TRANSITION ADVISORY COMMITTEE
July 12, 2002
Room 317, State Capitol Building
Origind Minutes with Attachments

Please note: These are summary minutes. Testimony and discussion are pargphrased and condensed.
Committee tapes and Exhibits are on file at the offices of the Legidative Services Divison.

COMMITTEE MEMBERS PRESENT

Sen. Fred Thomas Art Compton
Sen. Linda Nelson Pat Corcoran
Rep. Roy Brown Gene Leuwer
Rep. Jm Keane Bob Nelson
Rep. Seve Gdlus Kathie Roos
Rep. Alan Olson Kathy Rice
Sn. Alvin Hllis Dave Whedihan

Sen. Walter McNutt Jerry Driscoll
Sen. Emily Stonington

Sen. Don Ryan

COMMITTEE MEMBERS EXCUSED

Rep. Tom Ddll Matt Brainard

Rep. Stanley Fisher Russ Ritter
Stephen Bradley Dave Kinnard

STAFF MEMBERS PRESENT

Jeff Martin, Legidative Research Andyst
Todd Everts, Legidative Attorney
Robyn Lund, Secretary

VIS TOR'SREGISTRATION
Attachment 1

AGENDA
Attachment 2

COMMITTEE ACTION
 Approved April minutes
» Made bill drafts requests related to recommendations adopted at the April meeting




L CALL TO ORDER —ROLL CALL —APPROVAL OF MINUTES

MOTION/VOTE: REP. KEANE moved to gpprove the minutes of the April meeting. Maotion
passed unanimoudy.

MR. MARTIN sad that the agenda has been revised. See Agenda, Attachment 2. Agendaltem 6 is
an item that MR. RITTER has been working on and the people who were going to offer information
about federa law related to energy production on Indian reservations and the impact of eectricity rates
on the mining industry were not able to attend. Also, proponents of Initiative 145 may not attend.

1} CITIES, TOWNS, AND SCHOOL DISTRICTSAGGREGATED ENERGY
CONTRACTS

Alec Hansen, M ontana L eague of Citiesand Towns, said that snce April of 1999, the League and
school didtricts have been in the energy market buying supplies for its members. In 1999, they signed a
contract that saved $1.10 per hour. In 2001 they were able to save 60 cents per megawatt. In July of
this year they sgned a contract with NorthWestern Energy Marketing (Attachment 3). Itisab year
contract; the priceis $33.11 per megawatt hour. It serves 29 cities and towns, and 60 school districts.
This contract will save the cities and towns $369,000 per year through a combination of rates and
transmisson credits. Thisisafirm full service contract with no pendties for load variations. The cities
and towns know that the price of ectricity for the next 5 years will be no higher than $33.11. This
compares with a default rate of $37.37.

Hanson said that there were some problems negotiating the contract. In June they discovered that the
price that had been offered them would be difficult for the company to meet. The price was origindly
lower. The new price was agreed upon with the provision that at no time over the 5 years of the
contract would the rate for cities be anymore than $1.50 below the defaullt rate. They believe that thisis
insurance againg a volatile and unpredictable market. The index margin guarantees that there will
adways be amargin with the default supply. Attachment 3 ligts dl of the cities and towns participating in
the program and shows their savings.

The question is, why were they able to get alower price than the default rate. Part of the reason is that
the load they offer iswell balanced. The municipd load is fairly manageable and most load use can be
moved off peak. They dso had the advantage of being able to supply detailed load information. This
information was an advantage to the companies. The only concern now iswhat will happenin 5 years
when the contract expires. Thereis aways the possibility of the contract ending during a high market
cycle. Hanson said that the advantage of the contract is the savings come out of the taxpayers budgets.
The League of Cities and Townsis satisfied with the contract. They had alot of bidders that worked to
put the bid together. They are actudly going to pay more than they did a year ago because the rate
freezeisgone.



SEN. RYAN asked whether other cities and towns can join inthis. Mr. Hansen said that if others
want to come in, the company would have to agree to it. Some of these loads are sdlective loads. The
new ones are the ones that are on this contract, but were not on the previous contract.

SEN. THOMAS asked if there was a contract before this. Mr. Hansen said that the earlier contract
was below the rate freeze price. They have not saved a tremendous amount of money in the past; the
big savings are going forward because the margin between their price and the default priceis greater.
SEN. THOMAS asked if the price could go down, but not up. Mr. Hansen said that the maximum
price was $33.11. The minimum price was a margin under the default price. SEN. THOMAS would
likealig of the schools involved.

REP. KEANE asked how many bidders there were for the contract. Mr. Hansen said that there
were 2. The previous contract was with Energy Northwest of Great Falls. Some companies were
reluctant to bid against because they didn’'t know the default rate. The default rate came o late in the
game that it would have been impossible to submit that.

SEN. RYAN asked if thisisa5 year contract, will they be facing asamilar stuation in 5 years that they
will be waiting to find out what the next default rate will be. Mr. Hansen said that if they figure out how
to remove this ahead of time a afair price they will do so. The price is based on what they thought they
could afford to pay and what was likely afair price over the 5 year period.

SEN. THOMAS asked if the preference is to have the option to negotiate their own contract rather
than having the default supply as the only option. Mr. Hansen said thet if thereis achoice, then you
should exercise those options. The League of Cities and Towns decided that they were going to
become actively involved in the market and identify some savings. They are going to continue to be
involved in this market.

Lt FINAL ORDER OF PUBLIC SERVICE COMMISSION RELATED TO
NORTHWESTERN ENERGY'SDEFAULT ENERGY SUPPLY PORTFOLIO

* Public Service Commission staff

Will Rosquist, Public Service Commission (PSC) staff, said that the first section of the find order
addresses some of the concepts that were included in HB 474 and is an explanation of how the PCS
interpreted some of the terms and phrasesin HB 474. The legd discussion aso includes a discussion of
pregpprovad, which is awdl-known concept in utility regulation, but not included in HB 474. The order
discusses why pregpprova isn't desirable because it shifts risks related to management onto customers.
Thereis a statement of the PSC objective of the order. That isto apply regulatory principlesin ways
that protect customers and dlow for afinancidly hedthy utility.

The next section of the order are the findings on NorthWestern' s portfolio. Based on the record and the
law, the PSC reached three conclusions: (1) the portfolio consisted of contracts with PPL, Duke
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Energy, and qudifying facilities; (2) contracts with PPL and Duke Energy were secured using industry
accepted practices; and (3) the company had not procured but proposed to procure several long-term
contracts. The reason for this has to do with the regulatory outline that was contained in those
contracts, which essentialy meant that the company was not bound by the terms of those contracts
absent specific PSC gpprovd. Therefore the PSC treated those contracts asif they were filed pursuant
to the provisonsin HB 474 that alow the PSC to do public comments on proposed contracts.

