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Effective Solutions for Getting
Needed Transmission Built
at Reasonable Cost
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TAPS is an informal association of transmission-dependent electric
utilities located in 35 states. :

TAPS is.an efféctive voice in the fight for open and equal wransmission
access and for strong protections against the exercise of markel power

in electric markets. - -
TAPS supports vigorotisly competitive wholesale electric markets.

TAPS participates in policy proceedings at (he Federal Energy
Regulatory Commision, the Departinent of Energy, the Federal
Trade Commission and other federal agencies that deal with electric
transmission and market power in the electric utility industry.

TAPS testifies before Congress and educates members of Congress
and their siafs on the need for regional open access transmission
provisions and market power protections in federal electric
resiructuring legislation. |

. CONTACT

Roy Thilly, TAPS Chairman
WISCOMNSIN PUBLIC POWER INC
1425 Corporate Center Drive

Sun Praisie, W1 53590

PH- 608-834-4500

Fx: 6088370274

EMAIL: rihily@wppisys.oig

CONSULTANTS

Ciridy Bogoiod
Robart MeDiormid

| . SPIEGEL & McDIARMID

1333 New Hampshire Ave., MW

Washington, DC 20036

PH: 202-879-4000

FX: 202:393-28606

EMAIL: cindy. bogorad@spiegelmed .com
rchern mediarmid@spiegelmed com

Debomah Sliz

MORGAN MEGUIRE LLC

12251 Sheet NWW

Suile 300

Washingion. DC 20005

PH: 202-661-6180

FX: 202:661-6182

EMAIL: dsliz@marganmeguire com
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Tolley & Associates
2121 K Sireet, NV
Suile 630

Washingion, DC 20037
PH: 2022964114
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For generation compefition to work for
consumers, the grid must be robust, not
marginally adeguate,

(4) develop new financing strategies to access
investors secking the stable, annuity-like
returns that transmission can provide;

(5) require bidding of the capital requirements
for new major improvements (debt and equity
return, capital structure, depreciation and
taxes) where a vertically integrated transmis-
ston owner refuses to build without an
above-market "incentive" return or rates
reflecting accelerated depreciation;

(6) allocate the cost of high voltage, backbone
transmission on a regional basis to spread the
cost burden and match cost responsibility to
the broad regional benefits that will be realized
from a robust grid,

(7) require regional, least-cost transmission
planning for major additions; and

(8) set performance-based rates that reward
reductions in the cost of congestion, responsive-
ness to customer needs, inclusive plaaning and
LSE investment rights, while holding ransmis-
sion owners accountable for poor performance.

These targeted solutions are preferable to, and more
effective than, the above-market equitv returns and acceler-
ated depreciation rate incentives some investor-owned
transmission owners are seeking, or relying on “participant
funding” to shift the costs of network additions away from
transmission owners. These initiatives will not get needed
transmission built on a cosi-effective basis, and in some

cases will mean that needed transmission is not construct-

ed. Return incentives and accelerated depreciation for
ratemaking purposes will burden consumers, adding to
state resistance to transmission additions, while injuring
compelitive generation markets and doing little to address
the real risks associated with transmission investment.
Participant funding, which depends on individual market
participants to fund transmission upgrades, is likely to delay
needed construction and create new vested interests in
maintaining congestion, instead of efficiently expanding
the grid to reliably meet the needs of all users and provid-
ing the infrastructure required for vigorously competitive
generation markets. For generation competition to work
for consumers, the grid must be robust, not marginally

adequate.







facilities run on natural gas." The economy’s vulnerability
to rising natural gas prices and concerns about security

of supply will increase to unacceptable levels if we rely

too heavily on gas-fired plants. Efficient clean-coal plants
and renewable resources, such as wind, are viable options,
but often must be sited distant from population centers.
Excessive transmission congestion costs can put these
resources out of reach. A weak infrastructure will force

us to put far too many of our eggs in the gas basket.

Today’s grid is inadequate to reliably support competitive
generation markets for a number of reasons, The grid
primarily reflects the planning and investment decisions
of vertically integrated utilities that generate electricity and
transport it over their own transmission lines to their own
retail customers. They planned their systems to support
their integrated operations, not to provide a robust
infrastructure to support regional markets.

