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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. 1454
House Industry, Business and Labor Committee
Q' Conference Committee
Hearing Date February 5, 2003
Tape Number Side A Side B Meter #
1 X X Both sides
2 X 0-5000
Committee Clerk Signature Eﬂ_i/),(]l ¥t f{b g ij){,uu )
Minutes: Chair Keiser: Opened hear?ng on HB 1454.("J
l “N  FOR:

Rep. Carlson: Served on interim committee for “Electric Utilities” and has looked at the

% territory integrity resolution. The committee has no recommendation and the bill did not come
out of committee. Feels the bill is good because it shows we have growth in our cities. Without
growth, this would not be a problem. This bill deserves action because the cities want it to be
resolved by the Legislature,

Rep. RaeAnn Kelsch: Believes current law is unfair to Investor Owned Utilities (IOUs).
Rep, Hawken: Supports the bill. Regulations are unfair. Loans and interest rates ate not the
same and believes this is bordering on antitrust,

Rep. Brusegaard: This bill is a reasonable approach to growth. There is nothing evil about

corporate structure. Need cooperation because this is a well reasoned approach to utility
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Page 2
House Industry, Business and Labor Committee
Bill/Resolution Number 1454
N Hearing Date February 5, 2003

Sen. Tollefson: Would like to see cooperation between the IOUs and Rural Electric
Cooperatives (RECs). The average person could care less where it comes from as long as it’s
reliable. We need to work together for the betterment of the state.
Dennis Boyd (MDU): Refer to first page of written testimony.
Bob Graveline (Utility Shareholders): Supports with written testimony and offered
amendment.

Rep. Ekstrom: Concerning subsection 2, line 10, have you started talking about negotiating

process with the RECs? Graveline said that they have not to his knowledge. There is no

’ emergency clause and is sure they would get it done before the law took effect.

? Rep. Severson: How many IOUs are in ND? Xcel and MDU for sure. Ottertail power supports

’ - some ND residents.

J Rep. Froseth: RECs are not regulated by PSC. How will negotiations work if they are not under

| the PSC? Graveline said that the power plants and the transmission is regulated. They would
bring the negotiations under the eye of a third party.
Rep. Thorpe: Asked if Xcel is in MN. Graveline said that the headquarters is in Minneapolis.

? Rep. Thorpe then asked if MN has a law for equal growth. Graveline deferred to Kent Larson.

Kent Larson (VP of Xcel Energy in ND, SD, and MN): Supports with written testimony.
Rep. Ekstrom: What investments could we expect to see from Xcel? Larson said they are
looking at a 400 megawatt wind generator in the next few years and are also hoping to work with
Ottertail for more transmissions.
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House Industry, Business and Labor Committee
Bill/Resolution Number 1454

Hearing Date February 5, 2003

Rep, Thorpe: Does MN allow for equal growth in their cities. Larson said that ND is different
from MN and SD. In 1965, ND drew lines around the cities. MN and SD serve rural customers
because the RECs and IQUs share lines.

Rep. Nottestad: Page 2 of the testimony says the growth in Fargo has only been 1%. How does
this compare to Bismarck and Grand Forks? Larson said that the 1% is just in Fargo. Not sure
about the other cities, but he could get the information.

Rep. Boe: Ifthe IOUs all want to get As, should the RECs get Fs? Larson said that thisis a
sharing proposal so both can be successful.

Chuck McFarland (Ottertail Power): Ottertail does not have a direct stake in this because they
don’t serve large cities; they serve the rural areas. They are not growing. In fact, they have fewer
customers than in 1997, Eventually REC will get all new customers within the cities. MDU and
Xcel are frustrated for not being able to grow. City boundaries are barriers to growth, A change
in law would let providers focus on excellent service to customers. Ottertail has not raised rates

since 1987, The Legislature should instill a sense of competition to keep the companies focused

on customer service,

Martin White (CEO MDU Resources): Supports with written testimony,

Rep. Thorpe: Didn’t MDU sign with Capital Electric? White said they had some time ago and
built around city limits. Rep. Thorpe then asked if there are any benefits for Basin Electric in the

bill. White said that Basin will to speak to that end, but the bill does allow for growth to both,

Bob Graveline: Supports with more written testimony.

Rod Backman (Covenant Consulting Group): Neutral with testimony.

‘ N
Information Systems for miero g o
f records 4ot ondr ot juan National Standerds Institu
Im are accurate reproductions o ared £0 KA e Amorio  irticite
me mzﬂm&ﬂ‘:h?ﬁg%& ZhJuiJJ o bus'mf”'h Tfhﬂn?:;tion?;:fh;goygof:slsexett:gible than this Notice, it {s due to the quality
Were a0 :

(ANSL) for archival microfiim. NOTICE1 &
S e Fa (et &y (“J}//mpk | (0o o/ﬁ

Dperotor’s Signature

g




gé&‘m

’i;(

SR 'ﬂ
Page 4
House Industry, Business and Labor Committee
Bill/Resolution Number 1454
Hearing Date February 5, 2003
AGAINST:
Rep. Wrangham: Opposes with written testimony.
Rep. Kasper: They are asking for fairness. 100% of the land was given to the RECs, What was
fair about tl:4t? Wrangham said he was not sure he understands.
Rep. Ruby: The agreements were renewed. What happens if they are not renewed? Wrangham
said the renewal is up in 2013.
Sen. Robinson: Served on interim committee. Sees few problems with TIA. IOUs have
concerns with no growth, but feels that is not a problem unique to them. Passing this legislation
would be irresponsible. Risk is involved with the change. The real problem is that there is no
growth in ND and everyone is struggling to get a piece of what growth we do have.
Harlan Fugelston (GC and Gov’t Relations Dir. of ND Assoc. of RECs): Opposes with
written testimony. In addition, said that they pay 2% gross receipts tax, which is actually more in
property tax than the [QOUs. Taxes should not be the reason to pass the bill.
Rep. Klein: Page four of the testimony mentions turning facilities over. Thought you would
just continue to use what you have. RECs would be grandfathered in and not lose existing
customers. Fugleston said that is correct, but when planning, you do not want to do it
“piecemeal.” This leads to a situation of under utilization.
Rep. Kasper: Can you explain the unconstitutional comment? Fugelston said that the
Constitution was approved by the people in 1981 or 1982 and reviewed by the Supreme Court.
Issues of unconstitutionality have been raised, but no actions have been taken.
Scott Handy(Pres./CEQ of Cass Co. Electric Coop, Kindred): Opposes with written
testimony.,
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House Industry, Business and Labor Committee
Bill/Resolution Number 1454

N Hearing Date February 5, 2003

Rep. Ekstrem: What have you done for economic development in Fargo? Handy said that they
give about $37,500/yr to the Econ Development in Fargo. They also give manpower to the
organization,

Rep. Severson: Has your growth of 5% come from the extraterritorial area? Handy said that the
bulk of their growth has.

Rep. Keiser: Ifit is passed and you negotiate, do you anticipate staying in the area or would you
sell the infrastructure you have? Handy said this is a decision they would have to contemplate. It
would be expensive to continue creating infrastructure that they would not use.

Lars Nygren (Gen. Mgr. of Capital Electric, Bismarck): Opposed with written testimony.
Rep. Klein: What is the difference in rates you charge in Bismarck and Sheridan? Nygren said
there is an 8% differential,

Pam Geiger (Dir. of Mor-Gran-Sou Electric): Opposes with written testimony.

Rep. Klein: Asked for clarification on the map. The light pink is the area for growth through
the agreement.

George Berg (Pres/CEO of NoDak Electric Coop, Grand Forks): Opposes with written
testimony.

Rep. Keiser: Do you have data on NoDak growth in comparison? Berg said there wa; no data,
but most likely comparable. Not sure.

David Loer (Minnkota Power): Opposes with writter: testimony.

REBUTTAL:

Dennis Boyd: Summary with written testimony.
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House Industry, Business and Labor Committee
Bill/Resolution Number 1454

Hearing Date February 5, 2003

Rep. Severson: After the TIA Act, when did growth stop? Boyd said that he can not say it has
stopped. It has slowed like everyone else. The 1970s service agreements came from
constitutional issues.

Rep. Severson: RECs also struggle with out-migration and decline in business. If RECs lose
local area, would the IOUs serve the rural areas? Boyd reminded the committee that the IOUs
were first in the state in the 1930s.

Rep. Keiser: Are you not currently managed through local service agreements? Boyd said they
were forced into the agreements in the 1970s and have worked reasonably well, They want to be
allowed to enter into agreements further out.

Dennis Hill (Exec. VP of ND Assoc. of RECs): Opposes and summarizes with written
testimony.

Rep. Ruby: Can you respond to the differences in rates that Mr, Boyd has presented? Hill said
that the rates are subject to debate. Higher costs come with serving the rural area. They use a
methodology to get the rates by using many factors.

Rep. Zaiser: What is your reaction to the IOUs when they say they were forced into the service
agreements. Hill said he wouldn’t use the word “forced,” They were willing parties and signed
the agreements. Agreements let the [OUs push boundary out. It is a win-win.

Rep. Kleln: Can you explain the dip in consumption in 1986-87? Drouglit years.

Rep. Keiser: Is it possible to generate charts with just the areas addressed by the bill? Hill is not

sure if the IOUs break out by territory in order for those charts to be done.
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House Industry, Business and Labor Committee
Bill/Resolution Number 1454

/‘\ Hearing Date February 5, 2003

Rep. Severson: Were the agreements an answer to the local residents? What is their reaction or
the perspective of the cities? Hill said he can not speak for the cities, but no one has said there is
a problem,

Kent Tweaton (Nodak REC user): TIA has worked. This bill would be a win-lose situation in
favor of IOUs. Concerned his rates would go up. Xcel is huge. It would not hurt them if they
have to sacrifice growth.

Mark Sitz (Farmers Union): Opposes with written testimony for Richard Schlosser. Advances
in agriculture have come through as a result of RECs work. Important to keep TIA because it
minimizes disputes and limits wasteful duplication of facilities. This is not in the consumers’

interest. Coop facilities would be underutilized. Bill is only for IOUs.

"\ Brian Kramer (ND Farm Bureau): Opposes with written testimony

Chair Keiser: Closed hearing on HB 1454
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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. 1454
House Industry, Business and Labor Committee
Q Conference Committee

Hearing Date February 10, 2003

| Tape Number Side A Side B Meter #
! 1 X 1100-2885

( Committee Clerk Signature 8 ,(J%LZ]CU\, ?APLLM_)
(]

‘ Minutes: Chair Kaiser called on Rep. Klieg to give an overview of the TIA bill and summarized

Y some of the issues. Rep. Klieg has been on the interim committee looking at this issue.
Rep. Klieg: There is no common tax system between IOUs and RECs, The IOUs are on a
central tax system where they pay on the buildings and transmitters, RECs are charged a 2%

gross revenu¢ tax. You can’t compare the gross revenue tax with the central tax. Some taxes are

collected. Bismarck and Grand Forks do not assess gross revenue tax. Fargo does add another

| 1% to the 2% RECs pay. The tax on transmission lines is $225/mi on 230KV or higher,

Rep. Kasper: Why hasn’t the Legislature scrapped both systems and come up with a common
tax system? Rep. Klieg said that they came close in 1999,

Rep. Ruby: wanted to know who found out they would lose. Rep. Klieg said it would shift the
RECs. Locals would have gained and there would have been a shift to Basin Electric.

Rep. Klieg: Noted that 80% of the power we create in ND goes out of state. The only tax we

S get from it is on the coal.
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House Industry, Business and Labor Committee
Bill/Resolution Number 1454

Hearing Date February 10, 2003

Rep. Kasper: Asked why we can not tax power out of state. Reps. Klieg and Kasper said that is
a different battle for a different bill.

Rep. Kaiser: Wanted to know which cities would win. The cities win because they get more
tax. The cities want the Legislature to take care of this issue.

Rep. Nottestad: Could other countries charge the 1% that Fargo does. Yes, they chose not to,
Rep. Froseth: Struggles with what kind of resolve or litigation will come about by PSC settling
negotiations.

Rep. Klieg: Reminded the committee of the Supreme Court’s action in the TIA bill. They
added wa the original bill

Rep. Zaiscr: If Bismarck and Grand Forks levied a tax, what impact would it have on the
balance between IOUs and RECs. Rep. Klieg said that you can not compare because they are
apples and oranges,

Dennis Boyd: Noted that the 1% is paid by both RECs and Xcel in Fargo.

Chair Kaiser: Closed discussion on 1454
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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1454
House Industry, Business and Labor Committee

@ Conference Committee

Hearing Date 2/12/03
| Tape Number Side A Side B Meter #
2 X 0.0-30.0

7
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v
Minutes: Chairman Kewmr committee work on HB 1454,

Rep. Severson moved to adopt the minor technical amendments proposed by the Public Service

Commission at the iuitial hearing on 2/5/03. Rep. Klein seconded the m.otion. A voice vote
carried the motion to adopt the amendments.

Rep. Klein moved a Do Pass As Amended. Rep. Johnson seconded the motion.

Rep. Severson stated that this bill has merit but there are inherent problems with it. There is no
opportunity for REC’s to recoup the costs they expended developing the network that provides
power to the areas that the IOU’s are now asking to usurp. He resists the motion for a do pass as
amended.

Rep. Thorpe opeited the discussion by describing a scenario akin to this situation, He asked if
that is the type of situation that should be brought before the legislature. He will resist the

motion,
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House Industry, Business and Labor Committee
Bill/Resolution Number HB 1454

Hearing Date 2/12/03

Rep. Klein served on the interim committee, He thinks that the main problem is the difference in
how taxes are assessed and how electricity is distributed. IOU’s are taxed on a property tax,
REC’s on a gross revenue basis. The tax does not follow where the people live, it follows where
the facilities are located. A common tax base is a goal. The distribution of taxes will continue to
be a growing problem, 75-80% of power generated in North Dakota is exported. North Dakota
gets a coal severance tax, not a gross revenue tax. The tax base will decline. Rep. Klein stated
that HB 1454 won't directly solve the problem but it will get the parties back to the table. Way
back when, the IOU’s shared their transmission lines to get the REC’s up and running,
Chairman Keiser stated that HB 1454 provides equal opportunity to develop properties in
territorial zones. At least half that property would become taxable to the municipalities. The bill
does address this issue.

Rep. Ekstrom: Fargo is on the front lines, the growth is creating difficulties. All over the state
changes are taking place. Schools are considering consolidation, annexation is happening, I've
not heard from my city government on this bill. Fargo has experienced 19% growth in the last ten
years. [ don’t think HB 1454 is addressing the basic problem of helping our state develop
economically.

Rep. Ruby: This issue’s come up for the last two sessions. I've looked for a consumer bill,
something that allows healthy competition that brings the best price and service. Certain
protected areas are still bumping each other out. I’'m going to resist the motion.

Rep. Dosch: I've struggled with this bill, What happens if it fails? REC’s will grow and MDU
won’t? Someone’s going to lose. We need to pass legislation that will benefit both the REC’s and

the IOU’s. We need a win/win for both.
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House Industry, Business and Labor Committee
Bill/Resolution Number HB 1454

Hearing Date 2/12/03

Rep. Kasper: This bill has been the most difficult in my short legislative career. I’ve listened to
the eloquent arguments from both sides. I’m caught in the middle. I have to vote, I can’t abstain,
I go back to my District 46 that elected me to represent it. I can’t support this bill.

Rep. Tieman: I’ve heard from so many of my constituents on this, both customers of the IOU’s
and the REC’s. I have to be sensitive to their concerns and opinions. I will vote no.

Rep. Boe: I represent a ruval district that has one electrical consumer per four square miles. And
that might be a good saturation compared to a lot of REC lines out there. HB 1454 will have
everybody in competition for the areas with high saturation. There’s nothing to address the rest
of the state in this bill. Nobody wants the areas of light saturation. I will oppose the motion,
Rep. Nottestad: I've received no reaction from city government in Grand Forks. My district is
probably 30-40% served my REC’s. Both the IOU’s and REC’s worked hard for us during the
floods. I think they have to resolve this between themselves, I don’t think the legislature can do
it. I see the taxation as a major issue, I will resist the motion for a do pass as amended.

Rep. Zaiser: I echo the comments my colleagues have put forth. My constituents seem to be split
between the two positions. I’ve had no reaction from the Mayor or City Commission of Farrago,
I assume they don’t have an official position on this bill. My feeling is that “if it ain’t broke,
don’t fix it”. It ought to be a win/win for both. I am going to resist the motion.

Rep. Kalser referred to the scenario that Rep. Thorpe had used in his remarks. He stated that he
perceives this situation exactly contrary to Rep. Thorpe’s opinion. This is exactly what we have
before us. That because of a state law, one group cannot move because of a law created in 1965
and implemented ever since tiien, The state has to remedy this, The state is the court of appeal for

the electrical utility companies. The resulting taxes would mean a lot to urban centers. There is
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House Industry, Business and Labor Committee
Bill/Resolution Number HB 1454

Hearing Date 2/12/03

no redemption on the consumer issues. I've received services from both an JOU and an REC
within the last six years, When an REC operates around an urban area, and it operates differently
than an IOU, there is no growth. This bill is an attempt to reach a reasonable compromise so that
both entities can realize growth. This is a compromise bill, it isn’t perfectly crafted, but it was
designed to be equal opportunity for both, The nroblem won’t go away, it is a significant
business issue before the state.

Rep. Thorpe: I tried to listen so cavefully to both sides of the presentation at the hearing, I don’t
think the IOU’s made their case. The REC’s have made such big investments and are willing to
make more for developing power resources in this state. Therefore, I will resist the motion.

Rep. Kasper: The bigger issue here for me is the failure of the Interim Committee to do its job,
after two years of hearing from both sides, There should have been an option that we could have
debated. All this information in such a short period of time and having to make a decision that
we really don’t want to make in the first place. If I am back in two years, and if this is not
resolved between the two sides of this issue, I’d lead the charge to support a bill like this, maybe
one even more onerous, Now it is back to the drawing boards.

Rep. Boe: Thinking about your comments about stock credits that are unavailable to you and
how that displeases you, Mr. Chairman, the electrical power that was provided you was an
investment in your home, a kind of equity, you couldn’t have sold it without electricity. You'll

get yours back, right?

As there was no further discussion, Chairman Keiser asked for a roll call vote on HB 1454,

Results of the roll call vote on the Do Pass As Amended were 5-9-0. The motion failed.
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Page 5
Hpuse Industry, Business and Labor Committee
Bill/Resolution Number HB 1454

TN Hearing Date 2/12/03

Rep. Boe moved a Do Not Pass,
Rep. Ekstrom seconded the motion,
Results of a roll call vote on the Do Not Pass were 9-5-0

Rep. Severson will carry this bill on the floor,
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Requested by Legislative Councll
01/21/2003

Bill/Resolution No.: HB 14564

1A. Stata fiscal effect: /Identify the state fiscal effect and the fiscal effect on agency appropriations sompared to
funding levels and appropriations anticipated under current law.
2001-2003 Biennium 2003-2005 Blennium 2005-2007 Blennium
General |Other Funds| General |[Other Funds| General |Other Funds
Fund Fund Fund
Revenues $0 $0 $0 $0 $0 $0
Expenditures $0 $0 $0 $0 $0 $0
Appropriations $0 $0 $0 $0 _ $0 $0

1B. County, city, and school district fiscal effect: /dentify the fiscal effect on the appropriate political subdivision.
2001-2003 Biennium 2003-2005 Blennium 2005-2007 Biennlum

School School School |
Counties Cities Districts | Counties Cities Districts | Counties Citles Districts

$0, $0 $0 $0 $0 $0 $0 $0 $0

2. Narrative: /dentify the aspects of the measure which cause fiscal impact and Include any comments relevant to
your analysis.

