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Senate Natural Resources Committee
Fort Lincoln Room, State Capitol
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£
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7 v

Explanation or reason for introduction of bill/resolution:

Purposes of the Oil and Gas Research Council and powers of the Industrial
Commission

Minutes: Written testimony attached

Chairman Lyson: Opened the hearing on SB 2032.

Tim Dawson with Legislative Council explained the bill. He reviewed the underscored
language.

Chairman Lyson mentioned there was a fiscal note attached with no amounts because
there is on-going funding that goes toward it.

Justin Dever with ND Dept. of Commerce presented testimony in favor of the bill.
See attachment #1.

Mike Ruud: ND Petroleum Marketers Association President spoke in favor of the bill.

We think there is some potential for us to use some of that money down the road as we
take a ook at aging infrastructure. An example might be the impact of higher blends of
ethanol and what it is doing to our tanks and our piping. We think it is a good opportunity to
use the bill in terms of keeping the environment safe.

There was no one to speak in opposition to the bill.
There was no neutral testimony offered.

Chairman Lyson: Closed the hearing and asked for a motion.
Vice Chair Hogue: Made a Do Pass motion

Senator Burckhard: Seconded the motion

Roll Call Vote: 7-0-0

Motion passed.
Carrier is Senator Schneider.



FISCAL NOTE
Requested by Legislative Council
12/16/2010

Bill/Resolution No.: SB 2032

1A. State fiscal effect: /dentify the stale fiscal effect and the fiscal effect on agency appropriations compared to
funding levels and appropriations anticipated under current law.

2009-2011 Biennium 2011-2013 Biennium 2013-2015 Biennium
General Fund| Other Funds |General Fund| Other Funds |General Fund| Other Funds
Revenues $0 $0 $0 $ $0 $

Expenditures 30 $0 30 $ $0 $0

Appropriations 30 $0 $0 $ $0 $0
1B. County, city, and schoo! district fiscal effect: /dentify the fiscal effect on the appropriate political subdivision.

2009-2011 Biennium 2011-2013 Biennium 2013-2015 Biennium
School School School
Counties Cities Districts Counties Cities Districts Counties Cities Districts
$ 30 $0 $0 $ $0 $ $ 3

2A. Bill and fiscal impact summary: Provide a brief summary of the measure, including description of the
provisions having fiscal impact {limited to 300 characters).

Expands the options for providing funding by the Oil and Gas Research Council and Industrial Commission to include
areas of interest to the public as identified by the EmPower Commission.

. B. Fiscal impact sections: /dentify and provide a brief description of the sections of the measure which have
fiscal impact. Include any assumptions and comments relevant to the analysis.

Funding for the Oil and Gas Research Program comes from a specific dollar amount set aside in a continuing
appropriation. This bill does not increase the specific dollar amount but authorizes additional options and areas of
research and education that the Oil and Gas Research Council/Industrial Commission could consider for funding.

3. State fiscal effect detail: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenue amounts. Frovide detail, when appropriate, for each revenue type and
fund affected and any amounts included in the executive budget.
No impact

B. Expenditures: Explain the expenditure amounts. Provide detail, when appropriale, for each agency, fine
ftemn, and fund affected and the number of FTE positions affected.

No impact.
C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, for each agency
and fund affected. Explain the relationship between the amounts shown for expenditures and

appropriations. Indicate whether the appropriation is also included in the executive budget or refates to a
continuing appropriation.

No impact

Phone Number: 328-3722 Date Prepared:  01/06/2010

. Name: Karlene Fine Agency: Industrial Commission



Date: _ J— /—

Roll Call Vote # _‘[__

2011 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/IRESOLUTION NO. _ 20232

Senate Natural Resources Committee

Legislative Council Amendment Number

Action Taken:  fx] Do Pass [] Do NotPass [ ] Amended [ ] Adopt Amendment

[[] Rerefer to Appropriations [ ] Reconsider

Motion Made By czém “%/[x-fj/z@/ Seconded By M@a{
L g / -

Senators No .__Senators Yes | No
Chairman Lyson Senator Schneider N
/
Vice-Chair Hogue Senator Triplett J/

Senator Burckhard

Senator Freborg

NN NN B

Senator Uglem

Total (Yes) 7 No C, ’)
Absent O

Floor Assignment M/Q{ﬂ.@/,//&-g/

If the vote is on an amendment, briefly indicate intent:




Com Standing Committee Report Module ID: s_stcomrep_04_004
January 7, 2011 1:17pm Carrier: Schneider

REPORT OF STANDING COMMITTEE
SB 2032: Natural Resources Committee (Sen. Lyson, Chairman) recommends DO PASS
(7 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING). SB 2032 was placed on the
Eleventh order on the calendar.

(1) DESK (3) COMMITTEE Page 1 s_stcomrep_04_004
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2011 HOUSE STANDING COMMITTEE MINUTES

House Energy and Natural Resources Committee
Pioneer Room, State Capitol

SB 2032
14874
03/03/2011
[] Conference Committee

O

Committee Clerk Signature W/

Minutes:
Rep. Porter: We will the hearing on SB 2032

Tim Dawson: | am with the Legislative Council; | staff the Energy Development and
Transmission Committee during the interim from which this bill came. | am here to describe
this bill the reading of the clerk describes the bill. The bill relates to the purposes of the Oil
and Gas Research Council and the powers of the Industrial Commission.

In section 1 of the bill as to the added purposes of the QOil and Gas Research Council, the
purpose of the council is to promote innovation and safety enhancement of the environment
and increase in education concerning the distribution of the petroleum products.

Section 2 relates to the new powers and duties of the Industrial Commission in managing
and operating the Oil and Gas Research Council. Under this section the commission is
granted the power to make grants and loans directly related to the oil and gas expiration,
production or refining industry or the petroleum industry.

Paul Govig: | am the Acting Commissioner of the North Dakota Department of Commerce.
(See attachment 1 and 2) | am here today to stand in favor of the bill from the EmPower
North Dakota Commission.

Mike Rud: | am the President of the North Dakota Marketers Association; we stand in
support of the SB 2032 and urge a Do Pass. One of the things we consider the petroleum
marketers is using | think was if someone decided to take a lock of the compressed natural
gas sector of the business as Boone Pickens has talked about the last couple of years. We
need to educate the public on the safety issues and how the product can be used.

Ron Day: | am from Tesoro Petroleum of Mandan; | was on the EmPower Commission we
also stand in favor of the bill. The money or this grant money could be utilized for refining
studies as well.

Rep. Porter: Is there any opposition to SB 20327 We will close the hearing.

Rep. DeKrey: | move a Do Pass

Rep. Nathe: Second.



House Energy and Natural Resources Committe
SB 2032 :
03/03/2011

Page 2

Rep. Porter: Is there any discussion?

Rep. Damschen: On line 14 and 15 where and increase in education, should that be an
instead of and?

Rep. Porter: | think it is correct. Motions carries.

YES 15 NOO Absent0 Carrier: Rep. Kreun



House

Date: S-2—1{

Roll Call Vote #: /

2011 HOUSE STANDING COMMITTEE ROLL CALL VOTES

House Energy and Natural Resources

BILL/RESOLUTIONNO. __F 032

Legislative Council Amendment Number

Action Taken:

Motio

X Do Pass [} Do NotPass [ ] Amended

Commitiee

] Rerefer to Appropriations [ ] Reconsider

[C] Adopt Amendment

n Made By &,9
L

M,o. & e,  Seconded By éqﬂ— Tl tie
7 7

Representatives Yes, | No Representatives Yes | No
Chairman Porter v Rep. Hanson v
Vice Chairman Damschen Vv Rep. Hunskor v
Rep. Brabandt v Rep. Kelsh v
Rep. Clark Vo Rep. Nelson v
Rep. DeKrey v
Rep. Hofstad v
Rep. Kasper /

Rep. Keiser v
Rep. Kreun v
Rep. Nathe v
Rep. Anderson v
l
Total  (Yes) Js~ No /)
Absent ¢

Floor Assignment

QL’ZO C/ﬁéu&u/y/

If the vote is on an amendment, briefly indicate intent:

e
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Com Standing Committee Report Module ID: h_stcomrep_39_005
March 3, 2011 10:25am Cardea. Vasan

REPORT OF STANDING COMMITTEE
SB 2032: Energy and Natural Resources Committee (Rep. Porter, Chairman)
recommends DO PASS (15 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING).
SB 2032 was placed on the Fourteenth order on the calendar.

