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Rep. Alan Olson

Sen. Don Ryan

Sen. Emily Stonington

Sen. Fred Thomas
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Jeff Martin, Legidative Research Andyst
Robyn Lund, Secretary

AGENDA

Attachment 1

VISITORS REGISTRATION

Attachment 2

L CALL TO ORDER

Roll cdl was taken.

MOTION/VOTE: REP. OLSEN moved to accept January minutes. Motion passed unanimoudly.

1} PRIMER ON EMINENT DOMAIN ASIT RELATESTO ELECTRICITY
TRANSMISSION LINESAND NATURAL GASPIPELINES

Krista Lee Evans, EQC Staff, sad that she was the lead taff on the eminent domain study thet the
EQC conducted last year. See Attachments 3 and 4. The premise of eminent domain is that the
sovereign hasinherent powers that are fundamenta to the legitimacy and durability of the government.
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Eminent domain is defined asthe right of the state to take private property for a public use. Both the
gate and the federd condtitutions provide for eminent domain. In Montana, the state or one of its
designated agents can take property through condemnation activities. There are limitations provided in
law on the exercise of the right of eminent domain and a specific process that must be followed (Title
70, chapter 30, MCA).

Just compensation must be made to the property owner under condemnation. The property owner
must be provided due process of law. Eminent domain has to be for a public use, the definition of
which lieswith the Legidature. Land that belongs to the Sate, city, county, or town and is not
gppropriated to apublic use; land that belongs to the state, city, county or town and isin public use, as
long as it would go to a more important use; or private property belonging to any person may dl be
taken using eminent domain. A right-of-way for any public use and any structures and improvements
on the right-of-way may be condemned using eminent domain.

The easement is presumed to be a sufficient interest unless the parties agree that a greater interest
should be taken, or the condemner shows that a greater interest is necessary. The burden lies on the
condemner to prove that the interest greater than an easement is necessary.

The eminent domain processis shown in Attachment 5. There are two primary levels: the preliminary
procedure; and the hearing, judgment and any subsequent proceedings. There is more information
about eminent domain on the EQC webste.

REP. OL SEN asked about the process on federal lands. M s. Evans said sheis not sureif the state
can condemn federa land, rather it isanegotiation process. REP. OL SEN asked if on exidting right-
of-ways, will that dill beabigissue. Ms. Evans sad that you would have to condemn, depending on
who owns the right-of-way. REP. OL SEN asked how the process would work on existing power
lines and structures to upgrade them for someone s suse. Ms. Evans said that you can't condemn
just the structure; you have to condemn the right-of-way and the structures on it. 'Y ou would then have
to pay just compensation for the right-of-way and the structures.

SEN. STONINGTON asked, if a property owner who didn’t want an upgrade on the land, could the
landowner make the case that the state as awhole doesn't need the upgrade. M s. Evans said that you
could make that case, but it wouldn’t matter. In Montanait is never looked a whether the entire
project isneeded. If it isa public use as defined by the Legidature, it can go forward. The landowner
may be able to prove that the property is necessary to the entire project.

REP. OLSEN asked if you have to pay for the rights-of-way, does it become your property. M s.
Evans said that it did.

SEN. THOMAS asked if the state could condemn al the houses in a neighborhood for the purpose of
setting up alow income housing digtrict. Ms. Evans said that it dependsonif itisapublicuse. The
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courts would have to determine that it would be a better use than it is now.

SEN. STONINGTON asked if agenerator wants to connect to a power line 100 miles away, can the
owner design the transmission line to go sraight there. M's. Evans said that could be done with
eminent domain, but that there are other controlling laws, such as MEPA (Montana Environmenta
Policy Act), that will play a part.

SEN. RYAN asked if thereis amaximum time line for the process. Ms. Evans sad that the time lines
are provided by statute, but sometimes it takes longer than is provided for.

t PERSPECTIVESON THE DEVELOPMENT OF REGIONAL TRANSMISS ON
ORGANIZATIONS

For aglossary of terms see Attachment 6.

A. Bonneville Power Administration (BPA) and Montana Power Company (MPC)
Peggy Olds, BPA, presented to Attachments 7, 8, 9, and 10.
Ted William, MPC, said that he has been representing MPC on the RTO West.

