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MINUTES OF THE SENATE ASSESSMENT AND TAXATION COMMITTEE.

The meeting was called to order by Chairperson David Corbin at 10:45 am. on March 1, 2001, in Room 519-S
of the Capitol.

All members were present except:

Committee Staff present: Chris Courtwright, L egidative Research Department
April Holman, Legidative Research Department
Don Hayward, Revisor of Statutes Office
Shirley Higgins, Committee Secretary

Conferees gppearing before the committees Walker Hendrix, Citizens Utility Ratepayer Board
Senator Stan Clark
Charles Gregor, J., Leavenworth-Lansing Area Chamber of
Commerce
Jm Ludwig, Western Resources
Jack Glaves, Duke Energy North America
Shannon Green, J., Kansas City Power & Light

Others atending: See attached list.

SB 177—Concerning certain eectric generation facilities; relating to regulation and taxation ther eof.

Chairman Corbin noted that SB 177 was heard and amended by the Senate Utilities Committee and was referred
to the Senate Assessment and Taxation Committee because it contains  provisons concerning property taxation.
For informationa purposes, he caled upon Walker Hendrix, Citizens Utility Ratepayer Board (CURB), who
represents residential and small business customers.

Mr. Hendrix explained that SB 177, as amended, exemptsal new cod fired and natura gas generating facilities as
public utility fadilities if the owner or lessee eects to have the facility not included in rate base. In essence, the hill
establishes a gatutory exemptionfor newly constructed facilitiesand alowsfor unregulated merchant power plants.
In addition, SB 177 changes the assessment rate from 33 percent to 25 percent for property tax purposes and
changesthe apprai sed tax basis of the new generationfacility from “fair market vaue’ to aresdud vadue basis. Mr.
Hendrix noted that the bill crestesatax incentive to invest innew generationfadlitiesrather thaninvesting inupgrades
to exigting utility plants. He discussed severd public policy issues the bill raisesasto whether it isdesirable to have
the generating capacity of the state outsde the jurisdiction of the Kansas Corporation Commisson and the
protections afforded to ratepayers under the Public Utilities Act. In conclusion, Mr. Hendrix said, without more
information, CURB has some doubts about the passage of the bill. It isthe consensus of CURB that residentia and
amdl bus nesscustomersarebetter protected by the traditiona regulatory mode whichrequiresefficient and sufficient
serviceat just and reasonable rates. In his opinion, shifting to an unregulated supply concept will subject ratepayers
to price volatility and possible rdigbility concerns. He said the implication over time of the tax incentives in the bill
isunknown, and he recommended that anindependent study be conducted to determine the future generationneeds
in Kansas before consdering passage of the bill. (Attachment 1)

Senator Stan Clark, explained that SB 177 would alow newly constructed independent producer propertiesplaced
inserviceafter January 1, 2001, to be classfied for property taxation purposes as commercid and indudtria property
rather than public utility property, and he itemized five tax implications of this provison. He pointed out that,
essentidly, the bill would alow dectrica generation to separate from electric transmisson and eectric didribution.
Henoted that, currently inthe naturd gasindugtry, the producing gaswells are classfied as commercia and industriad
property as well asthe processing plant, and the transmission pipelines and distribution systems are public utility
properties. In his opinion, eectric trangmission correponds with the gas tranamission pipelines, and the dectric
digribution system corresponds withthe gas distribution system.  He observed that Kansasis at acrossroad, and
it can either be dependent on eectric

power generated from other states or it can encourage the construction of generating plants that will produce
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power for the utilities that serve Kansans. He noted that most Kansas utilities will need additional base load
generaion within the next seven years, and the Senate Utilities Committee recognized that SB 177 isacrucid firg
Sep in establishing a sound public policy foundationto compete for new eectric generation. In hisopinion, passage
of the hill will not negatively impact the current state budget, and it will generate postive fiscd notes in the future
because, without the policy changes contained inthe hill, eectric generationwill bebuilt el sewhere. Heitemized other
policy issuesin the hbill and noted that it does not seek to change the assessment ratein the Kansas Condtitution for

public utilities. (Attachment 2)