New investments in (ransmission have not kept pace with
need due to a number of factors. They include regulatory
uncertainty; unpopularity of siting; state retail rate freezes;
concerns about a mismatch between the benefits and cost
responsibility;"” internal competition for capital within
verticallv integrated utilities that have been more interested
in pursuing unregulated businesses; and the need to maxi-
mize profits by protecting generation investments that will

be exposed to competition by a more robust grid. This last

factor creates an inherent conflict of interest when it comes
to funding transmission expansion to support competitive
markets.” As the Federal Energy Regulatory Commission
("FERC") recently observed:™

Market participanis also complain that companies
that own both transmission and generation
tnder-invest in transmission because the resulting
competitive entry ofien decreases the value of their
generation assets. Much of this problem is directly
attributable to the remaining incentives and ability
of vertically integrated utilities fo exercise transmis-
sion market power to protect their own generation
market share.

Finally, the lack of a regional planning process focused
on providing the foundation for vibrant regional markets
has retarded construction and the development and
implementation of new technologies to expand the transfer

apability of existing transmission facilities. Due to the
dynamic and highlv integrated nature of the AC grid, an
upgrade in one state may be required to enhance reliability
and relieve congestion in an adjacent state. Also, a trans-
mission addition may be required in a state to enable an
upgrade undertaken in an adjoining state to function as
planned. This can lead to a mismatch between the regional
benefits of additions and localized rate recovery for their
costs.” The grid is regional and should be planned and
constructed on a comprehensive basis to meet regional

needs on a least-cost basis.







Participant funding invites a gome of
chicken where would-be beneficiaries
may sit back in the hope that others
will step forward to bear the cost of
an upgrade.

Finally, in many cases, FERC transmission incentives may
be recovered from only the relatively small percentage of
transactions that are at wholesale, excluding the great bulk
of the transmission usage — the transmission owner's use
of the grid (o serve its retail customers. This use remains
largely under the control of state regulators,” who may
not look kindlv on FERC incentives that increase rates.
in deference to state concerns, FERG recently approved
a Regional Transmission Organization’s ("RTO") service
agreement that barred application of rate of return incen-
tives to the transmission owner’s bundled retail load.

If the FERC incentives apply oaly to wholesale transactions,
they will not vield the revenues claimed to be necessary 1o
prompt transmission investment, much less overcome the
potent disincentive to construct that affects some vertically
integrated, investor-owned utilities. Instead, the incentives
will end up competitively burdening transmission depend-
ent utilities {"TDUs") who will pay for them (assuming
discriminatory application of incentive rates passes muster
under the Federal Power Act), while doing little to promote

needed transmission construction.

2. Participant Funding Will Make Matters Worse,
Not Belter

Some blame lack of transmission construction on state
resistance to raising retail rates to recover the cost of

upgrades that benefit a utility's competitors and hail

*participant funding” as 2 means to overcome this concern.
As this approach is now implemented,” transmission
expansion depends on individual market participants
agreeing to fund an upgrade. Instead of receiving the
assured return obtained by transmission owners, the
funding entity would receive rights, in the amount of the
incremental transmission capability produced by the
upgrade, to uncertain revenue streams associated with
future congestion along the grid segments the upgrade
decongested. This mechanism is poorly adapted to a
dynamic AC grid, where benefits and beneficiaries of an
upgrade are many, difficult to assign, change over time

and can be enjoved by "free riders” (i.e., entities other
than the funding entity). Participant funding invites a game
of chicken where would-be beneficiaries may sit back in
the hope that others will step forward to bear the cost of
an upgrade. Meanwhile, transmission construction and the
associated benefits to consumers are delayed. It should
come as no surprise that some of the strongest proponents
of this approach are likely to benefit significantly by
forestalling new generation construction and keeping
independent generators out of the market. The result also
may be to undermine regional markets by trapping low-cost

generation.

Al 2 time when getting transmission built promptly is
imperative, it is unwise 1o rely on this untesied mechanism.

Recent developments raise (uestions whether this model is







ATC demonstrates that stable, requloted
revenue streams give the financial
community the assurances it needs fo
provide capital for expansion without
use of high-cost incentives.

below, generally have stronger credit ratings than investor-
owned utilities. Pasticipation by these entities will signifi-
cantly broaden the base of support for new transmission.
Such participation also will enlarge sources of investment
capital and expand the facilities that can be transferred to
the stand-alone company, creating a better coordinated,
regionally operated grid without the gaps that will exist

if municipal and cooperative utilities are excluded.