3. State fiscal effect detall: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenus amounts. Provide detall, when appropriate, for each revenue type and
fund affected and any amounts included in the executive budget.

B. Expenditures: Explain the expenditure amounts. Provide detall, when appropriate, for each agency, line
item, and fund affected and the number of FTE positions affected.

C. Appropriations: Explain the appropriation amounts. Provide detall, when appropriate, of the effect on
the blennlal appropriation for each agency and fund affected and any amounts Included In the executive
budget. Indicate the relationship between the amounts shown for expenditures and appropriations.

Name: lllona A. Jeffcoat-Sacco Agency: PSC
Phone Number: 328-2407 Date Prepared: 01/28/2003

e

T Information Systems for microffiming end
The micrographic tmages on this film are accurate reproductons of records delivered toysoczef"'lhe Amerfcan National Standards Institute

' o photographic process meets standar
’(‘:;glgi:ﬁde:";htii\‘/:lr;gizmrficl?nlfw?zoc"rflc?:s"}?ihe T1‘hlln'1)c.?h<.1 1rx$ag£habpvo {s less legible than this Notice, it {s due to the quality of the

document being 1(med. ,%ﬁ)&dﬂ /K‘\ (‘J}//fm@l /0/(0 éﬁ-ﬁ‘

Operator’d Stgnature



3

4

38307.0201 Ado Y )Z_J
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Title.0300 Committen ¥, Business and Labor , )a /a3

February 12, 2003
/"\\‘ |
HOUSE ‘AMENDMENTS TO HOUSE BILL NO. 1454 IBL 2-13-03
Page 2, line 29, replace “bllled" with "directly paid*
Page 2, line 30, replace "to" "by" "In" "
pl 10" with "by" and replace the second "in" with after approval by the
Page 2, line 31, remove "agcordance with subsection 6 of section 49-02-02"
Renumber accordingly
Page No. 1 38307.0201
Niﬁ"iw’v;‘-;@
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2003 HOUSE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. \L(g{_t

House INDUSTRY BUSINESS & LABOR Committee

Check here for Conference Committee

c
Legislative Council Amendment Number S ljﬂ W
[ ’

Action Taken
. . /]
Motion Made By \QM Seconded By d\/‘/\’\jﬂ‘/\

_No Representatives Yes | No

0e
- " | Ekstrom -
) Thorpe
o Zaiser

e
2

Representatives
Chairman Keiser
Vice-Chair Severson
Dosch
Froseth
Johnson
Kasper
Klein
Nottestad
Ruby
Tieman

S

W
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Total (Yes) q' . No

Absent ¢

Floor Assignment

If the vote is on an amendment, briefly indicate intent:
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House INDUSTRY BUSINESS & LABOR Committee
Check here for Conference Committee
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REPORT OF STANDING COMMITTEE (410) Module No: I1R-28-2532
February 13, 2003 8:58 a.m. Carrler: Severson
Insert L.C: 38307.0201 Title: .0300

REPORT OF STANDING COMMITTEE
HB 1454: Industry, Business and Labor Committee (Rep. Keiser, Chalrman)
recommends AMENDMENTS AS FOLLOWS and when so amended, recommends
DO NOT PASS (9 YEAS, 5 NAYS, 0 ABSENT AND NOT VOTING). HB 1454 was
placed on the Sixth order on the calendar.

Page 2, line 29, replace "bliled" with "directly paid"

Page 2, line 30, replace "to" with "by" and replace the second "In" with "after approval by the
commission”

Page 2, line 31, remove "accordance with subsection 6 of section 49-02-02"

Renumber accordingly

(2) DESK, (3) COMM Page No. 1 HR-28-2632
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2003 TESTIMONY

HB 1454
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g HB 1454 - TIA Isssues

ISSUES:
1. History (1965-Present)
* Prior to 1965 - I0S’s could exiend services to contiguous areas
* 1965 - Established a line around cities (urban plus some rura)
wherein development could occur
* Legislative intent
2. Constitutional provision (198 lor 1982)
3. Public Interest
“,.--.\ * Service choice (provider and integrated billing)
* Service quality
o Price
¢ Tax revenue
4. Business Issues
¢ Current winner ?
* Investors
REC’s
I0U’s

. * State’s image (anti-business?)

#
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7~ 5. Fairness
° Process (similar to annexation)
* Regulated vs. unregulated
* Taxes
* Pricing
6. Local control to PSC oversight

7. Orderly development of zones

. X
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Dennis Boyd’s Testimony
HB 1454
Wednesday, February 5, 2003

Good morning, Mr. Chairman and members of the
Committee. For the record, my name is Dennis Boyd,
appearing this morning on behalf of MDU Resources
Group Inc. and our utility division, Montana—Dakota
Utilities Co., in support of HB 1454. As everyone in
the Legislature very well knows, the issue of electric
service territories has been a highly contentious public
policy issue since the 1999 Legislative session. It is an
issue cnly the legislature can now resolve. I and
others who have worked on this issue keep hoping for
an outbreak of common sense. We believe HB 1454 is
a common sense approach to this issue, which will
allow both the investor-owned electric utilities and the
Rural Electric Cooperatives an equal opportunity to
grow. As we begin our presentation to you, I ask you to
forget everything you might remember about the bills
we promoted in the last two legislative sessions. As
you will hear in a few minutes, our approach this
session is a non—discriminatory approach which applies
to only five cities and sets up a process which will
resolve this issue permanently. I want to say upfront
that it has never been our intention to destroy or harm
the Rural Electric Cooperatives. While we have growth
issues with them, they are our friends and our
neighbors, and they play an important role in the
continued electrification and economic development of
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™ our state. THIS BILL ALSO DOES SOMETHING NO
PREVIOUS BILL HAS DONE - IT RECOGNIZES THE
REC’S ARE ALREADY SERVING INSIDE FIVE CITIES
ACROSS THE STATE. IT ALSO ALLOWS BOTH OF
US AN EQUAL OPPORTUNITY TO CONTINUE TO
GROW IN THE EXTRATERRITORIAL ZONE
SURROUNDING THOSE CITIES. That zone varies from

one to four miles.

This morning we have a number of individuals who will
make presentations, and as always, we invite your
questions. However, may I suggest you hold your
questions until the end of our presentation; both in the
interest of time and the possibility a subsequent
speaker may have the answer to your question in his
prepared comments.

Bob Graveline, Utility Shareholders of North Dakota

Kent Larson, Xce! Energy
Chuck McFarlane, Ottertail Power Company

Martin White, MDU Resources Group, Inc.

Rod Backman, Consuitant
Dennis Boyd, MDU Resources Gtroup, Inc.

Mr. Chairman and members of the committee, once

| again for the record my name is Dennis Boyd. I hope
that we have made a compelling case for passage of
HB 1454. You have heard from some of the top
corporate officers of our respective companies. We
hope we have convinced you that the current law sends
an extremely poor economic development message. I
am unaware of ANY other business in this state that is

ng
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™ so severely restricted and prevented from growing.
The current law is not only a poor signal, but it is
actually a counterproductive signal at a time when
everyone is focused on economic development.
Passage of HB 1454 would be a great economic
development tool, as both the RECs and the investor-
owned utilities would have strong incentives to work
together to attract new businesses because BOTH
would have an opportunity to serve a new load.

I hope Mr. Backman's presentation on property taxes
on electric distribution preperty inside the city of
Bismarck will be another powerful motivation for you to
pass HB 1454. While Mr. Backman's study applies only
to REC electric distribution property within the city of
Bismarck, we believe the same ratios will exist with
similar studies in Fargo and Grand Forks. At a time
when our cities and their political subdivisions are hard
pressed and asking you for more money, we believe
failure to pass HB 1454 is simply "leaving tax money on
the table" which is sorely needed by our political

subdivisions.

In addition to taxes and economic development and just
plain old common sense, there is another powerful
reason for passage of HB 1454 - electric rates. I'd like
to refer you to the attachment which shows the electric
rates charged by MDU and Xcel Energy in the cities
affected by HB 1454 compared to the respective REC
rates in those same cities. Incidentally both MDU and
Xcel Energy have a single residential electric rate for
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™ all of our customers in North Dakota, regardless of
where they live — big city, small town, or farm. In all
instances, these comparisons are based on a January,
non-heating, residential usage of 865 kWh.

(REFER TO CHART) In the interests of time, I am not
going to review the entire page. I would, however, like
~ to call your attention to Fargo/ West Fargo where
Xcel's electric rate is significantly lower than Cass
REC's rate. You will notice in all instances, the electric
rates of MDU and Xcel are lower than the comparable
rate for a rural electric cooperative. We believe
Capital REC has between 3500-3800 customers inside
the city limits of Bismarck and Cass REC has around
14,000 customers within the city limits of Fargo. In
many instances those REC customers live right next
door or across the street from an MDU or Xcel
customer, and without exception, the REC rates are

‘higher.

As you have heard from Mr. Graveline, this bill is very
simple in concept. It applies to only five cities in the
state. It applies only to the extraterritorial area around
those cities. The first part of the bill allows the
investor—-owned electric utility and the Rural Electric
Cooperative to fairly negotiate growth around those
cities. The agreement is then approved by the Public
Service Commission and exclusive certificates of public
convenience and necessity are given to each electric
provider. In the event an agreement cannot be
reached, the issue is then placed before the Public
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Service Commission, which initiates a process enabling
them to settle the issue. All costs incurred by the PSC
are billed, per the amendment offered by Mr. Graveline,
to the electric providers who are party to the
agreement, [t is really a rather simple concept, not
unlike legislation passed in 1997 which set up a
process for cities to resolve annexation issues.
Incidentally, that process was recently utilized by the
cities of Fargo and West Fargo.

Whether we like it or not, we are on the cusp of a
CRITICAL public policy decision. Will our state's
investor-owned electric utilities be "shut out" of future
growth in our state's major cities, or can we find a way
to allow both the investor-owned electric utilities and
the Rural Electric Cooperatives to share equally in that
future growth? We think HB 1454 is a solution which
allows BOTH investor-owned companies and the Rural
Electric Cooperatives an equal opportunity to grow

together.

Last Thursday while waiting for a hearing on another
bill, I was immensely pleased to watch former House
Majority Leader Ear] Strinden address the House
Government and Veteran's Affairs Committee. And as I
watched him and listened to him addressing the
committee, I got goose bumps as he reminded the
Committee that the LEGISLATURE IS THE POLICY
MAKING BRANCH OF GOVERNMENT, a message I
have heard him deliver many, many times. And as I
listened to him, I was transported back in time to the
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™ earlier years of my career and reminded of the great
public policy issues which have come before this body
~ corporate farming, branch banking, interstate
banking, Sunday opening, and many more. In all
instances, the Legislature wrestled mightily with those
issues and eventually resolved them to the betterment
of our state, despite opponents’ claims "it was the end

of the world".

Mr. Chairman and members of the committee, today we
ask you, as members of the Policy Making Branch of
Government, to rise above the heat and the passions of
the moment, to look to the future, and to resolve this
important public policy issue. It is just simply too
important to ignore, and it will not go away until the
legislature has resolved it. Today, we ask you to reach
out across the political aisle in support of HB 1454, We
ask you to join with us and to give HB 1454 a strong
“Do Pass” recommendation. In doing so, we can put
this issue behind us and all of us — the investor owned
companies, the Rural Electric Cooperatives, and the
Legislature —~ can move forward together.

‘Thank you. That concludes my testimony, and our
presentation in support of HB 1454,
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TIA is no friend of rural North Dakota

"'\
(No wonder electric cooperatives have dropped “Rural” from their names)
By allowing electric cooperatives to serve insi '

llov ‘ side certain larger North Dakota citi

fTac:’rnn;::?LrIlr‘lJLegrnty éxctt }(1TIA) actually encourages co-ops to discriminate Zgaa?;g: > the

, ers an ] 3
famme other truly rural residents — the consumers they are chartered to
Co-ops know they have to keep pri '
. h prices to their urban customers close to t
gvesttcl)lr-owned utility (I0U). cherwise, urban co-op customers woulg d};(t)z;fdf;];:vliocal

om the IOU. So, the cooperatives shown below have adopted “rural” and “urban” ra(t’:s
Here’s how those prices compare to Xcel Ene
rgy and M - iliti

based on January, non-heating usage of 865kW1gl?’ entana-Dalota Utlites Co.
Bismarck
MDU --- $58.86
Capital Elcctn.'c Cooperative “urban” --- $62.66
Capital Electric Cooperative “rural” --- $73.83 (18 percent higher than “urban)
Fargo
Xcel Energy --- $50.37
Cass Electt"ic Cooperative “urban” --- $69.45
Cass Electric Cooperative “rural” --- $84.77 (22 percent higher than “urban”)
Grand Forks
Xcel Energy --- $50.37
NoDak Electric Cooperative “urban” --- $57.63,
NoDak Electric Cooperative “rural” --- §78.01 (35 percent higher than “urban”)
Mandan
MDU -- $58.86
Mor-Gran-Sou Electric Cooperative “urban” --- $69.17
Mor-Gran-Sou Electric Cooperative “rural” --- $78.67 (12 percent higher than “urban”)
Both Montana-Dakota Utilities Co. and Xcel B '

' . nergy have a single residenti ici
price for all customers regardless of where they live - big city, ngaltlas;zm?gt:;lg;;tnclty
Cut line: Guess who pays more for co-op electricity,

oductions of racords del ivered to Modern lnmmaiﬁon usyeaitml fSO: 'ﬂn‘!:"g:'}m'?ft”t‘d
rican National Stondards Institute

The micrographic images on this film are accurate repr
photographie process meets standards of the
{t {8 due to the quality of the

were filmed In the regular course of business, The
NOTICE: 1 the filmed image above is loss Legible than this Notice,

C(ANS1) for archival microfilm.
document being f1imed, ;
| | Rodimal 0 o (635 B
Oparator’d Sighature f N Date




Utility Shareholders
of North Dakota

BOARD OF DIRECTORS

Bob Pile
Fargo

Harold Bruschwein
Wahpeton

Clarence Storseth
Dickinson

Gary Hovdestad
Minot

Larry Hanson
Williston

john M. Olson
Bismarck

Moine Gates
Grand Forks

Richard Kunkel

' '“\J‘evlls Lake

érharles Axtman
Jamestown

Bob Graveline, President
Bismarck

P.O. Box 1856
Bismarck, ND 58502
) Jas8-8864

Fax 701.258-8865

1-800-981-5132

E-mail usnd@usnd.org

www.usnd,org
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TESTIMONY ON HB-1454
BEFORE THE HOUSE INDUSTRY BUSINESS AND LABOR COMMITTEE
FEBRUARY 35, 2003

Mr. Chairman, members of the committee, I’'m Bob Graveline, President of the
Utility Shareholders of North Dakota. Our association represents nearly 1,750
shareholders, and is still on the grow.

I stand before you this morning IN SUYPPORT OF HB-1454 which will create an
equitable process to decide which electric utility organizations will serve new
territory in our state’s largest cities.

HB-1454 is offered merely to amend, not to repeal, the very restrictive Territorial
Integrity Act which passed during the 1965 session and has not been amended
despite the changing times and economies of our great state.

HB-1454, the Territorial Equity Amendment will provide growth opportunities for
North Dakota’s long-serving shareholder owned utility companies that are now being
denied under the Territorial Integrity Act.

Sub-section one of Section one of HB-1454, limits these amendments so they apply
ONLY to cities of 10,000 or more population located within a Metropolitan
Statistical Area (MSA). The US Office of Management and Budget defines an MSA
based upon the decennial census, and is an area that must include at least:

¢ One city of 50,000 or more inhabitants, or
¢ A Census Bureau defined urbanized area (50,000 population city) and a
total metropolitan population of at least 100,000.

North Dakota contains three MSAs — Grand Forks, Cass, and Burleigh/Morton
Counties. Therefore, the proposed equity amendments contained in HB-1454 will
only impact Grand Forks, Fargo, West Fargo, Bismarck and Mandan. As other cities
grow to these levels they too will be governed by these equity amendments. Attached
to this testimony is a copy of a map showing North Dakota’s MSAs.

Further, sub-section one points out that these amendments apply to ONLY
undeveloped area located within extraterritorial zones that surround these cities.
Extraterritorial zones, which are set by the North Dakota Century Code, contain
property over which cities have zoning authority even though that property is not yet

annexed to the city.
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Sub-section one also directs each electric utility to meet, and within 45 days, to prepare
maps, following standard survey land descriptions, that will provide, and I quote, “each
electric supplier a reasonably equal opportunity to grow as the city expands outward from
its corporate limits”, end quote.

Sub-section two of Section one brings the NI Public Service Commission into the
process to conduct public hearings if the utility organizations cannot agree on future
service territories. In both sub-sections one and two of section one of the bill, the ND
PSC will, upon review, issue its order and a certificate of public convenience and
necessity to the electric providers granting them the right to serve the new territories.

Sub-section three of section one also sets forth that any and all costs incurred by the ND
PSC will be paid by the utility organizations involved in the service area negotiations. At
this time I offer a clarification amendment, suggested to us by PSC staff, to more clearly
state the process by which the utility organizations will pay these costs.

(Page 2, line 29, replace “billed” with “directly paid”; page 2, line 30, replace “to” with
“by” and replace the second word “in” with “after approval by the commission”; page 2,
line 31, remove “accordance with subsection 6 of section 49-02-02"; and, renumber the

lines accordingly.)

Sub-section one of Section 2, beginning at the top of page 3 of the bill, establishes that
each of the new territories designated by the ND PSC will be exclusive territories.

Sub-section two of Section 2, states that existing customers will remain with the utility
serving them at the time these equity amendments become law. No utility organization
will be forced to give up a single customer with the passage of this bill.

Sub-section three of Section 2, states that as cities extend their extra-territorial
boundaries, the exclusive service areas served by the particular utility organization will

expand as well.

Sub-section four of Section 2, grants the ND PSC continuing jurisdiction over any
disputes regarding the newly established exclusive territory boundaries. This provision
will not interfere with ary cities’ franchise authority granted by the ND Constitution.

Section 3 of HB-1454 allows utility companies to waive, exchange, or assign parts of
their exclusive service areas to each other as situations develop. Transactions involving
10 acres or more must be approved by the ND PSC,

Sections 4, 5, and 6 amend the current territorial law to set in place the conditions set
forth in this bill without affecting how the Territorial Integrity Act functions in areas not

specifically covered in this bill.
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Section 7 adds definitions for “electric service location”, for “electric service provider”,
for “existing electric service location” and for “metropolitan statistical area” to the

NDCC.
Mr. Chairman, this concludes my description of the bill.

HB-1454 is truly a compromise. Clearly, the implementation of this bill is an attenipt to
fairly share growth between shareholder owned utility companies and rural electric

_cooperatives.

We recognize the importance of cooperatives, the role they played in our state’s history
and the continuing need for their service. As you review this bill, please keep in mind
that these amendments will only affect four of the state’s seventeen rural electric
cooperatives, leaving all the truly rural cooperatives ai:d communities unaffected.

North Dakota investors, including some or all of you on this committee, invest their hard
earned money in companies that they expect will grow and return its profits to them as
shareholders. I'm sure your investment goals are same as mine and other utility investors
— to grow our investments so we can better enjoy retirement, or so we can enjoy some
special vacation, or so we can enjoy some special purchase.