The next section discusses energy efficiency. The PSC concluded that NorthWestern should consider
supply-sde resources, as well as demand-side resources, when evauating conservation resources to
meet the needs.

The section on transmission relates to a proposal by NorthWestern to gpply the Federd Energy
Regulatory Commission (FERC) wholesale transmission tariff to establish the costs aretail default
supply customers would have to pay as opposed to the way transmission rates are set now, which are
based on a PSC evauation of the assets. The PSC found that it didn’t have enough evidence to
determine whether the FERC tariff was an gppropriate course of action at thistime.

The next section contains the Commisson’s comments on the resources that it determined not
procured. The PSC identified a number of concerns related to those resources. It found that had the
resources been procured, the PSC would likely have determined that the company had not acted
prudently or that the company did not have its prudency review of the supply resources. The

company’ s decision-making process was searching for resources and choosing resources that it would
be best to include in the portfolio. The Commission raised concerns about the level of due diligence, the
financid viability of some of the projects, and whether the method that the company used to identify
resources was cond stent with industry accepted practices.

There isacomment on economic development. The PSC found that its fundamentd task is to establish
just and reasonable rates. The best thing that the PSC can do to facilitate economic development in the
date isto focus on that task.

There is a section on remedies and how NorthWestern can improve the process going forward. They
tried to provide the company with some guidance.

MR. DRISCOLL asked about the quaifying facilities (QF). What does NorthWestern pay for power
out of Toston Dam?Mr. Rosquist said that dl of the existing QF s came into the portfolio a the same
price. The price may be higher, but the default supplier pays $32.75 a megawatt hour. There are
trangtion charges related to the difference. MR. DRISCOL L asked if the QF s get that money in
addition to the price that the default supplier ispaying. Mr. Rosquist said that the QF s get their
contracted rate through the settlement agreement approved by the PSC. As an aggregate, the company
is recovering the $32.75 through the rate and the competitive transition charge applied to most QF
contractswill help cover the cost of the QF contract. MR. DRISCOL L asked if the QF sthat were
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goproved are il getting their contract rate. Mr. Rosquist said that they were. MR. CORCORAN
said that, in the current year, those competitive transition charges are worth about $14 million,
NorthWestern Energy is responsible for paying the QF sthelr full contract cogts. The averagerateisin
the range of $50 to $60 per megalwait. As aresult of the settlement, there was $62 million from the
generation sae that were used to reduce those out-of-market QF costs. There was additiona $60
million put in by NorthWestern as aresult of the settlement. NorthWestern is responsible for paying the
actua contract costs over the 27-year period.

SEN. THOMAS asked if dl resdentid and industrial customers are paying that as well.

MR. CORCORAN sad that dl retail customers are paying QF competitive trangtion charges. SEN.
THOMAS asked about the League of Citiesand Towns. MR. CORCORAN sad that they would
be paying it dso. SEN. THOMAS asked how long the QF contracts are for.

Mr. Rosquist said that they vary. MR. CORCORAN said that the contracts have 27 to 30 years
remaning. SEN. THOMAS asked if the QF contracts were approved by the PSC.

Mr. Rosquist said that the PSC doesn't approve contracts with QFs, but it established tariff rates for
the QF contracts. The company is free to negotiate for different rates. The codts of the QF s are related
to Commission action in setting the avoided cogt rates. SEN. THOMAS asked if the Commissionis
involved in this Mr. Rosquist said that the PSC would have approved it through rate recovery ina
rate case related to QF costs. The Commission doesn't approve the specific contracts, but they do
approve cost recovery related to those contracts. SEN. THOMAS asked if the PSC could have
regjected those contracts by saying that the company could not recover the long-term costs of the QF
contracts. Mr. Rosqguist said that the PURPA gatute (Public Utility Regulatory Act of 1979) entitled
the QFs to get contracts with the utility and the utility was obligated to pay the rates established by the
Commission. To the extent that the company entered a contract, assuming commission established
tariffs, it would be very difficult to deny the company rate recovery for that. There could be
circumstances surrounding negotiation of a QF contract that might lead to partid unbalance of cost
related to a QF contract.

REP. BROWN asked about the contract cost of the Toston Dam. MR. CORCORAN sad that the
$50 to $60 is the average of the QF contracts. Toston isthe 3 largest QF project and is relatively high
priced.

SEN. EL LIS asked who dse was involved in the decison on rates of the QF s. What setting existed
when those QF scame on line? Mr . Rosquist said that the PSC established the rates at which the QF
costs were established. The PSC conducted a number of avoided cost proceedings where interveners
brought testimony. The idea of those cases was to establish what Montana Power Company’s (MPC)
avoided costs were and how to set the avoided cost tariffs under which the QF s can enter contracts
with the company. SEN. EL LIS asked if the avoided costs were overestimated in that the contract
escdated the price for the QF s at ahigher rate than what has actually occurred in the market. Mr.
Rosquist said that is essentidly correct. The cases were designed to estimate what MPC was



projecting in costsitsdf and what costsit would not incur if it purchased power from these facilities
instead.

SEN. STONINGTON asked how the process works so that the League of Cities and Townswas
able to negotiate a price less than the default supply. Mr. Rosquist said that the portfolio isalarge
aggregated load. There may be characterigtics related to the load that the League of Cities and Towns
has put together that make it more economica to serve than the default load. The League of Citiesand
Towns has put together loads that are complimentary to each other, making them attractive and easy to
serve. SEN. STONINGTON asked if thet islooked at in the prudency review. Mr. Rosquist sad
that it was something that was looked at in this case in terms of the company. There are different costs
to serving different periods in the load, and that is something that islooked at. SEN. STONINGTON
asked for the current status of the default supply. Mr. Rosquist said that the price of the default supply
doesn't reflect the costs of the contracts that the PSC determined were not procured in the order. It
does reflect the costs of the PPL-Montana and Duke contracts, as well as some additiona costs. SEN.
STONINGTON asked how long the priceis good for. Mr. Rosquist said that the price was good
until June 30, 2003. The annua cost tracking mechanism in HB 474 dlows for adjustment every year.

SEN. STONINGTON asked about the statement that reads, “While it (NorthWestern Energy)
recognizes that demand-side resources are available on its system, it is not sure how the procurement of
such resources should proceed under exigting legidation.” Mr. Rosquist said that witnesses testified at
the hearing that they were unsure whether the Universa Systems Benefits (USB) charge Statutory
provisons is where energy efficiency and conservation is addressed in Montanalaw. Maybe it is not the
role of the default supplier to pursue additional efficiency and conservation resources. The PSC tried to
clarify that. The PSC said that the default supplier should pursue energy efficiency and conservation the
same as it does supply side resources. They need to put together the best mix of resources. SEN.
STONINGTON asked what authority does that carry with it. Mr. Rosquist said that it carries some
authority to the extent that if the company comes before the PSC in the future and the company has
ignored that, there may be a demand side resource that is less expensive, it could expose the company
to some cost disallowance.

