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Advanced Coal Task Force Report

The Western Governors Association’s Clean and Diversified Energy Advisory
Committee (CDEAC) commissioned thistask forcereport in February

2005. Membersof the Task Forcearelisted below. Thisisone of several task force
reports presented to the CDEAC on December 8, 2005 and accepted for further
consider ation asthe CDEAC developsrecommendationsfor the Governors. While
thistask forcereport represents the consensus views of the members, it does not
represent the adopted policy of WGA or the CDEAC. At their Annual Meetingin
June, 2006, Western Governorswill consider and adopt a broad range of
recommendationsfor increasing the development of clean and diver se ener gy,
improving the efficient use of energy and ensuring adequate transmission. The

CDEAC commendsthe Task Forcefor itsthorough analysis and thoughtful

recommendations.
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The Western Governors’ Association created the Clean and Diversified Energy Advisory
Committee (CDEAC) to provide recommendations on how the region can best achieve
the goals of developing 30,000 MW of clean energy in the West by 2015 from resources
such as solar, wind, geothermal, biomass, advanced coal technologies and advanced
natural gas, and increasing the efficiency of energy use by 20 percent by 2020. To
accomplish these goals, the CDEAC created a number of Task Forces to study various
clean and diversified energy technologies that could be deployed. The Advanced Coal
Task Force (ACTF) is one of these task forces. The ACTF formed three work groups:
the Technologies, Carbon Management, and Policy. Each work group prepared a report
of its findings to the ACTF and using the information contained in the reports the ACTF
arrived at the consensus recommendations contained in this document.

The Technology Work Group Report provides information on the cost, performance and
environmental characteristics of the commercially available and advanced coal-fired
electrical generation technologies, such as supercritical and ultra supercritical pulverized
coal, supercritical circulating fluidized bed combustion technologies, integrated
gasification combined cycle technologies and poly-generation technologies for the co-
production of electricity, fuels and chemicals. The cost and performance of each of these
technologies was assessed both with and without carbon capture. The Carbon
Management Work Group Report discusses methods to store — or “sequester” — the
carbon captured from power plant emissions, sequestration opportunities in the West, the
current barriers to carbon management, and the options available to Western states for
enabling the management of captured carbon. The Policy Workgroup Report focuses on
the barriers that have inhibited the deployment of new, cleaner advanced coal
technologies, and presents recommendations to overcome these barriers.

After extensive discussions, the Advanced Coal Task Force has reached the following
consensus positions.

A. Support for continuing effortsto improve the efficiency and environmental
per formance of all advanced coal technologies examined by the Task Force.

As described above, the Technology Work Group examined the costs, performance and
environmental characteristics of a variety of commercially available and emerging
advanced coal-fired electrical generation technologies. The Technology Work Group
report shows that the advanced technologies examined in the report typically demonstrate
higher performance levels and lower emissions of criteria pollutants, toxic pollutants and
CO, emissions than do new subcritical designs, as well as the current fleet of pulverized
coal plants now in operation. The task force supports continuing efforts to improve the
operational and environmental performance of all of the advanced coal technologies
listed in the Technology Report, beyond current performance levels, with the ultimate
goal of achieving near zero emissions of all emissions at a competitive cost of electricity.

B. Support incentives for the development of advanced coal technologies that
arenot yet commercially viable and operate with superior environmental
performance



The emerging nature of advanced coal technologies presents challenges that must be
addressed if these technologies are to be adopted and their environmental benefits
realized. As discussed in the Policy Work Group Report, the higher capital and operating
costs as well as the operational risks of advanced coal technologies result in a higher cost
of energy, at this point in their development, as compared to conventional coal
generation. Thus, incentives are needed to overcome this cost/risk challenge for an initial
set of plants that will drive full technology commercialization and ultimately reduce the
costs of advanced technologies.

The ACTF recommends that state-level incentives should be directed only to certain
advanced coal technologies in two “Tiers.” The ACTF recognizes that the process for
approving the incentives for specific projects will be through existing state-level
legislative and regulatory proceedings, and that these will be subject to full participation
by interested stakeholders and the public.

Tier |

The ACTF recommends that Western Governors and the Western states place the highest
priority on providing incentives to facilitate the development of four to five electricity
generating plants (approximately 2,000 MW total) that use coal for fuel and that capture
and sequester at least 60% of their CO, emissions. The ACTF recommends that a full set
of state-level incentives be provided to Tier | projects.

Tier 11

In addition, the ACTF recommends that a subset of state incentives be provided to
projects (approximately 3,000 MW total) employing technologies not yet commercially
deployed in the West that most cost-effectively and rapidly move toward zero emissions
and carbon capture and sequestration. These technologies could include, but are not
limited to, gasification, ultra supercritical coal and oxy-combustion.

