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The Governor-appointed Energy Policy Task Force has spent a year studying Iowa’s energy needs. This work has resulted in the many recommendations that follow in this report. If adopted by the Governor and the Legislature, we believe these recommendations will improve Iowa’s energy future.  

The recommendations are made to prepare and sustain Iowa in the long term for its energy future. They speak to smarter use of energy resources, adequacy of supply, transmission of energy where and when we need it, and renewable energy use to enhance public health by decreasing the waste products generated through fossil fuel use.

The Task Force believes there is urgency in preparing for the future. Without significant change in policy, Iowa – along with other Midwest states – risks having inadequate energy resources for sustainability. It also risks having inadequate means of transmitting electricity, having to build additional electric generation (the cost of which might be avoided), and rural economic development. Lastly, without policy change, Iowa risks dropping from the ranks as a leader in the production of non-polluting renewable energy.  

The Task Force is aware that it will take strong political will to make some of the recommended changes, but we believe these changes must be made to provide for a sustainable energy future. We respectfully ask the Governor and all state legislators to carefully consider the recommendations contained herein, and to act upon them. 

We give many thanks to all Energy Task Force members for their dedication and hard work. We also thank the Department of Natural Resources and Iowa Utilities Board staff that so ably supported this effort, and we thank all presenters of vital information to Task Force members. We are pleased to make this report to the Governor.  
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Governor’s Directive

In autumn 2000, Iowa Governor Vilsack and Lt. Governor Sally Pederson appointed a statewide task force of Iowa leaders, citizens and business owners to study Iowa's energy consumption, supplies and efficiency. The group was charged with three major goals:

· Ensure Iowa has an adequate supply of energy in the short and long term.

· Provide Iowans with affordable energy in the short and long term.

· Ensure Iowa is maximizing energy efficiency and production of renewable energy.

This document provides a summary of the issues and policy recommendations addressed by the Governor’s Energy Policy Task Force in 2001.

Opening Statement

The Governor’s Energy Policy Task Force (the Task Force) has conducted an extensive review of energy supply, transmission capability, and energy use in Iowa. The Task Force also has studied existing and emerging technologies for energy conversion including biomass, wind, solar, coal, combined cycle, and nuclear technologies.  

The Task Force concludes that adequate and affordable energy supplies, grounded in careful environmental stewardship, are necessary to support economic growth and a high quality of life for the citizens of Iowa.   

Also, the Task Force fundamentally believes public policy should ensure all citizens have access to adequate energy supplies to serve their basic needs. In part, this will be guaranteed through sound energy policy. Specific programs also must be in place to provide for the legitimate needs of low-income citizens.  

Background

According to information presented to the Task Force, for the last decade electricity in Iowa has been provided at reasonable rates, with heavy reliance on coal and nuclear power. Small but increasing contributions have been made by natural gas and renewable sources. Iowa has avoided the need to build additional base-load generating capacity by controlling demand growth through voluntary interruptibility of retail customers, improving the efficiency of energy use, and contracting with other utility providers in adjacent states. However, many are concerned about potential shortages and high costs in the future unless additional electric generating capacity is built. Improvements also are necessary for the electric transmission grid, which transports power within the state and imports power from other states. The Task Force believes such shortages can largely be avoided and adequate electrical supplies maintained. Iowa must immediately put in place multi-faceted policies to do so. 

The Task Force also has studied the use of natural gas, petroleum-based fuels, and other energy sources for use in residential, commercial, and public buildings as well as in the transportation sector. Additionally, the Task Force has considered end uses of energy in the industrial sector, particularly in manufacturing. Energy consumption in these applications has risen because of growing economic activity and for other reasons. Iowa relies on outside sources for all of its fossil fuel supplies and the Task Force is concerned that the state is vulnerable to undesirable effects as prices of these essential resources rise. The Task Force believes a multi-faceted policy also must be established to address these energy needs.  

Policy Recommendations

In this document, the Task Force recommends energy policy that rests on a foundation of four basic elements: 1) significantly enhance energy efficiency in all areas of energy production and use; 2) diversify the supply of energy sources to include renewable energy; 3) build modern, high efficiency electric generating plants that minimize environmental impacts; and 4) make major improvements to Iowa’s electric transmission system.  

1. Energy Efficiency  

The Task Force has concluded the efficient use of energy should be enhanced through the rapid deployment of energy efficiency policies and programs targeted at electricity, natural gas, and petroleum-based fuels. Increased energy efficiency in residential and commercial buildings, industrial processes, transportation, government facilities, etc. can be accomplished relatively quickly. For electricity, efficiency can be achieved at lower costs than the construction of new power plants. Winter heating efficiency and conservation can likewise reduce and delay the need for additional supplies of natural gas, propane, and petroleum heating fuels.  

Meaning of Energy Efficiency  

The Task Force emphasizes that energy efficiency is broader than simple energy conservation. The concept of eliminating unnecessary energy use is included within the scope of energy efficiency, but energy efficiency is more comprehensive. It involves achieving necessary goals while minimizing energy requirements. It does not mean compromising on comfort, performance or productivity when those are essential criteria, but rather meeting those requirements via more efficient means. In many cases, energy-efficient solutions are more cost effective and better performing than conventional practices.

