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(1)

THE ROLE OF TAX INCENTIVES IN ADDRESS-
ING RURAL ENERGY NEEDS AND CON-
SERVATION

FRIDAY, AUGUST 24, 2001

U.S. SENATE,
COMMITTEE ON FINANCE,

Billings, MT.
The hearing was convened, pursuant to notice, at 9:30 a.m., in

the auditorium of the Fortin Hall, Rocky Mountain College, Hon.
Max Baucus (chairman of the committee) presiding.

Present: Matt Jones, counsel; Carla Martin, chief clerk; Elizabeth
Paris, tax counsel; Cary Pugh, tax counsel; Amber Williams, deputy
clerk.

Also present: Karen Bridges, Elizabeth Chung, and Sharon Pe-
terson, office of Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The meeting will come to order.
First I want to thank everybody for coming today. It’s a wonder-

ful August summer day. A lot of us could be out doing different
things, but I very much appreciate everybody taking the time to be
here.

This is the third in a series of hearings the Finance Committee
is holding with respect to energy issues. We will hold one more in
September. I don’t have a date set yet. But the basic point of to-
day’s is to get a western perspective on energy issues, whether it’s
energy or electricity issues, whether it’s coal development and
whatnot, but just make sure that we have a good western perspec-
tive so we can kind of get ahead of the game and not be playing
catchup when certain western issues arise at a later point.

I might also mention that I hope that some of the issues we dis-
cuss here are relevant to and dovetail with our economic develop-
ment efforts in our State.

A couple years ago, actually it was last year, I held an Economic
Development Summit in Great Falls with a view toward helping
us, in Montana at least, get more jobs, higher-paying jobs, just ba-
sically in a broad-based cooperative nonpartisan basis, just figuring
how we can boost our State’s economy. And it is my thought, and
it is my hope that some of the issues we address today will be a
part of that effort so that the two can help each other.

Because obviously we want a sustained economic development
nationwide clearly, and also most especially for our State, and that

VerDate 11-MAY-2000 10:45 Dec 04, 2001 Jkt 000000 PO 00000 Frm 00005 Fmt 6633 Sfmt 6633 76410.000 SFINANC2 PsN: SFINANC2



2

very much depends on a healthy U.S. energy industry, one that
clearly must be balanced with effective energy conservation meas-
ures and also using efficient renewable resources and with due con-
sideration to the environment.

Increased energy prices are felt acutely in our State, as in other
parts of the country, and sometimes rural areas are slow to see the
benefits of competition because suppliers sometimes don’t fight for
a small number of customers.

This is particularly important to me because very often rural
States don’t get all the benefits of competition. Examples can be
airline deregulation, lots of examples where urban areas tend to
get the benefits of competition, and rural areas, the more there’s
a free market, and the more there’s deregulation, don’t get the
same benefits that the urban areas get. And I think it’s important
for all of us to focus heavily, almost aggressively, on that point,
that question, to make sure that the benefits are balanced through-
out the Nation.

Last winter we saw how fragile our energy markets can be with
California’s failed foray into competition which touched most west-
ern States, including ours. We have been more cautious with State
deregulation, but it still is a very difficult matter to address. En-
ergy prices have risen in our State and threaten to go higher, and
there are various entities struggling with how to find the right bal-
ance with energy price increases to make sure it doesn’t go up so
much that it deters our State’s economic development.

Congress this year pressured the Federal Energy Regulatory
Commission to rein in wholesale prices that had skyrocketed in re-
sponse to market failures in California. These were short-term
measures; these were emergency efforts, and I think Congress
must also seek ways to improve energy markets over the long term.

Innovative tax policy may be a key to our long-term energy solu-
tions. We all know that energy markets are driven by supply and
demand, and that the Federal Tax Code can influence those market
forces. For example, the research and development tax credit can,
and does, drive technology or overcome barriers to development in
general, but there are a lot of other ideas as well.

Montana boasts enormous coal reserves, yet most new electricity
generation is natural gas-fired. We will today hear about current
proposals to increase investment in advanced clean coal tech-
nologies. Appropriate tax credits will help generators use the most
advanced and cleanest technologies for coal-fired generation.

Indian Country is another example of unrealized potential. Trib-
al lands hold a wealth of untapped resources. Natural gas, coal and
wind are energy resources abundant in the region. Montana’s
tribes, however, also offer the most important input for develop-
ment, that is, an eager labor force. But there are barriers to devel-
opment in Indian Country. Tax incentives could lower these obsta-
cles and spur investment on tribal lands.

Earlier this year, along with Senator Bingaman, who is Chair-
man of the Senate Energy Committee, I sponsored an energy tax
package to boost energy supplies and promote conservation. It in-
cluded increased tax incentives for wind-, solar- and hydro-gen-
erated power. The bill expands the ethanol producers tax credit,
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and expands the credit for electricity derived from the burning of
wood or agricultural products to create energy.

These are just some of the possibilities open to us. Today’s hear-
ing will explore even more ways to lessen the impact our energy
shortage is having on folks across the State.

But tax incentives are only one part in what needs to be a na-
tional energy policy. Regulatory burdens, dysfunctional markets
and many environmental issues may not be covered today, but I
will be concentrating on those issues as well in the full Senate and
other Committees and with the Administration, as well as with our
State.

That said, today’s hearing will explore energy development issues
of particular importance to our State and other western States, es-
sentially rural States. We will hear about energy tax provisions af-
fecting rural electric cooperatives, transmission infrastructure and
development on Indian lands. Panelists will discuss targeted incen-
tives directed toward clean coal technologies, renewable and alter-
native energy sources, energy efficiency and energy conservation.
They will also discuss incentives for the oil and natural gas indus-
try.

So, we have to be realistic, realistic about what tax incentives
can and cannot do. And we will face limits on the size of the tax
incentives that we can enact. In short, we will need to prioritize,
and that’s why I think this hearing is so important.

I look forward to hearing Montanans and others in the region
about when they feel tax incentives are appropriate and which are
the most appropriate to particularly rural States.

Three panels make up today’s hearing. We will hear brief testi-
mony from each witness, followed by questions from myself, I
guess. The first panel will address infrastructure needs of Montana
and other rural Western States, and the second panel will focus on
regional energy production issues. These first two will set the stage
for a discussion on energy development issues on tribal lands, and
the third panel will be on tribal lands.

I would like now to—actually I invited many people to come and
participate in this hearing. Senator Grassley is the ranking mem-
ber of the committee in Iowa. He just could not make it. He sent
Elizabeth Paris.

Elizabeth, could you stand?
Elizabeth is here in Montana. She is here representing Senator

Grassley. She is also spending some time in the State.
I might say Elizabeth is really excited. I talked to her a while

ago. When the hearing is finished, she is heading for Yellowstone
Park.

Ms. PARIS. Wolf watching.
The CHAIRMAN. Pardon me?
Ms. PARIS. Wolf watching.
The CHAIRMAN. Oh, wolf watching. That’s great.
I also asked Conrad Burns and Dennis Rehberg to participate.

We all know with our schedules, that is really tough, and they
could not make it, but I do have a letter from Senator Burns. It
is a little lengthy, but I will read it:
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Dear Senator Baucus and members of the Finance Committee:
I want to thank Senator Baucus and the Finance Committee for inviting me to

take part in today’s hearing to address rural energy needs and energy conservation.
A commitment I made several months ago to help raise money for leukemia keeps
me from attending.

There is a very important role for tax incentives in addressing our Nation’s energy
crisis. As I have said repeatedly, this is a time of opportunity for our resource-rich
State. We need to use these resources to help fill State coffers, to provide for better
teachers’ salaries, better health for our children, and better jobs for all Montanans.
I see a chance of a lifetime before us. This is why I hope future legislation will ad-
dress tax incentives for reaching resource reserves. Montana can be a part of the
solution to our energy problems, but we need incentives to accomplish it.

In order to address our Nation’s energy needs, we must first agree on one issue
of vital importance. Energy supply has not kept up with demand. The Northwest
region of the United States has seen a nearly 24 percent increase in energy and
electricity consumption since 1992, while only seeing an increase of generation of
4 percent. If you add California to the mix, the discrepancy grows larger. Further,
the Electric Power Research Institute recently found that there’s going to be a 20
to 25 percent growth in electricity demand in the next decade, but only a 4 percent
increase in power lines and electric-grid equipment. The statistics speak for them-
selves. If more generation and transmission are not brought on-line, high energy
prices are here to stay. If we want to continue to grow our economy, a tax incentives
bill cannot overlook the importance of these statistics.

The first logical step that would benefit Montana is common sense public land ac-
cess. The Federal Government currently manages 650 million acres of land; more
than 90 percent of this is west of the Mississippi. Nearly 95 percent of undiscovered
oil and 40 percent of undiscovered gas are estimated to be located under these
lands. Part of our solution to energy dependence on foreign sources must come from
a plan that allows common sense development of our natural resources on public
lands.

We know that in the next two decades, our country’s demand for oil will grow by
a third. Yet, we are producing less oil today than we were in 1970. We make up
this difference with imports, relying ever more on the good graces of foreign sup-
pliers. Think of this: During the Arab oil embargo of the 1970’s, 36 percent of our
oil came from abroad. Today, it is 56 percent and growing steadily.

What’s the state of natural gas? By 2020, our demand will rise by two-thirds. This
is a plentiful, clean-burning fuel, and we are producing and using more of it.

We must also build more generation, which is something that can be accomplished
in an environmentally friendly manner. All new plants must be built to safe envi-
ronmental standards, and as President Reagan once said, and as Vice President
Cheney recently reminded us, no one wants to treat this last American Frontier as
we treated the first.

But oil and gas drilling has changed enormously, especially in recent years.
Three-dimensional seismic readings now have pinpoint accuracy, greatly improving
the success rate and minimizing the occurrence of dry holes.

Improvement rate in the vast majority of drilling over the past decade has been
horizontal, allowing much more oil production to go literally unnoticed and habitats
undisturbed.

President Bush and Vice President Cheney are Westerners. They understand us,
and they understand our needs. The West is a region where stewardship is a serious
matter. People rely on the land, not only for the livelihood it yields, but for the life
it offers.

We must also not dismiss or discount the importance of using our coal bed meth-
ane and coal reserves located here in Montana. Coal bed methane extraction holds
great promise not only as an energy source, but also as a source for new good-paying
jobs in the Powder River Basin. I helped secure a $700,000 research grant to help
Montana State University study coal bed methane extraction.

We can also safeguard the environment by making greater use of the cleanest
methods of power generation we know. We have, after all, mastered one form of
technology that causes zero emissions of greenhouse gases, and that is nuclear
power. Fortunately for the environment, one-fifth of our electricity in America is nu-
clear-generated. But the government has not granted a single new nuclear power
plant permit in more than 20 years, and many existing plants are shut down.

Another part of our energy future is power from renewable sources, some known,
others not. I recently found a statistic on the Department of Energy website that
brings great hope. If all of the wind potential in Montana—we all know what parts
they are—were to be developed with utility-scale wind turbines, the power produced
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each year would equal one billion megawatts, or 7525 percent of the entire State’s
electricity consumption.

That’s ripe for all kinds of comments, which I will resist.
In the last Congress, I cosponsored legislation to provide tax incentives to help

bring wind power to market faster, and I assure you I look for to similar measures
in this Congress.

The final principle I will address today that should be part of any energy strategy
is to make better use, through the latest technology, of what we take from the earth.
No one can dispute that it is a good thing to conserve. I urge all of us to do so.

Sincerely, Conrad.

The CHAIRMAN. I didn’t read the entire letter. I read the first
couple of sentences of various paragraphs to give everybody a feel-
ing of what this letter is all about, but the entire letter will be in-
cluded in the record.

Okay, let’s get on to business here.
The first panel, I would like to introduce them. They are from

your left to right, Bob Anderson with the Montana Public Service
Commission. Bob is going to give us a perspective on the state of
investment in the electricity industry. He has been involved in the
transmission industry for many years. He will offer an oral review
of regional infrastructure and comment on the need for tax incen-
tives to improve investment.

Next, Bill Pascoe. Bill is Vice President of Energy Supply for the
Montana Power Company. He will address current issues relating
to investment in electricity transmission from an industry perspec-
tive. He will touch on the establishment of regional transmission
organizations, known as RTOs, and include information about the
tax consequences of transcos, which can be a type of RTO.

Next, Terry Holzer, who is General Manager of the Yellowstone
Valley Electric Co-op, which serves a good part of Billings. He will
tell us about the specific tax issues faced by Montana’s electric co-
operatives.

Next, Darwin Subart, who will identify tax incentives afforded by
the gas industry to enhance pipeline investment.

And finally, Nancy Hirsh, who will discuss alternatives to infra-
structure development. She will identify tax incentives to promote
energy efficiency and distributed generation.

I remind all witnesses and all of you testifying today that your
entire statements will be included in the record, however lengthy.
So, let’s get started, and I urge each of you to get to the heart of
the matter and your testimony be succinct.

I would like to stick within about 5 minutes, if you could.
Commissioner ANDERSON. I promise not to take any more time

than Senator Burns did.

STATEMENT OF COMMISSIONER BOB ANDERSON, MONTANA
PUBLIC SERVICE COMMISSION, HELENA, MONTANA

Commissioner ANDERSON. Good morning, Senator Baucus and all
good Montanans. It’s a pleasure to be here this morning.

I’m Bob Anderson. I have served on the Public Service Commis-
sion for over a decade, and I just want everybody to bear in mind
that experience in no way makes me a taxation expert. I do have
some experience, though, with utility matters, and that’s what I
would like to share with you today.

Senator Baucus, I really applaud your and the Committee’s inter-
est in these issues simply because energy, especially electricity, is
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so vital to the lifeblood of everything that we do and everything
that we are.

It is no news that in 2000 in Montana and throughout the West,
especially in California, there were enormous price increases and
rolling blackouts. Those things affected Montana, and there are lit-
erally hundreds of people out of work in Montana because of high
electricity prices in the West.

Electricity is back on the front page of the newspapers. It’s a
front-burner issue, and policy-makers all around the country, in-
cluding in our Montana legislature, are paying a lot of attention to
these serious issues.

I’d like to call your attention to one example of a policymaking
process, and I’d like to submit this document for the record. These
are electricity policies that were issued by a couple of dozen State
utility regulators in May of this year, and I have a reference to this
document in my testimony so you can find it, and I would like to
have you include that in the record, if you would.

Senator Burns and in your opening statement reflected one of
the responses that many people have had to this situation, and this
is, the infrastructure simply hasn’t kept up with demand. There is
some truth in that, but that really doesn’t tell the whole story.

It’s true that investment has lagged in recent years in generation
and transmission, but in California, a system that met a 53,000-
megawatt peak demand in the summer of 1999 failed to meet a
29,000-megawatt demand in January of this year. The infrastruc-
ture was there. It simply didn’t perform.

So, what’s wrong with this picture? It really wasn’t a lack of in-
vestment in generation; it was a dysfunction in the market that
California created.

That dysfunctionality enabled generators to exercise market
power, and they did. They didn’t need to collude. All they had to
do was follow the rules and withhold and operate their generators
in a way that drove up their prices, and they laughed all the way
to the bank as a result of that.

A bigger problem than infrastructure investment was this mar-
ket dysfunction. The best solution to this market power isn’t to cre-
ate incentives for new generation; it’s to fix the market. We need
a market that has a number of important fundamental characteris-
tics, the most of important of which is good price signals for pro-
ducers, for transmitters and for customers.

It needs real competition among producers. It needs a balance of
risk and reward for investors. It needs a robust supply portfolio for
all suppliers, and that portfolio should include, and this would
apply to Montana Power, conventional resources as well as distrib-
uted and renewable resources and an effective demand response
mechanism.

We need alignment of authority and responsibility in all govern-
mental and quasi-governmental entities.

The subject of this hearing is tax incentives, and targeted tax in-
centives can play a vital role in this matter, and I’ll get to that in
a minute, but there are no substitutes for the basic characteristics
of a well-functioning market and a good, sound regulatory frame-
work.
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In fact, there’s reason to be cautious of tax incentives, especially
for generation, because today’s incentives can lead to tomorrow’s
stranded costs.

One of the things we’ve learned with restructuring is that there
have been all kinds of unanticipated and unintended consequences,
and we need to be wary.

Senator Baucus, my time is running down, but let me just high-
light some things.

The CHAIRMAN. Already? Take a little more.
Commissioner ANDERSON. All right, thanks.
The CHAIRMAN. I’ll give everybody a little more time.
Commissioner ANDERSON. Generators, new generators in the

West have responded to price signals. In the past year, 2800
megawatts have been brought online. Another 20,000 megawatts
have been permitted, and another 12,000—or pardon me, 20,000
are under construction, and another 12,000 have been permitted;
another 65,000 announced. Clearly tax incentives are not needed to
stimulate the market for new natural gas-fired generation.

But, there is a place for tax incentives, and one place is in clean
coal, and your opening statement referred to that. But, I urge that
any tax incentives for a clean coal program should include not just
the regulated pollutants today, but also carbon dioxide. This is an
enormous political issue internationally, and clean coal programs
and incentives should address mitigation of carbon dioxide produc-
tion.

Tax incentives are important for renewable resources to provide
the diversity and resource portfolios that every supplier should
have.

Our most economical energy source is efficiency. Just getting
more out of our existing system is actually the most cost-effective,
economical way to meet customer needs.

But there are market barriers, market barriers having to do with
access to capital and irrationally short payback periods required by
customers. And this is a place where targeted tax incentives can
really work.

Transmission is a seemingly attractable issue. Most of the trans-
mission in the Northwest is owned by the Bonneville Power Admin-
istration. And Bonneville doesn’t need tax incentives. What Bonne-
ville needs is an increase in its borrowing authority so it can go to
the Treasury and invest in the infrastructure improvements that it
has identified.

For investor-owned utilities, tax incentives won’t solve the prob-
lem. There are two kinds of problems. One is siting, and this is
really not the subject of the Committee’s jurisdiction, but I urge the
Congress to resist giving FERC sweeping siting authority as it has
the natural gas pipelines. I think the States through reasonable in-
stitutions can solve that problem.

But even if siting is solved, the biggest problem in transmission
is uncertainty for cost recovery. And there, what we need are good,
functioning regional transmission organizations that will establish
tariffs that give investors assurance of cost recovery.

Finally—not finally, almost finally, there’s a role for tax incen-
tives in research and development. And Senator Baucus, I know
you have been a champion of R&D for many years, and it’s pro-
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duced wonderful results for the American people, and I urge that
the R&D tax credit should be renewed when it expires; that it be
increased to further stimulate new, innovative technologies, and if
necessary, expanded so that it applies to technology such as
FACTS technologies in transmission.

