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CRAFTING KENTUCKY’S ENERGY POLICY 
Representative Rocky Adkins 

 
 
 
As the state representative for the 99th legislative district, which covers Boyd, Elliott, 
Lawrence and Rowan Counties, I know first-hand the important role coal plays in 
Kentucky’s economy.  I have spent several decades working in the coal industry and 
know the good jobs, great paychecks and excellent health care benefits coal provides 
thousands of families in Eastern and Western Kentucky.  And because we have an 
abundance of coal, Kentuckians enjoy one of the cheapest electric rates in the country. 
 
But things are changing in the coalfields of Kentucky and it has to do with America’s 
growing dependence on foreign oil.  As the price of gasoline at the pump increases and 
our relations with the dictatorships that controlled oil prices become fractured, I realize, 
like many Americans, that we have to find ways to break that dependence on foreign oil 
and become self-sufficient. 
 
The House of Representatives began our push for energy independence in the 2006 
session, with the passage of the Kentucky Energy Independence National Leadership 
Act (House Bill 299).   
 
This legislation required the Kentucky Office of Energy Policy to develop and implement 
a strategy for production of transportation fuels and synthetic natural gas from fossil 
energy resources and biomass resources. House Bill 299 also encouraged energy 
efficiency measures in state construction projects.   
 
In addition to House Bill 299 setting the stage, the legislature committed $3.5 million per 
year of the 2006-2007 biennial budget for the Office of Energy Policy to invest in 
alternative energy projects mainly in the research and development area.  
 
A special legislative session in the summer of 2007 produced House Bill 1.  Its main 
focus was to expand research and development in the energy field here in Kentucky.  
 
Two million dollars were appropriated for the Center for Applied Energy Research at the 
University of Kentucky to continue efforts in cutting-edge research on gasification and 
carbon capture technologies.  These funds were also used for infrastructure upgrading. 
 
This was important because few people understand the critical work CAER is doing right 
here in Kentucky, and that funding will help the Center garner the national and 
international recognition it deserves.   
 
As chairman of the Southern Legislative Conference’s Energy Committee, I put together 
a program for this summer’s meeting that focused on coal and the research and 
development being done at CAER and in Kentucky.   
 
I invited CAER executive director Rodney Andrews to share his expertise with southern 
legislators and he impressed everyone in the standing-room only ballroom with the 
scope of the work being done at the Center.  Hearing about the work being done in 
South Africa, the Algae Symposium recently held in Western Kentucky, and the many 
projects under development at CAER was quite illuminating.  Those legislators left that 
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meeting with a whole new level of respect for Kentucky and what we are accomplishing 
in the energy arena.  
 
House Bill 1 also appropriated 5 million to the Kentucky Geological Survey to begin pilot 
projects in eastern and western Kentucky on carbon sequestration and other 
applications for CO2.  I am proud that this was the largest earmark for this type of 
research of any state in America. 
 
The bill improved tax credits for the production of biodiesel and ethanol and established 
the Center for Renewable Energy and Environmental Stewardship.  
 
Also included were economic development incentives to give Kentucky a tool to 
hopefully attract private investments in the new energy technologies of the future. 
 
Thanks to House Bill 1, Kentucky has tentatively approved over $1 billion in tax 
incentives through its Incentives for Energy Independence Act program since last fall for 
six companies that want to build alternative energy projects in Kentucky. 
 
At the time House Bill 1 was enacted, it was acknowledged by the Kentucky Legislature 
that we still needed to focus on the demand side of the energy equation by encouraging 
the use of renewable energy resources and energy conservation if Kentucky was to 
have a comprehensive and balanced energy policy.  
 
So, in this past 2008 session, we expanded our footprint in the area of renewable 
energy, energy efficiency and conservation with House Bill 2.  
 
House Bill 2, which passed unanimously out of both Houses, focuses primarily on 
providing incentives to encourage the development of renewable energy resources, the 
construction of energy efficient buildings, the purchase and installation of energy efficient 
insulation, doors, windows, heating and air conditioning units, and the use of solar, hydro 
and wind power. 
 
Along with requiring new state building construction and renovations to meet certain 
energy efficiency standards, the legislation also established tax credits and provided 
funding sources to improve the energy efficiency of public and private buildings, as well 
as rebates for the building and selling of ENERGY STAR homes and manufactured 
housing.   
 