American Transmission Company, LLG ("ATG") shows
how this model can work. Pursuant lo Wisconsin law,”
ATC was formed by several formerly vertically integrated
utilities with operations in Wisconsin, Michigan and llinois,
and a Wisconsin municipal joint action agency. Four of its
founding members, We Energies, Madison Gas & Electric
Co., Wisconsin Public Service Corp. and Wisconsin Power
& Light Co., divested their transmission assets 1o ATC. In
exchange for their facilities, these members received 50%
of their transmission investment back in cash on a tax-free
basis and ownership interests in ATC representing the
remainder of their contributions.® The fifth {ounding
member, Wisconsin Public Power Inc., had no transmission
assets and so contributed cash in exchange for its owner-
ship interests. Since its founding, ATC’s membership has
grown to 28 members, including 21 municipal and cooper-
ative utilities. While they have different ownership interests,
each of the founding members has only one director on

ATC’s board, with an equal vote. The founding members’

voice is balanced by four independent directors and an
independent CEO. To ensure non-discriminatory opera-
tions, the company has turned over operation of its
transmission facilities to the Midwest Independent

Transmission System Operator ("MIS0"}.

ATC demonstrates that stable, regulated revenue streams
give the financial community the assurances it needs to
provide capital for expansion without use of high-cost
incentives. In April 2001, barelv three months after its
start-up, ATC successfully sold $300 million of bonds in a
private placement. The bonds were rated "A-" by S&P, "Al”
by Moody's and "A" by Fitch. ATC's current credit ratings
have risen to A1/A.*" These high ratings were not the
product of an incentive rate of return or accelerated
depreciation. Rather, the ratings are attributable to the
stable revenues generated from ATC’s sale of transmission
services. Addressing "Key Credit Considerations” in its
March 2001 report on ATC, then a brand new company,
Fitch deemed highly significant that more than 95% of ATC's
revenue requirements is guaranteed recovery from trans-
mission customers serving loads on the ATC system.” Fitch
specifically cited as a key positive credit consideration the
company's structure that permits investor-owned, coopera-
tive and municipal utilities to participate, which encourages
cooperation and support among stakeholders, including

state regulators.”







In addition to lessening disputes, the
joint system model creates a community
of interest that facilitates construction

of a least-cost system, rather than one
reflecting the compefitive interest of

¢ single dominant owner.

TRANSLink proposal was to form a transmission-only com-
pany to operate the existing facilities of its participants and
to plan, finance and own needed new facilities. Although
TRANSLink’s development is now on hold because of
"continued regulatorv and market uncertainty,"* the model
was approved by FERG and enjoved broad support.*

Its participants would have come [rom Colorado, Blinois,
fowa, Kansas, Michigan, Minnesota, Nebraska, New Mexico,
North Dakota, Oklahoma, South Dakota, Texas and
Wisconsin. FERC's Chairman called TRANSLink’s apparent
failure "horrible” and expressed hope that TRANSLink can
be salvaged and expanded.®

2. Shared System Model

A structural alternative to the stand-atone model that
provides many of the same benefits is the shared or joint
system. Under this model, the transmission facilities of two
or more utilities in an area are planned and operated joint-
Iy, as a single system, pursuant (o a long-term agreement.
Ownership in the joint system generally is in proportion
to each participant’s load ratio share of the customer load
connected to the system. In exchange for its investment,
each owner has undivided use rights over all the facilities
comprising the joint system, generally with no additional

charges.

A common feature of these arrangements is joint plan-
ning. Responsibility for funding transmission expansion
is generally based upon each participant’s load ratio share,
and need not be tied 1o additions contiguous with the par-
ticipant's system. Joint planning provides the opportunity to
optimize the size and placement, and accelerate the timing,
of additions to meet the needs of all load serving entities, so
that all load is efficiently and reliably served, conflicts are
minimized and support for siting of new transmission
facilities is broadened. In addition to lessening disputes,
the joint system model creates a community of interest that
facilitates construction of a least-cost system, rather than
one reflecting the competitive interest of a single dominant

OWIEr,

Shared svstem arrangements have a long history of
success in Georgia, Indiana, Minnesota, North and South
Dakota, and elsewhere. The Appendix to this White Paper
describes specific examples of TDU investment in joint

Iransmission systems.

The success of inclusive, stand-alone transmission
companies and shared systems is not surprising. These
models align the interests of area LSEs, broaden the
planning process and provide new sources of capital.
TDU investors have strong incentives to keep costs down,
because the capital costs of grid expansion directly impact
the delivered price of power to customers, the principal

economic driver for municipal and cooperative svstems.







more equitable assignment of upgrade costs. Because they

minimize transmission costs borne by consnmers rather
than increasing them, these strategies are more likely to be
adopted in a coordinated manner by both state and federal
regulators, and to reduce state resistance to transmission
additions, In short, instead of allowing above-market equity
returns and accelerated depreciation incentives, regulators
should adopt the policies discussed below, which have a
real chance (o get needed transmission constructed at

reasonable cost.

