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INTRODUCTION

This paper makes a strawman proposal responsive to the Federal Energy Regulatory
Commission’s Order 890 Principle 9 on transmission cost allocation principles and processes.
This work is undertaken by the cost allocation work group of the Northern Tier Transmission
Group (NTTG) and builds on previous work undertaken by a workgroup of the Committee on
Regional Electric Power Cooperation. We encourage interested parties and stakeholders to
review the document and provide comments.

An underlying premise of FERC’s Order 890 is that the lack of transmission expansion in
the Western Interconnection is partly the result of project developer and investor concern over
inadequate cost recovery for long term projects due to state and federal regulatory uncertainty.
Order 890 stressed the need for involvement of state regulatory bodies in the process. One of
NTTG’s strengths is that it draws its membership and governance from the regulatory bodies and
transmission owners of its footprint states.

NTTG’s cooperative efforts attempt to remove some of that uncertainty, achieving for
potential project developers and investors a degree of clarity and consistency regarding the
regulatory evaluation of transmission projects -- and hence cost recovery -- especially for lines
that cross multiple states. Because state regulators do not set wholesale transmission rates and
most bundle transmission costs into retail electric service rates, we understand the FERC’s Order
890 directive to be one of exploring the adoption of common state or regional entity cost
recovery principles and processes.

Review of the New England ISO, Midwest ISO and Southwest Power Pool (“SPP”) cost
allocation rules reveals that an ISO or tight power pool institutional structure is required to
directly adopt such rules. Because these structures do not currently exist throughout the west and
are not expected in the near term, the workgroup agreed to review the substance of the rules but
to concentrate on options that can be implemented using existing institutional structures.

On a forward looking basis, we propose the use of a regional process to make the task of
developers clearer and simpler and to ensure that information is shared among the stakeholders
early in the process. We do not call on the states to revise their regulatory requirements but to
help interested persons better understand the various processes and engage them more
constructively. States and project developers should work together within the NTTG framework
during this process.

Below we propose a group of cost allocation principles (Section 1) and a process for their
application in the context of NTTG (Section 2).
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SECTION 1
NTTG Cost Allocation Principles

Introduction

The workgroup identified a number of principles that could be observed for transmission
cost allocation. In doing so, we have assumed that the costs of certain projects in the West (e.g.,
those the SPP would classify as Requested Projects or Generation Interconnection Projects)
would be largely assigned directly to the parties involved and would not generally involve
allocations to other transmission owners or users. We believe that project developers should be
encouraged to use open seasons or other processes to determine cost allocations without
resorting to other processes. However, to the extent project developers believe such projects
exhibit specific benefits for identified subscribing users and common benefits for others, then
such projects, including the portion of the costs attributed by the developer to reliability benefits,
would be subject to the principles and procedures identified here. We also recognized that, in
some cases, the costs of such projects may be subject to interjurisdictional allocation principles
developed outside of the NTTG context and discussed below.

It is important to understand the broader context within which decisions are made for
selecting any given project in the West. Unlike in the SPP and MISO areas, there is no RTO or
equivalent entity functioning on a West-wide basis. Thus, successful transmission planning must
be conducted on a Jess-structured basis, and transmission investment cost recovery for specific - { Comment: Don’t imply that RTO’s }
projects will be subject to state and/or federal approval. This process is expected to continue for fack cooperation among their participants.

the foreseeable future.

) ‘[ Deleted: cooperative

In addition, utilities in the Western Interconnection are predominantly subject to
integrated resource planning (IRP) or least-¢==+planning requirements. Wyoming, for example,
does not have a mandatory IRP process, bucts transmission investments to examination in
the rate making context and is developing an IRP review process. Although purely merchant
transmission development has attracted serious interest in the West, it is reasonable to expect that
most major transmission investments are going to be undertaken by utilities within an IRP
environment. Even utility-built transmission, however, may be built for the purpose of simply
accessing wholesale markets, including markets outside of the NTTG footprint.