(1) DESK (3) COMMITTEE Page 1 h_stcomrep_39_005
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DEPARTMENT OF COMMERCE TESTIMONY ON SENATE BILL 2032
JANUARY 7,2011,9:00 A.M.
SENATE NATURAL RESOURCES COMMITTEE
FORT LINCOLN ROOM
SENATOR STAN LYSON, CHAIRMAN

JUSTIN DEVER — MANAGER, OFFICE OF INNOVATION AND ENTREPRENEURSHIP, ND
DEPARTMENT OF COMMERCE

Good moming, Mr. Chairman and members of the committee, my name is Justin Dever and |
serve as the manager of the Office of Innovation and Entrepreneurship for the North Dakota
Department of Commerce. ['am here today on behalf of Commerce Commissioner Paul Govig
who is the chairman of the EmPower North Dakota Commission.

The EmPower North Dakota Commission was established by the 2007 legislative assembly and
made permanent by the 2009 legislative assembly. Its members are appointed by the Governor.
It is an industry lead effort that allows all of our energy industries, both renewable and
traditional, to have a voice into the state’s energy policy.

On behalf of the EmPower ND Commission, 1 am here today to speak in favor of Senate Bill
2032. This is a bill that was recommended by the Commission and approved by the interim
Energy Development and Transmission committee. A complete list of bills recommended and
supported by the Commission is below:

e Senate Bill No. 2030 - Biodiesel Plant Production Incentive.

Senate Bill No. 2031 — Sales and Use Tax Exemption for Wind Towers.

Senate Bill No. 2032 — Oi] and Gas Research Council.

Senate Bill No. 2033 — Energy Development Impact Office.

Senate Bill No. 2034 — Green Diesel.

Senate Bill 2032 makes changes to the Oil and Gas Research Program to explicitly allow it to
address activities related to the refining and petroleum marketing industries. Currently the
program is statutorily charged with providing assistance for activities directly related to oil and
gas exploration and production. The EmPower ND Commission thought it would be beneficial
to include these downstream industries as eligible purposes for the Qil and Gas Research
Program.

Mr. Chairman and members of the Natural Resources Committee, [ respectfully request your

favorable consideration of Senate Bill 2032. That concludes my testimony and | am happy to
entertain any questions.

Page 1 of 1
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DEPARTMENT OF COMMERCE TESTIMONY ON SENATE BILL 2032
MARCH 3,2011, 9:00 A.M.
HOUSE NATURAL RESOURCES COMMITTEE
PIONEER ROOM
REPRESENTATIVE TODD PORTER, CHAIRMAN

PAUL GOVIG ~ ACTING COMMISSIONER, ND DEPARTMENT OF COMMERCE

Good morning, Mr. Chairman and members of the committee, my name is Paul Govig and 1
serve ‘as the acting Commissioner for the North Dakota Department of Commerce. As
- Commerce Commissioner I also have the pleasure of serving as the chairman of the EmPower

Nort_h Dakota Commission.

The EmPower North Dakota Commission was established by the 2007 legislative assembly and
made permanent by the 2009 legislative assembly. Its members are appointed by the Governor.
It is an industry lead effort that allows all of our energy industries, both renewable and
traditional, to have a voice into the state’s energy policy.

On behalf of the EmPower ND Commission, I am here today to speak in favor of Senate Bill
2032. This is a bill that was recommended by the Commission and approved by the interim
Energy Development and Transmission committee. A complete list of bills recommended and
~supported by the Commission is below:

“ - e Senate Bill No. 2032 — 01l and Gas Research Council.
. Senate Bill No. 2034 — Green Diesel.
» Senate Bill No. 2196 — PSC Siting Threshold.

Senate Bill 2032 makes changes to the Qil and Gas Research Program to explicitly allow it to
address activities related to the refining and petroleum marketing industries. Currently the
program is statutorily charged with providing assistance for activities directly related to oil and
- gas exploration and production. The EmPower ND Commission thought it would be beneficial
to include these downstream industries as eligible purposes for the Oil and Gas Research

" Program.

_Mr. Chairman and members of the Natural Resources Committee, I respectfully request your

 favorable consideration of Senate Bill 2032. That concludes my testimony and I am happy to
entertain any questions.

Page 1 of 1



Com Standing Commiittee Report Module ID: h_stcomrap_39_005
March 3, 2011 10:25am Carrier: Kreun

REPORT OF STANDING COMMITTEE
S$B 2032: Energy and Natural Resources Committee (Rep. Porter, Chairman)
recommends DO PASS (15 YEAS, 0O NAYS, 0 ABSENT AND NOT VOTING).
SB 2032 was placed on the Fourteenth order on the calendar.

(1) DESK (3) COMMITTEE Page 1 h_stcomrep_39_005
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EXECUTIVE SUMMARY

N orth Dakota is poised to be a model for America in the development of innovative, long-term energy

resources to meet our nation’s growing demand for energy produced in a clean, environmentally friendly,

and sustainable way.

North Dakota's energy resources are more diverse than any other state in the nation. North Dakota:
+ Is home to the largest deposit of lignite coal in the world.
+ Is the fourth largest oil-producing state in the nation.

Is the top producer of 14 different agriculrural commodiries.

+*

+ Has great wind energy potential.

+ Boasts the nation’s only National Center for Hydrogen Technology and National Energy Center of
Excellence.

+ Has a university system with world-class energy research and training programs.

+ Has a positive business climate and fair regulatory environment for energy development.

+ Has a talented workforce with a strong work ethic.

; ecognizing the incredible potential of these energy assets, in 2001 Gov. John Hoeven initiated the
: 'development of the state’s first multi-resource state energy policy as part of his statewide economic

development strategy.

The foundation of the governor’s energy policy has been to grow North Dakota’s diverse energy resources in
tandem. State policy makers have promoted growth in this industry by creating an attractive business climate,

providing targeted incentives for each energy sector, and investing in research and development to generate new

ideas and technologies for the future.
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A New Approach

Partnerships between traditional energy industries

and the emerging renewable industries are a central
component of North Dakota’s ap[.;roach to energy
development. This strategy recognizes that meeting our
nation’s long-term energy needs in an environmentally
and sustainable way requires all players in the energy -

industry to be engaged and successful.

Examples abound of these partnerships at work in North |

Dakota. Blue Flint Ethanol joined forces with Great
River Energy to use waste energy from a coal-fired
l power plant to produce ethanol. There is potential for
North Dakota oil companies to use captured CO, from
cilities such as coal-fired power plants, coal gasification
‘} liquefaction facilities, and ethanol plants to enhance

wil TeCOvery.

North Dakota’s broad-based energy policies have helped
trigger more than $12 billion in new energy-related

investments since 2005,

+ In May 2010, oil production hit an all-time record high |

of nearly 291,000 barrels per day. At the same time
there were 4,905 producing wells, another all-time
record.

+ As of May 2010, North Dakota had five ethanol plants
with a rated capacity of 350 million gallons of ethanol
per year.

+ Wind production capacity is greater than 1,200

megawatts with another 6,000 megawatts in planning,

¢

+ Three major projects are under construction or being

- planned as a result of the state’s Lignite Vision 21
program. Construction is underway on a combined-use
energy plant in Spiritwood and planning is occurring
for a coal-to-hydrogen plant near South Heart and a

coal liquefaction facility in McLean County.

+ Great River Energy recently completed a coal-drying

system at its Coal Creek Station power plant that will
significantly increase the efficiency of lignite and reduce

emissions.

+ Basin Electric is undertaking a major CO, capture and

sequestration front end engineering and design study in
North Dakota at its Antelope Valley Station.

+ Thirreen natural gas processing plants are operating
in western North Dakota, located near Arnegard,
Ambrose, Killdeer, Knudson, Lignite, Marmarth,
Midway, New Town, Ray, Rhame, Stanley, Tioga, and
Trotters.

+ From 2006 to 2010, natural gas processing companies
have more than doubled their ability to turn North
Dakota’s valuable natural gas resources into a safe and
clean energy source for America.

+ Crude oil transporters have proposed and planned new
expansion projects that will increase takeaway capacity
from the United States Williston Basin to meet oil
production forecasts.

+ A feasibility study regarding a potential biomass supply

for the Spiritwood Energy Park has been completed.

More than 150 blender pumps have been or are being

*

installed statewide. -



EMPOWER ND COMMISSION

n 2007, the North Dakota Legislature approved and initiatives that have helped drive substantial growth
legislation to formalize energy policy development. throughout the state’s energy sector.
Gov. John Hoeven appointed the 14-member EmPower
ND Commission, which includes representatives The 2009 Legislature also extended the work of the
from all sectors of the energy industry. Shane Goettle, EmPower ND Commission, making it a permanent
Commissioner of Commerce, chaits the commission. policy development body in the state (North Dakota
Century Code Chapter 17-07), The commission met
The commission conducted work on its first EmPower throughout 2010 and re-examined every energy sector.
ND policy prior to the 2009 Legislative session. This The findings provide the substance for this updated
provided the framework for strategic policy changes EmPower ND Comprehensive State Energy Policy.