Ms. Olds said that FERC order 2000, issued in December 1999, led investor-owned utilities and BPA
to look a the formation of an RTO that works for our region. Some of the things that an RTO should
do isto provide for backup service, manage congestion, handle pardld path flow problems, and
manage its own OASIS (Open Access, Same-time Information System) site. OASIS |ets everyone see
what transmission is available and to purchase power on an equa basis. Order 2000 aso called for
RTO'sthat could monitor markets to prevent market power abuse and "gaming'”, operate a planning
and expanson function, and perform inter-regiona coordination.

Inthefal of 1999, severd uitilities worked on the creation of RTO West: Avista, BPA, MPC, Nevada
Power and others. The proposed RTO West would cover approximately 90% of the high voltage
fadilitiesin the region. The RTO, as a nonprofit entity, will manage but not own the poles and wires.
Therewill be anine member board to govern the RTO. Participation under this modd isflexible.

The Stage 1 filing, submitted to FERC in 2000, asked for approva on the scope and geography, as
well asthe bylaws. In April 2001, FERC approved the governance documents and the bylaws, as well
as the scope and geography. The participating utilities are working to complete that proposd and file it
soon. Thiswill complete the idea of RTO West.

Mr. Williams said that there is very broad and often divergent opinions about how to do these things.
The key to the RTO West development was alot of public process. Thereisaregiona representative
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group that includes abroad base of parties that has worked on the RTO development. When thisfirst
started he was skeptica of the public process and how well it would work. He found that the process
alowed for understanding of dl of the participants. It isimportant that the public process worked as
well asit did. The proposd asit sandstoday isinfinitely better than where it Sarted and that is
because of the public process.

Ms. Olds sad that BPA is participating in the development of the RTO because it isthetie that binds
the region. Everyone agreed that in order to comply with Order 2000, BPA needed to be a part of the
discusson. BPA has brought a strong sense of public purpose to the RTO West development. They

have brought representatives from al perspectivesto the table. That has helped the RTO proposd to

embody that public purpose.

The other important issue for BPA isthat an RTO can help maintain and enhance a secure and reliable
transmission system for the region. That is not happening today with operators managing their separate
systems. The RTO proposal would integrate the region’ s transmission planning function and provide a
platform for dl stakeholders to participate, thereby reducing some of the uncertainty in transmisson
planning. BPA isworking to ensure that the RTO is congstent to the principles that they started with at
the beginning. They are dlill crafting the final concept for RTO West. The next filing with FERC won't
be the last step in the process. Thefiling utilities are intending to ask FERC for gpprova of the concept
consstent with Order 2000 characteristics and functions.

Mr. Williams said that because of divergent interests, thereisn't a general consensus on the issues.
Because of the divergent ideas, there has been alot of give and take in the process. The concept for
the pricing proposa in Stage 1 was good for MPC customers. As they went through the process there
were dl kinds of waysto shift the costs between parties. MPC has a huge geographic areato serve
but is not much load. In contrast, 1daho Power Company, for example, has abigger load in asmaller
area. This meansthat they pay lessfor tranamisson. The classc cost shift iswhen you put those two
entities together and create a revenue requirement and arate based on the combination of those loads.
In that Stuation, Montana s rates go down and Idaho’ srates go up. At the end of Stage 1, MPC was
happy with the pricing proposal. However, that proposa didn’t work for other entities. The god was
to maintain customer rates a the same levd that they would be a without the RTO. Heis not sure that
has been done. Thereisaso aquestion of the signals that will be sent to generators. The pricing
proposd is dill evolving, it may not ever be the best for Montana.

There was agenera belief within FERC that the costs were going to be less than the benefits. When
you get into an areathat dready hasfairly low costs, that may be questionable. At the end of Stage 1,
there will till some questions that didn’t get enough public input. For Stage 2, an outside entity
developed the benefit-cost andysis. The results of the study indicated that the benefits exceeded the
costs by $350 million per year for the region. That study showed that there was substantial benefit to
loads and substantia detriments to generators, but the benefits il outweighed the detriments. They
found that prices went down to everyone in RTO Wegt, except in Montana. The explanation was that
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Montana s costs were chesp now. They will remain low in comparison, but will sill incresse.

Mr. Williams discussed Attachment 11. The model shows that without the pancake rates, the
wheding charges are removed, which means that the generator will get some money back. The benefit-
cost sudy showed amargind change before and after the RTO. The mode saysthat thereisan
increase in cog, but he said the logic may be flawed. Inthered world, if the generator is competing
with generators who are sourcing power from outsde the system, the power price a the mid-Columbia
is lower than a the Montana border because there is an additiona charge made by BPA to use their
system. There will be another additiona charge for using the MPC system. In the RTO world, the
price of power a the Montana border is the same as the mid-Columbia price. His suspicion isthat
both ideas are allittle bit right and are dependent on supply and demand. He thinks that we have to
decide whether the cogt-benefit andlysis is accurate for Montanatrue. He thinks that the RTO will be
good for competition, but we need to be careful that the RTO does what it isintended to.