As investors, we hope that the companies we have chosen to invest in are able to function
in an open market environment that will allow them to grow and prosper into the future,

The passage HB-1454 is necessary to provide open market growth opportunities for
companies that have been built, not with government handouts and subsidies, but with
private citizens investments. Xcel Energy, Otter Tail Corporation and MDU Resources
are shareholder owned companies that provide hundreds upon hundreds of jobs all across
our state. These three companies pay millions of dollars to North Dakota in state income
and property taxes as well as paying millions more in federal income taxes.

These are the kinds of companies North Dakota economic development efforts are
targeting to convince to move to our state to bring their jobs and their taxes here instead
of remaining where they are. Those efforts are laudable and must be continued.

But it does seem ironic that while those very efforts are ongoing and growing, North
Dakota has a law on the books that is preventing very good, shareholder owned,
companies from growing as the cities they serve grow and expand. Speaking as a
shareholder, that seems like absolutely the wrong message for North Dakota to be
sending to prospective investors and companies.

Mr. Chairman, members of the Committee, the Utility Shareholders of North Dakota
urges a DO PASS recommendation on HB-1454,
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PROPOSED AMENDMENTS TO HOUSE BILL NUMBER 1454

Page 2, line 29, replace “billed” with “directly paid”

Page 2, line 30, replace “to” with “by” and replace the second word “in” with “after
approval by the commission” =

Page 2, line 31, remove “accordance with subsection 6 of section 49-02-02”

Renumber the lines accordingly
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Mr. Chairman, members of the Committee, I am Bob Graveline of the Utility
Shareholders of North Dakota.

One of the major focuses of the USND is to watch for rules, regulations, or
legislation that would create unfair competitive situations for shareholder owned
utility companies. We suspected that an unfair competitive situation exists in the
taxation of utility property owned by private utility companies and rural electric
cooperatives located within a city’s corporate limits and serving customers across the

street from each other.

While the USND suspected this differences, it is not our intent at this time to support
legislation changing property tax laws, Rather, we will now present testimony to this
committee that will clearly show it is in the best interests of North Dakota cities and
their taxing districts, to have shareholder owned utility companies serving their

citizens.

Even though shareholder owned utility companies charge lower rates for electricity
than the rural electric cooperatives serving within the cities, the sharcholder owned
utility companies pay substantially more in property taxes to those cities.

Mr. Chairman, Members of the Committee, I now introduce Rod Backman, the
consultant who performed a taxation comparison study for the USND.

Mr. Backman --
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Testimony
House Industry, Business & Labor
February 5, 2003

Chairman Keiser and members of the Committee I am Rod
Backman with Covenant Consulting Group. I am signing your
register this morning as “neutral”. I am not here to support or to
oppose HB1454. Rathe¢r my purpose here today is to explain the
findings of work I did in analyzing property taxes as they relate to
utilities and local governments.

My company was retained by Utility Shareholders of North Dakota
to provide an independent review of the effects of property taxes as
paid by utility companies on local taxing districts. Our role was to
identify the differences in property taxation between a Rural
Electric Co-op (REC) and an Investor Owned Utility (IOU), and
the resulting impact those tax differences have on city taxing
districts in which the utilities operate. We did a specific
comparison of electric utility providers within a single city.

Our work focused on property taxes of local electric distribution
entities and the allocation of those taxes to the local taxing
districts. It did not address the broader taxation of generation or
high voltage transmission property. As a matter of note, the REC
in this case did not possess those types of property within the city
limits.

Our purpose was to provide an unbiased third party analysis of
these issues. Our engagement letter emphasized that we do not
have a preconceived notion as to what the results might be, nor do
we make any guarantee of a position that may or may not be of

value to our client.
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o The taxation issues involved here are very complex, require certain
estimates and assumptions, and we expect will be supported and
opposed by persons and groups with emotional and financial
vested interests. We prepared our findings regardless of those

factors.

In the process of performing our work we have reviewed the
applicable sections of the North Dakota Century Code, consulted
with the staff of the North Dakota State Tax Department, the
Burleigh County Auditor’s Office and others, We also reviewed
various public reports filed by the IOU and the REC who provide
electric service to the Bismarck area. In the case of all data,
wherever possible we attempted to confirm the validity of the data
by, cross referencing to other reports, computing to tie to other
data, judging to reasonableness, etc. Our focus was on accurate
computations and analytical soundness.

In our analysis we identified the property owned by the REC that
was within the city limits. We then, with the assistance of other
professionals, identified the approximate age and estimated
original cost of such property. The attached Schedule A details
the computation of the tax on the value of such property by
computing the centrally assessed property tax of the IOU both with
and without the property of the REC that lies within the city limits.
The purpose of this schedule is to show how many dollars would
be paid to the city, if it were served by the IOU and the tax
structure that IOU’s operate under in accordance with the North

£ Dakota Century Code.

The analysis reveals that the city of Bismarck would have collected
for 2002 an additional $33,318 from the IOU. That compares with
the current collection from the REC of $3,718 as the city’s share of
the gross receipts tax paid by the REC to Burleigh County (Source
-- Schedule BB as filed by the REC). The IOU tax to the city

R e y
. fon Systems for microﬁlm!n’g a
s of records fonal Standards Inst’tute
Wy ?ccugamﬂs:p&‘oggg;::&ic process meets starxlords o}:‘th:o:?g;ic'a? ’1‘:tdue to the auality of the
ware filmed fn the re%ulaﬁiﬁggrszazgé:ﬂs qafthe e e ge shove 15 Less Legfble than this ,
hival miero .

for arc
e o ,% / partar Q”\(J}kﬁﬂ‘i\ (0L é?eg)‘ 'sswj

Onerator’d Signature

e e i o b

the micrographic images on this fil




f/
\,(

ggs ! ?ail.%

’ g would be almost nine times greater than the tax currently paid by
the REC.

This computation does not include the real estate taxes paid by the
REC on the land where its office building is located. The
assumption is that such property would continue to be taxed the
same under current state statutes whether or not the IOU were
servicing the areas in question within the city limits.

The analysis of the same question, relating to the tax effect on the
Bismarck School district is not as dramatic because we did not
perform exactly the same analysis, which would have required a
much more extensive inventory to identify all the REC property
within the school district (a much larger geographic area than the

city).

Based on our analysis, we have arrived at the conclusion that the
city of Bismarck(and the Bismarck School District), which is
surrounded by a REC, would in fact receive more property tax
dollars if the city’s area now served by the REC were served by an

1I0U.

Mr. Chairman that concludes my prepared remarks, I would be
happy to attempt to answer any questions the Committee may

have.

Respectfully submitted,

Rod Backman
Covenant Consulting Group
Bismarck, ND
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Schedule A

MDU W/Q REC property
Cost of Assessable ND property $292,965,616
Cost less depreciation 137,237,261
2002 True & Full Value 108,469,000
Assessed Value 54,234,000
Taxable Value 5,423,400
BURLEIGH COUNTY ALLOCATION

North Dakota
Total Book Cost $274,494,000
REC property 12,568,000
New Total Book Cost $287,062,000
% to Burleigh Co.
Taxable Value(TV)
New TV to Burleigh Co.
Old TV to Burleigh Co.
Increase in TV

Allocation to City of Bismarck(95.78%)

Tax to-City, Park & Library @ 143.45mills
-School District 274.09mills
-All Taxing Districts  482.54mills

$305,533,285
113,122,114

56,561,000
5,656,100

Burleigh Co,

$95,396,000
12,568,000
$107,964,000

ﬁ

37.61%

$5,656,100

$2,127,259
1,884,764

242,495
232,262
33,318

63,661
112,076
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Xcel Energy Testimony

—  HB1454

House Industry, Business and Labor Committee
February 5, 2003

Chairman Keiser, members of the Committee, my name is Kent Latson, and I serve
as state vice president for Xcel Energy in North Dakota, South Dakota and
Minnesota. Xcel Energy is an investor-owned utility, serving 3.2 million electricity
customers and 1.7 million natural gas customers. We have regulated opetations in 12
Western and Midwestern states,

I am here today to explain the importance to Xcel Energy of resolving this electric
territorial issue in North Dakota. At one point or another duting my career I've lived
and worked in each of the three states in my current jutisdiction. I will tell you from
a first-hand perspective how the laws in this state compate with othets in the
Midwest. And, I will briefly discuss why I believe HB 1454 is a teasonable solution to
what has become a very critical issue for Xcel Energy’s electric operations in Notth

Dakota.

Some of you in the room today may be skeptical about how important an issue like
this is to a large company like Xcel Energy. After all, more than three million of out
customets are located in states other than North Dakota.

The truth is: every state in out service tetritory is impottant to Xcel Energy. We
monitot our investments, performance and earnings individually in each state. It’s
out duty to our shareholders to ensure a fair retutn on their investment in Notth
Dakota.

Let me give vou a couple of compatisons. Some of you may have a divetsified
pottfolio of investments, which you are likely depending on for your retirement
income. If you looked at your investment portfolio and one sector was undet-
petforming, vou wouldn’t ignote it. You wouldn’t think, “Well, on average I'm doing
okay.” You'd make a change.

Ot, let me illustrate this point in another way. If my three children came home with
their report cards and two of them had straight As, and one of them had Ds, I would
not average their grades and say, ‘My family is achieving B grades. We'te doing pretty
well.’ Absolutely not! I would want to undetstand why one child is neatly failing and
do everything I could to remedy the situation.
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- Xcel Energy Testimony HB 1454 —p. 2 of 4 -

TN Our goal is to ensure that our investment in Notth Dakota performs as well as it does

e .

in every othet state. We do not expect the operations in one state to make up for the
lack of growth we are experiencing in another state. It’s critical for Xcel Energy to
see some potential for growth in North Dakota.

Other businesses manage theit investments in similar ways. Best Buy or Kmart
would not continue to operate a low profit stote just because on average they were
doing okay.

It is important for our company to begin to see some potential for growth in Notth
Dakota.

As I mentioned, I've lived and wotked in North Dakota, South Dakota and
Minnesota and I'm familiar with the electric service territory laws in each of those
states. Based on my expetience, [ can tell you that North Dakota has the most
restrictive laws in the Upper Midwest—and perhaps in the nation!

In South Dakota, each electric utility has an exclusive tight to serve an assigned
tettitory that was established in the 1970s. At that time, tetritory lines wete drawn in
the middle of the open areas between cooperative and investot-owned utlity setving
areas. This resulted in both types of utilities serving some urban and some rural
customers and provided a way for each to have some future growth, A similar
procedute occurred in Minnesota. These service areas remain in effect today,
providing an incentive to utilities like Xcel Energy to work with local governments,
economic development groups and developers to bring new businesses and
residental developments to the communities they serve.

In Notth Dakota, however, the laws have restricted us to serving, in essence, ateas
within the city limits as they existed in 1965 when the Tetritorial Integrity Act was
implemented. In some of the North Dakota communities we serve—such as Grand
Fotks and especially Fargo—thete are few if any incentives fot investot-owned
utilities to invest in atea economic developmern*. Over the past 10 yeats we have
expetienced growth of around one petcent, while Cass County Electric has been
growing at a rate of five percent. If new business and the resulting residential growth
is all occurting in urban territories being served by the cooperative, why would
anyone expect us to make significant investments in local economic development

effortse

In 1999, while [ was living in North Dakota, the legislature implemented the
Renaissance Zone bill, a wonderful concept to revive the state’s deteriorating inner
city areas. Some now say these zones tepresent out opportunity fot growth. They
say this is where the furure should lie for investor-owned utilities.
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o Ladies and Gentlemen, the Renaissance Zones metely provide tax incentives for

investots to revitulise out downtown areas. Even the most successful zones will likely
only replace the kilowatt hour sales that Xcel Enetgy once had in these areas. While
we wholeheartedly support the development of these zones and work very hard with
those leading the efforts to revive che traditional economic centers of our cities, these
zones cannot be considered a substitute fot correcting the tettitorial issues we face in
this state!

There are a number of reasons that [ believe this amendment provides a reasonable
solution to a very difficult problem and deserves your support.

This bill is truly a compromise. Past proposals to change the tetritorial laws were
more fat-reaching, suggesting that investot-owned utilities should serve all urban
growth. Today we are metely asking to shate in the gtowth potential. We have
limited the scope of this amendment to the extraterritotial zones of cities latger than
10,000 in Metropolitan Statistical Areas within the state. We ate making a diligent
effort to be fait and equitable. We tecognize the importance of coopetatives, the tole
they’ve played in North Dakota’s history and the continuing need fot theit service in
the rural areas of our state.

We also believe this bill provides for ordetly future utility development and limits
duplication of service. As an electrical engineer with expetience working with the
planning and design of Xcel Energy’s electrical system, I realize the need to look
forward and plan for future customer utility needs. This amendment provides an
ordetly way for both investor-owned utilities and electric coopetatives to plan their
future distribution systems. With designated ateas in which to serve and the
opportunity to expand as the communities expand, we can plan out systems
efficiently and avoid some of the duplication that may have occurted undet ptevious
attempts to change this law.

I would be remiss today if I did not point out to you the benefits this amendment
would bring to the citizens of Notth Dakota. Xcel Energy has operated very
efficiently in the state and has been able to provide very reliable setvice and lowes
tates than neatly any other providet in the statel At times, we’ve been ctiticized for
some of the business decisions we’ve made, and although it has been tough to make
sotne changes to out traditional practices, we've set out sights on operating in the
most efficient manner possible while maintaining a high level of setvice to our

customets.
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N We provide 24-hour service, seven days a week. We've invested in automated metet
reading. We haven’t had a general electric rate increase for nine years. Xcel Energy
implemented performance-based rates, which means our service and prices are
subject to certain performance standards, which ate publicly monitoted, and there is
the potential for our customers and communities to share in our earnings. Last yeat,
the Xcel Energy Foundation and our employees contributed mote than $300,000 for
non-profit programs in the state. Our most recent market research shows that 89
percent of our customers ate pleased with our commitment to the communities we
serve. Our community leaders have also given us a 94 percent rating in this categoty.

I believe that our effotts in the community—along with the wotk our employees
have put forth these past years to imptove the existing tertitorial laws—-all ‘
demonstrate our strong commitment to doing business in the state of Notth Dakota.

Adopting this amendment will enhance competition among electric service providers
in the state. In the metropolitan areas where this bill applies, consumers will have
mote of an opportunity to choose their utility company based on whete they decide
to locate their home or business. This type of competition between utilities will help
keep prices low and service levels high, benefiting businesses and consumets.
Cuttently, neatly all new customers must be setved by the cooperatives, because
much of the undeveloped land is located in theit setvice tettitory.

You might be frustrated today-—as we are—in once again addressing this situation.
Like vou, we’re tired of talking about this issue session after session. But, it’s VERY
important to us, and it’s time to take action! We need to resolve this issue and move
forward together. Chairman Keiset, members of the Committee, Xcel Energy urges a
DO PASS recommendation on HB-1454.
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Electric territory laws in North Dakota

History

The North Dakota Legislature passed the Territonal Integrity Act (TIA) in 1965 to protect rural
electric cooperatives (RECs) from investor owned utilities (IOUs) moving into their rural areas. While
the law successfully protected RECs, the interpretation of the law has prevented IOUs from growing
to serve new customers in what was once rural farmland, but is now urban in nature, and has

restricted IOUs to the city limits of that time period.

The law states that:

e IOUs cannot extend setvice to a new customer outside city limits without a Certificate of Public
Convenience and Necessity.

o IOUs cannot extend service to an area within city limits if doing so interferes with the service of
an REC or duplicate their facilities.

Additionally, RECs have no third party regulatory ovessight. They can extend their facilities almost
anywhere regardless of cost or return on investment.

Impact
Over the past five years, Xcel Energy has experienced _—
electric growth of about one percent in North Dakota.
Soon, even this one percent growth will disappear,

MU AN N

while co-op growth in Fargo is currently about five s
petcent and trending upwards in step with the city’s s
growth,

\ . . P . T iy
'The situation in Grand Forks is similar, with co-op
growth continuing steadily in recent years.
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itorial E qui n -HB 1
) Montana-Dakota Utilities Co. (MDU), Otter Tail Power Company and Xcel Energy have jointly
wotked on a new solution to the electric service area problem.
The proposed amendment does not repeal the Territorial Integrity Act; it simply amends the law to
apply a new negotiating process in a few geographical areas of the state.
Qualifying areas to which the amendment applies include cities of 10,000 or mote within Metropolitan
Statistical Areas (MSAs) in North Dakota. 'This includes Fargo, West Fargo, and Grand Forks, which
are served by Xcel Energy, and Bismarck and Mandan, served by MDU,
HB 1454 directs the utilities presently serving these cities to negotiate service areas in each city’s
extraterritorial zone. If the utilities were unable to reach agreement on the new service boundaries, the
proposed law requires the ND Public Service Commission to define the new service areas.
This new solution provides for orderly future electric utility development and eliminates duplication of
service by working within cities’ extratertitorial zones. ‘These designated zones encicle city limits and
are used by city leaders 1o plan for future development.
This plan offers a long-term solution since, as the cities’ extratetritorial zones move outward, the
utilities’ service areas will expand along with the zones,
Under this bill, no change of energy provider will occur for any present utility customers.
All in all, the Territorial Equity Amendment will provide opportunities for both urban area electric
cooperatives and investor owned utilities to grow in the metropolitan areas within the state,

Sponsors of HB 1454 include Rep. George Keiser (R), Rep. ‘Thomas Brusegaard (R), Senator Richard
Dever (R), Rep. Kathy Hawken (R), Rep. RaeAnn Kelsch (R), and Senator Ben Tollefson (R).

What the amendment does NOT do

This amendment does not “kick the co-ops out” of any existing cities. Instead, it allows utban area

electric cooperatives to continue to serve metropolitan areas that have expanded into their traditional !
service areas (and for which they have built facilities), and it provides investor owned utilities serving

the cities with limited opportunity to serve new territories as the cities expand. .

The new proposal affects only five communities in North Dakota and only four of the17 electric

cooperatives in the state, Rural electric cooperatives provide a very necessary service in the state, and

this amendment only affects electric service areas in metropolitan areas, leaving the truly rural

communities and cooperatives unaffected by any change.

Congclusion

No other business in North Dakota—perhaps in the country—operates under such a restrictive
climate. The prohibitive laws under which investor owned utilities operate do little to spur business
growth, No grocery store, car dealership or other business operates under such restrictions. By
allowing more than one utility to serve in a community, it keeps prices and service competitive,
benefiting businesses and consumers,

Questions?
Please contact one of the following Xcel Energy representatives:
Kathy Aas 701-240-3161 (cellular)

Mark Nisbet 701-241-8607
Judi Paukert 701.795-5213
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February 4, 2003
3:00 p.m,

Martin White’s HB 1454 Testimony

Mr. Chairman and committee members,
my name is Martin A. White. I am chairman
of the board, president and chief executive
officer of MDU Resources Group, Inc., a
corporation headquartered here in Bismarck
and the parent organization of Montana-
Dakota Utilities Co.

Over the next few minutes, I would like to

give you my thoughts on HB 1454 and why I
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feel it is in the best interest of North Dakota.
But first I would like to tell you a little bit
about MDU Resources Group, Inc.

2003 marks our 35" year of being
headquartered here in North Dakota. We
actually started as a utility company in
Minnesota. Our company had been based in
Minneapolis since the 1920s.

In 1968, we moved our headquarters
closer to the area we served with electricity

and natural gas. Several cities in our region,
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including Billings and Rapid City, courted us;
but Bismarck felt right to us. We viewed
Bismarck as the best option. As an aside, I
can also tell you that as a successful, growing
corporation, we continue to be courted by
other cities in other states. Yet, we have
remained in Bismarck and intend to remain
in Bismarck. Bismarck is our home.