And finally, Senator Baucus, I have listed four points that our
National association has enunciated with respect to tax policy. I
won’t read those. I’ll just refer you to my testimony.

But just let me summarize by saying that we should be very cau-
tious with tax incentives; that many of our problems need to be
solved with fundamentals of markets rather than tax incentives.

Thank you for your time.
The CHAIRMAN. Thank you very much, Bob. That was a very pro-

vocative and interesting points. I appreciate it very much.
Mr. Pascoe.

STATEMENT OF WILLIAM PASCOE, VICE PRESIDENT,
MONTANA POWER CO., BUTTE, MONTANA

Mr. PASCOE. Good morning, Chairman Baucus. Thank you very
much for conducting a field hearing in Montana and for inviting
Montana Power Company to offer its views on tax incentives for
addressing rural energy needs and energy conservation.

I’d like to use my 5 minutes to talk about two sets of topics. One
is transmission issues affecting transmission and distribution, or
tax issues affecting transmission and distribution, and the second
subject I’d like to spend a few minutes on is tax incentives for en-
ergy efficiency and for renewable resources.

As far as transmission and distribution tax policy go, Montana
Power supports the tax agreement reached by Edison Electric Insti-
tute, the American Public Power Association, and the Large Public
Power Council. Those measures are included in S. 389 introduced
by Senator Murkowski, which will be considered by your Com-
mittee this year.

Most of the measures that I’m going to talk about that were in
that agreement also were part of H.R. 4, which was passed by the
House in July. I’d like to touch on three of those briefly.

The first has to do with regional transmission organizations,
which we will talk about this morning. Others we will mention too
I’m sure.

RTOs are FERC’s response to trying to put together regional
grids that make markets function better. But to have RTOs truly
work, they have to be inclusive, and every one who owns significant
parts of transmission systems need to be involved, and that in-
cludes public power entities.

So, part of the tax agreement includes relief for public power en-
tities who participate in RTOs so that their private use status isn’t
jeopardized with the possibility that they would lose their tax ex-
empt status, and Montana Power supports those private use modi-
fications.

We would also support similar modifications to tax provisions for
rural electric cooperatives, so if they choose to participate in RTOs,
they are not penalized for doing so.

Second measure that’s in the tax agreement that is an important
one is to remove tax disincentives for utilities that want to take
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their transmission systems and move them into stand-alone trans-
mission companies.

A regional transmission organization that we’re talking about for
the Northwest is called RTO West. And RTO West will operate the
grid and provide nondiscriminatory open access. But RTO West
will not have capital to build transmission lines. That capital will
have to come from other sources.

Some of it certainly will come from the Bonneville Power Admin-
istration, and Montana Power supports an increase in their bor-
rowing authority. But when it comes to private investment, I think
the source of that capital is uncertain. And I think the reason for
that is vertically integrated utilities, who own most of those trans-
mission lines, see generation and distribution as better places to in-
vest.

In contrast, in the natural gas industry, there are stand-alone
interstate pipeline companies who are focused purely on long-haul
transmission service, and who are competing with each other to
build new gas pipelines from producing areas to consuming areas.
So I believe that we need stand-alone transmission companies for
electric transmission that will want to invest and actively pursue
opportunities to do so.

But currently there are tax disincentives to doing that, and rath-
er than go into those right now, I’ll just reference my written state-
ment and suggest that it would be wise to remove those disincen-
tives.

The third thing I’d like to talk about on the T&D side is some-
thing called Contributions in Aid of Construction. These are ad-
vances paid by customers who want to connect to a transmission
or distribution system when the cost of that connection is high
enough that the traditional transmission and distribution tariffs
don’t adequately cover the costs. So in those situations, utilities go
to the customer who is trying to connect and ask them to put in
the difference.

Currently under IRS rules, those contributions by customers are
not treated as in effect capital payments; they are treated as oper-
ating revenues and taxed as ordinary income.

So in Montana Power’s case, when we have a customer that
wants to connect to our facilities, and we ask for that contribution,
we have to gross it up 33 percent to cover the income tax con-
sequences of that. That’s a significant source of frustration for our
customers. What, you know, the IRS sees as a tax on utilities in
effect becomes a tax on customers, and we would certainly like to
see some movement on Contributions in Aid of Construction, which
makes an acronym CIAC, which you hear referred to as CIACs. It’s
also important for remote generations sources that are distant from
the grid and that need reinforcements in order to integrate.

So, those are the tax measures we’re interested in for T&D.
I’d like to talk for just a minute about energy efficiency and re-

newables.
First on the subject of energy efficiency, Montana Power supports

the provisions in S. 207 that deal with energy efficiency measures.
Those are measures that it’s my understanding you, Mr. Chairman,
and Senator Burns supported last year, and we would hope that
you would continue to support those.
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As Commissioner Anderson said, getting supply and demand in
balance really has two components. Part of it is supply, and while
I do not agree necessarily with everything Commissioner Anderson
said, and I think there is some need for new generation and trans-
mission infrastructure, it’s also important to find reasonable ways
to curtail demand, and energy efficiency is certainly a part of that
and something that the Committee ought to continue the encour-
age.

Finally, with respect to renewable generation, in Senator Burns’
letter, he cited some statistics about wind power potential in Mon-
tana. The one that I think is the most eye-catching and easiest to
understand is that Montana has the third greatest wind potential
of any State in the United States, and if all of that wind potential
was developed, it would serve 15 percent of the electricity needs for
the entire United States. So, the potential is substantial, but there
has been little development to date.

Montana Power has announced its intention to buy 150
megawatts of wind power. We have gone through a request for pro-
posals, and we have developed a short list, and we’re very encour-
aged by the results of that.

Now, our solicitation will lead to the first commercial scale devel-
opment of wind power in the State of Montana. And one of the
things that has made it possible for us to do that is production tax
credits.

With the existing level of production tax credits, those wind
projects stand on their own, and they are competitive with tradi-
tional sources of generation. Without the production tax credits,
those projects will fall by the wayside because they just will not be
economic. So, we certainly hope that the Committee and the Con-
gress will extend the production tax credits for renewable re-
sources.

Thank you.
The CHAIRMAN. You bet. Thank you very, very much.
Next, Mr. Holzer.

STATEMENT OF TERRY HOLZER, GENERAL MANAGER, YEL-
LOWSTONE VALLEY ELECTRIC COOPERATIVE, HUNTLEY,
MONTANA

Mr. HOLZER. Good morning, Mr. Chairman. I’m the General
Manager of Yellowstone Valley Electric Co-op, and it’s located in
Huntley, Montana.

And just to give you a little background about our cooperative,
we serve about 14,000 meters in Yellowstone County and five other
counties. We’re the second largest cooperative in Montana, and
much of our consumer growth is occurring around the city of Bil-
lings as it expands into our service area.

We also have, we are 100 percent hydro system, receiving power
from Bonneville Power Administration and Western Area Power
Administration.

And I really appreciate the opportunity to appear before you
today and to represent the 26 electric cooperatives in Montana.

Thank you very much for your support of S. 794, the Rural Elec-
tric Tax Equity Act. We appreciate that greatly. This legislation is
important to Montana cooperatives as we continue to struggle in
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this new energy environment to protect and work for our con-
sumers’ best interests. And I also would like to thank you for your
strong support that you have given to co-ops, especially in Mon-
tana, over the past years.

I would like to focus a little bit on an issue dealing with not only
generation but also as supply, but also as consumption dealing
with the use of electricity. And as stated earlier, electricity is the
lifeblood of our Nation’s economy, and we witness what’s happened
in our State’s economy as we have seen market prices go up, and
some industrial consumers had to shut down, and we’ve had lay-
offs.

And we really are experiencing some serious challenges nation-
ally when we look at the aging of our transmission system and
somewhat being quite undercapacity and able to meet the needs of
our electric consumers.

And all segments of this electric equation need to be addressed,
the supply side and the demand side, I feel. So aside from the cap-
ital investments and incentives that can be put into added genera-
tion and transmission and distribution, I think new efficient energy
products need to continued to be developed, and this will then focus
on the demand side of the technologies over where the consumer
is actually using the product.

There are really two main components of this energy equation.
I mentioned the generation side, which is the production, or the
supply side and the end user side, or the demand side.

And while increasing our Nation’s production of power and effi-
cient transportation of that power is critical, also it’s very impor-
tant on the consumer end to have new emerging technologies which
will help to reduce, then, the rate of growth that is needed in new
generation and capacity.

Recently at EPRI, the Electric Power Research Institute, con-
cluded that a 2.5 percent reduction in electricity demand in Cali-
fornia alone could reduce the wholesale spot price in California by
as much as 24 percent. This is because more added power would
be available for consumers to use.

Our co-op is currently constructing a new headquarters in Hunt-
ley. We are using the latest heating and cooling technologies. We
are installing a four ground source heat pumps, and the ground
source loop itself consists of 3300-foot wells. And in our analysis,
we’re going to be able to heat and cool that building about a third
of what it’s going to cost under a conventional heating and cooling
system.

We offer financial incentive to our consumers to encourage them
to install ground source heat pumps and high efficiency air condi-
tioners and water heaters. And we really see that in the future, we
want to get involved in the fuel cell marketing for our consumers
as well.

And we would encourage that the Federal Government then take
a leading role in developing tax incentives for consumers that help
to lower the cost of buying these new technologies and to use elec-
tricity more efficiently, as well our co-ops then can probably be in
better stead to market these products to our customers. We really
are natural marketers for our consumers trying to do actually what
they want us to do.
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So I think greater efficiencies would also enable the utility to use
its power system much more efficiently, which would help control
the cost of the demand that they are having to buy that could pass
across their system, and that might lessen the line capacity up-
grade costs.

I would like to talk a little bit about the 85/15 rule that affects
co-ops quite dramatically. As you’re aware, under Section 501C(12)
of the IRS Code, electric co-ops are exempt from Federal income
tax so long as 85 percent of their income comes directly from their
members. The new regulations or the restructuring in Montana
and some of the emergent things nationally are going to have a
challenge to that.

Since 1924, when the 85/15 test first came about, there have
been very few changes made. So for the last 77 years, it’s basically
been untouched. But given today’s ever changing electric industry,
it needs to modernized so that the co-ops can fully participate in
this competitive environment. And there are a couple of examples
in Montana where co-ops now are being affected by this.

If we were to open up our systems for competition in Montana,
we have to form a for-profit subsidiary company to do so in order
to sell power across another utility’s line. And when we do that, the
revenue coming in from that commodity sale that the customers
are paying to this subsidiary company, they would not be a mem-
ber of that co-op, the parent company, so that revenue coming to
the co-op would not be considered member revenue. Therefore, the
unrelated business income coming into the cooperative could affect
that 85/15 rule.

Additionally, electric co-ops in Montana who become obligated to
wheel power from outside entities or participate the RTOs might
receive significant wheeling revenues coming across their trans-
mission systems, and this would also be nonmember revenue and
could affect that 85/15 rule.

Our co-op, in particular, has been receiving a number of calls
from Montana Power consumers who would like our cooperative to
serve them because of the pending rate increases coming about
July 1, 2002. And I was happy to hear yesterday that Bill had men-
tioned that the rate increase will not be as large as MPC first
thought.

However, I think for our cooperative to fully participate in cus-
tomer choice in the future, the 85/15 rule needs to be addressed so
we can take away that pending tax liability that our co-op cus-
tomers may see, if we, in fact, open up our system for competition.

In conclusion, Senator Baucus, when considering tax relief or tax
incentives legislation, whether it be on the supply side or on the
demand side, we continue to ask for your support for electric co-
operatives. Really we do the work, good work that our consumers
ask us to do. We are Montanans helping Montanans, and I think
that’s very important.

We would like you also to resist any efforts that might increase
the cost of doing business by adding unnecessary regulations on to
the operation of our business.

And thank you very much for inviting me to this very important
meeting.

The CHAIRMAN. You bet, Terry. Thank you very, very much.
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Okay, Mr. Subart, you’re next.

STATEMENT OF DARWIN SUBART, EXECUTIVE VICE PRESI-
DENT AND GENERAL MANAGER, WBI SOUTHERN, INC., DEN-
VER, COLORADO

Mr. SUBART. Good morning, Mr. Chairman. I’m Darwin Subart.
I’m representing MDU Resources Group, Inc. and its subsidiaries.

MDU is a publicly traded company headquartered in Bismarck,
North Dakota. We are members of the American Gas Association
and the Interstate Natural Gas Association of America.

MDU provides energy, value-added natural resource products
and related services that are essential to our country’s energy,
transportation and communication infrastructure. MDU includes
electric and natural gas utilities, a FERC-regulated interstate pipe-
line, nonregulated natural gas gathering systems, natural gas and
oil production, utility services, construction and mining and energy
services.

MDU has been a producer, transporter and distributor of natural
gas in the State of Montana for 75 years. Our production company,
Fidelity Oil, or Fidelity Exploration & Production Company, is the
second largest producer of natural gas in the State of Montana.

We believe that Congress is on the right track with the tax
changes proposed which have been passed in the House and which
will provide substantial future economic and consumer benefits.

Customer command for the natural gas is expected to grow by
about 55 to 60 percent during the next 20 years. This is in large
part due to America’s growing awareness of the economic, environ-
mental and operational benefits attributable to this highly efficient
and environmentally friendly fuel.

The best estimates are that the natural gas utilities and pipe-
lines will have to invest $150 billion over the next 20 years to sim-
ply keep up with the increased demands for natural gas deliver-
ability. In order to attract capital to support this massive effort,
Congress should allow transmission and distribution pipelines to
depreciate the cost of the infrastructure investments over 10 years
instead of the 15 and 20 years which is in current tax law and to
clarify, that is 7-year depreciation for natural gas gathering prop-
erty is appropriate.

The shorter depreciation life will allow for the expansion of nat-
ural gas delivery systems in order to continue to safely and reliably
meet America’s growing demand for this clean-burning, domesti-
cally produced, highly efficient energy at long-term economic prices.

The regional natural gas industry must substantially expand its
existing delivery infrastructure in order to meet the growing de-
mand, while at the same time continuing to maintain its current
infrastructure, especially here in the States of Montana, North Da-
kota, South Dakota and Wyoming. Critical to the economic viability
of this particular region is reliable, economically priced energy, of
which natural gas is a key component. The tax policy we support
will assist in achieving this long-term goal.

A challenge we face in our rural areas in the natural gas side
and in general in the economy is retaining our younger people and
attracting industry to provide jobs to allow these younger people to
stay. In our particular operating area, we’re seeing the rural,
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smaller rural communities declining in population, either through
the younger people moving away, age attrition or people retiring
and moving to the few large communities that do exist within this
region.

What effect does that have on the natural gas distribution busi-
ness? It leads to facilities in these small communities becoming less
viable as there are fewer and fewer customers to serve.

However, in the majority of these communities the cost of contin-
ued distribution service is increasing. This is due to the fact that
the distribution infrastructure is aged, and we are constantly re-
pairing or replacing facilities in order to provide safe and reliable
service.

Likewise, as more and more people relocate from the smaller
communities to a Billings, Montana or like a Bismarck, North Da-
kota, additional infrastructure is required to provide service in
these cities. Thus, you end up with the same number of customers,
but with more facility investment to operate and maintain. The
proposed change in tax depreciation life for the distribution prop-
erty from 10 years, or to 10 years will assist in securing capital for
facility investment and ultimately minimizing the costs to the con-
sumer.

The limited local market for natural gas in the States of Mon-
tana, North Dakota, South Dakota means that the new natural gas
supplies that are discovered in these areas, additional interstate
natural gas transmission infrastructure is needed to transport the
gas to other interstate pipelines and get it to the markets.

The existing regional interstate transmission pipelines suffer the
same issues as the distribution companies—increasing costs with
fewer customers. Congress needs to also allow interstate trans-
mission pipelines to write down the cost of infrastructure invest-
ments over 10 years. This would have a positive effect on Montana
and enhance future natural gas industry development within the
State.

To meet the projected demand growth will require development
of nonconventional sources of natural gas, like tight sands, coal
seam and shale.

Our region has untapped resources, but individually the wells
are not high-volume producers, which means we need a lot of wells;
we need a lot of gathering pipeline; we need a lot of compression
to get that gas from the wellhead to the interstate pipe line sys-
tems and to the market. A 7-year tax life for the gathering pipeline
infrastructure will encourage development for these nonconven-
tional natural gas sources.

Finally, the proposed extension and modification of the credit for
producing fuel from a nonconventional source, the Section 29 cred-
it, would also greatly benefit this region to encourage additional de-
velopment of nonconventional natural gas sources.

We support the language in House Bill 4, as passed by the
House. We strongly believe this legislation would provide signifi-
cant and economic and industry development opportunities for
rural Montana and this region.

To conclude, Federal tax policy plays a critical role in directing
capital to flow toward the natural gas industry for production and
transmission, gathering and distribution infrastructure develop-
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ment. Congress can take steps to seek a more stable energy supply
to preserve Montana’s and the Nation’s economic stability by ap-
proving these tax modifications. The proposed modifications are
good for the long-term economy of this region and the entire Na-
tion.

And we thank you, Mr. Chairman, for this opportunity to rep-
resent them.

The CHAIRMAN. Thank you very much, Mr. Subart. I appreciate
that.

Next and our final is Ms. Nancy Hirsh, who is a Director of
Northwest Energy Coalition in Seattle.

STATEMENT OF NANCY HIRSH, POLICY DIRECTOR,
NORTHWEST ENERGY COALITION, SEATTLE, WASHINGTON

Ms. HIRSH. Good morning, Mr. Chairman.
The CHAIRMAN. Nancy.
Ms. HIRSH. Thank you for the opportunity to be here.
The CHAIRMAN. You bet.
Ms. HIRSH. The Northwest Energy Coalition is a regional coali-

tion of over 100 organizations based in Seattle with offices also in
Portland. A list of our 100 members of consumer, environmental,
electric utilities and energy-efficient businesses is attached to my
testimony for your review.

Many concerns have been raised about the need for new trans-
mission infrastructure across the country. We certainly agree that
maintaining a high level of reliability is important. It’s good for
customer service and for ensuring that the environment is pro-
tected.

However, I resist the notion that simply building more poles and
wires is the answer to all of our problems. We need to look at our
infrastructure needs through a least-cost lens that gives equal con-
sideration to alternatives on both sides of the transmission con-
straints that we face or with the transmission limitations that we
see.

Too often when we look at transmission issues, we look, as I say,
at building more poles and wires, whereas there are demand site
options, load management options, distributed renewable genera-
tion and strategically placed renewable resources that can solve our
transmission issues without providing new incentives for trans-
mission development.

Energy efficiency is the quickest, cheapest and cleanest resource
we have available. And we thank you for your support over the last
numbers of years in supporting energy efficiency measures, both on
the policy side and on the tax side. Those have been critical for ex-
panding energy efficiency needs, although we see a strategic need
for more targeted financial incentives.