EmPower ND Commission Members

Y

\

(KT o 4 B
Chairman Refining Industry Agriculture Indusery Petroleum Markerers Biodiesel Industry
Shane Goettle, Ren Day, Terry Goerger, Mike Rud, Eric Mack,
Commissioner of Commerce Tesoro Farmer North Dakota Petroleum Archer Daniels Midland
Marketers Association

Qil and Gas Indusery Generation/ Transmission Wind Industry Ethanol Indusery

Ron Ness, Electric Coops Mark Nisbet, Randy Schneider,
North Dakota Petroleum Council Curtis Jabs, Xcel Energy North Dakota Ethanol
Basin Electric Power Cooperative Praducers Association

o

Ex officioc member

Investor-Owned Uriliries Lignite Coal Indusery Transmission Biomass Industry
Andrea Stomberg, David Straley, Sandi Tabor, John Weeda, Chuck MacFariane,
MDU North American Coal Corporation  North Dakota Transmission Authority Great River Energy Ottertail Power Company



EMPOWER ND GOALS

‘ The EmPower ND Energy Policy includes 20 goals, 51 policy statements and 98 action items. The policy offers
a balanced approach to encourage growth in all energy sectors. It strongly supports research and development of
cleaner technologies and includes energy efficiency initiatives and environmentally friendly policies and practices.

In this document, the EmPower ND Commission outlines 51 policy statements that reflect positions the state
needs to take in order to achieve these 20 energy goals. Action items provide a roadmap for getting there and include
items that require immediate attention, issues that should be addressed in the next legislarive session and long-term
initiatives that may require further policy development and/or study. The EmPower ND Commission also makes
recommendations for actions at the federal level that will require attention from our state’s Congressional delegation.

Overall Goals ~ Transmission

1. Double North Dakota’s energy production from 5. Increase North Dakota’s energy export capacity
all sources by the year 2025 in an environmentally to 7,500 megawatts in coordination with other
friendly way to drive economic growth and help states and regjonal planning entities to facilitate
the nation achieve greater energy independence. permitting, construction and upgrading transmission
(Baseline figure 2007) systems by 2020 provided acceptable cost allocation

methodology is developed and approved by FERC.
. Support the nation’s 25 X 25 initiative to derive at

Jleast 25 percent of all energy produced in America Lignite and Coal Conversion Facilities
- from renewable sources by 2025. 6. Support the retrofit of existing electric generation
" units in an economically feasible manner to meet new
3. Provide a fair and responsible regulatory environmental standards.

environment that promotes energy development.
7. Build clean-coal electric generation plants in North

Wind Dakota.

4, Dévelop an export market to increase installed
capacity of wind generation to 5,000 megawatts 8. Build lignite gasification and liquefaction facilities
by 2020 conditioned upon a prior commensurate in North Dakota to produce synthetic natural gas,
increase in North Dakota transmission export : lignite-to-liquid fuels, hydrogen, and other chemicals
capacity and cost-effective and equitable allocation of and co-products.

the associated cost to North Dakota customers.




thanol
Produce 450 million gallons of ethanol by 2015 and

" develop in-state and out-of-state markets for ethanol
and associated co-products while continuing to
provide a healthy business environment for existing

facilities.

Biodiesel

10. Promote the retention and expansion of existing
production facilities while working to expand the
industry in the state with new facilities by the year
2015. Develop in-state and out-of-state markets
for biodiesel while continuing to provide 2 healthy
business environment for all biodiesel facilities.

Biomass

11. Develop commercial biomass production and use in
North Dakota and become a national leader in the
development of economically viable, production-scale
cellulosic ethanol production facilities.

ergy Efficiency
) Increase energy efficiency in North Dakota through
education and promotion of energy savings best
practices and programs, as well as conservation
measures.

Refining
13. Encourage the development of economically feasible
oil refining and processing projects in North Dakota.

MNatural Gas Processing : ,
14. Expand oil and gas gathering, processing, and export
capacity infrastructure to minimize flaring while

ensuring industry has adequate time to evaluate and

plan infrastructure needs.

Oil and Gas

15. Provide a responsible regulatory environment that
promotes oil and gas development and maintains the
industry’s ability to access resources.

Petroleum Marketing
16. Support the marketing of transportation fuels based
on consumer demand.

Solar, Geothermal, Hydrogen and Hydropower

17. Support commercial-scale research and development
programs for solar, geothermal, hydrogen,
hydropower, pumped storage and other alternative

energy resources.

Workforce

18. Train more students for energy industry and energy
research jobs by building stronger connections
between industry and education and improving
awareness of energy career opportunities among
teachers and career counselors.

19. Actrace a sufficient number of workers to fill energy-
related jobs due ro retirements, attrition and growth
within the industry.

Infrastructure

20. Ensure adequate water, power, and infrastructure
for energy development and for the communities in
which energy development exists.




OVERALL POLICY GOALS AND INITIATIVES

Goal: Double North Dakota’s energy production from
all sources by the year 2025 in an environmentally
friendly way to drive economic growth and help the
nation achieve greater energy independence. (Baseline

ﬁgurc 2007)

Policy: Ensure adequate resources for state agencies
directly involved in energy development including the
Department of Health, the Department of Mineral

Resources, and the Public Service Commission.

+ Determine the requirement for additional resources

needed and communicate that to the Legislature.

licy: Encourage state and federal policies that ensure
Istate business climate is predictable and stable.

+ Avoid laws and regulations that place new barriers on
investment and development.

Enact and preserve state laws and regulations that

+

facilitate investment and avoid uncertainty.

+

(Federal) Structure federal energy policy on a long- -

term versus short‘term basis.

+

(Federal) Encourage Congress to base any legislation

impacting North Dakota’s energy industries on sound

science and sound economics.

+ (Federal) Provide sufficient lead time for industry to
adapt to new statutory requirements and regulatory

standards affecting production or products.

Goal: Support the nations 25 X 25 initiative to derive at
least 25 percent of all energy produced in America from

renewable sources by 2025.

Policy: Educate the people of North Dakota and
their representatives on the impact of the state’s energy
industry.
+ Develop aggregate impacts of each sector and
the industry as a whole to serve as an education,

marketing and recruitment tool for North Dakota.

Policy: The EmPower ND Commission does not

support state energy mandates,

Goal: Provide a fair and responsible regulatory environ-

ment that promotes energy development.

Policy: Maintain state and federal laws thar encourage

responsible energy development.
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ENERGY FACT: North Dakota's wind resources are among the most abundant in the nation.

Accomplishments:

In the last eight years, North Dakota’s wind generation capacity

has grown to 1,200 megawatts, with another 6,000 megawatts in

the planning stage. State policies have helped drive this growth,

including a comprehensive package of tax incentives. Several of

the EmPower Commission’s wind policy recommendations were

approved in the 2009 session including:

« Improving siting standards for transmission lines to encourage
growth of rransmission infrastructure, Today, North Dakota has
one of the most progressive policies in the nation. .

+ Legislation to allow for taxarion of wind farms based on installed
capacity and production.

« Improvements to the tax structure and extension of some key tax
credits.

Opportunlties:
North Dakota’s wind resources have been documented as the most
abundant in the nation. Advantages for growing this industry
include:
+ Wind offers an unlimited energy source.
rth Dakota is home ro experienced manufacturers of wind
sration equipment and has the porential to expand this
iufacturing niche.
« MNorth Dakota has experienced wind farm construction
cormpanies.
+ Opportunities exist to form diverse coalitions by combining
wind development with other energy or economic development

projects.

« The state has a comprehensive package of atrractive incentives.

» Spin-off industries offer potential for industrial growth and new
jobs.

Challenges:

Despite all the opportunicies and steengrhs of wind energy

development, the industry faces investment hurdles, rransmission

and export challenges, and questions concerning the economic
viability of the industry without government support. Other
challenges include:

. Potental resistance from landowners to large-scale wind
development threatens the availability of suitable locations.

. There is a short window of opportunity (three to four years) to
take advantage of market conditions to secure a wind generation
equipment manufacturing base in North Dakota.

. The resource is variable and difficult to store, which creares
challenges for dispatching.

+ The long distance to markets where demand is strong requires

stly high-voltage transmission infrastructure, which is
lenged by current cost allocarion and economic business
adels.

- Inconsistent federal incenrives affect the demand and
development rate.

+ A number of complicated siting issues exist including: aesthetics,
environmental impacts, equity among landowners, microwave
corridors, migratory bird flyways and cultural issues.

&

Goal: Develop an export market to increase installed capacity of

wind generacion to 5,000 megawatts by 2020 conditioned upon a

prior commensurate increase in North Dakota transmission export

capacity and cost-effective and equitable allocation of the associated

cost to North Dakota customers that:

+ Maintains grid stability.

+ Preserves affordability for North Dakota electric rate payers.

