U.S. coal plant boom poses big environmental, economic questions”
(Associated Press story).
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Given the expected 60-year life span of these plants, this new coal-fired
generation could collectively release an enormous amount of carbon dioxide as
well as other pollutants into the atmosphere. Development of integrated
gasification combined cycle (IGCC) coal power plants in association with carbon
dioxide capture and storage—not just in Kansas, but worldwide—is a vital
component of any strategy to reduce emissions of greenhouse gases and other
pollutants into the atmosphere.

In IGCC systems, coal is not combusted directly (as it is in conventional coal-
fired plants). Instead, the coal reacts with oxygen and steam to form a so-called
syngas (primarily hydrogen) and solid slag (containing much of the traditional
pollutants). After additional cleaning, the syngas is burned in a gas turbine to
generate electricity and to produce steam to power a steam turbine.

IGCC plants have been tested as a means of using coal and steam to produce
hydrogen and carbon monoxide, which are then burned in a gas turbine with
secondary steam turbine (i.e., combined cycle) to produce electricity. If the
gasifier is fed with oxygen rather than air, the flue gas contains highly
concentrated CO, that can readily be captured, at about half the cost of capture
from conventional plants. Ten oxygen-fired gasifiers are operational in the U.S.,
including one in Coffeyville, Kansas.?

Captured carbon dioxide (CO;) gas is being used, on a commercial basis, for
enhanced oil recovery in West Texas, where today over 1,800 miles of pipelines
connect oilfields to a number of carbon dioxide sources in the region. In North
Dakota, at the Great Plains Synfuels Plant, roughly 5,000 metric tons per day of
CO; is piped 320 kilometers into Canada for enhanced oil recovery. Overall in the
U.S., 32 million metric tons of CO, is used annually for enhanced oil recovery,
about 10% of this from anthropogenic sources.

Another way to sequester CO; involves injection into deep, unmineable coal
seams where it is adsorbed to displace methane (natural gas). This is another
potential value-added use or disposal strategy. Currently, the economics of
enhanced coal bed methane extraction are not as favorable as enhanced oil
recovery, but the potential is considered to be large.

The scale of envisaged future CO, disposal far exceeds current use; however,
current practices demonstrate the practicality and safety of sequestration on a

2 Coffeyville Resources in Coffeyville, Kansas, uses partial oxidation gasification technology to produce
approximately 413,200 short tons of ammonia, two-thirds of which is further upgraded to 663,300 short
tons of Urea Ammonium Nitrate Solution (UAN) per year. The Coffeyville gasifier converts low-priced
petroleum coke into a hydrogen rich synthesis gas (similar to high-BTU coal). The syngas is then converted
into anhydrous ammonia; the ammonia is further upgraded into UAN in a fully integrated plant licensed
from Weatherly.
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small scale. Research on geologic sequestration, particularly in deep saline
aquifers and depleted oil and gas fields, is ongoing. In both, the CO, is expected
to remain as a supercritical gas for thousands of years, with some trapping by
dissolution and mineral precipitation. Large-scale storage of CO, from power
generation will require an extensive pipeline network similar in scale to the
existing natural gas pipeline network.

The advantages of IGCC coal power plants that have carbon capture and storage
capabilities justify the policy to support this form of generation, once the
feasibility of the technologies has been demonstrated (see discussion of
FutureGen below).

Existing Policies and Programs

1. FutureGen is a project of the U.S. Department of Energy to build a “near
zero-emissions” coal-fired power plant that intends to produce hydrogen
and electricity while using carbon capture and storage. FutureGen will be
a 275-megawatt power plant expected to take ten years to build and whose
cost will be shared: $620 million by the Department of Energy and $250
million by a large industrial consortium. It will be operated as a research
facility. When operational, the prototype will be the cleanest fossil fuel
fired power plant in the world and will establish the technical and
economic feasibility of producing electricity and hydrogen from coal,
while capturing and sequestering the carbon dioxide generated in the
process at an operating rate of one million metric tons per year. The DOE
originally predicted it would demonstrate the IGCC and carbon capture
and storage technology and have commercial designs available by 2012,
but it is likely this was an overly optimistic prediction.

