WHITE PAPER FOR GOVERNOR BESHEAR’S APPOINTMENT OF A TASK FORCE ON BIOMASS/BIOFUELS IN KENTUCKY

A collaborative effort of the Governor’s Office of Agricultural Policy and the Energy and Environment Cabinet
 The Challenge
 Governor Beshear’s energy plan, Intelligent Energy Choices for Kentucky’s Future, establishes specific goals for the development of a biomass and biofuels industry.  Numerous efforts by organizations to stimulate the development of biomass production and processing have been ongoing for several years and significant dialogue has occurred throughout the Commonwealth.  Kentucky’s General Assembly has passed energy legislation that provides income tax relief for biofuels producers and financial incentives for energy developers.  However, these significant efforts have yet to translate into meaningful and sustainable growth of either biofuels production or biomass for power generation.
This lack of development is even more concerning when consideration is given to the renewable fuels demand created by the federally mandated Renewable Fuels Standard (RFS), and to the potential effect of a looming federal Renewable Portfolio Standard (RPS) for electricity.   As a result of the 2006 RFS mandate, Kentucky consumers now use 10 percent biofuels in over 70 percent of their gasoline.  However, only 24 percent of the biofuels currently consumed is produced instate with the balance being imported primarily from the Midwest.  As the mandate expands over the next 13 years, the average biofuels blend rate will increase to over 25 percent further increasing our need for biofuels imports. This will increase Kentucky’s demand for biofuels from 150 million gallons to 775 million gallons per year.  If Kentucky fails to expand its biofuels production, the Commonwealth will import nearly 90 percent of its renewable fuels in 2022, the final year of RFS expansion.

A 20% federally mandated RPS would require that Kentuckians be supplied with approximately 20 million megawatt-hours (mwh) of electricity generated from renewable energy sources.  This translates into 2400 megawatts of electric power generation capacity.  Since Kentucky is not geographically advantaged for base-load wind and solar power generation, it is expected that an RPS mandate would be met primarily through biomass co-firing and importing renewable electricity from upper Midwestern states.  To achieve the RPS, Kentucky will be forced to compete against other states for limited renewable electricity resources, which will have a profound negative impact on our electric rates.
Should Kentucky continue with importing transportation biofuels and electricity from renewable energy sources, it will no longer be able to effectively compete with other states for energy-intensive industries.  However, if Kentucky chooses to follow the Governor’s energy plan which encompasses utilization of the Commonwealth’s abundant biomass resources to produce biofuels and generate renewable energy, there will remain only a few states that will be as competitive.
The Opportunity

Kentucky’s Strategy for Energy Independence calls for 12 percent of its transportation fuels to be renewable by 2025, and to be provided by in-state production.  With ethanol and biodiesel production capacity currently at approximately 90 million gallons per year, an additional 700 million gallons of production will be required.  Since the RFS limitations of biofuels from food crops such as corn have already been met, Kentucky’s biofuels production will likely come from biomass resources through both forestry products and energy crops.
The technology for the conversion of biomass to biofuels is currently proceeding through the demonstration phase and entering commercialization.  Florida and Georgia have invested in the Southeast’s first two commercial cellulosic ethanol projects, and Tennessee is invested heavily in similar demonstration activities.
If Kentucky chooses to proceed with the development of biomass-based biofuels, approximately 10 million tons of biomass will be needed to produce 700 million gallons of renewable biofuels.  With half of this requirement being available from existing forestry resources, almost 750,000 acres of new energy crops will be planted.  While on the surface this number may seem daunting, energy crops for liquid transportation fuels would require only slightly over 5 percent of existing total farm acreage.  Energy crops are currently in various developmental stages, and include native species such as switchgrass, eastern gamagrass and big bluestem along with sterile hybrids like miscanthus.
In addition to biomass for liquid transportation fuels, the more dominant and likely first use of biomass will be for co-firing in existing coal-fired power generation facilities.  This would provide carbon offsets in a cap-and-trade system.  It is also expected that numerous stand-alone biomass-fired generation facilities will develop across Kentucky if supporting policies can be developed.  Since the technology for using biomass in a pulverized coal plant is still in the early stages of development, initial deployment of co-fired biomass is likely to occur in Kentucky’s fluidized bed combustion facilities where biomass can be added at minimal cost.  Experimental burns are in fact occurring in the Commonwealth today.
Should Kentucky be required to adopt a 20 percent federal RPS and choose to meet the RPS through instate renewable energy production, almost 16 million tons of biomass will be used for combustion.  Assuming half of the requirement is met by forestry, over 1,000,000 acres of energy crops will need to be planted, representing about 7 percent of Kentucky’s total farm acreage.  This may prove difficult if current federal rules continue to prohibit the use of biomass from forest plantations planted after December 2007.  
The combined demand for biomass resources from Kentucky’s forests and farmland for the generation of electricity and the production of biofuels approaches 26 million tons, compared to current in-state coal demand of 44 million tons.  Such demand not only requires full productivity from Kentucky’s forests, but provides farm diversification opportunity for 1.8 million acres, or 13 percent of total farmland.  However, challenges exist in ensuring that Kentucky’s forests are managed for sustainable production in order to meet the raw material needs of its forest industries, the state’s renewable energy needs, carbon off-sets and other ecosystem benefits that forests provide.
It is estimated that biomass production can generate almost $1.7 billion of revenue annually, much of which will be concentrated within rural communities statewide.  When production is coupled with value-added processing of biomass to liquid fuels, an additional $2 billion of income can be created.  An opportunity of this magnitude for Kentucky to utilize its natural resources has not occurred since the rails were laid over 100 years ago to access Kentucky’s coal reserves.