« Maintains and expands opportunities for Norch Dakota lignite
coal and natural gas industries, including offering base-load,
peaking, and other services for large-scale export of energy.

Policy: Maintain a fair regulatory environment for wind
development that encourages companies to transform the states

extetisive wind resources into energy in a way that protects the states

scenic beauty and the rights of property owners.

+ Develop separate provisions in the North Dakota Century Code
for siting commercial-scale wind facilities.

Policy: Maximize the availability of research and development
funding to be a leader in curting edge wind harnessing and storage
technology. :

+ Support sufficient funding for the Industrial Commission
Renewable Energy Program to leverage private sector dollars for
wind research and development.

+ Support applied technology research efforts for storage
technology.

Policy: Maintain existing federal and state incentives to encourage
investment in renewable wind resources that can play a vital role in -
addressing our nation’s energy needs.

+ Study the use and effectiveness of existing incentives and the costs
associated with proposed tax incencives.

+ Make permanent the sales and use tax exemptions for building
materials, production equipment, and other tangible personal
property used in the construction of a wind-powered faciliry.
Current exemption sunsets in 2015.

+ {(Federal) Support the extension of the wind energy producrion
tax credit.




TRANSMISSION

* ENERGY FACT: Constructing new high voltage transmission facillties Is estimated to cost $1 million per mlle.

Accomplishments: + The presence of two independent transmission systems increases

Gov. John Hoeven and the 2005 state Legislature created a North the complexity of the transfer of electricity.

Dakota Transmission Authority to promote new investments in + Access to Western Interconnection load centers is extremely

transmission lines. To incentivize construction, the srate also offers limited. :

property tax exemptions for new or expanded-capacity eleceric »- Public policy in other states may inhibit the ability to build new

transmission lines, There are 250 miles of transmission either under transmission facilities.

construction or recently completed at an estimared invesement of

$81.8 million. Overall, the estimated investment in planned, under Goal: Increase North Dakota’s energy export capacity to 7,500

construction, and completed transmission projects is $463 million. megawatts in coordination with other states and regional planning

entities to facilitate permitting, construction, and upgrading

Opportunities: transmission systems by 2020 provided acceptable cost allocation

Despite the significant needs and challenges surrounding the methodology is developed and approved by the Federal Energy

transmission in our state and nation, North Dakora has some Regulatory Commission (FERC).

positive factors working in its favor.

+ The state has a reliable and adequate transmission system for Polley: The Transmission Authority will facilitate and coordinate
serving current load. new transmission initiatives to benefit North Dakota.

+ A favorable regulatory environment, favorable terrain for new + The Transmission Authority will continue to take an active role
transmission lines, and reasonable landowners are conducive to in working with regional transmission owners, state and federal
the construction of new transmission lines. regulatory agencies and regional transmission operators,

+ Renewable Energy Portfolio Standards in neighboring states are + The Transmission Authority will assess the value of any regional
increasing demand. transmission initiative and support those that will actually benefic
The stare has the capability to fund projects through tax-exempt North Dakota.

)onds. + The Transmission Authority will continne to participate in
' regional and national transmission planning initiatives.

Challenges: + (Federal) The state needs to encourage Congress to supporrt a tax

Exporting additional energy demands enhancements and/or exempt status for revenue bonds issued by the North Dakota

expansion of transmission systems across a complicated network of Transmission Authority.

multijurisdictional authorities including North Dakota, -

South Dakota, Montana, Minnesota, and Wisconsin. Challenges Policy: The Transmission Authority shall serve as a resource to help

include: state policy makers understand transmission issues, including cost

+ Renewable energy development is occurring in areas with limited allocation, planning, and impacts on system reliability.
access to markets. - + The Transmission Authoricty will continue to work with regional

+ Strategies for addressing the intermittent and largely transmission owners, state and federal regulatory agencies, and
uncontrollable nature of wind generation are evolving, regional transmission operators on cost allocation and planning

+ Cost recovery for transmission expansion is in flux. ' issues.

+ Renewable project developers must consider the cost or timing of + The Transmission Authority should encourage cooperation
interconnection to transmission infrastrucrure. between energy producers and transmission owners about the

future of transmission.
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@ LIGNITE AND COAL CONVERSION FACILITIES

" ENERGY FACT: North Dakota has an 800-year supply of lignite reserves.

Accomplishments:

North Dakota’s lignite industry is an innovarive and vital part of

the state’s economy. Three major. projects are under construction or

being planned as a result of the state’s Lignite Vision 21 program.

These include a combined-use energy plant in Spiritwood, a coal-to-

hydrogen plant near South Heart, and a coal liquefaction facility in

McLean County. Other innovative projects include:

+ Great River Energy recently completed a coal-drying system at its
Coal Creek Station power plant thar will significantly increase the
efficiency of lignite and reduce emissions.

+ Basin Electric is undertaking a major CO, caprure and
sequestration front end engineering and design study in North
Dakota at its Antelope Valley Station.

During the 2009 Legislative session, lawmakers approved six of the

EmPower ND Commissions lignite policy recommendations. These

include:

+ Making permanent the tertiary extraction tax exemption for any
projects using CO, for enhanced oil recovery.

+ Long-term sequestration proposals developed by the North
Dakota CO, Srorage Workgroup.
‘.chlslauon to clarify the definition of coal in statute and to
V_amcnd the current coal severance tax exemption to include
benehciated coal.

+ Legislation to address tax issues for repowering generation
facilities due to new environmental changes.

In addition, the North Dakota Tax Department completed an
evaluarion of the traditional tax framework for lignite and electric
generation projects, which was another recommendation of the
EmPowerND Commission.

Opportunitles:

North Dakota has an 800-year supply of lignite reserves, the largest

in the world, offering an economical and reliable domestic source of *

energy and fuel.

+ 'The industry has a positive environmental record and history of
developing clean coal technologies.

+ Research and development (beneficiated coal, CO, sequestrarion,
saline aquifer storage, etc.) is reducing the environmental
footprint, improving efficiency, and creating new uses for lignite
and its byproducts.

+ The North Dakota Transmission Authoricy, North Dakota
Pipeline Authority, the Lignite Research Council (public-private
partership) and cooperation between lignite and oil and gas
industries provide unlimited potential for collaboration and
innovation,

Geologic formations in North Dakota offer strategic advantages

% for CO, storage and are a short distance from CO, producers.

+ Enhanced oil recovery offers a strong, in-state market for

captured CO,.

+ The public and political leadees support CO, research and
development.

+ Progress is being made on CQ), management and joint projects
through Plains CO, Reduction Partnership (PCOR).

+ Favorable tax incentives, proactive state CO, regulations,
favorable state regulatory envitonment, and cooperarive state
officials create a positive environment for business.

Challenges:

North Dakota’s lignite industry faces pressures from environmental

and emission standards that will increase costs and jeopardize

existing and future coal-based power generation.

+ North Dakota lignite has low BTU value and high moisture
contenc resulting in higher CO, emissions per kilowart hour than
higher grade coals.

+ The timing of climate change legislation is not synchronized with
the availability of technology to meet the new standards.

+ North Dakora has limited growth for in-state eleccrie demand.

+ Construction of new coal-powered plants or retrofitting of
exiscing plants is expensive and subject co legal challenges.

+ The federal regulatory environment is focusing on significantly
more stringent air quality standards and the elimination of coal-
based generation.

+ The Environmental Protection Agency (EPA) is constdermg
regulating coal combustion byproducts as hazardous waste.

+ Production costs will increase due to parasitic power
requirements associated with pollution control technology.

+ CO, caprure and storage technologies for power generarion are
not mature or ready for commercial deployment and the cost to
sequester, transport or capture are significant. '

+ Commercially viable and economically feasible technologies to
capture CO, are lacking as are infrastructure to transport it and
federal CO, sequestration regulations.

+ The public is uninformed about CO, uses and the risks and

potential liabilities of long-term storage are unknown.




Goal: Support the retrofit of existing electric generation units in an
economically feasible manner to meet new environmental standards.

Goal: Build clean-coal electric generatioh plants in North Dakota,

Goal: Build lignite gasification and liquefaction facilities in North
Dakota to produce synthetic natural gas, lignite-to-liquid fuels,
hydrogen, and other chemicals and co-products.

Policy: Promote public educarion on energy policy mcludmg CO

sequestration,

+ Incorporate the tools already created by the Energy and
Environmental Research Center (EERC).

Pollcy: Federal environmental regulation and federal legislation
should be based on sound science and the capacity of current
technology.

+ The state, through the state Department of Health, should
support reasonable federal air quality standards.

+ (Federal) Encourage Congress to oppose any cap and trade
legislation that fails to recognize the need to time the
i mplementation of law with the development of cost-effective and

-eployable CO, caprure and sequestration technology.

«  (Federal) Encourage Congress o support pre-emption of EPA,
state and local regulation of CO, emissions.