Two bond pools were established in House Bill 2 – a $50 million grant pool for the 
renovation of public buildings including school and universities to make them more 
energy efficient and a $30 million low interest loan pool for small business and industry 
to do the same. 
 
In addition, House Bill 2 established a program to help finance public and private sector 
green building initiatives to reduce energy consumption.    
 
On February 18, 2009, Governor Steve Beshear announced that his administration 
would establish new high-performance building standards that place Kentucky in the 
national vanguard of greening public facilities. 
 



 

3 

Pursuant to House Bill 2, new regulations were issued that will make Kentucky’s public 
facilities among the greenest and most energy efficient in the country. 
 
The regulations were created by the High Performance Buildings Advisory Committee, 
made up of Kentucky environmentalists, architects, engineers and builders who worked 
for six months to create public building standards based upon the nationally-recognized 
rating system LEED (Leadership in Energy and Environmental Design). 
 
These standards place Kentucky in an elite group of twelve states with laws requiring 
that some or all design, construction and operation of state buildings earn LEED Silver 
or other comparable standard. 
 
Other fruits from House Bill 2 and our energy policy are being reaped around Kentucky. 
 
On January 26, 2009, the Governor and University of Louisville President James 
Ramsey announced a memorandum of agreement to operate Kentucky’s Center for 
Renewable Energy Research and Environmental Stewardship at U of L’s J.B. Speed 
School of Engineering per House Bill 1. 
 
They also announced that U of L engineering and business alumnus Henry Conn and 
his wife Rebecca pledged more than $20 million to the University to support the work of 
the center.  This is the largest individual donation to the University of Louisville – or any 
public Kentucky university -- in our commonwealth’s history. 
 
The center – to be named the Conn Center for Renewable Energy Research and 
Environmental Stewardship – will provide leadership, research, support and policy 
development in wind, solar, geothermal and biomass resources as well as energy 
storage challenges.   
 
House Bill 2 was recently recognized as a “Megatrend” national model by the Council of 
State Governments.  CSG describes a megatrend as “a large, social, economic, political, 
environmental or technological change that is slow to form.  Once in place, megatrends 
influence a wide range of activities, processes and perceptions, both in government and 
in society, possibly for decades. They are the underlying forces that drive trends.”   
 
Perhaps the most exciting aspect of House Bill 2 has been the $63 million Kentucky will 
receive for alternative energy projects under President Barack Obama’s economic 
stimulus plan.   
 
Gov. Beshear, in his presentations to the president, highlighted what the Kentucky 
General Assembly has passed in the area of green building practices and opportunities 
to expand research and development at the Center for Applied Energy Research, U of 
L’s Speed School of Engineering and other Kentucky universities. 
 
The $63 million stimulus funds allocated in Kentucky are being used for energy 
efficiencies, low income weatherization programs, carbon capture and sequestration 
demonstration projects, and research and development for such renewable and 
alternative energy projects.   
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There is also more than $6 billion in grants that states and local governments can apply 
for to expand and create energy-related projects such as solar cells and advanced 
batteries for automobiles.  Because of the legislation the Kentucky General Assembly 
has passed, our Commonwealth is well-positioned to tap into this pool of money. 
 
A dual goal of the Obama Administration and Kentucky’s energy legislation is to create 
jobs that will help fuel our staggering economy.  Our nation needs scientists, 
hydrologists, surveyors, green construction workers, electricians, agricultural experts, 
builders, architects, and more to truly achieve a green economy.   
 
The green jobs of tomorrow demand a quality education today and with the president’s 
infusion of funding, Kentucky can better train the energy workforce we need.   
 
I believe that the Kentucky General Assembly took a bold and decisive step in pursuing 
energy legislation, even when faced with sharp critics who sometimes questioned our 
ambitious goals.  We did not allow those voices to detract us. 
 
Instead, we charted the course for an aggressive and ambitious energy policy for 
Kentucky. 
 
As primary sponsor of Kentucky’s energy legislation over the past three years, it is clear 
that I believe clean coal, liquefaction, biofuels, wind, solar and hydro power, and other 
renewable and alternative energy sources will create a national energy powerhouse that 
will put this country on a solid path to energy independence and security. And from that 
we will build a strong economy that produces the types of jobs our people need and 
deserve. 
 