2. The Kyoto Protocol is an agreement made under the United Nations
Framework Convention on Climate Change. Countries that ratify this
protocol commit to reduce their emissions of carbon dioxide and five other
greenhouse gases, or engage in emissions trading if they maintain or
increase emissions of these gases. As of August, 2006, 165 countries and
other governmental entities have ratified the agreement. The United States
and Australia, though signatories, have not ratified the agreement.

3. Kansas House Substitute for Senate Bill 303 (passed in the 2006
Legislative session) provides (1) Kansas tax credits for expansion of
existing IGCC plants; (2) property tax exemption for any new or expanded
IGCC plant; and (3) KDFA revenue bonds for financing of new or
expanded IGCC plants.
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Policy and Program Recommendations Requiring Legislative Action

1. The Governor and the Legislature shall determine if and how State- and
consumer-funded support should be structure to stimulate IGCC coal power
plants, in association with carbon dioxide capture and storage.

a. Description

The Legislature is encouraged to investigate the need for additional
incentives (e.g., State tax credits, KDFA financing) to stimulate the
development of IGCC coal power plants, in association with carbon
dioxide capture and storage, and, if deemed necessary, to approve such
incentives.

b. Recommended Actions
I. Responsible parties
Governor, Legislature.

ii. Legislative action
Enabling legislation may be necessary.

Iii. Budget Requirements
Some State funding may be necessary, depending on incentives
enacted.

iv. Implementation Timeline

Immediately following effective date of enabling legislation.

c. Implications of the proposal

Pros
i. Reduces emissions of regulated pollutants.

ii. Reduces emissions of carbon dioxide.

Cons

i. Tax credits decrease State revenues and, thus, reduce funding
for other items in the State general budget.

ii. May increase price of electricity for ratepayers whose utility is
awarded additional basis points. (Note: unlike tax incentives or
KDFA financing, granting an automatic higher rate of return on
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utility investment in IGCC coal power plants would increase
ratepayer bills.)

ii. If market conditions change (e.g., the Federal government
enacts CO; regulation), additional State subsidies may become
excessive.
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Policy and Program Recommendations Requiring Administrative Action

1. The Governor and the Legislature shall determine if and how State- and
consumer-funded support should be structure to stimulate IGCC coal
power plants, in association with carbon dioxide capture and storage.

[See above discussion under Recommendations Requiring Administrative
Action.]
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Policy and Program Recommendations Requiring Action by the Kansas
Corporation Commission

1. The Kansas Corporation Commission should consider the advantages
associated with of IGCC coal power plants, combined with carbon capture
and sequestration, when evaluating applications or requests to approve
decisions by jurisdictional utilities to invest in new generation or enter
purchase power agreements for IGCC coal power plants. As part of this
broader consideration, the KCC will require utilities to demonstrate that
competitive bids were solicited and the most responsible selection was made
for the purchased power or investment.

Note: This proposal positions the State to take advantage of IGCC and
carbon capture and storage technologies, if the FutureGen prototype
demonstrates their feasibility.

a. Description

This legislation would enable the KCC to consider the value of lower-
emissions coal generation and carbon capture and storage when
evaluating investments in or purchase power agreements (PPAs) from
jurisdictional utilities for integrated gasification combined cycle (IGCC)
coal power plants, in association with carbon dioxide capture and
storage capabilities.

It is recognized that, without this consideration, PPAs for IGCC coal
power plants may not be cost competitive relative to existing pulverized
coal-fired generation.

With this policy, the State recognizes the potential benefit to Kansans of
reduced pollutants and greenhouse gas emissions attributable to
integrated gasification combined cycle (IGCC) coal power plants, in
association with carbon dioxide capture and storage capabilities, and
declares that it is appropriate for the Kansas Corporation Commission to
approve rates for electricity generated by these technologies, even if
those rates are higher than what they would have been with full reliance
on conventional coal-fired generation.

b. Recommended Actions
i. Responsible parties

Kansas Corporation Commission; electric utilities (this policy
provides for the future adoption of these technologies by Kansas
electric utilities).
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ii. Legislative action
No legislation is necessary.

iii. Budget Requirements
No state funds required.

iv. Implementation Timeline

Effective January 2007, the KCC is encouraged to implement
this broader consideration.

c. Implications of the proposal
Pros
I. Reduced emissions of regulated pollutants.
ii. Reduced emissions of carbon dioxide

iii. Increased ability to use higher-sulfur Kansas coal in IGCC
systems.

iv. Suitability of the state’s geologic formations (e.g., depleted oil
and gas reservoirs) for carbon sequestration.

v. Does not require additional state funding or result in additional
loss of tax revenues.