+ (Federal) Encourage Congress to support equitable funding for
each coal type to encourage research, development, demonstracion,
and deployment of CO, capture and sequestration technologies.

+ (Federal) Support allocating federal funds derived from climate
legislation te clean coal technology development.

+ (Federal) Encourage the passage of federal legislation requiring
the federal government to assume long-term stewardship of CO,
sequestration projects.

(Federal) Encourage the EPA to adopt rules allowing the states to
regulate coal combustion byproducts as nonhazardous wastes.

Policy: Promate the balanced development of power generation in

the state.

+ The impact of the state’s wind generation goal on existing
base-load generation should be evaluated.

Policy: Support legislation for programs that encourage the

long-term sequestration of CO,.

+ Support efforts of PCOR to cxpcditc research efforts on the
long-term impacts associated with CO, sequestration.

+ Continue to engage political leaders in other states in discussions
regarding the regional economic impact of generation standards
on the North Dakota lignite industry and consumers of
lignite-based clectric generation.

+ (Federal) Support a regional demonstration approach to
CO, sequestration that can help prove the viability of CO,
sequestration across multiple states,

Policy: Incorporate coal-to-liquids and other emerging technologies

into the tax code.

» Ensure the coal conversion tax addresses hybrid plants (plants
that may be comprised of more than one type of coal conversion
factlity).

+ Iniciate [egislation to provide tax certainty for new facilities
using new technologies. Current stamtes need to clarify how
new processes will be taxed so they can build business plans and
provide a clear financial picture to potential investors.
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@ » ETHANOL

ENERGY FACT: North Dakota has 42,000 flexible fuel vehicles, a nearly 50 percent increase since 2008,

Accomplishments:

As of May 2010, North Dakora has five echanol plants with a rated
capacity of 350 million gallons of ethanol per year. One of the key
state initiatives encouraging growth of this industry is the state’s
Counter-Cylical Ethanol Production Incentive, which was created
in 2003. The state also supports a Biofuels PACE program, which
provides interest buy-down for ethanol and biodiesel facilities,
livestock operations, renewable fuel pumps, and grain storage.

In the 2009 session, the Legislature approved ethanal policy
recommendations advanced by the EmPower Commission. These

include: .
« Cost-sharing grants for fuel marketers to install blender pumps.
+  An ethanol check-off program to fund the North Dakota Ethanol

Udlization Council.

Opportunities:
As the first widely used renewable fuel in the United Stares, ethancl

has created sufficient critical mass to contribute to the energy
security of the United States, Advantages for producing ethanol in

J

orth Dakota are:
» North Dakota has more than 42,000 flex fuel vehicles.

Automakers are looking at providing a wider range and higher

concentrations of flex fuel vehicles in their production Heet.

+ The Federal Renewable Fuel Standards requiring the production
of 36 billion gallons of biofuels by 2022 will provide strong
demand for ethanol produced by current North Dakora ethanol
plants as well as those under construction.

+ State incentives encourage ethanol production, development and
diversification.

+ Distribution innovatons within the industry promise to increase
the sale and use of ethanol. These include higher blends of
ethanol fuels (E-15, E-20, E-30, E-50, and E-85) and the
installation of blender pumps that allow gas stations to blend and
sell directly at the pump. '

+ Through research partmerships with the North Dakota University

System and other state entities, facilities are becoming more

innovative in producing co-products that provide opportunities

for high-value spin-off industries.

+ Diversification of feedstock to the ethanol producrion process
promises to lead to additional ethanol production in the state

from non-tradirional feedstocks.

Challenges:

In order to take advantage of these opportunities, the ethanol

industry faces a number of ongoing challenges both in North Dakota

and globally.

+ Existing pipeline infrastructure makes it difhcult for ethanol
to be rransported, so ethanol producers in North Dakota and
throughout the Midwest struggle to move their product to urban
population centers that offer the greatest market potential.

« Potential new ethanol pipelines in the Midwest are too great
a distance from North Dakota and will put the local ethanol
industry at a logistical disadvantage.

+  The federal government does not currently provide effective
support for improving the blending and distribution
infrastructure.

+ Uncertainty of feedstock supply is a challenge facing the future of
cellulosic production. ‘

+ Public education is needed to improve understanding of the
ethanol industry and echanol’s use.




Goal: Produce 450 million gallons of ethanol by 2015 and develop
both in-state and out-of-state markets for ethanol and associated co-
products while continuing to provide a healthy business environment
for existing facilities. )

Policy: Maintain a balanced package of incentives and policies to

remain a competitive and attractive location for ethanol production.

s+ Maintain continuing appropriations and support for the state’s
innovative Counter-Cyclical Ethanol Production Incentive
program thart helps producers during adverse times.

Policy: Support initiatives to improve the marketing, distribution

and use of ethanol. ‘

+ Support fforts to educate the public on the use of mid-level
ethanol blends.

+ (Federal) Support the Renewable Fuels Reinvestment Act
{RFRA) that provides needed long-term extensions for major
federal tax incentives.

+ (Federal) Support extension of the Volumetric Ethanol Excise Tax
Credit (VEETC) of 45 cents per gallon available to oil and gas
refiners for each gallon of ethanol blended, which is set to expire
't'c end of 2010.

Federal} Support streamlining the certification process for flex
fuel vehicle conversion kits.

£}
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Polley: Examine and improve state and federal programs for
developing infrastructure to transport and blend ethanol.

*

Support studying and improving the state’s transportation
infrastructure to maintain high quality roadways for
transportating feedstock, ethanol and co-products.

(Federal) Encourage the building of blending facilities across the
nation to significantly expand the markets for selling ethanol in
population-dense areas.

(Federal} Support federal research and tax policy to improve the
transpartation of ethanol via pipeline and ensure that North
Dakota secures access to ethanol pipelines.

Pollcy: Support research to improve the use of ethanol co-products.

.

Support increased research inro potential products derived from
ethanol co-products. ’

Study the permitring process for livestock feeding facilities to
evaluate ways to streamline it and consider ways to expand the
use of ethanol co-products as a feedsrock.

Policy: Support research for ethanol production rechnology and
feedstocks development. ’




@ P BIODIESEL

ENERGY FACT: A wide varlety of feedstocks wlll position the state as a leading producer of biodiesel.

Accomplishments:

State funding through the Centers of Excellence initiative has
fostered a partnership berween NDSU and Monsanto to increase
acreage and oil content of canola. The release of these new canola
lines in the near future will expand acreage and yields, increasing the

available feedstock for biodiesel production in North Dakota.

Investments from the Renewable Energy Development Fund have
enabled the Energy and Environmental Research Center to develop
a bio-based diesel with traits identical to petroleum-based diesel.
This has enabled the development of a demonstration plant hosted
by Tesoro and allows Tesoro to consider placing this renewable

fuel directly in its pipeline for export. The Biofuels PACE Program

remains available as a inancing incentive for new biofuel production

facilities in North Dakora.

Opportunities:

+ Biodiesel (B100) is an environmentally friendly fuel with a
favorable carbon foot print, lowering GHG emissions by
78 percent.

‘and offers opportunities for international trade.
/Consumers support the availability of domestically made fuels.

+ Federal Renewable Fuel srandard RFS2 will increase demand.

+ BQ 9000, the National Biodiesel Accreditation program, will
help improve consistency.

« Engine manufacturers accept and warranty biodiesel blends in
their engines. '

+ North Dakota has good business venture support programs.

+ Biodiesel projects offer value-added agriculture opportunities in
rural areas and can help stabilize the economics of production
agriculture,

+ New diesel technology is bringing increased efficiency for diesel
engines, which may increase diesel engine use.

+ Biodiesel is the only domestically produced advanced biofuel
recognized by the EPA.

. Biodiesel reduces dependence on high-priced foreign crude oil
7

+ North Dakota is an excellent feedstock supplier. The state leads
the nation in canola production and three North Dakora counties
are the top soybean producing counties in the nation.

+ The availability of high-value co-products can help build North
Dakota’s livestock and feed industry.

Challenges:

« Lack of adequate distribution and blending infrastructure exists.

+ More education of cold temperature flow issues and storage
properties is needed.

+ Existing production capacity is under used.

+ Production and tax incentives in other states are attractive to
potential investors.

+ 'The lack of a North Dakota cerrtified lab may restrice small
biodiesel plants from being ASTM compliant.

+ Meering the industry qualiry standard of ASTM D6751 is
imperative as is BQ 9000 approved biodiesel.

+ The North Dakota market for meal co-product is small.

» Federal incentives offer a short-term guarantee.




)

Goal: Promote the retention and expansion of existing production
facilities while working to expand the industry in the state with
new facilities by the year 2015, Develop in-state and out-of-state
markets for biodiesel while continuing to provide a healthy business
environment for all biodiesel facilities.