SEN. RYAN asked if we have a couple long-term contracts that form a base load and NorthWestern
Energy is now on the spot market to fill in the variables, then in ayear there will be atrue-up to seeif
the company over collected those spot market contracts. Mr. Rosquist said that the company has
gone ahead and procured some supply. They will be covering their needs throughout the year. There
will be atrue-up for those costs and they will set the rates for the next year. SEN. RY AN asked if they
will be able to enter into along-term contract in the next year and add it to the current portfolio. Mr.
Rosquist said that they are free to enter into along-term contract any time in the next year. The PSC
said that they were not going to pre-gpprove cost recovery. SEN. RY AN asked about the |oad factor
in heping establish alower rates. If we take the stable load of the League of Cities and Towns out of
the default, does it make the default |load more unstable, therefore driving up the costs. Mr. Rosquist
sad that is possible.



SEN. RYAN asked whose obligation isit to get additiona power if one of the suppliers shuts down for
amonth. Mr. Rosquist said that it would be NorthWestern's obligation to get that.

SEN. EL LIS asked how the PSC expects the supplier to document that they addressed the demand-
Sde supply dternaive. Mr. Rosquist said that it is possible to do RFP s for demand-side resources.
The company needs to keep arecord of when it decides that it needs to add a resource and what the
company did to decide what resource to add. This record would show what resource options were
available and explored.

REP. KEANE asked if the $1.62trangition charge is over the period of the contract, will it increase
after ayear? Mr. Rosquist said that $1.62 is the amount that the customer consuming 750 kilowatt
hours will pay. The actual competitive trangtion chargeis a per kilowatt hour charge. Based on the
settlement, that rate can change dightly from year to year. There will be annud true-ups related to the
collection of those costs. REP. KEANE asked if that number will double over the next few years.
MR. CORCORAN sad that if the exigting load will stay the same, it will be dightly less than double.
But the retail load will continue to grow, and the rates will be spread over more people.

SEN. THOMAS asked when the PSC expects that something will be filed with them concerning
conservation. Mr. Rosquist said that he didn’t have any expectations at the moment. They are looking
a what the next steps should be. It may involve a commission facilitated discussion of procurement
principles. That discussion may involve an assessment of demand-side resources that are available. That
should occur in the next 6 monthsto 1 year. SEN. THOMAS asked about pre-approva. The law
didn’'t allow PSC to pre-approve contracts. Mr. Rosquist sad that in the last session the PSC testified
and advised the legidature not to require pre-approval.

SEN. THOMAS asked with the Duke Power contract being for 1 year, if agood project was to come
forward that would lower the overall price of the portfolio, but it needed pre-approva for the rate
recovery, isthere away that the PSC can approve that so that those people can get the project built.
Mr. Rosquist said that under the law thereis away to do that, the PSC could do that. The debate that
they just had in the portfolio and the way they have approached that in the past iswhether it isagood
ideaor not. If it isin the public interest to pre-gpprove, thereisaway to do it.

SEN. STONINGTON asked about role of renewablesin the default supply. Mr. Rosquist said that
NorthWestern had filed to make a separately priced renewable offered to the default supply customers.
The PSC will be noticing that and giving interested parties an opportunity to comment. At some point,
the PSC will take action on that. SEN. STONINGTON asked if the Wind Harness proposa was that
offering. Mr. Rosquist said not at this point. Theideaat thistime was to use an environmenta through
Bonneville Power Administration (BPA). Customers will be able to pay 2.00 for 100 kiloweatt hour
blocks for environmenta attributes that come from renewable energy that is procured by BPA.

* NorthWestern Energy



Dennis Lopach, NorthWestern Ener gy, said that the default supply case was a complicated
proceeding. They aredl at a point of taking stock and trying to decided where they are at and where
they are going. They continue to have the opportunity to work with new developers. Any opt-out
clauses must be exercised within aweek from today. The eectric market in the west continues to be
fascinating to watch. The prices in the Northwest are very low, but in Cdifornia there is unusualy hot
wesgther. The FERC has now raised the price cap that was imposed last June. It will be interesting to
see how thisdl playsout. It islikdy that in the Northwest volumes and prices will rise over time.
NorthWestern thinks that it can get through the next year in the good shape. Thereisafair amount of
market exposure that should be a concern.

The market is hard to read and you never know whereiit is going to go. If the default supplier does
everything perfectly, it will get its money back. It isarole that they intend to keep discussng with the
PSC and the Legidature. They hope to continue a dialog of what is expected of the default supplier.
Thereisafar amount of absence of what does the default supplier do. The customers want choiceif it
means low, stable prices.

The default supplier can amply be a conduit for market price. If the market isvolatile, then the rates will
be als0. The way around that is with some long-term contracts that tend to stabilize price. The PSC
sad that the company is free to Sgn long-term contracts and bring them in for recovery on an annua
bass. The company can sign the contracts on their own credit, but remain subject to risk asto whether
it will recover cogts. There is o much uncertainty for the default supplier, it will continue to raise the
issue of does this make sense. Some of the contracts are very long term in nature. From
NorthWestern's perspective, it would be good to spell out a procurement process. During the next 6
months, it will look a whether agreement can be reached about legidative changes. Documentation is
extremdy important for them. Thereisafar body of literature that supports that the default supplier
should not be required to maintain low prices, rather it should be l€ft to reflect the market. There has
not been aviable, aggressve retail market developed in the US.

NorthWestern expects to be talking to the PSC about awhole range of issues. He is speaking to
Nationd Conference of State L egidatures (NCSL) about possible legidation based on models around
the country and what makes sense. They hope to continue that discusson. Another possibility isto
revive something caled the Least Cost Advisory Committee, would alow stakeholdersto look a
options. They think thet thisisaway of developing information and exchanging it anong stakeholders.
Mr. Lopach wants move through some of those issues quickly. There are some opportunities for
development and continuing risks in the market. It is not clear where the process would go beyond that
because there is a disagreement on how risks are allocated.

SEN. STONINGTON asked, what impact does it have on the default supply when a group like
League of Citiesand Towns pulls out of the load. Mr. L opach said that the continuing opportunity to
move to choice is governed by the PSC and the rules that are adopted. The redity is that when the
industrid customers were log, the load became less ttractive and a more expensive load to serve. It
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has cost implications. SEN. STONINGTON asked if theissues of how many customers can leave and
how they can leave and the impact on the contracts part of the discussion that NorthWestern is having
about the default supply. Mr. Lopach said yes.