Where economic incentives have been promoted aggressively,
they have proven to be an effective mechanism for driving tech-
nology advancements and for helping consumers get over market
barriers, such as the ones that Mr. Anderson mentioned earlier, to
get them to try new products and services.

For the past two decades, Northwest Utilities and the Bonneville
Power Administration have been national leaders in investments in
energy efficiency. But in the last 6 years or so, there has been a
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dramatic decline in those investments due to uncertainty in the
marketplace. And then in the past year, there’s been a beginning
of an increase in those investments because of rising market prices.
Energy efficiency is cheaper, so more utilities and Bonneville has
begun investing in that.

But what we need are long-term, consistent incentives that pre-
vent this roller coaster ramping up and down of investments in en-
ergy efficiency. The energy efficiency industry in the region says
that they have 10,000 jobs delivering energy efficiency services in
the Northwest, and that they have suffered dramatic reductions in
employment due to the decline and the up-and-down roller coaster
effect of changing investments in energy efficiency.

Montana, with its adoption of a system benefit charge, has been
able to stabilize its energy efficiency investments, and we have
been very supportive of that effort.

In addition to improving efficiency, you can shift load and do load
management opportunities as an option for stabilizing energy de-
mand and reducing your need to build more transmission or build
more supply.

We used to in the Northwest say that we were ‘‘energy con-
strained,’’ not ‘‘peaked constrained.’’ But in fact, now we are having
trouble meeting our peak demands at certain times of the year.

Load management is a critical tool in reducing demand on one
side of a constraint where we’re having trouble meeting peak and
getting electricity to that constraint, and Congress can provide in-
centives to encourage more load management activities by utilities
and industries.

Distributed renewable generation and distributed generation in
general, which are fuel cells, solar photovoltaic systems, wind tur-
bines, natural gas microturbines, they can provide clear benefits to
the energy system. These technologies reduce energy losses in
transmission and distribution lines, defer substation upgrades,
defer the need for new transmission and distribution capacity.

For example, if you apply a distributed generation technology to
one side of a transmission bottleneck where there’s congestion, you
reduce the need to upgrade that system by putting the supply
where the demand is and not having to transmit power through an
area where a transmission is constrained.

But all distributed technologies are not created equal. Some have
significant environmental impacts, and some are cleaner, those
that use renewable energy resources, and we strongly urge that fi-
nancial incentive packages that Congress is considering focus on
the clean renewable, clean renewable distributed generation tech-
nologies and to take into account the environmental consequences
of the generation sources that you are promoting.

One quick note before I get into our five priorities for legislation.
The CHAIRMAN. Remember to summarize, now.
Ms. HIRSH. Yes. I’m getting there.
The CHAIRMAN. Okay.
Ms. HIRSH. I want to focus on the transportation side for just a

brief minute.
The CHAIRMAN. Okay.
Ms. HIRSH. Oil production and oil pipeline issues are certainly

something that are on your radar screen, and we would strongly
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support rather than providing incentives for pipeline expansion, we
ask what will increase, and what tax incentives will really benefit
consumers and the environment?

And we first look at fuel efficiency standards for automobiles and
for tax incentives for new hybrid electric vehicles, fuel cell vehicles,
and that Congress needs to focus on incentives for clean vehicle
and fuel efficiency technologies rather than on expanding oil pro-
duction.

To summarize, we urge you to support five financial incentive
packages. One is S. 207. It’s not often that Montana Power Com-
pany and the Northwest Energy Coalition get behind the same leg-
islation, although it’s becoming more common. But we strongly sup-
port S. 207. This tax bill provides incentives for energy efficiency
for residential and commercial buildings, solar hot water and pho-
tovoltaic systems and efficiency in cooling and heating water.

Energy use in buildings can be cut in half with these tech-
nologies. And this bill is a little bit different than some of the oth-
ers in that it uses a performance-based approach instead of a price-
based approach for incentives, and that performance-based ap-
proach really prevents goldplating of energy efficiency measures,
and that’s something that we strongly support.

A new analysis by the Florida Solar Energy Center comparing
the different buildings efficiency tax bills showed that S. 207 pro-
vided the most energy and consumer savings for the least impact
on the treasury.

Next we support S. 1333, the Jeffords Bill, which establishes a
renewable energy portfolio standard and a system benefit fund for
investments in energy efficiency and low income energy bill assist-
ance.

Third, we support the production tax credit that Mr. Pascoe also
mentioned as critical, but in addition to that, there’s the com-
plementary renewable energy production tax credit for publicly—
it’s a production incentive for the public utilities. And Senators
Cantwell and Smith have just sponsored Senate Bill 1211, and
that’s the complement for the public utilities to the production tax
credit for investor-owned utilities.

Next we support S. 686, which is Senator Lincoln’s bill, which
provides tax credits for the purchase of energy efficient clothes
washers and refrigerators. While it’s a limited application for appli-
ances, it’s a key provision for incenting advancement in new tech-
nologies.

And in fact, the Northwest has been a leader in providing tax in-
centives for clothes washers, and through efforts of utilities like
Montana Power Company and the Northwest Energy Efficiency Al-
liance, they have increased the penetration of energy efficient
clothes washers in the Northwest from 1 to 13 percent.

Thank you very much. We appreciate your time.
The CHAIRMAN. Thank you. Thank you very much, Ms. Hirsh.
I think a fundamental question on the minds of a lot of people

is, at least on the production side of all this with the energy con-
cerns that we all have and with the demands seemingly so great,
why do we need any tax incentives in the first place? Why can’t the
market just form these transcos, you know, construct the trans-
mission lines?
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I’m referring now just to the tax incentives. I’m not referring to
regulatory issues, just tax incentives.

If the demand is there, why do we need tax credits? Why do we
need tax incentives? It’s somewhat the point that Mr. Anderson
made.

And it’s not by design that you’re all sitting so close together
there, but it is my hope we can reach some agreement on where
tax incentives are probably more important than elsewhere on the
production side, we’ll get to conservation a little bit later, and also
maybe prioritize a bit. Because as I mentioned at the outset, we
don’t have a lot of dollars here for tax incentives. It’s going to be
quite limited.

The House Energy Bill provided for I think 35, roughly, billion
dollars in tax incentives over 10 years, and with the national econ-
omy not as robust as it was a couple 3 years ago, and with Federal
budget surplus projections softening significantly, it’s going to be a
problem, and competing with lots of other dollars, you know, na-
tional defense, for example, it’s going to be—there’s going to be a
limited number of dollars available for tax incentives.

And so one fundamental question is, to what degree are tax in-
centives needed on the, generally, on the production side when the
demand is pretty high, and if they are needed, what priorities?

And my hope is that maybe we can get some agreement among
the panelists here. If not, we don’t, but if we do, that’s better.

Mr. Pascoe, do you want to take the lead there?
Mr. PASCOE. I would separate the answer into two parts. One is

for generation; the other is for transmission.
The CHAIRMAN. Okay.
Mr. PASCOE. For generation, I agree with the point Mr. Anderson

made in essence, which is perhaps you don’t need tax incentives to
cause new generation to be built if you’re satisfied for all that new
generation to be natural gas-fire.

I think the key question for the Committee to consider is wheth-
er they want to rely on a single fuel strategy, or whether they want
to do some things that will help other sources compete.

Renewals in particular, as I said in my prepared statement, wind
is in the money with the production tax credits, but without, it’s
out of the money.

And coal needs help, and you will have another panel here that
will talk about coal in a few minutes, but it’s hard for coal to com-
pete with gas right now because of the lead times to be build the
plants and because of the environmental issues. Perhaps there’s
some help needed for coal. That would be my answer on generation.

Now, on transmission, you see that there isn’t much new trans-
mission being built, and BPA is ready to step into that void for the
areas where they are the predominant transmission provider.

The CHAIRMAN. On that, do you agree, though, Mr. Pascoe, Mr.
Anderson said that perhaps BPA just needs more borrowing au-
thority as opposed, and that’s really what they need.

Mr. PASCOE. Yeah, I think BPA is ready to step forward and
make the reinforcements in their part of the grid, which is really
Washington and Oregon. It really doesn’t cover very much of Mon-
tana and Idaho and Wyoming and other States that are our neigh-
bors.
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But I think Bonneville’s ready. But in the areas where there isn’t
a Bonneville, you have to have somebody that’s willing to step up
and look at that as a business opportunity.

In the vertically integrated utilities right now, those companies
see their opportunities in generation and distribution. They’re not
all that excited about investing in new transmission infrastructure.

If you had stand-alone companies whose primary focus was
transmission, then you would have people actively pursuing oppor-
tunities to reinforce the grid, I believe.

Unfortunately, in order to take a transmission system from a
vertically integrated utility, like Montana Power, and set it up in
a separate company and combine it with other transmission sys-
tems to make a bigger stand-alone company, there’s adverse tax
consequences to doing that.

And, you know, when you think about how much is available in
the way of tax incentives, I’m not sure that doing some things with
those tax incentives actually costs anybody money, because I think
without those tax modifications, those stand-alone transmission
companies aren’t going to form, so it’s not as if the government’s
going to get that tax money in any event. But if some things could
be done to remove the disincentives, I think those companies would
be formed, possibly at no cost to the taxpayer.

The CHAIRMAN. Just playing devil’s advocate for a second, you
know, if FERC encourages the creation of RTOs and transcos,
wouldn’t that encouragement, plus the rate of demand, be enough
to encourage vertically integrated utility companies to transfer or
sell their transmission assets to an RTO or a transco, however that
works out?

Why do you need tax incentives when FERC is pushing on the
one end, and demand is pushing on other end?

Mr. PASCOE. We don’t need tax incentives. What we need is the
removal of tax disincentives.

And let me, because I’m an engineer, give a numerical
example——

The CHAIRMAN. Okay.
Mr. PASCOE [continuing]. That I hope will explain this.
Montana Power’s transmission system has a book value of about

$300 million. That’s the original cost minus the depreciation for
rate-making purposes. And so right now, we earn a return on that
$300 million investment through regulated rates established by the
Public Service Commission and by FERC. But for tax purposes,
that system has a book value of, say, $200 million because of accel-
erated depreciation rules.

So, if we were to sell that transmission system to a stand-alone
transco, and we recovered the 300 million that’s the book value, we
would have $100 million taxable gain; 40 million of that would go
to Uncle Sam, and so the net left over for Montana Power’s inves-
tors would be 260 million. And so you’ve taken an asset that’s
worth 300 million to our shareholders now, converted it into one
that’s only worth 260 million. And because of that tax consequence,
you won’t find utilities willing to sell their transmission systems to
these stand-alone companies at book value.

The CHAIRMAN. Anybody else want to comment on that?
Commissioner ANDERSON. Yes, Senator Baucus.
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Let’s get to the heart of the matter, not about transmission, but
about generation. It’s coal. Montana has the biggest coal resource
anywhere in the world.

But, talk about a single fuel strategy. Over half the generation
in this country is from coal. The new generation is natural gas, but
that’s not a single fuel strategy. It’s adding diversity and balance
to the nation’s portfolio.

Coal, although abundant, and in some cases cheap, is also the
most polluting energy source that we’ve got. So we shouldn’t be
providing tax incentives to develop more coal-fire generation unless
it cleans up its act. And that’s where R&D comes in.

We should invest tax credits to provide incentives to develop new
technology, not old polluting technology, but new, cleaner tech-
nology that addresses the production of carbon dioxide from coal.

The CHAIRMAN. Yes, there are really a couple three issues here.
Do all of you agree that it’s important particularly, I do not want

to load the question, but we are after all in Montana, it is our
State, we’ve got lots of coal, and we have an economy which needs
a little bit of a boost.

Do you agree if the environmental side of it is addressed, that
is, whether it’s carbon dioxide and/or other pollutants and so forth,
that it does make sense to develop and have tax incentives for
clean coal technologies so that we have both coal and natural gas,
plus other nonconventional sources, plus we’re going to get to the
conservation side a little bit later. I mean, does that make sense
or not? Do you agree or disagree?

Commissioner ANDERSON. Yes.
Mr. PASCOE. Agree.
The CHAIRMAN. Everybody agrees.
Ms. HIRSH. Yes.
The one caveat I would throw out is that controlling carbon diox-

ide is not as easy a challenge——
The CHAIRMAN. That is right.
Ms. HIRSH [continuing]. As possible, as——
The CHAIRMAN. As it may seem.
Ms. HIRSH [continuing]. As controlling other criteria pollutants.

You just can’t scrub it out like you can other pollutants. So, cre-
ating clean coal plants is not necessarily going to reduce the carbon
dioxide issues.

The CHAIRMAN. Well, let’s go back to the earlier question of
transmission, then.

Mr. Pascoe, you mentioned why tax incentives are helpful to
transfer it to avoid a huge tax consequence that investor-owned
utilities would otherwise pay, and I understand that.

I just wondered if, Mr. Anderson, you have a response to that?
Commissioner ANDERSON. I agree with that.
The CHAIRMAN. You agree with that.
So you think that those tax incentives are helpful there so that

IOUs can avoid, and ultimately the ratepayers can avoid a large,
you know, hit, if you were.

Commissioner ANDERSON. But I disagree with Mr. Pascoe that
the stand-alone transmission company is a good model as it is in
the natural gas system. We should remove the barriers so that the
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owners of those assets have the opportunity and can exercise that
choice, which I think is in the customer’s interest.

Mr. HOLZER. Senator, might I add something too?
The CHAIRMAN. Yes.
Mr. HOLZER. A couple comments. One is that we’re talking about

some incentives issues and some dollar issues with existing trans-
mission.

Something else we have to look at is that we have an under-
capacity in our transmission across the country, so we have to real-
ly rebuild a lot of our infrastructure, and who is going to take the
risk to do that?

There has to be some type of surety that those transmission sys-
tems are going to be fully funded and fully paid for, and I think
the Federal Government can play a key role in that.

Related to generation, Montana, as alluded to by Mr. Anderson,
sits on about 420, I think million tons of coal, and with that as a
large resource, we’ve got to develop coal as a resource for con-
tinuing generation. And in fact, coal has actually come down in SO2
output over the last 5 years, and yet generation has not decreased.

The CHAIRMAN. Well, that’s probably because of scrubbers of lots
of other——

Mr. HOLZER. That’s exactly right. Some Federal legislation has
been there, and the companies themselves have taken——

The CHAIRMAN. Right.
Mr. HOLZER. And you will hear from Mr. Harper about some of

the things that we have done as well.
The CHAIRMAN. Right.
Mr. HOLZER. So I think new technologies in coal, circulating flu-

idized bed systems and others, really can utilize the resource that
we have in Montana and utilize it as efficiently as we can and not
pollute.

The CHAIRMAN. One of the questions I think a lot of Montanans
ask ourselves is, my Lord, we produce a lot of energy, and we po-
tentially can produce a lot more, why in the world are we shipping
so much of this out of State?

Mr. HOLZER. The call of the dollar.
The CHAIRMAN. I’m sorry?
Mr. HOLZER. That’s really what it is, where is the market, and

who is going to pay the most for it.
The CHAIRMAN. Well, I understand that’s the first answer, but

that doesn’t really satisfy a lot of folks.
So, still, you know, my gosh, why can’t we keep a lot of it for our-

selves here and a lower price for ourselves?
You know, Montana used to be what, one of the lowest cost en-

ergy States in the Nation, and I think at one time our energy costs
were about 30 percent lower than the national average, about that,
maybe even lower.

Commissioner ANDERSON. Lower.
The CHAIRMAN. 40 percent lower.
Mr. ANDERSON. 50.
The CHAIRMAN. Sorry?
Commissioner ANDERSON. 50.
The CHAIRMAN. 50 percent. A lot lower. Keep going.
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And anyway, well, say 50 percent lower than the national aver-
age.

Do you know what it is today?
Yes, Bill?
Mr. PASCOE. I would like to comment on, you know, the reasons

why there is a lot more energy produced in the State than con-
sumed in the State, because I think the numbers that you typically
hear are that in the State of Montana, there’s 5,000 megawatts of
generation and 1,800 megawatts of demand. So, you know, roughly
a third of the energy that’s produced in the State is consumed here,
and the other two-third is exported.

You know, the reasons are not too mysterious. One is that a lot
of that generation comes from Federal hydroelectric plants—Libby
Dam, Hungry Horse Dam, Fort Peck, Yellowtail, Canyon Ferry—
and most of that is designated for customers in other States, and
that’s unfortunate.

At Montana Power, we have very limited access to Federal hydro
power. We would certainly like to have greater access.

With the recent process that BPA went through to allocate their
power, for the first time we actually ended up with some power,
but it’s a relatively small number, and anything that you or other
the members of the Montana delegation could do to secure more
Federal hydro power for Montana Power’s customers would be ap-
preciated.

But the second reason that a lot gets exported is because the in-
vestments were made by utilities in other States. You know,
Colstrip, for example, roughly two-thirds of the power that’s gen-
erated at Colstrip is designated for customers in other States, but
that’s because utilities in other States stepped up back in the
1970’s and eighties and made the investments, and they’re entitled
to the power.

The CHAIRMAN. But, what do we do about this? Is there anything
we can do? You mentioned a little bit about more hydro for, say,
Montana Power, but still, do we just say okay our generators
should charge and get whatever the market will bear, and if that’s
a high-priced market, California or somewhere, well, so be it, and
that’s reflected in the cost that our customers, or residents pay as
well, or is there something we can do about this?

Mr. HOLZER. Senator, may I respond to that?
The CHAIRMAN. Yes.
Mr. HOLZER. This past legislative session, Montana legislature I

think did a yeoman’s job in passing incentives to bill cost-based
generation in Montana, tax holidays and other types of incentives.
And I think that’s really a key to Montanans helping Montanans,
is to utilize the resource that we have here first for Montana’s pref-
erence, and then when there’s a profit to be made or sales to be
sent out of State, we do that, and there’s a margin then to be had.

And I think the priority is to help protect Montanans and keep
that infrastructure and that generation in the State to meet our
needs first, and then beyond that, it can go out of State.

Commissioner ANDERSON. Senator, in 1997, the Montana legisla-
ture made a policy choice to part company with the old cost-based
generation system that we’d had for decades and rely instead on
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markets based on the theory that markets can do better than a
regulation can in the generation of electricity.

Over the short-term, in the last few years, that hasn’t worked
well, because the western market upon which we cast our fate has
been dysfunctional and high priced and unreliable. That’s an irre-
versible decision probably by the Montana legislature.

So, the solution is to fix the western market, and that means fix-
ing California; it means getting the market fundamentals right
that I referred to in my testimony, and it means things like RTOs
so that the system can work. The Federal Energy Regulatory Com-
mission has a big role to play in that, as does the State of Cali-
fornia.

