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INTRODUCTTION

In 1975, the Montana Iegislature adopted the nation's first
state-funded financial incentive program to develop emerging
renewable energy technologies.* The program's stated purpose was to
decrease Montana's reliance on non-renewable fossil fuels, and
increase solar, wind, biomass, geothermal, and small-scale hydro
renewable energy sources. Funded by a percentage of coal severance
tax revenues, the program provided for the research, development, and
demonstration of these energy sources.

The ILegislature assigned the State's Department of Natural
Resources and Conservation (DNRC) to administer the program. DNRC
began issuing grants to individuals and businesses in 1976. In its
first few vyears, the program concentrated heavily on solar
technologies. But as the nation's and state's energy pictures
developed, so did the campetition for the renewable energy grants.
Technologies for a variety of renewable energy sources matured at the
same time the program was coming under closer scrutiny by the
Legislature and the public. This interest was especially high
because the controversial coal severance tax funded the program.

Although the program's original legislation had been amended
only once since its adoption, the 1981 ILegislature decided to revamp

it in a three-pronged effort.

* Codified in 90-4-101 et seq., MCA



The first legislative change established a loan program to
stimulate the fledgling renewable energy industry and thus give a
broader range of Montanans an opportunity to choose from a variety of
commercial renewable energy options. Sponsored by Senator Harold
Dover (R-Lewistown), SB 141 directed the DNRC to provide loans that
would be administered through the state's financial institutions.

The second legislative action lowered the percentage of the coal
severance tax that was allocated to fund the program from 5 percent
to 4.5 percent. However, because coal tax revenues have been
increasing, this change has not actually resulted in fewer dollars
going to fund the program.

The third legislative change, and in fact the second one as
well, reflected a dissatisfaction among the majority of legislators
with the administration of the program to that point. Many
legislators believed that there had been no demonstrable reduction of
the state's reliance on fossil fuels. Charges surfaced about
favoritism in issuing grants, and about too much emphasis on solar
technologies that benefitted only a select group of "insiders". In
addition, many legislators felt a lack of grant follow-up, reporting,
and financial accountability detracted from the program's
effectiveness.

within this context, Representative Joe Quilici (D-Butte),
sponsored HB 398, which sought to correct these deficiencies and

tighten administration of the program. The bill limited the funding



of demonstration projects to those with good potential for saving
non-renewable energy, and prohibited funding those demonstration
projects similar to' unproductive projects in close geographic
proximity to a similar project, and those projects that did not fit
within the goals of the statute. 1In addition, the legislation
required the DNRC to monitor grants and loans and report to the
legislature on the effectiveness of funded projects or programs.
Representative Quilici's bill also required DNRC to submit periodic
reports to the Environmental Quality Council (EQC) for review and
evaluation, and directed the EQC to make recommendations to assure
the greatest possible benefit from the program to the people of the
State of Montana.

The purpose of this report is to outline the oversight
activities of the EQC and to discuss key elements of the Renewable
Alternative Energy (RAE) program and the progress made to insure its
effectiveness. Conclusions and recommendations are also included.
This report will not concentrate on details of the program such as
specific projects funded or eligibility requirements. DNRC's
publications and report to the Legislature adequately provide this

information.

EQC OVERSIGHT ACTIVITIES

Following the assignment of oversight activities to EQC,
Chairman Representative Dennis Iverson (R-Whitlash) delegated the

oversight task to a subcommittee headed by Senator Dover and composed



of public members, Dr. Leslie Pengelly and Glen Rugg. The
subcommittee was required to report regularly to the full EQC which,
in turn, agreed to act on the final report and conclusions and
reconmendations.

As the BQC staff began to formulate a plan for its oversight
activities, it became clear that other legislative entities had an
interest in the program as well, including the ILegislative Audit
Committee and the Coal Tax Oversight Subcommittee.