Where a project is essentially intrastate in character and its costs are intended to be
recovered from native load customers within one state or utility system, these principles may be

unnecessary, However, system benefit issues may arise in which these principles and procedures - { Comment: Not every NTTG
. : : : : participant is subject to state rate-making
W(?ulq be used; a.nd a state or states con51der‘1n'g such a pI‘O_]eCF ml'ght use the NTTG process apd '\ | jurisdiction; the document should not be
principles for guidance and consistency to aid in their determinations. A project developer will « | drafted with that implication.
. . . . . . . o1 . N
need to apply these principles if it seeks to justify recovery of reliability-related project costs. Deleted: might not apply directly ifa

single commission or multi-state
allocation procedure sufficiently oversees
the inclusion of costs fairly in retail rates

Transmission Configurations and Cost Types

E]
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Our Transmission Scenarios Matrix describes a variety of reasonable ownership and
topographical configurations in which new transmission might be built. These configurations are
useful for relating aspects of project ownership to regulatory processes and jurisdiction. In terms
of principles for cost allocation, however, an equally crucial characteristic is the purpose for
which the transmission is built, as this provides the underlying rationale for the allocation of its
costs. [Comment (CKW/DGT): Not every NTTG participant has retail load, but still may
construct transmission to meet its wholesale load obligations. The frequent use of the term
“retail load” as a distinguishing characteristic for transmission projects should be excluded, or, at
a minimum, limited to those specific instances when that precise term applies and only applies.]
That is, is the transmission line to be built (i) reliably serve existing and forecast load within the
existing bulk power system and its delivery points, (ii) integrate new, dedicated resources for
such existing and forecast load, (iii) integrate new delivery points or non-dedicated resources, or
(iv) relieve congested transmission paths not otherwise adversely affecting reliability?,

causation” distinctions among transmission projects, rather than distinctions as to which
regulator oversees changes in a transmission participants’ rates.]

The following classification scheme is built around the costs related to the end-use
characteristics of the transmission line. Because transmission lines might be built and owned by
multiple parties, each of whom may have different uses in mind, any given transmission line
could, in fact, include multiple types of costs. For purposes of developing the Draft Principles,
the types of transmission line costs are as follows:

[Comment (CKW/DGT): The types of transmission costs should be categorized by the function
served in the power grid, not their regulatory status, since transmission functionality is common
to all NTTG participants, regulatory status is not.]

NTTG Cost Allocation Principles and Process (review draft of 4/13/2007) page 4

__ - 7| Deleted: for the provision of retail
service to the transmission owner’s native
load, or for generic wholesale market
access?

- {Formatted: Strikethrough




Type 3 costs are those incurred specifically as alternatives to (or deferrals of) transmission line
costs (typically Type 1 projects), such as the installation of distributed resources (including
distributed generation, load management and energy efficiency). Type 3 costs do not include
demand-side projects which do not have the effect of deferring or displacing Type 1 costs.

For purposes of these draft principles, it is critical to keep in mind the distinction between
transmission projects and transmission cost types. Any given transmission project may have
multiple transmission cost types. For example, a transmission line may be jointly owned by
owners who utilize the line for different purposes (one owner may utilize the line for native load,
while another utilizes the line for access to wholesale markets); and even for a single owner, the
line may serve multiple purposes (part native load and part direct off-system sales or out of
region export sales to another transmission user). These principles are built around the
characteristics of the associated costs.

A Note on Project Size

For purposes of this draft, we have chosen not to specify a de minimis threshold beneath
which, in either cost or size, these principles and processes would not apply. If such a threshold
is identified, it should be developed later based on actual NTTG experience.

NTTG Principles

Below are the NTTG cost allocation principles. A discussion of each individual principle
follows.
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Principle 1. As a matter of equity, cost allocations will reflect the classic principles
that ‘cost causers should be cost bearers’ and that ‘beneficiaries should pay’ in
amounts that are reflective of the benefits received. [Comment (CKW/DGT):
Delete; statement is too general to be useful.]