SEN. STONINGTON said that if what they are looking at is ways to structure that and the role that
the PSC should play in that and what authority the PSC has versus what guidance is needed from the
Legidature, she would urge that those conversations take place soon and include members of the TAC.
Mr. Lopach said that they share the perspective of trying to get the discussons started. If there are
energy issues that need to be dedlt with, he hopes that they can be dedlt with early in the sesson.

SEN. THOMAS asked when NorthWestern is planning to come before the PSC with aprovison on
consarvation. Mr. Lopach said that in the satellite hearings they were being percelved as opposed to
conservation. NorthWestern didn’t think that there was enough conservation to affect the portfolio. The
decision was made that demand-side resources need to be evaluated with supply-side resources. He
fedsthat the default supplier should be asking the market what it is cgpable of doing on the demand
sde. He would recommend going forward with an RFP to see what the market is able to do. This can
go forward sooner rather than later. SEN. THOMAS asked if there are significant number of
customers leaving the default supply. Mr. L opach said that the movement caused adrop in the load
from 1,050 to 900 megawatts. SEN. THOMAS said that people left thisJuly. MR. CORCORAN
sad that there were 3 larger customers that chose to go to the competitive market. The lighting
customers were new to choice. Starting July 1 was thefirg timein 4 years that the default supply prices
are close to market prices. You predict the base load for the portfolio, but you need to recognize and
plan for some sort of volatility.

SEN. THOMAS asked what the sizes of loads left are. MR. CORCORAN said thet there are very
few large cusomers a this time and there are anumber of medium size commercid customersthat are
looking a choice. SEN. THOMAS asked if it isthe PSC policy decison of having the supplier bring
the costs in and then they decide if those costs were prudently incurred. We are trying to baance this. It
seems that the utility, the PSC, and the Legidature have to figure that issue out. Mr. L opach said that
he agrees. It isredly atenson between the traditiond role that the regulators have played, reacting to
what the utilities have done. There has been an attempt to build consensus on resource decisions. In the
last session the PSC felt that they should be more central to the energy policy. The process that they
are in with the PSC gives the opportunity to try and bring forward some initiatives. Thisis the time when
these decisions should be explored. SEN. THOM AS said that the PSC has done a heck of ajobin
difficult times, but thisareais so difficult to ded with. If thelaw says, hereis what will be done, then the
PSC is not needed. But yet, the PSC has to come around and say that they will get off of the old
regulatory ideas and join what is going on now. It will take al of the parties working together to get this
thing done.

SEN. STONINGTON sad that the default supplier istrying to make money and till get the best price
for the customers. In this, the customers lose some trust in the supplier. The customers are depending
on the PSC. Thisisthe difference between the default supply and the League of Citiesand Towns.



SEN. THOMAS asked about making money on the default supply. Mr. L opach said that thereisno
profit in the default supply. The profit isin ddivering the energy to the customers.

SEN. STONINGTON said that what full cost recovery is, has to be negotiated with the PSC. Mr.

L opach said that the regulatory process hasn't changed that much. The way that the company operates
with the PSC hasn't change. Thisissue of whether some change does't make sense for the state needs
to be addressed in the next 6 months.

v PUBLIC SERVICE COMMISSION RULESON COMPETITION AND
CUSTOMER CHOICE

Mr. Rosquist sad that these rules are aresult of an informal consensus. The rules set forth the terms
and conditions for leaving and returning to the default supply service. In the upcoming yeer thereisthe
chance for 10% of the default supply load to move to choice. A customer eecting to move to the
competitive supply market will be required to stay in the competitive supply market for at least 1 year.
Those returning will be required to Stay for &t least 1 year. There are some specid requirements for
customers with loads of more than 5 megawetts. The rules give NorthWestern some flexibility to enter
contracts with large customers that require customers to pay for what they would have paid if they
choose to leave the default. The rules dso have minima provisons for an initid demand response
program. The rules address emergency sarvice: if acustomer in choice has a supplier that failsto
supply, then NorthWestern will act as the emergency supplier, but NorthWestern has no obligation to
have that energy available. They may have to go to the market. In the event of an emergency, failure on
the part of the supplier to deliver the supply, the first course of action would be to recover costs from
supplier for providing the emergency supply. Failing in an attempt to recover the costs from the
supplier, the customer will become liable for those costs.

SEN. THOMAS asked if the 10% of the customers that can leave would be below the thresholds that
are authorized by law. Mr. Rosquist said that it is 10% of the default supply load.

SEN. THOMAS asked if that isan annud figure. Mr. Rosquist said that these are interim provisons
that only apply to the upcoming year. SEN. THOMAS said that if someone leaves, they can't return
for 1 year. Mr. Rosquist said that was correct.

SEN. STONINGTON asked what happens if a 90 megawatt customer leaves, and then 10 days
before the next year is up they come back, but the default supplier has't had a chance to negotiate for
that extra 90 megawatts. Mr. Rosquist said that the 10% is based on the comfort level of how much
of theload could leave and come back without causing great difficulties for the default supplier. SEN.
STONINGTON asked if the utility is comfortable with that.

MR. CORCORAN said that they were. Mr. Rosquist said that maybe in a Stuaion wherea
customer wants to come back at high market prices, the rate to them may be different than the rate that
of thosewho didn’t leave.

-10-



REP. BROWN asked if some of the rules are more legidative issues than something that the PSC can
make arulefor. Mr. Rosquist said that the 2001 Legidature wrestled with SB 243 where the
Legidature looked at building into statutes the phasing of the amount of load that should be digible to
move.

SEN. EL LIS asked what percent of the default supply was approved and what was rejected during
the recent hearing. M r. Rosquist said that the percentages vary depending on the peak needs or the
number of kilowatt hours. He believes that in terms of peak, the contracts that were actualy
procurement were between 50% and 60%. The PSC didn’t necessarily rglect anything. They said that
the contracts hadn’t been procured. SEN. EL LIS asked if there is any concern on the part of the
Commission that they might be leaving the customer responsgible for costs that might run up during the
year because there are not contracts to cover the supply, but the market could turn adverse. Mr.
Rosquist sad that the PSC is very concerned about how the customer fairsin the default supply
portfolio process. The Commission’s decision in this case was a function of the record of evidence that
was before the Commission and the obligations of the PSC to alow the recovery of prudently incurred
costs. The PSC did its best to implement the law asit was written. SEN. EL LIS asked if the PSC
would be comfortable in teling the default supplier that they should have not accepted the increased
cost. Mr. Rosquist said that, a the time the company came to the PSC to recover those costsin the
rates, the PSC would look a what was going on at the time that the decision was made and if those
decisions were prudent.

v COMPETITIVE MARKETING OF EL ECTRICITY SUPPLY

* Energy West

Sheila Rice, Energy West, referred to Attachment 4. She said that Energy West Montanais the gas
utility that serves Great Fdls. They are afully open utility. They were able to do that without any
stranded costs. They have been able to put the systemsin place to support a competitive environment.
Energy West Resources was started in 1991 to serve large gas customers. Today they are serving 500
commercia cusomers. They are continuing to add customers within the 10% set by the PSC. They
hope to continue to expand. They are aresdler of energy, not a generator. Energy West is entering the
market in Oregon.

