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THE FUTURE OF THE GRID: PROPOSALS FOR
REFORMING NATIONAL TRANSMISSION
POLICY

FRIDAY, JUNE 12, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON ENERGY AND ENVIRONMENT,
COMMITTEE ON ENERGY AND COMMERCE,
Washington, DC.

The subcommittee met, pursuant to call, at 10:24 a.m., in Room
2123, Rayburn House Office Building, Hon. Edward J. Markey
[chairman of the subcommittee] presiding.

Present: Representatives Markey, Inslee, Butterfield, McNerney,
Welch, Pallone, Green, Capps, Harman, Baldwin, Matheson, Bar-
row, Waxman (ex officio), Upton, Whitfield, Pitts, Scalise and Bar-
ton (ex officio).

Staff Present: Matt Weiner, Legislative Clerk; John Jimison,
Senior Counsel, Energy; John Beauvais, Counsel; Jeff Baran, Coun-
sel; Melissa Bez, Professional Staff Member; Mtichell Smiley, Spe-
cial Assistant; Caren Auchman, Communications Associate; Andrea
Spring, Minority Professional Staff; Mary Neumayr, Minority
Counsel; Peter Kielty, Minority Legislative Analyst; and Amanda
Mertens Campbell, Minority Counsel.

OPENING STATEMENT OF HON. EDWARD J. MARKEY, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF MASSACHUSETTS

Mr. MARKEY. Welcome, ladies and gentlemen, to the sub-
committee on energy and environment on this very, very important
hearing on the future of the grid and the proposals for reforming
the National Transmission Policy. There is no more central issue
to resolve here than this question.

Three weeks ago, the Energy and Commerce Committee passed
the American Clean Energy and Security Act of 2009. This land-
mark legislation on which the House will soon vote will revolu-
tionize our Nation’s energy policy, creating millions of clean energy
jobs, saving consumers billions of dollars in energy costs, and
unleashing trillions in new investment.

The 21st Century grid will play a central role in this revolution.
Wheeling the country’s vast wind solar and geothermal resources
to market. Enabling the electrification of our transportation system
and multiplying energy productivity through smart-grid tech-
nologies.

The Waxman-Markey bill recognizes this role by establishing a
new framework to plan the grid of the future. We task the Federal
Energy Regulatory Commission with establishing national grid
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planning principles which it will use to support and coordinate re-
gional planning processes across the country.

Within 3 years, the commission must report back to Congress on
the results of this effort together with recommendations for further
congressional action if necessary. Some believe we should go fur-
ther by substantially expanding Federal authority to plan and site
new transmission lines. That includes overriding State decisions to
reject proposed lines and using Federal eminent domain authority
if necessary. I think we need to look closely and skeptically wheth-
er such a step is warranted at this juncture.

I urge caution for three reasons. First, if it ain’t broke, don’t fix
it. As several of our witness emphasize, there are a number of in-
novative and promising bottom-up planning processes now under-
way from New England to the Midwest to the West. We should
give those processes time to succeed.

Moreover, as Commissioner Azar’s testimony emphasizes, one of
the greatest obstacles to developing the grid of the future is not a
lack of Federal authority but rather uncertainty as to what energy
policy that grid must serve. By establishing a national renewable
electricity standard, a firm cap on carbon pollution, and efficiency
programs that will dramatically curb growth in electricity demand,
the Waxman-Markey bill will provide this certainty needed to
guide private, State and regional development of the transmission
system of tomorrow.

Second, look before you leap. Transmission is amongst the most
complex and controversial aspect of energy policy. Today’s hearing
is literally the first hearing in this committee in this Congress or
the last Congress on transmission. We cannot afford to take a
ready-fire-aim approach in this area.

Further there appears to be little common grounds amongst core
stakeholders. To give just one example, we invited the Edison Elec-
tric Institute, which represents investor-owned utilities that own
most of the Nation’s transmission system, to testify today. EEI cor-
dially declined, in part because it was unable to agree on a witness
that could represent the disparate views of its membership. The
testimony before us confirms that it is very tough to find agree-
ment in this area.

And third, to a man with a hammer, everything looks like a nail.
Precipitous action could result in a policy that is ill-suited to ad-
dress the problems at hand and could lead to perverse con-
sequences. For example, the Western Governors’ Association will
testify today that, “Western Governors see little benefit in pre-
empting State transmission line permitting processes,” because,
“the major hurdle for permitting transmission in the West has been
securing permits from Federal agencies.”

In other words, it is the Federal Government, not the States that
is the problem from the perspective of the Western Governors.

Several witnesses in the East emphasize that Federal planning
or siting authority could actually undermine regional efforts to de-
veloping renewable resources and encourage expansion of high car-
bon generation in the Midwest.

We need to take time, take a careful look at this and see what
really makes sense. Today’s hearing is an excellent beginning to
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this process. We have a great line up of witness, and I look forward
to their testimony.

I would like now to turn to a matter related to the subject of to-

day’s hearing which has been brought to my attention. After I
agreed last month to hold an oversight hearing on the subject of
electricity transmission and the question of whether to adopt addi-
tional new legislation in this area in addition to the regional trans-
mission planning language that is already in the Waxman-Markey
bill, I directed my staff to obtain additional information about two
important provisions of the 2005 Energy Policy Act that also dealt
with transmission and which are directly relevant to today’s hear-
ing.
As part of that effort, the subcommittee sent two letters to the
Federal Energy Regulatory Commission. The first letter, dated
June 3rd, dealt with the impact of the 2005 bill’s incentive rate
provisions on the construction of new transmission around the
country. That letter was sent out last week.

The second letter, dated June 9th, dealt with the impact of 2005
bill’s repeal of the Public Utility Holding Company Act on the con-
struction of new transmission. That letter was sent out Tuesday.

Neither of these letters were related in any way to the allocation
hearing that the subcommittee held on Tuesday on MidAmerican
Holding CEO David Sokol’s testimony before the subcommittee.
They were being drafted prior to our even being aware that Mr.
Sokol would be invited by the minority to be a witness at the Tues-
day hearing. Both letters were aimed at helping the subcommittee
better understand the impact of previously adopted transmission
legislation.

The PUHCA letter contained 8 questions, two of which reference
Mr. Sokol’s earlier testimony before Congress in support of PUHCA
repeal. Mr. Sokol was one of the leading proponents of repealing
PUHCA, which is why his prior testimony was relevant to the
issue.

However, these questions were in no way seeking to target Mr.
Sokol or to intimidate him in any way for his appearance before
the subcommittee earlier this week.

The day following the release of the PUHCA letter, I heard from
Representative Barton that minority members of the subcommittee
had concerns about the questions relating to Mr. Sokol and the
timing of the letter’s release. In response to those concerns, I made
it clear that there was no attempt or intent to intimidate any wit-
ness.