I believe that Kentucky will lead the way, thanks to innovative and landmark energy 
legislation passed by the Kentucky General Assembly and cutting edge technologies 
being discovered at the Center for Applied Energy Research. 
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KENTUCKY’S ENERGY FUTURE!  LIFE WITHOUT COAL? 
Tom FitzGerald 

 
 
 
I.   CURRENT KENTUCKY COAL PRODUCTION AND UTILIZATION (SOURCE, 

EIA) 
 

Kentucky ranks third in the nation in coal production. It accounts for about one-
tenth of U.S. coal production and nearly one-fourth of U.S. production east of the 
Mississippi River.  
 
Nearly one-third of all the coal mines in the nation are found in Kentucky. 
  
Coal-fired plants typically generate more than nine-tenths of the electricity 
produced in Kentucky. 
 
Average blended price of electricity, in 2010, was 6.73 cents per kwH, making 
Kentucky the fourth-lowest, behind Idaho, Washington, and Wyoming.  Blending 
the price tends to blur the trend in electricity costs by sector: 
 
Residential rates have risen from 1990 to 2010 from 5.69 c/kwH to 8.57, with 
much of that increase coming after 2003, when rates were still at 5.81 c/kwH. 
 
Commercial rates from 1990-2010 rose from 5.37 to 7.88, and industrial, from 
3.58 to 5.05.  The average blended rates rose from 4.48 in 1990 to the 2010 level 
of 6.73. 
 
The emissions profile for electric generating units is, as of 2010: 
 
Emissions (thousand metric tons)   Ranking in nation 
 
Sulfur Dioxide     249   7  
Nitrogen Oxide       85   7  
Carbon Dioxide            93,160   7  
 
As a function of efficiency of combustion relative to pollutant loading: 
 
Sulfur Dioxide (lbs/MWh)            5.6     5 
Nitrogen Oxide (lbs/MWh)          1.9                 15 
Carbon Dioxide (lbs/MWh)    2,091     3 

 
II.   PROJECTIONS FOR ELECTRICITY GENERATION 2005-2035 
 

The reference case trends projected by the EIA in installed electricity generation 
capacity during the period of 2005-2035 by fuel type, are these: 
 
Natural Gas, a 1.3 percent increase in capacity from 316 gigawatts to 482. 
 
Nontraditional shale gas and coalbed methane, 2.3 percent increase from 10.9 
trillion cubic feet in 2008 to 19.8 in 2035. 
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Nuclear, a 0.4 percent increase from 100 gigawatts to 111 in 2035. 
 
Coal, a 0.2 percent growth from 314 gigawatts to 334. 
 
Liquids-fired, a 0.9 percent decrease from 121 down to 90 gigawatts. 
 
Renewables, a 1.4 percent increase from 124 gigawatts in 2005 to 205 in 2035, 
with an 8.8 percent increase in solar during that period to thirteen gigawatts. 
 
Nationally, while coal accounted for 50 percent of the electricity generated in 
2005, it is down to 45 percent in 2010, with nuclear remaining at around 20 
percent of the generation, and increases in natural gas and renewables taking up 
the slack. 
 
In 2011, coal dropped to its lowest level of power generation in more than a 
decade, according to the U.S. Energy Information Administration (EIA). In fact, 
the EIA recently reported that coal’s share of U.S. electric power generation fell 
below 40 percent for the last two months of 2011, the lowest level since 1978. 

 
III.  WHAT ARE THE DRIVERS IN DETERMINING THE “FUTURE OF COAL?” 
 

A.   Market Forces  
 

1.   Production of natural gas from nontraditional sources, and drop in 
natural gas prices, and rising cost of coal. Natural gas prices are 
at a ten-year low, and projections are for those prices to drop even 
further, largely due to the production of shale gas. 

  
2.  Coal prices have increased significantly, with the EIA reporting the 

average price of Appalachian coal, up from $1.27 per million Btu 
in 2000 to $2.56 per million Btu in 2009, in part as a result of 
significant declines in mining productivity over the decade.  
According to the EIA, this has substantially reduced the competi-
tiveness of Appalachian coal with coal from other producing 
regions. Growing demand in Asia also has had an effect on coal 
pricing. 

