Electric Transmission Cost Allocation and Planning Policy
Summary of the Myths and Facts

Despite the clarity and simplicity of principles that the Coalition for Fair Transmission Policy (CFTP) are advocating, those pushing for broad socialization of transmission costs and top-down transmission planning have severely misinterpreted the principles and have misstated  the facts on transmission.

Myth:   Arguments against broad cost allocation are simply a means to ensure that transmission doesn’t get built and existing generation is protected from competition.
Facts:
· The members of the Coalition for Fair Transmission Policy are not alone in their concerns regarding broad cost allocation that is intended to spur renewable development in remote locations.  The Senate leadership has received numerous letters voicing concern with this issue from other stakeholders, including such non-utility stakeholders as Governors and the organization representing state public utility regulatory commissions, both of whom are focused on protecting their constituents from unwarranted costs.   
· Many utilities, including some Coalition members, don’t own generation. 
· There are many legitimate reasons for opposing broad cost allocation.  The Coalition’s concerns regarding the push for broad cost socialization should not be construed as opposition to new transmission investment; to the contrary, the members of the Coalition have invested, and will continue to invest, tremendous amounts in transmission.

Myth:   Major long-distance transmission lines or a high-voltage “superhighway” transmission grid must get built to increase the use of renewables in this country, and those who oppose such long-distance transmission or a “superhighway” are simply opposed to renewables.
Facts:
· The CFTP members all support renewable energy development.  Many are already operating under state renewable energy mandates and are investing heavily in renewable energy of all types. 
· Thirteen of the 15 governors that have written to the Senate concerning this issue already have State-level renewable energy mandates in place.  The National Association of Regulatory Utility Commissioners has also written a letter consistent with the Coalition’s Principles, as has a group of public and private utilities in the Pacific Northwest, many of whom are leading the nation in renewable development.
·  If remotely located renewable resources provide the most cost-effective option, then transmission should be built to access that resource.  But unless beneficiaries pay the costs of transmission, then the cost effectiveness assessment cannot ensure the right resource choices based on total delivered costs.  Those who benefit from the development of the resource should see the true costs of the resource to make a fair assessment.   Thus we must provide the right price signals.  Otherwise, more economic local renewable alternatives will be placed at an unfair competitive disadvantage.

Myth:   Not enough renewable energy projects are being developed.  A national build-out of an interstate EHV transmission grid is needed for the nation to meet renewable energy portfolio standards and ensure lower consumer costs.
Facts:
· Substantial renewable resources, and the transmission to support them, are being developed in support of state-level renewable energy goals:
· Over 10,000 MW of wind capacity was installed in the U.S. in 2009, an increase of more than 10% from the prior year according to American Wind Energy Association.
· More wind capacity was built in the U.S. in 2008 than any other type of supply.
· The Edison Electric Institute has identified over $20 billion of transmission investments in development throughout the U.S. in support of renewable resources. 
· The FERC has approved many different cost allocation methods, many of which are based on a “beneficiaries pay” concept, and there are many specific projects proceeding on that basis.  
· Building a national Extra High Voltage (EHV) transmission highway system, on a speculative basis without knowing where new generation will be built, is a fundamental departure from established transmission and planning principles and would likely result in wasteful capital investments.  And the costs of such a project have been grossly underestimated.  
· The best way to meet state or federal renewable energy standards should be decided by economics.  In addition, states should have the ability to determine how best to meet standards locally.  States that do not need to or want to rely on remote wind resources should not be required to subsidize the costs of transmission needed by others to access those resources.

Myth:  FERC must be given clear legislated authority for interconnection-wide planning to ensure sufficient transmission is built to support renewable resources.  Regional planners cannot effectively do this work.
Facts:  
· Consumers benefit from using the existing bottom-up planning processes:
· transmission planning is currently performed by  planners who have extensive experience, expertise, and knowledge of the local and regional  systems and are best situated to optimally plan the transmission system.
·  existing planning processes that rely on coordination and cooperation within and among regions are successful and continued reliance on them  would avoid unnecessary layers of bureaucracy and their associated costs and inefficiencies.
· Additional interregional planning efforts are underway through funding provided in the American Recovery and Reinvestment Act of 2009.  The Eastern Interconnection Planning Collaborative (EIPC) and the Western Electricity Coordinating Council (WECC) will begin their planning efforts this year under this funding.  This effort must be given the time and opportunity to work. 
· There is substantial transmission being built under current planning processes that will facilitate the deliverability of renewable resources.  EEI has identified over $20 billion in transmission projects in development throughout the United States in support of renewable resources.