REP. GALLUS asked if the RTO will increase the number of benefactors to the Columbia River
system and BPA generated power. Ms. Olds didn’t think so. She thinks that the RTO, will lead to the
efficient operation of the system, the resolution of pancake rates, and a reduction in some barriers.
REP. GALLUS asked, with an RTO that includes southern states, would those states be considered
benefactors of the Columbia River Sysem. Ms. Olds sad that they havetried to protect existing
contract rights, so current BPA contract holders will not be forced to abrogate any existing contracts.
Thismodel protects those contracts.

REP. BROWN sad, if Montana agrees to join an RTO, there needs to be an economic benefit to the
group asawhole. Wewould end up flat or paying more. He asked if Montan would benefit by joining
an RTO. Mr. Williams sad that dthough Montanais out on the end, the elimination of pancake rates
may bring everyone into the middle. There will be more access to supply dternaivesin Montana. In
the future, it would be cheaper to get power from other areas without having to pay the pancake fee.
Thetranamisson in Montanaon afirm bassisfull. RTO West diminates the digtinction between firm
and non-firm, so it will alow more opportunity to use the transmisson system.

Michaed Early, Columbia Falls Aluminum (CFA), said that he has been working on thisissue since
1996. He thinksthat the Subcommittee is asking the right questions. What isit going to cost the Sate?
Who gets the benefits? What does the sate losein jurisdiction and control over ratesin the future?
They were at this stage four years ago with IndeGo (Independent Grid Operator). The IndeGo
process collapsed because the pricing system didn’t work for each state. Thereis a new proposal
before usthat is very complicated and dedls with a significant amount of money. We need to be certain
about what path we are going down. We don’t want to change our minds down the road.

REP. BROWN saditisal right if the rate goes up some, if thereis abenefit. The benefit that he sees

isthe ability to get rid of some of the condraintsin the system. Mr. Williams said that the RTO
enhances the ahility to relieve congestion, but it isn't agiven that the RTO will lead to millions of
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investment in transmisson. It is better enabled with the RTO than it istoday. One of the big
advantages is the ability to reieve congestion in the future,

Ms. Olds sad that we will not know with precison what the rateswill be. In RTO Wes, they
attempted to congtruct a pricing model that would promote efficient use of the transmisson system, to
avoid subgtantia increases in cogts among existing ratepayers, and to diminate pancake rates. The
pricing modd includes the use of a company rate. BPA customers will see the rate that they see today.
They have added an inter-company payment for long-term contracts that they now have to avoid cost
shifting. A transmission reservation fee (TRF) was dso added. That fee would be charged to those
who don't have transmission access now. The chart in Attachment 11 shows what will hagppen in an
RTO West scenario.

BPA customers will pay the BPA rate. If BPA needs to purchase additiona power to serve load, they
would have to pay the TRF like anyone dse. That is not unlike what it is hgppening today. Whet they
can't say yet iswhat the price on the index will be.

SEN. STONINGTON asked what say does the state Legidature have in whether the Sate joinsthe
RTO. Ms. Olds sad that they would have alot of say through the public process and the control over
MPC. SEN. STONINGTON asked, in terms of statutory authority, the state can't say whether it will
jointhe RTO. Ms. Olds said that is correct. SEN. STONINGTON said that it would redly be up to
MPC as to whether they join the RTO and the Legidature' s ability to influence that.

B. Rural Electric Cooperatives

Bill Drummond, Western Montana Electric Generating and Transmission Cooper ative, sad
that they serve 50,000 customersin Montana. Everyone would agree that there are problems with the
current system that need to be fixed. He does't know if RTO West isthe right proposd to resolve
those problems. The goa for cooperativesis rdiable service to their loads at cost. RTO West isavast
improvement over other proposals that have been seen. The cooperatives need to ensure that
preexigting contracts will be honored. Load service and contractua rights must receive equa service
rights under RTO West. Cooperatives don't want to be forced to convert contracts to RTO contracts.
All wholesde transmission facilities must be included in the RTO West. There needs to be net benefits
to consumers. Cogt shifts need to be minimized. Company rates need to bein place for 10 yearsto
help mitigate cogt shifting. There need to be three RTO' s in the west, but one power market. They
don't want asingle RTO for thewest. They fed that RTO West should remain a not-for-profit entity.