 
3.   Growth in electricity demand has slowed, and is now projected to 

increase by less than 1 percent over the period of 2009-2035. 
 
4. Renewables are becoming more affordable and their market share 

is increasing.  
  

B. Regulatory “Drivers” 
 

Changes in air pollution standards. 
 

1.   Mercury and Air Toxics Standards (MATS). 
 

The MATS sets standards for all Hazardous Air Pollutants (HAPs) 
emitted by coal- and oil-fired Electrical Generating Units (EGUs) 
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with a capacity of twenty-five megawatts or greater. Existing 
sources generally will have up to four years if they need it to 
comply with MATS. State permitting authorities may grant an 
additional year to achieve compliance. 

 
Existing technologies are available to significantly reduce mercury 
and other HAPs, including Selective Catalytic Reduction (SCR) 
with Flue-gas Desulfurization (FGD), Activated Carbon Injection 
(ACI), ACI with Fabric Filter (FF) or Electrostatic Precipitators 
(ESP), for mercury, and Fabric filters and electrostatic precipita-
tors for non-mercury metals.  

 
2.   Greenhouse gas controls. 
 

The failure of Congress to enact comprehensive, multi-sector 
controls on emission of greenhouse gases led the EPA to take 
regulatory action. 
 
In the case of Massachusetts v. EPA, 549 U.S. 497 (2007), the 
Supreme Court found that greenhouse gases are air pollutants 
covered by the Clean Air Act, and directed the Administrator to 
determine whether or not emissions of greenhouse gases from 
new motor vehicles cause or contribute to air pollution which may 
reasonably be anticipated to endanger public health or welfare, or 
whether the science is too uncertain to make a reasoned decision. 
This so-called “endangerment finding” is required under section 
202(a) of the Clean Air Act.  
 
The endangerment finding was finalized on December 7, 2009. 
 
On March 27, 2012, the Environmental Protection Agency (EPA) 
proposed a Carbon Pollution Standard for New Power Plants. 
 
The proposal is limited to new fossil-fueled power plants, and not 
to existing or newly permitted plants that begin construction within 
a time certain. Fossil-fueled units would include boilers, integrated 
gasification-combined cycle (IGCC) units, and stationary 
combined cycle turbine units generating electricity for safe at a 
capacity of twenty-five megawatts or greater. 
 
The proposed standards would exempt all existing fossil-fueled 
EGUs, even where they are modified in response to other air 
pollution controls. New power plant units that have permits and 
start construction within twelve months of this proposal would also 
be excluded, as would so-called “transitional” units that are part of 
a Department of Energy demonstration project. 

 
New units located in non continental areas, which include Hawaii 
and the Territories, and new units burning biomass alone are also 
exempt. 
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EPA projects that the output based standard of 1,000 pounds of 
CO2 per megawatt hour (lb CO2/MWh gross) can be met without 
new controls by new natural gas combined cycle (NGCC) power 
plant units, and that  should be able to meet the nearly all (95 
percent) of the NGCC units built recently (since 2005) would meet 
the standard. 
 
According to the EPA, new power plants that are designed to use 
coal or petroleum coke would be able to meet the standard by 
incorporating technology to reduce carbon dioxide emissions to 
meet the standard, such as carbon capture and storage (CCS).  
Recognizing that such technology has not been deployed on any 
significant scale, the proposed regulations allow the source to 
choose two approaches to “averaging” emissions. New power 
plants that use CCS would have the option to use a thirty year 
average of CO2 emissions to meet the proposed standard, rather 
than meeting the annual standard each year.  Plants that install 
and operate CCS right away would have the flexibility to emit 
more CO2 in the early years as they learn how to best optimize the 
controls. A company could build a coal fired plant and add CCS 
later. For example, a new power plant could emit more CO2 for the 
first ten years and then emit less for the next twenty years, as long 
as the average of those emissions met the standard. 
 
According to the Massachusetts Institute of Technology Study The 
Future of Coal,(2007): 
 
� the United States produced about 1.5 billion tons 

per year of CO2 from coal-burning power plants in 
2006. 