In addition, to make it absolutely clear that this was the case,
I sent a second letter to FERC clarifying that the FERC should re-
spond to the subcommittee’s questions generically and not just look
at MidAmerican specifically.

I shared a draft of that letter with Mr. Barton’s staff and Mr.
Terry’s staff on Wednesday night immediately after they brought
this issue to my attention. I responded immediately to their con-
cerns.

And finally, I reached out to Mr. Sokol to inform him of what my
intent was, to clear up the misunderstanding, and to make it abso-
lutely clear that neither he nor his company are the focus of the
subcommittee’s inquiry.
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So I want to say to Mr. Barton, to Mr. Upton and to the members
on the other side of the aisle publicly what I have already said to
them privately, that I would never seek to intimidate or retaliate
against a person from having to come in and testify before this sub-
committee. I value hearing the perspectives that all of our wit-
nesses bring to the issues that we are considering.

I regret any misunderstanding or misimpressions that the con-
tents of the letter or its timing may have raised. That is why I im-
mediately after learning of the minority’s concerns prepared a sec-
ond letter to the FERC to direct them to respond generically to the
questions rather than focusing on MidAmerican. That is also why
I contacted Mr. Sokol directly, to let him know of my intentions
and to express my apologies, which I have done.

Joe and Fred and the other members, I just want to let you know
that I have the personal greatest regard for you and that in no way
do I want to leave any impression at any time that we would con-
duct hearings that were not fair and open to all of the members
of this subcommittee or to the witnesses who appear before this
committee. And I just want to make that very clear, very publicly
at this hearing.

I now turn to recognize the ranking member of the subcommittee
the gentleman from Michigan, Mr. Upton.

OPENING STATEMENT OF HON. FRED UPTON, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF MICHIGAN

Mr. UprON. Thank you, Mr. Chairman.

And I, like many members on this side, do value your friendship.

I realize we are adversaries, good adversaries, on a number of
fronts, and we have been together on a number of fronts.

And I know, as we have talked about this privately that it is very
important that there is no intention to intimidate or pressure wit-
nesses to testify in something that they perhaps don’t believe in.
And I for one appreciate your statement this morning.

I also appreciate you calling for the hearing today on National
Transmission Policy. The electricity grid is of vital importance to
our Nation. We all know that.

However, it is an area that is often overlooked, as evidenced by
the fact that there were only minor mention of transmission in the
Waxman-Markey climate bill and the fact that today, weeks after
the climate bill has been passed out of committee, we are having
our first really big transmission hearing.

We do have a long and distinguished panel today. I would like
to thank all of our witness for joining us.

I would like to give special recognition to the heads of two Michi-
gan-based companies, Dave Joos and Joe Welch. I know that ITC
and CMS do not exactly see eye to eye on this issue, but I know
that they have Michigan’s interest at heart. And I would hope that
we could all work together on this issue as we move forward.

This committee passed a sizable renewable electricity mandate
without any consideration to the question of getting the renewable
electricity to population centers. The strongest winds are con-
centrated in low population areas. The strongest sun exposure is
found in low population areas as well. Existing transmission lines
are centered in areas of high population, and there are inadequate
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high voltage lines to the areas with the most abundant sources of
renewable power.

If we are going to be serious about renewable power, we have to
revamp the grid. And to properly do so, we will have to block the
lawsuits from environmental groups that have increased costs and
blocked much-needed transparency lines.

But let’s put it in perspective. According to DOE, it would cost
$60 billion, yes B as in big, in new transmission lines to reach the
20 percent mark for wind power. Al Gore’s lofty goal of fossil fuel
electricity would cost perhaps as much as $400 billion in trans-
mission lines. And if we are serious, we must block the lawsuits
and make real investments in the needed infrastructure.

A good example of these lawsuits is found in California. The pro-
posed Sunrise Powerlink in southern California will connect the re-
gion to existing and proposed renewable energy sources, whether
they be wind, solar or geothermal, located east of San Diego. En-
ergy experts estimate that there is perhaps as much as 2000
megawatts of geothermal power and tens of thousands of
megawatts in solar available in the area. However, without new
power lines, the clean, green energy could not be delivered to its
customers.

Studies show that the line will reduce greenhouse gas emissions
by as much as 1.3 million tons. Yet various environmental groups,
like the Sierra Club, are fighting it, well documented in publica-
tions like the Wall Street Journal. The areas that are best for
wind, power and solar are often in these very remote areas, away
from population centers.

Transmission lines are needed to get electricity from wind and
solar farms to consumers. And I feel it is a mistake to legislate a
costly renewable mandate without addressing the transmission
issue.

With all of that said, we must also recognize that many renew-
able energy sources are unreliable and can bring instability to the
grid. Transmission lines cannot distinguish between the green elec-
trons or the brown ones. So we just can’t be planning a trans-
mission system for renewables. We have to take all sources into ac-
count, wind solar, nuclear, hydro, coal, clean coal and everything
else. Changes need to be made to the current regulatory system.
FERC can provide a backstop, but we not completely abandon the
State and local process.

We must also be mindful of the cost. Renewable power is not
free. Transmission lines are not free.

Consumers deserve to know what the real costs are of any policy
and understand exactly what they are going to pay for and what
they are getting for their hard-earned money. Consumers will al-
ready be saddled with rate increases, and these costs will only go
up under the Waxman-Markey bill. Transmission policy shouldn’t
add to those burdens.

I yield back.

Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentleman from Washington State, Mr.
Inslee.
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OPENING STATEMENT OF HON. JAY INSLEE, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF WASHINGTON

Mr. INSLEE. Thank you, Mr. Chair, and thanks both for holding
this hearing and your great work in assembling the Waxman-Mar-
key bill.

I think that bill is tremendous mosaic of using multiple tools to
solve our energy problems. But it really is missing one critical
piece, and that is the piece that will help us spur the development
truly of a 21st Century national grid. And I think we have to recog-
nize that today, despite tremendous efforts of people in this field,
we have a grid fit for the 19th or 20th Century, but not for the new
challenges of the new American energy policy.

And the way I would categorize that new challenge is that we
used to be able to move our energy components around by truck
and rail. We could move coal to the site we wanted to generate
electricity. We could move natural gas to the site where we wanted
to generate electricity or heat, but we cannot ship photons on rail
cars, nor can we ship wind by packages by truck. They have to be
generated—the electricity has to be generated in fact where they
are located.

Our existing policy on the grid is satisfactory for the first sce-
nario but not the second. So I have now been at this for some time
hoping to advance our ability to plan, site and finance a new grid
system that is fit for the 21st Century. I have introduced H.R. 4059
and made some progress in the bill and hope to make further
progress in the hopes to achieve this goal in this energy bill.