 Next Steps
In order to address the challenges presented by an RFS and RPS and to take advantage of the unique opportunities that Kentucky has to develop domestically produced renewable fuels and power, efforts must be consolidated under one set of goals identified in the Governor’s energy plan; and those goals must be implemented by defined actions and complementary policies.  It is, therefore, recommended that Governor Beshear appoint an Executive Task Force on Biomass and Biofuels Development in Kentucky.  The Task Force should be composed of policymakers, stakeholders and consumers, and will become Kentucky’s champion and voice for biomass and biofuels development.
The charge to the Task Force should be:
Facilitate the development of a sustainable biomass and biofuels industry in Kentucky that will generate prosperity in a carbon-constrained environment, and revitalize rural Kentucky by creating new jobs and strengthening local economies.
At a minimum the Task Force should accomplish the following, and report its results to Governor Beshear no later than November 30, 2009:

· Validate Kentucky’s biomass production capabilities within a sustainable environment.
· Evaluate the status of energy crop and forestry biotechnology and genetics, and recommend a plan of action that allows biotechnology to support biomass production.
· Validate Kentucky’s potential biomass demand.
· Evaluate biomass transportation and logistics opportunities, and recommend a course of action.

· Evaluate available business structures in Kentucky, including structures that allow direct producer ownership, and formulate plans of action that allow adequate capitalization of a new biomass industry.
· Facilitate economic impact analysis of the effect of a biomass and biofuels industry on Kentucky.

· Recommend legislative action that supports development of a biomass and biofuels industry.

The following membership is recommended:

Executive Director Roger Thomas, Governor’s Office of Agricultural Policy, Co-chair


Secretary Len Peters, Energy and Environment Cabinet, Co-chair


Secretary Larry Hayes, Economic Development Cabinet


Senator David Givens


Senator Johnny Ray Turner


Senator Kenneth Winters


Representative Dwight Butler


Representative Thomas McKee


Representative Tanya Pullin



Commissioner Richie Farmer, Kentucky Department of Agriculture


Dr. Eric Berson, Chemical Engineering Professor, University of Louisville


Tony Campbell, CEO, East Kentucky Power Cooperative 
Terry Cook, State Director, The Nature Conservancy

Dr. Nancy Cox, Associate Dean, UK College of Agriculture


Don Halcomb, Farmer, Simpson County


Mark Haney, President, Kentucky Farm Bureau


Mick Henderson, Agri-Energy Committee, Kentucky Agricultural Council


Dr. Kimberly Holmes, Associate Director, Land Grant, Kentucky State University



Dr. Bruce Pratt, Chair, Eastern Kentucky University Department of Agriculture 


Dr. Scott Shearer, Chair, UK Biosystems & Agricultural Engineering



Richard Sturgill, President, Pine Mountain Hardwood Lumber Company


Betty Williamson, President, Kentucky Woodland Owners’ Association


Staff:

Leah MacSwords, Director, Division of Forestry

Frank Moore, Director, Division of Biofuels, Energy and Environment Cabinet


Joel Neaveill, Chief of Staff, Governor’s Office of Agricultural Policy