(a) Allow current recovery of pre-certification
expenses. In many jurisdictions, costs incurred for new
transmission lines before receipt of siting and other regula-
tory approvals may not be expensed as incurred. Instead,
these costs are held to be capitalized as part of the project
if it goes forward. If the project is not completed, recovery
is at risk. This treatment (i) creates investor uncertainty
because of the controversy that inevitably occurs in siting
major transmission projects; and (ii} adds to construction
cash flow problems because the transmission owner spends
money on what can be a lengthy, contentious ceriification
process without current recovery. A win-win solution is to
permit current recovery in rates of reasonable and prudent
pre-certification expenses for major new transmission
projects, an approach that FERC has approved for ATC.”

This treatment shields investors from risks associated with

required pre-certification activities without increasing the

life-cycle cost of the transmission [acility to consumers.

(b) Allow construction-work-in-progress (CWIP)

in rate base. Currently, most regulatory bodies do not
allow wutility rates to include a return on (or 10 treat as an
expense) construction funds invested in projects until

the project goes into operation. Instead, these costs are
carried by the utility and added, along with the carrving
costs incurreqd during construction, to its rate base when
the project is put in service, increasing the amounts on
which the wtility may earn a return and recover deprecia-
tion over the life of the facility. The alternative would be to
allow a current return in rales on transmission construction
funds. For investors, including CWIP in rate base will
increase the certainty of recoverv and provide significant
cash flow to support construction of needed transmission

facilities with less reliance on external sources of capital.

In a recent application, ATC said that its proposed
CWIP treatment, which FERC accepted,” would allow it 1o
maintain its financial ratios and ratings during its aggressive
construction program and complete the program more
quickly, while requiring $107.2 million less debt and
$118 million less equity compared to traditional CWIP
treatment.” Over a twenty-vear period, ATC calculates that
this mechanism will save its customers almost half a billion

doliars compared to elevated rate of return incentives,*







Requlators and transmission owners should
develop strategies to access capital from
the large pool of investors that is looking
for very stable, close to fixed-rate returns
and is not willing to take the risks entoiled
in ventures that offer the potential to earn
higher returns.

leverage) than one with a weaker business profile (vertical-
Iy integrated or generation company) and still achieve the
sume rating. For these reasons, S&P's financial ratio guide-
lines for investment grade ratings show lower debt ratios
and higher coverage ratios as targets for utilities with

generation than for T&D companies.

State and federal regulators should insist that the rates
to consumers reflect an equity return and a capital struc-
ture that comport with the fower risk profile of transmis-
sion investment. Texas regulators have already done so. In
establishing the capital structure to be used by transmission
and distribution utilities in unbundled cost of service cases,
the Texas Public Utility Commission established a 60/40
debt/equity capital structure, rather than the 50% equity
capital structure more typical of vertically integrated utili-
ties, The Texas Commission found this structure will allow
transmission/distribution companies “to attract sufficient
capital at reasonable rates, while minimizing costs to the
ratepavers” and that "any increase in the financial risk due
to the higher debt leverage is offset by the lower business
risk" faced by these utilities.” Because the cost of debt is
congiderably lower than the cost of equity, the difference
between a 50/50 and 60/40 debt/equity structure will
produce significant savings for consumers, especially
when combined with a return on equity that also reflects

the lower risk posed by trunsmission investment.

In addition 1o accurately reflecting equily costs in rates
and using more leveraged capital structures, regulators and
transmission owners should examine the use of preferred
stock as another means of reducing the overalk cost of

capital for transmission.

(e) Develop strategies to access investors seeking
solid, low-risk monopoly infrastructure investments.
In addition to the foregoing traditional regulatory
approaches to keeping rates reasonable, regulators and
transmission owners should develop strategies to access
capital from the large pool of investors that is looking for
very stable, close to fixed-rate returns and is not willing to
take the risks entailed in ventures that offer the potential to
earn higher rewurns. Such investors would include pension

funds and TRA and 401(k) investors.

These strategies may come in several forms. They
would include the promotion of inclusive, transmission-
only companies discussed above, and development of new
invesiment vehicles that would allow Wall Street to market
transmission securities designed for such investors, either
through investment trusts or securitization-like bonds.
Representatives of the investment community recently told
FERC that they are looking for precisely these kinds of low-
risk opportunities in the electricity industry.® While legisla-
tion would help provide regulatory certainty {as it has in

states with laws regarding the securitization of stranded







to some degree, by the upgrade. High-risk investments
have high capital costs.” Infrastructure investments in
a monopoly service context should be funded largely by
low-cost debt and equity, not through experimental

mechanisms that create unnecessary risk.