The draft cost/benefit study is premature. The numbers are till being reviewed. There need to be
additiond studies done. Relying on the results of the draft study isrelying on what you think you know
that isn't necessarily so. RTO West isthe best modd seen to-date. They will continueto work onit's
development.






E. Columbia Falls Aluminum Company

Michael Early, CFA, sad that costs for the RTO and Cdifornia are higher than that found in
Montana. He said that the cost benefit study isn't done yet. The cooperatives want acompany rate for
aslong asthey can haveit. They want to be insulated from the RTO because they are not comfortable
with it. Heisnot persuaded that the company rate will be the same for the rate that you would pay
absent an RTO. Part of what the RTO does is diminate the pancake rates, making it cheaper for
Montana resources to get to Cdifornia. If generators in Montana can get out-of-state loads, what will
the impact to the loca customers be? The state’ srole is still in question as to whether the state PSC
has to gpprove the transfer of control of these assets to another entity. Thefiling utilities have indicated
that they intend to make aformd filing with each state PSC asking for gpproval. This process will
dlow for these issues to be explored in aforma setting to make an informed decison. There are things
the state can do to ensure that the proposdl is onethat is sufficient. For supplementa information see
Attachment 12.

E. Governor’s Office

Mark Lindberg, Governor’s Office, said that the Governor wants one voice about thisissue. Heis
chalenged with providing the Governor information. He participated last week in the Nationd
Governors Association task force on dectric infrastructure. It was an executive policy forum that
made some recommendations to current policy. They devel oped some principles that will be discussed
this month. The Western Governors Association is aleader in the nation in providing the mode of what
an RTO may or may not look like. At the task force meeting 8 out of 11 states were represented.

What the RTO isgoing to be, isjust getting started. The next step isto gather the information and see
how it will work for Montana. The debate is how can the RTO be shaped to best fit Montana as well
asthe other western states. The Western Governors Association supports the establishment and
enforcement of regiond dectric riability standards; they oppose any amendment to SB 1766 that
would jeopardize needed transmission; they want to modify federa intruson to state retail eectric
decisons. The posgition is the states should have the right to make their own decisions. These positions
have been sent to the Vice President and to members of Congress. The Association is suggesting that
HR 3406 needs to be amended to authorize regiona advisory bodies of satesto which FERC may
defer.

Montana must be able to influence how the proposa will come out. He presented some maps,
Attachment 17, that show where transmission lines in the western states.

REP. GALLUS asked if thereis any technology coming that could make this a bad invesment in the
long run. Mr. Drummond said no. Much of the investment that is necessary in the system now is
going to have to be made whether or not thereisan RTO. System congestion requires alot of the
invesment. Efficiencies can be gained by redesigning the way the transmisson sysem is operated. Itis
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more a question of what sort of efficiencies that can be garnered quickly and chesply. REP. GALLUS
asked, with the idea of three RTO' s in the west, what would the RTO that would include Montana look
like. Mr. Drummond said it would include Montana, 1daho, Wyoming.

MR. WHEELIHAN asked if that meant al of Montana or where the two grids meet. Mr.
Drummond said that would be where the two grids mest.

SEN. RYAN asked if the cost would be the same for energy coming from Californiato Montana as
energy from Montanagoing to Cdifornia. Mr. Williams said that it would not be the same. Thereis
the pancaking of rates going in both directions. With the RTO, the generator in Montanawould pay a
transmission fee to use the RTO West system. There have been discussions between RTO West and
Cd 130 to diminate the seam problem so that the party does't end up paying multiple rates to use the
Cd I1SO system. A generator in Cdiforniathat wants to serve a Montanaload would smply pay the
Montanarate to get to the Montanaload, and possibly arate for Cal 1SO in addition. The &hility to
transact seasonal changesis enhanced. SEN. RYAN asked if thereisany lineloss. Mr. Williams
sad that isahuge issue and is not addressed currently in the RTO West proposdl.

Mr. Early sad that we are not going to know what is happening in Cdifornia. If agenerator in
Montana wants to get to the California border, does it pay a different charge than aload that wants to
send the same energy back to hisload? The answer under the current model isyes.