But, we’ve got to fix the western market, and that’s beyond the
scope of what we in Montana can do. It’s a regional and a
Federal——

The CHAIRMAN. Okay, can we get some agreement here as to
what that entails? What does ‘‘fixing the western market’’ mean?
What are some of the specifics?

RTOs, as you mentioned, is one. What else?
Commissioner ANDERSON. Fixing California.
The CHAIRMAN. How?
Commissioner ANDERSON. Well, that’s up to California. Cali-

fornia, I think is beginning to fix itself. It can’t stand the high elec-
tricity prices and poor reliability that it’s had, and so California is
doing a lot. It’s citing powerplants; it’s doing a lot. I cannot give
you the whole litany.

The CHAIRMAN. Okay, so fixing California is the second compo-
nent.

What’s the third?
Mr. HOLZER. Make it rain. I think that would really help——
The CHAIRMAN. Say, someone did a rain—I was up in, where was

that, Scobey and up there, and they paid—no, Glasgow, they paid,
the farmers there paid $15,000 to a guy to make rain, and it
rained.

Mr. HOLZER. We need it all over the Northwest.
Commissioner ANDERSON. That’s a good investment.
Mr. HOLZER. But, you know, a lot of this is beyond our control.

Weather has a big variability in the Northwest——
The CHAIRMAN. Correct.
Mr. HOLZER. With most of it 80 percent of——
The CHAIRMAN. So how much of the current problem is weather-

related?
Mr. HOLZER. Right now, a lot of it.
The CHAIRMAN. Generally the western energy problem, how

much of that’s weather related?
Mr. HOLZER. A third.
The CHAIRMAN. A third, roughly.
Commissioner ANDERSON. It’s also part of the solution. We

dodged the bullet this summer because it was cool in California,
and demand was lower than normal. So, it works both ways.

The CHAIRMAN. Well, then, why do we need all this? If the solu-
tion to the western energy problem is weather, not much we can
do about weather. And if it’s also California, there’s not much we
can do about California. California, you say, is fixing itself.
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The only thing I have heard thus far is RTOs. And why can’t—
why isn’t just the simple creation of an RTO sufficient to solve the,
if those are three components, to solve the western energy prob-
lem?

Commissioner ANDERSON. Well, there are more than those three
components.

The CHAIRMAN. Well, let’s go down the line.
Commissioner ANDERSON. There’s another one, and that’s the de-

mand response. Customers need to have the right price signals so
that they can manage their own energy consumption, and that’s
customers large and small.

The CHAIRMAN. Right. And so how do we address that and get
more stability and reliability? How do we do that?

Commissioner ANDERSON. Well, you have good pricing, pricing
through regulation where regulation applies, and good functioning
markets where markets apply, and that’s on the supply side.

And we have better technology. We have better meters. We have
better information for customers so that customers can respond.

Ms. HIRSH. We also, I think, need to expand more on the demand
side in building more infrastructure in our energy efficiency deliv-
ery services, and then with distributed generation where we are
not as dependent.

Talking about local Montanans serving Montanans, distributed
generation technologies can provide those——

The CHAIRMAN. Well, that’s a good point.
How much can those points that Ms. Hirsh is mentioning, you

know, the distributed generation, plus the conservation measures,
be a part of the solution, like roughly what, you know, portion, per-
cent? Can there be some agreement?

Basically we’re all Montanans; we’re all Americans; we’re all just
basically trying to get, you know, solve, reasonably price but with
reasonable stability and reliability, you know, let’s get energy for
our people. There’s probably a lot of agreement here in different
people at different parts of all that, so how much of all this is prob-
ably conservation, energy conservation?

Mr. HOLZER. Senator, I’ll give you one example. I don’t think
raising the prices to the consumer to have them where forced con-
servation is the right answer.

The CHAIRMAN. No, I’m not saying that, but how much is with
the incentive side?

Mr. HOLZER. In our case, we are the largest ground source heat
pump installer in Montana. We have 450 ground source heat
pumps in our little 10,000 membership cooperative.

And I think those things, as Ms. Hirsh indicated, to help the con-
sumer to use power more efficiently is a real key, and co-ops can
help do that, investor-owned utilities can help do that. We need to
market those things for consumers, but they need to—the price sig-
nal there needs to be that they need to be affordable. And I think
however many layers we have of this, whether it be Federal, State,
or local incentives to put these products in use, I think is very im-
portant.

And I know in some cases where we actually have, like in our
office I mentioned we’ll reduce our bill by two-thirds over a conven-
tional heating/cooling system. And we’ve seen many cases in
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ground source heat pump installations where we can cut the heat-
ing cost at least in half for the member. And those are pretty quan-
tifiable.

The CHAIRMAN. So, I got to push you a little more. What portion,
do you think, of the solution is on conservation demand side? 10
percent?

Commissioner ANDERSON. Over half.
The CHAIRMAN. Over half.
Ms. HIRSH. Yeah.
The CHAIRMAN. Over half. Do you all agree that half of it——
Mr. SUBART. No.
The CHAIRMAN. Mr. Subart disagrees.
Mr. SUBART. We will disagree with that.
The CHAIRMAN. How much? What do you think, Mr. Subart? Just

a gut guess.
Mr. SUBART. You know, there has been substantial improvements

made in conservation. So for efficiency of appliances over the last
20 years, you can look at average gas consumed per customers on
our system has declined substantially. So, improvements are being
made on an ongoing basis.

Is conservation an important point? Yes, we believe it is. Is it the
only answer? We do not believe it is.

We are proponents that we have to encourage development in the
industry, and part of it, part of the increased, the incentives for in-
dustry to develop is the tax incentives or the reduction, from our
standpoint, reduction of the depreciation laws, which, in essence,
what it does, it allows you to track lower cost capital, which in the
long run leads to lower rates, lower cost to the consumer.

Outside of this hearing, outside of the tax issues, there’s other,
I think other regulatory, environmental, other items that can be,
at least for Montana, that can be more proactive to encourage in-
dustry to move here, create jobs and to increase the economic via-
bility of the area.

The CHAIRMAN. This doesn’t really fall, you know, in the taxation
issue per se, but some might say that with the creation of the
RTOs and the transcos, that that in and of itself could be a bottle-
neck down the road, that is, sort of a monopolistic bottleneck that
would—I assume it is going to be investor-owned requiring a rate
of return, and I just don’t know how all that’s going to—how can
consumers be assured that at one level a much more efficient sys-
tem where transmission company where things are rationalized
and so forth, doesn’t in and of itself create a price problem for con-
sumers, like generators, to some degree, have in California? Sir?

Mr. PASCOE. Senator, you know, a transmission is, and will con-
tinue to be, a service that’s best provided through a monopoly, and
so it will continue to be a regulated service.

Where the RTO helps with this problem is right now in the Pa-
cific Northwest, for example, there’s seven investor-owned utilities,
plus the Bonneville Power Administration, each of which operates
a transmission system. And public power operates some trans-
mission systems in the Northwest.

So right now, if you are a generator, or you are a large industrial
customer that’s trying to buy off the grid, if you want to buy your
power from a source that’s remote, you might have to cross two or
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three or even four transmission systems and pay pancaked wheel-
ing tariffs.

What the RTO seeks to do is to put that all under common con-
trol, not necessarily common ownership, but common control so
there would be, in effect, one control center for the entire Pacific
Northwest and Northern Rockies, and that control center would set
the tariffs, and they would operate the grid and be sure that it’s
operated reliably and control access to the grid. So it’s a nonprofit
corporation, and it has to be in the Northwest in order to accommo-
date public power, particularly BPA.

So, you’ve got the operator role that would be in the RTO, and
by having one operator rather than by many, you would get a more
efficient system.

The second level of this is new investment, and that’s where the
RTO doesn’t necessarily hold the key. The investment will have to
come from someplace else. In the case of BPA, the areas where
they dominate the infrastructure, it would come from BPA, and
they need more borrowing authority to get that done.

In the areas where the transmission systems are owned by the
investor-owned utilities, you would expect them to put up the
money.

But I would say right now, those utilities are reluctant investors
at best in transmission. They just don’t see it as the best oppor-
tunity to place their capital, and that is why I believe so strongly
that we need to at least create the opportunity for stand-alone in-
vestor-owned transmission companies that will want to get after it
and invest.

The CHAIRMAN. As we enter this new era, what are some of the
concerns with respect to rural areas that come to mind? That is,
I mentioned at the outset how, you know, the more we deregulate
where it’s free market, to some degree, the more urban areas with
competition get lower price, and conversely, the more it is rural,
less competition, there’s not only not a price reduction, sometimes
there’s a price increase to cover the cost.

How do we in Montana, the Western States deal with that.
Ms. HIRSH. Well, one of the greatest opportunities in rural areas

are our renewable energy resources. New wind projects are going
in in rural areas. Ranchers and farmers are very enthusiastically
supporting that. It becomes a second crop for them. All the devel-
opers pay royalties to the landowners, and so it’s a real opportunity
for new generation on the renewable side helping rural commu-
nities with economic development. And that, for us, is a great link.
If you marry those economic, local economic development needs
with Federal financial incentives, you’re really helping rural com-
munities in a way that they haven’t been helped before.

The CHAIRMAN. Other thoughts?
Mr. PASCOE. Senator, one other place where I think the RTOs

would help rural areas is as you look right now, transmission rates
in rural areas are higher than they are in urban areas just because
of the concentration of customers.

You know, for example, if you look at Montana Power Company,
we own about 7,000 miles of transmission lines and serve about
300,000 customers through those facilities.
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Idaho Power Company, our neighbor, has maybe half as many
miles of transmission line and twice as many customers, and so
their rates tend to be lower than ours.

Regional transmission organizations, as they are being promoted
by FERC, would go to a single rate for transmission for an entire
region of the country, and so eventually, those rates would get
blended into a single rate, which would be to the advantage of
rural customers.

Commissioner ANDERSON. One more point.
Senator, I think you’re right on the money when you say that

rural areas tend not to benefit from deregulation.
To mitigate that, you can really do two things. One is to regulate,

which is the other direction of deregulation, and the other is to
subsidize. But, if those aren’t available, if government funds or
other customer funds aren’t available for that, there’s another op-
tion, and that is improved efficiency. If the prices go up, it’s just
more economical to use energy more efficiently—better insulation,
better appliances, better management, better meters, better infor-
mation, and so on.

Mr. HOLZER. Senator, can I add something as well?
Some people would see Montana, the whole State, as a rural

area, and as such, there isn’t a big market in Montana when you
look at the other States and the other urban centers, and so I don’t
think when we try and bring competition to Montana, a lot are
going to want in to our borders and sell us power.

Though I think we have a great opportunity here, however, be-
cause we are a naturally rich resource State where we can utilize
both, and I agree with Mr. Anderson on the demand side of things,
but also on the supply side, we can do a lot of things for ourselves
to help ourselves initially and for the next, say, 10 years with the
State incentives that we have for generation as well.

So, if we really look not only in Federal programs, but also State
programs to do good things that we can do for ourselves to help
ourselves first over the next 10 years, I think those are important,
whether it be conservation or generation and added transmission
capacity, because I don’t think we’re going to have a lot of people
knocking at our door. We sell more power going to West than we
do coming into Montana.

Ms. HIRSH. Well, Senator, you asked about how much conserva-
tion can play a part in this, and I would say up in the 30 percent
range as far as the potential.

And I would disagree with Mr. Subart in that conservation, one
of the great benefits of it, is it’s a constantly evolving resource.
You’re always building new buildings; buildings turn over with new
ownership, and the last owner didn’t make energy efficiency im-
provements. You have a new opportunity when you have a new
owner. So there’s a constant need.

And then technology is changing, and we’re having new advances
in technology. But getting those technologies into the marketplace,
overcoming financial barriers, economic barriers that industries
and homeowners face is the crux to maximizing the amount of en-
ergy efficiency we have.

We have done a good job in the past, but the potential that’s still
out there is really tremendous.
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The CHAIRMAN. I’m uncertain as to how we can get a little more
stability and reliability in energy prices, availability in prices for
consumers. I think that’s what most people want. Most businesses
abhor uncertainty. You know, they are going to want to know, hey,
what’s my price going to be? Is it reasonable? And then they go on
and just deal with other issues. Like I say, a small business in
Montana, for example.

Or a household, that’s a little different because you got to con-
sume the power, and you try to conserve where you can and so
forth.

But what can we do, and is there a role for the tax code, and
maybe there isn’t, but is there, in helping to assure, you know, rea-
sonable liability and stability to consumers?

Tell us again in two sentences.
Commissioner ANDERSON. Well, fix the market first of all.
The CHAIRMAN. You keep say ‘‘fixing.’’ You know, that’s an aw-

fully big word.
Commissioner ANDERSON. I know it is. And that’s happening.

There are incentives, price incentives to do that.
But beyond that, target tax incentives, first of all with R&D.
The CHAIRMAN. All right, you mentioned R&D.
Commissioner ANDERSON. New technology develops, and there

are innovations that drive down the prices of things and add things
that technology does.

And secondly, do taxes incentives for renewables to provide di-
versity and cleaner environment and efficiency.

Mr. HOLZER. Senator Baucus, I hate to simplify it, but this is
really basic economics. It’s a matter of supply and demand. And
when the supply goes up, and the demand stays the same, the
price comes down conversely.

And we saw this last market increase that no one is bigger than
the market. No one had control over the market. And it was an
issue where we had deficient supplies, and we had consistent or in-
creasing demands, and I don’t know, outside of these basic equa-
tions of the supply side being generation, the demand side being
usage where we can try and keep those in balance, that then sta-
bilizes the prices. Outside of that, the market is going to be almost
uncontrollable.

The CHAIRMAN. Okay.
Well, this has been very helpful. Anybody want to say anything

that should be said or to respond to somebody who said something
that was outrageous or needs a response to?

Commissioner ANDERSON. To Senator Burns?
The CHAIRMAN. Well, we’re not going down that road. No, no.
Thank you all very much. This has been very, very helpful. And

it’s a never-ending quest clearly, but thank you very much for help-
ing this part of the process. Thank you.

[Break taken.]
The CHAIRMAN. Let’s get back to work.
I received a series of letters which will automatically be included

in the record. And I might say to anyone else who has a letter or
a statement that he or she would like to submit for the record,
please do so, and if you could have those all in by the 7th of Sep-
tember, that would be greatly appreciated.
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Okay, we are now going to move on to our next panel. I thought
the last panel’s discussion was pretty good.

We have a little smaller panel at this point. First, Mr. Ron Harp-
er. Ron is the CEO of Basin Electric. As we know, Basin serves,
oh, this area, not too much exactly here, but over a little bit to the
east of us. It serves a large area; it’s a very important producer,
energy producer in this area. He will discuss and address proposed
tax credits for clean coal facilities.

Next, Mr. Dale Horton, for the National Center for Appropriate
Technology. He will generally discuss, tell us about technologies to
produce electricity from renewable resources and identify tax incen-
tives to promote use of those resources.

Our third panelist is Gina Sewell. Ms. Sewell is the Tax Manager
for the Devon Energy Corporation and Chair of the Domestic Petro-
leum Council Tax Committee. She will provide us some background
on her company and will identify incentives supported by the Do-
mestic Petroleum Council to promote oil and gas production, and
my guess is that each of the three will also have other things to
say.

So why don’t we begin here, and Ron, why don’t you begin.

STATEMENT OF RON HARPER, CHIEF EXECUTIVE OFFICER
AND GENERAL MANAGER, BASIN ELECTRIC POWER COOP-
ERATIVE, BISMARCK, NORTH DAKOTA

Mr. HARPER. Okay, thank you Mr. Chairman.
The CHAIRMAN. Let’s try to hold ourselves down to about 8 min-

utes. Five didn’t work last time, so let’s try 8. Who knows if that
will work. We’ll see.

Mr. HARPER. I think we can do that.
The CHAIRMAN. Okay.
Mr. HARPER. Thank you, Mr. Chairman.
My name is Ron Harper. I am the Chief Executive Officer of

Basin Electric Power Cooperative headquartered in Bismarck,
North Dakota.

I am pleased to testify here today before this Senate Finance
Committee field hearing on behalf of Basin Electric, which delivers
approximately 1700 megawatts, primarily of coal and lignite-based
generation, to its 121 member cooperatives, serving over 1.5 million
consumers. Those customers are located in Montana, North and
South Dakota, Wyoming, Nebraska, Iowa, Minnesota, Colorado and
New Mexico.

Basin Electric provides supplemental power to Upper Missouri
G&T Cooperative and Central Montana Power Cooperative, two
Montana generation and transmission cooperatives that serve 17
distribution cooperatives here in the State of Montana. We also
own and operate joint transmission facilities with Western Area
Power Administration, or WAPA, in the State of Montana, includ-
ing the Miles City DC tie facilities which interconnect and move
power from West to East through the power grids.

As a generation and transmission cooperative, Basin Electric’s
mission is to provide low-cost, reliable power to serve our coopera-
tive needs. At this time, in conjunction with our cooperative mem-
bers, we are conducting engineering studies to explore the feasi-
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bility and determine the location of coal-based generation here in
Montana.

Construction of such electric base load units requires capital in-
vestment of many hundreds of millions of dollars which would need
to be recaptured over 30 or more years, while also anticipating the
considerable investment necessary to ensure compliance with cur-
rent and future environmental requirements and transmission con-
straints.

Many new coal-based generating plants that would be capable of
using coal are not being built. This is largely due to the uncer-
tainty about new environmental requirements from EPA, coupled
with the risk associated with large investments and as the utility
industry becomes more diverse and more competitive.

I believe the development and commercialization of more efficient
and lower emitting clean coal technologies is required to meet the
new electricity demands while continuing to improve the environ-
ment.

The newest clean coal technologies are, however, more expensive
to install and maintain. This is clearly an area where taxation and
other government incentives can be of great public benefit to fur-
ther reduce the cost and risk of such projects ensuring that the en-
ergy and environmental needs of the future will be met.

As the subject of this hearing is specifically on the changes of the
Federal Tax Code, I will now focus on how to use the Tax Code to
accelerate the development and use of technologies that limit
harmful emissions from coal-based generation facilities.

Priority could be placed on rewarding those utilities, including
electric cooperatives, that invest in the cleanest and most up-to-
date technologies.

Senator Byrd, along with several of your colleagues, introduced
the National Electricity and Environmental Technology Act, other-
wise known as NEET, as Senate Bill 60, which would reduce envi-
ronmental impacts and increase efficiencies when converting coal
to electricity.