Energy Efficiency and the Environment   

Implementing energy efficiency and peak demand reduction activities can immediately delay the need for new energy generation and transmission. Doing so keeps energy costs down while protecting the environment. The environmental benefits of energy efficiency are the most direct of any option: if energy use is avoided, then the environmental impacts are avoided as well. The Task Force believes there are significant short- and long-term opportunities for increased energy efficiency in Iowa. The Task Force acknowledges energy price increases such as those experienced in the winter of 2000-2001 should stimulate additional investment in energy efficiency by consumers.
2. Energy Supply Diversification to Include Renewable Resources

The State of Iowa has paid significant attention to developing a mix of energy sources, including renewable resources such as wind, solar, hydropower and biomass. The Task Force believes renewable resources can and should contribute increasingly to the energy mix in the state. The use of wind and solar energy has minimal environmental impact, and biomass often has significantly less impact than fossil fuels. The State should encourage increased use of commercialized renewable technologies and should support research and development of emerging technologies involving Iowa-grown agricultural commodities and other resources The Task Force acknowledges energy price increases such as those experienced in the winter of 2000-2001 will increase market penetration of these emerging technologies. 
Agriculture as Fuel and Petroleum Replacements 

Iowa as an agricultural state has the possibility of using more of its corn and soybeans as feedstocks for ethanol blends in gasoline and diesel fuels. Switchgrass and crop residues are under investigation for use in electric generation, and many other products now made from petroleum can be made from biomass. Some of these uses are already commercialized and others are in various stages of research and development. The Task Force believes major expansion in such uses of agricultural products is possible. Properly supported, the results would mean greater agricultural income combined with potential air quality improvements and reduced dependence on fossil fuels.

3. Base Load Electricity Generation  

Although significant opportunity exists to meet the needs of Iowa through energy efficiency and renewable sources, the Task Force recognizes that a rising population and economic growth will inevitably lead to the need for increased base-load electric generation in the state and region. Increased supply can be delayed further through demand reduction strategies, but the issue ultimately will need to be addressed. 

Because of required lead times, the Task Force has concluded that the processes to expand electricity generation need to begin immediately. The proper foundations in legislation, regulation, and economic policy need to be created to encourage investors of all types, both public and private, to make the necessary capital commitments. The Task Force believes any additional capacity built within the state should use the most effective technology for efficient and environmentally acceptable operations that can be implemented economically. Further, the Task Force recognizes Iowa will rely heavily on coal and nuclear fuels for electric power generation during the foreseeable future.  

4. Transmission  

The Task Force is convinced Iowa relies on an aging and inadequate electric transmission grid in need of improvement. Further, Iowa’s system does not reflect the necessity of transmission across regional markets. Electric service interruptions in 2001 in the state can be traced to an overtaxed regional electric transmission system rather than the lack of generating capacity. An improved transmission system would give Iowa the necessary infrastructure to transport power from in-state base-load generating facilities, renewable facilities, and other power supplies in Iowa and other states. Like the interstate and local highway system in which Iowa prides itself, a modern and effective interstate and local-transmission grid is essential to a thriving economy. 

While the Task Force acknowledges that FERC (Federal Energy Regulatory Commission) and President Bush have recommended energy policy to stimulate transmission investment, Iowa should continue to engage in the national and regional discussions that have been underway since the Energy Policy Act of 1992. The Task Force recommends Iowa consider supporting the power supply and transmission industries’ efforts to attract capital by endorsing a stronger role for the federal government in conjunction with state and local jurisdictions for the siting of interstate transmission facilities. The Task Force further recommends Iowa support enhanced recovery via accelerated depreciation of investments in transmission facilities.

Action Steps

The Energy Policy Task Force is recommending a comprehensive set of policy actions to move Iowa toward its energy goals. The Task Force’s recommendations are discussed in the following pages according to the specific objectives they work to achieve. Strategies include financial incentives, needs assessments, expanded research and development, and many other specific plans and programs. 

Additionally, the Task Force has created special sections for its recommendations on low-income needs and for establishing an Energy Coordinating Council for Iowa. The Task Force has come to appreciate the dedication and expertise in Iowa state agencies and organizations that deal directly with energy issues. The Task Force believes a formal plan needs to be implemented for the coordination of all energy policy and programs, with a coordinating council representing these state agencies responsible for establishing and monitoring energy policy.

Together, these recommendations provide a road map toward a stronger energy future for Iowa. 

Energy Efficiency/Demand 

Issues and Recommendations
Governor Vilsack charged the Task Force to “ensure Iowa is maximizing energy efficiency…”  

Energy efficiency is essential for all fuel types used in Iowa. Electric energy efficiency can decrease future demand and delay the need for additional generation, transmission and distribution. The efficient use of natural gas for heating and industrial processes will stretch fuel supplies. Policies to increase the efficient use of petroleum-based fuels for transportation and other applications also will benefit Iowa. All of these efforts to use energy resources more efficiently can reduce energy costs and benefit the environment. The Task Force believes energy efficiency is Iowa’s first option in preparing for the future.

The Task Force recommends the State of Iowa should rapidly deploy energy efficiency policies and programs targeted at electricity, natural gas, and petroleum-based fuels. Increased efficiency in residential and commercial buildings, industrial processes, transportation, governmental facilities and other functions can be accomplished expediently. In the electricity sector, improved efficiency can be accomplished at costs lower than the construction of new power plants. Winter heating efficiency and conservation can likewise reduce and delay the need for additional sources of natural gas, propane and petroleum-based heating fuels.

The Task Force believes there is significant short- and long-term opportunity for increased energy efficiency in Iowa, without sacrificing economic growth.

The Task Force also emphasizes energy efficiency is broader than simple energy conservation. Efficiency should not compromise comfort, performance or productivity, but rather meet those requirements through more proficient means.

Background 
Energy efficiency programs implemented by Investor-Owned Utilities, Municipally Owned Utilities and Rural Electric Cooperatives have cost an aggregate of approximately $497 million in the 11 years between 1990 and 2000, thus averaging about $45 million per year. These dollars were allocated in the following areas and supplemented by even greater customer investments: 


Residential Energy Efficiency

34%


Non Residential Energy Efficiency

21%


Non Residential Load Management

13% 


Residential Load Management

13%


Other Miscellaneous



  8%


Research and Development


  6%

Low Income Energy Efficiency

  3%

Trees (Windbreaks)



  2%

Electric Power in Iowa, a report by the Iowa Utilities Board, shows that from 1990 to 1998, all Iowa utilities avoided 264 MW in capacity through energy efficiency programs and 944 MW of capacity through load control programs.*  From these efforts, the value to utility companies and their customers for avoided capital costs of new generation is significant. Based on 2001 cost estimates, the total capital cost avoided through energy efficiency and load management programs was about $911 million, with continued financial savings in the future. 