Policy: Improve tax policy and incentives for producing, blending

and transporting biodiesel.

+ Initiate a Tax Department analysis of the use of biodiesel tax
credits to determine their effectiveness.

+ Evaluate and develop alternative incentive programs instead
of income tax credits to support infrastructure for blending,
transport, retail, and production facilities.

+ Continue the sales tax exemption on biodiesel equipment.

+ Consider developing a Biodiesel Counter-Cyclical Production
Incentive, similar to the Ethanol Counter-Cyclical Preduction
Incentive, to provide a safety net for producers.

+ Consider developing a stare production incentive program

structured to encourage new biodiesel facilities, such as a fixed

production incentive on the firse 30 million gallons of biodiesel
produccd annually for the first five years of production of

). STM-quality biodiesel.

'cdcral) Lengthen the time-span on federal incentives to provide

long-term security for investors in the industry. Support the
long-term continuation of the blender/producer tax credit ac
the federal leve] and the continuation of the Commodity Credit
Corporation program in the farm bill,

Pollcy: Increase the use of biodiesel in North Dakota to an average

of 5 percent of total diesel used per year by 2015 through marker

development and state consumer incentives w1th the support of a

federal blender/producer rax credit.

+ Consider a temporary reduction or temporary elimination of
starte taxes on biodiesel blends sold in North Dakota o lower the
cost to consumers and encourage more consumption of biodiesel
blends.

+ Continue to fund the blender pump promotion program in
North Dakota to assist petroleum retailers in having biodiesel
blends available throughout the state.




@) BIOMASS

" ENERGY FACT: North Dakota’s climate and soil are suitable for producing energy crops such as
perennial grasses. An Oak Ridge Natlonal Laboratory study Identified North Dakota
as having the greatest potentlal for dedicated energy crops and crop residues.

Accomplishments: _ .

The state has developed programs to support renewable energy
research. The Bank of North Dakota has established a Biofuels

PACE program to help finance potential biomass projects. During

the 2007-2009 biennium, the Legislature appropriated $2 million te
the Industrial Commission for biomass research and approved a $3
million Renewable Energy Development Fund to be administered by
the Industrial Commission that could be used to fund biomass research.

During the 2009-2011 biennium, the Legislature combined these

two programs into one Renewable Energy Development Fund

with $3 million in funding. During the 2007-2009 biennium,

two biomass projects were completed: a feasibility study of the

biomass supply for the Spiritwood Energy Park and an NDSU

study titled “Developing a Biomaterials Industry in North Dakota.”

Ongoing biomass projects currently being funded by the Industrial

Commission include:

+ Evaluation of North Dakota perennial herbaceous biomass crops
A biomass enhanced refined lignite demonstration project

evelopment of a biomass testing laboratory at NDSU

wpportunities:

North Dakota is the top producer of 14 different commodities

and has been identified as having the greatest potential resource

for switch grass and other dedicated energy crops. These natural

resources offer an opportuniry for biomass development. Other

advantages include:

« Federal energy policy mandares production of 16 billion gatlons of
cellulosic-based ethanol by 2022 as well as programs promoting
green power and carbon neutral or renewable fuel premiums.

« North Dakota offers a favorable regulatory environment for
energy development.

+ Land suitable for biomass crops is available in abundance in
North Dakota.

+ North Dakota has an excellent research and development base
for developing new biomass crop and fuel technologies, including
demonstration projects.

+ North Dakota’s lignite power plants and extensive lignite
resources offer opportunities for co-firing/co-generation that can
significantly improve the economics of biomass.

.+ A diverse package of state and federal incentives for biomass
development exists.

+ Biomass offers value-added agriculture opportunities for
rural areas that can help expand businesses, create jobs, grow
population, and expand the tax base.

iomass crops offer environmental and economic advantages
‘vcluding low input costs, suitability for marginal land and CRP,
WPand the creation of wildlife habitat.
'+ 'The public along with political and conservation groups support
biomass development.
+ 'The negative carbon footprint of perennial grasses creates the
possibility to sell carbon credits for those using biomass.

j1c

Challenges:

« Biomass is not currently cost-competitive with other alternatives
such as fossil fuels and therefore lacks a market.

+ Current economics do not support the significant infrastructure
investments required for biomass including transmission for
electrical production, pipelines for liquid fuels, roads, and year-
round facilities for storing low-density biomass in remote rural
areas.

+ Significant technological advancements are necessary to make
biomass fuel production economically feasible.

»  State and federal incentives are limited and the private sector

is not currently investing in the research necessary to develop
biomass technology. ’

+ North Dakota has a short growing season, dry climare,
inhospitable climate for trees, and is a long distance to major
markets.

+ Premium lands are needed for higher return food crops forcing
biomass crops to marginal lands.

+ Biomass faces stiff competition in North Dakota from a broad
array of other renewable and non-renewable energy resources.

Goal: Develop commercial biomass production and use in North
Dhakota and become a national leader in the development of
economically viable, production-scale cellulosic ethanol production

facilities.

Pollcy: Support increased funding for state and federal biomass
research and development programs.

"+ Encourage market studies on the development possibilities of

biomass.

+ (Federal and State) Continue federal and state programs that
promote renewable energy development and renewable fuels.

« (Federal and State) Support federal and state funding for basic and
applied research on biomass feedstock and conversion technology.

Poticy: Support policies aimed at improving the long-term

economic feasibility of biomass production.

+ Fxamine funding sources for a producer incentive program.

. Support continuation of sales tax reductions for value-added
agriculture expenditures.

+ Support continuation of Biofuels PACE.
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f$ ENERGY EFFICIENCY

ENERGY FACT: Energy efficiency is the most cost-effective method of reduclng the environmental effect

of energy production. s

Accomplishments: Goal: Increase energy efficiency in North Dakota through education

More than $44 million in federal snmulus dollars have been invested and promotion of energy savings best practices and programs, as well

in North Dakora to improve enetgy efficiency in homes, businesses, as conservation measures.

and public facilities. These initiatives include public education efforts,

weatherizing approximately 4,000 homes, improving the efficiency Pollcy: Initiare state policies that encourage and increase energy

of public buildings in 97 communities, and replacing 3,800 old efhiciency.

refrigerators with newer, energy-efficient models. + Incorporate energy provisions into the state building code.

+ Encourage North Dakota state agencies and their employees to

Opportunities: seek ways to improve energy efficiency.

+ Using energy efficiently is the most cost-effective method of + Supportand promote the use of public transpotrarion.
protecting the environment and reducing energy costs for North + Create 2 program to provide recognition to businesses that
Dakota families, farms, and businesses. employ energy efficiency measures.

+ Federal funding through the stimulus program has provided
significant short-term funding to support energy efficiency Policy: Create incentives and education programs that promote
programs and evaluate their cost effectiveness. energy efficiency.

+ Modifications in regulatory strucrure could remove disincentives + Consider recommending that the Resources Trust Fund,
for regulated utilities to pursue cost-effective energy efficiency originally created for water and energy conservation projects, be
actions. used to promote energy conservation while maintaining a priority
Vocauonal training programs see opportunity in incorporating for water projects.

-mrgy efficiency practices and procedures into their curriculums. + Support education programs to teach consumers how to save
gxisting measures ar state facilities provide positive examples of ' energy and consider providing financial incentives for businesses
energy efficiency benefits and allow state government to lead by and individuals who adapr successful energy efficiency efforts.
example. » Promote energy efficiency education in high school and higher

) education construction programs.

Challenges: + Encourage the Public Service Commission to approve energy

+ Energy efficiency is not considered a high priority due to the efficiency programs char are cost effective and initiated by the
state’s abundant supply of relatively low-cost energy. ucilities, The programs should include cost recovery and a return

+ ‘The public is reluctant to accept some new energy efficiency on investment comparable to supply-side investment.
measures particularly if the quality is not on par with their +  (Federal) Use federal funds as available to promote energy
expectations (i.e. incandescent light bulbs). efficiency and increase federal energy efficiency incentives.

+  State funding for energy efficiency and low-income home ‘
weatherization programs could be enhanced. ’ * Poliey: Support tax incentives to encourage the installation of

+ The upfront cost of energy efficiency measures to the customers commercial and residential geothermal HVAC systems.

can be high.

+ North Dakota’s low population density limits the effectiveness of
mass transportation.

+ Energy auditors are in short supply.




' REFINING

ENERGY FACT: A study Is being conducted to evaluate the economic viabillty of increased refining

capacity In North Dakota.

1

Accomplishments:

Several refining projects have been initiated in recent yeats in North

Dakota:

+ Tesoro completed an expansion in 2010 to increase their capacity
to manufacture low-sulfur diese! and to ensure reliability of
gasoline production at its Mandan refinery. The refinery’s current
capacity is 60,000 barrefs/day.