I want to make note of several things. Number one, our grid sys-
tem is doing good work today. I am not sure you could say the grid
is broken, but you can have a horse-and-buggy system that is work-
ing but not fit for today’s new world. And we know that it will not
be fit for the challenges of tomorrow. So while it may not be bro-
ken, it is certainly not fit for what we are now asking it to do. And
it is my belief that if we are going to meet our appropriate and nec-
essary 15 percent renewable energy goal, we will need to allow
transmission to move forward.

Second, I would point out that the reason we are here today and
the reason we need to act today is that this is the only vehicle mov-
ing out of town, and it will be the last chance and only chance to
really move forward on this effort, and we can’t move forward with
a renewable electrical standard without a transmission piece.

So I think Lincoln’s old quote fits, as our case is new, so should
we think anew. And thinking anew means Federal backstop au-
thority in the event that regional governments are unable to site
these necessary facilities. And the reason national backstop author-
ity is necessary is twofold.

Number one, our grid has always been designed to respond to
local and regional interests, but with the challenges of global
warming and national security needs, we have a national need for
a national grid.

And second, we know that, while all of our constituents love elec-
tricity, virtually none of them love electrical lines. There is a time
and a place where Uncle Sam needs to step in to overcome at times
the reluctance of all of us to bear with some of the onerous aspects
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of moving electricity. It is simply necessary, and we know we can-
not wait decades to move these electrons.

I am excited about hearing the testimony.

Mr. Chair, thank you, and I hope we get this job done in this bill.
Thank you.

Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentleman from Kentucky, Mr. Whit-
field—I am sorry, the ranking member of the full committee the
gentleman from Texas, Mr. Barton.

OPENING STATEMENT OF HON. JOE BARTON, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. BARTON. Thank you, Mr. Chairman.

Since we have an oversight hearing on upstairs, it helps me if
I could give my statement.

I am going to give a double statement, kind of a bifurcated state-
ment. I will talk a little bit about this hearing and then I want to
comment on your personal comments, because I think we need to
elaborate on that a little bit.

But first, on the hearing before us, it is a scary thing when I
agree with Jay Inslee, but I do agree with Congressman Inslee. His
amendment in the committee on the climate change bill was di-
rected, as I recall, towards green energy or clean energy for trans-
mission. But once you have generated that electricity, whether it
is by wind, solar or even coal power, electricity is electricity, and
it is going to go on the same wires. And the wires don’t know what
the source of the generation was.

So we do need to update our transmission grid. We started that
in the Energy Policy Act of 2005. And I thought we had bipartisan
support, and it became law. The Fourth Circuit has ruled recently
that parts of EPAct are not as they should be. I disagree with that
court ruling, and I hope that the Supreme Court will overturn it.

But in any event, I agree with Congressman Inslee that we do
need to modernize our grid. We do need to give FERC more author-
ity, in my opinion, to make decisions in interstate commerce when
the States can’t do it themselves. We tried to do that in EPAct. If
that is not the right way to do it, perhaps we can try it a little bit
different way.

In the Natural Gas Act, we give the right of eminent domain to
the FERC. Now, I don’t know that we need to go that far for elec-
tricity transmission. There is, in all probability, a middle ground
where the States and the FERC can work together.

But in any event, Mr. Chairman, this is a good hearing, and
hopefully out of this will come some consensus on both sides of the
aisle about what to do legislatively.

Now let me comment on what you said, Mr. Chairman Markey,
when you were talking about the letter of June the 9th and the
comments towards the CEO of MidAmerican, David Sokol.

First of all, I am very appreciative of what you have said, that
it was not intended to intimidate Mr. Sokol and that you have
called him and taken steps to make sure that to correct what you
say was a misunderstanding. To say that publicly means a lot, and
I appreciate you doing that.
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But let me elaborate on why people like myself have expressed
concerns. You can’t make the best public policy if you don’t have
witnesses come before this committee and give their full honest as-
sessment of whatever the issue is that is before this committee.

If we adopt a standard that the only witnesses that are going to
be received are witnesses that testify to the side of the question
that the majority is supporting, you don’t really have a full and fair
debate on the issue.

And in the instance that you alluded to, David Sokol represented
a point of view that was contrary to the majority’s position on the
climate change legislation and the allocation system that is a part
of that, the allowance system. That is a side that needs to be pre-
sented to the American people.

Now it may be serendipity, and it may be inadvertent, but within
2 hours of him giving that testimony, a letter was sent under your
signature to the chairman of the Federal Energy Regulatory Com-
mission, who is sitting before us today, asking six generic questions
and two specific questions about David Sokol and his company.

And the chairman of the FERC was asked to respond in writing
to you by close of business yesterday. How can that not be per-
ceived as an attempt to intimidate? Testified in the morning ad-
verse to the position of the majority, received a letter that was sent
in the afternoon to the chairman of the regulatory commission with
jurisdiction over your industry and your company asking probing
questions about the conduct and business decisions of your com-
pany.

Now, I take you at your word when you say that that was not
intended and you are beginning to take steps to correct it, but what
upsets myself and the others on the minority is that we do not ac-
cept that we can develop the mechanism where we allow any Mem-
ber, majority or minority, to threaten, to intimidate, to abuse the
power of the office that we are given by the people of our congres-
sional districts on behalf of the people of the United States of
America.

Now you are already taking steps to correct the perception that
perhaps intimidation was being attempted, and I commend you for
that. You are going to get a letter from myself and Mr. Upton and
other members on the minority later today asking that we consider
those discussions to make sure that we make it absolutely clear
that any citizen of this country that comes before this committee
can testify to whatever they believe is the truth as they know it
without fear of intimidation or retribution.

And I think Members on both sides of the aisle will share that
goal. If we are absolutely certain that that is the way it is going
to be, then nothing else will be said.

But again, you and I have been friends for 25 years, and I hope
we are going to be friends for another 25 if we both live that long.
I have nothing but the upmost personal and professional respect
for you and your conduct. And I am honored to sit on the same
committee as you. I have sat in that chair as chairman of this sub-
committee, so I think we can get this worked out. But it is a seri-
ous issue, and it deserves serious consideration. And to your credit,
you are giving it that serious consideration.

With that, Mr. Chairman, I yield back.
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Mr. MARKEY. I thank the gentleman very much. And I thank the
gentleman for his words.

The Chair now turns and recognizes the gentleman from Cali-
fornia, Mr. McNerney.

Mr. McNERNEY. Thank you, Mr. Chairman.

I want to thank you for holding this hearing. This is a complex
and difficult issue. I want to thank the panel for appearing this
morning, in particular the chairman of the FERC. I had the oppor-
tunity to visit the FERC this week, and it was a good, worthwhile
use of my time.

This issue is complex and difficult, as I just said. It has economic
challenges, technical challenges and political challenges. And I be-
lieve the outcome will be best if we do our homework, consider the
challenges and devise a rational and bipartisan plan. So thank you
for appearing, and I look forward to your testimony. I hope I can
stay most of the time this morning.

And with that, I yield back.

