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Testimony of Dr. Gregory Kunkel, Director of Environmental
Affairs at Tenaska, Inc., On Behalfof TavlorvilleEnergy Center

My name is Greg Kunkel. I represent Christian County Generation, LLC (CCG) .
CCG is the developer of a proposed Integrated Gasification Combined Cycle (IGCC)
electric generation facility, named the Taylorville Energy Center. I am employed by
Tenaska, Inc . where I am the Director of Environmental Affairs . A Tenaska affiliate has an
ownership interest in CCG .

My academic credentials include B .A. and M.A. degrees from the University of
Colorado at Boulder, and a Ph .D . from the University of California at Davis . I have been
employed by Tenaska for 12 years .

Tenaska develops, owns, and operates electric generation facilities . A Tenaska
affiliate, Tenaska Power Fund, LP, already owns one electric generation facility in Illinois .
It recently announced an agreement for the acquisition of two additional electric generation
facilities in Illinois .

My testimony today will address the Agency's proposed Illinois CAIR provisions,
particularly as they may affect the viability of future IGCC projects in Illinois, such as the
Taylorville Energy Center.

IGCC technology will improve the environmental performance of the electric
generation industry. It removes sulfur and mercury from coal-derived gaseous fuel, and
thereby reduces emissions from the use of that relatively-clean fuel in highly efficient
combined cycle generation facilities . We understand that Illinois has a special interest in
IGCC technology, because it will use high-sulfur Illinois coal while still achieving superior
environmental performance.

As a regulatory system that places a more stringent limit on utility emissions of
sulfur dioxide and oxides of nitrogen, and allows market-based trading of allowances for
those pollutants, CAIR can help IGCC technology developers not only to achieve the
benefits of reduced emissions and enhanced fuel efficiency, but to monetize them as well .
This in turn promotes investment and the financing of IGCC facilities . IGCC technology is
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expected to have greater capital costs than conventional pulverized coal generation .
However, it will use fewer allowances because of lower emissions . CAIR properly translates
these lower emissions into an economic benefit for sources that are willing to employ state-
of-the-art, clean-coal IGCC technology. The Illinois CAIR rulemaking also includes important
incentives in the form of allowance allocation rules . These rules encourage the use of new,
efficient, clean-coal technologies .

With respect to sulfur dioxide, the federal CAIR allows no opportunity for Illinois to
allocate or reallocate allowances . A new IGCC project in Illinois would receive no
allowances for sulfur dioxide emissions . It would be required to obtain sulfur dioxide
allowances in an unpredictable, volatile marketplace . In this respect, any new electric
generation project with sulfur dioxide emissions is at a competitive disadvantage to baseline
sources in the Acid Rain Program . The baseline sources receive such allowances without cost .
In contrast, there are significant opportunities for creating incentives in Illinois CAIR's
allocation of annual and seasonal NOx allowances . These incentives will materially assist
IGCC project development in Illinois . They are the focus of my testimony .

CCG Supports Illinois CAIR

CCG generally supports Illinois EPA's judgment in the CAIR framework to allocate
NOx allowances in a way that benefits the people of Illinois .

In particular, we support the following specific aspects of Illinois CAIR . They will
assist development of IGCC technology in Illinois :

•

	

Allowances based on output, rather than fuel (heat) input, in order to emphasize a
source's efficiency, rather than its energy usage ;

•

	

Frequent updating of the baseline production records upon which allowance
allocations will be based ;

• A reduced lag time (compared to the federal Model Rule) between allocating
allowances and using them, so that new sources will become part of the overall
allowance pool more quickly;

•

	

Establishment of a new source set-aside ;

•

	

Definition of new units as those which commence operation after January 1, 2006 ;

•

	

Creation of a Clean Air Set-Aside (CASA) category for highly efficient generation ;

•

	

Creation of a CASA category for clean-coal technology including IGCC ;

•

	

Creation of an Early Adopter incentive within the CASA ; and

•

	

Allowing project participation in multiple CASA categories .
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For the Taylorville Energy Center and similar IGCC projects, all these CAIR
provisions promote clean, modem technologies in ways that are superior to the regulatory
alternatives .

Output-based allocations are one good example . Heat input is easily defined for a
conventional, pulverized-coal boiler, but it is not clear what that might mean for an IGCC
facility. With IGCC, there are a number of varying solid and gaseous fuel heat inputs to the
gasifiers and combustion turbine units . Using output, rather than heat input, resolves this
question in a modem, professional way--not only for IGCC, but for the variety of
renewable-energy and energy-efficiency projects that are also anticipated by the CASA .

Frequent updating of the baseline data used to allocate allowances, and shorter lag
time between allocating an allowance and using it, are two more excellent examples . In
the federal Model Rule, retiring units receive a windfall of surplus allowances because of
obsolete baseline data and the time it takes for a new allowance to be actually used . Under
Illinois CAIR, the pool of allowances available to both operating generators and new
efficiency projects will be greater. Generators will also have to produce something of
value for society, in order to earn valuable allowances . This is sound public policy, in
CCG's view .

Certainly it is true, just for the record, that the new Taylorville Energy Center may
receive NOx allowances under the proposed new source set-aside, highly-efficient
generation, clean-coal, and early-adopter provisions of Illinois CAIR. We believe that this
is also as it should be . Collectively, these represent significant financial incentives that will
help to offset some of the added cost of new, clean-coal technology such as IGCC .

Effect of Illinois CAIR on Use of Illinois Coal

Illinois CAIR will promote, not discourage, the use of Illinois coal, and do it in an
environmentally-beneficial way. Illinois CAIR provisions encourage investment not only
in IGCC technology, but in emission controls for existing coal-fired generation facilities in
Illinois. These investments make the use of Illinois' high-sulfur coal feasible--even though
the sulfur dioxide limits of CAIR are more stringent . Please also consider this : if the
regulation is stringent enough to force the installation of scrubbers, then it further expands
the market for Illinois coal, not just in Illinois but in other states as well .

Recommendations for Improvement

There may be details of Illinois CAIR that could be improved to provide a more
effective incentive for new, clean-coal technologies. We respectfully offer the following
suggestions :

1 . Reduce the time in which new sources are in the new-source category by making
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allocations one or two years in advance, rather than three . The new-source set-aside
will almost certainly be over-subscribed. This will limit its benefit, and make its
benefit almost impossible to quantify in advance . If the benefit cannot be quantified,
it will limit the positive impact on investment decisions and the financing of clean
coal technology--one of the very goals of Illinois CAIR .

2. For Early Adopters, eliminate pro-rata reduction of CASA allocations for the life of
the project, or for at least ten years. Like the above suggestion, this will increase
effectiveness of the incentive by making the quantity of the allocation predictable,
reducing risk, and promoting investment financing .

That concludes my testimony . I am pleased to answer your questions .
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