SEN. STONINGTON said that the volatility of the market makes her unsure about what we are
doing. The mgor competitive advantage of Montanaiis that it is resource rich and has low energy
costs. Montana may lose whatever competitive advantage it had under the RTO. Who is advocating
for Montana, the consumers and economy of this state? What are our options to insulate ourselves
from the increased cost? Mr. Early sad thet thefiling utilitiesintend to file with the Commisson. Mr.
Williams said that he does not think that the PSC has approva authority over MPC' s participation in
the RTO. Mr. Early said that if there is no gpprova authority, it becomes a politica question. What
political influence can be brought by Montana to ensure that the state’ s needs are met by the RTO?
Thereisalot of push on MPC to do join the RTO. The state needs to determine whether the RTO
meets the needs of the state. If not, the state needs to push back.

MR. WHEELIHAN asked what the time frame for the modd to be reworked is. Ms. Olds sad that
the contractor that did the initid study isto have it done by February 24. BPA has contracted to have
additiona sengtivity andyssto modd things such as high and low water years and to test the
robustness of the model. BPA expects to have that work done by February 27. BPA hasadso
contracted to assess the reliability of moving to an RTO. Would an RTO protect the region against
longer, more severe outages? That study has to be done by the end of February.

SEN. STONINGTON asked, if the investments need to occur anyway, why is FERC pushing o
hard. Ms. Olds said that FERC istaking a nationa perspective. Order 2000 is abroad brush stroke
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to address problems that have been seen across the country. In the northwest they have a stable
system. They need to assessif thisisthe right thing in our areaand if it works based on our principles.
FERC is pushing hard, but that doesn’t mean that the States have to go there.

Mr. Drummond said that the cheap rates are aresult of low cost resources and regulation. That
regulatory structure is gone. We need to focus on the marginal resources and the new resources that
arecoming in. Interms of gas-fired generation, we don’t have a competitive advantage, but we do
have one with cod.

Mr. Lindberg said that we need to understand the business part of it. He doesn’t know if that part of
itisapolitica process. The governor has said that we want to be a part of the RTO and that we don’t
want FERC jurisdiction in deciding what an individua state should do. The chairman of FERC has said
that they would like to see these issues handled by the States. The Department of Energy isleaving a
little window of what line or lines they would like to pinpoint as a nationa security issue. The nationd
adminigtration hasn't decided if thisisanationa security issue. |If that turns out to be the case, thisisa
moot issue.

v ALBERTA-MONTANA TRANSMISSION CONNECTION

Ted Williams, M PC, said that the intertie between Montana and Alberta goes back many years. At
that time MPC was looking at sdlling power into Alberta. In the end it was too expensive and never
happened. Seven years ago, the intertie was looked at in more detail, but ill didn't pan out. Twenty
years ago, transmission didn’t have to stand on its own but now it does. The question that dways
comes up is: who is going to pay?

Gary McWhorter, MPC, said that 7 years ago, MPC looked at construction of 40 miles of 240 kv
line from Western Area Power grid to the Shelby substation and north to the border. Very preliminary
siting work was done. At that time there was a 7% cost increase; that has roughly doubled. It isa$60
million project to construct.

Mr. Williams said that 20 years ago they were looking to export power to aload that needed supply.
Today they are looking at the intertie as an opportunity to have another source of supply into Montana
and help increase competition in the state. It iskey that thereis a phase-shifting transformer that is part
of the hardware package. That transformer would alow both import and export of power.

SEN. THOMAS asked, if thisis built, would the people who are using the ectricity that flows over it
who pay for it. Mr. Williams said that in cost-based regulation the answer would beyes. Ina
market-based stuation, if the supply is greater than the demand, then there will be suppliers who decide
to take on some costs to get to the market. If demand outweighs supply, the customer will have to pay
for those costs. We are talking about a revenue requirement increase for MPC of 14 or 15 % to build
that line. SEN. THOMAS said that is not aregulation. Why does the ratepayer need to finance the
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cost of theline? Mr. Williams asked if the use of the line is to serve the ratepayers, why shouldn't
they pay for it. SEN. THOMAS said that they are dready paying transmission costs to get their
power right now. Mr. Williams said that incrementa investments have to be recovered somehow.
SEN. THOMAS asked if MPC would charge the ratepayers less from somewhere else and charge
them for using the ling; or isthis aregulatory thing that the ratepayers get suck with. Mr. Williams
sad that FERC' s palicy isthat transmission facilities should be dl rolled together and asingle rate
determined. They have said that the utilities can charge for specific facilities and charge the grester of
market. If MPC puts that money at risk and then market conditions change, nobody will be using that
lineanymore. SEN. THOMAS said that it depends on whether there is aregulated environment. Mr.
Williams said that there are instances where generators have built transmission on a project finance
bass. FERC said that wasfine, but it isadifferent risk profile. Who isit that is going to take the risk?
Thatiswhat isat issue. If theline' s primary purpose isto serve the load in Montana, MPC may eect
to do that. At thispoint, MPC is not convinced that the line will pay for itsf.

