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REPORT TO THE 49TH MONTANA LEGISLATURE
ON THE

RENFWABLE ENERGY AND CONSERVATION PROGRAM

Background
In 1975, the Montana Iegislature adopted the nation's first

state-funded financial incentive program to develop emerging renewable
energy technologies (see Appendix A). The program's stated purpose
was to decrease Montana's reliance on non-renewable fossil fuels, and
increase the use of 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 Iegislature assigned the Montana Department of Natural
Pesources and Conservation (DNRC) to administer the program. DNRC
began issuing grants to individuals and businesses in 1976. 1In its
first few years, the program concentrated heavily on solar
technologies. But as more emphasis was placed on individual energy
technologies, new competition for the renewable energy grants
developed. 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 coal severance tax funded the program.



The program's original legislation has been changed twice since
its adoption, first by the 1981 legislature and then by the 1983
Legislature.

The first 1981 legislative change established a loan program to
stimulate the fledgling renewable energy industry and thus give a
broader range of Montanans an opportunity to chcose from a variety of
commercial renewable energy options.

The second 1981 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 ccal tax revenues have been
increasing, this change has not actually resulted in fewer dollars
going to fund the program.

The third 1981 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. Changes surfaced about
favoritism in issuing grants, and about too much emphasis on solar
technologies that benefited only a select group of "insiders." 1In
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 in the 1981 session, 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. In addition, the legislation
required DNRC to rmonitor 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 (BEQC) 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 latest legislative action took place in the 1983 session,
Senator John Mohar (D-Libby) sponsored SB 356, which sought to clarify
project eligibility for grants and loans from the alternative energy
research development and demonstration account, to provide for the
inclusion of research, development and demonstration of energy
conservation, and to remove the prohibition on private ownership and
control of research information. This action was prompted by DNRC's
adbservations that energy conservation activities were not formally
considered under the REGAL program, and that many individuals were
withholding attractive grant proposals for fear of losing patent
rights to alternative energy technologies. SB 356 was enacted in 1983
to address these changes (see Appendix A). At its inception, the

REGAL program was explicitly mandated only to explore and develop



renewable energy options. The legislature initially considered energy
conservation activities as separate developments and felt that
adequate efforts already existed in this area. As the RBGAL program
developed, however, DNRC found that renewable energy development and
conservation activities were often closely interrelated. Tying
conservation techniques to renewable energy generation would induce
both efficiency in energy consumption and alternative enerqgy
development.
Purpose

The purpose of this report is to review actions by DNRC
addressing the latest amendment and now-completed activities initiated
by the previous amendments, and to update BEQC oversight activities.
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.

DEPARTMENT OF NATURAL RESOURCES ACTIVITIES

Sustainable Energy Assessment (SEA) Project

As a result of the criticisms emerging fram the 1981 session,
DNRC has made efforts to establish clear, concise goals and objectives
for the program and to devise a system for measuring the attainment of
those goals and objectives. This has been largely accomplished by the
completion of the study entitled the Sustainable Energy Assessment

(SEA). SEA helps determine the end-use of energy generated in Montana



and will direct the program's resources to where they will be most
effective. The SEA program represents an initial effort needed to
provide technical information upon  which Renewable Energy and
Conservation (RECP) program planning can be based. By determining
which concepts of sustainable energy and conservation development in
Montana would be most cost-effective, a working framework for judging
proposed contracts will be provided.
The completed SEA study includes:
1) future needs on diesel fuel substitutes and extenders;
2) evaluation of agricultural and food processing waste streams
as a source of alcohol feedstock;
3) high-head small-scale hydro resource assessment;
4) power generation potential of ungaged streams in the mountains
and high plains;
5) Montana Wind Energy Atlas;
6) Bureau of Reclamation/DNRC wind monitoring program;
7) commercial sector survey to estimate its potential for
conservation;
8) projections of residential wood fuel use;
9) solar domestic hot water analysis; and
10) oilseed resource assessment.
Descriptions of these studies are included in greater detail in DNRC's
report to the Legislature and are attached in the Appendices. The SEA
study will not limit grants and loans to only those projects listed;