Mr. MARKEY. The gentleman’s time has expired.

The Chair recognize the gentleman from Kentucky, Mr. Whit-
field.

Mr. WHITFIELD. Thank you, Mr. Chairman.

We look forward to this hearing today and welcome the wit-
nesses, and we look forward to their testimony.

I just want to make a couple of points. If the advocates for a re-
newable energy mandate are successful, there is going to be large
portions of the Midwest that do not have solar, do not have wind
power sufficient to meet their needs. It is going to be extremely dif-
ficult for them to meet this 20 percent renewable mandate without
some Federal involvement regarding the siting, financing and the
building of additional transmission lines.

And particularly when you consider the Department of Energy’s
20 percent wind energy by 2030, saying that they are going to have
to build at least 12,000 miles of new transmission lines to meet
that need and then on top of that, when you consider this recent
Fourth Circuit Court of Appeals decision that Ranking Member
Barton mentioned which does make it more difficult for FERC to
operate in this area, I do think we have some significant issues.
And I hope this hearing can help us resolve those.

I yield back the balance of my time.

Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentlelady from Wisconsin, Ms. Bald-
win for an opening statement.

OPENING STATEMENT OF HON. TAMMY BALDWIN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF WIS-
CONSIN

Ms. BALDWIN. Thank you, Mr. Chairman.

Transmission is critical to our Nation’s electrical system. And I
certainly support grid expansion.

I have significant concerns however about many of the recent
Federal proposals that jeopardize State and regional efforts to de-
velop the transmission grid. Specifically these efforts ignore
progress and may actually slow investments being made in States
like Wisconsin and other in the Midwest.
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Over the last 7 years my home State of Wisconsin, the Wisconsin
ratepayers have supported more than $2 billion in investments in
our transmission system. These actions have and will continue to
improve reliability and increase the flow of renewable energy in
Wisconsin and our neighboring States.

Congress must ensure that we are not undermining the existing
processes if we are going to venture into the transmission arena,
especially when sensitivities already exist to State authority, cost
allocation, safety and eminent domain issues.

As we examine these issues there are some questions and chal-
lenges that we must keep in mind. Who is going to pay for this?
Will those not receiving the benefits of transmission have to pay
for cost of lines traversing this country?

I am hearing strong concerns about the designing our trans-
mission system for one specific purpose. It is not the just of trans-
mission planners or transmission companies to choose the types of
generation that may interconnect with the transmission system.
Transmission is needed, plain and simple, regardless of the type of
generation.

Where I come from, transmission is a sensitive subject. It will be
very difficult to convince Wisconsinites and other Americans that
in the name of national interest, the Federal Government is taking
their property to essentially stretch an extension cord across it to
power a larger urban area many, many miles away. So what will
this process be like for public input if it is a Federally directed
process?

While the siting of underground transmission lines may be easier
than that of above-ground lines, the costs are significantly in-
creased, perhaps as much as $3 million per mile. So mandating
technologies on States and regions has significant ramifications.

Again I share the goal of ensuring that critical new investments
are made in our transmission system, but we must proceed with
caution, not undermining existing efforts that are already working
in this process.

Thank you, Mr. Chairman. I yield back.

Mr. MARKEY. The gentlelady’s time has expired.

The Chair recognizes the gentleman from Pennsylvania, Mr.
Pitts.

OPENING STATEMENT OF HON. JOSEPH R. PITTS, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF PENNSYLVANIA

Mr. PrrTs. Thank you, Mr. Chairman.

Thank you for holding this hearing on our National Transmission
Policy.

The official report on the 2003 Northeastern Blackout concluded
that, “As evidenced by the absence of major transmission projects
undertaken in North America over the past 10 to 15 years, utilities
have found ways to increase the utilization of their existing facili-
ties to meet increasing demands without adding significant high-
voltage equipment.”

Clearly there is a significant need for an increase in transmission
capacity. This need is amplified as we consider adding more and
more renewable energy to the grid. And while I am fully supportive
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of adding more transmission capacity, I believe we do need to keep
in mind legitimate desires of localities to preserve green spaces and
historic sites.

My district includes some of the most pristine historic landscapes
in the Mid-Atlantic. My district also has some of the most produc-
tive farm land in the United States. Chester County, the home of
Valley Forge and the Brandywine Valley where I come from is one
of William Penn’s original three counties.

The tradition of preserving land and being good stewards of the
earth have been passed down from generation to generation. We
are not against progress, but we want to protect our heritage and
be wise about how we use and develop the land we have.

Having the needed energy to turn on lights and heat water is
critically important to the quality of life of every American. How-
ever, the preservation of our historic resources and natural envi-
ronment of people’s communities contributes to our quality of life
as well. We need to ensure that all stakeholders are included in de-
ciding where and when transmission lines are sited.

Dialogue and compromise are key in this issue. Indeed, it is crit-
ical to strike a delicate balance between the crucial electricity
needs of the country while at the same time maintaining the his-
toric open space areas that make our country beautiful and unique.
As this committee continues to consider this issue, I hope that we
hear from all affected parties and work towards viable solutions.

Mr. Chairman, I am grateful for the opportunity to discuss this
issue. And it is my hope that today’s hearing is only one in a series
of hearings on this issue to ensure a robust and well rounded ap-
proach to our National Transmission Policy.

And I look forward to hearing from our witnesses, and I yield
back.

Mr. MARKEY. Great, I thank the gentleman.

The Chair recognizes the gentleman from Vermont, Mr. Welch.

Mr. WELCH. Thank you, Mr. Chairman.

I actually want to get my microphone to work here.

I am proud that we have here today as one of our witnesses,
David Coen. David is a member of the Public Service Board in
Vermont, serving on his third term. And he has been appointed by
Republican and Democratic Governors alike. He has done a tre-
mendous job. He is now the vice president of the National Associa-
tion of Regulatory Utility Commissioners.

David is acutely sensitive to the particular needs of rural utili-
ties. We are a small State, but this issue of transmission is incred-
ibly important to us as it is all around.

So I want to welcome him and thank you, Mr. Chairman for in-
viting David to be here and add to the testimony. Thank you.

Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentleman from Louisiana, Mr. Scalise.

OPENING STATEMENT OF HON. STEVE SCALISE, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF LOU-
ISIANA

Mr. ScALISE. Thank you, Mr. Chairman.
Renewable energies will play an important role in the future of
our national energy policy, and I support the development of re-
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newable sources of energy. As a matter of fact, Republicans have
drafted legislation, the American Energy Act, which will invest
heavily in the development of renewable sources of energy.

As we explore the advancement and promotion of energy sources
like wind similar and hydro, and as the Congress and this adminis-
tration discuss the future of our national grid and its capacity, we
must not neglect that many of these renewable sources of energy
are intermittent and need to be backed up by other sources of en-
ergy. And we would be remiss if we do not emphasize diverse the
importance of diversifying our energy portfolio in ensuring that nu-
clear power is part of any comprehensive policy we discuss.