Further, energy efficiency projects in schools, local government buildings, and state buildings have saved tens of millions of dollars in the last decade. According to DNR reports, from 1989 to 2000, $140.7 million in aggregate has been invested in public-sector facilities, with $20.5 million in projected annual savings.  
Energy efficiency programs of the 1990s primarily affected the industrial, government, and residential sectors, and concentrated on installation of efficient equipment, improved heating, cooling, and lighting systems, and load management programs.

The extent to which Iowa can achieve future demand reductions is not concrete, but is estimated by Oak Ridge National Laboratory** to be between 8 percent and 20 percent. 
Recommendations

1. NEEDS ASSESSMENT. Supplement the study now being conducted by the Investor Owned Utilities of assessment of potential with information from municipal utilities and rural electric cooperatives. The focus of the supplement should be to:

· Measure the success of efficiency programs of the 1990s,

· Evaluate the effectiveness of low-income weatherization programs,

· Reveal areas where future additional efficiencies could be gained and at what cost,

· Identify areas where energy conservation could help reduce demand and determine methods to promote conservation,

· Evaluate delivery mechanisms of current programs and provide alternatives for future programs, and

· Identify sources of funding for future programs.

*For clarification, energy efficiency efforts typically avoid baseload capacity while load management programs help utilities manage for peak capacity.

** In the report Scenarios for a Clean Energy Future.

2. UNIFORM PROGRAM FOR ALL CUSTOMERS. Replace existing energy efficiency programs mandated for customers of Investor Owned Utilities with a single, uniform program for all energy consumers. The program should be designed and operated in the most cost effective way possible, with the following provisions:

· The program should be implemented by independent energy efficiency contractors to be chosen through the standard bidding and qualification process of the State, or by a State agency.

· The philosophy behind the program should be to provide consumer incentives for implementing energy efficiency improvements and conservation measures.

· This program should enhance efficiency programs by including a state-supported loan program. It should focus on outreach and assistance to commercial and small business customers to improve energy-consuming facilities and equipment. This sector could potentially provide the greatest return on investment in energy savings.

· There shall be oversight and accountability for the state agency or independent contractors to ensure the program meets predetermined goals.

3. RESIDENTIAL EFFICIENCY. Modify current residential energy efficiency programs to concentrate on homes with the greatest potential for cost-effective efficiency improvements, as determined through energy audits. Provide personal energy efficiency advisory services to affected homeowners to maximize results. The objective is to reduce use where the most savings can be accomplished.

Implement consistent incentive programs to help make up the purchase price differential between standard and high efficiency appliances. 

4. STATEWIDE SURCHARGE. Replace the current State mandated energy efficiency surcharge that applies only to Investor Owned Utility customers with a consistent, statewide energy efficiency surcharge that applies to all electric, natural gas, and propane consuming customers in the State, based on usage. The rate of surcharge for each category or type of customer should be based on the costs associated with providing energy efficiency services for that category or type of customer (i.e. residential, commercial, industrial).

5. EDUCATION AND AWARENESS. Initiate an energy conservation program, addressing all forms of energy, that would work to change energy use habits. This could include a public awareness campaign drawing attention to impending supply deficiencies and the environmental and consumer benefits of saving energy.

Include energy economics in school and college curricula. Develop educational materials to support those curricula using web-based applications and traditional print forms.

6. VEHICLE EFFICIENCY. Modify vehicle tax policy to encourage increased use of high efficiency vehicles, including hybrid gasoline-electric vehicles.  

7. STATE GOVERNMENT TRANSPORTATION EFFICIENCY. Require the   State of Iowa to lead in energy efficiency and conservation by example. Require that:

· vehicles owned and operated by the State be the highest fuel efficiency available and suitable for the particular use, that they be maintained to operate as efficiently as possible, and that policies be implemented to require the most efficient use of state vehicles,

· the State encourage cities, counties, and school districts to own and operate fuel-efficient vehicles, and 

· the State promote increased use of appropriate communications technology and other means for reducing the need for intra-state transportation in order to accomplish state business.

8. STATE FACILITIES. Perform energy audits to identify State-owned/occupied buildings in which significant opportunities to implement cost-effective energy improvements are available. Reduce energy consumption in such State owned/occupied facilities by an average of 10 percent by 2008.  

9. EFFICIENCY GOAL. The Task Force believes the State of Iowa should set an aggressive energy efficiency goal to enact appropriate policies. The Task Force recommends a reduction in overall end-use of energy by 10 percent by 2010 through energy efficiency and conservation, with re-evaluation in 2010 or sooner for the next decade’s target.  Specifically for electricity, the Task Force recommends a 1,000 MW reduction in peak demand through efficiency and conservation.

Renewable Energy

Issues and Recommendations
The Task Force recommends the State of Iowa adopt a policy to create an environment in which renewable energy sources become a more significant part of the state’s energy portfolio.

Iowa has a long and proud history of creating wealth using its natural resource base. That wealth historically has been based on rich soils, self-reliance, and innovative technologies. Iowa’s progress in the energy production industry continues that tradition.

Background

Almost all of the energy sources used in Iowa are imported from outside the state. Many millions of dollars worth of energy sources, especially oil, are imported from other countries with associated supply uncertainties. Economically, Iowa annually spends more than six billion dollars on energy, and in 2000, Iowans endured 1.1 billion dollars in excess energy costs because of abnormally high natural gas prices. 

Iowa has been a national leader in demonstrating and adopting renewable energy resources, especially renewable-based motor fuels such as ethanol from corn and biodiesel from soybeans. Wind power and other alternative resources have grown tremendously in recent years as Iowa utilities and citizens explore alternatives to fossil fuels. 