 
� If all of this CO2 is transported for sequestration, 

the quantity is equivalent to three times the weight 
and, under typical operating conditions, one-third of 
the annual volume of natural gas transported by the 
U.S. gas pipeline system. 
 

� If 60 percent of the CO2 produced from U.S. coal-
based power generation were to be captured and 
compressed to a liquid for geologic sequestration, 
its volume would about equal the total U.S. oil 
consumption of 20 million barrels per day. 
 

�  In 2006, the largest sequestration project was 
injecting one million tons/year of carbon dioxide 
(CO2) from the Sleipner gas field into a saline 
aquifer under the North Sea. 
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C.   Other Regulatory Drivers 
 

1.   Renewable portfolio standards. 
 

Forty-four states and the District of Columbia have adopted 
renewable portfolio standards (RPS), which require diversification 
of the generating portfolio of utilities to incorporate more renew-
able energy. 
 
See DSIRE, www.dsire.org.  A number have also developed tax 
policies and performance-based incentives (including feed-in-
tariffs) to encourage investment in renewables.  

 
2.   EPA Coal Ash Rule. 
 

On June 21, 2010, EPA proposed to regulate for the first time coal 
ash, to address the risks from the disposal of the wastes gener-
ated by electric utilities and independent power producers. The 
proposed rule provided two options for the management of coal 
ash:  either listing the wastes as special wastes subject to regula-
tion under subtitle C of RCRA, when destined for disposal in land-
fills or surface impoundments, or to regulate coal ash under sub-
title D of RCRA, the section for non-hazardous wastes. The 
Agency considers each proposal to have its advantages and 
disadvantages, and includes benefits which should be considered 
in the public comment period. 

 
D.   Resource Availability Issues 

 
One oft-repeated assumption is the existence of centuries of remaining 
coal reserves. Brian Keene of SmartPower recently wrote that we’re 
sitting on 500 years of coal.  Hall Quinn, President of the National Mining 
Association, wrote recently that we have a 260-year supply of domestic 
coal. 

 
A report of the National Academies of Science, entitled Coal: Research 
and Development to Support National Energy Policy, noted that the data 
upon which these assumptions are grounded may significantly overstate 
the amount of available reserves.  The report noted that: 
 

Federal policy makers require accurate and complete 
estimates of national coal reserves to formulate coherent 
national energy policies. Despite significant uncertainties in 
existing reserve estimates, it is clear that there is sufficient 
coal at current rates of production to meet anticipated 
needs through 2030. Looking further into the future, there 
is probably sufficient coal to meet the nation’s needs for 
more than 100 years at current rates of consumption. 
However, it is not possible to confirm the often quoted 
assertion that there is a sufficient supply of coal for the 
next 250 years. A combination of increased rates of 
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production with more detailed reserve analyses that take 
into account location, quality, recoverability, and transport-
tation issues may substantially reduce the number of years 
of supply. Future policy will continue to be developed in the 
absence of accurate estimates until more detailed reserve 
analyses -- which take into account the full suite of geo-
graphical, geological, economic, legal, and environmental 
characteristics – are completed. 

 
Present estimates of coal reserves are based upon 
methods that have not been reviewed or revised since their 
inception in 1974, and much of the input data were 
compiled in the early 1970s. Recent programs to assess 
reserves in limited areas using updated methods indicate 
that only a small fraction of previously estimated reserves 
are actually minable reserves. Such findings emphasize 
the need for a reinvigorated coal reserve assessment pro-
gram using modern methods and technologies to provide a 
sound basis for informed decision-making. 

 
The summary noted the pivotal role that national and international action 
regarding climate change will play in the “future of coal,” echoing the 
conclusion of the MIT Study in concluding that: 