Cons

I. Increases price of electricity to ratepayers whose utilities invest
in IGCC power plants with carbon capture and storage.

ii. May disadvantage the state economically in the absence of
federal carbon regulation.

ili. Uncertainties associated with feasibility of carbon capture and
storage.
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Policy and Program Recommendations for Ongoing Study
(None)
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Chapter 6: Wind Energy—Commercial and Community Wind

For additional charts and graphs related to wind energy, please refer to the Kansas Energy
Chart Book, Chapter 6 (http://kec.kansas.gov/chart_book/).

GOAL: Develop 1,000 MW of wind-powered generation in Kansas by 2015.

Developing low-emission energy-generation technologies is an essential component
of a comprehensive, long-range strategy to meet the state’s future energy needs.

Topic/lssue Description

Kansas has abundant wind-energy resources. Along with North Dakota and
Texas, Kansas is ranked as having the best potential nationwide for the
development of wind-generated electricity.

Currently Kansas has 364 MW of installed wind capacity, and based solely on its
wind resource, the State could generate much more wind-based electricity.® Many
point to the vast development potential in the western part of the state; however,
significant transmission upgrades and investment would be required to
accommodate large-scale wind development in western Kansas.

In addition to being abundant and renewable, wind has the advantage of being
clean—that is, wind-based electricity produces no emissions of regulated
pollutants (such as SO,, NOy, or mercury) or currently unregulated carbon dioxide
(COy).

In her January 21, 2005, letter to Kansas Corporation Commission Chair Brian
Moline, Governor Kathleen Sebelius articulated her goal of developing the state’s
wind resource:

“As part of my goals to promote wind energy development in appropriate
areas of the state, | believe it is appropriate to establish a vision for
Kansas. | am challenging our electric industry to have 1,000 megawatts
(MW) of renewable energy capacity installed in Kansas by 2015.”

Governor Sebelius asked the KCC to “look at the full range of benefits that
renewable energy brings to Kansas and how those relate to additional investment
that may be needed to meet the goal ... outlined for our electric industry.” In
response to this request, KCC staff conducted an in-depth analysis of the benefits
and costs of the Governor’s “challenge.”

® A February 2002 Report of the U.S. PIRG Education Fund and State Public Interest Research Groups,
Generating Solutions: How States Are Putting Renewable Energy into Action references Kansas in
Appendix C as having 1,675,895 million kWh of wind potential.

11
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The KCC benefit cost analysis shows that additional wind-generated electricity in
Kansas is likely to be more expensive than electricity from the state’s existing
power plants, in spite of substantial federal and state incentives available for wind
development (see list of existing policies below). Although the price of wind-
generated electricity from the Gray County Wind Farm and Elk River Wind Farm
was competitive for Aquila and Empire, utilities that relied more heavily on gas-
fired generation, most utilities primarily rely on relatively inexpensive coal-fired
and nuclear generation, and, thus, the cost of wind-generated electricity tends not
to be competitive in most situations.*

However, the benefit cost analysis also shows that if the advantages the State
derives from increasing its reliance on clean energy sources (e.g., reduction in
health-related costs associated with airborne emissions) are factored into the
equation, then wind is cost-effective in many instances.

It is important to note that the above advantages do not include the avoidance of
carbon dioxide emissions, which are strongly correlated with global climate
change. Although the U.S. currently has no policies or regulations to control
carbon dioxide emissions, a recently released study compiled by Sir Nicholas
Stern, former chief economist of the World Bank, suggests that the economic
consequences of climate change could be devastating and calls for immediate
government action, including a recommendation for 30% reduction of carbon
emissions by 2020.° In light of the expected federal regulation of carbon dioxide
emissions, the economic advantages of wind would be expected to be even
greater.

