AS ONE OF the leading coal consumers in the
United States, Cinergy Corp. understands the
importance of utilizing coal well into the future. We
burn approximately 25 to 30 million tons per year to
generate electricity — and we're not alone. Coal is a
reliable and lower-cost energy source that is the fuel of
choice for more than 50 percent of our nation's electric
power generation. Like other coal-burning utilities in
North America, Cinergy faces a major challenge. How
do we utilize this vast natural resource — and its 250-
year reserves — to affordably meet our customers’
growing energy demands while meeting increasingly
stringent environmental regulations?

As we discuss in our 2004 annual report, which is
devoted to global warming, all of the signs are pointing
to the reality that we will live in a carbon-constrained
world in the future. Although we don't know exactly
when and how, we believe it's inevitable that carbon
dioxide (CO,) and other greenhouse gases will be
regulated in the future. What we do know is we must
continue to make long-term investment decisions to
ensure affordable and reliable supplies of power for
customers while reducing the environmental impact.
From now through 2009, for example, we will invest
approximately $1.8 billion to reduce nitrogen oxides
(NOX), sulfur dioxide (SO,), mercury and fine particu-
lates at our existing coal plants.

In the Midwest, including our service territories
in Indiana, Kentucky and Ohio, the steadily growing
demand for power means we will need additional
baseload generation capacity early in the next
decade. As we consider the types of generation we
will invest in, we must research a variety of things
— not the least of which is fuel cost. Tight demand
for energy fuels worldwide has resulted in rising oil
prices and volatile natural gas prices. As a result,
the focus is again on coal as the most reliable, low-
cost energy fuel available.

Traditional pulverized coal plants currently make
up the bulk of our generation base. These plants
have been the real workhorses of our generation mix
and are an important part of our ability to serve the
growing energy demands of customers. With new
environmental rules regulating coal emissions, we
believe it's time to apply our experience and expertise
to the next generation of cleaner coal plants.
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In fact, with the final Clean Air Interstate Rule and
Clean Air Mercury Rule just released in March, there is
still some uncertainty regarding the timing and amount
of emission reductions required — as various groups
have already vowed to challenge these new rules in
court. To keep consumer costs as low as possible
while achieving significant emission reductions as soon
as possible, it makes even more sense for us to work
toward the commercialization and investment in the
cleanest coal technology possible.

In this “back-to-the-future” scenario, we believe
that state-of-the-art coal gasification technology is the
answer. First pioneered in the late 1700s, coal gasifica-
tion is a process for converting coal to a combustible
gas. Town gas from the gasification of coal was one
of the major sources of heating and lighting in both the
United States and Europe for much of the 19th and early
20th centuries. The gas contains about 80 percent of
the energy in the coal; another 15 percent of the useful
energy can be recovered as steam. Coal gasification
has been demonstrated for power generation since the
1980s. Currently, there are at least 12 sites worldwide
with commercial integrated gasification combined cycle
(IGCC) power plants.

Innovation in coal technology is not new to
Cinergy. In partnership with the U.S. Department
of Energy, we were among the first to participate in
building a coal gasification demonstration plant in the
mid-1990s in western Indiana.

Last fall, our Indiana electric utility, Cinergy/PSlI,
announced a joint effort with GE Energy and Bechtel
Corp. to complete a feasibility study for building a
full-scale, commercial IGCC plant. This would be
the first plant of its kind announced under the new
GE-Bechtel alliance. The purpose of the feasibility study
is to determine whether or not a 500- to 600-megawatt
IGCC plant can be built on a selected site at a cost
and schedule that's competitive with other available
technologies. We believe it can.

Using a variety of fuels besides coal, such as
petroleum coke, various oil products, and biomass
fuels, IGCC technology uses a coal gasification
system to convert carbon-containing fuels into a
synthesis gas (syngas) and produce steam. The hot
syngas is processed to remove sulfur compounds,
mercury and particulate matter before it is used



to fuel a combustion turbine generator. The heat
in the exhaust gases from the combustion turbine
is recovered to generate additional steam. This
steam, along with that from the syngas process,
then spins a steam turbine generator. In a typical
IGCC plant, about two-thirds of the power comes
from the gas turbine.