Our 1968 move brought 86 employees and
their families to Bismarck from Minnesota. I

believe we are the only New York Stock
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- Exchange listed company left in North
Dakota.

The move to North Dakota gave us roots
from which to grow and to build a first-class
corporation. MDU Resources Group, Inc.,
has created five major business units —
Montana-Dakota Utilities Co., Knife River
Corporation, WBI Holdings, Inc., Utility
Services, Inc. and Centennial Energy
Resources. From their Bismarck

headquarters, those companies direct
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operations in 42 states and South America,
employing some 10,000 people who, during
2002, generated a little over $2 billion in
operating revenues with assets in excess of

$2.9 billion.

With our success from our Bismarck
""" base, we have also given back to North
Dakota, both financially and in community
service. On any given day, you’ll find many of

our 871 North Dakota employees serving

their communities — everything from elected
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o officials to Scout leaders. Nearly 500 North

Dakota employees work in non-operating,
administrative functions. Those employees
earn good salaries and contribute to the
state’s tax rolls. I suppose they could be
located anywhere in the United States. Yet,
we are committed to North Dakota, a state
that ranks fourth on our rolls in terms of
employee count. North Dakota is full of good
people. Hard working people. It is a great

place to live and work.
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In 1983, we created the MDU Resources
Foundation, which provides direct financial
grants to community-based groups working
to improve social services, education, elderly
care, youth spportunities and more. To date,
the Foundation has granted almost $6 miilion
to qualified non-profit organizations.
Incidentally, those corporate grants are
below-the-line, that is, they are taken from
corporate profits and represent money

otherwise available to stockholders. We
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believe in giving back to the communities
where we live and work.

Mr. Chairman and committee members,
there is no other North Dakota-based
corporation like MDU Resources. Based on
2001 revenues, Fortune Magazine ranked us
as the 637th largest corporation in the United
States and I believe we will aﬂvance again this
year. For the past two years, Forbes Magazine
named us to its Platinum List as one of the

400 best-managed big companies in the U.S.,
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an outstanding honor, In the midst of
corporate turmoil and stock market
vacillation, MIDU Resources has stuck to its
core values, held its financial value and
remained a solid investment for more than
18,000 shareholders, many of which are

North Dakotans.

As I travel across the United States to our
operations and while working the major
financial centers, I am proud of what our

corporation has been able to do from its
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North Dakota base. I am frequently asked
how we were able to do that and am proud to
point to the strengths we have, such as the
great work force, the high level of education
and the great living environment . However,
I am continually challenged by trying to
explain why we can’t grow our utility in the
communities in which we have served for the
history of our company.

With that in mind, I’d like to address the

difficult subject of electric service areas. As
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the CEO of MDU Resources and as a person
who has spent all of his adult life in business
and economic development, I view the
present territorial situation as one-sided. As
new territory is annexed into a city such as
Bismarck, the current law gives us no
assurance we can continue to grow with our
cities. It shuts the door on future growth of
our electric distribution business, which is
our core business in North Dakota. While I

believe a territorial law is required if we are
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to have orderly development of electric
distribution infrastructure, the current law is
not only unfair to investor-owned utilities,
but it also gives North Dakota the image of
being anti-business. If you remember but one
thing I say today, remember this: an anti-
business image, such as that fostered by the
current territorial law, creates a poor
storefront to the rest of the country and to the
financial community. This anti-business

image should be the concern of every
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legislator — from Cavalier to Bowman,
Hankinson to Crosby and all points in
i)etween. Closing the door to our investor-
owned electric utilities is a very poor signal to
send to any company looking to locate here.
Throughout my career, . have been
involved in economic development. I serve on
a number of local and state boards and am
very active in the North Dakota Economic

Development Foundation. I am committed.
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h From my vantage point, it seems we must
find a way to build on our assets — one of
which is inexpensive electricity. It also seems
to me that we must find a way to allow our
current suppliers to grow and to be engaged,
working together to attract new businesses to
our state.
During this session, you will consider
dozens of bills designed to boost economic
development in North Dakota. Keep in mind,
that the best, most cost-effective economic
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development course a state can chart is one
involving successful, existing businesses. The
current territorial law flies in the face of that
concept.

As a corporation, we follow the business
model that has proven successful throughout
our country’s history. Along with Otter Tail
Power Company and Xcel Energy, we
brought electrical service to the northern
plains. In the 1940°s we built the generation

and LI » 3 (] ey e [} :
transmission facilities to assist the rural
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electric co-ops in building their distribution
network. The innovative founders of our
companies attracted investors, then they used
investors’ dollars to build reliable electrical
delivery systems. With additional investment,
our systems grew and the price of electricity
came down making it more affordable and
available to more people.

Our business success enabled us to
reward our investors for the risk they had

taken in our company. Our corporate profits
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and investors’ dividends generated income
tax dollars to build roads and bridges, to
enhance law enforcement and to help support
an array of social and educational services for
North Dakota’s residents. This is the model
that economic development measures must
pursue and it’s the model the current law is
preventing.

If MDU Resources is to continue to grow
our core North Dakota business unit, the

current law must be amended. The North
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- Dakota Legislature must find a way to allow

us to share in the growth around the cities we

began electrifying in 1924. HB 1454 allows us

that opportunity.

I urge you to support HB 1454.
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Testimony of Rep. Dwight Wrangham, District 8
RE: HB 1454--8 a.m. Wednesday, Feb. 5, Brynhild Haugland Room
Before the House Industcy Business and Labor Committee

Mr, Chairman and members of the committee, my name is Rep, Dwight Wrangham, from District
8, which comprises parts of Burleigh and McLean counties. I'm here to today to register ‘ny opposition to
HB 1454, I also serve on the board of Capital Electric Cooperative, based here in Bismarck, which provides
electric service to residents in Burleigh and parts of Sheridan County. I have been a director on that board
since 1995.

HB 1454, in my view, is not fair and it does not represent any sort of compromise. It's not fair
because this bill attempts to take territory from Capital Electric Cooperative and gives it to MDU; it
attempts to take territory from Mor-Gran-Sou and gives it to MDU; and it attempts to take territory from
Cass County Electric and Nodak Electric and gives it to Xcel. This bill asks this legislature to take from
one and give to another. There is nothing fair about that.

And that's why this bill is not a compromise. In my view, I think of compromises as "win/win"
scenarios. This bill says MDU and Xcel Energy get to keep 100% of the market share in their territories,
and be handed over 50% of the territory outside the state's three largest metropolitan areas that have always
been served by electric cooperatives. Keep in mind as well, that MDU doesn't seek 50% of Sheridan
County, but 50% of the best territory that Capital Electric serves around the city of Bismarck. The IOU
definition of compromise is obviously "we want to keep all of ours and take 50% of yours."

1 am also opposed to this bill because it nullifies an agreement that Capital Eicctn’c and MDU
negotiated in 1973, which received the approval of the city of Bismarck. As you'll hear in later testimony
from Capital Electric's manager, this agreement clearly lays out where electric facilities can be built by
MDU and Capital Electric in and around the city of Bismarck. So one of my first reactions to this bill, from
the perspective of Capital Electric, is that "we've been there done that.” Why should this legislature
mandate that we do it over? I'm a strong proponent of local control, and this bill goes completely in the
opposite direction by establishing a state mandate to divide territories in certain areas, It's clear to me that
this bill takes power away from local contro] and creates a mandate from state government.

Mr. Chairman, members of the committee, this bill should be rejected. I urge a Do Not Pass,
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Harlan Fuglesten
Testimony on HB 1454
Before the House Indusiry, Business & Labor Committee
February 5, 2003

Mr. Chairman and committee members. My name is Harlan Fuglesten, General
Counsel and Government Relations Director for the North Dakota RECs. Irise in
opposition to HB 1454. There are many reasons why we oppose this bill. The most
important reason is that this bill is about self-interest, not the public interest. Very simply,
it is designed to benefit iﬁvestor-owned utilities (IQOUs) at the expense of North. Dakota
consumers.

To understand the problems with this bill, it’s important to explain why the
legislature passed the Territorial Integrity Act in the first place. Before 1965, there were
frequent territorial battles between the IOUs aud the co-ops. These battles uéuall;' took
place in rural areas outside of cities served by the IOUs. Then as now, co-ops could
extend lines in rural areas without PSC approval. In fact, as borrowers from the REA,
they also had an obligation to provide “area coverage” to all consumers, large or small,
profitable or not. IOUs refused to serve in rural areas generally, but did want to
occasionally serve loads that were profitable or convenient. The pre-1965 law allowed
IOUs to extend service within their franchised cities, and also gave them the right to
serve areas “contiguous” to areas they already occupied so long as the areas were not
receiving similar service from another utility. This created “cherry picking” opportunities
for IOUs, and caused many disputes over whether areas were “contiguous” or were

already being served by another utility with similar service.
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o The legislature passed the Territorial Integrity Act in 1965 to end these disputes
and to promote orderly development. Under this law, co-ops could continue to extend
facilities without PSC approval in rural areas where they had the obligation to serve,
Likewise, IOUs could extend facilities without PSC approval in cities where they were
franchised. Outside the franchised territories, hc wever, IOUs were required to obtain PSC
approval before extending service. By the same token, co-ops could not serve within the
corporate limits of a city without city approval, even as the city expanded its borders to
include areas being served by the co-op.

Since passage of the Territorial Integrity Act, IOUs have sought PSC approval to
serve rural accounts about 3,000 times. In about 95 percent of the cases, their requests
have been appro'\.'ed without objection from the local co-op. If there is a dispute, the PSC

™ considers a number of factors to decide which utility is best positioned to serve new rural
customers. These factors include customer preference, proximity of existing lines,
reliability and cost of service, probability of city annexation, and avoidance of wasteful
duplication. When the PSC grants approval for IOU service in rural areas, it issues a
Certiﬁcatg of Public Convenience and Necessity. As the name implies, decisions on
utility service are based on the public interest, not what is best for any particular utility.

As cities grew out into rural areas after 1965, co-ops sought to continue serving
areas where they had facilities. To do so, they needed approval from city governing
boards. Some cities such as Fargo, West Fargo, Grand Forks, Bismarck and Mandan
granted franchises that either designated service areas or included procedures for
deciding which utility served where. In many other communities, however, co-ons did

not obtain franchises. In these cities, the IOUs get all the growth, For example, because
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MDU has the only franchise to serve the city of Williston, the local electric co-op sells its
lines to MDU as the city expands into areas where the co-op has facilities. Last summer,
an Otter Tail Power Company spokesman testified before the Electric Industry
Competition Committee that Otter Tail gets “more than 90% of the new customers who
build in and around the city limits” of Jamestown, Devils Lake, and Wahpeton. What this
all means is that current North Dakota law does not favor one type of utility over another.
Instead, it provides for orderly development of expensive electric facilities while
maintaining local control of electric service decisions. HB 1454 would undermine both of
these concepts, and would return us to the old days of constant utility battles.

Some legislators have told me they hope passage of this bill would end territorial
fighting between utilities. It will do no such thing. In my view, it will guarantee
continuing battles before the legislature, the PSC and the courts.

I would like to now go through some parts of HB 1454 to show you why this bill
is harmful to the public interest,

Section 1 sets forth the scope of the bill. It applies to the extraterritorial zoning

- limits of cities of 10,000 or more within Metropolitan Statistical Areas (MSAs) as those
areas may be expanded from time to time. The expansive nature of this bill has been
described by one of its proponents as being “evergreen”, apparently because, like an
evergreen, it will continue to grow out at the tips. How this would work is unclear.

The bill can be interpreted in two different ways. The first interpretation would be
that the initial agreement on service areas should address what happens to areas that are
beyond a city’s current extraterritorial zoning br:i will likely be included in the future,

This interpretation could lead to utilities and the PSC planning for future service area
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allocations many miles from the city. How could such allocations be made on any fair or
reasonable basis? And, if such allocations were made, when would the IOUs agree to
begin serving new customers in these outer-ring areas? Would the co-ops be required to
continue investing in these areas knowing they will eventually be turned over to an IOU?

Why would the co-ops want to create future duplication and expense? On the other hand,

_why would the IOUs want to build lines to serve a few customers miles from where they -

currently have facilities? Such uncertainties could lead to cases where customers are left

Y

without service unless they are willing to pay up front the full cost of such line
extensions.

The second interpretation would be that the initial agreement relates only to a
city’s current extraterritorial zoning boundaries and does not address this outer-ring of
future extraterritorial zoning. Under this interpretation, new agreements would be
required to divide up additional territory after each zoning extension, As each new area
was divided up, a confusing checkerboard of utility service areas would arise.
Meanwhile, the co-ops would still have to deal with how to serve these outer-ring areas,
half of which they will lose in the future. This uncertainty about which utility will serve
where would be very detrimental to utility planning, customer service, and reliability.

No matter how one interprets this bill, it seems to me it leads to the same old story
~ The IOUs want the co-ops around to serve what they don’t want to serve until it is
profitable for the IOUs to take it away.

A couple other concemns I would like to note about Section 1. There is absolutely
no guidance given to the PSC in approving or establishing service areas. Reasonably

equal growth potential for utilities is the standard, but the bill also says the PSC must act
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™ in the public interest. What happens when the public interest conflicts with the

requirement of equal growth opportunities? Duplication of existing facilities, for
example, is not in the public interest, but will be inevitable under this bill.

Another question. How do you determine reasonably equal growth opportunities?
Must the PSC consider the timing of likely development so that each utility gets
reasonably equal growth over similar time periods? After all, growth tomorrow is much
more valuable than the same growth ten years from now. Where will the PSC get its
crystal ball for making such projections?

Section 2 of the bill raises more problems. Section 2 establishes exclusive service
territories for utilities, “even if a portion or all of the electric service area is incorporated
into the corporate limits of a city.” Section 2, (subsection 1), This is contrary to other
provisions of North Dakota law granting cities the right to grant revocable, non-exclusive
franchises. See NDCC 40-05-01(57); 40-05-05. More importantly, this bill appears to
directly violate Article 7, section 11 of the North Dakota Constitution which states:

“The power of the governing board of a cily to franchise the construction and

operation of any public utility or similar service within the city shall not be

abridged by the legislative assembly.”

That is exactly what HB 1454 does. In the process, it replaces local control with
state mandates.

Section 3 raises one of the most troubling aspects of the bill. This section
authorizes assignments and exchanges between utilities. But it does more. It gives the
affected utilities the option to “temporarily or permanently waive the right to serve an

electric service location. . .” Electric co-ops understand that the right to serve carries with
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it an obligation to serve. But do the IOUs? This bill seems to be another example of the
IOUs wanting to have their cake and eat it too. Instead of customer choice, the IOUs want
utility choice - the right to determine who, where, and when they will serve customers
based on their corporate bottom line, not on the public interest,

Sections 4, 5 and 6 of the bill include the proverbial exception that swallows the
rule. These sections claim to keep the law’s prohibition against interference and
unreasonable duplication of existing electric facilities, but create an exception in the very
areas that most need this protection, If this bill becomes law, it will be okay to
unreasonably interfere or duplicate the facilities of another utility in the growing areas
around our major citigs, but it will be unlawful to interfere in remote rural areas where
such interference is most unlikely.

HB 1454 changes the focus of state law from concems about rational utility
planning, consumer protection, safety and cost, to a concern about guaranteeing private
utility growth, it is very bad public policy. It will cost North Dakota consumers millions
of dollars in duplicate utility investment. It is not fair to the electric cooperatives, but
more importantly, it’s not fair to North Dakota consumers. I urge a DO NOT PASS on
HB 1454,

Thank you.
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{ ~ TAXES PAID IN MINOT
b Verendrye building located on HiWay 2 East -- Land Value --$40,500 — taxes paid in

2002 -- $606.06
Central Power facilities -- land value - $391,400, taxes paid in 2002 -- $8,275.37

Xcel Office facilities ~ Total taxes paid -- $27,000, but total taxes paid to Ward County
for facilities located in and around Minot -- $287,701.90 during 2003,

" Verendrye — Total gross receipts taxes paid to Ward County -- $144,918.03, of which,
$3,204.43 is paid to city taxing districts.

* Central Power paid $64,959.63 in gross receipts taxes to Ward County and none of that
money was paid to Minot city taxing districts.

TAXES PAID IN GRAND FORKS

Nodak Rural Electric land under their office building in South Grand Forks is valued at
$645,800 and a tax of $16,692.64 is paid to Grand Forks taxing districts.

* Nodak also paid $139,646.01 to Grand Forks County in gross receipts taxes. Of this
( total, no dollars were allocated to taxing districts within the city of Grand Forks.

Xcel Energy paid $41,000 in real estate taxes for their office building property. Total
taxes paid to Grand Forks County for property in and near Grand Forks was
$1,055,839.47 during 2003,

TAXES PAID IN FARGO

Cass County REC land under their office building in South Fargo is valued at $331,000
and a total tax of $8,109.83 is paid to taxing districts within the city of Fargo.

* Cass County REC paid $296,208.45 to Cass County in gross receipts taxes. Of this
total, $18,268.83 was paid to taxing districts within the city of Fargo.

Xcel Energy paid $60,000 in real estate taxes for their office building property. Total
taxes paid to Cass County for property in and near Fargo was $1,586,980.46 during 2003.

TAXES PAID IN BISMARCK

Capital Electric REC land under their office building in North Bismarck is valued at
(. $98,900 and a total tax of $2,392.00 is paid to taxing districts within the city of Bismarck.
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* Capital Electric REC paid $212,694.68 in gross receipts taxes to Burleigh County. Of

(N this amount, $12,508.48 was paid to taxing districts with in the city of Bismarck.

Because MDU Resources headquarters are located within the city of Bismarck and some
of their office buildings support services in other cities and states, building taxes for
MDU properties are not included in this document. Rather, in order to have apples to
apples comparison, the USND hired Rod Backman as an independent consultant to
prepare a report to explain the different taxes paid by RECs and investor owned utility

companies.

Mr. Backman included the REC property, currently located within the city of Bismarck
and exempt from taxation under current law, with the centrally assessed distribution
property of Montana Dakota Utilities. Upon completion of the computation, Mr.
Backman found that the REC property located with in the city of Bismarck would bring
about nine times more in tax dollars to the city of Bismarck if that property was owned
by MDU rather than by Capital Electric REC. Although Mr. Backman’s work only
covered Bismarck property, he testified that the same ratio would most likely be true for

other city taxing districts as well.

* (Information from Schedule BB filed by Co-ops with the County Auditor showing
distribution and total of gross receipts taxes paid to the County. Please also be aware that
school districts receive gross receipts taxes for property located outside of a city, but still
located within a particular school district.)
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UTILITIES CO

A Dlvision of MDU Resources Group, Inc.

400 North Fourth Slree!
Bismarok, ND 58501
(701) 222-7500

" %7 MONTANA-DAKOTA

February 7, 2003

Rep. George Keiser

Chairman

Industry, Business and Labor Committee
ND House of Representatives

Dear George:

Thank you for agreeing to be the prime sponsor for HB 1454 and most
especially for the expeditious and orderly manner in which you handled the
committee hearing on Wednesday. In past sessions those hearings have been
disruptive and tumultuous. I understand you have received some criticism from

REC supporters, but yon made the right decision.