+ American Lignite Energy, LLC is conducting a front end
engineering and design (FEED) study on 2 10.9 million barrels/
year synthetic coal-to-liquid fuels facility.

+ ‘Three Affiliated Tribes, Makoti is considering a refinery that
would produce 15,000 barrels per day of Canadian synthetic
crude.

+ Dakota Oil Processing, LLC near Williston is considering a
20,000 barrel per day diesel topping plant.

Challenges:

. Large economies of scale are necessary to be competitive and
sustainable long term.

'Profic margins in refining are cyclical and historically tight due to
“high crude oil prices, volatility of the market, and costs associated
with the refining process.

+ Expansion of existing refining capacity beyond current capacity
requires a substantial capital investment and the timeframes for
developing new projects are lengthy.

+ North Dakota currendy produces more refined product than it
consumes. ‘

+ Gasoline demand has dropped and is expected to remain flat as
the United States moves to a diesel-driven market.

+ Refining expansions are occurring in North Dakotas key export
markets.

. Investors are cautious about investing in new projects because
of uncertaincy in the market and uncertainty in state and federal
policies and mandates that significantly affect the market.

’

Goal: Encourage the development of cconomica‘lly feasible oil
refining and processing projects in North Dakota,

Policy: The state’s role in the development of future refining

capacity through Industrial Commission programs is to cost-share in

feasibility and FEED studies and to support and fund research and

development.

+ Continue sufficient funding for the Industrial Commission
research programs.

Policy: Maintain North Dakota’s existing tax and regulacory
structure that supports refining growth,
+ Continue the sales tax exemption for new or expanded refining

capacity. .
. Continue the sales tax exemption for environmental upgrades.

Pollcy: Support and assist in pipeline infrastructure development as

needed through the North Dakota Pipeline Authority.




@® NATURAL GAS PROCESSING

ENERGY FACT: During 2009, North Dakota produced 92.5 billion cubic feet of natural gas and
processed 56.4 billion cubic feet of natural gas. This compares to 70.7 billlon cubic feet

produced In 2007.

Accomplishments: )

More than $400 million has been invested in natural gas pipelines
and gathering systems in the last two years. As a resuit, 13 natural
gas processing plants are operating in western North Dakota. Two
more are being developed in Tioga and near Watford City. Both will
create up to 100 long-term, high-tech jobs in rural North Dakota.

From 2006 to 2010, natural gas processing companies have more
than doubled their ability to turn North Dakota's valuable nacural
gas resources into a safe and clean energy source for America. The
Alliance Pipeline System transports North Dakota natural gas

to local and distant markets, adding value to rich, high-quality
Bakken and Three Forks narural gas that offers many co-product

opportuntties.

In 2009, the Legislature approved several EmPower ND
Commission recommendations for natural gas processing including:

+ 'Clarifying a sales tax exemption to include gas gathering systems

+

Eastern North Dakota contains shallow gas reservoirs that could
have production potential.

The industry has an excellent environmental record, is a
significant tax payer, and offers good-paying jobs for highly skilled
people in rural areas.

A natural gas liquids pipeline will allow for the capture and sale
of additional natural gas liquids (ethane).

Challenges:

+

*

Rail car and truck services for NGL and sulfur take away are

limited.

Qualified operating personnel (mechanics, instrument techs,

operators, etc.) are in short supply.

Infrastructure and resources limirations:

— No high-end ethane NGL pipeline infrastructure.

— Limited pipeline/compressor capacities to sell additional
natural gas volumes.

— New equipment delivery delays.

Low-volume natural gas wells cost too much to connecr to

existing pipelines.

om oil wells in order to eliminate flaring. *
‘ftreamlining the permirting process for upgrading petroleum and
datural gas pipelines.
+ Increasing funding for the Qil and Gas Research Fund. A portion
of those dollars is funding a project that will demonstrate the

commercial viability of using otherwise wasted associated natural
gas as fuel for on-site electrical power generation as zn alternative

Goal: Expand oil and gas gathering, processing, and export capacity
infrastructure to minimize flaring while ensuring industry has
adequate time to evaluate and plan infrastructure needs.

to gas faring. Pollcy: Continue to promote and provide tax incentives for shallow-
well gas production.
Opportunities: » Encourage research and development through the Gil and

Gas Research Council for shallow natural gas exploration and
production in eastern North Dakota. Possibilities include
connecting wells to ethanol plants, other commercial facilities, or

+ North Dakota’s narural gas production is increasing rapidly,
creating new opportunities for investment.

+ Bakken and Three Forks natural gas is a top-quality product with

" high natural gas liquids content, which creates many appealing -

investment opportunities for co-product development.

s Excess capacity on the export pipelines exists.

+ Production growth has created interest in expanding existing and
building new natural gas processing facilities.

communities or farms for use in heating homes or facilities.

Policy: Regulators and industry should conduct a study and develop

short, medium, and long-range plans for gathering and processing

natural gas in fields that have reached development stage.

+ Appoint a task force to spearhead the study.

+ Fund a study that culminates with a report to the Induserial
Commission and the Legislarure.




@> OIL AND GAS

ENERGY FACT: North Dakota Is the fourth largest ofl producing state. The Bakken and Three Forks
formations have potentlally recoverable reserves of 4 blllion barrels of oll. ,

Accomplishments:

Oil exploration and extraction has exploded in western North

Dakota in recent years. Rising prices and continued strong demand

for domestic oil has helped drive this growth. State leaders have also

helped fuel the growth with 2 number of key policies and incentives.

These include: -

+ Reauthorizing a rax agreement with the Three Affiliated Tribes
that provides business certainty and has spurred development on
Fort Berthold Reservation.

+ Creating the Oil and Gas Research Fund ro stimulate cthe
production and development of oil and gas in North Dakota.

+ A tax exemption for the first two years on any new shallow
natural gas well developed in North Dakota to stimulate the
production of natural gas.

+ An expanded tax incentive for tertiary recovery of oil and
gas using CO, gas. The incentive provides a use and sales tax
exemption for carbon dioxide that is used for enhanced oil
recovery.

+ Creatinga pipeline authority to help private industry construct
additional capacity to ship crude oil, natural gas, carbon dioxide
}thanol, biodiesel and other energy products to market.

o Tax reductions for new horizonral drilling in the Bakken and
' Three Forks formations.

+ Sales tax exemption for costs associated with gas gathering.

+ Two studies, completed by the Industrial Commission
Department of Mineral Resources and Geological Survey,
identifying and quantifying the oil and gas resources in the
Bakken and Three Forks formations.

Opportunities: .

North Dakota has the biggest continuous oil deposit in the lower

48 states, estimared at approximately 4 billion barrels of oil in the
Bakken and Three Forks formations that is recoverable using currenc
technology. In addition, the use of new technology has the potential
to make many other formarions in the state more productive. North
Dakota’s advantages and opportunities include:

+ The resoutce offers a significant source of revenue for the state

and counties.

The industry has high growth potential in North Dakota.
The state can protect air, water, wildlife, and other natural
resources while allowing for oil and gas development.

Oil industry job growth offers opportunities to develop additional
skilled professionals and the overall labor force.

Best management practices can help minimize environmental
impacts.

Recovery and sales of ethane as a liquid offers a spin-off
oppormnity.

Stranded ot flared natural gas creates opportunities for new
business development.

New pipelines will eliminate flaring.

A natural gas pipeline will allow for the caprure and sales of
natural gas liquids.

Challenges: '

+

The number of restrictive federal government regulations is
increasing.

Maintaining a state legal and regulatory environment that allows
for timely exploration and development activities is important.
Lack of qualified employees for the industry restricts growth.
Punitive Pederal laws and regulations restrict or slow
development (taxes, hydraulic fracturing regulations, air quality
standards, access to federal land).

Commodiry prices fluctuate significantly and threaten the
econormic stability of development.

Large natural gas shale plays result in oversupply/depressed
prices.

Lack of pipeline/compressor capacities restricts the sale of
additional natural gas volumes.

Transportation limitations such as rail car, truck and shipping,
restrict the ability to transport product to markets.




Goal: Provide a responsible regulatory environment that promotes
oil and gas development and maintains the industry’s ability to access
resources.

Polley: Develop a competitive and simplified oil tax structure.

+ Esrablish a simplified, competitive, and predictable oil rax
structure.

+ Mainrain the stripper well and secondary and tertiary recovery
tax exemptions.

Policy: Continue support for the oil tax agreement between the

state and tribe.

+ Ensure that the tribal tax agreement is followed and that the
state maintains a consistent and predictable tax and regulatory
structure on tribal lands.

Policy: Ensure efficient extraction and responsible development of

the mineral resources with effective regulations regarding permitting,

well spacing, reservoir development, and other key regulatory issues.
Provide adequate funding that anticipares furure staffing and

‘sources needed for the Department of Mineral Resources.