Tax changes proposed in the NEET proposal include, number
one, for existing coal-based generating units, NEET proposes to
amend the Internal Revenue Code to provide a 10 percent invest-
ment tax credit on the first $100 million of investment in a quali-
fying system of continuous emission control retrofitted on an exist-
ing coal-based generating unit.

No. 2, for advanced clean coal technologies installed on a new
generating plant, NEET proposes to amend the Internal Revenue
Code to provide a 10 percent tax credit and a variable efficiency-
based 10-year production tax credit for investments in advanced
clean coal technologies.

Mr. Chairman, S. 60 makes tradable tax credits available to elec-
tric cooperatives and publicly owned utilities which enable us to
also utilize the financial benefits of the NEET bill.

Many rural electric cooperatives and publicly owned utilities do
not have sufficient Federal income tax liability against which to
apply the tax credit. Therefore, in order for Congress to provide all
rural electric cooperatives and publicly owned utilities with useful
incentives, we will need the ability to trade or sell our tax credits
to private entities that can use them.
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The Federal Government has made it a public policy to provided
investment incentives to encourage IOUs, or investor-owned utili-
ties, to build these clean coal technology facilities. The rewards are
cleaner, more secure, independent and diverse energy sources.

Without comparable incentives, however, rural electric coopera-
tives and publicly owned electric utilities are not afforded the same
opportunities to use the investment.

We hope you agree that cost-based power production, such as of-
fered by the cooperatives, should also be entitled to incentives asso-
ciated with the development and implementation of clean coal tech-
nologies and renewable energy productions.

I want to thank you for the opportunity to appear before you
today and will address questions as they may come about.

Did I beat the 8 minutes?
The CHAIRMAN. I think you did.
Mr. HARPER. All right.
The CHAIRMAN. You’re efficient. I bet you got a good bottom line

too.
[Supplemental information was subsequently received for the

record, see page 137 of the appendix.]
The CHAIRMAN. Okay, Mr. Horton?

STATEMENT OF DALE HORTON, SUSTAINABLE ENERGY PRO-
GRAM MANAGER, NATIONAL CENTER FOR APPROPRIATE
TECHNOLOGY, BUTTE, MONTANA

Mr. HORTON. My name is Dale Horton. I’m with the National
Center for Appropriate Technology. NCAT is a national nonprofit
organization based in Butte, Montana with a focus on community-
based approaches that promote individual economic self-efficiency.

Let’s take just a moment to create a sense of perspective. In the
last century on a worldwide basis, the population has increased
four times. Life expectancy has doubled. The world economy has
expanded by a factor of 17. And most of these improvements, of
which we’re all grateful, were made possible by the harnessing of
fossil fuels.

Fossil fuels have created the quality of life that we all enjoy. On
the other hand, we’re just now realizing the environmental con-
sequences of that terrific economic development.

The set of circumstances we see today with electric utility re-
structuring, distributed generation technologies, increasing costs of
fossil fuels and steadily falling costs of renewable technologies, cre-
ate a situation where in the next century, we’ll see as radical a
change in our energy system.

The United States has a long history of government support and
development for energy resources. The pattern of subsidies for tra-
ditional energy resources—coal, oil, gas, nuclear fission—have
skewed the energy marketplace against renewable resources, such
as wind, solar and biomass, and that includes energy conservation.
The playing field needs to be leveled. Tax incentives is one way of
leveling that playing field.

We have terrific opportunity in rural Montana with renewable
technologies. One benefit of developing solar, wind and biomass is
fostering economic growth. Dollars spent in local economies
through energy conservation and renewable energy will benefit our
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Montana economy more than the development of traditional energy
resources.

Self-sufficiency is important to rural Montanans. Whether you
are a rancher or a homeowner, the ability to minimize the impacts
of price fluctuations makes energy conservation or generating your
own energy that much more inviting.

Reliability of the electric grid is a national issue. The use of solar
and wind technologies to provide a buffer against increasingly un-
reliable central generation systems, has terrific potential. We’re in-
creasingly seeing economic activity, especially with regard to solar
electric technologies, going overseas. Domestic companies are being
bought out by German and Japanese companies. Domestic growth
in our solar electric industry will spur more domestic economic de-
velopment in that area.

Montana has a substantial solar resource that can be tapped.
Solar electric technologies convert sunlight directly to electricity.
Solar thermal technologies produce heat for water and buildings.

NCAT has recently had experience with over 50 applications of
solar electric technologies in schools and home. Solar electric or
photovoltaic technologies are now two or three times the cost of
what a typical Montana Power customer will pay. As the cost of
traditional electric resources increase and the cost of solar electric
systems decrease, there will be a crossover, and at that point, solar
electric systems will become an extremely important part of our en-
ergy system. It’s worth devoting tax credits and other incentives to
developing that marketplace for the future.

There is literally a stampede to wind in Montana, for good rea-
son. The wind farms are one approach. With wind farms come the
cost of the transmission and ancillary services necessary to trans-
mit that electricity. Localized small-scale distributed wind genera-
tors have an opportunity to provide economic development and self-
sufficiency for ranchers and farmers in Montana.

We shouldn’t forget small-scale applications of wind in Montana.
Our experience in working with ranchers and farmers has dem-
onstrated their interest and enthusiasm for that technology.

Biomass is an attractive energy resource. It provides an oppor-
tunity for local and regional self-sufficiency. Agricultural waste,
animal waste, wood waste and forest waste are all potential
sources of energy, and we believe that it’s important to our diversi-
fied energy system to promote biomass development through the
extension and expansion of production tax credits, for example.

NCAT believes that the support through tax incentives of invest-
ment and production tax credits is critical for the development of
renewable technologies and energy conservation. We do, however,
have a caution about overzealous tax incentives.

In 1978, there were Federal tax credits for solar systems. There
was inadequate infrastructure to provide backup and about 7 years
later, when those tax credits were removed, the industry crashed.
We prefer a more balanced, careful, cautious approach to incenting
that industry so that the infrastructure can grow at a healthy and
controlled rate.

Energy efficiency and distributed renewable resources can power
our homes and ranches in Montana. We believe that we need to
take advantage of this opportunity.
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I’d like to close with a final thought. Often the conventional as-
sumed answer to the question of energy is how to create, find, and
develop more energy. I would suggest that instead, the appropriate
question to ask is how to accomplish social goals, such as lighting
and heating and process needs, eloquently with a minimum use of
energy. Supporting distributed wind, solar and biomass technology
is a way to start solving the real problem. Thank you.

The CHAIRMAN. Thanks, Mr. Horton.
Next, Ms. Sewell.

STATEMENT OF GINA SEWELL, TAX MANAGER, DEVON
ENERGY CORPORATION, OKLAHOMA CITY, OKLAHOMA

Ms. SEWELL. I am the tax manager with Devon Energy Corpora-
tion. I’m here today to testify on behalf the Domestic Petroleum
Council, where I am the chairman of the Tax Committee.

The Domestic Petroleum Council is made up of the 22 largest ex-
ploration and production companies in the United States.

I have been asked to address currently proposed tax incentives
and how they will help companies in their search for additional
natural gas and oil, but especially natural gas.

As probably every one in this room knows, natural gas is the fuel
of choice. As it’s already been mentioned, that’s because it’s clean,
reliable and abundant.

In keeping with the letter that you read at the beginning of this
hearing, a recent National Petroleum Council natural gas study
projects that demand for natural gas will grow by more than one-
third over the next decade. Nearly half of that demand growth will
come from new electricity generation capacity. The same study esti-
mates that capital expenditures of over 600 billion will be needed
between now and 2015 to meet the Nation’s growing demand for
natural gas.

Our industry produces natural gas and oil from many types of
geologic formations. Whether those are offshore or onshore, it takes
expensive high technology, like 3-D seismic, petrophysical logging
and hydraulic fracturing to produce natural gas and oil. All of
these require enormous outlays of capital before the company even
knows if it has a commercially viable well.

It’s a very big challenge, but not the least of our challenges is
the Tax Code. The Domestic Petroleum Council and other industry
trade associations have gotten together and agreed this year that
the key tax incentives for our industry were the following: Allowing
geological and geophysical costs, which are known as G&G, and
delay rental payments to be deducted when incurred; alternative
minimum tax reform.

In keeping with the previous panel, we would agree with chang-
ing natural gas gathering lines, and actually it’s clarifying the nat-
ural gas gathering lines to 7-year property; providing a marginal
tax credit for marginal wells, and certain percentage depletion en-
hancements which help smaller operators.

While the DPC continues to support all of these measures, the
items of greatest importance for our members at this time are the
allowance of a deduction for G&G and then delay rentals.
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G&G costs are the costs incurred at the very initial stage of ex-
ploration to gather and process seismic and other data in an effort
to locate natural gas and oil deposits underground.

The deductibility of G&G will be important as companies such as
Devon take the first steps in analyzing new exploration areas, in-
cluding those here in Montana.

To state the case for G&G deductibility yet another way, G&G
is the research and development costs of the energy industry. The
majority of G&G costs incurred end up condemning properties as
having no potential, and thus, they are completely sunk costs to
the companies, yet we are not allowed a deduction for this.

The minority of costs result in arriving at viable candidates that
we can see their potential further through drilling.

And E&P company, like any business, must generate a reason-
able after-tax rate of return on its capital to ensure that it will
have access to new capital. Since G&G costs are incurred early in
an exploration effort, and a recovery on that G&G investment is
often delayed over many years, it is very challenging for companies
to generate acceptable after-tax returns on this capital.

In addition, given the complexities of the current tax rules, a
large amount of taxpayer administrative time and effort is ex-
pended to track and properly account for G&G costs.

Further, it’s always a point of time and effort between the indus-
try members and the IRS. In joint industry and IRS meetings, the
IRS has acknowledged a need for change in this area.

Delay rentals are payments that are generally required to be
made on an annual basis by the lessee to the lessor to extend the
lease past its primary term. As the name implies, they are in the
nature of rent. They are paid, say, annually to extend the lease an
additional year.

If a lessee begins operations on a lease, typically by drilling a
well, the obligation to pay delay rentals ends as long as the oper-
ations on the lease continue.

Over the past decade or more, the IRS has become more aggres-
sive in requiring delay rentals to be capitalized under the Uniform
Capitalization Rules. Taxpayers and industry believe that delay
rentals continue to be deductible since they are costs that are paid
to postpone the improvement of property and not costs actually to
actually improve the property.

Adding to the confusion, there has been a regulation out since
1933 that allow for the deduction of delay rentals, and just in the
year 2000, the IRS proposes changing those.

In conclusion, while the Domestic Petroleum Council supports all
of the industry recommendations mentioned earlier, the tax treat-
ment of G&G and delay rental payments are our highest priority
to the items—our highest priority items to our members this year.
We believe they will give us continued access to additional capital.

The CHAIRMAN. Thank you. Thank you all three very much.
In the first panel, I asked the question about the utilization of

credits or tax incentives to help encourage greater supply, and part
of the answer was we have a single fuel, dual fuel, triple fuel,
whatever solution, and that the panelists agreed that coal is a
large part of the solution, that is in addition to natural gas, to try
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to fire generators to produce more electricity, and I think most peo-
ple agree with that. At least, I do.

And I’m wondering if to kind of help the development of, and the
proper development, because we all want to develop coal properly,
but if you can, Mr. Horton—Mr. Harper, excuse me, give us a little
better sense of what those clean coal technologies are and how they
would help minimize adverse environmental impacts and yet be ef-
ficient so that it is another choice of fuel to powerplants more than
it is even today.

Just give us a better sense of what some of those are and how
they work, and why they’re pretty helpful; they are pretty good.

Mr. HARPER. Well, Mr. Chairman, I would love to be able to do
that, but that’s the engineering group in our company.

The CHAIRMAN. Well, you have a sense, though, of what they are.
Mr. HARPER. Well, you got the scrubbers that you can put on

your existing plants or obviously new plants; bag houses that help
take out the particulate matter and so on.

When you look at, you know, installing scrubbers in today’s fa-
cilities, you looking at an investment of anywhere from 100 to $200
million. It’s a proven technology, although my people tell me that
there are enhancements that can be made be and are being made
through R&D development, which has been talked about earlier
that I hope you continue to support, that can make process even
better.

Pulverized coal bed, you know, generators or fluidized beds,
that’s just, again, indications of technologies that have developed.
Fluidized bed is a technology that is being more and more used.
They’re more costly obviously because clean coal technology is part
of it, but they are working.

We just had an opportunity to view with some of our people yes-
terday in a meeting looking back to the mid-seventies and all the
way coming forward. It was mentioned earlier, because of tech-
nologies being applied, the emissions level have come down, but yet
we’re still generating more power to fuel the growing economy of
the United States.

So, they are out there. They need to be explored more in-depth
that can, again, benefit the environment.

The CHAIRMAN. Well, I certainly hope that you increase your
technology in scrubbers. I have, I call workday projects. I work at
some job here at home about, a little less, though, than 1 day a
month. Show up at 8 o’clock in the morning, got my sack lunch; I’m
there to work all day, not to watch, but to work.

And 1 day I was down at Colstrip, and they put me in a scrub-
ber. Now, I tell you, this is pretty low technology. It was me with
a shovel and a wheelbarrow trying to dig up——

Mr. HARPER. Clean it out?
The CHAIRMAN [continued]. This sludge.
Mr. HARPER. Yeah.
The CHAIRMAN. It’s heavier than the dickens.
Mr. HARPER. Where did you dump it?
The CHAIRMAN. In the wheelbarrow.
Mr. HARPER. Okay.
Mr. HARPER. Where did you dump it after the wheelbarrow?
The CHAIRMAN. I was afraid you were going to ask that question.
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Mr. HARPER. Okay.
The CHAIRMAN. I didn’t dump it in the river. But I dumped it

outside someplace, I don’t know where; that’s where they had me
dump it, outside.

And man, that was tough work. And I’m glad you’re working on
new technologies, because that’s—that will be helpful.

Mr. HARPER. We would be more than happy to respond back to
you if we could do an additional filing.

The CHAIRMAN. If you could, I would appreciate that very much.
With the demand here for energy and so forth, how important

are the tax incentives, deductions or credits, et cetera, to utilize
these technologies? Why isn’t the market sufficient?

Mr. HARPER. Well, first of all, let’s talk a little bit about competi-
tion. Competition is a good thing if it’s balanced, and by that I’m
saying that you need to have a diversity in suppliers. You can’t
have—just like we’re talking about fuel sources, you can’t have it
all to coal or gas or renewables, whatever the case may be. There
has to be a balance there. That’s how you develop a good economy.

And I think that diversity—I’m sorry, I lost track of the question
there because I was on a point.

The CHAIRMAN. Just, why isn’t the market sufficient?
Mr. HARPER. The fact that the generation that’s in place now is

being utilized to fuel markets outside, let’s say, the State of Mon-
tana, North Dakota is the same way, Wyoming is the same way.
They’re export States.

But there is sufficient generation in the major areas in the Mid-
west. It’s in the growing areas like California that there’s not ade-
quate generation. Yes, there’s a hydro problem due to weather and
so on, but the real issue comes down to transmission.

As you well know, transmission was not developed for the pur-
pose under which it is being used today. It was developed to take
the load—or excuse me, the capacity to the loads in the areas. Now
we’re trying to take that transmission and use it for super-
highways. Therein lies the major problem.

Yes, there are constraints, there’s bottlenecks, but as you heard
earlier, utilities aren’t willing to invest in infrastructure because
there’s an uncertainty of being able to recoup the dollars that are
invested there.

And cooperatives in particular, cost-based, we heard the words
earlier, but that’s what cooperatives are all about, is cost-based and
providing that low-cost and reliable service to that member at the
end of line. And we’re focusing on the lowest possible cost, you
know, to keep the customers there.

If we install technologies or build transmission lines, whatever
the case may be, to increase the capacity, those costs have to be
borne by our consumers, and so obviously as cooperatives we’re
going to work our tails off to try to get the lowest cost that we can.
Incentives come into play there.

The CHAIRMAN. Right.
Now, why aren’t you interested in more gas? I mean, gas is

cheaper. Canada thinks it’s got a lot of gas it could ship down to
the United States. And Ms. Sewell talked about what, $600 billion
costs, an additional 30 percent need something like that?

I mean, I’m just playing devil’s advocate here.
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Mr. HARPER. Right.
The CHAIRMAN. Why not just, you know, hey, gas is cheaper; let’s

use gas?
Mr. HARPER. It all depends on what time of the year.
Basin Electric is looking at gas facilities. We’re also looking at

coal. We believe coal is here in abundance. It’s here in Montana,
it’s in Wyoming, so on and so forth, in North Dakota, and it’s a
proven. It helps economic development. We also have an abundance
of gas. So, yes, we are looking at those diversity things.

But I think it all comes back to, and I look around the audience,
and I see a number of people in the upper age group that went
through the oil embargo in the Seventies, and we shifted our em-
phasis to coal, and now we see a shift going back to gas and so on.

I think at some point in time, we have to realize, and I know
that Congress is working on a balanced energy act and program,
I think that’s what we have to look at. Let’s not move so far in one
direction that we are again dependent upon one fuel source. That’s
a big concern that I’ve got.

The CHAIRMAN. Right.
Now, how—I know this is a hard question to answer, but can you

give us some guidelines that we can look at or approach we can
take to kind of help minimize the pendulum swinging too far, so
we got kind of a reasonable balance?

Mr. HARPER. I wish I could, but I’m not even going to try to
throw out a concept.

But, you also heard earlier that 50 percent, plus 50 percent of
the electricity today is fueled by coal. I don’t know what it is in
terms of gas today, but we all know the numbers are rising because
a lot of people are putting in gas turbines, if they all come to fru-
ition.

I don’t know what that mix will be when it’s all said and done.
My only caution is that we not go too far.

The CHAIRMAN. We’re all for that, not go too far.
Mr. HARPER. There’s one way I think that we can look at that,

though, is if we look at as gas is becoming for prevalent or electric
generation, we then focus back on clean coal technologies that help
us to keep that balance going, so again we don’t go too far in one
direction.

And renewables and conservation have to play a part in that as
well.

The CHAIRMAN. Right.
Now, we’re talking about clean coal technologies and tax incen-

tives, et cetera. Is there any—what’s the difference between west-
ern and eastern coal here? Is there a difference or not? I mean, do
clean coal technologies have a greater application to eastern coal
or western coal, or does it matter?

Mr. HARPER. Well, I think it does matter. You have got varying
levels of——

The CHAIRMAN. I mean, does the technology per se. Say we have
a credit of 10 percent, as you mentioned the retrofit and another
10 percent for advanced and so forth, now is that generally going
to help both, or is that going to tend to help one more than the
other?
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Mr. HARPER. I would think it would tend to help both, but it will
all depend on where the limits of qualification are set, you know,
in other words, omittance of how many SO2, or how much NOx, so
on and so forth, that’s put into the bill, because one level, one vari-
ety of coal will be able to achieve it quicker or less expensive than
the other one, I would think.