(f) Require competitive bidding of capital require-
ments, where utilities demand return and deprecia-
tion incentives. Another afternative to the "no transmis-
sion without incentives” demands of some investor-owned
utilities is the capital market. Where an owner insists on
returr and accelerated depreciation incentives as an
inducement, regulators should require that entity to bid
out the capital component of major projects. A competitive
solicitation will allow the market to determine the cost

of capital required to fund transmission additions. The
investment would be passive; control of the construction
and operation of the project would remain with the trans-
mission owner or RTQ. Through this mechanism, low-risk,
long-term transmission infrastructure investments may be
matched with investors seeking the kind of stable, annuity-
type investment returns that have successfully sustained the

electricity industry for years.

The bidding requirement should not apply to stand-alone
transmission companies because it would undermine their
business model, which already includes a potent incentive

10 invest in new transmission. However, {ransmission com-

panies should be required to demonsirate that their
construction and ownership costs are just and reasonable,
and neither return incentives nor accelerated depreciation

should be permitted.

The requirement for a competitive solicitation would
be triggered at the lime a major (ransmission upgrade
or expansion is identified for which the owner asks for an
incentive return or accelerated depreciation. For example,
where an RTO’s planning process identifies a needed proj-
ect, the RTO could issue a request for proposals to fund
the capital requirements if the owner is reluctant to make
the investment. Interested investors, or pools of investors
organized by investment firms, would submit bids that fix
the overall return cost, capital structure, taxes and depreci-
ation for the project. These pools could be structured with
debt and/or equity options for different investors. The RTO
would select the bid or bids that will fund the project at the
lowest overall cost. Where a vertically integrated utility,
rather than an RTO, is responsible for the transmission
planning and expansion process, the wiility should be
required 1o contract with an independent third party

to conduct the competitive solicitation.

There should be no shortage of interested bidders.
A significant segment of investors, such as pension funds,
need choices that provide stability and security, as opposed

10 high potential returns with significant risk. The opportu-







Effective regional transmission planning
is an essential component of the solution
to grid inadequacy, as recognized by both
federal and state officials.

have multiple and changing beneficiaries.® 1t also avoids
the difficult and unrealistic task of trving to differentiate
between reliability and economic additions, and then
seeking funds from entities willing to speculate on potential

congestion revenues.

Adoption of a regional highway approach to funding
transmission would also reduce uncertainty over what
the rules of the transmission game will be. For example,
under the planning and expansion process recently
approved for PJM, each economic upgrade (identified
as one not immediately required for reliability) needed
to reduce “unhedgeable congestion” (constraints causing
congestion hedgeable at some cost, no matter how high,
would not be covered by this process) would be subject to
specific cost allocation, determined after conducting a cost-
benefit analysis showing the upgrade to be beneficial. The
upgrade must then be shelved for 4 vear, 1o give the marke
a chance 1o respond with alternative proposals.” During
the vears 1aken vp by this potentially contentious allocation
process and then the siting and construction process, con-
sumers subject to the unhedgeable congestion would con-
tinue to be burdened. Participant funding holds even
greater prospects for delay, while market participants wait
for others to step up to fund upgrades from which they too
will benefit.

208

3. Regional Planning to Achieve Cost-Effective
and Efficient Solutions

Effective regional transmission planning is an essential
component of the solution to grid inadequacy, as recog-
nized by both federal and state officials, The Department
of Energy has called for "open regional planning processes
that consider a wide range of alternatives, accelerating the
siting and permitting of needed facilities, taking full advan-
tage of advanced transmission technologies, and incorpo-
rating appropriate safeguards to ensure the physical and
cvber security of the system.™ The National Governors
Association supports the use of regional, interstate mecha-
nisms for transmission planning, consistent with regional
electricity markets.*" Several western governors have cited
regional planning as critical to a large grid where expan-
sions in one area, such as the Rocky Mountains, will vield
benefits to consumers throughout the West, including fuel

diversity.*

State and federal regulators should require that major
arid additions be planned on a regional basis to meet the
needs of all LSEs on a least-cost, integrated system basis.
Regional planning will result in a lower cost, more efficient
system than the balkanized planning of many individual
owners focused only on their own needs and influenced by
conflicting competitive objectives. The regional planning

process should consider all viable alternatives, including







It is essential that requlators and other
policy makers focus their atfention on
effective sirategies to dramatically
improve our nation’s electric
transmission infrastructure.