Wind and solar power still need to overcome fundamental obsta-
cles and we cannot today exclusively rely on these sources of en-
ergy alone to power our Nation. When the wind stops blowing and
the sun stops shining, our hospitals that care for our families and
schools that teach our children must continue to have reliable
sources of energy that ensure that the life-saving equipment and
the lights stay on.

Transmission infrastructure, planning, and siting policies are all
important to this conversation as is the regulatory framework that
will surround these policies. I believe it is also important for the
Congress to carefully weigh regional considerations as we further
discuss this issue.

I look forward to today’s hearing, and I yield back.

Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentleman from North Carolina, Mr.
Butterfield.

OPENING STATEMENT OF HON. G.K. BUTTERFIELD, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NORTH
CAROLINA

Mr. BUTTERFIELD. Thank you very much, Mr. Chairman.

hI will move one seat down so I can have the benefit of this micro-
phone.

Thank you for convening this hearing. I particularly want to
thank the five witnesses who have come forward today to make
their testimonies available.

It goes without saying, Mr. Chairman, that I support the expand-
hng 1(1)f the grid using 21st Century technology. We certainly must

o that.

Waxman-Markey takes dramatic steps to further the growth of
renewable electric generation. The nationwide RES standard de-
mands use of those sources, and the price signals sent from a car-
bon cap will further the use of clean fuels.

As we move forward, Mr. Chairman, we must focus on developing
policies that ensure electricity generated from these new sources
gets to the load centers that demand them. And this means we
must address the deficiencies in our transmission grid that will
delay us from reaching our full, renewable generation potential or
hamper grid efficiency.

There are a number of challenges to improving transmission, but
siting will be particularly difficult to overcome. Balancing the Fed-
eral and State and regional and regional and local stakeholder
needs and interests will be difficult but critical to the completion
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of a modernized grid. Comprehensive planning, cost allocation and
ownership will also present challenges, as we have heard today. I
applaud the collaborative nature of this subcommittee and look for-
ward to discussing the issue further.

I yield back.

Mr. MARKEY. I thank the gentleman.

The Chair recognizes the gentlelady from California, Ms. Har-
man.

OPENING STATEMENT OF HON. JANE HARMAN, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA

Ms. HARMAN. Thank you, Mr. Chairman, we are debating on the
floor a bill to have the FDA regulate tobacco, and I have to say it
is a long time in coming, and I am absolutely thrilled that we will
finally, I believe, pass it, and it will become law very soon.

So while I am celebrating about that, I am thinking about an-
other hard issue, this one, which require all of us to step up and
think about some risky strategies to make certain that the promise
of renewable energy and the absolute need for transmission of elec-
tricity throughout the country can be accomplished. I think any-
thing we do in this committee will make us a few friends and make
us a few enemies. And that applies to us regardless of which party
we are in and which region we are from.

But I think we have to step up, as many people finally have
stepped up in both parties to the need to regulate tobacco.

I just want to point out some of the obstacles. The U.S. electric
transmission system encompasses about 167,000 miles of high volt-
age transmission lines and another 300,000 miles of lower voltage
lines. The grid is operated by approximately 130 balancing authori-
ties, which are typically utilities that own transition systems and
operate control centers to monitor and control the grid.

Those transmission systems are owned by several hundred pri-
vate and public entities, so let’s just start with that. It is incredibly
complex. And if we don’t get a handle on that and don’t step up
to the tough decisions, we won’t solve the problem.

But I would close by saying that if we really want renewable en-
ergy in this country, we really have to fix the grid.

Thank you, Mr. Chairman.

Mr. MARKEY. The gentlelady’s time has expired.

The Chair recognizes the gentleman from Texas, Mr. Green.

OPENING STATEMENT OF HON. GENE GREEN, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. GREEN. Thank you, Mr. Chairman, and I have a full state-
ment I would like to place into the record.

And just a little history, in the 2005 Energy Act, we actually pro-
vided for the Federal transmission corridors that are so needed.
And like my colleagues, some of my colleagues, have said, we dis-
agree with the court decision.

Hopefully it will be overturned by the Supreme Court, but there
are things that we can do that may help, Mr. Chairman.

I appreciate both Mr. Inslee’s legislation and to expand and have
a national grid. We know that, and it can’t be just limited to re-
newables because those electricity protons don’t decide where they



14

come from; they just go down those lines, so that is why I am
happy to be part of the hearing. And, again, I would like my full
statement to be placed in the record, and again, I support our effort
to expand the national grid.

I have a huge transmission corridor right behind my neighbor-
hood, and I guess, in Texas, we don’t have any problem with pipe-
lines or transmission grids because our PUC just approved $5 bil-
lion for the renewable fuel electricity to come from west Texas to
our urban market.

Thank you, Mr. Chairman. I yield back the balance of my time.

Mr. MARKEY. The gentleman’s time has expired.

. The Chair recognizes the gentleman from New Jersey, Mr. Pal-
one.

OPENING STATEMENT OF HON. FRANK PALLONE, JR., A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER-
SEY

Mr. PALLONE. Thank you, Mr. Chairman.

I want to first thank you for all that you have done on this issue.
I mean, I know it has been so many years, and we finally passed
a bill out of committee, and I know that we will pass it on the floor
and send it to the President eventually.

I wanted to point out that Ralph Izzo, chairman and CEO of the
Public Service Enterprise Group, a New Jersey based energy com-
pany will be testifying on today’s second panel. And under Ralph’s
leadership, PSE&G has been a leader in renewable energy invest-
ments throughout the State of New Jersey.

Today the committee will address policy proposals for trans-
mission planning, cost allocation and siting authority. A strong
transmission grid is essential to ensure energy reliability and to
move clean, renewable energy from remote locations to population
centers.

I think we can all agree that planning and investing in a reliable
grid is a national priority. With that said, we need to be very care-
ful how we craft any National Transmission Policy. Too main areas
of concern for the northeast and specifically for New Jersey are
{mw to site new transmission lines and how to pay for those new
ines.

It is critical that States like New Jersey have authority over the
siting of new transmission lines that would run through the State.
Giving FERC greater authority to site high-voltage electric trans-
mission lines will generate widespread local opposition. Any new
transmission legislation must give States adequate authority over
siting to ensure that States can protect properly the environment
and cultural and historical sites.

Another issue that will affect my State is cost allocations, specifi-
cally how do we craft legislation that encourages investment in
new transmission lines to move renewable energy, such as wind, to
population centers? I believe we should think regionally. New Jer-
sey has tremendous potential to meet our renewable energy goals
through solar and offshore wind. It does not make sense for New
Jersey ratepayers to subsidize the cost of moving wind from the
Midwest to the East Coast, a cost of $10 million per mile. This
could slow development of alternatives closer to home.
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I believe the transmission provisions passed in the American
Clean Energy and Security Act provide a balanced approach that
respects regional differences and local concerns. Before we pass
comprehensive transmission legislation, we must consider how it
will affect the economies of local renewable energy projects and
whether it provides adequate siting authority for the States.