Myth:   It is impossible to assess who benefits from new transmission projects.  Unless we broadly socialize costs, there will be endless litigation tying up projects.  Or the corollary to that argument: all customers benefit from new transmission.
Facts:
· It is, and always has been, the job of regulators to allocate costs of utility investments, including transmission, based on a determination of which customers or groups of customers benefit from those investments. This fact alone is contrary to the assumption that all customers benefit from new transmission. 
· It is not only possible to determine who benefits from transmission projects, it is done all the time.  Grid operators in the U.S. and throughout the world have developed rules and analytical tools to determine beneficiaries of transmission projects.  In fact, if the costs and benefits of projects could not be projected or estimated, it would be difficult to convince regulators that facilities should be built.  
· Some argue that attempting to identifying beneficiaries will lead to litigation.  But there have always been cost allocation issues in utility rate cases and most of these issues are resolved through negotiated settlements and sometimes through litigated administrative proceedings.   There would likely be even more litigation if costs are allocated to customers who don’t use the facilities and will not receive any benefits.
· States have a major role in approving transmission.  It’s difficult to ask States to approve construction of transmission lines if their residents are asked to pay for the lines but don’t receive commensurate benefits.   


Myth:  The "measurable" standard as added by Senator Corker’s amendment to S.1462 is a new requirement that would be difficult for FERC to administer.  It will lead to endless litigation and no new transmission being built, and is unnecessary because transmission is a small part of the average customer’s bill.
Facts:
· The language added by Senator Corker’s amendment simply requires that FERC allocate costs to a region or sub-region only if “the costs are reasonably proportionate to measurable economic and reliability benefits.” Thirteen Senators, on both sides of the aisle, supported the Corker Amendment in the Energy and Natural Resources Committee.
· This “measurable” language does not mandate mathematical precision in defining benefits; it simply says they must be “measurable,” which means subject to measurement.
· Grid operators “measure” project benefits all of the time, using standard industry modeling tools and studies.  These measurements are commonly presented to regulators for their consideration in deciding on cost allocation.
· While transmission is a relatively small portion of customers’ bills on a historic basis, the cost of new transmission associated with remote generation projects, in today’s cost environment, can far outweigh the cost of the generation itself.  It is critical to look at total delivered cost for new resources of any type to ensure that consumers are getting the best possible deal.
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Many Stakeholders, Including Governors and State Commissions, 
Oppose Broad Cost Socialization without Regard to Beneficiaries


Myth:   Arguments against broad cost allocation are simply a means to ensure that transmission doesn’t get built and existing generation is protected from competition.

Facts:
· The members of the Coalition for Fair Transmission Policy are not alone in their concerns regarding broad cost allocation that is intended to spur renewable development in remote locations.  The Senate leadership has received numerous letters voicing concern with this issue from other stakeholders, including such non-utility stakeholders as Governors and the organization representing state public utility regulatory commissions, both of whom are focused on protecting their constituents from unwarranted costs.  These concerned stakeholders include:
· Governors of 15 states, representing 40% of the US population and 30% of electric load
· National Association of Regulatory Utility Commissioners (NARUC), which represents the interests of all 50 state regulatory commissions
· Large Public Power Council (LPPC), an association representing 23 of the largest not-for-profit power systems in the U.S.
· Industrial Energy Consumers of America, an association of leading manufacturers, representing over 850,000 employees with $900 billion in annual sales
· A group of public and private utilities in the Pacific Northwest[footnoteRef:1] [1:  All of these letters may be viewed on the CFTP Web site, www.fairtransmission.org] 

· Many utilities, including some Coalition members, don’t own generation. 
· Reasons for opposing broad cost allocation include:
· Customers should not have to pay for transmission from which they are not likely to obtain meaningful and measurable benefits. 
· The financial, reliability and economic development benefits of local renewable resources should not be disadvantaged by having the transmission costs of remote resources subsidized.
· A determination by a State that reliance on local renewable resources and local economic development is in the public interest.
· Subsidization of some renewable resources to the exclusion of another will ultimately result in higher costs to consumers.
· Broad socialization of transmission costs will remove any price signals as to the most cost-effective locations in which to build new generation of all types.
· The Coalition’s concerns regarding the push for broad cost socialization should not be construed as opposition to new transmission investment; to the contrary, the members of the Coalition have invested, and will continue to invest, tremendous amounts in transmission.
· All utilities are required by regulators to either build or purchase the lowest possible cost mix of resources.  Buying from “competitors” is done as a matter of course.  Coalition members purchase a substantial amount of the power they provide to their customers.  