   
The context for any assessment of future coal production is 
inextricably linked with the development of a national 
carbon emissions policy. Potential constraints on green-
house gas (especially CO2) emissions, and the technical 
and economic feasibility of CO2 control measures, are the 
dominant issues affecting the outlook for the future of coal 
use over the next twenty-five years and beyond. The diffi-
culty of predicting the prices and availability of alternative 
energy sources for electric power generation provides 
additional uncertainty. Taking these factors into consider-
ation, an assessment of forecasts for coal use indicates 
that over the next ten to fifteen years (until about 2020), 
coal production and use in the United States is projected to 
range from about 25 percent above to about 15 percent 
below 2004 levels, depending on economic conditions and 
environmental policies. By 2030, the range of projected 
coal energy use in the United States broadens 
considerably, from about 70 percent above to 50 percent 
below current levels. The higher values reflect scenarios 
with high oil and gas prices and no restrictions on carbon 
emissions. The lower values reflect scenarios with 
relatively strict limits on U.S. CO2 emissions, which cause 
coal use with sequestration to be more costly compared 
with other options for power generation. 
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KENTUCKY’S ENERGY FUTURE – LIFE WITHOUT COAL? 
Paul W. Thompson 

 
 
 
I. HISTORICALLY LOW RATES  

 
Kentucky has been fortunate to have had reasonably priced electric rates, due in 
part to our reliance on one of Kentucky’s natural resources: coal. Low energy 
prices are also one of the key factors in attracting economic development and 
keeping jobs in the commonwealth. However, that advantage -- based on 
utilizing coal -- is changing in Kentucky, as well as many other parts of the U.S., 
due to stricter regulations being placed on our primary fuel source. 

 
II. CHANGING ENERGY LANDSCAPE 
 

There are many moving parts to the energy equation that are changing the 
landscape. If you look at electricity production in the whole of the U.S., you would 
see that, in 2010, 45 percent of the electricity came from coal. That did not 
happen overnight, and you should appreciate that it will not change rapidly. It will 
take much new investment and time to transform the role that coal plays today. In 
fact, the U.S. Energy Information Administration’s 2012 Annual Energy Outlook 
forecasts that, in 2035, coal will still provide 39 percent of the electricity used. 
Clearly, a lot depends on government policies, and we all know that policy 
changes are difficult to achieve. 
 
In fact, just a few years ago, carbon regulations were in the spotlight. Since that 
time, carbon has taken a backseat in the legislative agenda, and the Environ-
mental Protection Agency has released an unprecedented number of environ-
mental regulations on the utility industry and coal-fired power plants, in particular.  
 
These new regulations impose further reductions on sulfur dioxide, nitrogen 
dioxide and particulates, as well as mercury and other hazardous pollutants. 
Certainly these rules will change the utility landscape and how the country’s 
energy is created. Across the country, utility companies are making tough 
choices to meet the regulations impacting coal-fired generation. 
 
The speed at which utilities are required to implement these changes presents 
challenges to delivering the lowest-cost solution, and the “costs” go beyond just 
the utility bill. “Energy costs” affect every facet of our lives, as they impact all 
consumer goods we utilize. Certainly, these costs will have a long-term effect on 
the coal and energy industries, as well as Kentucky’s ability to have some of the 
lowest-cost electricity in the country.  

 
III. NEW REGULATIONS 
 

A. National Ambient Air Quality Standards (NAAQS)  
 
There is a new one-hour standard designed to monitor ambient air quality 
at the ground level. Previously there was a twenty-four-hour and an 
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annual standard for nitrogen dioxide (NO2) and sulfur dioxide (SO2). 
Those standards for sulfur dioxide and nitrogen dioxide were lowered in 
2010. In Kentucky, this means that -- despite concerted efforts over the 
years to reduce emissions -- the Louisville-area air-monitoring stations 
are once again showing a failure to meet the new lower SO2 standards at 
some of the monitors in Jefferson County. So measures must be taken to 
lower all emissions that impact the monitors.  
 

1. Compliance timing must occur by 2016 or 2017. 
 
2. The monitors are also impacted by regional emissions. Those 

emissions are transported into our area from upwind sources.  
 

B. Cross State Air Pollution Rule (CSAPR)  
 
The successor to the “Clean Air Interstate Rule” which took effect in 
January 2012 requires states to lower the emissions for sulfur dioxide and 
nitrogen dioxide, the same set of pollutants as the NAAQS. However, the 
compliance timing for the federal rules is not coordinated with the local 
standards. The “Transport Rule,” as it often called, will create a new and 
distinct emission-allowance program, although any trading of those 
allowances to control compliance costs is very restricted. Compliance 
dates of 2012 and 2014 were set in the final rule, but the U.S. Circuit 
Court in Washington D.C. issued a stay that delays the implementation 
date. The hearings on the stay will occur in May of this year and the EPA 
will then reissue some form of this regulation. We do not know at this 
point what the changes will look like. 