In summary, under current conditions, additional wind-generated electricity in
Kansas generally will cost utilities, and thus ratepayers, more than electricity
generated from existing power plants. Nonetheless, the advantages wind brings in
terms of being a renewable and clean energy source, which can help reduce the
state’s reliance on fossil fuel resources, provide ample justification for a state
policy to support additional wind development.

Existing Policies and Programs

2. The Federal Production Tax Credit (PTC) has been the most significant factor
in U.S. wind energy development since its adoption in the Energy Policy Act
of 1992. Originally set at a value of $0.015/kWh, it automatically adjusts for
inflation and now amounts to $0.019/kWh. Typically extended for short

* Discussion of relative costs of is based on data from the Kansas Corporation Commission staff cost-
benefit analysis made available to the KEC staff for assistance in developing this section.

®> More information about the Stern Review on the Economics of Climate Change is available at the BBC
web site (http://news.bbc.co.uk/2/hi/business/6098362.stm).
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intervals, it is currently set to expire at the end of 2008. Use of the tax credit
requires significant eligible tax liability, tending to make wind attractive to
(and to some extent restricting it to) large corporate developers.

3. Accelerated Cost Recovery, or depreciation, is available for most wind farm
costs for federal tax purposes.

4. Kansas Property Tax Exemption is available for “all property actually and
regularly used predominantly to produce and generate electricity utilizing
renewable energy resources or technologies.”

5. Kansas Sales Tax Exemption [K.S.A. 79-3606(cc)] provides sales tax
exemptions on certain sales of tangible personal property or services. An
exemption certificate must be acquired from the state.

6. Kansas Job Creation Tax Credit [K.S.A. 79-32,160a] provides an income tax
credits under specific circumstances for projects that create at least five new
jobs.

7. Kansas Parallel Electric Generation Services Act [K.S.A. 66-1,184], which
passed in 2001, requires an electric utility to pay no less than 150% of the
utility’s monthly system average cost of energy per kWh to customers with
excess energy to sell.

8. A group of Kansas laws were amended in 2003 to allow the formation of
renewable energy co-ops consisting of five or more persons that produce at
least 100 kW of energy (includes many but not all of the following: K.S.A.
17-4655 through 17-4681).

9. The Energy Policy Act (EPACT) of 2005 directs the federal government to
increase its renewable energy use, to the extent economically feasible and
technically practicable, to not less than 3% in FY07-09, 5% in FY10-12, 7.5%
in FY13 and each fiscal year thereafter. Note: This will quickly make federal
agencies large purchasers of renewable energy. Much of the demand will
likely be met through Green Tags and Renewable Energy Certificates.

10. The U.S. Department of Agriculture provides competitive grants up to
$250,000 for energy efficiency improvements or $500,000 for renewable
energy systems (not to exceed 25% of the total project cost. Loan guarantees
are also available to a maximum of $10 million.

13
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Policy and Program Recommendations Requiring Legislative Action

1. The Governor and the Legislature shall determine if and how State- and
consumer-funded support should be structured to stimulate wind-energy
development.

a. Description
The Legislature is encouraged to investigate the need for additional
incentives (e.g., State tax credits, KDFA financing) to stimulate the
development of the State’s wind energy resource, and, if deemed
necessary, to approve such incentives.

b. Recommended Actions
i. Responsible parties
Governor, Legislature.

ii. Legislative action
Enabling legislation may be necessary.

iii. Budget Requirements

Some additional State funding may be necessary, depending on
type of incentives enacted.

iv. Implementation Timeline
Immediately following effective date of enabling legislation.

c. Implications of the proposal

Pros
i. Reduces emissions of regulated pollutants.
ii. Reduces emissions of carbon dioxide.
iii. Creates economic development opportunities in rural areas of
the state where wind development occurs.
Cons

iv. Tax credits reduce State revenues and, thus, reduce funding for
other items in the State general budget.

v. May increase price of wind-generated electricity for ratepayers
whose utility is awarded additional basis points. (Note: unlike

14
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tax incentives or KDFA financing, granting an automatic
higher rate of return on utility investment in wind projects
would increase ratepayer bills.)

vi. If market conditions change (e.g., the Federal government
enacts CO, regulation), additional State subsidies may become
excessive.

vii. Uncertainty due to uncontrollable variables such as
continuation of the federal production tax credit.