Ms. Rice said that creating a competitive market is not an impossible thing to do. The biggest problem
Montana hasisthet it has partia deregulation and needs full deregulation. The incumbent utility should
be the utility of last resort, not the default supplier. She doesn't believe that we can go from aregulated
environment to a non-regulated one overnight. Choice needs to be encouraged. The idea of shopping
credits has been used in some states. Other states have used customer alocations. We need to bring
people to the table. Another ideaiisto limit the percentage of the load that someone can serve. This
bringsin other suppliers. Billing options must be part of customer choice. A green product could be
marketed to customers. Buying groups, such asthe League of Citiesand Towns, is an ideathat has
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worked in Ohio. Conservation itsdf is aproduct that can be offered to customers. The PSC also needs
to look at unbundling the metering.

A fixed rate shields the customer from the market sgnas. She would propose monthly pricing. The
default price should be market price. NorthWestern Energy would be happy if they never had to be a
default supplier again. Timing is essentia. The default supply price this year was announced just before
the sgning deadline. If full choiceisthe god, that needs to be made clear now. Therulesmust bein
place 2 years before open access. The utility supplier, the Legidature, and the PSC have alot of
opportunity to work together. As a marketer, Energy West wants to alow customers to leave anytime,
and reduce transaction costs through automation. Energy West aso fedls that payments need to be
alocated according to charges, and there is a 20% penalty for over or under scheduling.

People often talk about eectricity and gas being basic needs that need to be regulated. There are other
basics needs that are not regulated, such as food and clothing. The last thing we want is a deregulated,
but non-competitive market. If we can work together, this will work.

SEN. THOMAS asked what products Energy West now offersto the different sesgments of the
market. M s. Rice sad that their niche islarge and mid-sze commercia cusomers. No resdentid. This
isthe same for their naturd gas. They need the right conditions to offer resdentid service. Those
conditions would be full deregulation, not having to compete againgt the default supply, and billing
issues.

SEN. STONINGTON asked how it would work if there wasn't a designated default supplier. M s.
Rice sad that 4 competitive marketing companies could be dlocated and people could choose which
one they wanted. Suppliers could be assigned. SEN. STONINGTON asked if she could look at 4
different companies, and then she would sign with them for a contracted period of time. M s. Rice sad
that was correct. SEN. STONINGTON asked if she could change after the contracted period of time,
but would be committed for a certain period of time. M s. Rice said that it would be Smilar to cell
phone contracts. SEN. STONINGTON asked how far off that would be. M s. Rice said that she
would hope 5 years, but it won't happen on its own.

SEN. STONINGTON asked which pieces need to be legidatively consdered. M s. Rice said that
there needs to be a commitment that full deregulation will occur. The Smple statement thet the
incumbent supplier will not be the default supplier would be huge. This issues of what happensto the
customers that don’t choose needs to be addressed. Further ideas can be seeniin

Attachment 4.

SEN. RYAN asked if we have a situation where the default supplier has to get the lowest price, are we
prohibiting a competitive market? In the default supply, with higher priced renewables included, are we
prohibiting the default supply from being the lowest supply? M s. Rice said that by telling the default
supplier to go get the lowest price you are prohibiting a competitive market. If there were more than
one supplier, there would be more options.
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MR. CORCORAN said that the origina language in SB 390 promoted this concept. In the 1999
session, additional language was added for many default suppliers. Ms. Riceistaking about promoting
afull competitive market. M s. Rice said that one of the impediments was the rate freeze.

» Commercial Energy

Ron Perry, Commer cial Energy, said that they are the largest provider of retail energy in the sate of
Montana. They provide eectric service to dmost 100 businesses, representing 10% of the commercia
load in the state. They are dtill growing. Commercid Energy isadirect result of the law passed in 1997.
Since their inception, they have saved their customers dmaost 1 million per year, while dso providing
variety for management services. But they have not come to redize therr full potentid. Their gbility to
serve cusomersis limited by their capita. He hopes that the committee redlizes that not dl energy
companies are bad companies. Ethics and markets can coexist while serving the needs of cusomers.
Thereis very little competition today. They have to invest and actively market to their customers; the
default supplier doesn't have to do that.

Commercid Energy had to wait for the default portfolio and the rules on choice. They had to get the
proceeding and demand that the rules on choice get dedlt with. The PSC must not be fearful of raising a
gtern hand to force atime of closure. At the same time they need to apply the same stern hand to codes
of conduct for comptitive utilities. Energy market ffiliates of the default supply need to not be
provided any preference to its access of customers. All utility affiliates must function financidly
independent in a manner that can do no harm to the parent utility company.

Today Commercid Energy provides billing, collection, and customer service. They intervenein rate
cases such asthe portfolio case in order to advance their vision of the restructured future. In the
portfolio case there was a great ded of discussion about adding new generation to the NorthWestern
default supply. There were concerns about the amount that customers would pay for this versus the
benefits they would receive. They fed that distributed generation is a better way. It would provide
resource to the system in times when the system needs it most. Customers want to be part of the
solution. The current USB funds don’t address an end response or distributed generation as aload
management tool. They would like thet to be consdered. They aso request the possibility of seif
directed USB funds for customers under the current threshold of 1 megawatt. USB programs shouldn’t
be looked at as elther gas or dectric. They would like to see amore integrated, holistic approach.
They dso want to see the billing consolidated. Investing in competition means that we need to define
rules ahead of time, have certainty in structure, and an opportunity to make changes around the edges
to reflect the redlity of the market.

Vi ENERGY DEVELOPMENTSAFFECTING LARGE INDUSTRIAL CUSTOMERS

* Fuel Cells
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Jerry Thomas, Tran-Tech Center Inc., said that the Big Sky Economic Development received a
grant 4 years ago to look at fuel cell applications. As aresult, they brought together various groups to
look at the potentia for Montana to engage in those activities. They worked with rural cooperatives and
othersin exploring the technology.

Brian Gurney, Yelowstone Center for Applied Economic Resear ch, offered a demondration of a
fud cell. He referred to Attachment 5. The Center for Applied Economic Research believes that
subgtantia opportunity exists for Montanato be aleader in this and other emerging new technologies.
Conservation of energy relates directly to helping the economy. Together the campuses of Montana
State University (MSU) present expert capabilities to industry in the state of Montana for developing
and commercidizing emerging distributed generation technologies in Montana.. The MSU Billings

center is currently doing research on solid oxidized fuel cdlsin partnership with MDU. The program
compliments the basic research that is being done in Bozeman. The center is aso initiating research that
will lead to specific recommendations regarding policies for emerging distributed generation
technologies. In and effort to improve the process for introducing emerging technologies, the Center has
been awarded a grant in partnership with the Montana Department of Environmental Quality (DEQ) to
develop marketing and business processes for taking fue cellsto the market. Asthey gpproach this
resource, they are confident that Montana has the opportunity to stimulate the economy through policies
that facilitate market penetration of emerging distributed generation technologies. In support of this, the
Committee may want to recommend that a portion of the USB funds be used for distributed generation
research. The Committee may aso want to address the capital investment burden that has shifted from
utility providers to businesses and consumers when moving from centralized to distributed generation.