 
� It’s important to note that these two regulations target the same 

pollutants, but have drastically different compliance dates. For the 
utilities, the compliance method to be considered is the same for 
both rules requiring either flue gas scrubbers or SCR technology. 
This type of control equipment typically requires three years to 
engineer, procure and install -- after all the state/federal approvals 
and permits are obtained. 

 
C. Mercury and Air Toxics Standards (MATs)  

 
Issued in December 2011, the rule formerly known as the Hazardous Air 
Pollutant Rule (HAPs) or Maximum Available Control Technology (MACT) 
imposes significantly tightened restrictions on a number of hazardous 
pollutant emissions, including mercury, arsenic and selenium that occur 
naturally in coal.  

 
1. Lowering the levels of these pollutants from stack emissions 

requires significant changes in the particulate controls systems, as 
well as the addition of some additive injection. For many utilities 
like LG&E and KU, it means installing additional air quality control 
systems such as sorbent injection technology or, in our case, 
fabric-filter baghouses at the plants. 
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2. It also requires plant-by-plant controls instead of cap-and-trade. 
 

3. Compliance timing – three years from final regulation plus a one-
year extension from the state. The rule also provides for an addi-
tional one-year extension from the president.  
 

D. Coal Combustion Residuals (CCRs)  
 
Final rule expected in 2012 or 2013, but the key question is whether the 
EPA will identify the CCRs as “hazardous” or “non-hazardous.” 
 
1. Twice prior, the EPA has deemed the materials “non-hazardous.” 
 
2. Currently, all new wet ponds are required to have liners. At LG&E 

and KU we are moving away from ponds and constructing landfills 
instead. It’s likely that we will have to retrofit or close twenty-one 
ponds and decommission the existing ponds. 

 
3. If the CCRs are named hazardous, the costs of handling and 

disposing increase substantially and beneficial reuse is no longer 
an option. 

 
E. Water Quality  

 
Water quality restrictions may also become more stringent. 
 
1. Section 316(b) of the Clean Water Act proposes stricter standards 

for the location, design, construction and capacity of cooling water 
intakes. The final rule is expected by July 2012. For some com-
panies, including LG&E and KU, this could mean additional 
cooling towers. 

 
2. Effluent guidelines under the Clean Water Act. 
 

New effluent limits are expected for the standards on performance 
of treatment and control technologies for wastewater discharge. 
While the new limits are expected by January 2014, it could mean 
new chemical and biological treatment systems at each station. 

 
IV. ONGOING SULFUR DIOXIDE AND NITROGEN OXIDE EMISSION REDUC-

TIONS 
 

Kentucky has not been standing idly by in making emission reductions in the last 
twenty years. As an industry, we have been reducing our emission levels since 
the ’70s, and since the Clean Air Act Amendment was initiated in the ’90s.  

 
A. Since the initial Phase of the CAAA section on Acid Rain in 1995, Ken-

tucky’s energy companies have reduced sulfur dioxide in continual steps 
as required by the regulations. Once this latest round of regulations takes 
effect, the levels will have dropped more than 85 percent in the state. 
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B. Likewise, since the early ’90s, the same process has been applied to 
reducing nitrogen oxide emissions. Once the latest rule takes effect, NOx 
emissions will be reduced by more than 75 percent. Notwithstanding 
these real emission reductions, further reductions are being mandated on 
the state.  

  
V. CROSSROADS FOR COAL-FIRED UTILITIES 
 

A. The new federal EPA regulations, however, take the emission reductions 
to a level that forces decisions on the shape of the utility industry. Every 
utility company -- after evaluating the new regulations -- will be taking into 
consideration the cost of additional environmental controls versus closing 
some facilities.  

 
B. The Kentucky Public Service Commission requires its utilities to serve 

customers in the least cost manner, and every utility will be evaluating the 
best approach and least-costly option to comply. 
 
1. LG&E and KU aggressively analyzed the choices and concluded 

that the least costly solution for each of our facilities was to add 
more clean coal technology to four of our largest plants and retire 
the three smaller ones.  