During the Spring of 1981, the ILegislative Auditor had released
a report on selected energy grant programs, including the RAE
program. The report identified several areas of concern, including
program direction, monitoring of grants, contract provisions, fund
balance, documentation, and contracted services. The ILegislative
Auditor issued seven recommendations for the DNRC:

1) Establish a clear, concise set of goals and objectives for
the program and devise a system for measuring the attainment of those
goals and objectives;

2) Enforce requirements for progress reports;

3) Establish and consistently apply a policy of verifying
invoices against grant payment requests;

4) Establish a formal policy requiring systematic review of
on-site visits;

5) Enforce the grant provision and law requiring completion

within one year;



6) Revise the tangible property provisions of the grant
contract; and,

7) Discontinue the use of professional service contracts for
permanent positions and record contracts for administrative services
under operating expenses rather than grants.

Wishing to avoid duplicating the Legislative Auditor's work, the
EQC Alternative Fnergy Subcommittee held its first meeting in
September 1981 with representatives of the Auditor's office. At that
time, the subcommittee agreed to build on the Auditor's
recommendations and monitor the program to see that it met its goals;
that criteria for evaluating projects receiving funding were
adequate; that its rules for administering the program were workable,
fair, and within legislative intent; and, that the legislative
direction for the program was clear and sufficient for administration
of an effective program. The subcommittee decided to focus on
development of the commercialization and loan elements of the
program. The subcommittee suggested that the EQC could serve as a
sounding board for policies for redevelopment of the program rather
than to act after the fact to oversee the program.

FOC staff communicated frequently with DNRC staff over the
following eighteen months to carry out the subcommittee's direction.
The subcammittee again met with DNRC representatives in January 1982
to review the methodology the department used to select proposals

submitted to them. The subcommittee reviewed proposed rules



implementing commercialization and loan procedures as well as
generally revamping the program.

At that same time, the EQC subcommittee met with the Coal Tax
Oversight Subcommittee (CTO), which oversees the spending of coal tax
revenues. Again in order to avoid duplication, the two subcommittees
agreed to divide oversight responsibilities. They agreed to have the
EQC focus on adequacy of administration of the program, while CTO
would concentrate on whether or not it was appropriate for the
program to be funded by coal tax money and at what level.

EQC subcommittee members and staff also met periodically with
the Renewable Energy Advisory Council (REAC) to coordinate efforts to

advise on effective administration of the program.

DNRC RESPONSE TO LEGISLATIVE RECOMMENDATIONS

Acknowledging flaws in the way grants had been distributed in
the past and believing that a strong commitment to development of
alternatives to non-renewable energy sources represents a compelling
defense of the coal severance tax, DNRC recently completed a major
restructuring of the program.

DNRC made the following changes:

1) DNRC will closely monitor the projects funded to insure
completion and that money is appropriately spent;

2) Bmphasis is now being placed on stronger conservation

measures to camplement the efficiency of alternative energy projects;



3) As some forms of alternative energy reach the
commercialization stage, money will be awarded in loans as well as
grants in a change authorized by the Legislature. This will minimize
interference with the market and the State will receive a monetary
return on its investment;

4) Criteria for awarding grants and loans have been
strengthened, including an emphasis on competence of the applicant,
engineering and technical soundness, need for the technology, and the
audience targeted by the project. The projects are given points for
various objective criteria, and those with the highest scores are
funded. In this way, the DNRC has eliminated much of the "politics"
previously involved in the process; and

5) DNRC will advertise the program more widely.

Another important aspect of the program's reorganization is a
study entitled the Sustainable Energy Assessment (SEA) that will help
determine the end-use of energy generated and used in Montana.
Through completion of this assessment in the next two years, the
department can direct the program's resources to where they will be
most effective. The study attempts to identify the most productive
opportunities for conservation and renewable energy, the resources
available for energy production, and the most appropriate systems for
meeting energy demands with available resources.

These and other changes are accurately described in greater
detail in DNRC's report to the Legislature and are attached as

Appendix III. However, several modifications to the program merit