CONCLUSION

known and measurable benchmarks.® However, care must
be taken not to adopt PBR mechanisms such as rate freezes
that may impair the ability to finance transmission expan-

sions and create disincentives to construct.

{t is not surprising that investor-owned transmission
owners generally prefer rate-of-return and accelerated
depreciation incentives that entail no potential for downside
adjustments if the incented benelits do not materialize.

As far as TAPS is aware, FERC has received no true PBR
proposals for transmission, but many requests for incen-
tives.” Well-crafted, performance-based rates, as used by
a number of state commissions,” are «a far better approach
than one-way incentives that raise costs (o consumers

without accountability,

It is essential that regulators and other policymakers
focus their attention on effective strategies to dramatically
improve our nation's electric transmission infrastructore.
Health and safety, as well as a strong economy, depend
upon promptly reversing the downward trend of investment
in this crucial area. This must be done in ways that will
be effective and at the same time minimize the cost to
consumers. This White Paper proposes a number of
specific steps that can and should be taken to achieve

this important goal.
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Power Company that created partially overlapping
MRES-Otter Tail and GRE-Otter Tail integrated transmission
systems ("TTS"). Under the ITS agreements, each utility is
responsible for owning and financing its load ratio share of
the transmission facilities. At the outset of the MRES/Otter
Tail ITS, MRES purchased facilities from Otter Tail to bring
its actual investment in line with its load ratio share invest-
ment obligation. Over the years, MRES has increased its
transmission investments, which today exceed $25 million.
Like other joint arrangements, there is an equalization
mechanism that provides opportunities and, in some cases,
obligations to purchase transmission assets from the other
party to maintain load ratio share investment responsibility.
In the MRES/Otter Tail area, MRES is responsible for
approximately 30% of the transmission facilities; in the
GRE/Otter Tail area, GRE is responsible for approximately
50% of the iransmission. While there is no three-wav
agreement, the net eftect of these two arrangements is to
share the transmission responsibility among Otter Tail,
MRES and GRE in the overlap area on a proportional basis.
In exchange for their investments, the ITS participants have
use rights across the shared system without the necessity
of paying an additional rate. The system is jointly planned.
Presently, Otter Tail operates and maintains the combined
ITS facilities and offers transmission service on them under

the Otter Tail, now MISO, open access transmission tariff,

Minnesota: During the early 1980s in Minnesota,
municipal, cooperative and investor-owned utilities entered
into 4 series of "Shared Transmission System” or "STS"
agreements. Like the joint arrangements discussed above,
the $TS agreements in Minnesota were based on the princi-
ple that participants would invest in, construct and own
transmission in amounts reflecting their share of the loads
connected to the STS. In exchange for the investments,
participants would receive rights to use of the ST, which
would be operated on a joint basis. Municipal utility
Southern Minnesota Municipal Power Agency ("SMMPA")
entered into STS agreements with cooperative wtilities
Dairvland Power Cooperative and United Power Association
(the Fatter now part of Great River Energy) and with
investor-owned utilities Interstate Power {now part of
Alliant) and Northern States Power (now part of Xcel
Energy). SMMPA contributed already-constructed
transmission, purchased facilities and constructed new
ones to reach its load ratio share level of ownership under
the agreements with each of these companies. SMMPA's
transmission, which today has 4 book value of more than
$100 million, is operated by SMMPA's STS counterparts who
offer transmission service on the combined facilities under

open access transmission (ariffs.*







7 While FERC Regiona! Transmission Organizaion (RTO) cegnluions aihorize
intependent RT0s to propose "innovative cile reaments” ineluding adjustments 1o rates
of return ané traditionit depreciation schedules, sucl proposals are subject 10 cost-bene-
fit anadyses, including eate impacts, Regional Tramsntission Organizgions, 18 CER.

§ 33340 (2004).

" 1RC v, tope Natural Gas Co., 320 U.8. 591, 605 (1944).

" White FERC ey i the Tulize assert jurisdiction over the ransmission component

ol bundled retil rates 1o remedy undue discrimination (New York v, FERG, 533 8. 1
(2002}), in arcas withont K105 or retail computition, transmission is now included in
stte-regulsted hundled retail mtes. Even inareas with RT0s, FERG rate incentives may
nat apply 1o e wransmission owner’s relail customess because of deference 10 9 grans-
mission owner's stae-sel reiail rates. Whike FERG requires transmission owners in an RT¢
1o take service for bundled rewil customers under the same Lerms and conditions as
other eaksmission cistemers, FERG has said that it would apply 1 stie-regulued eate 1o
sttt service (o the extenr censistent with (he Federal Power Act. See White Paper on the
Wholesale Market Platlfonn, Decket No. RMOL-12-000, a1 4-5, Appendix A a1 4-5 (April
28, 2003} Seuthwist Power Poal, Ing., 106 EERG, § 61,110, 1 109 n.136 (2004).