 
2. The dilemma then becomes how to replace the 13 percent of lost 

energy from the three smaller plants currently being used to serve 
our customers. A request for proposal for replacement energy was 
analyzed revealing that more natural gas-fired plants should be 
added. That RFP also considered renewable energy; however, the 
cost from those resources was not least-cost and as required in 
Kentucky through the regulatory framework. Our integrated re-
source planning process proved that a host of other fuel sources 
are also cost-prohibitive. At 50 percent capacity factor, existing 
coal-fired energy has been about six cents per Kwh. In 
comparison, solar is upwards of seventy cents per Kwh; nuclear 
and geo-thermal are slightly greater than twenty cents per Kwh; 
and wind, hydro and bio-mass cost between twelve and twenty 
cents per Kwh. And, new coal generation – with all of the newly 
required restrictions – is about 9.5 cents per Kwh and is no longer 
the cheapest fuel source. Natural gas combined-cycle generation 
comes in below coal at less than nine cents per Kwh. 

 
3. For LG&E and KU, our analytics pointed to replacing the lost 

generation through a combination of building and buying. We plan 
to build a 640-megawatt natural gas, combined-cycle generating 
unit at our existing Cane Run site. We also have reached an 
agreement to purchase three, simple-cycle combustion turbines 
located in LaGrange from Bluegrass Energy for another 495 
megawatts.  
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4. Other utilities across the nation are facing the same issues. We 
may very well have seen the last coal-fired plant built.  

 
VI. COST IMPACTS FOR KENTUCKIANS 
 

A. New Environmental Controls  
 
To comply with the stricter federal EPA regulations, LG&E and KU re-
ceived approval from the KPSC to install $2.25 billion in environmental 
improvements.  
 
1. Kentucky Utilities Company is undergoing $875 million in up-

grades, and LG&E is undergoing $1.4 billion in improvements. 
 
2. As a result, KU customers will see an increase of about .89 pe-

rcent this year, climbing to about a 9.65 percent increase in 2016. 
LG&E customers will see about a 2.12 percent increase this year, 
climbing to about an 18.34 percent increase in 2016. 

 
3. The bulk of the investments will be to further reduce particulate 

emissions, lowering mercury and other emissions under the MATs 
regulation. About a quarter of the costs are for further sulfur 
dioxide reductions to support our part of addressing the non-
attainment status of Jefferson County and to support the CSAPR 
rule. 

 
B. Replacement Generation  

 
The cost for the new generation is expected to be about $800 million. 

 
� Based on the changes in energy use from our customers, the 

majority of this replacement energy is for Kentucky Utilities; thus, 
KU customers will see their rates increase another 4 percent 
above the ECR costs. LG&E customers will not see an additional 
increase as a result of the new plants.  

 
C. More to Come  

 
While the final land and water regulations are still being developed, it’s 
estimated that the capital costs of new stricter CCR rules could be $700 
million or more. The stricter water regulations could result in an additional 
cost of $200 million to $1 billion.  

 
VII. LONG-TERM IMPACTS FOR KENTUCKY  

 
The long-term effects on coal and Kentucky customers drastically impact the 
Commonwealth from an economic standpoint. For years, Kentucky’s use of coal 
has provided Kentuckians some of the least costly energy in the country. Much of 
the reason many companies locate in Kentucky is due to affordable energy rates 
which is, in large part, the result of Kentucky’s low-cost resource.  
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A. That doesn’t mean LG&E and KU are abandoning coal. We are investing 
$2.25 billion in additional clean-coal technologies, bringing our invest-
ments in coal to $5 billion since the year 2000.  

 
B. While our generation capacity portfolio might be shifting slightly, we oper-

ate our units every day to dispatch the lowest-cost energy source. As a 
result, LG&E and KU will still be 90 percent coal-fired after the new plant 
comes online.  

 
C. However, every new, stricter federal regulation closes the gap on Ken-

tucky’s competitive advantage. LG&E and KU have always complied with 
environmental regulations and will continue to do so. We will also 
continue to study cleaner ways to use coal; but in the near term, there is 
no escaping the fact that these new federal regulations are going to have 
a significant impact on our industry and our customers. 
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