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FXFCUTIVE SUMMARY OF RECOMMENDATIONS

1. The Department of Natural Resources and Conservation should
develop a plan for renewable energy and conservation technologies for
the 1987-89 biennium, including federal energy program efforts, and
incorporating the following:

a. An evaluation to determine if additional investment of
state funds in renewable energy and conservation technologies is
warranted and where the investment would be most effective;

b. A summary of the accomplishments of the renewable energy
grant and loan program;

c. Investment criteria, including but not limited to
preferential consideration for technologies that have the greatest
potential to reduce reliance on non-renewable energy sources and that
promote economic development in Montana.

2. Under the auspices of the Renewable Fnergy and Conservation
Program the Department of Natural Resources and Conservation should
assume a leadership role in bringing federal, state and regional
agencies, local governments, utilities, rural electric cooperatives and
private sector organizations together to develop a comprehensive and
coordinated approach to achieve both the short and long term energy
conservation objectives of the various involved organizations on a
statewide basis.

3. The plans developed as a result of Recommendations 1 and 2
should specifically identify the areas of technology research and
development and technology transfer that should be emphasized by the
Renewable Energy and Conservation Program and identify how that emphasis
will be achieved.

4. Managers of the Renewable Energy and Conservation Program and
the Science and Technology Program should formally define the
relationship of the two programs and, as appropriate, differentiate
separate areas of emphasis.

5. The State of Montana should formally assess whether the current
array of renewable energy and conservation-related tax incentives,
purchase of conservation and electricity from renewable energy sources
by public utilities as regulated by the Public Service Commission, and
the direction of the Renewable Energy and Conservation Program are
creating the greatest market stimulation effect at least cost.



I. BACKGROUND
In 1975, the Montana Legislature adopted the nation's first state-funded
financial incentive program to develop emerging renewable energy
technologies (see Appendix A). The Renewable Energy and Conservation
Program's (RECP) 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 legislature assigned the Montana Department of Natural Resources 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 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 Iegislat re and the public. This interest
was especially high because the coal severance tax funded the program.

The program's original legislation has been changed several times since
its adoption. The first legislative change in 1981 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.

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 coal tax revenues were increasing at that
time, the change did not result in fewer dollars 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. Charges 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 demonstration projects
similar to unproductive projects in close geographic proximity to a
similar project, and projects that did not fit within the goals of the
statute. In addition, the legislation required 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.

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 observations that energy conservation activities were not
formally considered under the RECP, 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. At its inception, the RECP program was
explicitly mandated only to explore and develop renewable energy
options. The legislature initially considered energy conservation a
separate type of development and felt that adequate efforts already
existed in this area. As the RECP 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 energy development.

The 1985 legislative session produced several new laws that reduced the
RECP's funding level for the next biennium and added a new component to
the program.

HB 812, introduced by Representative Dorothy Bradley (D-Bozeman) created
the Science and Technology Development Board to "strengthen and
diversify Montana's economy by establishing a public-private sector
partnership to encourage scientific and technological development within
the state..." The Board was funded for the biennium with a one-time
allocation of $2 million from the renewable energy account in FY 85.

The purpose section of the bill noted that DNRC was not planning to use
the entire allocated amount it would have received for the RECP.

HB 919 reduced the rate of funding for the alternative energy research
development and demonstration account from 4.5% to 2.5% of coal tax
revenues from June 30, 1985 to July 1, 1987. This bill, introduced by
Representative Francis Bardanouve (D-Harlem) , reallocated the revenues
to the general fund and the highway program. The RECP budget was also
affected by a directive from the Legislature instructing DNRC to use
RECP earmarked funds for the state's match of federal energy programs.
while some RECP funds were previously used for the state matching share,
the amount increased beginning in FY 86.

The transfer of funds from the RFCP is a reflection of revenue deficits
in state governmment as a whole, changes in a nurber of economic factors
that affect the rate of development of renewable energy sources, the
current regional and worldwide energy supply situation, and the need for
econanic revitalization in Montana. The Northwest region currently has
a surplus of electric energy that is expected to last well into the next



century based on current load growth projections. There is also a
worldwide oversupply of oil and a national oversupply of natural gas
which have driven prices to the lowest levels in over a decade. The
rate of development of renewable energy sources has slowed as a direct
result because these sources are not among the cheaper alternatives for
either utilities or individual consumers. Also, federal tax credits for
business and residential investments in renewable energy sources and
conservation expired at the end of 1985 and have not yet been renewed.
The renewable energy industry, particularly solar energy-related
businesses, has significantly declined as a result.

Considering the current energy surplus, low prices of conventional
energy forms, and declining state revenues, a majority of legislators
telt that major continued investment of public funds in renewable enerqgy
and conservation research and development should be deferred.

HB 909, introduced by Representative Rex Manual (D-Fairfield) in the
1985 session, added energy conservation in state buildings as a new
component eligible for grants from the RECP. The DNRC indicated that
energy conservation retrofit of stete buildings would provide
measurable, significant savings of joth energy and dollars and would
also have important demonstration value. This program component is
discussed in more detail later in this report.

Further reductions in RECP revenues were approved during the
Iegislature's special session in June 1986 when $1,350,000 was
transferred from the alternative energy research development and
demonstration account to the general fund by HB 39, introduced by
Representative Ray Peck (D-Havre) ($1 million was transferred from the
account at the end of FY 86, another $350,000 will be transferred to the
general fund during FY 87, and DNRC's FY 87 appropriation was reduced by
$1,350,000). The DNRC was authorized to reallocate funds among grants,
loans, grants to state agencies for building conservation, program
administration, matching federal energy programs and petroleum violation
escrow account money, based on availability o funds. Finally, the DNRC
was authorized to elect not to allocate funds or accept grant and loan
applications from July 1, 1986 through June 30, 1987.

The purpose of this report is to review actions by DNRC addressing the
most recent legislative changes in the RECP, including the reductions in
funding, and to review EQC 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.

II. RECP REVENUE

Table 1 compares RECP appropriations, expenditures and the unobligated
cash balance remaining (or projected to remain) in the fund at fiscal
year end for FY's 84 through 87. The administration's budget proposals
for FY's 88 and 89 are also included. The decrease in uncommitted funds
in the renewable energy account beginning in FY 86 reflects both the
transfer of funds for other purposes and reduced rcvenues coming into
the account. During FY's 84, 85 and 86 the DNRC did not spend all of
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