* Midwest Indep. Transmission Sys. Operztor, Ing., 100 FERCG. § 61,293 (2004).

# Set, ey, Notice of Proposed Rulemaking, Remedying Endue Discrimination Through
Open Access Transmission Service and Standaed Electricity Market Design, RMO1-12-000,
67 Fed. Reg. 33,452 (Aug. 29, 2002) (SN KOPR"Y, PP 191-202.

!“’ Reeently, Conjurction LLG, 1 merclant transmission deseloper of the Empire
Gonnection project proposad to bring 2.0 MW of much needed clectricizy 1o Sew York
City via 2 DU Jing, canceled a plenned suction of capacity on the line due to lack of
interest dtrihuted o the inability of iiitics, clectric merchants and polentéal investors
obtain the credit approvals pevessiry lo make an uplront commignent. The wcion was
sipposed 20 have produesd contracts for use of the line that would provide sevenue
glerarlees ke secnre roughly $300 million it construction lodns,

See www.pulp.temlfinvestors_cancel_anction_ol_li il (ke visited May 13, 2004).

H Kohtherg, Krvis Reberts & Co., and Teimaran Capitd Partners, LLG cited these lacwors
in deciding 1 acquire niernaional Teansmission Company frem DTE Energy:

Sue hupZAvew.dicenerpyconypressRoon/pressReleasesiTeSaled il

{Last visiled My 19, 2064 ).

4 hap:/Aww.appanceLorg/aboul/staistics/stas/Numelecproviderseus 200 2 pdL
(Last visited May 19, 200:4). .

2¢ I

e Wisconsin legiskuion 1hat epabled the fomation of ATC provides that the company
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expandiog of wansmission factlities that it ewns (o provide for an adeguate und reliable
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sion systein and that supports elfective competition in eneryy markes withoul Fwvoring
any marker pasticipans,” Transmission $yskan Regairements, Wis, St 196.4385(F)

{ue) (2003).

LI A
" T protect consumers, the faeilities translerred were valued 4t n ook cost,
and deferred gses reservies and investment tax credits were teanslereed o ATC.

- Application of American Transtiission Company, LLGC 0 Revise Rate Formula,
Dovket No. ERO4-108-000, Exh. AYC-11 a1 4 (Oct. 30, 2003), available at
hup=/Aerris.fere.gov/idmws/common/Openataspilel =09 3961 1

(st visited My 13, 2004),

# pitch Repard, Agehment 2 o the March 12, 2002 Comments of Wiscunsin Public
Power Inc., submitted in Docket No. RMO1-E2-000, Electricity Market Design and
Structere, available at hep:Aecris.tere.govAidmwsFile_listasprdocument_id=22533y2
(st visited May 13, 2004).

H .

# e fuets here are drawn Iram "Comments of American Transatission Company LLC,"
submitted to the Federal Energy Regnbuory Commission ia Docket No. PLO3-(-000,
Proposed Pricing Pelicy (or Ellicient Operation amd Expansion of Lhe Transmission Grid
(Mirch 13, 2003), available w
hup/Aerris.fere.poviidmws/common/OpenNataspAilel=9657 129

(hast visited ¥y 33, 2004).

! Amesican Transmission Conpaay, 10-Year Transmission System Assessment, al 9 (Sept.

20033, wvuikibie at hup:Awwwatclle.corvdocuments/200 3ua/ixec urive % 20 Summary.pdf
(Lt visited May 13, 2004).

# Aomic Lnergy Actof 1934, 42 (L8.C. § 2335(c),
3 pross Release, TRANSLink Utilities Suspend Development Activities (November 21,
2003), wvailable  lpAvwwxeelenergy.con/XEWER/CDAN, 3085, 1-1-1_5929_8634-
THG-0_0_0-0,00.hisnl (hast visited May 13, 2004),

1 rRANSLink Development Coep., Certificate of Uncontested Offer of Settlemen,
104 EER.C. § 64,031 (2003) and Leger Order Accepling Scttlement, 104 FER.C.
§ GLODT Culy 1, 2004).
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the Wisconsin State Assembly Comumittee on Eacrgy and Htilites {|lanuary 28, 2004).
" Testmeny of John Anderson, supra n.48, Transcript at 149, 207-209.