15
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Policy and Program Recommendations Requiring Administrative Action

1. The Governor and the Legislature shall determine if and how State- and
consumer-funded support should be structured to stimulate wind-energy
development.

[See above discussion under Recommendations Requiring Legislative
Action.]
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Policy and Program Recommendations Requiring Action by the Kansas
Corporation Commission

1. The Kansas Corporation Commission should consider the advantages
associated with wind-generated electricity when evaluating applications or
requests to approve decisions by jurisdictional utilities to invest in new
generation or enter purchase power agreements for wind. As part of this
broader consideration, the KCC will require utilities to demonstrate that
competitive bids were solicited and the most responsible selection was made
for the purchased power or investment.

a. Description

This recommendation encourages the KCC to consider the value of
wind energy (in terms of its being a renewable and clean energy
source) to Kansans in the Commission’s formal evaluation of
applications or requests to approve decisions by jurisdictional utilities
to invest in new generation or enter purchase power agreements for
wind-based electricity.

With this policy, the State recognizes the potential benefit to Kansans
of reduced pollutants and greenhouse gas emissions attributable to
wind development and declares that it is appropriate for the Kansas
Corporation Commission to approve rates for electricity generated by
clean and renewable sources, even if those rates are higher than what
they would have been with full reliance on existing generation
technologies.

b. Recommended Actions
i. Responsible parties
Utilities, KCC, wind-project developers.

ii. Legislative action
No enabling legislation is necessary.

iii. Budget Requirements
No state funds are required.

iv. Implementation Timeline

Effective January 2007, the KCC is encouraged to implement
this broader consideration.

17
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c. Implications of the proposal

Pros
I. Reduces emissions of regulated pollutants.

ii. Reduces emissions of carbon dioxide.

iii. Creates economic development opportunities in rural areas of
the state where wind development occurs.

iv. Does not require additional state funding or result in additional
loss of state tax revenues.

i. Increases price of electricity to ratepayers whose utilities
incorporate wind into their generation portfolios.

ii. Uncertainty due to uncontrollable variables such as
continuation of the federal production tax credit.

18
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Policy and Program Recommendations for Ongoing Study
(None)
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Chapter 9: Energy Conservation and Efficiency

For additional data related to energy efficiency and conservation, please refer to the Kansas
Energy Chart Book, Chapter 9 (http://kec.kansas.gov/chart_book/).

GOAL.: Facilitate cost-effective energy conservation in the public, residential,
commercial, and industrial sectors.

Reducing demand for energy through conservation and efficiency improvements is an
essential component of a comprehensive, long-range strategy to meet the state’s
future energy needs.

Topic / Issue Description

Nationally, consumption of electricity is on the rise. According to the North
American Electric Reliability Council (NERC), U.S. demand for electricity is
expected to increase 20 percent from 2006 to 2015.° Demand for electricity in
July and August of 2006 reached record levels.’

In Kansas, electric utility customers used 37,022,066 megawatthours in 2004, the
most recent year for which we have data.® The state’s demand for electricity is
predicted to climb by about 2.5 percent annually over the next 10 years. In
response to this projected increase in demand, many of the state’s utilities have
plans to build additional coal-fired power plants.

On the natural gas side, the statewide demand has declined in recent years in
response to higher prices. In 2003, the state’s consumption of natural gas was
281,346,000 Mcf, a 7.8 percent decrease from 2002 levels, and demand is
expected to decline by about 2.0 percent annually through 2009.°

All Kansans may benefit from reducing the demand for energy through energy
conservation efforts. Reduced demand puts downward pressure on all energy-
related prices and defers such energy-related costs as investment in new power
plants and extraction equipment. It also reduces health and environmental costs
related to the energy-related emission of pollutants and greenhouse gases. And,
finally, energy conservation by individual ratepayers can provide them with lower
monthly utility bills.