IGCC plants have the potential to offer consider-
able environmental and operational benefits. For
example, they use approximately 30 percent less
water and produce 50 percent less solids to be
beneficially reused or disposed of compared to a tra-
ditional pulverized coal plant. They also may provide a
less expensive way to reduce mercury emissions and
capture and sequester carbon.

IGCC plants cost approximately 20 percent more
to construct than conventional pulverized coal plants.
We believe commercialization of this technology,
bringing down capital and construction costs, is
critical to its success. Our completed study this fall
will provide a more detailed estimate of the cost and
performance components of the design. We antici-
pate that federal, state and local financial support
will be needed to make this project a reality, and are
working to develop public and government support
for a preliminary project execution plan.

Some have questioned why we would want to
take the lead in building the first commercial 500- to
600-megawatt IGCC plant. Why not sit back and
wait for others to take what could be perceived as an
additional risk in starting up this innovation?

We can't sit back and just wait for others to make
decisions about baseload generation tomorrow that
we need to make today. It takes at least six years to
plan, site and permit a conventional baseload coal
power plant. We believe we have an advantage in
our ability to balance significant technical resources
with our vision of the future. Furthermore, we believe
that being a pioneer in the early stages of commer-
cial development of this technology will give us an
economic and competitive advantage.

As with our other firsts mentioned above, the more
experience we gain, the more we will be able to make
future investments more inexpensively. Sitting back
and waiting is simply not an option, especially when
we are making billion-dollar decisions that impact
how our customers and shareholders will be served
for the next 50 years.

James E. Rogers is chairman, president
and CEO of Cinergy Corp.
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The Causey IT Performance

Management Report
How to improve efficiency and
demonstrate ROI from tightly managed IT.

The result of an exhaustve shady of leading LS. uilities, this

repaort is the most comprehensive review of best practices in
utility information technology ever undertaken — and a2 virtual
blueprint for improving efficiency, controlling costs and

demonstrating RO
Wilh analyscs by rencwnicd industry expert Warren Causey, you'll discover:

* How to track, report and measure [T efficiency and effectiveness

« The methododogies that control costs, schedules, and risk
[ « The IT project strategies. thad deliver masdmum business value, and a
great deal more in 188 power-packed papes.
With this report, wtility IT management will more accurately measure IT
effectveness o determine investment walue and returm, and IT vendors will
g3n new insighis enabling more effective business development efforts and

partnering opportunities, Order today!
188 pages. 5795.00

Both reports are available

for immediate download.

Visil wwawenergyeentraloom and chck on the "Knowledpe” tab.
For more informaticn, call 300-459-2233 or 303-782-5510.

Ressarch and
Anadyais Dision
The Causey CIO Report: The Path Ahead
Comprehensive, groundbreaking — and amazingly candid!

The product of n-depth interviews and surveys with ulility C10s and CTOs, The Path
Ahead ghves yvou paprecedented insighl inlo the fulure of IT in uisities and what it means

200 pages. $995.00

Researcher, wiiter, anafyst ond consultant, Woren B, Cousey has worked with technodogy for more tan 25 years and i wtifbes
for more than o decade. One of the most respected exparts in enengy. Cousey recently jodned the Enengy Cenfral tearm,

i you, your company, and your job. I you're an IT or ulility executive, The Path Ahead
helps yvou benchmark IT in your organization; if you're a utilty IT vendaor, it's a wealth of
apporiurelies, customer insight. and competithve informatian! . W g L
= Wital benchmarking information: the size and strocture of IT, stralegic Esues, 1T .
influence in corporate sirategy, and mane.
+ The effects of Sarbanes-Ordey. How IT depantiments are coping and where n
they fall short. =iz ‘
+ What uliliies expect from vendors, including wio measuares up and who doasnL i
+ The future of CIS and CRM. Benefits and weaknesses of current systems, “E_E;"
* Bigeest IT challenpges - what keeps CiOs awake o1 night, (Vendors: sobve these
problems and you have 2 lifetime customes?) —;“:_zf“:‘_':'f—:_—‘“—_-"-—-..:_ N
* Bonus directory! Over 300 utility C10s and CTOs with full contact infermation. ——= _:_F_"%El::-_:_:é::fi-_;:
— — ___‘--"":'-'.‘-;