Senator Lee observed that anew merchant power plant would not have aretail customer base and would have the
ability to sdl wholesde to anyone outside Kansas. She expressed her concern that the bill contains no provision
which would guarantee that power generation from a new merchant plant built in Kansas will go to Kansas
consumers. Inresponse, Senator Clark reasoned that new plantswill be built in Kansas; therefore, the power more
likdy than not will be sold to Kansans. Senator Pugh suggested that it would be better to give retail power
generators the same tax benefits and continue to have the same safeguards in place for smal businesses and
individuals as are currently in place. In response, Senator Clark said hefedsa utility will creste an ffiliate to take
advantage of the tax incentives.

Charles Gregor, Jr., Leavenworth-Lansing Area Chamber of Commerce, testified in support of SB 177, Sating that
there is a need to encourage private capital invesment in eectrica generation facilities that will serve the growing
demand for power from sources within the state. In addition, he pointed out the bill will make it possible to create
new indudtrid fadlitiesand jobswithinK ansas. Henoted that Kansas' 33 percent assessment rateisnoncompetitive.
Hebdievesthat, when*retail wheding” becomes common place, Kansas will most likely become highly dependent
onédectrica power generation from outsde the sate if SB 177 isnot passed. He emphasized that ectrica power
generation plants built € sewhere provide no property taxes to support Kansas cities, counties, and school digtricts.

(Attachment 3)

Jm Ludwig, Western Resources, testified in support of SB 177, which he contendswill encourage invesment and
jobsinKansas. Although thereisnoway to guarantee that new generationfadilitieswill be built in Kansas, he believes
the bill is agood step to remove a competitive tax disadvantage. Mr. Ludwig also contended that the enactment of
SB 177 would not erode the current property tax base. (Attachment 4)

Jack Glaves, Duke Energy North America, testifiedinsupport of SB 177. He explained that Duke Energy isin the
business of congtructing merchant power plants. Duke currently hasten operating plants, nineare under construction,
and an additiona tenare inthe development phase. He noted that Duke is currently eva uating a prospectivelocation
for an additiond plant in northeast Kansas. That evauation takes into consderation dl the economic factors in
building in Kansas. Mr. Glaves fedsiit is necessary that Kansas recognize that the wholesale market has been
deregulated, and plantsare, infact, being built al over the country. He noted that thereisa need for more generation
plantsin Kansas. In hisopinion, if Kansaswantsplantsto be built in Kansss, it is essentid that SB 177 be passed.

Shannon Green, Jr., Kansas City Power and Light (KCPL), gave fina testimony in support of SB 177. He sad it
is very clear that, if new eectric generation is to be developed in Kansas, changes must be made to reduce the
extremdy high property tax burden that is currently imposed on eectric generation in the state. He noted that a
number of eectric generation projects have begun in nearby states with Sgnificant long-term tax abatements and
minima payment-in-lieu-of-tax provisons. Hebelievesthat SB 177 providesavehideto dlow the taxation of new
electric generation property Sted in Kansas to be more competitive with other statesin the region. (Attachment 5)

Chairman Corbin cdled attention to written testimony in support of SB 177 submitted by Max Sherman, Aquila
Energy in Kansas City, Missouri. (Attachment 6)

J.C. Long, Utilcorp United, stood insupport of SB 177 and to comment on Mr. Sherman’ s written testimony. Mr.
Shermannotesthat taxation is a critica issue when congdering condruction of new merchant power plant projects.
One of the reasons that Aquila Energy does not build in Kansas is because taxes for merchant power plants are
trested judt like utilities, which puts Kansas out of the market. Kansasisat alocationd disadvantage, and the bill is
needed to help compensate for that. With this, the hearing on SB 177 was closed.

The meeting was adjourned at 12:00 p.m.
The next meeting is scheduled for March 5, 2001.
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