Policy: Support policies and research that protect the stare’s natural

resources including air and water. ,

+ Provide funding for research using sound sciendfic indings to
support environmental regulations.

+ Evaluate the opportunities for creating water depots for local and
industrial use at key locations along major access routes.

+ Maintain the existing gas flaring regulations to allow resource
development.

+ Provide adequate resources to the State Health Department o
ensure they can manage air quality.

Policy: Support the allocation of adequate srate resources to
counties, cities, and rownships to address the impacts from energy
development.

+ Continually evaluate and adjust the funding formula for
distribution of oil and gas tax revenues to address the impact of
energy development on infrastructure.

+ Increase funding and streamline the process for obtaining funds
for long-term, strategic, and sustainable improvements to road
infrastructure, water development, housing, local services, and
other essential needs that are impacted by oil development.

Policy: Ensure that policies, laws, and regularions do not impede

industry’s ability to access minerals or private property.

+ Avoid passing laws that subjugate private contracts, rights,
and negotiations between private parties or that restrict timely
exploration and developmenc activities.

+ Ensure that the State Lands Department follows approved
processes and procedures in order to eliminate de facto policy
development.

Polley: Develop and fund transportation planning and road
infrastrucrure that is designed to accommodate industry activicy for
state and local infrastructure.

+ Implement the recommendations of the housing, workforce, and
local infrastructure studies and support ongoing, long-term local
infrastructure planning.

+ Provide funding for engineering studies for counties with
significant Bakken and Three Forks acrivity to facilitate long-term
planning for transportation that helps manage vehicle safety,
routing, load requirements, and maintenance. .




PETROLEUM MARKETING

ENERGY FACT: In 2009, 373.4 million gallons of gasoline and 476.1 milllon gallons of dlesel were

sold In North Dakota.

Accomplishments:

North Dakora leaders followed the recommendation of the
EmPower ND Commission during the 2009 session and approved
an initiative to provide state grants to petroleum marketers to help
underwrite the cost of installing new blender pumps. The pumps
allow marketers to sell new varieties of fuel as they become available,
providing an important part of the infrastructure needed to help the
United States incorporate alternative fuels into mainstream use and
reduce our reliance on foreign oil. More than 150 blender pumps
have been ot are being installed statewide.

Opportunities:
In 2009, 373.4 million gallons of gasoline and 476.1 million gallons
of diesel were sold in North Dakora. Of the total gasoline sold,
206 million gallens (55 percent) included some blend of echanol.
North Dakota’s petroleum marketing industry is poised to be a
partner in delivering alternative fuels and fuel blends that benefit the
environment and help our nation address energy challenges.
+ North Dakota petrolenm marketers are locally owned, civic-
rinded businesses.
I\m industry provides steady employment for thousands of
North Dakotans.
«+ North Dakota petroleum marketers have an excellent
environmental record.

+ The state’s growing economy offers growth potential for dxe
industry.

Challenges:

« 'The public perceives that petroleum marketers are responsible for
the high price of fuel.

+ Investors receive a low return compared to the risk involved,

« Government mandates and reguiations are increasing.

+ The industry is consolidaring (i.e. fewer number of brands).

+  Market volacility results in distriburion delays.

Goal: Support the marketing of transportarion fuels based on
consumer demand.

Pollcy: Support energy education programs that help consumers

make informed fuel purchase decisions.

+ Consider anthorizing legislation to allow petroleum marketing
to access Industrial Commission research funds to enhance
innovation in safery, environment, and education.

Policy: (Federal) If the federal government establishes national fuel
standards, those standards need to be consistent and have clearly
identified timeframes that allow industry to make the infrastructure
investments needed to support the standards.

Policy; (Federal} Support federal legislation to address potential
petroleum retailer liabiliry issues associated with selling fuels wich
a higher blend of renewable content.




[EST

SOLAR, GEOTHERMAL, HYDROGEN & HYDRO POWER
*  ENERGY FACT: In 2009, the Legislature passed a 15 percent tax credit (3 percent over five yeats) on the
' cost of installing geothermal for commerclal or residential use.

Accomplishments: .

The state of North Dakota has invested generously in research for
hydrogen, solar and geothermal applicarions. This includes $2.5
million for a Centers of Excellence project at the EERC's National
Center for Hydrogen Technology, which is attracting hydrogen-
based business to the state; funding for research at UND for
commercial application of geothermal; and funding for research

at NDSU on solar energy. In the private sector, Basin Electric
completed research on wind-to-hydrogen technologies.

Goal: Support commercial-scale research and development
programs for solar, geothermal, hydrogen, hydropower, pumped
storage and other alternative energy resources.

Policy: Continue to support tax incentives to encourage the
installation of commercial or residential geothermal.

Policy: Continue to support funding for Centers of Excellence
Renewable Energy Council initiatives to support public
ation about and research and development of renewable energy
’nologies.




WORKFORCE

ENERGY FACT: Energy growth Is creating thousands of new job opportunities in North Dakota.

—a,

Accomplishments:

Careers in North Dakota's energy industry offer promising job

opportunities for young, skilled workers in our stare. North Dakota’s

higher education system has made progress toward developing

education and training programs in response to the needs of the

state’s energy industry. For example:

+ Lake Region Community College’s wind energy worker training
program

+ Williston State College's petroleum training

+ University of North Dakota’s petroleum engineering degree

+ Bismarck State College’s Energy Center of Excellence

« Minot State University’s energy economics degree

Goal: Train more students for energy industry and energy research
jobs by building stronger connections berween induscry and
education and improving awareness of energy career opportunities
among teachers and career advisors,

Policy: Encourage the North Dakota Commerce Department co
create a biannual summary of energy industry workforce needs
cilitate the necessary programmatic decisions and changes by
tors.
/

Policy; Establish an advisory board appointed by the governor with

representatives from the industry to meet with the board of higher

education to outline a plan for educating and training the workforee

needed for the energy industry.

+ Continue, enhance and fund state career promotion efforts thar
direct students to both vocational and degree programs.

« Continue, enhance and fund Operation Intern.

+ Continue, enhance and fund demand-driven educacion and
training programs at two-year post-secondary institutions.

Goal: Artract a sufficient number of workers to fill energy-relared
jobs due to retirements, attrition and growth within the industry.

Policy: Expand the state’s workforce recruitment and marketing
strategy to include other talent pools to serve the extraordinary
needs of North Dakota’s energy industry.
« Support che continued development and implementation of
a comprehensive state workforce strategy, including potential
recommendations of the Interim Workforce Committee.
+ Consider increasing the funding for workforce marketing effores
in the next biennium.

Policy: Further enhance the state’s online presence to provide a

one-stop location for job seekers to find job information as well as

resources regarding relocation issues such as housing, communiry
information, and job training programs.

« Continue the use of an industry-led rask force organized by
the Department of Commerce, as needed, to recommend
improvement to state workforce recruitment strategies and
streamline the jobsnd.com process for energy-related jobs.

+ (Federal and State) Support federal and state funding for the
establishment of and maintenance of dynamic workforce
recruitment tools.




INFRASTRUCTURE

" ENERGY FACT: Energy growth Is creating thousands of new Job opportunities in North Dakota.

Accomplishments:

Duaring the 2009 Legislative session, state leaders retnoved the caps
for the formula funding and increased funding for oil-producing
counties to a projected $165 million in order to address the
infrastructure needs relating to energy development. Additionally,
the state is investing unprecedented funds on transportation
infrastructure including improvements on Highway 85 in western

North Dakota.

Gov. John Hoeven has also initiated financing programs to help
stimulate housing development in oil-producing counties. At the
recommendation of the EmPower ND Commission, the state’s
Water Commission has completed a study of the water resource
needs to support future energy growth. The state is supporting
studies on workforce, housing, and infrastruceure and is providing

technical assistance to help local leaders develop plans for long term

infrastructure needs.

Goal: Ensure adequate water, power, and infrastructure for energy

development and for the communities in which energy development

ts,

.icy: Provide funding assistance to communities to develop
a comprehensive infrastrucrure plan o accommodate energy
development.

Policy: Evaluate the impact energy development is having on North
Dakota's water and power supplies.

+*

Evaluate North Dakota’s infrastructure needs related to energy
development.

Increase the effectiveness of state funding mechanisms to address
growing local needs for water and power related to energy
development.

Policy: Increase state funding for local jurisdictions to offset the
infrastrucrure costs relared to growth in the energy industry.

+

Evaluate the adequacy of the oil tax distribution formula to

meet the infrastructure needs of oil and gas producing counties
through a comprehensive needs assessment.

Establish a fund using oil tax revenues to alleviate upfront
infrastructure needs related to oil and gas development.

Create an upfront funding mechanism for roads and other
infrastructure needs associated with energy development in other
sectors of the energy industry.
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