During the hearing Dennis Boyd was asked “when did MDU stop growing?”
As he indicated and as the attached Exhibit A clearly shows, Montana-Dakota
Utilities Co. has not stopped growing — almost, but not quite. By 1984, the number
of residential, small commercial (SC) and industrial customers on our integrated
electric system peaked at slightly over 100,000 customers. During the intervening 20
years, the growth in the number of customers has been relatively flat. In fact we
have slightly fewer customers today than we had in 1984, Worse yet our projected
sales (Exhibit B) are projected flat through 2022, Exhibit C illustrates the very
modest growth in the number of customers we have added since 1996. Over those
years, MDU has added 1393 electric customers on our integrated system. This
represents a 1.4% growth rate over those years, or a 0.2% compounded annual
growth rate. I’d also like to call your attention to Exhibit D, which illustrates
annual growth comparisons in Bismarck and Mandan, two locations where we are
having some minimal growth. From 1996 through 2000, MDU ‘s average growth in
Bismarck has been 2.266%, while Capital Rural Electric Cooperative’s average
growth rate is more than twice as great at 5,143%. The REC numbers are taken
from RUS Form 7, which is filed by every REC. Numbers for 2001 and 2002 are not
yet available. I hope that addresses the question asked by Rep. Severson.
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ST TANA-DAKOTA UTILITIES CO.

Rep. George Keiser
February 7, 2003
Page Two

I would also like te add my comments to those of Dennis and Martin White,
regarding economic development. Montana-Dakota Utilities has spent several
million dollars and thousands of manhours trying to develop two projects — a wind
farm in southcentral North Dakota and a lignite fired generating plant in
southwestern North Dakota. Unless we can share in some of the growth in North
Dakota, what is our incentive to do this? In addition to spending miltions of dollars
ourselves, we have the ability to attract other investors and investment capital,
something the cooperatives will never be able to do because their primary funding
source is the federal government and the U.S. taxpayer! On the other hand, why
would any other investor want to invest in North Dakota when current law treats

existing investor-owned companies so harshly?

Thank you again for your understanding of the critical impostance of HB
1454 - not only so MDU and Xcel can share in the growth around our major cities,
but also so the state of North Dakota can send a powerful message to anybody

paying attention that says “Investors Welcome”.
Sincerely, /

_(./’/ //X v
P\ MO S

Ronald D. Tifto!
Chief Executive Officer

cce Member, ‘
House Industry, Business &

Labor Cominittee
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Montana-Dakota Utilities Co.
. . Integrated System
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EXHIBIT D
MONTANA-DAKOTA UTILITIES CO.
MWH SALES GROWTH
1996 - 2000
— Montana-Dakota )
0

o [;a Capltal Mor-Gran-

1996 YToT Bisr‘narck Mandan Electric Sou
1997 0.0 206 2.769% 2.744% 7.697% 8.070%
1907 0.063% 2438%  5.720% 3741%  -2.8289
oo -1 .4$9°A 2.121% 0.587% 1.889% -7.293%
roo 1 .772 ¢y/° 1.250% 3.412% 4.056% 11.644%
. ) 2.964% -2.576% 8.432% 3.737%

Av :
erage 1.248% 2.308% 1.977% 5.143% 2.866%
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COMMENTS ON HB 1464, A BILL TO CHANGE NORTH DAKOTA'S TERRITORIAL
INTEGRITY ACT (TIA): SUBMITTED BY MIKE EGGL, BASIN ELECTRIC POWER
COOPERATIVE VICE PRESIDENT OF GOVERNMENT RELATIONS, TO THE HOUSE
INDUSTRY, BUSINESS AND LABOR COMMITTEE, ON FEBRUARY 5, 2003.

Basin Electric Power Cooperative Is opposed to the passage of HB 1454 by the North Dakota
Legislature. This legislation will negatively Impact our electric cooperative consumers who have
Invested, and continue to Invest, financlal and human resources Into the state of North Dakota.

Basin Electric Is owned by cooperatives in North Dakota and eight adjoining states. We provide
electric generation and transmission services to these cooperatives.

Basin Electric Is opposed to HB 1454 for the following reasons:

* Basin Electric's members will be impacted — As writtan, the bill will affect two of Basin
Electric’'s members immediately: Capital Electric and Mor-Gran-Sou Electric cooperatives.

Basin Electric exists because distribution cooperatives like Capital Electric and Mor-Gran-Sou
Electric pooled their finances and electricity requirements and developed an Integrated system
of electricity generation, transmission and distribution to meet the needs of thelr systems. This
integrated system represents decades of planning and investment by the cooperatives; from the
wires and poles at a member's home or business, to the design and construction of substations,
transmission facllities, power plants and coal mines. Decisions and investments have been
made over the course of the last 20 to 30 years to serve the members of today. Changes to the
projected growth of our member cooperatives Impact Basin Electric's existing system and future

planning and development.

Cooperatives including Basin Electric are an integral part of local communities and the state.
For example, Capital Electric has spent significant resources developing a system to serve its
existing service territory. Basin Electric works closely with Capital Electric to ensure seamless
electric service. When things go well, cooperatives return that benefit to our members and thelir

consumers.

» Since 1982 Basin Electric has returned $112 million in the form of capital credits to our
members.

* In the years 2000, 2001 and 2002 Basin has returned $30.6 million in capiltal credits and
$122.3 million in bill credits to our members ($31 million of this was directly to Basin's ND
members).

» Basin Electric glves back to the community in many ways. Basin Electric recently made $5
million avallable to its members in the form of economic development loans.

We are sure that you will hear from others the detalls of the impact to our members.

* This is not a forthright effort to address the Issug — The Territorial Integrity Act is a complex
Issue. This bill was presented to the cooperative community and the general public a little over
two weelks ago. It is disingenuous to believe that positions would change or that any meaningful
dialogue would take place during that time. For the past few sessions, the IOU's have thrown
the legislature into the middle of this dispute instead of taking the time to talk one on one with
the cooperatives involved and attempt to develop a solution. This bill simply means that the
IOU’s were willing to once more throw this Issue into the legislature's hands and hope for a
better outcome than they have received the previous three times this Issue was Introduced.
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truth

Maybe it’s the particular combination of
letters, but thic acronym "TIA" seems la
cause a fierce reaction in some people.
Here's a little quiz for you:

“TIA’ stands for:

A. Total Informatlon Awareness

B. Territorial Integrity Act

C. This Issue Again?!

Actually, any of the answers is
correct. If you've read this column in the
past, you no doubt know that ‘B’ is the
obvious answer. If you've followed the
debate on terrorism and the creation of a
Hoincland Sccurity Department in the
national news, you probably recognize
answer ‘A’ as well, And, depending on
your point of view, you might think that
‘B' is well-describea by answer *C'.

We're right in the middle of a North
Dakota legislative session, and os you
probably know by now, the investor-
owned wtilities have introduced House
Bill 1454 to amend the original TIA. In
fairness to the member-owned clectric
cooperatives across the state, I'd like to
offer a slightly different twist on answer
'A’ and pass along some information in
the spirit of ‘total information aware-
ness.’

Legislative Matters

With another TIA battie onr the
horizon, I0Us are taxing the

By Scott Handy

President/CEQO

given all the service territory they desire.
Montana Dakota Utilitics has cven gone
so far as to state in their newsletter that
clectric cooperatives pay “‘next to
nothing in property taxes.,” When looking
carefully at the facts, however, one
realizez that their property tax arguiment
is based on a gross misrepresentation of
the truth.

Let's take a look at the renlity of
wtility property taxation in North Dakota.
10Us pay a centrally-assessed property
tax based on the value of their utility
system. This method is similar to the
system used to tax your individual home.
Electric cooperatives, on the other hand,
primarily pay a percent of revenue in
place of a value-based property tax.
These different methods of property
taxation create a situation where electric
utility properties generate different tax
levels,

Who pays more under the current
system? [n many situations, electric
cooperativcs pay more. Cass County
Electric’s tax bill compared to Xcel
Energy's bill is a good example of this.
Using statistics provided by Xcel Energy
and CCEC for the years 1998-2000, the

“““““““

CNThERE
Scott Handy, CCEC’s President/CEQO,
has studled the properly tax issue

cor. . Jly and welcomes your questions
and commenis,

Another picce of information you
should be aware of is that North Dakota’s
clectric cooperatives proposed a property
tax reform bitl in 2002 that would have
both IOUs and cooperatives pay property
tax calculated under the same formula.
When presenting the biil to the Electric
Industry Competition Comimittee for
consideration, the investor-owned

. “Accbrdgng to the 10Us, they pay a great deal more in prOperty taxes and therefore éhould
be given dll the service teritory they desire, Using statistics provided by Xcel Energy and -

. CCEC for the years 1998 - 2000, the numbers clearly show that for every kWh sold, CCEC |
, paid about 15 percent more in property tax than did Xcel Energy.” | .

In preparing to attack the highly
effective TIA, the J0Us have put together
a laundry list of Issues for why they
should have a 50 percent market share of
new electric customers in rural arcas near
the present boundarics of the affected
cities. On the top of their list seems to be
the issue of properly taxes. According to
the 10Us, they pay a great deal more in
property taxes and therefore should be

numbers clearly show that for every kWh
sold, CCEC paid about 15 percent more
in propesty tax than did Xcel Energy.
With this In mind, the next time you hear
or read statements from investor-owned
utilitics claiming that cooperatives pay
“next Lo nothing in property taxes,"” we
ask that you Inform your friends, co-
workers and representatives that this is
absolutely lalse.

utilities opposed the plan and it was not
adopted. This begs the question: 1f the
tax system is so unfair towards the {OUs,
why would they be opposed to a new
plan that treats both co-ops and I0Us
cqually? The answer is simple: The
current system favors the I0Us and also
provides them with a means to misrepre-
sent the tax situation In order to further
their legislative agenda, Don’t be fooled.
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HB1454

Testimony before the House Industry Business and Labor Committee
Scott Handy, President/CEO
Cass County Electric Cooperative, Inc.

February 5, 2003

Mr. Chairman and members of the committee, my name is Scott Handy, and I
represent Cass County Electric Cooperative, headquartered in Kindred, North
Dakota. I am speaking today in opposition to House Bill 1454 and respectfully
urge your DO NOT PASS recommendation on it.

You are all familiar with the general arguments on this bill. I would like to provide
some specific information regarding the electric utility situation in and around

- West Fargo and Fargo, as well as contrast the utility organizations serving there.
Attached to my written testimony is a map. The dark yellow area on the right side
of the map is the current footprint of Fargo. To the left side you'll notics the City
of West Fargo, indicated in gray. The light green areas above and below Fargo's
city limits indicate Fargo's current extraterritorial area. The lighter yellow area at
the lower left area of the map shows where Fargo's extraterritorial area could
extend if its most recently-announced annexation proceeds. The light blue area to

the left of West Fargo indicates that City's current extraterritorial area,

HB1454 would require that Cass County Electric Cooperative and Xcel Energy
divide up the areas on the map shown in light green, light yellow and light blue.
Xcel Energy would have you believe that these areas are bare empty ground,
within which electric facilities can be built with no duplication. I call to your
attention the red lines shown on the map, especially those within the

i extraterritorial areas. These red lines indicate existing lines built, owned and
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operated by Cass “ounty Electric Cooperative. These lines total 150.24 miles
within the extraterri ‘orial areas and were constructed at an estimated cost of nearly
$7 million. This investment currently serves 953 single phase and 39 three phase
electric accounts for our members. You can see that dividing this area up in such a
way that Xcel Energy and Cass Couniy Electric Cooperative will have an equal
opportunity at future electric load growth will be an exercise in futility. These

areas are already served by our Cooperative and they have been for over 60 years.

I'd also like to call to your attention an item that is extremely ironic. You'll notice
a square at the left edge of the light yellow area on the map marked "Warren Sub."
That’s the Warren substation, located about eight miles north of Kindred, North
Dakota. This substation was our very first, built in 1937. I don't know if you've
been out to the Warren substation lately, but I have. You'll have to take my word
for the fact that there's not much going on out there. How ironic it is that this bill
would likely place the Warren substation within Xcel Energy's electric service
area when the Warren substation was placed there 66 years ago because no one

else would serve.

The incursion of Xcel Energy into the extraterritorial areas will require a massive
duplication of facilities not just within these areas, but also in the extensions Xcel
will have to make just to get to them. This duplication will increase costs for
Xcel's customers and it will increase costs for our members. This is because the
major investments already made by our Cooperative in these areas will be
stranded, that is, no further capital recovery will be possible due to Xcel's

incursion. When the investments by Minnkota Power Cooperative are considered,

the situation only gets compounded.

The second issue I'd like to address this morning is a comparison and contrast

between Cass County Electric Cooperative and Xcel Energy. I think you are ali
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familiar with the fact that Cass C-unty Electric Cooperative is a North Dakota
corporation, doing 100% of its business in North Dakota, and serving its members
with electricity generated by North Dakota lignite coal. We are 100% dependent
on the business we do in North Dakota, and we will survive or struggle based on
the local economy. We sérve our members from local facilities, employ local
people, and pay property taxes in local jurisdictions. When the phone rings, it’s a
local phone number answered by local people. When our members want to talk to
us face to face, they come to a local facility that has its doors open to the public.
We think North Dakota's citizens like that sort of local presence and local service,

and they tell us that regularly.

Xcel Energy launched a major advertising campaign shortly after it was formed
through the merger of Northern States Power Company and New Century
Energies. The theme of the campaign was "You're going to be seeing a lot more of
Xcel Energy.” It was not long after this ad campaign that news of the layoff of a
large number of North Dakota Xcel employees was announced, many from the
Fargo office alone. Beginning in early 2002 a lot more news stories about Xcel
Energy started to run and they weren't very flattering. I don't think that's the sort of

exposure Xcel Energy had in mind when it chose this ad campaign slogan.

The results of Xcel's exodus from North Dakota are becoming obvious. Xcel
customers can't enter its Fargo office any more - the doors are locked and there's a
sign in the window advising them to call an 800 number. There is no local phone
number or local street address in the phone book any more. When customers do
call one of the 800 numbers they talk to someone in another state, some of whom
don’t even know what state Fargo is in - I know, it happened to me. Xcel
customers used to be able to drop off electric and gas payments at drop boxes
conveniently located around town, These have all been removed, to the great

frustration of many Xcel customers. We know, because they routinely stop by our
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g local office and attempt to pay their Xcel bills there. For those Xcel customers
who are intent on dropping off bills, they can stop at a few gas stations around

town and pay a fee for the privilege.

I do have a reason for pointing out these matters. There has been a lot of talk in
every recent Legislative session about "growing North Dakota", and especially in
this session. Everyone is concerned about out-migration of our young people and
of good jobs. Everyone is concerned about new jobs and new opportunities in
North Dakota. Mr. Chairman and members of the committee, HB1454 will
penalize companies that are doing everything our State is asking - keeping jobs
here, investing in the growth and development of local economies and providing
world class local service. HB1454 will then reward an organization that is doing
the opposite of what our State is asking. Passing HB1454 will not bring all those
Xcel jobs back to North Dakota. Those jobs were ended even while Xcel Energy's

electric and gas business is growing.

I should add that the people who do remain employed locally by Xcel Energy are
very nice, very competent people. They are not the ones responsible for the

corporate decisions discussed earlier, they are the ones left to deal with the results.
HB1454 is not about territorial equity. It's about Xcel Energy keeping all the
growth it has now and giving Xcel half of all the growth that will occur in areas

Cass County Electric Cooperative has served for 66 years.

Mr. Chairman and members of the committee, I urge your DO NOT PASS

recommendation on HB1454,
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- TESTIMONY OF LARS NYGREN
GENERAL MANAGER OF CAPITAL ELECTRIC COOPERATIVE, INC.
BEFORE THE HOU'SE INDUSTRY, BUSINESS & LABOR COMMITTEE
IN OPPOSITION TO HB 1454

Mr. Chairman, members of the Committee. My name is Lars Nygren. | am the General

Manager of Capital Electric Cooperative, headquartered in Bismarck. | oppose House

Bill 1454.

Capital Electric is a distribution cooperative whosa service ares comprises the ten most
southern townships in Sheridan County, primarily the area south of Highway 200, and ali
of Burleigh County, including outer lying areas in the City of Bismarck. We are not a
multi state corporation or a diversified business like Xcel Energy or MDU. We are a local,
consumer-owned company operated to provide reiiable electricity at fair rates. To do
this, we have had to plan carefully for both a declining customer base in our most rural

areas, and for some growth in the suburban Bismarck area.

HB 1454 would have very serious consequences for Capital Electric and its consumers.
To understand this, | want to briefly describe how Capital Elactric and MDU have come
to serve in our respective areas in and around the city of Bismarck. In 1973, MDU and

Capital Electric signed an area service agreement that reads, in pait, as follows:
“The parties hereto recognize their obligations to avoid any duplication of

facilities in order to provide electric service as efficiently and economically

as possible to the public and to the Cooperative’'s members.”
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TESTIMONY OF LARS NYGREN ON HB 1454

PAGE 2
“It iIs agreed that the interests of the consumer can best be met by
providing that the Company serve those consumers within the area

boundad by the heavy black line on the attached map."

“The principal service area of the Cooperative will be that area which lies

outside the heavy black line.*

The agreement basically states this: Capital Electric ~ you serve the area outside the
black fine; and MDU, you serve the area inside the black line. Both parties could still

continue to serve thelr existing customers located in the other party's service area.

In 1973, the City of Bismarck incorporated this agreement into Capital's limited city
franchise. In 1993, when our franchise came up for renewal, MDU was concerned that
cancellation of the area service agresment would result in Capital Electric getting a
general franchise instead of a limited franchise to serve just the areas outside the
mutually agreed boundary line. Therefore, at MDU's insistence, the agresment was
amended to Indicate that in the event either party cancelled the agreement “all
privileges, rights, obligations” of the agreement would continue so long as either party
maintained a franchise with the City of Bismarck, Capital Electric agreed to the
amendment, which, in effect, made the 1973 agreesment irrevocable. This new

amendment also became part of our city franchise.
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TESTIMONY OF LARS NYGREN ON HB 1454

PAGE 3

For 30 years, MDU has and continues to enjoy unimpeded growth in its service areas in
and around Bismarck. Capital Electric has waited a long time for some of Bismarck’s
growth to reach Capital's service area. When this finally happened, MDU has worked
tirelessly to have the state legislature nullify the agreement MDU made with Capital
Electric, which was ratified by action of the Bismarck City Council. We think a deal is a
deal, and the legislature should not interfere tv change the deal just because MDU no

longer wants to honor its commitments.

HB 1454 promotes wasteful duplication of facilities. There are over 50 sections of land
within the two-mile extraterritorial area around Bismarck. It appears Capital Electric has
facilities in all 50 sections. If MDU extends service in half these sections, it will be
duplicating our existing facilities. Our investment in serving these areas will be largely

wasted, and our customers will pay the costs.

Not only would there be stranded facilities, but MDU would have to criss cross our
existing system, in some areas, to provide «ervice. The intermingling of utility systems

creates safety concerns for employees of both organizations, as well as for the general

public.

We did a cursory check of the number of unoccupied platted lots scattered throughout
48 subdivisions In the current two-mile extraterritorial area surrounding Bismarck. We

counted 618 lots that are platted but unoccupied at this time. We have facilities
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N TESTIMONY OF LARS NYGREN ON HB 1454
PAGE 4
adjoining 458 of those 618 lots. This is not because we are overbuilding. Some of these
developments have been “cabled up®, along with cable tv, telephone, and gas lines In
the same trench. What happens if someone buys a lot on the extreme end of the
development? In order to serve this lot, you end up installing the cabie in all the other
lots in the development, just to serve this one lot. How many of these lots would Capital

Electric be able to serve under this bill? One half?