Increased Development of Renewable Resources Should be 
Accomplished in the Most Cost-Effective Manner

Myth:  Major long-distance transmission lines or an extra high voltage superhighway transmission grid must get built to increase the use of renewables in this country, and those who oppose such long-distance transmission or a “superhighway” are simply opposed to renewables.

Facts:
· The Coalition for Fair Transmission Policy (CFTP) members all support renewable energy development.  Many are already operating under state renewable energy standard mandates and are heavily investing in renewable energy development.  
· Thirteen of the 15 governors that have written to the Senate expressing concerns that align with the Coalition’s Principles already have State-level renewable mandates in place.   The National Association of Regulatory Utility Commissioners has also written a letter consistent with the Coalition’s Principles, as has a group of public and private utilities in the Pacific Northwest, many of whom are leading the nation in renewable development.  It is difficult to suggest that any of these individuals or groups are anti-renewable.  
· If remotely located renewable resources provide the most cost-effective option, then transmission should be built to access that resource.  But unless beneficiaries pay the costs of transmission, then the cost effectiveness assessment cannot ensure the right resource choices based on total delivered costs – which is the proper basis upon which to make resource decisions.  
· Not all renewables are remote wind resources.  For example, in the Southeast there is more potential for biomass than wind.  Solar photovoltaic energy is being developed in many parts of the country, including urban areas such as New York City.  And offshore wind provides a potentially economic alternative for customers close to the coasts to building long-distance transmission to access remote on-shore wind resources.  
· There are other clean energy and carbon-free generation resources, such as nuclear, solar, biomass, geothermal, small hydroelectric and others which will be important components of our future energy supply, as will demand-side management and increased efficiency.  It would be counter-productive to the development of all of these other renewable and clean energy alternatives should just one type - remotely-located wind generation - be subsidized through the creation of a transmission superhighway whose costs have been broadly socialized. 
· All of these local clean energy resources should be evaluated based on total costs to customers, including transmission costs, as it should be for remote resources. 
· All new energy sources, including carbon-reducing resources other than remote wind resources, need to be considered when determining what new transmission should be built and where.  Wind generated electrons cannot be distinguished from any other electrons in planning the transmission system.   Superimposing a new grid on top of the pre-existing system can also have unintended economic and reliability consequences and lead to significantly higher costs.
· Many who advocate strongly for the development of a transmission superhighway and broad cost socialization are the ones who will financially benefit, at the expense of most electricity consumers.  
A National Interstate Extra High Voltage Transmission Grid
May Not Enhance Renewable Energy Development and 
Will Not be Cost Effective for Consumers  

Myth:  Not enough renewable energy projects are being developed.  A national build-out of an interstate EHV transmission grid is needed for the nation to meet renewable energy portfolio standards and ensure lower consumer costs.

Facts:
· Substantial renewable resources, and the transmission to support them, are being developed in support of state-level renewable energy goals:
· Over 10,000 MW of wind capacity was installed in the U.S. in 2009, an increase of more than 10% from the prior year according to American Wind Energy Association.
· More wind capacity was built in the U.S. in 2008 than any other type of supply.
· The Edison Electric Institute has identified over $20 billion of transmission investments in development throughout the U.S. in support of renewable resources. 
· Building a national Extra High Voltage (EHV) transmission highway system, on a speculative basis without knowing where new generation will be built, is a fundamental departure from established transmission and planning principles and would likely result in wasteful capital investments.   The proponents of such projects seek broad cost socialization, precisely because the investment is so speculative.
· Should the costs of an EHV transmission system be broadly socialized, remotely located generation resources would be unfairly subsidized to the competitive detriment of more economical, locally available renewable generation or other clean energy alternatives.
· For lines not needed to meet reliability requirements, price signals in the market place should determine what lines should be built and where.   Only then can the most efficient solutions to future resource needs be assured.  Broad cost socialization simply removes such price signals.
· The costs of a national grid overlay have been grossly underestimated.  A recent report by Christensen Associates, an economics consulting firm, suggest that the costs would be over two times greater than estimated by the proponents in the best case.[footnoteRef:2] [2:  Christensen Associates.  Assessment of National EHV Transmission Grid Overlay Proposals: Cost-Benefit Methodologies and Claims, for the Large Public Power Council, February 22, 2010, posted on www.fairtransmission.org.] 

