UNITED STATES OF AMERICA
BEFORE THE 
ONE HUNDRED TWELFTH CONGRESS

OF THE UNITED STATES

HOUSE OF REPRESENTATIVES

COMMITTEE ON ENERGY AND COMMERCE

HEARING ENTITLED 

“THE AMERICAN ENERGY INITIATIVE”
TESTIMONY

OF

MARK A. BAILEY

PRESIDENT and CHIEF EXECUTIVE OFFICER

BIG RIVERS ELECTRIC CORPORATION

DATED:
April 7, 2011

DIRECT TESTIMONY

OF

MARK A. BAILEY
“The American Energy Initiative”

Thursday, April 7, 2011
Thank you for allowing me to speak with you today.  My name is Mark Bailey, president and CEO of Big Rivers Electric Corporation.  I have been invited to the Subcommittee on Energy and Power hearing to address Big Rivers’ assessment of the impacts of the proposed EPA’s regulations on electric reliability, the price of energy and how these regulations impact our customers.  

Like many electric utilities in the country, Big Rivers has been attempting to develop preliminary plans to comply with the proposed EPA regulations; specifically Hazardous Air Pollutants – Maximum Achievable Control Technology (HAPs MACT), Clean Air Transport Rule (CATR), Coal Combustion Residuals (CCR), Carbon Dioxide (CO2), and Water Quality (316 a & b) effluent regulations.  

I would first like to provide a quick overview of Big Rivers.  We are a not-for-profit electric generation and transmission (G&T) cooperative located in western Kentucky.  We provide wholesale electric power to three distribution cooperatives (Jackson Purchase Energy Corporation, Meade County Rural Electric Cooperative Corporation, and Kenergy Corp.) that own our company.  Collectively, they serve nearly 113,000 consumers in twenty-two counties in western Kentucky.

Big Rivers owns 1,459 megawatts (MW) of generating capacity, plus we have access to an additional 178 megawatts of contracted hydroelectric power from the Southwest Power Administration (SEPA).  Approximately 97% of our electricity is generated from coal, which happens to be the most affordable fuel source available in our area.  Due to our proximity to the west Kentucky coal fields we supply some of the lowest priced electricity in the country, particularly to our members’ commercial and industrial consumers.    

Big Rivers has taken a proactive approach in our attempts to be good stewards of our environment and we plan to continue to do so.  For example, we have already equipped 96% of our generating capacity with scrubbing technology, which removes 90% to 98% of sulfur dioxide (SO2) emissions.  The most recent scrubber addition in 2006 was at our Coleman Station located in Hancock County.  This project reduced the total tons of sulfur dioxide emitted system-wide by 53,821 tons (63%) from 2005 (before) to 2007 (after).    Our units are equipped with Low NOx Burners to remove nitrogen oxide (NOX) emissions.  Additionally, three of our generating units (27% of our capacity) are currently equipped with Selective Catalytic Reduction (SCR) technology for further high-efficiency nitrogen oxide (NOx) removal.  

Although we have made significant investments in pollution control equipment, compliance with pending EPA regulations, identified in Section 3e of the legislation before this committee, will be very difficult for us in the near-term due to the lack of coordination of the regulations proposed by the EPA and the timing of compliance.

EPA’s website states: “EPA is taking a coordinated approach to control air emissions from power plants.  Issuing several standards to limit multiple pollutants from power plants provides the industry the certainty they need to make smart and cost-effective investments in control technology.”  This statement implies that electric producers have all the information we need to make informed, cost-effective decisions; however, I disagree.  