The problem, at least locally, is not that MDU doesn't have growth potential in the

Bismarck-Mandan area — they do. They have over a thousand acres of undevelopsd
s land in their service areas. The problem is they are not satisfied with this area any more.
1 The area service agreement is a business deal with MDU and the City of Bismarck. |t
| was done by mutual agreement to provide for orderly development and avoid wastsful
duplication. | think we could all agree that, in business, you need to create win-win
transactions if you are going to get the other side to consider a proposal. All we have

seen from MDU are win-lose proposals — they take, we lose.

| urge a Do Not Pass on HB 1454,

i
|
i

Thank you.
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AREA SERVICE AGREEMENT

The Montana-Dakota Utilities Co., (hereinafter referred to as the Company) and

. Capital Electric Cooperative, Inc., (hereinafter referred to as the Cooperative),

in an earnest and sincere effort to avoid misunderstanding and disagreement over
areas to be served by each party and to further avoid unnecessary and costly du-
plication of facilities, agree to the following general conditions:

). Since the Company is and has been the principal supplier of electricity to
the area encompsssing the city of Bismarck, both parties agree that the Company
should continue to serve this area and new areas contiguous to the city as fur-
ther stipulated and identified in this agreement,

2, The Cooperative organized under the laws of the state of North Dakota to
supply electricity to consumers in rural areas who are not receiving central
station service as identified by law, thereby, both parties agree the Cooperative
should continuve such service in rural areas and other areas that are stipulated
and identified {n this egreement,

3. The parties herevo, recognize their obligation to avoid any duplication of
facilities in order to provide electric service as efficiently and economically
as possible to the public and to the Cooperative's members,

af: It is agreed that the interests of the consumer can best be met by providing

that the Company serve those consumers within the area bounded by the heavy dashed
black line on the attached map, which shall be made a part of this agreement, gs well
B85_any new cousumers.who come into that_srea and that the Cooperative will cone

tinue to serve its present consumers within the heavy dashed black line and will
serve new consumers within the heavy dashed black line only under conditions further
stipulated in this agreement, The principsl service area of the Cooperative will

be that area which lies outside the heavy dashed black line, The agreement shall
apply only to area described dy the map. ‘

ﬁf In the event there is need for either party to this agreement to serve a pros-
pective consumer located in the area served by the other party, such service shall
be supplied only with the written consent of the other party, provided that such
individual exception shall not in any way alter the basic intentions of the parties,
that each shall serve or offer service to the new consumers within their respective
service areas,

6. In the event it becomes necessary or desirable to trade or sell electric
facilities owned by either party, the selling price for such facilities shall

be an smount equal to three times the gross annual revenue received from the prop-
erty during the highest revenue year of the past 5 years. Only the existing
facilities of value in serving customer by purchesing pariy shall be sold, Bal-
ance of facilities shall be disposed of as enumerated in Section 7.

7. It {s mutually agreed that Iin the event that either party will terminate ser-
vice to a consumer or consumers which {t has served and it is necessatry that one
party remove its facllities from such an area, the other party will share the
removal costs of direct labor, plus 25% and only in an amount equal to one-half
the total labor costs for removing such facilities,

EXHIBIT A
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“ oo :8. It {s mutvally agreed by both parties that each will continue to serve cus-
tomera it now has within the boundaries of the other party as stipulated and iden-
tified in the agreement, Such customer identification shall be from the books
and records of each of the parties as of date of signing of this agreement, 1If
an exchange of customers can be agreed upon by both parties and to the satisfac-

N tion of the consumer or consumers, such an exchange can be made,

9. This agreement will in no way affect the Company's or Cooperative's needs
or pluns to construct transmission line facilities for the purpose of providing
adequate electric power for the consumers in the area it serves,

10, This agreement is subject to approval, order, and other actions of the Pub-
lic Service Commission of North Dakota or any other governmental agencies or
bodies having jurisdiction over transactions and service herein covered,

11, It is realized that the foregoing instrument will not cover all conditions
which may arise, but if followed in good faith by both parties, will serve as
a guide to future developments and growth for both organizations, thus it is
mutually agreed that this agreement will be reviewed at least once every five
years for the purpose of evaluvating its operation and to discuss possible mod-
ifications which may be desirable to more efficiently carry out the intent of
both parties,

12, This agreement shall remain in force from the date hereof until cancelled

by either party by giving twelve month's written notice to the other party of
such cancellation,

MONTARA -DAXOTA UTILITIES £O, CAPITAL ELECTRIC COOPERATIVE, INC,

,/’\ ‘

ﬁf: ‘: % ? -
‘ 4 FE ~ 7
President resident
ATTEST: . ATTEST: /. [
' Z /é YA
o’ p ¢ A ot “ LJ‘\—-—‘
' * Secretary ' Sacretary
AL, 5, /923 Q»w 2R~ 57
o/ S Date ’1/7 Date
(SEAL) ' (SEAL)
!
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™ LETTER AGREEMENT
AMENDING SERVICE AREA AGREEMENT
BETWEEN
CAPITAL ELECTRIC COOPERATIVE, INC.
AND
MONTANA-DAKOTA UTILITIES CO.

It is intended by the parties hereto to amend the July 5, 1973, Area Service
Agreement, as amended, between Capital Elactric Cooperative, Inc. and Montana-
Dakota Utilities Co., which agreement sets forth and describes the service
arsas in the City of Bismarck, North Dakota, to be served by Capital Electric
Cooperative, Inec., and describes the service areas in the City of Bismarck,
North Dakota, to he served by Montana-Dakota Utilities Co.

It is agreed and understood that in the event that the sald Service Agreement
of July 5, 1973, .as amended, is canceled by either Capital Electrie Cooperative,
Inc. or Montana-Dakota Utilities Co. during the term of w:ither party's existing
franchise with the City of Bismarck, North Dakota, that all of the privileges,
rights, obligations, .and restrictions as contained in such July 5, 1973, Service
Agreement, as amended, shall, notwithstanding such cancellation, continue during
the term of either party's respective franchise with the City of Bismarck to
apply equally to both Capital Electric Cooperative, Inc. and Montana-Dakota

Utilities Co.
AGREED TO and made a part of the 1973 Area Service Agreement this

)

2 day of CJ U , 1993,
/

CAPITAL ELECTRIC COOPERATIVE, INC. MONTANA-DAKOTA UTILITIES CO., &
division of MDU RESOURCES GROUP, INC.
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S RESOLUTION

A Resolution granting to Capital Electric Cooperative, Inc., a
corporation, its successors and assigns, the franchise and right to
construct, maintain and operate, within and upon, in and under the
streets, alleys and public grounds of the City of Bismarck, North
Dakota, an electric distribution ~system for transmitting and
distributing electric energy for public and private usa,

WHEREAS, pursuant to law the City has the power to grant a
non-exclusive franchise for a term of no more than twanty years; and

. WHEREAS, pursuant to city ordinance the City may grant a franchisa,
by resolution, following public hearing; and

WHEREAS, on the 25th day of May, 1993, a public hearing was held by
the Board of City Commissioners; and

WHEREAS, it is in the public interest that a franchise be granted
to Capital Electrlioc Cooperative, Inc., for an electric distribution
system. )

NOW, THEREFORE, BE IT RESOLVED by the Board of City Commissioners
9£ the City of Bismarck, North Dakota:

"‘Article I. ‘Definitions: As used herein, the ‘following words and
terms are defined as follows!

1. “City" means the City of Bismarck, North Dakota. ‘

2. "Franchise" means all of the rights and obligations
extended by City to Grantee herein.

3. "Grantee" means Capital Electric .4.‘:ooparntive, Inc,

Article II. Grant of Authority. There is hereby granted by the
City to the Grantee, subject to the conditions contained harein, the
right and privilege to ocoupy and use the streets, alleys and public
grounds of the City as now, or hereatter constituted, for the purpose
of constructing, maintaining and operating, within, upon, in .and under
the same, an electric distribution system for transmitting and
distributiny electric energy for public and private use.

1. In order to avoid a duplication of facilities between the
Grantee and other electrical franchises, the authority
granted Capital Electric under this franchise is limited
geographically to the areas within the ocity described in
the Area Service Agresment dated July 5, 1973 executed by
Capital Electric Cooperative, Inc., and Montana-Dakota
Utilitles Co., as modified by Amendment dated October 25,
1950, and any future amendments to the Area Service
Agrasment agreed to by Grantee and Montana-Dakota
Utilities, The Grantee shall enjoy all of the privileges
.and rights .deseribed in the Area Sevvice Agreement. 1If
the Area Bervice Agreement and Amendments thereto are
canceled by elither electric supplier during the term of
this franchise, all privileges, rights, obligatione and
restrioctions as therein stated shall continue to apply to
both Capital Elactric Cooperative, Ina., and
Montana-Dakoka Utilities Co. A copy of the Area Service
Agreemsnt and Amendment are attached as Exhibite A und B
to this resolution.

Artlcle IIXI.,  Grantee's Obligations. Grantee shall maintain an

etfficlent distribution system for furnishing electric energy for public

- and private use at such reasonable rates as may be approved by and
under such orders, rules .or regulations as may be issued by any faderal
or state agency having or obtaining jurisdiction theraof.

Article 1IV. Non-Exolugive Grant. This franchise shall not be
exclusive and shall not be construed to prevent the City from granting
to any other party the right to use the astreets, alleys and public
grounde of the Clty for like purposes,

¢
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~~ Testimony of Pam Geiger, Director

Mor-Gran-Sou Electric Cooperative
RE: HB 1454--8 a.m. Wednesday, Feb. 5, 2003
Before the House Industry Business and Labor Committee

Mr. Chairman and members of the committee,

My name is Pam Geiger. I am a rural resident of Morton County, living near
Mandan. I'm also a director of Mor-Gran-Sou Electric Cooperative, based in Flasher. I
have served on this board since 1998,

I'm here today to register Mor-Gran-Sou Electric Cooperative's opposition to HB
1454, which is noted in the board resolution that I have attached to my testimony.

I also want to point out that Mor-Gran-Sou, like Capital Electric, entered into a
service area agreement with MDU, which was approved by the city of Mandan and
forwarded on to the Public Service Commission, in 1976. This agreement was again
approved by the city of Mandan in 1996, A map out]iniﬁg this territory agreement is also
attached. As you can see, there remain large tracts of land in which MDU can extend
utility services in and around the city of Mandan for many years to come--without
interruption by Mor-Gran-Sou.

Mr, Chairman, members of the committee, I just wanted the record to show, that
Mor-Gran-Sou, too, has operated in good faith with the city of Mandan and MDU in
axtending utility services that serve the public interest in and around the city of Mandan,
We oppose this bill because it would negate this agreement and mandate that we do all
this over again.

I'd be happy to answer any questions you might have.
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Mor-Gran-Sou Electric Toll-free (800) 750-8212

Cooperative

Your Youchsone Enetay’ Parerwet &ta

P.O. Box 1175

P.0. Box 207 2816 37" Strest NW
202 6" Avenus West Mandan, ND 685564
Flasher, ND 66535-0207 Telephone: (701) 683-0297
Tetephone: (701) 587-3301 Fax: (701) 663-2279

Fax: {701) 597-3916

I, Robert Katus, Secretary-Treasurer of the Board of Directors of Mor-Gran-Sou
Electric Cooperative, Inc., do hereby certify that; the following resolution was duly
approved and adopted at a regular meeting of the Board of Directors legally and duly
called for January 29, 2003 and that said meeting was held pursuant thereto at Flasher,
North Dakota.

Further, that the following resolution is a true and correct copy as approved and
adopted and that it is a copy of a part of the orlginal minutes entered in the minute book

of the Board of Directors at its regular meeting on January 29, 2003.

RESOLUTION

Whereas, Mor-Gran-Sou Electric Cooperative, Inc. believes In protecting the members of the
Cooperative and the general public from needless duplication of facilities and has worked for orderly
development within the extraterritorial areas surrounding the city of Mandan to imit this duplication, To
support this goal, Mor-Gran-Sou and Montana-Dakota Utllities entered Into an agreement on Febiuary 12,
1976 to avold duplication of facllities both within and adjacent to the ¢ity.

Whereas, to strengthen this agreement, Montana-Dakota Utllities proposed and Mor-Gran-Sou
did not object, that the 1976 Agreement become part of Mor-Gran-Sou’s franchise with the city of
Mandan. This Agreement outlines designated services areas within the clty to encourage orderly
development. Based on the franchised areas and reasonable expectations for development, the !
Cooperative has made long-term Investment In the form of major capital improvements to provide for
orderly development within and adjacent to the city of Mandan.

Whereas, the investment made by the members of the Cooperative was done assuming the
Cooperative would not face unreasonable interference from other electric service providers. This
safeguard Is provided to all electric public utilities and electric cooperative corporations because of the
caplital-intensive nature of providing safe and 1eliable electric service.

Whereas, this bill would Interfere with the authority of the cities of North Dakota to Issue
franchises to utilities serving thelr communities.

Whereas, House Bill 1454 (HB-1454) disregards the long-term efforts made to limit duplication of
facilities through planning and orderly development. HB-1454 would strand good faith investments of the
Cooperative, by limiting its abllity to grow within areas it has traditionally served and reasonably planned
to serve. This stranded investment would cause an undue hardship on the members of the Cooperative

and result in higher electric rates.

NOW THEREFORE, BE IT RESOLVED, that Mor-Gran-Sou Electric Cooperative, Inc. opposes
HB-14564 In Its entirety and requests the legistative body to vote DO NOT PASS on HB-1454.

ROBERT KATUS, SECRETARY-TREASURER
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AGREEMENT

! ‘.J

MONTANA-DAKOTA UTILITIES CO., herainafter referred to as "Compary,"
and MOR-GRAN-SOU RURAL ELECTRIC éoopsnATwé; INC., hereinafter
referred to u "Cooperat(vo,"' rooognlzihg their obtigation to avotd‘ duplication
of facilities tn or;der; to provide electric service eﬂ'loiérﬂy and economically ta
Company's custm@ré ardd Coopeiative's members; and {n an earnsest and sin-
cere effort to avold misundorstandings and disaqresments over areas to be
served by each party, and to avold unnecessary m;d co.sfl)‘; dupnéatlon of
facliities, do Aegéeha follows:

1. Company {s an incorporated, pftvate Qttllty and is, and has been, the
principal supplier qﬂ elactric sewlc?s t$ an area encompasaim the ;C_lt_y__gf'
Mandan and other ':‘sreas contiguous .thereto, and the parties agree Compary
should cortinue to serve this area and other areas contlguous to fhe Clty, as
dentified and stipulatsd n this Agreemert. o

2, Cooperative is organized under the laws of North Dakota as an
electric cooperatl‘\i‘oj to provide elactric services to consumers (n rural AM
surrounding the C'l.ty of Mandan; and the partles agree Cooperative should con-
tinue such service tn rural areas which are Identified and stipulated in this
Ag_m&ment and. the &mcmem hereto. |

3. Itis agrel‘ed'.tt'melectrlc;pomr"needa of the bubltc can be most
efficlertly provided by Compary serving those consumers. within the ares
bounded by tm-cmss-hatdhgd lines on t‘he attached ma;s',‘,u well as any new
consumers coming into that area, and that Cooperative V;Illl most effectively |
serve (ts presert members ocutside the area bounded by\é;ld croa-llwatchad
lines, as well as anynow consumers . coming into that ares,

4, Itis agré'd; ‘by the pmu"q that each may, and will, continue to
serve the customers It now has ot thelr present locations within the boundaries
of the areas msecV&d,to each party by this Agresment. ) However, It ls

agreed that, (f an ;sxchangg‘ of customers can ‘be egreed upon by the parties
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and to the aatlefactl'on‘or a customer or customers, such an exchange can be
. -
made,

5. In the evert"t‘ham is a request or need for e(thpr"party to serve a
prospective custorﬁer within the area reserved to the other party, such service
shall be' supplied o'nly"wlth‘the written consent of such ‘other party; provided,

that such exception and consert shall in no manner alter the basic {ntentions

of the partles that éach shall serve or offer service to-the new consumers ]
within its ‘msmcttye'spﬁvlce ares&, ' N ‘ i

6. In the evéﬂt it becovf\es necassar:y or desirable fdr' either party to

trade or sell electric facilitles to the other, Ithe price to be pald for such

" facilities shall be "an anourt equal to three. (3) times \the‘ gmsé ‘arwiml revenue
received from the property during the highest revenue year of the_ ﬁmmédlata
past flve (5) years. I the event the trade or sale tm&vas underground
facilities, thefe‘shall be added to the price ore-half ‘(1/‘25‘0?' the U;-vdepreclated
value of the facflity. Only exl.lttng facilities of value (vn sewtng‘cu,;tomer(s)‘
by the purchasing party shall ba purchased, |

7. 'It is agreed that should elther party tarminate. service to a customer
or customers whtlclh‘(t has servad, and (t is necessary that such‘par'ty remove
its fFacilitles serving t.he customer or customers, the other party will share
equally In the removal costs of. direct labor, plus & fictor of twenty-five
percert (25%) apptlle'c:‘l' ‘to the . direct Ilabor cost for ove‘rhead.

8. It s agr'g_.ed by the parties that the righis, n;geésttles or plans of
elthar Comﬁar\y or Cmpemt‘lve te cbmtmcltlémmmlsalsr;. Al\lm !’aclmtels for
the purpose of providing additional olactric power to 'obg\éur}u-ﬂbs wlithln the
area of itz serviceis ‘ln"m mmr affected by this Algv:e"emant. | '

| 0. It Is the ‘undérstanding of the partles that this Agreemert may be
subject to approv;\; orders and cther actions 61' the _Pubilc Service Cormmis-
slon of the State of North Dakota and ary other gov;rhﬁ'emt agency or body

having jurisdiction over transactions and sorvices corvg‘re'd by the terms of
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this Agreement,

* 10, The parties agr'ee to review this Agreement at least once every five
)] yeallr-s hereafter, at the request of either party to tha‘oither, for the pur-
po.se of evaluating flta‘ operations and to discuss and mak'a.'i'nodtﬂcations which
may be desirable and ‘agreed upon to more effectively carry out the intent of -
the parties hereto:. |

11, This Agreemert shall remain in force and effect from the date hereof

or until cancel ‘
elled by sithar party upon glving of twelve (12) months' written
motice to the other party of such canceliation, ‘ ‘

IN WITNE ' '
ESS WHEREOF, the ‘partlas hereto have rnade and entered into

this Agreement as of the '
_ Lz oy o Fereuney ., 10,

MONTANA-DAKOTA UTILITIES CO..

Attest: W e 89
- 1

Secretary

MOR-GRAN-SOU RURAL RI
E
COORERATIVE, NGy o e

BY’—&“.’E £ . §
: 7 7 Presldent
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MONTANADAKOTA UTILITIES OO,
400 NORTH FOURTH BTREEY
BISMARCK, NORTH DAKOTA 84501

February 20, 1978

The Honorable Richard A, Elkin, Presideut
North Dakota Publio Servies Commission
State Capito] Building

Bismarck, North Dakota 88801

Dear Commissioner Elkin:

Please accept the attached filing of an Area Bervice Agreement between
Mor-Gran-8ou Eleotric Cooperstive, Inc. and Mootana-Dakota Utllities Co,

covering Mandan and its eavirona, N
S{néoroij.‘ybdfi; ‘ :f R

Warren Dotseth
Vioce President
Publioc Affairs
WAD:1es
Attachment

co1 Mx, R. L. Jacobsen - MDU, Bismarck, ND (w/o Attach,)
Mr. John W. Allen - Mor-Gran-Sou Electrio Cooperative, Flasher, ND (w/o Attach.)
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ORDINANCE NO. 843

AN ORDINANCE GRANTING TO MOR-GRAN-SOU ELECTRIC COOPERATIVE OF
FLASHER, NORTH DAKOTA, ITS SUCCESSORS AND ASSIGNS, THE RIGHT AND
FRANCHISE TO CONSTRUCT, MAINTATN AND OPERATE WITHIN AND UPON, IN
AND UNDER THE STREETS, ALLEYS AND PUBLIC GROUNDS OF THE CITY OF
MANDAN, MORTON COUNTY, NORTH DAKOTA, AN ELECTRIC DISTRIBUTION
SYSTEM FOR TRANSMITTING AND DISTRIBUTING ELECTRIC ENERGY FOR PUBLIC
AND PRIVATE USE, AND DEFINING THE EXTENT, LIMITATIONS AND
CONDITIONS OF SUCH RIGHT AND PRIVILEGE.

