Chairman’s Report 2008

For better or worse, we now live in a politically correct era. The vocal minority has been able to shout down the silent majority on many issues. Common sense and reality have taken a back seat to the pie in the sky views and beliefs of the minority. Anyone who speaks or acts against this movement is ridiculed. This is no more evident than in the area of energy and the environment. Tonight, I’m saying, politically correctness be damned. It’s time we made our voices heard and our views expressed, because if we don’t, there are well funded vocal, groups about that will dictate policies that we cannot live with or afford.  
The extreme environmentalists (vocal minority) are saying the earth is going to hell in a hand basket. Our lifestyles, that we (the silent majority,) have created and worked so hard to achieve, are bad, and we should be ashamed. You should feel guilty. To them, we should revert back to the days of old, when the earth was pure. Well gee, a lot has happened since then. We figured out how to improve our standard of living, and it included, energy. Mainly, fossil fuel energy.  People figured out how to use what the earth had to offer, coal, oil, etc. and put it to use.  We improved our lives and we prospered. I’ll be darned that we should feel guilty. 
Now I’m not saying mistakes weren’t made. Many were, but we didn’t realize it at the time. We learned from them and improved as we went.  As we have gotten to this point, we all realize there is a need for us to adapt to a changing environment. Fossil fuels will not play as prominent role as they did in the past. But, should we eliminate them, no. Let me explain. 
First and foremost, none of us in this room are anti-environment. We all want to leave this earth in better shape for our next generations. I say, we are all environmentalists. But we are also realists. We have to have reliable energy to power our homes, businesses, and factories. In this now global competition, we cannot lose the business and industrial edge that we have worked so hard to achieve. 

This scenario starts with base load power. 
Base load power, which is the most economical, is furnished by coal, nuclear, hydro, or natural gas. These units run 24/7, at capacity, supplying reliable power at all times. When base load generators hit capacity, smaller, more versatile peaking units come into play i.e. natural gas, wind, solar, etc. These peaking units though, operate at a much higher cost. The point here is that we have to have base load generation to have a reliable, and affordable power system, and the only choices now, are the ones I mentioned. Wind, solar, and other alternative energies should be a part of the equation, but they cannot replace base load generation. Let me explain;
COAL provides roughly 50% of the power generated in the U.S.  The pluses of coal are we have lots of it. This region of the U.S. is to coal what Saudi Arabia is to oil. It is believed, we have over a 300 year supply. We have the technology in place to mine it responsibly. We have the technology in place to burn it much cleaner and effectively than we did in the past. One centrally located plant, like the Prairie State Project being built in Lively Grove, can produce over 1500 MW’s of electricity. Every dollar to build the plant, mine the coal, and produce the electricity, stays here. We aren’t sending dollars overseas. It’s home grown fuel. 

NUCLEAR provides 20% of the power generated in the U.S. The pluses are the availability of uranium and the cleanness of the emissions. There are virtually no emissions.  
HYDRO produces approximately 7% of the power generated in the U.S. It’s emission free and its power cost is the least expensive of all.  
NATURAL GAS, the most expensive, provides 20% of generation.  It’s cleaner than coal and reserves are projected to increase as more exploration is done.  
The remaining 3 % of our needs is provided by oil and renewables.  

If you do the math, 100% of our electric needs are met. So what’s the problem?------ Where do I start?-----
Electric consumption in the U.S. is expected to increase 5-8% annually for the foreseeable future. Yet, we haven’t built a new base load coal or nuclear facility in over 20 years. So why aren’t we building them. Pressure from environmental groups and regulations are the biggest culprits.  In today’s political climate, it’s just too darn hard and expensive to try and build one even though everyone knows we need to.  From the time a plant is first drawn up, it will take a minimum 10 years before ground will be broken. The first 5 will be designing the plant and applying for all the permits. The next 3-5 years will be spent going to court and defending itself against all the lawsuits brought on by environmental groups i.e. the Sierra Club. What does this do to the costs? They go up, way up. As in the case of the Prairie State Project in Lively Grove, costs were initially projected to be around 2 billion dollars. With all the delays due to the lawsuits, material purchases and other related purchases had to be delayed.  Prairie State is now looking at a price tag of 3 billion dollars. 
And to top it off, if a coal plant is built, a number of large U.S. banks and even our RUS(REA), are refusing to lend money for these coal projects due to the bad publicity and pressure from the environmental groups. To get the money to fund coal plants, one has to find a U.S. bank willing to take the heat or as some are doing, get the financing from a foreign bank.             WHAT IS WRONG WITH THIS PICTURE?
Again, I emphasize, the vocal minority is forcing its will on the silent majority. 
How do we then come up with a workable solution? It’s not easy. First and foremost, we all have to get involved. Call, write, or E-Mail your legislator. Tell them we need an energy policy that continues to provide reliable, affordable electricity.  Coal needs to be a part of that policy, along with nuclear, natural gas, and renewables.  We need the govt. to have a standard design for power plants, be it coal, nuclear, etc.  Right now, any entity that is willing to design a plant is shooting at a moving target. The govt. needs to streamline the permitting process. We need to standardize the blueprints for a plant. Then, once the design is approved and the permits are in place, get out of the way. Let the company do what it does best, build the plant without anymore lawsuits or delay tactics from outside groups. 
Tell your legislator to continue funding for clean coal research, such as the Future Gen Project, slated to be built in Mattoon or Carbon Sequestration projects. These type projects are much too costly and risky for any private entity to research and finance. It has to come from our government. 