® Wall Street Journal, October 16, 2006: U.S. Electricity Demand is Outpacing New Resources, Report
Warns, Rebecca Smith.

"Wall Street Journal, October 16, 2006: Less Power to the People: Ten innovations that will reduce the
amount of energy we consume, Rebecca Smith.

® Energy Information Administration web site: http://www.eia.doe.gov/cneaf/electricity/esr/esr_sum.html,
Electric Sales, Revenue, and Price, Table 10 (accessed October 23, 2006).

® Kansas Energy Council, 2005, Kansas Energy Report 2006, Appendix 3 (PDF available online:
http://www.kec.kansas.gov/reports.htm).
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Many new and existing Kansas buildings are deficient in cost-effective energy
conservation measures (e.g., attic and wall insulation, efficient HVAC systems),
resulting in excessive energy use and, consequently, excessive utility bills year
round. Cost-effective energy conservation measures—such as upgrading attic
insulation to at least R-38 or installing an Energy Star qualified furnace—can
reduce energy usage by as much as 20 percent,'® while providing dollar savings
as well. Increased adoption of these measures statewide can have a significant
impact on energy consumption in Kansas.

Existing Policies and Programs

1. K.S.A. 66-1227 adopts the International Energy Conservation Code 2003 (IECC
2003) as the applicable thermal efficiency standard for new commercial and
industrial structures in Kansas; the law also states that the “state corporation
commission has no authority to adopt or enforce energy efficiency standards for
residential, commercial, or industrial structures.”

2. K.S.A. 66-1228 requires the builder or seller of a new home to disclose to
prospective buyers, upon request or at closing, information regarding the thermal
efficiency of the structure using a form outlined in the statute. The timing of the
disclosure and the absence of specific information on the disclosure form
undermine its effectiveness in informing buyers about the energy efficiency of
new houses.

3. Current federal law provides tax credits for homeowners who install certain
energy efficiency and conservation measures; however, the credits are set to
expire at the end of 2007.

4. Energy Star is a joint program of the U.S. Environmental Protection Agency
(EPA) and the U.S. Departmentof Energy (DOE). In 1992 the EPA introduced
Energy Star as a voluntary labeling program designed to identify and promote
energy-efficient products to reduce greenhouse gas emissions. Computers and
monitors were the first products to be labeled. Through 1995, EPA expanded the
label to additional office equipment products and residential heating and cooling
equipment. In 1996, EPA partnered with the DOE for particular product
categories. The Energy Star label is now on major appliances, office equipment,
lighting, home electronics, and more. EPA has also extended the label to cover
new homes and commercial and industrial buildings.

19°U.S. EPA and DOE Energy Star web site: http://www.energystar.gov/index.cfm?c=heat_cool.pr_hvac
and http://www.energystar.gov/index.cfm?c=home_sealing.nm_improvement_sealing (accessed October
23, 2006).
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5. Statewide, a number of municipalities and at least one county have adopted
ordinances addressing, to varying degrees, energy efficiency and conservation in
residential structures. Several Kansas cities have adopted the International
Residential Code (IRC), which addresses energy efficiency in Chapter 11. Three
cities (Fairway, Leawood, and Overland Park) have adopted either the 2000 or
2003 version of the International Energy Conservation Code (IECC).™ To ensure
public safety, the City of Hays in 1995 established building codes on combustion
safety and ventilation air. A partnership with Midwest Energy was established to
help implement these codes and has led to significant improvements in safety and
energy efficiency in new residential construction.

6. The Division of Facilities Management in the Kansas Department of
Administration has adopted the 2003 International Energy Conservation Code
(IECC) as its standard for all new state-owned facilities. Compliance with these
standards will be a contractual requirement and will be enforced by the Division
of Facilities Management.