· The best way to meet state or federal renewable energy standards should be decided by economics.  In addition, states should have the ability to determine how best to meet standards locally.  States that do not need to or want to rely on remote wind resources should not be required to subsidize the costs of transmission needed by others to access those resources.


Top-Down, Federal Planning is Not Necessary to get Transmission Built

Myth:   FERC must be given clear legislated authority for interconnection-wide planning to ensure sufficient transmission is built to support renewable resources.  Regional planners cannot effectively do this work.

Facts:
· Consumers benefit from using the existing bottom-up planning processes:
· transmission planning is currently performed by  planners who have extensive experience, expertise, and knowledge of the local and regional  systems and are best situated to optimally plan the transmission system;
·  existing planning processes that rely on coordination and cooperation within and among regions are successful and continued reliance on them  would avoid unnecessary layers of bureaucracy and their associated costs and inefficiencies;  
· as required by FERC Order No. 890, the existing processes are open and transparent and thus avoid undue discrimination, and using such existing planning processes would not disrupt existing state-regulated Integrated Resource Planning and RFP processes that some states use to provide reliable and economic service to consumers; and,
· transmission planning currently involves collaborative processes among regional stakeholders to ensure that transmission planning responds to both local and regional concerns.  
· Additional interregional planning efforts are also underway through funding provided in the American Recovery and Reinvestment Act of 2009.  The Eastern Interconnection Planning Collaborative (EIPC) and the Western Electricity Coordinating Council (WECC) will begin their planning efforts this year via this funding.  This effort must be given the time and opportunity to work. 
·  As an example of enhanced regional planning, New England has already developed a “blueprint” for promoting regional renewable resource development. [footnoteRef:3]  In addition, New York State has adopted a 30% renewable energy goal by 2015 and has various activities underway related to studying transmission for wind involving both the New York Independent System Operator and the New York Transmission Owners. [3:  New England Governor’s Conference.  “New England Governors’ Renewable Energy Blueprint”, September 2009.] 

· There is substantial transmission being built under current planning processes that will facilitate the deliverability of renewable resources.  EEI has identified over $20 billion in transmission projects in development throughout the United States in support of renewable resources.
· The FERC has approved many different cost allocation methods, many of which are based on a “beneficiaries pay” concept, and there are many specific projects.  For example, the Commission just approved the Tres Amigas Project in New Mexico which will be paid for by users of the facility.  Several other facilities are being financed and built on an “anchor-tenant” or “open season” basis, whereby potential users of the facility commit in advance to pay for service once the facility is built.  Broad cost socialization is not required to get new transmission facilities that support renewable resources built.


Can Beneficiaries of Transmission Projects be Identified?

Myth:   It is impossible to assess who benefits from new transmission projects.  And beneficiaries change over time, making it unfair to those burdened with initial costs.  Unless we broadly socialize costs, there will be endless litigation tying up projects.  Or the corollary to that argument: all customers benefit from new transmission.