The CHAIRMAN. What about, I notice you didn’t say CO2.
Mr. HARPER. No.
The CHAIRMAN. What about CO2? I mean it’s a rising concern in

the country. You know, people are looking at climate change, and
it gets all involved in the Kyoto Treaty and lots of larger issues.

But in addition, you know, the weight of scientific evidence I
think is clear that the climate is changing, and that a lot of this
is man caused; it’s not all natural. And one of the biggest contribu-
tors to the greenhouse effect is CO2. There are other gases, but cer-
tainly CO2 is one of the big ones.

And I do think that we’re going to have to address appropriately
CO2, and that’s the question, what’s appropriate?

Can you give me your thoughts a little on that, because as some-
one mentioned earlier, it’s a harder gas to deal with, and tech-
nologies are a lot more complicated compared with NOx and SO2
et cetera, so now what are your thoughts on this? Because I think
it’s something we’re going to have to get our hands around and
wrestle it somehow in some way.

Mr. HARPER. I didn’t do well in chemistry in high school, so I’ll
try not to get too deep.

The CHAIRMAN. Neither did I, so we’re together here.
Mr. HARPER. Okay, good.
Basin Electric owns the Great Plains synfuel plant located in

Buelah, North Dakota. It was a plant that was developed by part-
nership with DOE back in the early—late Seventies, early Eighties,
and they take lignite coal and produce—or we take lignite coal and
produce synthetic natural gas. As an outpouring of that process,
CO2 is created.

Two years ago, we entered into an agreement with Pan-Canadian
Corporation of Saskatchewan, Canada to pipe CO2 as a result of
our process to an oil field in Wayrenen, Saskatchewan.

The CHAIRMAN. And you can separate that out pretty easily?
Mr. HARPER. Yes.
To enhance the oil recovery of a field that they have up there.
As a part of that, we entered into an agreement with the govern-

ment of Canada in conjunction with Pan-Canadian to this as kind
of an R&D, you know, how does sequestration really work?

We’ve also been working with DOE on similar projects here in
the United States to try to see, again, what are some of the meth-
ods that we can utilize to deal with that issue there.

But, again, we are pushing CO2 up into the Canada oil fields,
and it is enhancing oil recovery, which again is a win/win for every-
body.

It’s too early to tell the real benefits or where that might go, but
we just started pumping fuel up there, or CO2, I should say, early,
low pressure, I should say, about September of last year, and we’ve
had our ups and downs because we have serial numbers 1 and 2
on our compressor units. So again, it’s an R&D project.
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The CHAIRMAN. Okay.
One reason the last Clean Air Act worked a bit, because SO2

credits were traded. There’s a market for SO2, and I don’t know if
that’s possible with carbon dioxide or not, but I know it’s a lot more
difficult, but it did help up there too.

What about gas? I mean, you talked—again, I apologize for ask-
ing somewhat provocative questions, but, for example, you talked
about G&G. Why do we need a deduction today when we didn’t
have a deduction—why do we need a deduction in the future to
meet future needs when we don’t have that deduction today, and
if I might add, it’s my understanding that the exploration tech-
nology is getting a lot more sophisticated, and so I would guess
logically that, you know, that companies, they could choose a little
more carefully as to where they’re going to start to explore and so
forth. And why tomorrow, if not today?

Ms. SEWELL. Actually on the G&G cost, you’re right, there has
been a lot of technology over the last few years. We used to go from
just having seismograph loggings, which are very—studying pieces
of paper, to now we have 3-D seismic, which are computer-gen-
erated—I can’t think of my word—but images, computer-generated
images. It’s much more advanced. It’s also much more expensive,
incredibly more expensive.

We have been hoping for a G&G deduction for many years, so it’s
not just a this year or last year type issue. It’s becoming more im-
portant to us because it’s much more expensive than it used to be.

It also ties up a lot of our capital that we feel could be regen-
erated, recycled and put into new drilling. And I think I have an
example that I think points to our problem in very simple terms
and somewhat realistic numbers.

If one of our companies, say Devon, were to go out and spend $10
million doing a 3-D seismic study over 1000-acre lease, and that’s
probably a fair number, and after we do that study, we spend
months analyzing the study, and we determine that out of the 1000
acres, we’re only interested in 250 acres, we have to assign the en-
tire 10 million cost to the 250 acres, where actually in reality, the
largest part of that cost was in eliminating properties that had
no—had no potential.

We feel that if we had a deduction for the ten million, that we
would have about four million more in the capital that we would
save in paying the taxes related to that for additional drilling, ad-
ditional studies. It’s another way to have capital for additional de-
velopment and exploration.

The CHAIRMAN. Well, can you help me out a little bit? I read sto-
ries about a glut in natural gas, then I read about a shortage of
natural gas. You know, what’s going on, I mean over the last, say,
several months or roughly? I just pick up the papers, and we got
all this gas, and then it’s not so, and so forth.

Ms. SEWELL. Well, I can make a few comments, and then you
help me out.

It’s kind of interesting, and I think that we did some market and
some market mechanics work this past spring as the concerns over
the needs in California were being worried over in March and April
especially. I think you saw a real rush to put natural gas online
and get it to the market.
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With the milder summer in California, I think that the need for
that was not as great as anticipated, so now you’re hearing of this
glut.

The energy industry has always been a cyclical environment, and
so there’s always matching the exact need to the exact demand at
any moment in time is never a perfect world, so I think what we’re
seeing now is the rush to put the natural gas online in the spring,
and then the need not be as great this summer as anticipated.

The CHAIRMAN. Mr. Harper, are you going to address that?
Mr. HARPER. Well, yeah, we sell gas obviously out of the gas

plant and so on, so we kind of keep track of that stuff.
But what we were seeing is, number one, there wasn’t enough

rigs out drilling for gas because oil, the price of oil was going up,
so they turned the rigs from one side to the other, and therefore,
the gas supply started to deplete, and so they weren’t building back
up the reserves.

Then the concept of all this electric generation came about, and
so that was a big fear, and so they tried to shift back. And right
today, there is, you know, the storage is up there where it needs
to be. But that was a lot of impact of the gas prices back in the
early part of this year, latter part of last year.

But gas right now, at least in the markets we deal with, are
below the $3 range, so, you know, reality has come back in. But
it’s the supply and demand issue again.

The CHAIRMAN. Realistically, how much additional coal produc-
tion, you know, will there probably be, just being realistically,
maybe even a little bit conservative, if the tax credits that are con-
templated in the House bill and also in the Senate bill are enacted?
How much of an increase? And let’s just say for home, here in Mon-
tana?

Mr. HARPER. Well, I know the project that we’re looking at, we’re
probably looking at least a 300-megawatt facility at a minimum.

The CHAIRMAN. Where would that be?
Mr. HARPER. We’re not certain yet. As I mentioned earlier, we’re

doing this in the process of this study mode.
I do know from my colleagues in other States that they are also

looking at coal-based generation, average of a 500-megawatt unit.
Total, you know, it’s hard to say. But I know they’re out there,
they’re looking at it, they think it’s the right direction to go.

The CHAIRMAN. The first, what did you say, 300?
Mr. HARPER. Yes.
The CHAIRMAN. How much coal does that consume?
Mr. HARPER. About a million, million tons a year, a million six,

somewhere in there?
The CHAIRMAN. A million six?
Mr. HARPER. Yeah.
The CHAIRMAN. Okay.
What about the basic question on the other side, about conserva-

tion, how much of this energy problem can be solved with more,
you know, conservation, more distributable—what’s the word?

Mr. HARPER. Distributed generation.
The CHAIRMAN. Distributed generation, biomass, solar, et cetera,

that Mr. Horton talks about?
I’m asking you not Mr. Horton.
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Mr. HARPER. Oh, okay.
The CHAIRMAN. I’ll get to Mr. Horton later.
Mr. HARPER. As you asked that question a while, I was sitting

there trying to rationally think of a percentage, and I really
couldn’t.

Having started on the distribution cooperative side and done en-
ergy audits myself on houses and commercial buildings and so on,
I know that conservation and efficiencies work. But I never really
put it in terms of percentages. I think the gal indicated a while
ago, 10 percent, 30 percent. I don’t know as I would put it that
high.

The CHAIRMAN. We heard ranges from 50, 30 and 10. Where are
you?

Mr. HARPER. I would be something less than 30, and I say that
because of this: When you have a low price, nobody really worries
about it. When you have a high price, it drives you to start think-
ing about these things or cutting back and not doing things you
would want to.

At the same time, we rush in the cycle. Conservation measures,
regardless of what we think about, costs money. You know, Terry
Holzer mentioned the ground source heat pumps. What are they,
$6,000 in installation now still?

Mr. HOLZER. They’re probably about 10 to 12.
Mr. HARPER. Okay, 10 to 12 $1,000.
That’s a long time payout period for a consumer. Yeah, they can

make it a part of their home loan, and I suspect Terry helps them
out financially too with loans, low-interest loans, but the customer,
the individual really has to understand what the benefits are and
buy into it, because it takes a pretty good investment to look——

The CHAIRMAN. Well, I’ve asked you the question because clearly
we and the Congress have to prioritize here and say where are we
going to get the biggest bang for our buck. You know, is it how
much—certainly some of it is production, some of it’s conventional,
some of it’s nonconventional, some of it’s conservation, and, you
know, we don’t want to waste tax dollars.

Mr. HARPER. No.
The CHAIRMAN. We want to be as efficient as possible, so we’re

trying to figure out, you know, gee, where do we spend our money.
Mr. HARPER. Yeah.
The CHAIRMAN. Where do we spend taxpayers’ monies in terms

of tax expenditures, that is, tax incentives.
Mr. HARPER. I would go back to what I said a while ago about

a balanced energy policy. I think you have to figure out how can
you take a dollar and spread it to get the best bang for the duck—
buck. Yeah, duck—you know, across the board.

And I’m very serious about that, because I think you’ve got to
focus on supply, and you got to focus on the demand side.

The CHAIRMAN. Right. But again, we got to still force ourselves
a little and ask the second and third level of questions, like where
is that balance?

Do you have any thoughts there? I’m trying to push you a bit
here——

Mr. HARPER. Yeah, I know.
The CHAIRMAN [continuing]. Because you’re closer to it than I.
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Mr. HARPER. Well, I can’t say ‘‘buck’’ and ‘‘duck,’’ so I don’t know
where I want to go.

But, from my perspective, I would say two things. First of all, I
have asked our people to do energy audits of all of our facilities,
because I was very pleased to see in the draft policies that I’ve seen
so far that conservation is a part of the overall concept. And I think
we as Basin Electric have to be a leader in that field, so we’re
doing those things.

But again at the same time, I think we’ve got to look at what
is driving our economy. It’s computers, it’s Internet, it’s all these
other things, and we have to be able to look at it as a utility
through conservation, through new supply and demand.

The CHAIRMAN. Right.
Mr. HARPER. So I think we also have to look at the supply side.
The CHAIRMAN. Mr. Horton, I’ll let you deal with this question.
Mr. HORTON. Well, first let me address the definition of ‘‘con-

servation’’.
The CHAIRMAN. Sure.
Mr. HORTON. In the dialogue that we’ve seen in the last year or

so, curtailment and conservation has gotten confused and often
used poorly by a number of people. ‘‘Curtailment’’ means you do
without.

The CHAIRMAN. Right.
Mr. HORTON. I use ‘‘conservation’’ to mean you’re doing what you

want to do more efficiently with less energy, and so what I want
to talk about is conservation.

The CHAIRMAN. I think we all agree with that. I don’t think any-
body has talked about curtailment as a goal. Nobody wants to cur-
tail.

Mr. HORTON. Well, when you talk with——
The CHAIRMAN. Yes, I understand.
Mr. HORTON. Okay.
The CHAIRMAN. I got you.
Mr. HORTON. The other question about wanting a single number

is not easy because the cost of the competing fuel determines what
is cost-effective for energy conservation.

When you evaluate the economics of a measure, it depends on
what you’re competing against. If you want a number to say cur-
rent Montana Power residential rates, for example, I might pick a
number like 25 or 30 percent that you could save in that sector
cost-effectively.

If you ask what it’s going to be next August when costs go up
somewhere 40, 50 percent, who knows exactly, that number will go
up with the cost of the competing fuel, and the availability of the
resource of demand side management is directly tied to the fuel
that you’re talking about.

If you talk about where we go in 50 years as we anticipate fossil
fuel generated electricity to increase over that time, then I think
again, the conservation potential increases. Technologically we ad-
vance, and we can do more. So I think the number is somewhere
in there between 25 and 50 percent.

The CHAIRMAN. Now, a lot of people say that, and I’m just asking
the question, and I’ll give you a chance to respond.
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How realistic is it that these new concepts are going to amount
to much? You know, a lot of people say, gee, solar, we’ve heard
about solar for quite a while, you know, wind, and it’s kind of
there, not there, and all these windmills around, some are broken,
don’t work, and then the market kind of fluctuates up and down,
so sometimes the incentives are there for wind farms, sometimes
not. And it’s sort of like, you know, putting a lot of investment in
something that’s pretty iffy.

So, if you could give us a little sense of why you think that in-
vestment tax incentives in these areas really are going to make a
significant difference, because that’s a basic question I think that’s
on the minds of a lot of people.

Mr. HORTON. Sure.
The CHAIRMAN. It sounds good, but is it really there, you know.

It’s kind of like a bird in the hand is worth two in the bush. We
know that coal works.

On the supply side, and we know that gas works. And we know
there’s a little solar, but what guarantee is there or what assur-
ance is there, what compelling reason is there for us to think that
around 30 percent of this can be solved by much more investment
in the conservation side?

I don’t mean to——
Mr. HORTON. No, that’s fine. That’s a fair question.
I guess an example may help, compact fluorescent lights provide

the same light for 25 percent of the energy as standard incandes-
cent light fixtures.

We have got more efficient ways of producing heat for a house
from natural gas. The more efficient furnaces are now over 95 per-
cent efficient compared to what my house is, which is 15 years old
at 80 percent.

Technologically, I could make a roster of specific technological
fixes that allow us to use energy more efficiently, and you add to
that the electronic control systems that allow us to control how we
use energy very efficiently. So there are specific technological ad-
vances that allow us to reduce the amount of energy we use.

The question about renewable energy, wind generation I think is
a proven technology. The cost-effectiveness in the last few years
suggests that it’s competitive with conventional fuels, electricity
generated from conventional fuels.

I think the question has to do with understanding the tech-
nology, how it applies to specific locations and applications. And for
a range of costs for distributed wind, small wind, less than 50kW
in size, I think we can be sure that we can do it in 7 to 15 cents
per kilowatt hour. And that’s because we have probably at least
two dozen examples in Montana that we can go out and put a
meter on and read and understand how they work and why they
work.

There are major issues on how we inter-tie distributed
generation——

The CHAIRMAN. Right.
Mr. HORTON [continuing]. With existing grids, and whether those

existing grids will, in fact, welcome those distributed generation al-
ternatives or, in fact, be a hindrance to the development.
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Now, we have some good examples in this State. Montana Power
specifically, who has played a major role in developing some of
those technologies.

The CHAIRMAN. Could you address that question a little more,
because I hear that with some frequency, that is, whether these
concepts are embraced or discouraged.

My guess is that we want to encourage it.
Mr. HORTON. Well, you can compare the co-ops with Montana

Power. Montana Power was required by legislation to provide net
metering, so they have a very progressive excellent net metering
program where if you go out and purchase a photovoltaic system
or a wind generation system, you can hook on to their system.

There are protocols, national standards of safety that have all
been worked out so that we can feel comfortable that we’re neither
going to harm their workers working on the lines and poles, nor
harm ourselves in terms of the safety in operation.

So, that’s one example where the utility is a positive force, I
think, at least the way it’s been implemented so far.

The co-ops, on the other hand, weren’t required by legislation to
do it, and they don’t offer net metering, meaning that you can’t roll
your meter backwards, and they all deal individually with how
they deal with self-generators.

That’s just one example of how—and it’s not saying anything
negative against the co-ops, because there are co-ops who are rep-
resented in this room who have been leaders in utilizing solar tech-
nology for stock water pumping and other purposes in rural Mon-
tana. It’s a matter of working together so that the system, the in-
frastructure is a positive influence on developing these tech-
nologies.

The CHAIRMAN. Mr. Harper, your comment on net metering, is
that a good idea?

Mr. HARPER. That’s a tough one.
The CHAIRMAN. That’s why I asked it.
Mr. HARPER. I know it.
Experience on my own part, I don’t agree with it.
The CHAIRMAN. I’m sorry?
Mr. HARPER. I don’t agree with it.
The CHAIRMAN. You do not agree with net metering?
Mr. HARPER. No.
The CHAIRMAN. And why is that?
Mr. HARPER. Because you’re basically shifting the cost to the

other ratepayers of that utility.
Let me be a little clearer for you.
The costs associated with all of the infrastructure that it takes

to provide that kilowatt hour to that customer are all rolled into
the rates that the customer pays.

Therefore, if alternative fuel is creating this kilowatt hour over
here, then it’s shifting the cost responsibility that this customer did
have over to the rest of the customers.

Is that clear?
The CHAIRMAN. I understand what you’re saying, but isn’t there

some way to deal with that, that is, on the amount of power that’s
sent back? It seems to me there ought to be a formula to deal with
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that, and I would think that on a net basis, you have more—the
co-op would have more power, and therefore that helps.

Does that mean more power?
Mr. HARPER. No, because the net power is being utilized by the

facility that was otherwise——
The CHAIRMAN. I guess I didn’t understand that.
Mr. HARPER [continuing]. Being provided by the base load unit.
Mr. HORTON. Well, in net metering, basically you generate your

own electricity. When you have a load that requires that
electricity——

The CHAIRMAN. Correct.
Mr. HORTON [continuing]. You use it in-house.
The CHAIRMAN. Correct.
Mr. HORTON. If you don’t have a load that requires that elec-

tricity, it rolls your meter backwards.
The CHAIRMAN. Correct.
Mr. HORTON. And the power moves into the——
The CHAIRMAN. The system, correct.
Mr. HORTON [continuing]. System.
Now, we don’t want to get technical, but net metering is a policy

developed to promote distributed generation, and specifically re-
newable generation as it is applied most of the time.

So, admittedly there’s going to be some cross-subsidization with-
in the sectors it’s applied to. But if you get into cross-subsidization
in terms of rates and tariffs, that’s a whole other world.

The CHAIRMAN. One issue, yeah.
Mr. HORTON [continuing]. Where that’s addressed. So the cross-

subsidization I think is a real issue. The purpose of net metering
is to promote the technology.