Principle 2. Projects brought forward for consideration of cost recovery will be
shown not to be in conflict with state and federal IRP, Competitive Bidding, RPS
(Renewable Portfolio Standard), siting, certification and other policy and planning
requirements affecting transmission development, to the extent they are applicable
to the project. [Comment (CKW:DGT): Delete. This is a white paper on cost
allocation, not cost recovery. Because NTTG participants have various and
differing paths toward cost recovery, this paper should only focus on the element
of common interest, that is, how should costs be allocated among NTTG
participants and non-participants? To the extent that NTTG participants want to
limit consideration of a transmission project to those which meet certain standards
(e.g.. consistency with state and federal IRP) or characteristics, that should be
done as an issue separate and distinct from cost allocation.]Selecting an efficient
portfolio of remote generation, in-state generation and demand-side solutions
requires that the proposed allocation of transmission project costs be known with
clarity. Therefore, the NTTG process will encourage efficient and stable resource
planning processes by which the project developer identifies the extent of cost
allocation consensus for a proposed transmission project as soon as practical in
the project life cycle, allowing the states to evaluate the proposed project for
compliance purposes and to understand costs relative to other resource options.
Regional and subregional planning resources should be utilized and the results
demonstrated.

Principle 3. Cost allocations will result in a reasonable opportunity for the
transmission owner(s) to achieve full recovery of the costs of the project, but no
more. [Comment (CKW/DGT: Delete. This principle implies that the resulting
cost allocation for a project should be adjusted to accommodate each rate
regulator of a project participant. This would likely create barriers to any joint
project occurring either (i) among state-regulated NTTG participants with
exclusive sets of state jurisdictions or (ii) among state-regulated and non-state
regulated NTTG participants. Again, cost allocation should primarily be
determined by function of the transmission project.]

Principle 3a. Transmission project costs should be directly assigned to a single
transmission customer or allocated to multiple transmission customers or areas (or
the entire region) based upon the distribution of benefits. Comment
(CKW/DGT): Too broad and in conflict with existing cost allocation principles.
The FERC practice has been to ‘“roll-in” transmission projects that benefit
network reliability, irrespective of the relative benefits among multiple parties.
For a transmission project (or portion thereof) unrelated to reliability (e.g., an
Economic Upgrade or Generation Interconnection), it may be reasonable, in
theory, to apply a “relative benefits” method of apportioning costs; however, an
“open-season” approach is more effective, in that an “open-season” allows
individual participants to judge their own benefits and negotiate acceptable terms,
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rather than have an outside entity or process impute such benefits. The latter is a
recipe for the project failing from lack of “buy-in” among the actual participants.]

Principle 3b. Upgrades and other projects proposed on the basis of economic or
other benefits for specific transmission customers will be accommodated if [i] the
customers and/or transmission owner accept responsibility for the associated
costs; [ii] the project does no harm to the network; and [iii] the project otherwise
has no adverse impact on regional transmission service.

Principle 4. For Type 2 project costs, the rest of the network and its customers will
be held harmless and the transmission owner should look to its transmission
customers for direct recovery of costs.

[Comment (CKW/DGT): The material below is a re-hash of the material above and does
little, if anything, to enhance or explain the cost allocation concepts. It would be
far better to pick among those relatively specific methodologies adopted in other
areas (e.g., New England ISO, SPP) most in keeping with the NTTG mission and,
as necessary, focus on adapting the selected methodologies to the realities of the
NTTG/WECC footprint. (Why start from a blank page when there are many
useful pages of specific concepts and formula available?) Put something forward
that “has some meat on it” and lay out more than overly-broad concepts and
economic aphorisms on how an actual transmission project, with single or
multiple project sponsors, would wend it way through a decision matrix and be
apportioned to one or more transmission/LSE entities.]

- {Formatted: Strikethrough
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A Proposed Cost Allocation Process

[Comment (CKW/DGT): Without there being a cost allocation methodology or specific
principles set forth above, the description of the cost allocation process below has no foundation
or context: it may or may not be accurate or complete, so I have no specific comments.]