Tell your legislator not to impose a carbon tax! This tax would be levied against the amount of carbon dioxide a fossil fueled generator emits, or any other fossil fueled engine discharges.  To do this would literally bankrupt owners of coal and gas fired plants. We are talking millions and millions of dollars, and the bill would be paid by you and me. The intent by environmental groups is to do just that, make it financially impossible to run a coal unit. For example, one proposal floated by our own state govt., would impose a tax of 10$ per ton of CO2 emitted per year.  For us at SIPC, that could be as much as 30 million dollars per year, or roughly 30% of our total yearly budget.  I can’t stress enough the negative impact this tax would have on us and just how ridiculous this concept is. If this tax were implemented, guess where the money would go, to state and federal coffers to cover shortfalls in their budgets. Coal Fired Power Plants, of which we heavily depend on and we are owners of, are big, easy targets, ripe for the picking, unless we speak up! 
2 other ways we can have a voice is 1; at the polls. Look for candidates who want a fair, common sense energy policy. Like it or not, the ultimate decision on this issue will be decided by our elected officials. They determine the rules and regulations.  2; join ACRE. ACRE (acronym), is a political action committee set up and funded by people of electric co-ops. It gives us a stronger voice at the state and national levels. The monies pledged, go towards supporting candidates, who share our views and visions. Now you may or may not like PAC’s but don’t kid yourself, the environmental groups have vast amounts of money and armies of lobbyist’s, all trying to influence legislator’s votes on energy issues. If we don’t play the game, we will come out on the short end. So, please, do what all of your director’s and some employees do, contribute to ACRE, and help make our voices rise above the rest.

After all this, am I saying Wind, Solar, and other renewables don’t have a place? Absolutely not! These have and will continue to play a roll in the energy picture. But, the wind doesn’t always blow nor does the sun always shine, especially in this area. So we rely on what we have.

Bottom line, I could go on and on, but remember this. We, in the power generation business don’t have the luxury of throwing feel good, knee jerk, random thoughts against a wall and then see what sticks. We have to come up with real, workable, solutions that positively affect the lives of the people we serve. We in this great U.S. have the brains and the can do know how to make this all work. With all our involvement and support, a workable solution is possible.

SIPC, of which we are part owner, had a good 2007. We ended the year with positive margins, which will be allocated back to MCEC on a pro rata basis. The generation units all performed well. The big news, last year came from several fronts. First, we hired a new CEO to lead us into the future. His name is Scott Ramsey. We feel we are in very good hands. There is much to do, but we know Scott is up to the task. The board voted to become a partner in the Prairie State Coal Project, located in Lively Grove, IL. We bought 125 MW’s of its 1500 MW capacity. SIPC’s cost for this will be around 350 million dollars. This decision was based on the fact that we are quickly running out of capacity from our existing units. It was determined by the board and management, it was cheaper to buy into this plant than to either try to buy power on the open market, or build another smaller plant on our existing site at Marion. 
SIPC also welcomed a new member. The board voted to accept Clay Electric Cooperative of Flora IL. That brings the total membership to 7 co-ops. We, at SIPC, feel confident that we will be able to affordably meet the power needs of our membership well into the future.

Here, at the local level, MCEC is doing just fine. As Rick pointed out and Alan will touch on, we made margins. We are financially sound. The employees and the distribution system performed well. We have several ongoing projects. We hope to have a water line installed this year for an area, north of Millstadt. The studies and ensuing sign up by the residents indicate a warranted response by us. Some may question why we are getting into other services, our answer is; when a rural area needs these services and we have the means to provide them, if not us, who. It’s what we do. 

The sewer project is moving forward, but at a very reserved pace. With the downturn in the economy, and the slowing of development, this is not a pressing issue. We do realize that if this project ever does proceed beyond the planning stages, we will look for partners in the actual building of the plant. A project of this importance and cost warrants others i.e. the county or a developer, getting involved. We will keep you posted.

Finally, what will affect us at MCEC the most in the coming years? The cost of wholesale power.  Let’s face reality. Energy costs, as a whole, will continue to rise. With over 60% of MCEC’s total budget going towards wholesale power, this has a profound effect on our bottom line.  The costs SIPC will incur for their involvement in the Prairie State Project, will have to come from its member owners. When the plant comes on line in the next 4-5 years, the 350 million dollars borrowed by SIPC, will have to be paid back over a 30 year period. The loan will be backed by the 7 member-owners of SIPC on a pro rata basis. This, along with continued higher fuel prices, like it or not, means higher costs for us at MCEC. With due diligence, the board and management will do everything they can in the next couple years soften the blow of impending rate increases. Nobody likes the phrase, rate increase, but reality must take precedence. SIPC’s best guess right now is that we will see a 20% increase in wholesale rates starting in year 2011.  I would rather you be aware of the situation now, let you know there probably will be small yearly increases in rates to reflect the higher costs from SIPC. To wait until that final moment and spring an immediate 20 % increase on our members would be shortsighted and improper. 
Again, bottom line, MCEC will be just fine. We have a solid member-owner base. We have terrific employees and management team. We have a long term power supply contract with a stable, yet progressive supplier, SIPC, in which we are part owners. Our system is kept in top notch condition. Our future is in our hands.

 In closing, I want to state what a privilege it is for me to stand before you, representing MCEC. I hope you have a heightened awareness of the issues facing your co-op. I want to thank my fellow board members for their dedication and time spent figuring out the best path for our co-op. Thanks to Alan and his staff for their stellar work. Thank-you to our outside crew. Though the work is dangerous and demanding, you do it without question or hesitation. 

Finally, and most importantly, I want to thank you, the member-owners, for your continued support and understanding of this co-op. Your commitment, to the philosophies of a cooperative, is evident. Your pride and involvement, as shown here tonight, are appreciated.   THANK-YOU!!  