it does not represent the entire basis for planning criteria. SFEA is



only a part of a continuing process used by DNRC to formalize its
planning procedure, and to incorporate its elements, and subsequent
criteria, into its grant and loan decision framework. DNRC plans to
continue building on this information so the director can make grant
proposal decisions on a more informed basis as to their feasibility.
In this fashion, DNRC can focus more on the commercialization of
renewable energy sources. The department believes that the SEA and
subsequent studies will allow it to do this more effectively.

There has been a trend toward Requests for Proposals (RFP's),
which are solicited grants by DNRC. Based on information provided by
SEA-type studies, DNRC has increased the number of RFP's, as the
department believes these projects will prove most cost-effective and
are closer to commercialization. The department still maintains its
separate grant cycle, which provides funds for unsolicited grant
proposals. To date DNRC has indicated that enough funding has been
available to service qualified but unsolicted proposals as well as
projects solicited through RFP's. Total grant and loan applications
have declined, but DNRC considers this a natural occurrence due to the
attrition rate of marginal renewable energy developers, the state of
the economy, and the increasing focus on commercialization. The SEA
project and subsequent studies indicate the program's preference for
RFP's, If DNRC bases these RFP's on technical feasibility and
comrercial potential, this will require participation by firms with

access to adequate technical and financial resources.



Most of the action taken by DNRC on the REGAL program (now RECP-
the Renewable Energy and Conservation Program) resulted from the
recommendations made by the Ilegislative Auditor in 1981. The REAC
comittee was generally pleased with DNRC's response to these
recommendations, but the Iegislative Auditor's office has done no
further research on DNRC's energy grant programs.

In the meantime, DNRC's Energy Division has taken several steps
on its own to refine the programs. TFirst, it has developed a Final
Report Ildbrary as part of its public information thrust. All
RECP-related published materials will be available through the state's
inter-library loan system or DNRC's own Final Report Library. Many
documents are disseminated through mailing lists to contractors,
customers, and distributors at fairs and workshops.

DNRC recognized the need for a systematic distribution of its
research—-generated information. As a step in this direction, DNRC
completed a marketing study to determine the Montana public's
awareness level on rencwable energy and conservation programs. The
marketing survey clearly points to the need for a public information
and education program; consequently, the findings were incorporated in
the department's program planning process during the spring and summer
of 1983. A summary of the marketing study and its conclusions appears
in Appendix B.

A second effort to refine the program involves DNRC analysis of
loans that failed for various reasons. Such a study would reveal

possible weaknesses in the application review process. These



weaknesses could result from technical impracticalities, poor
marketing, poor credit structure, or other causes. The state of the
economy has caused a decline in applications, but a more effective
liaison between the banks and DNRC would lessen the effects of this
factor. DNRC recognizes that weaknesses exist and plans to update its
review of the application process upon study completion.

Finally, DNRC plans to uphold its mandate of informing and
involving the public to the greatest extent possible by changing the
method of review on information grants. Because of increased
technical information, DNRC has increased its focus on solicited
grants through its SEA process and general program direction.
However, it does not want to discourage innovative ideas that may not
be included in the plans for solicited projects. Therefore, it will
encourage inventors, entrepreneurs, and others to send in 3 to 4-page
abstracts of ideas which could be developed to better inform Montanans
through the department's Information Section. These ideas could then
be reformulated as RFP's, independent of the grant cycle, and sent out
for solicitation. For example, a high school science teacher may have
an innovative idea for developing a renewable energy resource Or
conservation method. He or she may not have the time, money, or
inclination to develop the concept, but may wish to see further study
on the idea done by someone else. After submittal of the abstract to

DNRC, the Department analysts could expand it into a workable project.