1. The project developers prepare an application package and transmits it to the
NTTG Steering Committee or its designated successor for its review.! Upon the developer’s
request, the NTTG Planning Work Group may provide its assistance. The project developers
shall provide the following information with the application:

Project description
Physical location
Cost/benefit analysis
Investors
Operator
Subscribers/Contracts
Pertinent transmission study results
A copy of the WECC Phase 2 reliability determinations relative to the project
Proposed siting process
Proposed cost allocation
Proposed cost recovery
A risk and benefit analysis of impacts to native utility loads affected by the
proposed cost allocation
Proposal on dealing with cost overruns
Degree of consensus among stakeholders on all of the above
How each NTTG cost allocation principle was applied in the analysis
A description of any regulatory rulings needed prior to examination of the project
Any NTTG Planning Work Group analysis pertinent to the project and a
descrlptlon of how it fits into the NTTG Biennial Plan
r. Description of any proprietary or commercially sensitive information applicants
believe should remain confidential during the review process

mRTER MO A0 o

oo

Note on claims of reliability benefits

NTTG encourages project developers to provide for the allocation of the costs of their
projects through an open season or other similar process. However, any project developer
asserting the existence of benefits by which they seek to justify allocation of costs to parties
other than direct participants must make a convincing demonstration that the amount and
likelihood of such benefits merit the implicit risk sought to be placed on such parties. For
example, benefit estimates derived from modeling the electrical system depend on assumptions
about system conditions, loads, load shapes, and the future development and use of the
transmission system. Any presentation must therefore carefully explain such estimates and
provide reasonable sensitivities to aid in the demonstration.

! All references to the NTTG Steering Committee refer to the Steering Committee or its designated successor.
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2. The developer submits the application to the Steering Committee, which takes the
following actions within 45 days of receipt:

a. A general determination of the completeness of the application and its
readiness for consideration. (If it is incomplete, the Steering Committee will inform the
developer about the necessary additional information.)

b. Deciding what, if any, information is to be kept confidential during the
review process (with an emphasis on the greatest possible degree of openness and
transparency).

c. A determination whether the application has fairly observed the NTTG’s
cost allocation principles.

d. Setting the time and date for public examination by the Steering
Committee.

e. Composing public notice of the Steering Committee meeting at which the

application will be examined.

3. The Steering Committee subjects the application to a public examination. It will
take information and views orally or in writing from any person involved in the project or the
preparation of the application as well as from interested regulators, consumers and other
interested persons. The examination may continue as needed at a later date if needed, but shall
be completed within [xxx days] of the time it receives a complete application.

4. If it is satisfied, the Steering Committee will issue a determination letter on the
project to each affected authority having jurisdiction over siting and cost recovery of the project
describing the extent to which the project complies with NTTG principles. The Steering
Committee may, in the alternative, decline to issue a determination and send the project back to
the applicant for modification or clarification. The determination letter will discuss the extent to
which the project developers have provided adequately for project cost recovery, including any
evidence produced to support allocation of any portion of the costs on the basis of reliability
enhancement. In its review, the Steering Committee will ensure that all of the NTTG cost
allocation principles have been observed and fairly applied. Further procedural rules for the
conduct of the review will be added later as experience dictates.

5. The project developers will provide updates on any or all of the application items
listed above as the project progresses through study and construction. The Steering Committee
will determine whether any changes are significant enough to trigger additional review of the
project. (Significant changes might include, for example, a 15% increase in project costs, a 10%
increase in the length of the line, and major unforeseen changes in the routing of the line or its
capacity; but it is the workgroup’s intent not to specify any bright line tests, relying instead on
NTTG’s experience as to whether any such thresholds are useful.)

6. The Steering Committee will, if possible, resolve disputes using the NTTG
dispute resolution process. If the dispute persists, the matter will be referred to the WECC for
resolution under its established processes.

NOTE:
NTTG-state regulatory agencies must avoid ex parte problems and the appearance of prejudgment.
Among the tools available are:
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e Making the entire process open and noticed to the level required by each participating state.
e Ensuring the Steering Committee’s determination letter is not framed as a decision binding on the
individual states and states clearly that each retains its decision making prerogatives.
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