The Task Force has received much information showing the potential for a renewable energy industry in Iowa. Analyses by the Union of Concerned Scientists and the U.S. Department of Energy show that Iowa could generate very large amounts of electricity from wind alone, and could meet 60 percent of its electricity needs from biomass. 

Iowa has capitalized on many renewable energy opportunities, including: 

· The state has adopted policies to foster a strong and growing ethanol industry, which in 2001 alone has helped Iowa’s market share for ethanol-blended fuels reach 54 percent of total motor fuels sold, and for several new ethanol plants to be planned for construction. 

· Bio-diesel, most commonly a blend of soy oil and diesel fuel, has shown similar economic and environmental benefits. The City of Cedar Rapids transit system is using bio-diesel-powered busses with no additional cost requirements, engine modifications or adverse effects to engine performance. Iowa has two plants that produce bio-diesel, including a plant in Ralston, Iowa that is expanding capacity to 10 million gallons per year. 

· Cellulose-to-ethanol technology is in its infancy, but tremendous potential exists in this field. Using cellulosic materials instead of grain can create a net energy gain and lower resource costs. Energy crops such as switchgrass and other biomass products could be used as feedstocks for ethanol production and for direct combustion in electric generating plants, creating new agricultural opportunities. Much research and demonstration is being conducted in Iowa to develop alternative biomass feedstocks.

· Methane recovery from livestock manure and landfills can help mitigate many environmental problems for Iowa. By capturing the methane generated at these sites through anaerobic digestion, Iowa can reduce odors and greenhouse gases while working to protect water quality. The by-products of anaerobic digestion can be used as fertilizer sources, helping to reduce reliance on commercially produced fertilizers. Several Iowa companies and organizations are demonstrating methane energy recovery, and two landfills are currently producing energy from captured methane. 

The Task Force believes continued development of renewable energy resources offers several advantages and opportunities for Iowa. Perhaps the most compelling benefits are environmental. Unlike fossil fuels, renewable energy resources limit or avoid unwanted air pollution while reducing carbon dioxide emissions, a major cause of global warming. Because of their renewable nature, they are not limited in supply like fossil fuels.

The Task Force contends that diversifying Iowa’s energy resources will best serve the state by providing markets for Iowa-based products, paying landowners for the use of their land for electricity generation, creating opportunities to convert waste into useable and valuable commodities, and decrease reliance on imported fuels. Specific targets for renewable energy use are necessary to establish the markets for these fuels in Iowa. 

Few goals or targets currently exist within the Iowa Code to establish a policy agenda for renewable energy. Among those that exist are:

· A requirement for Investor Owned Utilities to purchase 105 MW of power from renewable sources.

· A requirement that state vehicles operate on 10 percent ethanol-blended fuels.

· The 1990 Iowa Comprehensive Energy Plan and each subsequent biennial plan, which call for Iowa to increase renewable energy generation in the state to 10 percent.

By requiring Investor-Owned Utilities to meet the 105 MW mandate by purchasing renewable energy from other sources, past legislation sought to promote renewable energy generation from small independent companies and groups. In reality, the small-producer incentive was largely ineffective since large non-Iowa companies own most facilities now producing the 105 MW. The legislation did however establish Iowa as a leader in renewable energy use, and the state should continue to strive for leadership in this field. In any future legislation, eliminating restrictions on Iowa companies owning renewable generation facilities will bolster renewable energy development.

The Task Force recommends that Iowa take steps to increase its use of biomass and renewable energy technology. The Task Force recognizes that in the short run, some renewable energy options may be less cost-effective than conventional resources. This discrepancy is due in part to subsidies already in place for conventional fuels, the fact that environmental costs are often ignored, and because alternatives have yet to be fully introduced into the market and are still under development. 

Previously in this report, the Task Force recommended aggressive programs to increase energy efficiency so that additional generation of any kind could be avoided. The Task Force believes an equally aggressive program needs to be established to increase the use of alternative energy in the state.  

Recommendations

To achieve an energy policy in which renewable energy plays a more significant role, and to establish a responsible level of energy security, economic stability, and environmental sustainability; the following recommendations are offered:

1. 1000 MW GOAL BY 2010. Although Task Force members discussed a mandatory Renewable Portfolio Standard of 10 percent renewable generation by 2010 and 20 percent by 2020, the majority of members favored an aggressive, yet achievable goal, established by the legislature, of 1000 MW by 2010. This should be accomplished through vigorous subsidies and incentives, a proactive effort to provide appropriate transmission systems, and by eliminating regulatory barriers to increased use of renewable sources.  

A major barrier to achieving this goal is the absence of transmission from areas where the renewable power could be produced. Recommendation 4 in the Transmission section (see page 24) speaks to this.

2. MONITOR PROGRESS. The Task Force believes an essential tool in meeting goals is to closely monitor progress. The Task Force recommends this function and responsibility be assigned to the Iowa Energy Coordinating Council (see page 25).  The council also should be responsible for evaluating the effectiveness of available incentives in meeting the 1000 MW target and recommend to the legislature any adjustments necessary.

In the event the Iowa Energy Coordinating Council proposed in this report is not established, has not yet been established or is no longer in existence, the Task Force recommends renewable energy monitoring and responsibilities reside in a bipartisan council of legislators.

3. TAX INCENTIVES. The Task Force recommends tax incentives be established to promote new renewable electric generation. Examples of possible components in an aggressive package of incentives include, but are not limited to:

· Sales tax exemptions for machinery, equipment, and construction costs of new renewable capacity,

· Utility replacement tax exemptions for production of energy (no exemption

      from that portion of the tax that goes to local jurisdictions),

· Income tax exemptions on profits, and

· Investment tax credits for new renewable generation.

These incentives and their duration should be established through legislation.

4. FINANCIAL INCENTIVES. Other incentives for new renewable generation should be considered, and could include:

· An incentive paid for each new kWh generated and sold in Iowa

· Extending services and assistance to encourage rural energy cooperatives to produce renewable sources. One example of assistance needed is the development of a standardized power purchase agreement for small renewable energy producers.