Their thrust goesin 2 directions. They believe that they have the resource base to draw subgtantial
private sector research and development. Also, Montanais blessed with methane natural gas. Fud cdlls
can be placed in resdences in Montana and generate electricity on site that is emission free and
provides heat and water. What they have been able to accomplish to this date has been very
subgtantia. They have been working with afirm to provide them 2 fuel cdlsa aresdence. Thisisdue
to the support and generosity of Montana Dakota Utility (MDU).

John Delvo, MDU, showed the direct methanol fud cell. When the cell stops you put more fud in and
it will start working again. He referred to Attachment 6.

MR. DRISCOLL asked for the price per kilowatt. Mr. Delvo said that the target is about $1000 per
KW. The unit in Billingsis a prototype. They will be working with the manufacturer as the technology
develops. He further explained the fuel cdll demongtration. A fuel cell converts power from chemica to
electrica energy.

SEN. ELLIS asked if the cdls are fud specific. Mr. Delvo said that they chose a solid oxide because
it isasmple performer and can be mass produced. But they don’t know the rdliagbility issues.
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Dan Stevenson, CTA Architects and Engineers, referred to Attachment 7. CTA isvery involved
in energy conservation and a holigtic approach toward energy for their customers. Energy conservation
is not tapped out as aresource to assst commercid, inditutional, and industria businessesin Montana
The easy conservation has been capitaized on by most of the large businesses. Some of the harder
things to do remain to be completed. Architecture has to consider conservation in the beginning.

A fud cdl isafud processor, afud cdl stack, and a power conditioner. There are 3 distinct parts of
the machine. Fuel cdls can be stacked and then put in amodule. Thisis dtill a prototype. Soon products
will be availablein the 10 to 15 megawait Sze. Fud cdls comein avariety of technologies. We are
looking at theoretica efficiencies of in the 75% to 80% for converson of naturd gasto dectricity. The
hybrid part of the machine means that we have afud cdl that runs off of the hest that the fud cell
generates.

Large scaefud cel power will not be commercidly viablein Montana for the next 5 to 10 years. Long
range generation and economic development focused on fud cdlsis a posshbility in Montana
Generation plantsthat CTA has integrated into buildings that they designed are considered standby
power. Distributed generation would require utilization of those standby generation plants. CTA has
been active fue cdl project development since 1999. Recent effortsthat CTA has been involved in
include project development in Y dlowstone Nationa Park. It isa4 %2 megawait machinethet is
running. They are aso doing gpplication research for commercid and indtitutiond fud cdl use.

There are severd barriersto indugtria fud cell generation. Some of the devel opment issues are related
to the reformer technologies. How do we get the hydrogen out of propane or naturd gas effectively?
Hydrogen infragtructure is a big topic right now. Load following and power eectronics are engineering
issues. Manufacturing is aso a problem. We need to get the technology into the manufacturing area.
Costs range from $4,000 to $20,000 per kilowatt hour. These costs are not viable in the vast mgjority
of cases. There are interconnect activity issues. Maintenance and replacement cogts need to be
considered in the price per kilowatt hour.

CTA isabout amonth from having contracts finished for afud cell project in Montana. Necessary
actionsinclude |legidative support of environmentally responsible generation, legidative support of vaid
digtributed generation research and demongration of project implementation, smplify interconnection,
and expand net metering for Montana s commercid, inditutiond, and industrial customers.

I CLEAN COAL TECHNOLOGY

Linda Trocki, Bechtel Corp., referred to Attachment 8. Bechtel Corporation has been in business
for 100 years. They are one of the largest power plant construction companies. They played alarge
role in the 1980's to make gas turbine combined cycle plants cost effective and environmentally
compatible.
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Clean cod was started by the Department of Energy in 1986 to improve the emissions from cod fired
plants and to keep the economics competitive. Clean cod is a strong priority under the Bush
adminigration and there will be severa new projects starting soon. They want to minimize water usage,
the size of the plants, and the solid waste. They want to do thisin an economic way. Bechtel
Corporation wants to continue to keep cod as a viable eectricity generating option. They aretrying to
keep it competitive and environmentally acceptable. There have aready been significant reductionsin
emissions of cod fired plants. The plants that are being permitted today are in the 0.1 pound per btu.
Thisisadramatic reduction.

From asocid and environmenta view, clean cod is very important. Bechtel wants to build the cleanest
technology possible. Codl is the mgor source of eectric generation in the US, followed by nuclear and
hydro. The price of gasisincreasing sgnificantly and will likely continue. The price of cod has remained
farly stable. She referred to a graph that shows our nation’ s dependance on imported oil. The USis
producing 28% of the world's current supply of natura gas.

The typicd coa plant stores 30 days of supply of coa. Western coa doesn't require as much pre-
trestment as eastern cod. Thereisapicture of typical cod plant in Attachment 8. Subclinica pulverized
cod steam technology iswhat most plants today are. Thisis a decent technology, but the amount of fue
being utilized is lower than what they would like. Other technologies can be found in the Attachment.
Integrated gasification plants are dso recommended. The integrated gasification plants need some
work, but are preferable in the long term.

With respect to CO: production, maintenance of new trees and foretation is the most effective. In
terms of foregtation, if you want to have trees use dl the CO: for an 800 megawatt plant you would
need 600,000 acres of trees. They fed that the US, from a point of view of security of supply, cod is
very abundant. Bechtd bdlieves that it makes sense to use this resource. Asfar as the technology
viahility, the supercritica plants are ready to by build today.

SEN. STONINGTON asked if any of the Montana cod plants being planned are clean cod
technology. M s. Trocki said that she wasn't sure of the onesthat are being planned today. Likely the
next plant that Bechtd builds will be supercriticd, but she is not aware of what other companiesin the
State are proposing.

SEN. THOMAS asked how much cleaner a plant built today is as compared to Colgtrip.
Ms. Trocki referred to the graph in Attachment 8 that shows the best available technology. Depending
on when Colstrip was built, it would fal on the curve.

SEN. THOMAS asked about dedicating one of the Otter Creek tracts of coal to a project designed
to serve Montanans across the board. M's. Trocki said that now would be the time to start looking at
such achoice. It takes 5 years to develop a cod fired project. She assumes this would be a good
compliment to what Montana has. Nora Blum said that it would be a great opportunity for the state.
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They do think that there is good potentid. They have done projectsin a public/private partnership and
thisis an areathat they would be interested in pursuing further.