Tier | and Tier Il Incentives:
Incentives available for Tier I and Il projects should include the following:

Development
= Direct state PUCs to allow utility recovery of costs for Tier | and Tier Il project
development studies.
= Direct state PUCs to allow utility recovery of costs for studies of the sequestration
potential of existing and potential plant sites.

Siting/Per mitting
= Provide expedited permitting for Tier | and Tier Il projects, while maintaining full
public participation and the protection of human health and the environment,
including consideration of the full range of impacts of associated infrastructure.
= Direct the relevant state agencies to evaluate and, if appropriate, considering other
relevant siting factors, facilitate the siting of Tier | and Tier Il projects in



proximity to geologic sequestration, CO, transportation infrastructure, or
opportunities to use CO, in economically beneficial activities.

Cost Recovery Certainty

= Allow resource pre-approval and full cost recovery. To address the higher costs
and operational risks of Tier I and Tier Il projects, utilities developing such
projects should be ensured full and timely cost recovery provided they take
appropriate steps to manage costs and risks. Regulators should also consider
additional cost recovery incentives to address the higher costs of financing the
construction of Tier I and Tier Il projects.

= Utility power purchase agreements (PPAs) with an independent power producer
to develop Tier I or Tier Il projects should also be allowed pre-approval and full
cost recovery, provided appropriate steps are taken to manage costs and risks.

= Adopt Integrated Resource Planning rules that recognize the full benefits of Tier I
and Tier Il projects.

= Direct PUCs to provide for cost recovery for participating in sequestration
demonstration projects or geological assessments designed to facilitate the siting
of Tier I and Tier Il projects.

Performance
= Encourage appropriate “pass through” of purchase power costs or, in the case of
gasification plants, replacement combustion turbine fuel necessary, if a Tier | or
Tier 11 project does not deliver anticipated electrical generation availability.

Research
= Direct the relevant state agencies to conduct or support assessments to identify
sites for Tier | and Tier Il projects with access to geological sequestration
opportunities, CO, transportation infrastructure, or opportunities to use CO; in
economically beneficial activities.

Tier | Incentives:

In addition to the incentives outlined above, Tier | projects should be provided the
additional incentives listed below. Tier I incentives would be available to Tier Il projects
that undergo modification to qualify as Tier | facilities. It is the ACTF’s belief that the
development of Tier I facilities in the West offers the best opportunity to move toward
the ultimate goal of near zero emissions for new coal-fired generation. To the extent that
there is a conflict due to limited resources for providing incentives to Tier | or Tier Il
projects, the ATCF believes that Tier I resources should be given priority.

Financial Incentives
< Provide direct financial incentives, such as investment tax credits, loan
guarantees, etc., to Tier | projects. The same or similar financial incentives in the
Federal Energy Policy Act could be utilized at the state level for Tier I projects.
= Direct state PUCs to allow higher rates of return for Tier | projects.



Provide direct payments, subsidies, or tax credits on a dollar per ton basis for CO,
sequestered from a Tier | facility.

Use a portion of state severance (excise), property (ad valorem), and sales taxes,
or provide royalty relief, to provide financial incentives for encouraging the use of
CO; captured from Tier | projects in enhanced oil recovery projects (EOR) or
other economically beneficial use of captured CO..

Establish loan guarantees or bond funds to assist with CO, capture, compression
and transportation infrastructure necessary for Tier | projects.

Regulatory

Have relevant state agencies develop CO, storage regulations for Tier | projects
that protect public health and the environment without putting unnecessary
roadblocks in the way of the implementation of Tier | projects.

Direct relevant state agencies to develop and implement protocols to account for
and monitor the fate of sequestered CO, (including leakage) from Tier | projects.
Authorize new positions within the appropriate state regulatory agencies
responsible for the oversight and monitoring (including leakage) of EOR and
other sequestration activities associated with Tier | projects.

Research

Fund pilot programs for geologic sequestration in a variety of formations,
including technology research, development and demonstration; monitoring the
fate of sequestered CO-, (including leakage); and evaluating environmental and
public health and safety impacts to gather information to help site and
successfully develop Tier I projects.

Education/Outreach

Fund education and outreach programs to inform stakeholders and the public of
the issues involved in sequestration from Tier | projects.

Fund education and outreach programs to reverse the current perception of limited
career opportunities within the energy and regulatory fields related to EOR and
other sequestration activities. Encourage/support educational programs at the
collegiate level, focused on internships, and/or field experience with
knowledgeable practitioners.

Coordination of state-level incentives

Some measures may be more effective than others in any given state; and adopting some
measures may be more politically feasible in some states than in others. To the extent
that states coordinate their incentives, they will be able to foster a more consistent project
development environment across state boundaries. Such consistency will allow multi-
state utility “consortiums” in advanced coal project development to take advantage of
lower overall costs through economies of scale. WGA/WIEB could play a role in
facilitating such a consortium and providing a consistent policy environment.