5. RENEWABLE ENERGY FUND. Create a revenue stream for use as an incentive for electric generation from renewable energy sources. The Task Force recommends Iowa tax code and tax policy be amended as necessary to direct new tax revenue received from new fossil fuel generating facilities, as may be needed, to a dedicated renewable energy fund until such time as the 1000 MW goal is met.

6. HYDRO POWER. Hydroelectric power should be encouraged and supported in areas and situations where local infrastructure and support are present and where it is cost effective.

7. WASTE-TO-ENERGY. The State of Iowa should direct appropriate state agencies to coordinate and amend policies and regulations in order to promote the environmentally acceptable use of municipal solid waste, municipal sewage sludge, and livestock wastes as energy sources.

8. NET METERING. A standard system for net metering and renewable system utility interconnect should be established.

9. TRANSMISSION COSTS. Iowa should work with local, regional and national authorities to establish a fair and uniform cost for moving electricity generated from renewable sources within the state.

10. TAX POLICY. The State of Iowa should modify vehicle tax policy to encourage the use of renewable fuels in vehicles.

11. STATE GOVERNMENT LEADERSHIP. State government should lead by example.  It should: 
· Use bio-diesel in state-owned and -operated diesel vehicles, generating facilities, and stationary diesel engines when feasible.

· Encourage local cities, counties and schools to use bio-diesel in diesel vehicles.

· Make state refueling facilities accessible to other public entities for purchasing bio-diesel.

· Continue to support and use ethanol in all gas vehicles in its fleet. 

· Purchase electricity from renewable resources to the extent possible.

12. NEW TECHNOLOGY. Iowa should support the research, demonstration, and development of new renewable energy technologies. They should include, but not be limited to:

· Cellulose-to-ethanol technology and ethanol-powered fuel cells

· Technologies that combine livestock waste and biomass for anaerobic digestion to produce methane gas as an energy source

· Municipal waste as an anaerobic digestion resource

· Gasification

· Pyrolysis

Electricity Generation

Issues and Recommendations
Although many recommendations have been made in this report to decrease the need for electric generation, this Task Force believes Iowa must address the need for new supply of base load electrical generation. The reason is twofold: first, to meet energy demand as it continues to rise in the state; and second, to replace expiring purchased power contracts that are not renewed. In so doing, the state must determine how to balance the goals of investors for competitive rate of return, and of consumers for electrical rates that are fair, economical and stable.

Background

Because of uncertainty about adequate return on investment, capital has not been readily  available to build new electricity generation facilities within Iowa’s regulatory system for many years. This is one reason no generation has been planned for Iowa until recently. Instead, legislation was sought to build generating plants outside the regulatory system, where such plants could sell electricity at prices the marketplace is willing to pay. Legislation also was recently sought and subsequently passed to remove uncertainty, thus encouraging building within the regulatory system.

The electric needs of Iowa are served from two categories of electric supply. One is from power plants owned in part or in total by the entities that directly serve Iowa’s needs. Those plants can be located within or outside Iowa’s boundaries. The other is through agreements/contracts to purchase power from other entities that are largely outside the bounds of Iowa’s regulation process, known as wholesale transactions, or purchased power.

Regulated utilities employing an Energy Adjustment Clause (EAC) mechanism “pass through” the cost of purchased power directly to customers. For utilities that do not employ an EAC, any extra costs related to purchased power could only be recovered through a regulated proceeding. If purchased power becomes more dominant, some fear an increasingly larger portion of the electricity needed to power Iowa will come from outside the state via contracts with companies that have little or no regulated responsibility to Iowa. 

While purchased power contracts by themselves are not necessarily detrimental (a significant percentage of Iowa’s electricity is currently generated outside the state), they could create price uncertainty for the generation portion, up to 40 percent, of customers’ bills. Over time, more unregulated plants might be built in response to demand increases and the retirement of regulated plants. Gradually under this scenario, the rate to consumers can become less cost-based and more market-based. 

This uncertainty, which could mean either higher or lower prices at a given time, comes from the market-based pricing in wholesale purchased power contracts, per the Energy Policy Act of 1992. In addition, increased reliance on contract electricity purchases also could be detrimental during peak load or shortage conditions. Under times of extreme demand for electricity, physically firm service (i.e. generation from in-state assets or utility-owned assets) can be relied on to a higher degree than financially firm service (i.e. from contracts). 

Some fear purchase power arrangements will result in prices set by marketplace demand in relation to supply, rather than the cost of generation, leading to higher prices. To protect consumers, Iowa may prefer to have some generating plants built within the regulatory system. If accomplished, then more of the retail rate could remain regulated.

Overall, in the current regulatory situation, Iowa consumers are best served by a balance between in-state generation and some amount of supply secured by purchase power agreements. Legislation passed in 2001 removes barriers for Iowa-based generation, helping to encourage new in-state power and rectify a situation that was leading to disproportionately higher reliance on purchased power. However, if the legislation does not lead to private investment in new generation, the State of Iowa will still be facing the same concerns. 

Distributed Generation

Distributed generation refers to relatively small scale, localized, electricity generation. It is a small-scale decentralized approach, different from today’s centralized, large power plants that send electricity long distances via transmission lines. Examples include solar cells, wind machines, microturbines, fuel cells, and others. Distributed generation can reduce demand for transmission, cutting the need for expensive expansion of the transmission grid. It can adjust more rapidly to demand changes than the multiyear process of constructing new centralized power plants.

Recommendations

If current structure and laws do not lead to creation of adequate generation, then to balance the needs of investors and consumers, the Task Force recommends three policy options:

1. GUARANTEED RATE OF RETURN. Although utilities have more reassurance about the future because of recent Iowa legislation, more may be needed. The Task Force suggests a guaranteed rate of return on invested capital to investors of electrical generating plants built within the regulated system, for the life of that plant. The rate of return might be developed from a bidding process of private investors for the right to build the plant. With solid, believable guarantees from the state for long periods of time, the rate of return to attract capital might be less than in the open market, where both duration of demand and price level of demand are uncertain. This arrangement would protect the investors from being penalized after the fact and allow them to know the total financial agreement in advance.