REP. OL SEN asked how does Montana encourage transmission in Montana, rather than bringing
power from out-of-state? Mr. Williams said that if there was judtification for transmisson out of
Montana, that isan option. REP. OL SEN said that if thereis aneed for power in Montana, couldn’t
MPC better spend that money in-state rather than to import power from Canada. Mr. Williams sad
that you need supply in the sate. Asabuilder of transmisson heisgoing to invest where it is the best
to recover the cods. Clearly, better infrastructure in Montanawould help things like the job base in
Montana. REP. OL SEN asked if there was the commitment for transmission in the state, wouldn't
that benefit Montana more than building transmisson out of Canada. Mr. Williams sad thet this
intertie isn't something that MPC is advocating. Asto building transmisson from Montana into the grid,
if it makes senseto do that MPC would be willing to do that as well.

SEN. STONINGTON asked about the regulatory authority over transmission in therate base. Mr.
Williams sad that wholesde transmisson is regulated by FERC and retall transmisson isregulated by
the PSC. Thereisa$50 million annua revenue requirement associated with MPC transmission. MPC
recovers some of that revenue from wholesde activities and the rest isin state jurisdiction and is part of
the state rates. SEN. STONINGTON asked for the percentages. Mr. Williams sad that roughly 2/3
isrecovered in state rates and 1/3 is recovered through wholesde activities. SEN. STONINGTON
asked if MPC decided to build the line to Albertain order to increase supply in Montana, would it have
to be approved by both FERC and the PSC. Mr. Williams sad that it would.

\YA FEASIBILITY OF REGIONAL DC LINES

Larry Taylor, FGS and Associates, referred to Attachment 16. He briefly described the technica
aspects of the AC system and why DC makes sense in some cases. In AC systems, you may be ableto
improve power flow but when you get to the saturation point of the AC components, some big
investments are required to improve the transmission flow.
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A generation control areais where the generation and the load are balanced in ared time, reliable
manner. Increasing the generation into the grid causes the power to flow. If the baance is off, power
will flow outside the control area. When transactions are made in different aress, aflow is scheduled; in
redlity, the power does't flow over the intended lines. If you build aline, you may encourage flow on
that line that you did not intend and you may run into congtraints on a transmisson system.

Transmisson systems must be able to withstand contingencies without the loss of load. When we look
a improving transfer cgpability of an AC system, we have to look &t al the dements of the network
and find out wheretheredtrictionsare.  In some cases it may require an upgrade to a smaler part of
the system.

The DC system is much smpler. 1t can move the power in a controlled manner from one point to
another point. The advantage of aDC lineisthat power goes where you want it to. Other advantages
include: lower line losses, narrower right-of-way,. and the ability to build aDC line over an AC
system, which frees up locd transmisson capacity. DC transmission lines cost is about 1/3 of the cost
of aAC linefor the same power transfer cgpability. A DC line requires aconverter sation. The
disadvantages of a DC line isthe cost of the converter sations and the fact that an AC system must be
designed so that it can accept the DC power.

After you have run out of AC transmission, the question becomes: what next? Are you going to put in
more investment for building more AC or are you going to integrate DC and useit with the AC? You
et the benefits of being able to get into larger markets usng aDC system.

REP. OL SEN asked about the financing of DC projects. Mr. Taylor sad that the technology has
been in use for many years. However, it takes economic judtification for building something like this. It
would open up Montana' s natural resources to be a supplier for other parts of the country. With
deregulation, he doesn’'t see that anyone will step out and do this. It would take a large entity to do this
because it would require amgor investment. 1t may be put together in pieces and eventudly work
toward agrid. It will disolace energy on the existing AC sysem. REP. OL SEN asked whether aDC
system going over to Washington would bypass the bottlenecks that BPA isworking on. Mr. Taylor
sad that it could do that. It would be the next phase after fixing some of the smaller AC bottlenecks.
The BPA fixes are rdatively low in cost and can improve the through-put of the AC sysem. The
question is, after you do that, where are you going next? DC isalong-term solution. He doesn’t know
if putting in a DC line would be the most cost effective way to Sart. There are other waysto improve
the through-put of an AC line. If you do redl-time control of the AC system, then you can operate the
transmisson a a higher through-put. If you take advantage of the thermo limitations of the system, you
can get ahigher through-put. One of the concerns with the transmisson issue that he hasisthat we are
gpending alot of time trying to manage a scarce resource rather than fixing the resource.