REP. KEANE asked if Bechtd would be interested in partnering with Montana. M s. Blum said that
they would explore the concept with the state. They have done smilar thingsin the pagt.

Vil INITIATIVE MEASURE 145 TO BUY THE DAMS

MR. MARTIN sad thet theinitiative has qudified in 44 didricts, with 23,819 signatures.
* I nitiative Sponsor
Sen. Toole was unable to attend.
» Energy Producers Against Private Property Confiscation (Taxpayers Against |-145)

Tammy Johnson, Taxpayersagainst 1-145, said that thereis acopy of the initiative that can be seen
as Attachment 9. There is nothing secure about this proposal. It goes far beyond buying back the
dams. These dams have never been owned by the state of Montana. This crestes anew commission,
within the requirements for commission members there is nothing more than being aregistered voter.
How does a newly eected bureaucracy have the knowledge to become involved in an incredibly
volatile energy market? Thisisadifficult businessto bein and knowledge of the business is needed.
Thisinitiative does not offer security. There are saverd things required in the initiative. Assuming thet the
commission can find the knowledge to make these decisions, the study will cost between $6 million and
$12 million. At atime when this state is grappling with tremendous budget problems, how are we going
to find the money to fund awhat-if sudy? It is a tremendous burden on the Sate.

While we are making a tremendous push for economic development in the sate, this initiative sends the
opposite signal. We can have some discussion about the confiscation of private property. The people
who own these dams are not willing sellers. Energy isacrucid thing, but so isfood and shdlter. If it is
going to become acceptable for the state to confiscate this property, then why not grain to make bread.
That would be in the common good of the people as well.

When we shift property from the private sector to the government, those taxes are lost. That burden
will be shifted to the public. There needs to be a mechanism designed for reimbursement to the local
government, who are going to losein excess of 10 million dollarsif theinitiative is adopted. In addition,
the state will have to become indebted through revenue bonds. Ms Johnson does not see how the State
of Montana can generate power to the degree necessary to compete in avolatile energy market and il
get agood rate to the citizens of Montana. This initiative leaves out cooperative customers, larger
business and industry, but they till get to sharein the tax burden to fund the commission and replace
the lost tax revenue. We are creating an entirely new class of state employeesthat no other sate
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employee would be dlowed to participate. The Initiative would mean higher taxes, potentialy higher
rates, and would be arisky business.

SEN. ELL 1S said that there are some potentia problems that she didn’t cover. Forty-one percent of
the proposed dams to be purchased belong to Avista Corporation, which is aregulated utility in
Oregon. He can't bdlieve that the US congtitution would alow for those to be confiscated. The amount
of power ligted is the base-plate power rate, the firm generation of the damsis sgnificantly less. It
would seem to him that if PPL was concerned about losing their dams, they would need to make sure
that al the power from the dams was contracted for. Contract law would require that the owner of the
dams meet those contracts. M s. Johnson said that there is no hydro facility that operates anywhere
near the name plate. The dams are dependant on the river. She would suggest that there is further
potentid ligbility that has not been discussed. This ate will bog itsdf down with lawsuits. The owners
of these damswon't let them go without a tremendous fight, nor should they. No one e se will want to
come to the state wondering whether the state might take their property as well.

REP. GALLUS asked about Section 5 of the initiative, if this passes and anew commission does take
these facilities, what would be the base of sde. MR. CORCORAN said that wholesale transactions
are where a generating entity is salling to another wholesde entity. Retail saes are those that would be
conducted as part of the default portfolio, as an example. REP. GAL L US asked about the current
congressiond debates regarding in stream flows on the Missouri. It would be in the Committee' s best
interest to get informed about that. M s. Johnson said that there is a huge debate about that. With the
date operating facilities like that, with the various politica pressuresin the state government, she can
only imagine the attempits at influence and the arguments about the decisions like thet. The problems
associated with that for the state are tremendous. The private entities have to go before FERC to
license facilities, the state of Montana would not have to do thét.

SEN. EL LIS sad that the only dam on the Missouri that the Corp of Engineers regulates is the Fort
Peck, which is below the PPL dams.

SEN. RYAN sad tha what we are going to have is a petition to have an eection for new
commissioners. If the 5 commissioners can't agree on whether it isagood idea, what have we created?

Ms. Johnson said that the initiative doesn’t contemplate that. there is no guarantee that there is a buyer
for this power or that it would be bought by the default supplier

MR. DRISCOLL said that Toston priceis $66. MR. CORCORAN said that the current contract
priceis $61.50. That escalates to $136.39 in 2029.

SEN. THOMAS asked for the information that Ms. Johnson had done research on.
M s. Johnson said that she would share that information when she could.
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* Property Tax and Revenue | mplications

MR. MARTIN referred to Attachment 10. The report reviews property tax implicationsin each
county in which dams are located. It shows the dams that could be purchased if the initiative is passed
and the initiative sudy finds thet it would be a good idea to buy the dams. All the damslisted on this
page are owned by PPL, except Noxon Rapids Dam, which is owned by Avigta.

Table 4 provides an example of adetailed andysis by taxing jurisdiction in Cascade County. The
initiative provides thet the Legidature would develop areimbursement for local governments. The
reimbursement would not apply to state levies that aren’t assessed by the taxing jurisdiction. Page 9
shows the relative importance of the damsin each county. It is more important in some counties than in
others. Mr. Martin discussed how the tax burden might be shifted depending on the reimbursement
scheme. The initiative is unclear as to whether there would be replacement revenue.

Mr. Martin noted that the datain the report is dready stae because the taxable value of the dam will be
different in 2007, which is the first year the dams would be owned by the ate. The total amount of
property tax revenue that would need to be replaced would depend on which dams were acquired by
the state, the market value at the time of acquisition, the tax rate and mill levies applied to the dams.

Mr. Martin dso pointed out that any change in the tax rate on commercia property leadsto a changein
the effective tax rate on railroad property. If the tax rate falls on other commercid property fals, the tax
rate on the railroad and airlines may fall.

IX OTHER BUSINESS

MR. CORCORAN referred to Attachment 11. Thisis an update of information provided by Bill
Pascoe at the April 26 meeting. There are a couple new charts. There is a chart that shows percentage
increases in a customer’ s bill. The relative increases are anywhere from 0 % to 145%. All of these
graphs are aresult of the default supply portfolio.

SEN. RYAN asked if the Attachment is based on 750 kilowatt hours per homeowner.
MR. CORCORAN said that was correct. Y ou do need to pay attention to the amount of usage
because it can cause the numbersto vary.