The consumer would probably pay more under this arrangement than in the past (because a higher return on invested capital may be required than under the prior system), but no plants have been built under the prior system for many years.  If no generating plants were to be built within the regulatory system, consumers may end up with high prices and uncertain supplies.

2. CLEAN COAL TECHNOLOGY. If coal plants are built, to help protect the environment, require the use of high efficiency, state-of-the-art clean coal technology in new plants constructed within the regulatory system. The Governor, the Iowa Utilities Board and the Iowa Energy Center would establish an agreement to make the State of Iowa an equity investor to cover the incremental costs of using clean coal technology versus systems that meet current environmental standards. Further, the State would be an equity investor for the amount needed to help plants use some biomass or municipal wastes as fuel.

3. FURTHER STATE INVESTMENT. Consider encouraging the State of Iowa to either own or have significant equity investment in a base-load generating plant, for the purpose of reliability, cost containment and revenue generation. The state may find it advantageous to undertake this investment to understand the intricacies and costs of power plant operation. More importantly, such an investment would yield funds that can be used to advance public purpose programs such as renewable electric generation, bio-diesel fuels and low-income energy efficiency without extra burden on Iowa customers. Currently about 23 cents of every dollar paid by a customer of an investor-owned utility goes to federal, state and local taxes, as well as shareholder return. That money, which does not have to be paid by a state-owned company, could be invested in public purpose programs. Additionally, a state-owned plant would add an element of certainty to supply and price.

4. DISTRIBUTED GENERATION. Distributed generation is in its infancy. It is a technological approach that could coexist with today’s paradigm of large, central plants. The Task Force does not make recommendations specifically aimed at driving the development of distributed generation. However, several of its recommendations to develop renewable electric generation will favorably affect distributed generation. The Task Force believes Iowa should participate in the experimentation and research of distributed generation.
Transmission

Issues and Recommendations

The Task Force is convinced the State of Iowa relies on an aging and inadequate electric transmission grid in need of improvement. Further, the Task Force believes the state’s transmission system does not reflect the necessity of transmission in regional markets for electric generation.

While the authority and responsibility for the transmission system fall primarily under the auspices of the Federal Regulatory Energy Commission (FERC), it is still incumbent upon states to take an active role in the formation of future regulatory policies and the interrelationship between local, state and federal authorities. With that in mind, several points need to be considered when exploring the state’s role in transmission of electricity.

Background 

The issues surrounding electricity transmission are made more complex by a network of entities organized to help structure transmission regions, through numerous FERC orders regulating development, and a continuum of strategic planning by all parties involved. Discussing these issues and how they relate to Iowa can become a tedious narrative, but is essential in obtaining the necessary understanding of current progress surrounding the emerging new transmission grid ownership and administration. 

FERC Order 888 opens the electricity grid to third parties at non-discriminatory rates, terms and conditions. Additionally, FERC Order 2000 calls for development of Regional Transmission Organizations (RTOs) or Independent System Operators (ISOs) in which ownership and management of transmission systems are not to be the same. All public utilities would become a member of an RTO. Alliant Energy and MidAmerican Energy have alternately proposed an Independent Transmission Company (ITC) under the supervision of Midwest Independent Systems Operator (MISO) that would still be profit- motivated with multiple participation methods and performance based rates and incentives. In 2000, the Wisconsin utilities created a similar plan when they spun off the transmission assets into a new company called American Transmission Company (ATC), which controls 6,000 miles of line and 500 substations. ATC is hoping to make money by transmitting power for Wisconsin and shuttling electricity in the region. While it is true that all these entities and their distinct missions often can be confusing, all of them are real and will slowly emerge as the future organization that controls and manages the electricity grid.

Today, the power grid is being used in ways never envisioned when construction started 70 years ago. Once used by neighboring power companies to exchange electricity, currently the network has evolved into a system moving large blocks of power sold at wholesale rates across regions of the country. Deregulation of the electric utility industry has produced a radical shift in wholesale transactions. In 1996, there were 25,000 individual wholesale power sales between utilities; that number exceeded one million in 2000. 

Transmission capacity has failed to grow with the increased flow of electricity. Line construction has declined during the last 25 years at the same time more electricity has been generated by power plants. In addition, many of the transmission structures and lines have outlived their depreciated life. Estimates from MidAmerican Energy for the years 2000-2009 indicate generation growth is expected to be 20 to 25 percent while growth in transmission capacity for the same time frame is projected at only 4 percent.

Access and use of the grid is a challenge both within and between states. For example, alternative energy facilities in Iowa, such as wind farms, must locate near existing transmission lines to avoid building long access lines. The economic effectiveness of investments in alternate energy facilities can be defeated by the application of charges for additonal transmission service (“rate pancaking”). Resolution of interconnection issues, especially between states, can take up to a year, delaying the ability of new facilities to deliver power.

Siting controversies are, and will continue, to develop.  The “not in my backyard” syndrome aligns local landowners concerned about property values and health issues with environmental groups. These groups have become quite effective at delaying or rerouting new lines.

Transmission planning currently takes a long time – up to 10 years – to complete. Typically, planning for new transmission is a function of new generation planning and siting, with return on investment as the overall incentive. To adequately plan future generation, especially with alternative energy resources such as wind and biomass, the state needs to begin the transmission planning process immediately rather than waiting for those resources to be profitable. Additionally, the state needs to plan transmission from a global, proactive perspective with the goals of reliability and stability in mind, rather than just reacting when new generation by utilities is planned. Currently, there is no incentive for new construction of transmission lines and uncertainty in the future is effectively prohibiting construction.