Net metering is not a long-term solution. Net metering is a
short-term solution to promote a technology, an experience within
the industry to deal with distributed generation in a positive way.

Ultimately there needs to be much study and understanding of
how distributed generation resources impact the grid overall. Yes,
you don’t need more generation right here, and in fact, you may not
need as much transmission or distribution, depending on where the
self-generator is.

On the other hand, it creates potential imbalances and other
things within the workings of the distribution utility that need to
be dealt with, and those costs need to be dealt with.

The CHAIRMAN. Will solar and wind and biomass and other tech-
nologies get to the point where a production tax credit is not nec-
essary? Will they be developed to the point where——

Mr. HORTON. It depends on where tax subsidies or other fuels go,
in part.

The CHAIRMAN. Yes. All right.
Mr. HARPER. Mr. Chairman?
The CHAIRMAN. Yes.
Mr. HARPER. Just so that I don’t paint either myself or my orga-

nization, Basin Electric is a nonrenewable friendly individual, or
company.

Basin Electric is installing two 1.3 megawatt turbines in Cham-
berlain, South Dakota, in conjunction with our cooperative mem-
bership, so we are experimenting in those areas.
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Mr. HORTON. And I don’t mean to be critical.
Mr. HARPER. No, no.
Mr. HORTON. There are great examples in the State and outside

the State of public utilities and private utilities who are moving
and understanding the advantages and potential for those tech-
nologies.

The CHAIRMAN. Okay, anything else any of you want to say? I
mean this is your chance.

[No response.]
The CHAIRMAN. Sure? Okay. Thank you very much. Appreciate it.
We will now go to the next panel.
The CHAIRMAN. Let’s now turn to our third and final panel. The

first two panels provided a backdrop for the discussion of energy
development on tribal lands, and I want to now thank my friends
on the third panel for being patient while we had the first two pan-
els.

Starting from my left is Ray K. Eder, who is the Vice Chairman
of the Fort Peck Tribal Executive Board.

The Fort Peck tribes have worked over the years in developing
their oil and gas reserves quite effectively, and most recently they
began working on a large-scale energy, wind energy project that is
encountering some of the same issues with transmission we’ve al-
ready heard about. They are also exploring fuel cells.

This is a tribe that has a lot to offer the energy sector, and I
hope there are ways we can help out.

Next, Wes Martel from the Eastern Shoshone Business Council
of Wyoming. Wes, as many of you know, is actively involved in the
Tribal Economic Development Coalition that we have put together
in our State. He’s a dedicated guy, and he does a good job.

Wyoming also has done significant energy development, and Wes
will share with us just how the Wyoming tribes have taken advan-
tage of the existing incentives to further energy development on
the Wind River.

And to his left, your right, sits Councilman Leo Kennerly with
Blackfeet Tribal Business Council. Leo is involved in the Tribal
Economic Coalition in the State, and proven to be a leader to his
tribe. I’m looking forward to continuing to work with you, Leo, over
the years.

The Blackfeet Tribe is currently carrying out an environmental
impact statement with SeaWest of California for a wind energy
project scheduled to break ground in May, 2002. This is one of its
kind in our State, and it would be a great benefit to the tribe, and
Leo will share with us how the tribe entered into the partnership
and what could have been done to make the deal even more entic-
ing.

So Ray K., it’s all yours.

STATEMENT OF RAY K. EDER, VICE CHAIRMAN, FORT PECK
TRIBAL EXECUTIVE BOARD, POPLAR, MONTANA

Mr. EDER. Thank you, Senator, and members of the panel. As the
Honorable Senator said, I am Ray K. Eder, and I’m Vice Chairman
of the Fort Peck Assiniboine and Sioux tribes.

The Fort Peck Reservation is one of the seven reservations in the
State of Montana. And generally I think of the seven reservations,
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one-third of our population are people and individuals under the
age 16 years of age.

And I think tribal leadership is trying to do something for the
posterity of our people in addressing the economic and social needs
of our up and coming maybe leaders in the future.

And I believe that development of our natural resources has been
something that we need to advance the tribal economies on our res-
ervation.

You know, on our reservation, we have an unemployment rate of
60 to 90 percent. And as you probably all know, that on reserva-
tions nationwide, 10 percent of all the natural resources that are
produced in our country come from the reservations, at least 10
percent. And we have resources, you know, that are still untapped
and undeveloped, because we are part of what we call the Williston
Basin. Even though we are on the upcline of the Basin, we still
have a lot of potential there.

And then we have another problem on our reservation that’s
called dual taxation, which was original—which originated from
the Cotton Petroleum case that was held in New Mexico several
years ago, and wherein the Supreme Court allowed States to tax
trust lands within our reservations, and they also taxed fee lands,
and it’s caused a problem to where oil companies coming on the
reservations to come in and do work there because of the double
taxation problem.

A lot of times they’ll come—when they do come in, they’ll say,
well, why drill on that tribal land when I got to pay the State
taxes, and then I also got to pay the tribe taxes, so I will go drill
on this fee land over here, and I don’t have to pay the tribe noth-
ing.

The CHAIRMAN. Fee land on reservation or off?
Mr. EDER. On the reservation.
The CHAIRMAN. Okay.
Mr. EDER. See, we don’t tax—we don’t tax the production on the

fee land. And that’s a problem.
Just like I mentioned the other day when you were up in Fort

Peck, you know, what’s good for the goose is good for the gander.
You know, if they can tax our lands on our reservation, why can’t
we tax fee lands within the exterior boundaries of our reservation?
That’s the way we look at it—or I look at it, I should say. That’s
a private opinion.

And then in conjunction with the Cotton case, you know, the re-
cent Supreme Court in the Ninth Circuit Court have made deci-
sions which are contrary to the tribal economies as I see the gov-
ernment wanted us to have.

You know, they passed the Self-Determination Act so that tribes
can be self-sufficient and take care of their future and their lives
and their people. And I think that this dual taxation thing has
been a detriment because of that. Oil companies are reluctant to
come on and drill on our lands.

And I think that’s another reason we are supporting tax credit
incentives to offset that double taxation problem.

You know, we didn’t cause the double taxation problem. The
United States Supreme Court did that. And I don’t think that they

VerDate 11-MAY-2000 10:45 Dec 04, 2001 Jkt 000000 PO 00000 Frm 00051 Fmt 6633 Sfmt 6602 76410.000 SFINANC2 PsN: SFINANC2



48

had their caps on straight when they made the decision, because
dual taxation is a no-no in anybody’s country.

But nonetheless, we believe in the tax credit thing to entice oil
companies to come in and develop a lot of our resources up there.
And I think we have a lot of potential in our country. We really
do.

We don’t have much time here, so——
The CHAIRMAN. No, go ahead. Don’t worry about it. You got

more, use it.
Mr. EDER. The tribes also have made a feasibility study on wind

energy projects. And things that, if we ever get the capital and we
get our economies back where they should be, we think that we can
be able to produce an energy and create jobs for our communities
and for the people and also to provide the extra energy.

And it’s not a—it’s not like coal or oil or anything else, which is
a nonrenewable energy. This is something that goes—the wind
blows up there all the time. In fact, it blew my roof off here a cou-
ple weeks ago. But it blows.

The Chairman. You got a windmill up there?
Mr. EDER. Well, I wished I had one.
But we need, I think we need something in that area too, be-

cause we have a feasibility study that’s completed, and we are look-
ing for—seeking partners into maybe a joint venture of some type
to develop that venture, and I think if we have tax incentives there
to appease these people and help them to see that there’s an ad-
vantage to doing business on the Indian Reservations.

We have a lot of tax exempt provisions that we can offer them,
you know, because of trust money. It depends on what kind of con-
tractual agreement we enter into with them. And I think that
that’s a plus for us in that area, but we still need our Congres-
sional delegates and Congress itself to promote a lot of these tax
incentives bills.

There’s quite a few of them listed in here, and I’m not going to
go through all of them because it would take too much time to go
through each one and discuss it.

Also, we believe that these Federal tax credits are an important
incentives for businesses to locate on our reservation and it helps
that way.

And we also are proposing a refinery on the reservation. We
haven’t made any contacts on acquisition of the oil potentials we
need to supply that refinery. Before we had our refinery, they had
contracts with individual companies to provide the amount of oil
they needed, but we’re working on the possibility of Foscana Pipe-
line to provide that oil for our refinery. And it can be a lucrative
business if you run it right and depending on what kind of oil and
stuff you’re using there.

But we need feasibility funds to get this project off the ground.
In fact, we need feasibility funds for a lot of our projects on the res-
ervation, and I think that the legislators in Washington, D.C., you
know, they talk about Indians, you know, being self-sufficient and
being able to sustain themselves under their own government. I
think that if they could, the Department of Energy provide some
incentive funds to get a feasibility study done, that there are not
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insufficient amounts nationwide to address the problems on every
reservation.

The CHAIRMAN. You’re just about done.
Mr. EDER. So I think that’s something that you people in the

Congress can look into. I would appreciate that.
The CHAIRMAN. Thanks an awful lot. I appreciate it, Ray R. very

much. Oh, I’m sorry, you got more.
Mr. EDER. They are considering, too, that maybe to kind of help

out, they were thinking about tax exempt bonds, and we would
need help in that area too also. And we need probably feasibility
funds to develop a new infrastructure to address the problems that
we have, and sometimes through the issuance of tax-free bonds,
that’s possible to do that. And the only thing is that we don’t have
a system in place now to—when you issue bonds, you have to have
a source of income——

The CHAIRMAN. Right. To finance bonds.
Mr. EDER. To be able to pay the bonds back. And like I said, the

Cotton Petroleum case and the courts have taken a lot of that, our
revenue away from us because of fact that we cannot tax.

I don’t know of any government that doesn’t tax. And I think we
are comparable with like even the State of Montana, like a sister
State. If they have the power to tax, why shouldn’t we. We had
that sovereign power to govern ourselves long before the White
Man ever came here, and we still have that power. They’ve done
all kind of things to erode that sovereignty through the court sys-
tems, I think. And I think that in some way, that should be re-
stored to us, given back to us.

You know, we gave away a whole bunch of this land that we call
America. We are very proud of that.

The CHAIRMAN. Thank you Ray K., very much.
Mr. EDER. Thank you.
The CHAIRMAN. Appreciate it. Thank you.
Wes, you’re next.

STATEMENT OF WES MARTEL, SHOSHONE BUSINESS
COUNCIL, FORT WASHAKIE, WYOMING

Mr. MARTEL. Senator Baucus, good morning—or good afternoon.
I appreciate the opportunity to be here, and we’re glad that the
tribes are recognized as having potential to be a major player in
the energy policy of this country. We look forward to working with
the distinguished Senators on the Committee, including our own
Senator Thomas.

It is critical that Tribal Governments and Alaska Native Cor-
porations, at their election, be in position to promote nonrenewable
and renewable energy resources on their land to create economic
development.

This development will have a double benefit for this country, al-
leviating both Indian poverty and the country’s energy shortage.
And the kinds of things that we are looking at here fall into three
categories. Number one, would be tax incentives to overcome the
present triple taxation a company faces when it develops energy at
Wind River; financial assistance so that tribes can develop adminis-
trative, technical and legal capabilities to develop their resources,
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and then three, relief from regulatory burdens that slow down, and
thus, discourage companies from working on reservations.

A lot of the permitting processes and those things that go
through BIA and BLM just take months, sometimes 7 years, on
reservations. That really is a big roadblock to adequate develop-
ment of energy resources on tribal lands.

And at last count, there were about 16 bills in Congress with en-
ergy policy as a part of their focus. And one of the bills that a lot
of tribes supported in the house was H.R. 2412, which was entitled
‘‘The Tribal Energy Self-Sufficiency Act,’’ and that was meant to es-
tablish programs to improve energy development of Indian lands
and for other purposes.

That bill has met its demise, but we’re hopeful that we can still
revive provisions of that bill, and we thought tribes were finally
going to receive due recognition for the role they play in the energy
policy of the country.

One of the bills that we look at that’s been drafted is H.R. 224
to permanently extend the Indian employment credit and acceler-
ated depreciation rules for property used predominately on reserva-
tions. Energy companies and tribes support this because these com-
panies need the long-term certainty that these credits can provide
as they attempt to develop reservation lands.

Ray touched on a point regarding the taxation, and he talked
dual taxation, and at Wind River, it’s triple taxation. We have 81⁄2
percent severance tax, there’s a 6 percent State severance tax, and
a county mineral property tax in the area of about 71⁄2 percent.

One of the things that we’ve talked to our Congressional delega-
tion about is the possibility of including tribes under the PILT for-
mula, which all other Federal lands are under except Indian res-
ervations, and we think this is a possibility to alleviate legal bat-
tles between tribes and counties and give the tribes the opportunity
to arrive at some tax dollars or some type of revenue to develop
their physical and governmental infrastructure.

Right now, the tribes at Wind River are generating about $178
million a year in economic activity. That’s after you consider the
dollar turnover at Riverton and Lander and the border towns that
we have.

This year, the Shoshone and Arapaho tribes, they collect about
$16 million in severance tax. Fremont County will collect about 14,
$15 million in mineral property tax from our production, and the
State of Wyoming will collect about $12 million. So that’s—that’s
over $40 million in taxes that are collected from the Wind River
Reservation resources. A lot of that, again, does not come back to
that, and we really could use a lot of that money to develop our
physical and government infrastructure.

To compound the problem, Senator, the school district boundaries
of the Wind River reservation under the State school system are
gerrymandered so that most of the valuation from our oil and gas
goes to the non-Indian school districts, and our three predomi-
nantly Indian school districts on the reservation get a very small
portion of that.

The grants and loan provision of H.R. 2412 follows tribal rec-
ommendations and would prove extremely helpful in helping us de-
velop our administrative, technical and legal capabilities. However,
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most of these provisions and parts of the bills of the Tribal Energy
Self-Sufficiency Act, we need the appropriations, and there’s a lot
of authorizing going on, but we need the appropriations to make
some of these provisions a reality.

One the other areas that we talked about was the transfer of
ownership of water and power projects located on Indian lands
back to the tribe. The language of the bill would discourage trans-
fers because it holds the United States harmless for liability; does
not permit a change in purpose or operation of the project and does
not include authorization for funding for improvements prior to
transfer.

Additionally, the bill as proposed, did not seem to change current
Department of Interior authority, because it makes the transfer
subject to all applicable Federal laws, which would probably in-
clude FLPMA, the Federal Land Policy Management Act.

Language in the proposed bill related to Indians Mineral Devel-
opment Act of 1982 must identify impediments that disallows
tribes from obtaining the highest opportunity to develop nonrenew-
able energy resources. An analysis of the barriers must be under-
taken and solutions must be found for the best means to remove
these barriers. Broader regulatory authority must be given to
tribes in the permitting, inspection, enforcement, production ac-
counting and royalty auditing aspects of tribal energy development.

Appropriations for critical staffing and technical needs in the
natural resource area is key and essential to our tribe’s ability to
move forward economically. Putting our land to productive use re-
quires Federal approval for almost every individual action. How-
ever, lack of manpower in key areas has severely limited wise use
of the natural resources, and in some cases, creates burdens on the
land which make it nearly impossible to use. Therefore, we’re re-
questing a specific appropriation for the addition of a geologist, pe-
troleum engineer and other field inspection staff with the expertise
to expedite the permitting, processing and administrative require-
ments of existing proposals as well as assist the tribes with long-
term planning for wise use of our mineral resources.

Things that I wanted to touch on quickly was the ability to facili-
tate new generation and transmission. And some of the panels here
this morning talked about some of the issues that they face, and
that’s some of the same issues we face as tribal governments.

You know, the 2412 language in H.R. 2412 is very important re-
garding BIA processes, looking at Federal rights of ways and all of
those requirements that we have to follow on reservations.

The investment tax credits are a very important part of us devel-
oping. Production tax credits, renewable production tax credits, we
want the authority, the ability to be able to purchase tax credits.
We want the transfer ability of tax credits.

As I mention in my testimony, accelerated depreciation is some-
thing that we’re very supportive of. And we really need to clarify
the regulatory and taxing authority. Ray talked about some of the
court decisions that have befallen us in the past.

You know, the 6 percent severance tax that I mentioned that Wy-
oming collects from our oil and gas, very little of that ever gets
back to us. We would like some either Federal legislation that al-
lows 100 percent credit, or 100 percent of that to be returned back
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to the tribe because our governmental infrastructure and physical
infrastructure is in much worse shape than other parts of the
State.

You know, the access to other Federal resources, the Buy Indian
Act provisions for Indian oil and gas and resources must be strictly
adhered to, we believe.

Federal water projects, we’re thankful for the things that have
happened with WAPA on some of the Federal power allocations to
tribes. Under WAPA’s system, one of the things we always stress
is that a lot of this water flowing through the Missouri River Val-
ley Basin and generating power is Indian water, and yet we receive
very little recognition or any preference back for that.

So, tribes are in a unique position to assist the Nation in meeting
energy needs, and the millions of acres of land under our owner-
ship and control make it imperative that the United States recog-
nize the trust relationship and contribution tribes and native Alas-
kans can make to this country.

Congress must establish and appropriate such sums as necessary
to adequately support a senior level office at the Department of En-
ergy to promote development of tribal energy programs and encour-
age relevant interagency and intergovernmental coordination.

I thank you for this opportunity.
The CHAIRMAN. Why, thank you, Wes, very, very, much.
Okay, Leo?

STATEMENT OF LEO KENNERLY, III, BLACKFEET TRIBAL
BUSINESS COUNCIL, BROWNING, MONTANA

Mr. KENNERLY. Greetings from the Blackfeet Nation. Mr. Old
Person sends his regards and also the Blackfeet Tribal Council. I
am here today with our secretary also, the secretary of our Tribal
Council, Mr. Gordon Monroe.

We’re here today to talk a little bit about incentives and talk
about our project, and if we get to where I don’t hit some of the
parts, you can always ask questions for us.

The subject of this hearing today is timely for the Blackfeet
Tribe. As Mr. Baucus is aware, the Blackfeet Tribe has been work-
ing towards the development of a large-scale wind farm on our res-
ervation with SeaWest Wind Power Corporation that would gen-
erate approximately probably 50 megawatts of clean and renewable
energy for the residents of Montana. When constructed, this wind
farm will be the first commercial scale project of its kind located
on tribal lands.

For several years, the development of our wind resource has been
a priority of our tribe. To date, there have been two small wind
pilot projects successfully constructed on our reservation with the
assistance of the Department of Energy that remain in operation.
The information gathered from these projects has demonstrated
that a tremendous wind resource exists on our lands. An oppor-
tunity is now before the tribe to develop its renewable resources in
a way that is beneficial to the tribe and Montana.