7. Several Kansas utilities offer energy conservation services to their customers,
including energy audits and rebates for heating systems, water heaters, and
appliances. For example, Midwest Energy has been offering audits since the
1980s and, in response to the 1995 adoption of stronger building codes by the
City of Hays, developed a program of energy conservation services for its
residential and small commercial customers to improve the safety of structures
and, possibly, their energy use. In addition to audits, Midwest Energy offers
blower door tests, residential energy ratings, guidance related to HVAC (Heating,
Ventilation, and Air Conditioning) sizing, infrared scanning, and suggested
lighting design.*? Some services are partially financed by modest customer fees,
with the remainder of the costs covered by the utility and passed along to all
ratepayers (resulting in about a 10- to 15-cent increase on monthly bills). Based
on a survey of its customers, Midwest Energy concludes that their energy services
program increases overall customer satisfaction.

8. The Kansas Weatherization Assistance Program (WAP), operated by the Kansas
Housing Resources Corporation, provides housing improvements that increase
energy efficiency in households with income up to 150% of the federal poverty
level or 60% of the state median income, whichever is higher. WAP has
historically been funded solely through federal funds (15% of the LIEAP funds
from the U.S. Department of Energy). In Fiscal Year 2007, State of Kansas
general funds were appropriated to supplement the program.

1 Based on 2006 International Code Council data base for Kansas: http://www.iccsafe.org/government/
(accessed October 27, 2006).

12 Midwest Energy, Inc. web site: http://www.mwenergy.com/energyservices.html (accessed October 23,
2006).
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9.

10.

11.

The Facilities Conservation Improvement Program (FCIP), administered by the
Kansas Energy Office, is designed to streamline the acquisition and installation of
energy conservation measures by public agencies. FCIP enables public agencies
(e.g., the state, municipalities, counties, and schools) to locate qualified
contractors and access financing for planning and implementing conservation
projects quickly and easily. It facilitates tax-exempt financing and access to lower
interest rates, making projects more economical and reducing the pay-back
period. Public entities enter into an agreement with a private energy service
company (ESCO). The ESCO identifies and evaluates energy-saving
opportunities and recommends a package of improvements to be paid for through
the projected energy savings. The ESCO guarantees that customer savings meet or
exceed annual payments to cover all project costs—usually through a contract
having a term of between ten and fifteen years. If actual savings don’t materialize,
falling below the annual payments made to cover the project cost, the ESCO pays
the difference. To help ensure savings over the term of the contract, the ESCO
offers staff training and long-term maintenance services.

In November 2006, the Kansas Housing Resources Corporation (KHRC)
launched KEEP, a statewide loan program to promote energy conservation and
reduce home heating costs. This new program allows low- and moderate-income
homeowners to obtain low-interest loans to energy conservation home
improvements. With $2 million in State funding, the program funds half of the
loan amount at zero interest (the other half is provided by Sunflower Bank), up to
a maximum of $7,500.

In August 2006, the Kansas Corporation Commission opened a generic
investigation (Docket No. 07-GIME-116-GIV), In the Matter of the General
Investigation of Complying with Section 1252 of the Energy Policy Act of 2005
related to Smart Metering Technology. This investigation focuses on the
appropriateness of “utilities providing and installing time-based meters and
communications devices,” and solicits comments from all jurisdictional electric
utilities to the following questions:

What is the current status of smart metering technology used in service by

Kansas utilities? What types of meters are used by different types of

customers today?

What types of advanced metering and communication devices are
available on the market today that could be used to assist utilities in
demand response programs?

In terms of general policy, should Kansas utilities be required to begin
offering smart metering technology to all customer classes, implement
time-based rates, and initiate other broadly available demand response
programs?
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12.

13.

Additionally, the docket investigates the adoption of the following standards
contained in the Public Utility Regulatory Policy Act revisions in the Energy
Policy Act of 2005:

Standard 1. “...each electric utility shall offer each of its customer classes,
and provide individual customers upon customer request, a time-based rate
schedule under which the rate charged by the electric utility varies during
different time periods and reflects the variance, if any, in the utility’s costs
of generating and purchasing electricity at the wholesale level. The time-
based rate schedules shall enable the electric consumer to manage energy
use and cost through advanced metering and communications
technology.”

Standard 2. ...”Each electric utility subject to subparagraph (A) [Standard
1] shall provide each customer requesting a time-based meter capable of
enabling the utility and customer to offer and receive such rate,
respectively.”