Vi MONTANA-DAKOTASREGIONAL TRANSMISSION STUDY AND RELATED
TRANSMISSION ISSUES
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Ed Weber, Western Area Power Adminigtration (WAPA), referred to Attachment 14. Hesad
that WAPA isamgor transmission provider in the state of Montana. They have 1,500 miles of
transmission, primarily in the eastern part of the Sate.

At one time the states operated as idands, with generation built where the loads were. Now market
conditions have changed. The FERC mandated the separation of generation and transmission, o now
generation can come from anywhere. The tranamission system is congrained and being used in ways
that it wasn't designed for. In Montana there are some congraints limiting both imports and exports.
The east-west intertie, the Ydlowtail South, Butte South and the Pacific Northwest are examples of
those condtraints.

The transmisson system seems to be the limiting factor. The regiond study sets the stage for problems
that have occurred in North Dakota and Montana, as well as other parts of the country. The regiona
transmission study was funded by Congress. The study is to be completed by independent contractors.
It will consder new generation sources in the Montana and the Dakotas regions, transmission upgrades
that can be made to integrate new energy sources, transmission to markets outside of Montana, and
cost estimates to build.

Like Montana, North Dakota has congtraints for getting power out of the state. The study will look at
options for enhancing and upgrading the tranamission sysem. The study examine five generation
locations and transmission options for each of those locations. They are only looking at transmisson as
far as Spokane. They have adso consdered Alberta as a potentid market. The optionswill ook at
integration with the existing transmisson. They want to take advantage of the existing infrastructure with
upgrades being done in stages. They will have the report out by early summer 2002.

WAPA isdoing asmilar sudy in North Dakota looking a transmission to the eadt.

SEN. RYAN asked if the study was only about physica capability of transmisson or contractud ties.
Mr. Weber sad that they are focusing on the physical capacity of the system and not contracts

MR. WHEELIHAN sad that the study will be published by July 1. Robin Johnson, WAPA, sad
that the initid plan wasto get it done by June 1. After expanding the scope of the sudy, they are
thinking that it will be late June beforeit is ready and it will be published on the web ste.

SEN. STONINGTON asked what recommendations will come from the sudy. Mr. Weber said that
they are going to try to rank the different transmisson dternatives with the combinations of generation
They are not going to rank the generation projects. SEN. STONINGTON asked if they are looking
at 530 or 240 kv linesto the Bell substation. Mr. Weber said that was correct. SEN.
STONINGTON asked if that came out as the top priority, then the recommendation would be to do
that to improve the system in the western region. Mr. Weber said that they are looking at the best
bang for the buck to unbundle the resource pool. There are severd proposas for new generation.
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They are looking at the different directions for each of the generators. SEN. STONINGTON asked if
thiswould give priorities that would dlow for the most transmission to pass through the system.
Mr. Weber said that was correct.

Mr. Weber sad that the Great Falls to Havre to Fort Peck was one of the oldest lines. 1n 1986, the
section from Havre to Fort Peck was rebuilt. Now they are going to rebuild the first section. They will
doita piecea atime over severd years. For other transmission studies see Attachment 14. The
Miles City DC intertie expansion is getting alot of attention. WAPA has had inquiries about expanding
that. If they expand the intertie, they will have to expand the transmission on both sdes, which may not
be the best way to go.

What will WAPA do to provide new transmisson? The amount of transmisson that they sdl hasto
offset the cost of building that line. A long-term contract is needed. Other thingsto look at for
encouraging new transmisson are economic incentives, market forces, RTOs, and state and nationa
legidation.

SEN. STONINGTON asked about the time frame. Mr. Weber said that with just the projects that
WAPA isworking on, they are looking at 2004 or 2005 for completion. He would say certainly within
the next 10 years there will be a new mgor transmission project announced. SEN. STONINGTON
asked about who is going to pay for it. Mr. Weber said that WAPA would absorb the costs and
gpread those out over the transmission users. If they increase the load, it keeps the network service
rate lower. SEN. STONINGTON asked if the coststo the ratepayer would go up. Mr. Weber sad
that they wouldn't. They would recover enough through the tariff that they wouldn't have to raise the
rates. There are costs associated that may be assigned to the project. Some of the projects will have
to absorb some of the costs themsalves.