Again thank you, again, Mr. Chairman.

Mr. MARKEY. I thank the gentleman very much.

The Chair recognizes the gentleman from Georgia, Mr. Barrow.

Mr. BARROW. I waive.

Mr. MARKEY. The gentleman’s waives his opening statement.

All time for opening statements has been completed.

We will now turn to our very distinguished panel.

STATEMENTS OF JON WELLINGHOFF, CHAIRMAN, FEDERAL
ENERGY REGULATORY COMMISSION; DAVID C. COEN, FIRST
VICE PRESIDENT, NATIONAL ASSOCIATION OF REGULATORY
UTILITY COMMISSIONERS ON BEHALF OF NARUC; LAUREN
L. AZAR, COMMISSIONER, WISCONSIN PUBLIC SERVICE COM-
MISSION; PAUL J. HIBBARD, CHAIRMAN, MASSACHUSETTS
DEPARTMENT OF PUBLIC UTILITIES; AND RICHARD
HALVEY, ENERGY PROGRAM DIRECTOR, WESTERN GOV-
ERNORS’ ASSOCIATION

Mr. MARKEY. And our first witness, who is John Wellinghoff. He
is the chairman of the Federal Energy Regulatory Commission,
which oversees wholesale electric transactions and interstate elec-
tric transmission and gas transportation in the United States. He
is also cochair of the Demand Response Collaborative launched
jointly by FERC and the National Association of Regulatory Utility
Commissioners.

We thank you so much for being here in your first appearance
before our committee.

We welcome you, sir. Whenever you are ready, please begin.

STATEMENT OF JON WELLINGHOFF

Mr. WELLINGHOFF. Good morning, Mr. Chairman.

Ml:) MARKEY. Could you push the mike a little closer and turn
it on?

Mr. WELLINGHOFF. Thank you Mr. Chairman, Ranking Member
Upton, and members of the subcommittee.

First, I have two quick preliminary issues. One is I would like
to recognize and thank my colleague, commissioner Phil Moeller
who is here with me today, and I would also like to request that
my full pre-file testimony be placed in the record.

Mr. MARKEY. Without objection, so ordered.

Mr. WELLINGHOFF. The following is a summary of that testi-
mony.

I appreciate the opportunity to appear before you today to dis-
cuss our Nation’s electric transmission grid.

Mr. Chairman, your invitation for this hearing envisions, “A
transmission system that will serve the goals of substantially re-
ducing greenhouse gas emissions, developing renewable energy re-
sources and improving energy efficiency while preserving or en-
hancing reliability.”
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A transmission system that meets the goals you have articulated
will result from a strong and smart electric grid that can assist in
promoting field diversity, reducing greenhouse gas emissions,
strengthening our national security, revitalizing our economy, en-
hancing competition and ensuring reliability. Such a reliable and
robust transmission grid is essential to allows regions, States and
our Nation to meet these goals.

The commission has taken a number of important steps in recent
years to promote the development of such a transmission system.
For example, in February of 2007, the commission issued Order
890, which among other things required open, transparent, and co-
ordinated regional planning; required evaluation in that planning
of demand resources on a comparable basis to other resources.

The commission also approved an initiative proposal from the
California independent system operator to better allocate costs of
facilities needed to interconnect location constrain resources, such
as wind and solar, to the transmission grid.

Nonetheless, I believe there are gaps in the commission’s statu-
tory authority. The absence of an adequate regulatory framework
is the principal obstacle to developing the transmission system to
support the goals have you outlined.

If we are to overcome that obstacle, we need a national policy
commitment to develop such a transmission system. In developing
that policy, Congress should consider three closely related issues:
planning, siting and cost allocation.

First, the scope of existing regional planning initiatives needs to
be expanded. To achieve greater benefits and efficiencies, we must
create a structure that includes coordination on an interregional
basis. Such coordination will facilitate, for example, the develop-
ment of facilities, transport power from areas rich in renewable en-
ergy resources to load centers, as well as the deployment of distrib-
uted resources and key smart-grid equipment and systems.

Second, States should continue to have the opportunity to site
transmission facilities, but transmission developers should have re-
course to the commission as a Federal siting authority under ap-
propriate circumstances. Federal siting authority would be helpful,
even if limited only to transmission facilities needed to reliably
meet renewable energy goals.

Third, if Congress determines there are broad public-interest
benefits in developing the transmission system necessary to meet
the goals discussed, then Congress should consider clarifying the
commission’s authority to allocate costs of such infrastructure to
the load-serving entities within an interconnection or part of an
interconnection where it is appropriate to do so. Of course, the com-
mission would need to ensure, as it does today, that these costs are
allocated fairly to the appropriate entities and that due deference
is accorded regions that work together to develop cost-allocation
mechanisms that garner broad support.

Finally, it is important to recognize the issue is not how to
choose between nearby renewable or more distant renewable re-
sources. Both should be part of the mix of energy resources to
achieve our national goals. And appropriately allocating the costs
of transmission facilities needed to connect remote resources should
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not disrupt the implementation of State policies or disadvantage
local renewable or other distributed resources.

Rather, full planning analysis that reveals respective costs of al-
ternative resource scenarios and a fair cost allocation of necessary
transmission to reliably deliver those resources to loads will elimi-
nate a barrier to the development of new clean resources and thus
will facilitate competition. Such a measured approach should in-
form consumers of the least-cost sustainable resources options to
meet State and national environmental, economic and security ob-
jectives. And enacting a regulatory structure that enables such an
approach to be implemented will ensure our national energy goals
can be achieved.

Thank you, again, for the opportunity to appear before you, and
I would be happy to answer questions that you may have.

[The prepared statement of Mr. Wellinghoff follows:]
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Testimony of Chairman Jon Wellinghoff
Federal Energy Regulatory Commission
Before the Energy and Environment Subcommittee
Of the Committee on Energy and Commerce
United States House of Representatives
Hearing on the Future of the Grid: Proposals for Reforming National
Transmission Policy
June 12, 2009

Mr. Chairman, and members of the Subcommittee:

My name is Jon Wellinghoff, and I am the Chairman of the Federal Energy
Regulatory Commission (Commission). Thank you for the opportunity to appear
before you today to discuss the critical topic of the development of our Nation’s
electric transmission grid.