X COMMITTEE UPDATE ON NCSL AND PNWER MEETINGS

* National Conference of State Legislatures (NCSL)
SEN. STONINGTON said that the meeting she attended was based on energy efficiency. She

referred to Attachment 12. There was avist from one of the FERC commissoners. Matthew Brown,
NCSL, has agresat network of people that heisworking with. They visted 4 Times Square, whichisa
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sky scraper that is now 100% occupancy and used amazing energy efficiency idess. They aso toured
Battery Park City which is a planned development next to the World Trade Center. Thisis being built
al as green buildings. The point isthat green sdlls. There were presentations from service benefit fund
programs around the country.

Sen. Stonington said that there are some ideas that could be developed in Montana. Oneideaiisa
renewable energy offering. Some states require a certain percentage of al load growth to be
renewables. Theideais that we might want to mandate time of use rates or seasond rates. In the
deregulated environment, that rate discrepancy is not seen in the bills. Some states are looking at how
to encourage energy efficiency, Sarting in government buildings. Another ideaisto alow net metering
for renewables on a broader scae than is currently alowed. States deal with USB programsin a variety
of ways. There are pluses and minuses to the different models. Pay As Y ou Save is aprogram where
an individua consumer can ingdl energy efficiency measures and get the money up front and then pay
through the savingsin their energy hills. There is so much going on with energy efficiency technologies,
and they would move much faster with incentives. She referred to Cdlifornia s 2020 program, which
was hugdly successful. We need to be moving toward encouraging and requiring some of these idess.

SEN. THOMAS sad that these would be on the agenda at the next meeting.

MS. ROOS asked if thiswould be included in Matthew Brown's report. SEN. STONINGTON sad
that she intended to talk with him, but didn’t know what he was including in the report.

» Pacific North West Economic Region (PNWER), Montana-Alberta Energy
Connection

DAVE WHEELIHAN sad that the purpose of the meeting was to see what Albertawas
contemplating. There had been some discusson about trying to interconnect with Albertain some of the
subcommittees. Representatives from Alberta said that they have an oil sands project thet they believe
has more recoverable potentia oil than is recoverable from the Middle East. To get thisinto aform that
it can be refined, seam isinjected into the sands using turbines to liquify the oil. A byproduct is energy.
They don't have adequate markets in Albertato handle dl the generation. What they would liketo do is
try and tap US markets. He referred to Attachment 13. They are proposing to build a 1,500 kilometer
transmission line. Thiswould be a 2000 megawett DC line. They are contemplating severd different
routes, one coming through Montana. If they were to do thisin Montana, they would want to discuss
with the Legidature about a utility corridor. They were giving quotes in the 3 cent range ddlivered to the
Mid Columbia. Thisline would be built sometime between 2004 and 2007.

SEN. STONINGTON asked what a utility corridor is. MR. WHEELIHAN sad thet it isa Ste that
you could put a path through Montana where people could put transmission lines, cable lines, gas
pipelines and other smilar things. If you were within that corridor there would be a property tax breek.
SEN. STONINGTON asked if the assumption is that the state would play some sort of rolein
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providing access through that corridor. MR. WHEELIHAN said that they would want to work with
the sate in fadilitating that.

SEN. THOMAS asked about the 3 cent rate. MR. WHEEL IHAN said that they can ddliver across
the transmission line at that price. It isthe cost they can generate it and ddliver it for.

SEN. STONINGTON said that paying for and new gting for transmisson is what everyone wants to
know about. The money is there, but nobody knows how to take on the siting issues.

SEN. THOMAS asked for recommendations from MR. WHEELIHAN. MR. WHEELIHAN sad
that we should ask them to come discuss this with the full committee. SEN. THOMAS said that the
Committee will work that in there. There is S0 much going on in the energy debate that Montana has the
potentia to get left behind again. MR. WHEEL IHAN said that if it was successtul, it might be worth
looking a what it does to transmission flows to the east.

Xl REVIEW OF RECOMMENDATIONSADOPTED BY THE COMMITTEE ON
APRIL 26

MR. EVERTS sad that for most of the actions that were taken in terms of recommendations, we will
have to wait and see whether the initiative passes before the implementation of these actions. Thefirgt
recommendation was that regardless of what happens with HB 474, the USB program should be
extended until 2005. The Committee recommended that the Montana State investment Act be
repealed. They endorsed the current trangtion period. The Committee recommended that the status
quo in HB 474 on the ability of large customersto opt in and out of the default supply should be kept.
They aso recommended that NCSL ook at the default supply issue in generd. Further
recommendations were to leave the cooperative laws as are, to repea the Montana Power Authority,
to reped the Consumer Electricity Support Program, and the language in HB 474 eiminating the
authority of the statewide Montana Electric Buying Cooperétive be designated as a default supplier be
retained.

MR. MARTIN sad that if the committee wants to go forward with these recommendations they need
to make bill draft requedts.

MOTION/VOTE: REP. OL SEN made amoation to sart writing the bill drafts. Motion passed
unanimoudly.

Xll  OTHER BUSINESS—SCHEDULE NEXT MEETING —INSTRUCTIONSTO THE
STAFF —ADJOURN

MR. MARTIN sad tha the Committee contemplated having Matthew Brown at the September
mesting with a draft report, then afina report in November.
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SEN. THOMAS suggested that Maithew Brown get in touch with Shella Rice and Ron Perry.

MR. WHEELIHAN sad that the TAC Transmisson Subcommittee meeting will be postponed due to
the specia session.

MR. MARTIN sad that Matthew Brown will be looking a what other states are doing and what
other committees are doing. There has been some discussion of restructuring the TAC. The other
interim committees have oversight respongbilities of the agencies. It may be desired to have the
oversght authority of the PSC. That would entail that the committee look at the executive proposals of
the PSC, including budget proposals and any legidative proposals. SEN. THOMAS said that would
be agood idea.

SEN. STONINGTON asked about funding for the PSC. MR. MARTIN said that could be one of
the issues that the committee looks at. He thinks that it is a percentage of revenues assessed againgt
utilities operating within the state. SEN. STONINGTON asked if that iswhat the Committee would
have overdght of. MR. MARTIN said that could be one of the issues that the Committee looked at.

SEN. THOMAS sad that a pre-report from Matthew Brown may be helpful, alowing the Committee
to be more prepared. MR. MARTIN said that he would talk to him about that.

SEN. ELLIS asked if that meeting date was et yet, and are any meetings anticipated beyond that.
MR. MARTIN sadthat it is scheduled for the September 19.

SEN. STONINGTON sad that anything that the members want to put forward as a committee bill
has to be decided on on that day.

SEN. THOMAS sad that it may be difficult to cut the Transmission Subcommittee off at that point.
MR. WHEELIHAN sad that things are developing and they are hoping for additiond informetion at
the next mesting.

There being no further business, the meeting was adjourned.

Cl2255 2249jfxc.
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