BE IT ORDAINED BY THE BOARD OF CITY COMMISSIONERS OF THE CITY OF
MANDAN, MORTON COUNTY, NORTH DAKOTA:

SECTION 1. For convenience herein, said mnicipal corporation
is designated and referred to as "Municipality," and Mor-Gran-Sou
Electric Cooperative is designated and referred to as "Grantee."

‘Bniy reference to either includes their respective successors and
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assigns.

SECTION 2. There is hereby granted to Mor-Gran-Sou Electric
Cooperative, ,Inc., a cooperative, Grantee, its successors and
assigng, subject to the limitations herein stated, the right and
franchise to occupy and use the streets, alleys and public grounds
of the municipality as now, or hereafter constituted, z.?gr the
urpose of constructing, maintaining, and operating, within, upon,
in and under the same, an electric distribution system for
transmitting and distributing electric energy for all public and

private uses.

a. In order to avoid a duplication of facilities between the
Grantee and other electrical franchises, the authorlty granted
Moxr-Gran-Sou 'Electric Cooperative, Inc. under this franchise
is limited geographically to the areas within the city
described in the Agreement dated February 12, 1976, executed
by Mor-Gran-Sou Electric Cooperative, Inc. and Montana-Dakota
Utilities Co. and any future amendments to the Agreement

agreed to by Grantee and Montana-Dakota Utilities Co. The

Grantee shall enj o%( all the privileges and rights described.in
the Agreement. I the eement and any Arvendments thereto
. are cariceled by either electric supplier during the term of
this franchise, all privileges, rights, obligations and
restrictions ag therein stated shall continue to apply to both

Mor-Gran-Sou Electric Cooperative, Inc., and Montana-Dakota

Utilities Co. A copy of the Agreement. is attached as Exhibit
A to this ordinance.

SECTION 3. Grantee shall maintain an efficient distribution
system for furnishing electric ene for public and private uee
during twenty-four (24) hours of each day at such reasonable rates
as may be promulgated and approved by the membership of Grantee
under the laws and regulations of the State of North Dakota and the

Rural Electrification Administration.
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o SECTION 4. Municipality reserves any right it may have under
its police power, or otherwise, to control and regulate the use of
its streets, alleys and public grounds by Grantee, and any
construction, reconstruction or relocation occasioned by changes in
streets, alleys or public ways shall be at Grantee's owrl expense
for its property. : :

SECTION 5. Grantee ghall indemify and save and hold
Municipality harmless from all loss or damage due to suits,
3 d?rpents, claime or demands whatsoever caused by Grantee's
negligence in the construction, installation and maintenance of its
distribution system in the streets, alleys and public grounds of
the Municipality.

SECTION 6. Grantee sghall have the right, with approval of
Municipality, to assigfl this franchise to any person, association
or corporation, but all obligations of the Grantee shall be binding

upon its successors and assigns. | ;

SECTION 7. Within thirty (30) days after passage and adoption
of this Ordinance, the Grantee shall file with the Clerk-Auditor of
the Municipality its written acceptance of this franchise.

SECTION 8. This franchise shall continue and remain in full
force and effect for a period of twenty (20) years from the date |
N upon which this Ordinance shall become effective, as provided by
N law. This franchise shall not be exclusive and shall not be
construed to prevent Municipality from granting to any other
person, association or cogoration, the rifht'. to use the streets,
alleys and public groun of Municipality for 1like purpose.
Provided further, that Municipality may terminate this franchise

upon one (1) year's written notice to Grantee.

. “
Président, Board/éf City Commissioners

First Reading: 02-20-96
Amended: U3=13=3%
Second Reading: 03-19-96 .
Final Passage: 03-19-96
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Testimony of George Berg
Before the House Industry, Business & Labor Committee
HB 1454
February 5, 2003
Good morning. My name is George Berg. I am President and CEO of Nodak Electric

Cooperative, headquartered in Grand Forks. Iurge a DO NOT PASS on House Bill 1454,

their concerns about future growth opportunities by taking away territories the electric
cooperatives have served for decades — areas the IOUs previously would not serve. The bill
would result in a transfer of growth area from Nodak Electric to Xcel Energy. The purpose of
my testimony this morning is to illustrate to you that a) as the saying goes, we've been there,
done that, and b) we can ill afford to solve Xcel Energy's growth concerns at our expense.

With regard to the first point, before the adoption of the Territorial Integrity Act in 1965,
Nodak and NSP had an Area Service Agreement. The map attached to my testimony shows the
city limits of Grand Forks in 1966, and the agreed upon boundary lines between NSP and Nodak.
The shaded area shows the 3,700 acres of undeveloped land outside the City of Grand Forks that
was reserved for growth for NSP. Even after the Territorial Integrity Act was passed, Nodak
honored the Area Service Agreement and declined to serve any new accounts requesting service
in the above-described area.

In the years following the Territorial Integrity Act, we watched with envy the growth
enjoyed by NSP as the city grew. During these years, the medical park was developed, the
Columbia Mall was built, and thousands of residential services were connected in NSP's new
territory. Ironically, many of these residential services were thanks to a migration of people
from our service area into Grand Forks. It should be noted that NSP did not suggest at any time
the two utilities share the growth of Grand Forks fifty-fifty. Instead, NSP enjoyed virtually all of
the growth of Grand Forks, and we could only hope that some day the City would grow througk.
these thousands of acres of undeveloped land, and we would finally enjoy some urban spillover
into territory we had already been serving for three decades.

In later years, we began to benefit from the expansion of Grand Forks, as parts of the City
grew into our service area. We have invested heavily in underground distribution facilities,
including switches and two-way redundant feeds. Since the Territorial Integrity Act was passed,
our power supplier, Minnkota Power Cooperative, has invested millions of dollars adding three
substation delivery points around Grand Forks to guarantee the best service possible for our

existing and new customers in this growth part of our service area. So, when I say we have been
1
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there, done that, I mean that we have long ago given up part of our potential service area to allow
growth potential for NSP/Xcel Energy. They have and continue to experience growth in electric
sales because of our past agreement. In addition, they have and continue to enjoy 100% of the
natural gas growth in and around Grand Forks.

The second point of my testimony is that Nodak can ill-afford to resolve Xcel's growth
concerns at our expense. I believe you will understand our position as you compare our business
to that of Xcel Energy. Nodak is fairly large geographically, but like all electric cooperatives,
we are tiny in the electric utility industry. Our biggest challenge is that we serve a
predominantly rural area, which is declining in population. We own nearly 8,000 miles of
distribution system, which poses enormous maintenance and service reliability challenges, Over
that system, we deliver power to less than 13,000 customers.

A typical strategic planning session for Nodak entails more planning for decline than for
growth, The harsh reality is that 90% of our distribution system serves areas that have fewer
people each year. Compounding the impact of decades of migration from rural North Dakota to
urban communities, Nodak was adversely affected by the removal of the Minuteman Missiles |
from Grand Forks Air Force Base. In our entire service area, which covers all or part of ten
counties, we have only one area that shows consistent growth over the last ten years. This is the
area around Grand Forks.

In contrast, Xcel Energy is a huge corporation that sells electricity and natural gas in 12
states, They presently have 3.2 million electric customers and 1.7 million gas customers.

Annual revenue for the sale of electricity and gas is reported to be $11.6 billion. I would expect
Xcel Energy is the opposite of Nodak Electric in that it enjoys growth in most of its service areas
in their sale of electricity or gas, or both.

Xcel has come to the legislature asking you to help them resolve their growth concern.
They describe the solution as one of fairness and compromise. If the proponents of HB 1454 are
successful, Xcel will increase their total $11.6 billion sales by a tiny and insignificant fraction.
It’s unlikely you will notice the change in their annual report. If the proponents of HB 1454 are
successful, Nodak Electric may not grow at all in the future. Losing half of our growth area
around Grand Forks may leave us with less than what is needed to offset decline in the rest of
our service area, For sure you will notice the change in our annual report as it will be the most

important issue we will be reporting to our members -- an issue that will directly affect our retail

rates.
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. Clearly, this bill is not about fairmess and compromise. It is not fair when the results are

that 'a small utility like Nodak is significantly harmed so a huge utility like Xcel Energy will

receive minimal gain, It is not compromise when only one side gains and only the other sid

loses. e
Please vote DO NOT PASS on HB 1454, Thank you.
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dh TESTIMONY OF DAVID LOER
INDUSTRY, BUSINESS AND LABOR COMMITTEE
HB1454
FEBRUARY 5, 2003

® Good morning, Chairman Keiser and members of the
committee

o I am.David Loer, President & CEC of Minnkota Power
Cooperative, Inc. headquartered in Grand Forks

I represent Minnkota and speak in opposgition to
HB1454

S TR T T e
e

) I have also been authorized to speak on behalf of
Basin Electric Cooperative, with headquarters here
in Bismarck

N ® Both Basin and Minnkota are G&'T' cooperatives,
: furnishing “G” (generation) and “T” (transmission)
| services to distribution electric cooperatives

° To fulfill our obligation to serve today’s and
future customers, we have built generation and
transmigssion facilities throughout our service
area, including areas around Grand Forks,
Fargo/West Fargo and Bismarck/Mandan

° Basin and Minnkota are very large investors in
North Dakota electric facilities - over $3 billion

in generation and transmission

o My primary concern with HB1454 regards our
investments in transmission facilities

e Because transmigsion facilities are built to serve
customer growth, utility facilities are not fully
utilized when put in service

:
?
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™ ) With expected customer and load growth, utilization

improves over the life of the facilities

® Minnkota has invested about $10 million in
transmission facilities near Fargo/West Fargo and
Grand Forks

° Today these “near cities” facilities are about 65%
utilized, demonstrating our anticipation of growth
in those areas

° If HB1454 were approved, a large portion of our
anticipated growth and facility usage would not
occur

° This reduced growth scenario would result in long
term stranded facility investment costs shifted to
our other customers in eastern North Dakota

s ) The agriculture community we serve with electricity

cannot and should not shoulder the additional
burden of facilities stranded because of HB1454

* As a friend of mine often states, “Once Again”
® Today 1is the third time I have testified before a

legislative committee opposing an attempt by the
investor-owned utilities to steal cooperatives’

service territory
) 4 years ago it was SB2389
) 2 years ago it was SB2418
° Neither, thankfully, was approved

° Here we are, “once again,” but this time with a new
twist

:1‘"
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® While HB1454 is clever]
' Y written to a ‘
compromise, it is not ppear as a

° Only cooperatives would be givi ' '
' ‘ glving up se
territory under HB1454 7 e

. Only.investor owned utilities would be gaining
gérvice territory under HB1454

) HB1454 is not a compromise
® Once again, please oppose HB1454

° Thank you
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B city limits. Areas available to Montana-Dakota for

Electric territory laws in North Dakota

History

The North Dakota Legislative Assembly passed the Territorial Integrity Act (TTA) in 1965 to protect
tural electric cooperatives (RECs) from investor owned utilities (IOUs) moving into their rural areas.
While the law successfully protected REGs, the interpretation of the law has prevented IOUs from
growing to serve new customers in what was once rural farmland, but is now urban in nature, and
has restricted IOUs to the city limits of that time period.

The law states that:
* IOUs cannot extend service to a new customer outside city limits without 3 Certificate of
Public Convenience and Necessity.
¢ IOUs cannot extend service to an area within city limits if doing so interferes with the
service of an REC or duplicates their facilities.
Additionally, RECs have no third party regulatory oversight. They can exiend their facilities almost
anywhere regardless of cost or return on investment.

MDU Linvied by e Tarmonal Inegrty Ad

Lmpact ot oeae SR et e
The impact of the TIA on Montana-Dakota . Today

Utilities Co.’s service atea is most apparent in the
city of Bismarck. Capital Electric Cooperative,
which serves rural Bismarck, now provides electrical
energy to an estimated 3,800 customers inside the

expansion of its electric distribution system are
limited to scattered vacant lots in developed
neighborhoods and business districts.

The map at right shows Bismarck’s cutrent city
limits including areas served by Montana-Dakota
and Capital. The proposed amendment to the
current TIA would require Montana-Daltwota and
Capital Electric to negotiate the service of growth
areas around the city. The amendment would set a
similar process in place for electrical service for

growth areas surrounding Mandan,

M Area Served by MOU
W Undeveloded aress left for MDU to serve
—— Blsmarck Cily Units

.e r:;;t:oducuons of ‘racords dolivered to Modern Information Systems for microfilming and

te
the micrographio fmages on th (o @l s nces. raphic process meets standards of the American National Standards Institu
‘::a:l;‘:’rgﬁda:'ghtit}:lr:ﬁglr%;1cl?ntfrs?409rflcﬁs"ﬁs?}\e Tfhieln'\?do tiorr?agephahofe fs Leas legible than this Notice, 1t in due to the quality of the

document being f1lmed, ,%/}7@ Qc‘ OJ}/’FW‘)(\ /0/(0 éﬁé’v.

Operator’s Signature

¥
\

P’ !
. ‘:*:i)‘;ﬁm:?t‘




T,

S e T R T .

\/( 4

' .
i‘iv‘,;‘.,;;t 1%
. l‘lh;fl"
LN !
K

New Territorial Equity Amendment
™ The Terntorial Equity Amendment will provide opportunities for both urban area electric
cooperatives and investor owned utilitics to grow in the metropolitan areas within the state.

e Montana-Dakota Utilities Co. (MDU), Otter Tail Power Company and Xcel Energy have
worked together on a new solution to the electric service area problem,

o The proposed amendment does not repeal the Territorial Integrity Act; it simply amends the
lav; to apply a new negotiating process in a few geographical areas of the state.

o Qualifying areas to which the amendment applies include cities of 10,000 or more within
Metropolitan Statistical Areas (MSAs) in North Dakota. This includes Fargo, West Fargo,
and Grand Forks, which are served by Xcel Energy, and Bismarck and Mandan, which are
served by MDU.

¢ The amendment directs the utilities presently serving these cities to negotiate service areas in
each city’s extratetritorial zone. If the utilities are unable to reach agteement on the new
service boundaries, the proposed law requires the ND Public Service Commission to define
the new service areas.

¢ This new solution provides for orderly future electric utility development and eliminates
duplication of service by working within cities’ extratertitorial zones. These designated
zones encircle city limits and are used by city leaders to plan for future development,

o This pian offers a long-term solution because, as the cities’ extraterritorial zones move
outward, the utilities’ service areas will expand along with the zones,

»  Under this proposal, no present utility customers will have to change their energy provider.

| p""'v\

This amendment does not “kick the co-ops out” of any existing cities. Instead, it allows utban area
electric cooperatives to continue to serve metropolitan areas that have expanded into their
traditional service areas {and for which they have built facilities), and it provides investor owned
utilivies serving the cities with limited opportunity to serve new teritories as the cities expand.
The new proposal affects only five communities in North Dakota and only four of the 17 electric
cooperatives in the state. Rural electric cooperatives provide a very necessary service in the state,
and this amendment only affects electric service areas in metropolitan areas, leaving the truly rural
communities and cooperatives unaffected by any change.

Why does this amendment provide a fair solution to the current TIA problem?

No other business in North Dakota — perhaps in the country — operates under such a restrictive
climate. The prohibitive laws under which investor owned utilities operate do little to spur business
growth. No grocery store, car dealership or other business operates under such restrictions. By
allowing more than one utility to serve in a community, it keeps prices and service competitive,
benefiting businesses and consumers.

£ e

LR

‘ o of ¢ s deliver formation Systems for microfiiming end
The micrographic images on thie film are accurate reproductions of records deliverednd:c:‘:sociefrrlhl: A?nerican Naytional Stardards Institute

bt 8. The photographic process meets sta
‘(‘zagl;i#mda:';hm:lr:\gi%lr:?ict?nl:rs?m:‘flcsssmlafs the flln?:d 1magephab.ove fs less legible than this Notice, ft Is due to the quality of the

%/ et K (‘J/—L//{Wk (0 D/cj 2 ‘é;

Operator’d Signature ek

docunent belng filmed.




A St S

e S v

e

it I e

Testimony of Dennis Hill
Executive vice president--North Dakota Association of Rural Electric Cooperatives
RE: HB 1454--8 a.m. Wednesday, Feb. 5, Brynhild Haugland Room
Before the House Industry Business and Labor Committee

Mr. Chairman, and members of the committee: For the record, my name is Dennis
Hill, and I serve as executive vice president of the North Dakota Association of Rural
Electric Cooperatives. NDAREC has 17 locally-owned distribution cooperatives and five
member-owned generation and transmission cooperatives as its members. In North

Dakota, this represents about 40% of the electricity sold at retail. Our generation . nd

transmission cooperative members own and control about 90% of the state's lignite-based

generation plants.

I rise today to seek DO NOT PASS on HB 1454, In my view, there is not a factual
or philosophical foundation on which to pass this bill. :‘

Much of the IQU's argument for this bill is based on a premise that they fear the
day is coming when they won't be able to grow their business in North Dakota, and thus
want this legislature to hand over to them some of the more lucrative territories
surrounding the state's largest metropolitan areas.

I want to call attention to two graphs. The first shows the growth in retail sales (in
megawatt hours) for investor-owned utilities and rural electric cooperatives in the state.
You'll see from this graph that the IOUs and the RECs have enjoyed nearly parallel

growth in the state since 1965,
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The second graph represents market share. Here, too, you'll see that the IOUs and

about 60% of the retail sales are made by IOUs, while some 40% of the market share is

held by RECs. Again, no evidence here that the IOUs can't or haven't grown.
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the RECs in the state have enjoyed nearly the same level of market share from 1965 on:
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™ On the other hand, I would like to point out to this committee that I represent

members of utility cooperatives that have suffered actual decline in retail sales over the

past decade, Here are the numbers: |

Name of Co-op 1991 MWH Sales 2001 MWH Sales Decline
West Plains Electric Co-op, Dickinson 203,715 192,669 -5.5%
Cavalier Electric Co-op, Langdon 37,301 33,101 -11.2%
Oliver Mercer Electric Co-op, Hazen 174,558 161,308 -7.5%
McKenzie Electric Co-op, Watford City 290,418 245,980 -15%

If West Plains Electric, for example, had applied the same approach as the IOUs use in |

~~ HB 1454, it would have come to this legislature nearly a decade ago and said, "Please

change state law to force MDU to carve up its territory in the city of Dickinson and
provide us a reasonably equal opportunity to grow our business, because otherwise, we

won't be able to grow our business."

I dare say MDU would have resisted this approach on at least two grounds: The first is
fairness. MDU would logically argue that they were already serving their territory in the
city and should be allowed to do so to maximize the return on their existing investment.
Second, MDU would likely argue that allowing West Plains Electric to build facilities in

their areas of the city would create duplication of facilities,
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™ In our view, HB 1454 creates nearly this situation in the reverse. It would mandate that

IOUs be guaranteed growth in territories in which RECs are already serving; and it would
create duplication of facilities along the way. The only difference is that MDU has not

experienced a decline in sales, nor will they in the forseeable future.