Last, while the federal government has the responsibility of regulating the transmission grid through its interstate commerce powers, the states may exercise siting authority. The Iowa Legislature has given this authority to the Utilities Board (outside city limits) and to the Municipalities (inside city limits). There are inherent conflicts between state and federal authority. For fifteen years, FERC has been attempting to turn the transmission grid into the functional equivalent of the federal highway system. FERC also must separate the bundled costs of transmission, which account for about 11 percent of the retail cost of electricity.

Recommendations

1. REGIONAL TASK FORCE. Establish a task force appointed by state governors of the region to coordinate and communicate needs and concerns to federal regulators and policy makers. The task force would work to ensure the grid is planned and managed on a regional or national basis. Iowa needs to understand and agree to the implementation of a regional entity that has the authority for planning, siting, maintaining, and managing the regional grid. 
A regional task force would include the following activities and provisions:

· The role of the task force should be transmission planning and assurance of standards across the region, including expansion, systematic maintenance and replacement standards, worker protections, environmental impacts, and sub-station planning and prudence review. Other standards should include line clearance, tolerances, age and use data. Rules and standards must be established and enforced. 

· The regional task force needs to be independent from the utilities that currently own the lines. 

· The concept of a hybrid RTO/ISO and ITC should be investigated with the transmission grid operated in a business-like manner, but with input for progressive public policy. 

· Planning and implementation would involve the states in the region, all utilities owning transmission lines, and current government regulatory agencies. 

2. EMINENT DOMAIN. Review and streamline eminent domain procedures for line construction, with input by the entity mentioned above, to the extent necessary for installation of needed transmission capacity. To ensure adequate electricity, it is imperative that new lines are built and existing ones maintained. 

The Task Force acknowledges a federal role that is important and limited. State involvement is required in eminent domain issues for transmission line siting. Environmental standards and local input need to be incorporated in siting, and state government agencies must be empowered and directed to scrupulously safeguard the rights of Iowa’s citizens and the environment for the future. 

3. PUBLIC EDUCATION. Develop public education initiatives through both the executive and legislative branches regarding the state’s energy challenges. Citizen understanding of energy issues, along with necessary solutions, is imperative to neutralize the “not in my backyard” syndrome.

Any entity offering proposals for construction of generation or transmission will be responsible for presenting fully researched plans that meet established regulations. The corresponding approving agency will review proposals as expeditiously as possible. Adherence to publicly reviewed guidelines will enable citizens to trust that construction and maintenance are being conducted responsibly.

4. PLANNING. Transmission planning by the Midwest Independent System Operator (MISO) facilities, in conjunction with the Iowa Utilities Board and Iowa Energy Coordinating Council,* should immediately contemplate future addition of renewable generation to accommodate those generation facilities needs. System reliability and responsible infrastructure growth, not least cost planning, should be the standard. Additionally, planning cannot be done solely from a market-oriented approach. Just as incentives are offered for construction of new infrastructure for industrial development, incentives may need to be addressed for rate treatments on new lines or to offset the cost of lines for new sources of generation that are being underutilized during transition periods (such as a guaranteed rate of return until capacity is reached that provides a reasonable profit). State incentives should be examined for the construction of lines for future use that will benefit the state. 

5. COST RECOVERY. To obtain earlier profitability and attract capital for building transmission lines, Iowa should support enhanced cost recovery via an accelerated depreciation on investments in transmission facilities.

6. OPEN ACCESS. To stimulate alternative energy resources, the RTO/ISO must develop, in coordination with the entity recommended in #1, open and non-discriminatory transmission access and eliminate non-cost-based pancaking of rates in the region’s transmission system. It is recommended that state taxes generated by any new construction of electrical infrastructure be used toward the establishment of an energy fund. This fund’s purpose would be to stimulate the creation of new renewable generation and transmission capability. The costs to maintain lines and expand the grid need to be borne by all producers using the grid.

7. GAS LINE SITING. Create greater emphasis in the siting of natural gas lines on the planning, construction, inspection, and site remediation of these lines to better preserve the environment, particularly with regard to top soil and drainage systems.

*See page 25 for a description of the Iowa Energy Coordinating Council.
Iowa Energy Coordinating Council

Background

Energy use is woven into virtually all aspects of modern society. It is a complex and multi-faceted subject. Accordingly, it is not surprising that Iowa has a number of state agencies and organizations that deal directly with energy issues. These organizations include:

· Iowa Legislature

· Iowa Utilities Board

· Iowa Office of Consumer Advocate

· Iowa Department of Natural Resources

· Iowa Department of Human Rights

· Iowa Energy Center, Iowa State University

· Center for Global and Regional Environmental Research, The University of Iowa

· Center for Energy and Environmental Education, The University of Northern Iowa

Several additional state entities have missions with less direct, but still significant, energy issues. These organizations include:

· Iowa Department of Economic Development

· Iowa Department of Agriculture and Land Stewardship

· Regent's Universities

· Iowa Department of Transportation

Together, these organizations perform roles in the development and execution of state energy policy and programs. Several already maintain routine liaisons to coordinate their efforts. However, there is not a set body to formalize the liaison amongst these organizations and the many qualified individuals within them who are knowledgeable on Iowa energy issues. Formalization and expansion of these coordinating efforts would streamline and enhance the impact these organizations have on Iowa’s energy future. 

Recommendations

It is therefore proposed that an Iowa Energy Coordinating Council be formed consisting of, but not limited to, representatives from the organizations listed above. The Governor also will appoint a representative from his or her office. The Council should be led by an appointee of the Governor and be able to function in an impartial manner with all public and private bodies. To maintain objectivity and cohesion among council representatives, this appointee should be from outside the agency members, and could even be from outside state government. This position should function as a CEO with a mission to challenge and coordinate members while implementing and aligning state policy.

The Council should focus on strategic coordination and goal setting. The mission of the Council would be threefold: 1) act as a consortium of energy personnel and clearinghouse of information amongst the numerous state and private entities, 2) streamline the state’s energy organization to facilitate the architecture and maintenance of an effective energy policy, and 3) identify the need for new policy and assist in the implementation of that policy. 