Transmission facilities are critical to meeting the goal of reducing reliance on
carbon-emitting sources of electric energy and bringing new sources of renewable
energy to market. A reliable and robust transmission grid is essential to allow
regions, states, and utilities to access least-cost resource options to meet state and
national environmental, economic and security goals. To meet the challenges of
building needed new transmission facilities, we must address not only the role of
federal siting authority but also the closely-related issues of transmission planning
and cost allocation. In doing so, we must focus on maintaining the reliability of
the electric system. The time has come to develop a regulatory framework that
will allow us to successfully meet these challenges. 1 commend you, Mr.
Chairman, and the Subcommittee for your decision to hold a hearing on these
important issues.

Introduction

President Obama has stated that the country that harnesses the power of clean,
renewable energy will lead the 21st century. The President also stated that we will
need to build power lines that can carry new clean energy to cities and towns
across this country. He also said we should be “starting to build a new smart grid
that will save us money, protect our power sources from blackout or attack, and
deliver clean, alternative forms of energy to every corner of our nation."

A majority of states have adopted renewable portfolio standards that require
utilities to acquire renewable generation capacity, some of which are quite
aggressive. For example, the Connecticut standard requires that 27% of the
energy consumed in the state be generated using renewable resources by 2020.
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Both houses of Congress are considering a federal renewable energy standard as
well.

Clean power is essential to meeting energy goals such as promoting fuel diversity,
reducing greenhouse gas emissions, strengthening our national security, enhancing
competition, ensuring reliability, and revitalizing our economy. The need for
additional federal authority to achieve these goals is clear. Historically, the
Nation’s electric utilities transported fuels to generate electricity to plants located
near load centers. Many of today’s clean energy resources are located far from
consumers and existing transmission facilities and those resources cannot be
moved. Moreover, they are not evenly dispersed throughout the country.
Delivering the power generated by these resources to consumers will require the
planning, siting and construction of interstate and inter-regional transmission
facilities. Only Congress, exercising its authority to regulate commerce among the
states, can address this problem.

The requirement for greater fuel diversity, whether as a result of federal or state
goals, cannot be accomplished unless we ensure that the renewable, and

sometimes variable, generation resources that we will rely upon to meet these
goals can be reliably integrated into the power grid and ultimately deliverable to
consumers. Renewable energy resources, particularly those whose operation
follow a natural but variable cycle, must be integrated into the transmission system
in a manner consistent with reliable operation of the grid. We know that the grid
can accommodate some level of renewable generation, but we also know that, with
the current configuration of the grid and the variability of some forms of
renewable generation, it cannot accommodate 100%. Compounding the
challenges of integrating renewable generation, we also know that the grid is
aging, was designed for more traditional types of generation, and is characterized
by decreasing reserve margins. These conditions mean that smaller disturbances
on the grid cause larger fluctuations and increase the risk of outages.

Because of these factors, Commission staff is conducting a study to determine the
appropriate metrics for use in assessing the reliability impact of integrating large
amounts of variable renewable power generation onto the existing power grid.
That study, which is being undertaken by Lawrence Berkeley National Laboratory
and overseen by Commission staff, is due to be completed by November 2009.
When the study is complete, it will help answer the question of how variable
resources can be reliably integrated onto the existing grid, which will help inform
policy makers about the current limitations of the grid and identify what new
resources and transmission facilities will be necessary to reliably accommodate
future renewable resources and those currently under development.
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I believe that, if the Nation is to meet its goals, there must be a mechanism that,
after the states have had an opportunity, allows a transmission developer to invoke
federal authority to site the transmission facilities necessary to interconnect
renewable power to the electric transmission grid and move that power to
consumers. We need a national policy commitment to develop the transmission
infrastructure to bring renewable energy from remote areas where it is produced
most efficiently into our metropolitan areas where most of this Nation’s power is
consumed. This transmission infrastructure is likely to be comprised of extra-high
voltage facilities, related feeder lines that will interconnect remote renewable
energy resources to the transmission grid, and supporting upgrades to the existing
grid (hereinafter, “transmission infrastructure”). Without this national
commitment, we will not be able to take advantage of our capacity to develop
clean power.

We must develop a structured regulatory framework that will enable the United
States to build the transmission infrastructure necessary to deliver our Nation’s
high quality, location-constrained renewable resources to load centers. That
framework must adequately address transmission siting and the related issues of
transmission planning and cost allocation. And above all, we must ensure that we
preserve the reliability of the electric grid so that consumers and businesses
continue to receive the highest level of service, protecting the safety of our
citizens, the security of our Nation, and the health of our economy.

There is a real opportunity to make the United States a world leader in developing
the clean energy industries of the future. Without a coherent drive for a smart grid
that is designed and built (or rebuilt) to achieve our national energy and
environmental goals in a timely fashion, the jobs and sustainable economic
development options from those potential new industries could very well manifest
in Europe or Asia rather than here.

Though the focus of this hearing is on ensuring that the development of the
interstate transmission grid allows our country to meet national and state goals, we
should not lose sight of the critical role of local renewable energy, distributed
resources, and demand response. We must focus on ensuring that we remove
barriers to entry for local renewable and distributed resources. Developing and
reliably delivering these local resources is important as we expand our capacity to
generate clean power, but that effort must be made in concert with and not
separate from developing the transmission infrastructure that I describe above. An
optimal blending of both resources will be necessary to achieve our Nation’s
energy goals. That optimization process will require a collaborative effort
between the states and the Federal government with an expanded Federal role.

The Need for an Expanded Federal Role



21

The electric grid is actually a combination of individual systems, separated into
three electrical interconnections. Though there has been some expansion of
regional and inter-regional transmission facilities over the last 15 years, that
expansion is not sufficient to address the need I have identified to develop our
transmission infrastructure to allow us to meet state and national goals. In the
Energy Policy Act of 2005, Congress directed the Commission to develop
incentive-based rate treatments for certain new transmission facilities, and while
this effort has been effective in encouraging developers to come forward with new
transmission projects, it does not ensure that the projects will be constructed and
placed in operation. Without new siting authority, the Commission’s ability to
address these challenges is limited. For this reason, I recommend that the
Congress enact legislation that will enable transmission developers to invoke
federal authority in appropriate circumstances to site the transmission facilities
necessary to interconnect renewable power to the electric transmission grid and
move that power to consumers. Such legislation should also address cost
allocation and planning of such facilities. Each of these issues is a crucial aspect
of developing an effective power grid that can spur the production and reliable
movement to market of renewable energy.

Siting. States should continue to have the opportunity to site transmission
facilities, but transmission developers should have recourse to a federal siting
authority under appropriate circumstances. With additional authority, the
Commission could play an important role in this grid-building effort as it has the
institutional structure, capacity, and experience to make important contributions.
The Commission is well-versed in reviewing and authorizing critical energy
infrastructure projects, and in establishing a regulatory regime that encourages the
development of appropriate energy projects, while at the same time protecting the
interests of consumers and safeguarding the environment.