Facts:
· It is, and always has been, the job of regulators to allocate costs of utility investments, including transmission, based on a determination of which customers or groups of customers benefit from those investments. This fact alone is contrary to the assumption that all customers benefit from new transmission. 
· It is not only possible to determine who benefits from transmission projects; it is done all the time.  Grid operators in the U.S. and throughout the world have developed rules and analytical tools to determine beneficiaries of transmission projects.  In fact, if the costs and benefits of projects could not be projected or estimated, it would be difficult to convince regulators that facilities should be built.  
· While it is true that if one considers a long-enough time frame and a broad enough region, that some time in the future there will be additional beneficiaries from new transmission that were not initially identified, the argument being made that because beneficiaries may change, we should throw out economic fundamentals and just socialize costs broadly, is a red herring.  It is a deflection from the real issue, which is who gets needed benefits from new transmission facilities.  Or stated differently, would the entity being asked to bear the costs have elected to pay for the new facilities sometime in the future to benefit its customers, or are they superfluous to their needs.  If the benefits provided are not needed or wanted by a group of customers, why should they have to pay for them?
· In addition, regulators must make all cost allocation decisions based on the best information available to them at the time.  There are regulatory mechanisms in place to update transmission cost allocations and rates to reflect changing beneficiaries and reimburse (or reduce the on-going cost responsibility of) those who initially paid for transmission facilities with revenues collected through tariffs paid by new users of the facilities.   
· The “anchor-tenant” or “open-season” models, approved by FERC in several instances, are currently being used to finance renewable transmission projects, and are examples of mechanisms whereby beneficiaries of new facilities - by committing to use the facilities once built – allow for the projects to be financed.   Potential future users (beneficiaries) under these models would pay for use of the facilities as capacity allows.  
· The PJM Independent System Operator recently published a report “A Survey of Transmission Cost Allocation Issues, Methods and Practices” that describes current practices around the country “so that electricity industry participants and policymakers can arrive at more fully informed decisions.”[footnoteRef:4]  The report enumerates multiple ways in which benefits of projects are identified and ascribed to customers or groups of customers so that costs may be allocated. [4:  PJM, “A Survey of Transmission Cost Allocation Issues, Methods and Practices”, page 4, March 10, 2010] 

· This begs the question - why should consumers with only the prospect of a possible benefit sometime in the future be burdened with up- front costs – especially when workable alternatives are available?   
· Some argue that attempting to identifying beneficiaries will lead to litigation.  But there have always been cost allocation issues in utility rate cases and most of these issues are resolved through negotiated settlements and sometimes through litigated administrative proceedings.   There would likely be even more litigation if costs are allocated to customers who don’t use the facilities and will not receive any benefits.
· States have a major role in approving transmission.  It’s difficult to ask States to approve construction of transmission lines if their residents are asked to pay for the lines but don’t receive commensurate benefits.   


The Corker Amendment is Reasonable

Myth:  The "measurable" standard as added by Senator Corker’s Amendment to Senate bill S. 1462 is a new requirement that would be difficult for FERC to administer.  It will lead to endless litigation and no new transmission being built, and is unnecessary because transmission is a small part of the average customer’s bill.

Facts:
· The language added by Senator Corker’s amendment simply requires that FERC allocate costs to a region or sub-region only if “the costs are reasonably proportionate to measurable economic and reliability benefits.” Thirteen Senators, on both sides of the aisle, supported the Corker Amendment in the Energy and Natural Resources Committee.
· This “measurable” language does not mandate mathematical precision in defining benefits; it simply says they must be “measurable,” which means subject to measurement.
· Grid operators “measure” project benefits all of the time, using standard industry modeling tools and studies.  These measurements are commonly presented to regulators for their consideration in deciding on cost allocation.
· Moreover, FERC would be afforded flexibility in implementing such a “measurable benefits” standard because any judicial review would likely be under the highly deferential, “arbitrary and capricious” standard.  Furthermore, in implementing such statutory terms, a reviewing court would particularly have to afford deference to a FERC interpretation of what constitutes “measurable benefits” so long as FERC’s interpretation is reasonable.  
· Failing to include the “measurable” benefits standards would likely result in: forcing many consumers to bear the costs for transmission projects that will provide them little to no actual benefit; giving unfair subsidies to merchant transmission and remotely located generation developers; and harming the development of more efficient, local generation alternatives by providing such competitive advantages to remotely located generation resources.  
· While transmission is a relatively small portion of customers’ bills on a historic basis, the cost of new transmission associated with remote generation projects, in today’s cost environment, can far outweigh the cost of the generation itself.  It is critical to look at total delivered cost for new resources of any type to ensure that consumers are getting the best possible deal.
· The customer’s total electric bill should not be taken for granted.  We believe that given customer sensitivity to costs, additional costs should not be imposed on customers without justification, regardless of the magnitude of such costs.  
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