The proposed Clean Air Transport Rule (CATR) and Hazardous Air Pollutants-Maximum Achievable Control Technology (HAPs-MACT) rules may enable electric utilities to utilize some common control technology to address both rule requirements, but investment in that technology may not be the path chosen dependent on the requirements contained in the final proposed Coal Combustion Residual (CCR) regulation.  The CCR regulation may drive utilities to convert from coal to natural gas, or even shutdown rather than proceed with control technology implementation; however the rule will not be finalized prior to the issuance of the other two rules.  The expense of installing control equipment on coal-fired generating units to comply with the first two rules may have been wasted if it is later found that conversion to natural gas is the best solution to meet the later issued CCR rule.
Compliance with pending EPA regulations will be very difficult for Big Rivers and other utilities to achieve due to the timing constraints associated with the regulations.  The cumulative effect of EPA’s next series of regulations will result in significant financial and ancillary impacts to western Kentucky while the benefits may be less than expected.  

Big Rivers has a unique load profile in that over 70% of our generation output is used to serve the industrial sector.  Few, if any other utilities serve such a heavy concentration of industrial load.  The bulk of the power we produce is used by two of only four aluminum smelters still operating at 100% capacity in the United States today.  

Our relatively low electric rates are a significant reason the aluminum smelters in our territory are still operating here today.  Electric costs account for nearly a third of a smelter’s total costs. The two aluminum smelters that we serve employ approximately 1,400 individuals, who collectively earn over $115 million annually in wages, salaries, and benefits.  The smelters along with the satellite industries in our region that serve them employ nearly 5,000 people who earn collectively $193 million in wages and other benefits.  State and local governments in Kentucky could potentially lose nearly $17 million annually if these two smelters and the industries that serve them were to close due to substantially rising electricity rates.  

Over the past five years at least twelve aluminum smelters in the United States have shut down while another five smelters have curtailed operations in this nation.  Electric costs and global competition have played a considerable role in that trend.  Any significant increase in electric rates will threaten our two smelters’ ability to operate not only in Kentucky but in the United States.  Of particular concern for western Kentucky and the nation as a whole is the potential loss of aluminum smelters and other strategic electric intensive industries due to electric rate increases.  

I believe the future impact of the EPA’s proposed regulations will ultimately increase electric costs, could effect reliability, reduce employment and weaken the global competitiveness of the American manufacturing industry.  The combined environmental regulations will force us and other electric utilities to decide whether to retire coal fired plants, switch fuels, or install expensive control equipment to meet the environmental regulations.  We are all interested in improving the environment, but the challenge is to balance known benefits with known costs while achieving the intended result in the most efficient and cost effective manner.  

Our preliminary analysis of CATR indicates:

· Our existing investment of control equipment for nitrogen oxide (NOx) and sulfur dioxide (SO2) emissions will likely be insufficient to meet the new standards.
· Compliance for small systems will be expensive and difficult, mainly because of the limited time available, which is three-years to conform to the regulation.
During the short period for compliance under the EPA regulations, electric utilities with coal fired generation will struggle to compete for the limited resources (design, engineer, fabrication and construction) which in itself could increase costs in addition to:

· Add costly emission controls.

· Build replacement generation for units, or

· Worst case scenario – shut down operations.

The EPA’s combination of various regulations and timelines could potentially result in a piecemeal approach instead of a consolidated, holistic effort to improve emissions.  This could result in unnecessary and additional spending.   

In conclusion, the total environmental compliance impacts for Big Rivers from 2012 through 2015 are estimated to create:

· A temporary generation output reduction of approximately 4.5 million megawatt hours by 2014 due to the need to reduce emissions by compliance time while control equipment is being installed on the targeted units.
· An estimated construction cost of $785 million in pollution control equipment.

· Cumulative rate increases of approximately 40%.

The cumulative effect of EPA’s next series of regulations will result in significant financial and ancillary impacts to western Kentucky.  Since 17.3% of Kentuckians are below the national poverty level, electric rate increases associated with investments of this magnitude will create economic challenges for our members’ customers.  Presumably, the effect of these regulations will be thoroughly evaluated to assure they are cost effective and that the costs are not disproportionate to the benefits achieved.

My goal today is to respectfully request consideration of a delay in the implementation of the EPA regulations until all rulings have been made clear so that electric utility management can make informed decisions about how best to comply.  I hope this presentation helps provide a better understanding of the impacts of the proposed EPA regulations on our business.   
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