P e appeoach is described in the Commission’s April 23, 2002 Order in TRANSLink
Transmission Co., LLC., 99 FEREC. § 61,106, 2 61 463-63 (2002), and its Decomber
19, 2002 Order in TRANSLink Transmission Co., LLG, 101 EERG. § 61,316, a1 PP 15-
2 (2002). See dlso TRANSLINK'S Novermber 15, 2002 SMD) Initiag Comments at 30-31
& 47

% xew Enghind Power Pool, 105 EER.C. 4 61,300 (2003).

K Depending upon the degree of grid inegration, FERG might wssign the costs of major
backbone Licilities across 1) regiona) lods even outside the RT0 context. See R Piceoe
Utils. Auth, v FERC, 730 E2d 778, 78385 (ML Cir. 1984},

3% see Stndardization of Generator Imerconacetion Agreements and Procedures, Order
No. 2003-A, 106 FE.R.C. § 61,220, P 583 (2004) {citing Pub. Serv. Co. of Colo,,
39 BERC. 461,515 12992), rebry denied 62, KRG Y 61,083 (1993)).

* Gue PIM Interconnection, LLC, 105 EER.C. § 61,123, PP 20-24 (Oct. 24, 2003),
Order on Rehearing and Compliance: Filing Regarding Transimission Expansion Projects
Nevded 1 Promate Competition, Docker No. RT01-2-009.

% NYGS, supra 0.7, 4t s,

& National Governors Association, Pulicy Position N8-18, “Comprehensive Nutional
Erergy and Electrivity Policy” (2003-2003 ), aviilable al
hupZrvww.nga.oryfagalegislatveipdae/policyPosition Detailiriny/ 1 390,2445 00 hunl
(last visited May 18, 2004). See also National Conmission on Energy Policy, Reviving the
Electricity Sector Cugust 2003) al 8, available at hitp/Avww.energycommission orgy/news
(last visized May 15, 2004).

8 Genernor Michagl 0. Lessit (UT), Governor [rave Frendenthal (WY}, "Sub-Regional
Transmission Planning for the Rocky Mounttin Sates” (September 12, 2003, available
4 happse.state wyus/ndocs/subregional/plan2. pdf (Jast visited May 18, 2004).

& pavid Sappinglon, Johannes Pleilenberger, Phifip Nanser & Gregory Basheds, The Staie
af Perfornuance- Based Regelation in the U8, Electrie Utility Iadustry, THE ELECTRICITY
JOURNAL, Oct, 2061, 1 73.

G =y =
Id. @t 71-72, 79,

" See Qctvber 1992 Policy Staement on Incentive Regulation, 61 EERLC. § 61,168

(1992}, deseribed in Regional Transmission Organizuions, Order No, 2000, 11996-2000
Regs. Preambles) FERC. Stat & Reps. ¥ 31,089, a1 31,182 n.637 (1999}, order on
reh'g, Order N 2000-4, (1996-2600 Regs, Preambles| FERC. St & Regs. Y 31,092
(2000}, appeal disutissed, Pub. (Ul 190 1 v, FERC, No. 00-1174 (0.C. Cie. 200().

" See Order Neov. 2000 21 31,183-55.

" See, e, New England Power Pool, Y7 FELR.C. § 61,093 (2001) (rejecting inecnlive
preposal because, wtong other reasons, it b no downside for rransmission ewoers if
promised benefits did pet asateridize), order on gel'g, 98 EERL. Y 61,249 (2002),

[ I -
David Sappingten, el al., supre 063, 0 75,

“ e §18 agrecticnls with tnzeesiaie Pawer and Nocthiorn States Power sere ltter
terminated as part of those compaaies’ separate merger proveedings during (he ke
1990s. SMMIPA became 4 customer under the wilities” open aceess transmission 1ariffs,
under wlich it receives revenues recognizing its invesinients,

[

[0

-



TAPS MEMBERSHIP

NMICTICI




[



| hereby certify that

by LS. mal POty

Intervention by th

Dated

January 3

CERTIFICATE OF SERVIC]

this day served the foregoing pleading by electronic means o
tepind addressed to all parties and pending Applicants for
vs ol record as disclosed by the pleadings and orders herein

s Duncan Kincheloe
Duncan E. Kincheloe
Missouri Bar No. 25497
1407 W. Ash
Columbia, Missouri 65203
(573) 445-3279
(573) 445-0680 ( fax)
dkincheloe mpua.org
ATTORNEY FOR MISSOURI JIOINT
MUNICIPAL ELECTRIC UTILITY
COMMISSION



i