It has been our experience that although our lands may generate
a tremendous Class 5 and 6 wind resource, according to the Na-
tional Renewable Energy Laboratory, the development of this re-
source depends heavily upon tax incentives from Congress. The re-
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newal of current incentives is important, as they will ensure that
projects like ourselves get constructed.

Historically, the wind industry has relied on the production tax
credit and forms of accelerated depreciation to finance wind devel-
opment. These incentives are not available to Indian tribes but can
be used by private developers to develop Indian lands.

I would also encourage this committee to support tax incentives
specifically designated for Indian tribes that want to participate in
the financial ownership of wind projects.

Our tribe and many others are looking at wind development as
a source of economic development. These tax incentives would en-
courage tribes to invest in renewable energy development using
their own resources.

Currently there are no meaningful incentives earmarked for
tribes to own their own wind projects. Because of this void in the
law, we have found that tribal ownership of our own project would
be economically prohibitive. Without access to tax incentives such
as the production tax credit, tribes are placed on an uneven playing
field when compared to other investors. This void would continue
to prevent tribes from realizing the greatest potential from wind
development and diminish the promise and hope of tribal self-suffi-
ciency.

During the session in Congress, legislation has been proposed
that would encourage tribal ownership of wind farms by estab-
lishing a production tax credit, tribal tax exempt bonding authority
and enterprise zones for tribes that want to participate financially
in the generation of power using their own resources. Our tribe
supports these efforts and would encourage the Committee to seri-
ously consider them and the importance they will bear on the eco-
nomic future of tribes.

In this testimony, you know, we’ve talked, and we have been
through, like you said, through the parts of trying to develop our
own program of wind farms, which is probably—it’s not going to
happen because it wouldn’t be feasible for the companies to come
in and do, and our energy would cost a lot more, and energy com-
panies would not want to buy it.

Which we are going on with our project now with other investors,
SeaWest, for instance, and we are going to have this reality by next
year starting with the project.

We, as a tribe, looked in every way and along with other, you
know, with the people we worked with in trying to find ways of the
Blackfeet to own this project, and it just isn’t feasible for us to do
it that way.

I would like to thank the Committee for its time today and would
encourage your continued support of energy-related tax incentives
in Indian Country. Thanks.

The CHAIRMAN. Thank, Leo.
And I know I have seen this, but there’s this article that was in

the ‘‘Wall Street Journal’’ July 11th, with Earl.
Mr. KENNERLY. Yes.
The CHAIRMAN. If everybody could see it.
I used this article at a Finance Committee hearing and raised it

up just like this to try to give you a boost——
Mr. KENNERLY. Well, thank you.
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The CHAIRMAN [continuing]. So you would get a lot more interest.
Mr. KENNERLY. Well, thanks a lot. That will help us out a lot.
The CHAIRMAN. So I mean, how is it working? Are you getting

interest in it? That is, is SeaWest really——
Mr. KENNERLY. Well, SeaWest is, you know, we have our agree-

ment now. We just have an amendment to put into it, and we’re
going on with it, and we got a reassuring letter that we are, you
know, going to start the construction next year.

We are in the middle of the EPA studies right now on the migra-
tion, and we have some simulated photos out there of where we are
going to put our project.

We look at 50 megawatts, which Glacier Electric right now can
handle on their lines. If we get any bigger, we will be looking more
towards, you know, bigger transmission lines. But that’s in the fu-
ture where we hope that us as a tribe can own that project. But
it looks good.

The CHAIRMAN. You know, this hearing is really focused on tax
incentives with respect to energy production and development. And
I wondered if the three of you could generally from your own tribal
councils or even for Indian Country generally, give us a sense of
what the priorities of those tax incentives are.

We can’t do it all. And so which one, which either an incentive
that’s already in a bill that’s been introduced or a concept, if you
can just kind of think outloud, you know, the four of us for a while
here as to what’s most important and then second most important
and then third, fourth and fifth to the great big heads?

We’re only going to have a limited number of dollars here. We
can’t do it all, and obviously we want to do what’s most effective
first, not last. And so as you’re thinking about all this, you have
a lot of great ideas. Are there some that kind of jump out first or
second or third, recognizing that we do not have unlimited dollars,
so if what you choose as No. 1 is going to cost a lot of dollars, it
kind of limits No. 2.

I know it’s hard to answer these kinds of questions, but we do
need some sense of a feel and some guidance, frankly, as to which
ones to focus on first, second and third. I want everybody to take
a crack at that.

Mr. KENNERLY. Well, obviously for the Blackfeet, you know,
through our trying to get economic development, we feel that, one,
you know, we’re not having a very friendly court system in this
country towards Indian country. We’re looking for economic devel-
opment in other ways right now going away from the decisions that
were made recently which actually devastated a lot of tribes that
are nongaming development-wise.

We look at tax incentives towards our resources. And our sources
are abundant with, like we said, wind, you know, oil and gas. We
need incentives to gear maybe towards that more to develop more
in that area.

So tax incentives for us would be able to, for us to own it and
be able to bring in more revenue for development.

Right now, you know, currently is at us being a government and
not paying the income tax as a government, you know, we’re not
eligible for these incentives. We are actually distanced away; we’re
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negatively affected big time by the law now because we’re a govern-
ment.

And as everybody knows, tribes are mainly land-rich. They want
to get their land back; they want to keep their land together, and
tribes themselves keep large land bases where these oil develop-
ments is easier to come in, oil and gas developments, and also wind
projects are easier to come in. But we don’t have the incentives
through tax incentives, especially in wind power, to compete with
other wind people with the incentives on the outside of reservation
lines.

The CHAIRMAN. Or to state the same question differently, where
do you get the greatest bang for the buck? I mean, if there’s one
tax incentive that the Congress would enact this year that would
really help, because, you know, we basically have to apply the law
nationwide. You can’t have one tax credit for Blackfeet and another
for Fort Peck and another for Wind River and so forth, so we’re
going to have one that—we don’t have to have one, but if there
were one, what comes to mind? What area?

Mr. MARTEL. Probably the Wind River, it would be the produc-
tion tax credit, but that also ties into looking at the taxes that are
being presently collected by the State and county.

And we’ve got to look at ways of alleviating these other jurisdic-
tions interfering with our authority, taking these dollars, because
the numbers I quoted earlier, there’s about $27 million in taxes
that are going to other jurisdiction, which if we had that $27 mil-
lion coming into Wind River, we probably wouldn’t be sitting here
talking about some of these issues, because that would be giving
us a lot of ammunition to develop some of our infrastructure, devel-
oping economically, solving some of the problems that we have.

The CHAIRMAN. That solves a lot of the unemployment problems.
Mr. MARTEL. That’s right of the.
The CHAIRMAN. Methamphetamine drug problems, that solves a

lot of problems.
Mr. MARTEL. And the PILT formula would come under that, to

solve some of that.
You know, if we go to the State—we talked to Governor Geringer

about this already on the, 6 percent tax. He says, all right, if the
tribes are going to collect that 6 percent tax, then you should pro-
vide all the services.

Great. We would love to do that. We would love to have our peo-
ple driving those snowplows and those State highway patrol cars
and doing all of those jobs now that the State performs for us on
a limited basis.

Under the county property tax, we think going under PILT for-
mula would enable us to have a provision that hopefully the Coun-
ty Commissioners would support and the Governor would support
our Congressional delegation, because if we don’t, if we go to battle
on that, all we’re doing is helping attorney cash flow.

The CHAIRMAN. If PILT’s a problem—I understand what you’re
saying about PILT, but over the years presidents, it doesn’t make
any difference which party it is, in all their annual budget submis-
sions to the Congress, dramatically underfund PILT, expecting the
Congress to kind of bring it back up again.
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And there are lots of people from my State, from Montana, come
back and see me all the time, particularly school district board
members and, like I say, Malmstrom Air Force Base or near Forest
Service land or BLM land, boy, they really rely on those PILT dol-
lars, and I can understand how the tribes really could rely on PILT
dollars too.

My only point is that, boy, there would be a lot of competition
given the limited number of dollars we have. Of course, the answer
is we’ll try to find more dollars so that both the tribes and also the
counties that have a lot of Federal land in addition to Indian land
also benefit.

I hear what you are saying, the concept, I think it would make
a good point. It’s just that there would be a lot of competition for
dollars.

Mr. MARTEL. Well, if things like that don’t happen, Senator,
there’s going—like I said, the only other recourse we have is litiga-
tion or looking at structuring the way leases are set up now, which
disallows States and counties from coming in and taxing that, and
that would even be more devastating to counties who are contin-
ually seeking to have the PILT formula increased and looking at
other ways to increase their revenues. But we think that’s one of
the areas that really has to be focused on.

We think that also under the H.R. 224, that permanently ex-
tends the Indian employment credit——

The CHAIRMAN. Right. That’s helpful.
Mr. MARTEL [continuing]. And accelerate depreciation would be

very beneficial.
The CHAIRMAN. Right. That’s right. It would help to continue

that so it doesn’t terminate.
Are there other provisions that are scheduled for termination

that are particularly helpful to you guys if they are not termi-
nated?

Indian employment, that’s certainly one. Do others—there is a
production credit, and I suppose that would be helpful to you as
well.

Mr. MARTEL. Well, there’s a concept floating around now about
tribal energy development enterprise zones, and there’s several
things listed in that.

The CHAIRMAN. Right.
Mr. MARTEL. And I didn’t bring that with me today, but I will

be able to submit that before the September 7th, but that’s
something——

The CHAIRMAN. Well, that’s an interesting idea, yeah, and I
think it’s something we should look into very seriously.

Mr. KENNERLY. We’ve actually been involved with the enterprise
zones through our law firm and stuff, we actually put it through,
and we do have, one of our representatives here, but I don’t know
if—is he still here? He’s on vacation. Kurt here, he’s actually work-
ing with that.

And there’s tribes that got together in the Denver basin, and
that is a big concern for us too, not only us, but other tribes in
South Dakota, North Dakota and everything else. And it’s a hard,
you know, it’s a hard thing for us to put them in rows actually for
us, but enterprise zones would help us out tremendously too.
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The CHAIRMAN. Back to bonding authority you mentioned. Ray,
that’s a concept that initially makes a lot of sense. You mention the
payment and the cash flow difficulties. But even with all that, is
bonding something that you think is pretty promising, or is that a
back burner?

Mr. EDER. Well, Senator, the way we look at it is, you know, we
see with the, like we said, with the court decisions and the Cotton
Petroleum case now, it’s taking away our taxing authority, and we
need that sort of back, the ability to tax to supplement our other
income that we have from other lands and stuff. And we think that
if we ever get back to this—you know, you have to have cash inflow
of some kind in order to get bonding, and you can’t get bonding,
you won’t be able to get bonding unless you have that.

So, I think, you know, this tax incentives thing would help be an
incentive for oil companies to come in and develop, not only just
necessarily in oil and gas, wind energy, and we’re thinking about
geothermal development, maybe having a greenhouse, stuff like
that.

And we need those dollars to get us off the ground, to get us up
where we have a recurring income that would be able to sustain
floating bonds. Got to have that income there. And if we don’t have
it, we can’t float bonds.

So, it’s important to us that this tax credit thing be something
for, especially for development in getting some things off the
ground and get people working.

The CHAIRMAN. Well, frankly I think a lot of the answer here is
the State of Montana, along with the Federal Government and the
tribes sort of get together, but particularly in Montana, the tribes
try to figure out a way to jointly work out these issues. Unemploy-
ment on reservation land is going to continue to be high. And some
of the other problems I mentioned, they’re not going to be solved,
I don’t think, until we just kind of sit down and figure out a way
to jointly work out the economic development.

And I guess the tax question and taxation issues and infrastruc-
ture, it’s really sharing as I see it. Maybe that’s not the best per-
spective, but we have to do that. And you make a lot of very good
points, and particularly the taxation issue. That’s very vexing to
you, I can tell.

Do you know of any solid efforts to try to in an honest, good faith
way to try to get at some of this so there’s greater cooperation and
sharing of revenues——

Mr. EDER. They had at one time——
The CHAIRMAN. In the best sense of the term?
Mr. EDER. They had a committee established to address this dou-

ble taxation issue.
The CHAIRMAN. Yeah.
Mr. EDER. And I think, do you know Mike Webster? Have you

ever heard of him?
The CHAIRMAN. No.
Mr. EDER. Anyhow, he’s supposed to be a nationally known right-

of-way specialist, and he’s also an attorney. In fact, he’s an attor-
ney for Burlington Northern Railroad against tribe on taxation of
that railroad.
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But we had a team, and he was part of that team to address that
problem, and they tried to negotiate or get something going with
the State, but the State didn’t want to and wouldn’t come to the
table.

So then they thought, well, maybe we could legislate something,
and that’s where this tax credit thing idea came in as an incentive
for oil companies and any other business to come on the reserva-
tion.

Because we—reservations can offer tax exempt status to any
company that comes on the reservation and does business there,
provided structure of that agreement between the tribe and that
company are so made in order for them to get that tax credit.

The CHAIRMAN. I think there’s enormous potential on reservation
land, enormous, the work force pool and its resources, and it’s
just—I just wish that more people saw that potential and worked
to try to make it happen, particularly in this State, in State gov-
ernment.

Mr. MARTEL. There’s a reservation in South Dakota that doesn’t
produce a lot of energy, but it does have an intergovernmental
agreement with the State regarding collection of taxes and how it
reverts back to the tribes, and the services are provided. But, you
know, you’re dealing with energy production, and there’s a dollars
at stake, and nobody’s willing to give up their share.

The CHAIRMAN. That’s part of it. But some of those things gen-
erally only work when people work together.

Mr. KENNERLY. That’s the same thing with Blackfeet is, you
know, we do have an agreement with the State too on oil produc-
tion on taxation; but with the other taxations too, with regarding
county on fee lands, you know, we did have an agreement, and
then like I said, you know, there was a court case last year which
went through the system and coming back to agreements with the
county, and probably the best way we can go back to the table is
with them, you know, on an agreement, which we haven’t done yet.

The CHAIRMAN. Before we wrap up here, do you want to address
any of the issues or statements the previous panelists made?

Mr. MARTEL. I think a lot of the statements regarding trans-
mission really affect reservations. One of the things that we’re
looking at too is the construction of a powerplant at Wind River,
but the way it is now, there’s a bottleneck between Wyoming and
Colorado and some of the other areas that we have to really look
at WAPA.

We would like to see WAPA getting more borrowing authority.
We think WAPA has a big role to play in constructing and devel-
oping transmission lines. Wyoming, the whole State itself suffers
from a lack of transmission lines, and that’s something that im-
pacts us.

So, and then in regards to pipelines, that affects the price for us
at Wind River and Wyoming because we don’t have the pipeline ca-
pacity in our area.

Now, one the gentlemen from the panel this morning talked
about $3 for gas, the price for gas. Now, not too long ago, it was
$5. But in some of the areas they’re getting that, but we are con-
stricted because of pipeline capacity.
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One of the things that we’ve kind of thought about from the na-
tional picture is maybe if there was a floor price for the price of
oil for tribes, that they could sell to the strategic petroleum re-
serve. You know, when oil is above $15 a barrel, we could sell on
the open market, but if it drops below, that would—and tribes
could try to sell to the reserve, that would give producers an incen-
tive to come to us, plus give us some stable sources of income to
look at.

The CHAIRMAN. Anybody else?
Mr. KENNERLY. I would agree. Transmission lines for us, with

our projects we’re developing is, you know, it’s actually more fea-
sible for us to go north to Canada because the transmission line is
only probably 100 miles away.

We agree with a lot of the people before us because you know,
that’s the main holdup in a lot of projects is, you know, where are
we going to send this energy and how much is it going to cost.

The CHAIRMAN. Okay. Ray?
Mr. EDER. That’s another problem, you know, Fort Peck had too,

is WAPA is up to capacity on their transmission lines right now.
The CHAIRMAN. They need more borrowing authority, then; is

that right?
Does WAPA need more borrowing authority? I know BPA has

asked us for it.
Mr. EDER. Yes, they would have to have, especially if we develop

wind energy up there, they’re going to have to have it. And then
the same way with the Northern Border Pipeline, they’re up to ca-
pacity on that line.

The CHAIRMAN. All right, I want to thank all of you very, very
much and thank everybody for participating here today.

Mr. EDER. Who’s buying lunch?
The CHAIRMAN. Who’s buying lunch?
Mr. EDER. You kept us through lunch.
The CHAIRMAN. That’s probably a good idea since we’ve all run

out of energy.
But anyway, thank everybody very, very much for participating.

Thank all the panelists. We will take this record and work with it
all.

One of my goals is to make sure that solutions here enhance eco-
nomic development, jobs, high-paying jobs. Second, that rural areas
like Western States participate in any solution here, and also to get
the right balance of conventional, unconventional energy produc-
tion as well as conservation and clearly on tribal lands too, because
we have a separate set of circumstances that we have to address.

I urge everyone just to keep in touch with us and with the Com-
mittee and with the entire delegation, because we’re all working on
these problems together.

I also want to thank a lot of people here that have just done a
great job. And I would like the two ladies here in the front row to
stand. This is Carla Martin and Amber Williams. They’re with the
professional staff, the Finance Committee staff. They have put all
this together. I held the hearing in part to bring all the Finance
Committee staff to Montana, and they’re here. And thank you very,
very much. Let’s give them a round of applause.
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Also, I want to thank our reporter here. It’s Frances Kunz, who
is dutifully, uncomplainingly making a transcript of this record.
Let’s give Frances a big round of applause too.

And behind me are, let’s see, I have Matt Jones and Cary Pugh.
And then there’s Karen Bridges over here. Karen is not—they are
the three that help mostly on the professional level for this hear-
ing. Let’s give the three of them a big round of applause too.

And in my office here in Billings, Jim Corson. Is Jim around?
Ms. PETERSON. No.
The CHAIRMAN. Sharon Peterson. You stand, Sharon? Everybody

knows Sharon.
Liz, is Liz here?
Ms. PETERSON. She’s outside.
The CHAIRMAN. She’s outside?
Ms. PETERSON. Doing her job.
The CHAIRMAN. And, of course, Bill Lombardi, who is standing

there at the doorway.
Jim Foley. I don’t know if Jim’s here or not.
And also so much appreciation for the Rocky Mountain College

folks. They have done just—they provided the facilities here, and
we’re just very, very grateful that they did so, otherwise I don’t
know where we would be. We’d be out in a hot day somewhere, but
thank you so very much.

And Elizabeth Paris with Senator Grassley’s office here.
It’s just another chapter but we’re building. We’re making

progress. Thanks everybody very much.
The hearing is adjourned.
[Whereupon, at 1:05 p.m., the hearing was concluded.]
[EDITOR’S NOTE.—The prepared statements of the witnesses,

along with additional submissions, can be found in the appendix.]
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