The IOUs have grown, can grow, and will grow their retail electric business in North
Dakota without a change to the Territorial Integrity Act. This growth can and will occur
by following any number of strategies that are available to them (and the state's electric
cooperatives and municipal electric utilities as well): by marketing electricity in new and
innovative ways; by supporting economic development and business expansion programs
that retain and expand existing customers or create and recruit new ones,; through urban
renewal projects--like the Renaissance Zones this legislature created last session; and by
serving new developments that may occur in the thousands of acres of yet-to-be

developed land that still exists in IOU territory all across North Dakota.

Philosophically, I ask for a Do Not Pass recommendation on HB 1454 on the grounds
that it sets a state mandate, it strips away local control, and it certainly sends the wrong

signal to one of the state's strongest corporate citizens and partners.

By my count, there are 18 references to "must" and "shall" in the first four sections of HB
1454, These are mandates. [ronically, the investor-owned utilities have joined a coalition
this session of the legislature to argue that government mandates hurt private sector

initiatives and thus should be opposed. They argue that the market should determine

a%a% |
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') outcomes. This opposition to mandates was expressed in recent hearings dealing with the

development, growth and use of bio-diesel and ethanol in the state.

HB 1454 strips away local control by transferring the authority to divide up territories to
the Public Service Commission. This would negate locally crafted and agreed upon
franchises, maps and processes that utilities and cities have already put in place and use
in Bismarck, Mandan, Fargo, West Fargo and Grand Forks to ensure the orderly

development of utility infrastructure.

Finally, this legislative body often talks about "sending signals" to existing or emerging
businesses. HB 1454 would send a terrible signal to one of your state's best corporate

citizens.

North Dakota's rural electric cooperatives started providing electric service in North
Dakota in 1937. Since that time, we have systematically, methodically--and at great
expense--been extending electric service to customers in areas of the state that other
electric providers initially refused to serve. In this span, we have also taken it upon
ourselves to guarantee that our customers would have access to a dependable, affordable
supply of electric power. We thus became the lead investors and financers of the state's
lignite industry. Again, 90% of the coal-based generation you see in Oliver, Mercer and
McLean Counties--that nearly $5 billion investment in energy conversion facilities and
the more than 2,000 jobs that accompany it--is there because of the leadership, the vision,

and the risk taken by rural electric cooperatives.
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If HB 1454 would become the state's new policy approach, it would mandate that some
50% of the territory surrounding the state's three fasfest growing metroplitan areas be
handed over to Xcel Energy. As you know, this out-of-state utility corporation has not
made an investment in North Dakota based generation to supply its existing customers.
Because of this, HB 1454 would send a terrible signal to a network of electric
cooperatives that has done everything the state has asked of it; has not encroached on
territories in which other electric providers are already serving; and has been a
progressive, leading force in trying to revitalize the state's economy. It's very hard to find
the reward in our good corporate citizenship when this bill essentially allows the IOUs to

keep all the growth in their best service territories, and in addition, takes half the growth

—~. in ours.

Mr. Chairman and members of the committee, we've come too far. We cannot turn back
the clock. The state's IOUs made conscious, corporate decisions many years ago (and as
recently as the early 1990s when franchise agreements were renewed) as to where they
wanted to serve. In that decision-making, they left a major void in the marketplace--one
that has been filled by a $700 million investment in retail distribution facilities by the
state's electric cooperatives. To change policy now in the manner described by HB 1454

cannot be done without creating duplication of electric facilities.

In my view, the make-up of today's retail electric industry in North Dakota is a product of

many decisions of the past. They system today is a sophisticated, interconnected and

.
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mature network that serves citizens well. But these features also make it impractical for
the state to redesign and prescribe the industry's future. Thus, HB 1454 should be rejected '
and investor-owned utilities should be cncouraged to take decisions about the future
growth of their retail electric utility divisions back to the board rooms where they belong.
The investor-owned utilities in support of HB 1454 have each employed aggressive
strategies of acquisition of any number of utility and utility related properties alt over the
country and this globe to grow their businesses. Yet, they attempt to employ a legislative
strategy when it comes to the acquisition of distribution property. That's why it's clear to

us that this bill protects the private interest, but does nothing to protect the public interest.

Thus, without a factual or philosophical foundation for this bill, I again urge this
committee to give it a DO NOT PASS recommendation. I stand ready to answer any

questions you might have about our opposition to HB 1454,
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North Dakota Farmers Union Testimony in Opposition to HB 1454
February 5, 2003

My name is Richard Schlosser. I am vice president of North Dakota
Farmers Union. [ also farm near Edgeley, raising wheat and soybeans. I am
testifying in opposition to HB 1454 on behalf of the members of North
Dakota Farmers Union, the state’s largest farm organization,

North Dakota Farmers Union’s 2002 annual ineeting theme was Ag
the Cornerstone. As a follow up, we will concentrate our efforts on
delivering the message of the importance of agriculture and its contribution
to North Dakota’s economy. Many of the advances in agriculture are
directly attributable to the success story of our rural electric cooperatives,
Rural electrification not only brought to rural America some of the tools that
helped American farmers and ranchers feed the world, but also a quality of
life that rivals that of their urban cousins. Recently, a major farm
publication conducted a poll asking farmers what they thought was the most

important change in agriculture over the last 100 years, Overwhelmingly,
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farmers and ranchers identified rural electrification as the most significant
technological advancement in rural America during the twentieth century.

Additionally, rural electric cooperatives have been a catalyst in the
arena of rural economic development. Dakota Valley Electric Cooperative,
the cooperative that serves my farm, has worked with new businesses in our
area to secure approximately $2.5 million in assorted low interest loans,
Recognizing that they have a stake in rural North Dakota, rural electrics
have made a significant commitment to ensure the prosperity of rural North
Dakota through their efforts in economic development. .

Realizing the importance of our rural electric cooperatives, we the
members of North Dakota Farmers Union, in support of our cooperatives,
support the Territorial Integrity Act of 1965, which minimizes conflicts
among suppliers of electricity, allows orderly development of the state’s
electric utility infrastructure by minimizing disputes over extension of
distribution lines and avoids wasteful duplication of capital investment in
utility facilities.

HB 1454 is about the utilities’ interest, not the public interest. It
changes the purpose and intent of the Territorial Integrity Act from
promoting orderly development that serves consumer interests to serving the

interests of the investor owned utilities. The bill gives territories to investor
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owned utilities which would lead to the duplication of facilities in these
designated areas that are already served by the cooperatives. This would
also mean that facilities built by the cooperatives to meet the anticipated
growth in these areas would be under utilized.

Section three of the bill provides for the utility to ‘waive the right to
serve an electric service location’. I can not imagine a utility deciding not to
serve a load because of size or lack of profitability. My cooperative, like all
the cooperatives in North Dakota, has always realized that it has an
obligation to serve the members of its service territory with reliable and
affordable electricity. Whether serving a pasture well in LaMoure county or

oo an ag processing facility in southeastern North Dakota, our member owned
rural electric cooperatives have always understood the need to serve all
members, big or small, profitable or not. As we see it, HB 1454 is a
proposal that seeks to serve the interests of the IOUs at the expense of the

rural electric cooperatives and their members.

In conclusion, we the members of North Dakota Farmers Union
strongly oppose any legislative or regulatory action to abolish or weaken the
Territorial Integrity Act, Thank you, and I would be pleased to answer any

questions you may have,
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NORTH DAKOTA FARM BUREAU
TESTIMONY
ON THE
TERRITORIAL INTEGRITY ACT
HB 1454

Good morning Chaitman Keiser and members of the House Industry, Business

and Labor Committee. My name is Brian Kramer. I am here representing the

26,000 member families of North Dakota Farm Bureau in opposition to HB
7 1454,

The Tertitorial Integrity Act has provided opportunities for all electric service
providets to expand growth. Through the T.LA. the rural electric cooperatives
have been able to garner a portion of the electric business in regions adjacent to
metropolitan areas. This has provided RECs the opportunity to subsidize tural
customers so that every North Dakotan has reasonably affordable electric

service.

In many instances, the RECs wete the only electric service providers that were
willing to service these areas, Had the investor owned utilities been willing to
provide electric service and establish themselves at the onset, they could be

reaping the benefits today. However, they chose not to develop that market,
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Now when it is more profitable to provide setvice to those ateas because of

population expansion, they want to establish themselves in those areas.

RECs have invested heavily in power lines, equipment, and technology to
provide electric service in the service areas in question, Why should they be

penalized for taking the initiative to develop that business?

The bill states that an electric service area agteement must be established to the
outer boundaries of a city’s extratetritorial zoning limits. The outer boundaties
can be miles from the city limits and miles from any urban or suburban
population. Will investor-owned utilities adequately and cost effectively
provide electtic service to the rural customers that are currently being setved by
the RECsP We believe there is a high risk that those customets will beat the

R financial burden through highet electric rates.

We encourage the committee to terommend a Do Not Pass on House Bill

1454,

Thank you. I would try to answer any questions you may have.
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7N Testimony of Don Franklund, General Manager/CEO

Mor-Gran-Sou Electric Cooperative, Inc.
RE: HB 1454--8 a.m. Wednesday, Feb. 5, 2003
Before the House Industry Business and Labor Committee

Mr. Chairman and members of the committee,

My name is Don Franklund. I'm General Manager/CEQ of Mor-Gran-Sou Electric
Cooperative, based in Flasher. | have served in this position since 1994, | am a
graduate from the Bismarck State College Line Worker Program as well as hold a
Bachelors of Science degree from North Dakota State University in Electrical
Engineering. In addition, | am a registered Professional Engineer in the States of North

Dakota and Colorado.

I'm here today to register Mor-Gran-Sou Electric Cooperative's opposition to HB

7 1454 because of safety concerns for line workers, emergency response personnel as

well as the general public.

| have worked with the utility industry for more than twenty years. During my
experience Iin this industry one thing has always come to the forefront, Safety. This is
true for Cooperative employees as well as Investor Owned employess.

The legislation outlined in HB 1454 wili cause different utilities to crisscross each
other in numerous locations. This intermixing of utility systems will expose the line
workers of both Cooperatives and Investor Owned Utilities to additional safety issues.
This may not seem like a complex issue. But imagine trying to sort things out on a dark,
cold winter’s night, in the middle of a blizzard. These are the working conditions utlity
line workers are exposed to. This Is a time when confusion can get people hurt.

| am also concerned for local emergency response personnel. |t is not
uncommon to have local fire departments request that the power be disconnected from

a burning building. It is also not uncommon to respond to vehicle accidents involving
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SN
electrical equipment. The intermixing of utility systems could result in confusion and

delays at a time when minutes are precious.

Finally, the mixing of utility systems will also expose the general public to
possible hazards. Existing right-of-ways are becoming more and more crowded with
water pipes, gas plpes, cable television, telephone and electrical equipment. The
duplicating electrical equipment exposes local residents to a greater chance of coming
into contact with energized conductors. We stand in opposition to this bill because of

the increased safety concerns that will result to the line workers, emergency workers

any the general public.

| wiil be happy to answer any questions you might have.
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TESTIMONY
HB1454

Presented by Charles McCay representing Farm Credit Services

The ability of the rural electric cooperatives to generate and deliver energy
to rural North Dakota is a critical element in the economic well being of
farmers and ranchers and other rural citizens.

Low population density has always made it more costly to deliver energy to
rural areas. The continuing decline in rural population, except in areas
surrounding urban areas, adds pressure to the cost structure for rural
utilities.

Efforts to transfer the rural utilities growth areas to investor owned
companies can be considered reasonable only if the growth in cost of
energy delivery to the more rural areas is stopped in the same process.

The current utility service areas should be maintained until the problem of
supplying affordable energy to the rural ares of North Dakota is addressed.
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Natlonal Informatlion
lec Solutions Cooperative

February §, 2003

The Honorable George Keiser, Chairman
House Industry, Business and Labor Committee
North Dakota State Capitol

600 East Boulevard Avenue

Bismarck, ND 58505

Dear Chairman Keiser and Honorable Committee Members:

National Information Soluticns Cooperative (NISC) would like to register with your
committee our opposition to House Bill 1454. The Bill would take away areas that
electric cooperatives have served and invested in for years. NISC’s very existence is
testament to Electric Cooperative's investment for their future customers,

NISC, located in Mandan, North Dakota, is a great example of what the Cooperatives
have termed the “power of human connections” and the electric cooperative’s
investment in the people of this state. As the electric cooperatives in North Dakota have
grown, so has NISC. In 1966, shortly after the passage of the Territorial Integrity Laws,
NISC (formerly known as NCDC) got its start as an electronic data processing center
serving the back office support needs of three cooperatives in North Dakota with a
handful of employees. Since then NISC has continuously evolved to become one of
the nation’s leading information technology companies developing and supporting
hardware and software solutions for customer billing, accounting, engineering and
operations serving all of the North Dakota electric cooperatives.

From our humble beginnings in North Dakota, NISC has extended our software products
and services into 47 other states serving the needs of over 450 utility and telecom
cooperatives and companies. Last year alone in our billing operations, we produced
over 84 million bills resulting in a $5 billion revenue return for our utility customers.
Our service centers handled over 92,000 support calls in 2002.

Two years ago, we completed a merger that created the new NISC with offices in
Mandan and St. Peters, Missouri, combining &« workforce of over 525 employees.
Approximately half of these employees are assigned to our Mandan office. We are
committed to growing our employee base in North Dakota where we derive very
tangible benefits from the work ethic and educational background of North Dakotans.
One hundred of the 260 jobs we have in Mandan were added in the last seven years.
The employees of our Mandan office have on average an annual salary of $45,000
along with an excellent benefits package that includes full medical insurance
coverage, life insurance, 401(k) and other retirement plan options.
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o~ February 5, 2003
Page Two

NISC is very proud of our state-of-the-art technology being one of the first companies to
deliver utility customer bills over the Internet along with electronic bill payment. We are
also in the final phase of a $10 million software development project that will deliver
our next generation of integrated software to our members. We believe this will lead to
market expansion and create more jobs here in North Dakota. This past year a 24,000
square feet building was added to our existing campus in Mandan, In May of 2002
COMPUTERWORLD Magazine listed NISC as one of the top 10 Best Places to
Work in Information Technology in the nation. We thank our cooperative members
for this great honor as well as our continuous and steady growth,

In addition to working for cooperative members, NISC also receives its electrical service
from Mor-Gran-Sou Electric Cooperative. Mor-Gran-Sou and Basin Electric Power
Cooperative assisted us in the planning and installation of ground source heat pumps used
for the state-of-the-art heating and cooling system in our buildings, as well as providing
outstanding electrical reliability that is essential for an information technology center.
Many of our employees are members of our local electric cooperatives, Capital
Electric and Mor-Gran-Sou, and have benefited by their reliable services, generous
rebates, and bill credits that they received over the past few years resuiting in part from
the generous margins of Basin Electric Power Cooperative. Residing in Bismarck, my
family receives outstanding electrical service from Capital Electric,

The success and economic impact of NISC is additional proof that electric cooperatives
are good for North Dakota. The very existence of NISC is a tribute to the innovation
of local cooperatives that have worked together to develop creative solutions to the
technology nceds of present and future cooperative consumers, NISC has a real stake
in the success and growth of North Dakota Cooperatives. As much as any other
investment in infrastructure, we believe that our electrical cooperatives investment in
NISC has been future oriented in effort to meet the expanding needs of their consumers
in the territories they have traditionally served. We do not believe that the legislature
should be pressured into somehow legislating these growth potentials away and
diminishing the forward thinking investments that have been made by the cooperatives to
serve these areas. We at NISC would urge this committee to make a “do not pass”
recommendation on House Bill 1454,

Thank you for this consideration.
Regards,

[ b PR

Vern A, Dosch, President and CEO
e-mail: vern.dosch@nisc.cc
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TESTIMONY OF BRUCE R. CARLSON
MANAGER OF VERENDRYE ELECTRIC COOPERATIVE
. TO THE HOUSE INDUSTRY, BUSIMNESS AND LABOR COMMI'I TEE
’ HOUSE BILIL 1454
February §, 2003

Mr, Chairman and members of the committee, my name is Bruce Carlson, General Manager of Verendrye
Electric Cooperative, Velva, North Dakota. Verendrye is a *member owned” electric cooperative, which

serves 10,000 meters in six counties over 4,100 miles of power line surrounding Minot,

I offer this writlen testimony in strong opposition to HB 1454, It would destroy the North Dakota
Territorial Law, which has worked well since enacted in 1965, While only the areas around the three
largest cities are affected by the bill in it’s present form, we are convinced that if the bill is passed, other
cities in North Dakota will quickly be included. Like the situation in Fargo, Grand Forks, and Bismarck,
Verendrye, Xcel Energy, and the city of Minot, have had mutual service arca agreements since 1973, A
map defines these service areas and is a part of the City of Minbt franchise document with Verendrye.

This document was last renewed for another 20 years in 1992. ] would like to 1< "sr you to the attached

map exhibit,

This ill-conceived bill will split up service areas in an “extraterritorial zone” on a 50/50 basis around the
major cities that has been faithfully served by rural electric cooperatives., This is unacceptable and very
unfair. For over 60 years electric cooperatives have served the rural areas around North Dakota cities
when NSP, now Xcel Energy, refused. Now that the cities have grown out into rural electric service
areas, Xcel wants the legislature to force a split of the service area and “skim the cream” to benefit the

stockholders of a major Minneapolis/Denver utility and to thie detriment of our remaining members.

Xcel will claim they are “boxed in" around North Dakota cities with no room to grow. The facts do not
support this with plenty of room to grow in Minot. Perhaps that is the reason our service area is not
presently inciuded. Their philosophy is to wait until their *donut hole is full and then ask for half of our

donut” which is exactly what is happening in the affected communities, Service area maps show that

.
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Xcel has close to 8,000 acres in which to expand outside the Minot city limits and within their mutually
agreed service arca, Note that Xcel's total service area is 24.5 square miles in and around the
Minot/Burlington area. Of that amount, 12.3 square miles is outside of the Minot city limits. Let me

assure you that there is plenty of available space in Minot and in their existing “surrounding service area”

for Xcel growth,

It's obvious to all of us that the population of North Dakota as a whole is not growing. The “growth”
around the cities that we are fighting about is, for the most part, a tiansfer of rural population to the urhan
areas. We are simply trying to recoup parl of our “rural account” losses as North Dakota cities expand

into REC service areas. These are our only growth arcas, How can anyone be opposed to that effort?

Just like the other RECs serving around large cities, VEC has already made the investment in
infrastructure close to Minot. When the bill is amended to include Minot, any new facilities as installed
by Xcel will be a duplication and “waste” of our Verendrye Eleciric and Central Power Cooperative $22
million existing investment in distribution & transmission facilities. This does not include the billions
invested in generation and bulk delivery transmission by Basin Electric Cooperative. This legislation

mny force RECs to oppose annexations giving expanded extraterritorial zones exclusively to the 10U,

causing friction within city planning.

This bill would be n major setback to rural-urban relations, which electric cooperatives have worked so

hard to improve. The good will created by joint economic development projects, as an example, will soon

deteriorate into animosity and lawsuits,

In conclusion, HB 1454 is a bill designed to benefit large “out of state” corporations at the expense of
local, member-owried companies and their consumers. The bill is self-serving 2ud unfair. RECs did not
initiate this conflict, nor did we ask to penetrate the IOU’s service territory. Rural electric cooperatives

and our members are simply protecting our investment and our future, Therefore, we strongly urge a “do

not pass” vote on HB 1454,
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