SEN. THOMAS asked who regulates the rates. Mr. Weber said that the rates are reviewed by
FERC, but rates are approved by the Secretary of Energy. SEN. THOMAS asked if Mr. Weber had
been in contact with representatives of announced projects. Mr. Weber said that some of the projects
have made requests to interconnect with MPC, so MPC would dedl with those studies. WAPA has
had a number of requests to interconnect with WAPA’s sysem. SEN. THOMAS asked if Mr.
Weber had to decide right now where to build a new transmission line to sdll to the west coast, where
would he put thet line. Mr. Weber said that he would build a 500 kv line from Coldirip over the divide
to Spokane.

SEN. STONINGTON asked if that hypotheticd line would follow the BPA corridor.
Mr. Weber sad that there is mgor generation being proposed in Great Fals. Heis thinking ahead
that if generationisin Great Fals, they are very trangmisson limited right now.

I  UPDATE ON FEDERAL LEGISLATION AFFECTING TRANSMISSION
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MR. WHEELIHAN sad that congress action is very fluid. There are 2 hillsthat have the possbility
of affecting transmission in Montana. In the House hill there are incentives to build transmisson that
investor-owned utilities like, but public power doesn't like those same provisons. On the Senate Sde,
the bill islessliked by the investor-owned utilities, but public power likesit more. It isavery fluid
gtuation where the language and momentum changes daily. He referred to Attachment 15, a section-
by-section summary. Thereisalot of tug-of-war. It isimpossble to predict whet this legidation will
look like and when it will move. The bills ded with FERC jurisdictiona issues. There are questions
about interconnection standards. Incentives to build new generation are mentioned.

Vil  REVIEW TRANSMISSION WORK PLAN AND SUBCOMMITTEE
DISCUSSION

MR. MARTIN referred to the draft work plan, see Attachment 16. The work plan isbased on a
series of questions such as, what are the transmission needs in Montana and how do the proposed
generation projects affect those needs? How does transmission affect the market structure of eectrical
energy? What are the planning and development functions of BPA, WAPA, the state, and others?
What are the costs of new transmission and who benefits and who pays? What are the impediments to
new transmisson? What isthe statessrole in formation of the RTO? For acomplete ligt, refer to
Attachment 16.

Thework plan is designed to assst the Subcommittee in determining the scope of what the
Subcommittee will take on for the rest of the interim. Hopefully the information and analysis will help
the Subcommittee determine whether the state can formulate redistic public policy. The ideathet this
Subcommittee can serve as aforum for discussing how the state can get involved in these issues was
added to the work plan.

SEN. STONINGTON sad that thisis a complicated field, but it would be helpful to kegp arunning
tab on questions that may affect policy issues that they may want to undertake. For example, they have
heard that the RTO will cause ratesto go up. She would like to know that the PSC has the oversight
authority to approve thoserates. There are alot of questions that have been raised, she wants to make
sure that we are asking the right questions far enough in advance that we are protected. We should at
least know what the options are. There needs to be some accumulated effort.

MR. WHEELIHAN agreed. The Subcommittee needs to know who has what jurisdiction over what.
The ideawould be to dways be thinking about what the role of the dateis.

SEN. STONINGTON said that the one theme that keeps coming up is PSC authority. The pand
discusson in the next meeting about the ate’ srole is good, but it should be more than just
enhancement.

MR. MARTIN sad that the questions reflected issues raised by the Subcommittee. The
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Subcommittee should focus on questions that they want to consider at the next meseting.

MR. WHEELIHAN sad that maybe Subcommittee members should have discussions throughout the
meeting between panels and speakers.

MOTION/VOTE: SEN. STONINGTON moved approva of the work plan with the additions.
Motion passed unanimoudly.

IX OTHER BUSINESS

REP. GALLUS asked about the natura gas supply and tranamission for the Continental energy project
inButte. MR. MARTIN said that the Continental project has undergone an EIS, which can be found
on the DEQ web page. Chapter 2 describes the construction and siting of natural ges pipdines. A
representative of Montana Power Co. didn’t see any technica difficulties with the construction of the
pipeline and sorage facilities. There will be some issues rdated to eminent domain and environmenta

impacts.

REP. GALLUS sad that he has been informed that Montana Trout Unlimited isn't opposed to the
pipelineinits entirety, but they are concerned about how the pipeline crosses some of the streams. He
would like to keep the committee informed of thisissue.

X ADJOURN

There being no further business, the meeting was adjourned.

Cl2196 2091jfxa
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