The Council also will coordinate an integrated Iowa energy, environmental and economic development policy. It will monitor and assess progress toward goals that have been established by the legislature. The Council should question the accepted “status quo,” creating larger-than-departmental initiatives. The Council should enable the agencies to speak with one voice, establishing innovative and sound new energy policy. 

The Council will be charged to convene monthly to promote mutual understanding of each organization’s legislated mission, exchange information, discuss current energy issues, and explore potential cooperative efforts. The Iowa Energy Coordinating Council will be the designated body responsible to monitor energy policy for the State of Iowa and to make an annual energy policy report, including present status and recommended changes to the Governor and legislature. The Council may solicit input from any other organization, public or private, as appropriate to its activities.

Low-Income Programs
Iowa and the nation have a historical commitment to ensuring the basic needs of all citizens. Energy has become a basic need, and increasing costs have significantly affected lower-income Iowans’ abilities to adequately heat their homes and provide for their families. The Task Force believes strongly the State of Iowa should guarantee future energy supplies are affordable to lower-income citizens. While working to increase supplies, decreasing demand through conservation, and investing in energy efficiency all contribute to affordability, energy assistance and weatherization are critical components of affordability for those struggling to provide life's necessities. 

Background 
Iowa’s Weatherization Assistance program helps low-income households make their homes more energy efficient. According to the Iowa Department of Human Rights, in Program Year 2001, the U.S. Department of Energy provided  $3.3 million for Iowa’s weatherization program. Those funds were supplemented by $3.3 million in Low-Income Home Energy Assistance program (LIHEAP) funds, $250,000 in Oil Overcharge funds, and $2.2 million in funding from Investor-Owned Utilities, for a total of $9.1 million. With this level of funding, approximately 2,000 households had their homes weatherized, saving between 20 and 30 percent on gas bills plus additional savings on their electric bills. 

The LIHEAP program helps low-income households pay their heating bills. According to the Iowa Department of Human Rights, Iowa’s program received $25.5 million in federal LIHEAP funds for Federal Fiscal Year (FFY) 2001, and $16.7 million in federal Emergency Funds. Additionally, the program used $2.9 million in 2000 carryover funds for summer contracting of deliverable fuels. In the 2001 session, the Iowa Legislature approved $6.5 million in state funds, for a total of $51.6 million. Through the LIHEAP funds, 83,723 Iowa households (205,112 individuals) received an average of $546.00 to offset their heating costs. With this assistance, the average heating cost burden for LIHEAP recipients was 6 percent of their household income. In FFY 1999, fewer Iowans received less assistance, but that smaller amount still lowered their heating burden to 3.5 percent of their total household income. 
Using HUD definitions for affordable shelter burden costs, total home energy costs should be no more than 8 percent of the total household income. Based upon the typical split for electric and gas costs, affordable percentages are 5 percent for electric and 3 percent gas, totaling 8 percent of household income.      

Due to unprecedented spikes in natural gas costs in the winter of 2000-2001, the three Investor-Owned Utilities in Iowa reported a 26 percent increase in residential disconnects for non-payments compared to last year (January through August 2000 versus January through August 2001). At the end of March 2001, Investor-Owned Utilities reported 16,931 LIHEAP households were $7.5 million behind in their energy payments. This represented an 88 percent increase in what was owed to utility companies compared to March 2000, and a 26 percent increase in the number of households. Not only did more households have trouble paying, the amount owed was significantly greater.  

In light of this data, the Task Force believes the State of Iowa must create additional funding sources, stronger policies, and increased programming to provide appropriate assistance to low-income Iowans. 

Recommendations

1. PUBLIC BENEFIT FUND. Establish a public benefit fund to achieve the goal of reducing total energy burdens for low-income Iowans to 8 percent of total household income. Possibilities for funding include: flat fees (by category or type of customer, i.e. residential, commercial and industrial) collected from all natural gas, electric and deliverable fuel customers through the billing process; or an allocation from the state general fund. Included would be customers of Investor-Owned and Consumer-Owned Utilities. The level of funding would be determined by completing an annual needs assessment, conducted by the Department of Human Rights. The federal appropriation for LIHEAP and Weatherization would be subtracted from the total funding needed for the public benefits fund.  

2. DISCONNECT PROTECTION. Establish moratorium/disconnection protection (from November 1 through March 31) for any residential household at or below 185 percent of federal poverty guidelines. The local energy assistance provider or utility company may conduct verification of income. Customers are automatically eligible for protection against disconnection if they receive any form of public assistance that uses income eligibility at or below the 185 percent guidelines. Currently, LIHEAP eligibility is at 150 percent, but the program could at some point opt for the highest standard allowable. Additionally, only those households eligible for LIHEAP are now protected. This new provision would protect the 65 percent or more of eligible households that do not apply to the LIHEAP program, but may indeed be receiving other public assistance.

3. VOLUNTARY FUND. Expand and enhance the statewide customer contribution fund that collects voluntary donations to assist those in need. A repetitive statewide marketing campaign could be implemented to raise awareness of the needs and provide more opportunity to help through tax-deductible contributions. Establish minimum and uniform guidelines to be used for the distribution of funds to those eligible for other low-income assistance programs.  

Closing

The Governor’s Energy Policy Task Force believes Iowa should be a leader in energy policy. With direction from Governor Vilsack’s three guiding principles, the Task Force has developed a roadmap for policy makers to ensure a safe, reliable and affordable energy future for Iowa. It is the Task Force’s expectation that the recommendations in this document can advance a progressive policy direction for the state.

The next step toward a strong energy future for Iowa is in the hands of its leaders and citizens. The Task Force believes Iowa should be bold and aggressive, while acting responsibly, in its actions to implement energy policy. Most importantly, Iowa must begin working today to realize optimum energy benefits for its economy, its environment and its people.
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