In September 2006, the Kansas Corporation Commission opened a generic
investigation (Docket No. 07-GIMX-247-GIV), In the Matter of a General
Investigation Regarding Energy Efficiency Programs. Among the many
questions raised about energy efficiency programs, this document contains the
following questions about rate design—specifically, so-called decoupling:

May the Commission authorize a “decoupling” of revenue requirements
from usage in order to remove disincentives for energy efficiency?
(Section 9c, p. 6).

Is “decoupling” of revenue requirements from sales volumes a necessary
or desirable mechanism to remove disincentives for energy efficiency
programs? What are the pros and cons of such a mechanism? If
decoupling is not implemented, is it appropriate and desirable to have an
ex post mechanism to recover lost margins from sales not made due to
energy efficiency investments? What are the pros and cons of this
approach?” (Section 15d, p. 11).

Current state law, K.S.A. 66-177(e), permits the Kansas Corporation Commission
to grant an additional 50 to 200 basis points on the utility’s allowed rate of return
on utility investments in renewable energy and energy conservation and energy
efficiency. This higher rate of return may be allowed if it is determined, after
public hearing, that these programs or measures provide “ a reduction in energy
usage by its customers in a cost-effective manner.”

The U.S. Environmental Protection Agency and the Department of Energy have
developed a National Action Plan for Energy Efficiency, the goal of which is “to
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create a sustainable, aggressive national commitment to energy efficiency through
gas and electric utilities, utility regulators, and partner organizations.”** Chief
among the recommendations released in July 2006 are the recognition of energy
efficiency as a high-priority energy resource and a long-term commitment to
implementing energy efficiency through stable funding and the alignment of
utility incentives with delivery of cost-effective energy efficiency programs.

The existing energy conservation policies and programs described above are limited in
scope, in terms of their eligibility requirements, overall size, and geographic coverage.
Therefore, the current set of programs does not, on its own, represent a comprehensive
effort to achieve cost-effective energy conservation on a statewide basis.

B3 EPA, National Action Plan for Energy Efficiency Web Site:
http://www.epa.gov/cleanrgy/actionplan/eeactionplan.htm (accessed October 24, 2006).
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Policy and Program Recommendations Requiring Legislative Action

1. Establish Statewide Utility-operated Energy Education and
Conservation Promotion Programs

a. Description

As a first step towards increasing energy conservation in the state, the
state’s electric utilities would be required to provide all of their customers
with information about energy conservation opportunities and options,
including information on energy-related services that are locally available.

Key features of this proposal are (1) that all of the state’s electric utilities
participate; (2) that it is designed to increase general awareness and
understanding of conservation opportunities; (3) that it is designed to
further direct consumers so they may increase their understanding of
particular conservation opportunities that are specific to their energy-use
situations; (4) that separate “curricula” will be developed for the general
public, K-12 students, local governments, as well as for the residential,
commercial, and industrial utility classes, as well as the transportation
sector; (5) that energy conservation information for residential customers
will initially focus on the conservation measures listed in the Energy
Efficiency Disclosure Form (see Attachment A), and (6) that the conduct
of the utility-operated programs, including the release and content of all
informational and promotional materials, will conform with standards
developed by the Kansas Energy Office and advisory group (see
Recommended Actions, below).

The program standards will include information about (1) how to access
energy conservation services, such as energy audits, throughout the state;
(2) financing energy conservation improvements; (3) existing government
programs, such as the state’s Weatherization Assistance Program and
energy efficiency loan program (KEEP). Other details of the standards,
including a consideration of relevant targets and goals, will be developed
during the initial planning phase by the advisory group. The advisory
group may form separate committees to develop the different “curricula.”

Once the planning phase is completed and guidelines have been
developed, jurisdictional utilities will be responsible for developing and
delivering their own energy education and conservation promotion
programs that comply with statewide guidelines.

Municipal utilities and cooperatives will also be responsible for delivering
energy education and conservation promotion programs that comply with
statewide guidelines. However, it will be the responsibility of the Kansas
Energy Office, either by contracting with the state associations (Kansas
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