Since 1920, the Commission has been charged with licensing and overseeing the
operation of the Nation’s non-federal hydropower projects. Using existing
authority under Part I of the Federal Power Act, the Commission has sited
thousands of miles of electric transmission lines related to these projects that have
delivered this power to the Nation’s consumers. Likewise, under the Natural Gas
Act, the Commission has authorized the construction of natural gas pipelines for
over 65 years. Under the Commission’s oversight, the country has developed a
robust, comprehensive pipeline grid that moves natural gas supplies from distant
producing areas to consuming regions. Based on its decades of experience in siting
natural gas pipelines and in siting hydropower projects and associated
transmission lines, the Commission has developed comprehensive, efficient
processes that provide for public notice and extensive public participation,
including participation by affected states.
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The Commission’s existing transmission siting authority is limited. The Energy
Policy Act of 2005 gave the Commission authority to site and permit interstate
electric transmission facilities to relieve congestion under limited circumstances
and only within geographic areas designated by the Secretary of Energy as
national interest electric transmission corridors. However, the United States Court
of Appeals for the Fourth Circuit has recently held that the limited authority
granted by Congress to the Commission to review and site facilities needed to
transmit electric energy in interstate commerce is not available in situations where
a state agency has timely denied an application for a proposed project, regardless
of how important the project may be in relieving congestion on the interstate grid.
The court’s ruling is a significant constraint on the Commission’s already-limited
ability to site appropriate projects to transmit electricity in interstate commerce.
To date, no applicant has sought Commission authority to site transmission
facilities under this law.

Congress should consider the question of how best to exercise its authority over
interstate commerce to ensure that the necessary transmission facilities are built in
a timely manner to deliver location-constrained renewable power to customers.
Federal siting authority would be helpful even if limited only to transmission
facilities needed to reliably meet renewable energy goals and only in those cases
where the states have had an opportunity to address a proposal in the first instance.
1t is clear, however, that without some broader federal siting authority, it is
unlikely that the Nation will be able to achieve its renewable energy goals.

Planning. Effective regional and inter-regional transmission planning will
improve reliability, reduce congestion, increase the deliverability of existing
power supplies, and identify investments necessary to integrate significant
potential sources of renewable energy that are constrained by a lack of adequate
transmission capacity or facilities. Increasingly, such planning must look beyond
the needs of a single utility or even a single state to examine the grid requirements
of the entire region. The Commission has recognized the need for improvements
in transmission planning. To improve the coordination of transmission planning
among utilities, it required all public utility transmission providers to establish and
participate in open and transparent regional transmission planning processes
(Order No. 890, February 2007). The Order No. 890 regional planning processes
are in their second year, and the Commission is reviewing how well those
planning efforts are working, is monitoring implementation, and will be looking
for ways to improve the regional planning processes.

Meeting our national energy goals will require building on such regional planning
initiatives and expanding their scope. Iurge the Congress not to be distracted by
the false choice between so called “bottom-up” and “top-down” planning models.
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It is indisputable that local and sub-regional planning and coordination must
continue, addressing such issues as smaller upgrades that must proceed in a timely
way, without awaiting regional or inter-regional review. But to achieve greater
benefits and efficiencies, we must also create a structure that includes coordination
on an inter-regional basis, which will facilitate, for example, the development of
facilities to transport electric energy from areas rich in renewable energy resources
to load centers or the deployment of key smart grid equipment and systems. The
American Recovery and Reinvestment Act of 2009 includes funding of an initial
analysis to implement this approach through the appropriation of $80 million to
the Department of Energy to conduct, in consultation with the Commission, a
thorough resource assessment for each interconnection to facilitate regional
transmission planning. Going forward, Congress could help by clarifying the
Commission’s authority to ensure that state and regional planning is consistent
with national energy goals. I recommend, however, that any new transmission
planning requirements be harmonized with, rather than supplant, planning efforts
already taking place at the regional, state and local levels.

Cost Allocation. Renewable energy resources such as wind, solar, and geothermal
are usually found in large quantities at dispersed locations remote from load
centers. For this reason, there are often high costs associated with developing
transmission facilities needed to deliver power from such resources. If the
resource developer or the host utility is compelled to bear all of the cost of these
transmission facilities, they may not be developed.

Under Federal Power Act sections 205 and 206, the Commission ensures that
public utilities’ (investor-owned utilities) rates, terms and conditions of
transmission service in interstate commerce are just, reasonable, and not unduly
discriminatory or preferential. This responsibility includes setting rates for
recovering the costs of new transmission facilities built by public utilities. At
present, the Commission has greater ability to assign such costs over broad
geographic areas where there is a regional transmission organization (RTO) or
independent system operator (ISO).

If Congress determines that there are broad public interest benefits in developing
the transmission infrastructure necessary to accommodate the Nation’s renewable
energy potential, and therefore that in some cases it may be appropriate for the
costs of transmission facilities needed to meet our renewable energy potential to
be fairly spread to a broad group of energy users (for example, across a region or
multiple regions), then Congress should consider clarifying the Commission’s
authority to allocate such transmission costs to all Joad-serving entities within an
interconnection or part of an interconnection where it is appropriate to do so. Of
course, the Commission would need to ensure, as it does today, that the costs are
allocated fairly to the appropriate entities and that regions work together to
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develop cost allocation mechanisms that garner broad support. However, I urge
the Subcommittee to avoid including unduly restrictive language on cost allocation
in any new legislation, particularly language that would impose a requirement to
calculate the precise monetary benefits expected to accrue from a new
transmission facility. Rather, Congress should maintain the Commission’s
flexibility to address cost allocation for each facility under the facts and
circumstances presented.

1t is important to acknowledge that appropriately allocating the costs of
transmission facilities to connect remote resources will not disrupt the
implementation of state resource policies or disadvantage local renewable or
demand resources. Rather, a fair cost allocation will eliminate a barrier to the
development of new, clean resources and thus will facilitate competition, which
should ensure that utilities may access least-cost resource options to meet state and
national environmental, economic and security goals. Development of the
necessary transmission infrastructure will enable those resources options to reach
load centers, and, as discussed below, ensure that they may do so without
jeopardizing the reliability of the system. The issue is not how to choose between
nearby renewable resources and more distant renewable resources: we need both.
The issue is ensuring that costs are allocated fairly, sending the right economic
signals without unduly impeding development of location-constrained resources.

Conclusion

In summary, to achieve the Nation’s renewable energy goals, Congress and federal
and state regulators, including the Commission, must address in a timely manner
the issues of transmission planning, transmission siting and transmission cost
allocation. Congressional action on all three of these related areas, particularly
siting and cost allocation authority for transmission infrastructure needed to
deliver high quality, location-constrained renewable energy, would provide greater
ability to achieve these important goals. I recognize that the concepts we are
discussing today can seem threatening or overreaching to some and that the
Commission’s actions have not always been perceived as benevolent. I recognize
that we need to retain state and local expertise and authorities that are critical to
everyday grid operations and regulation, but we also need to expand regional and
national cooperation. We are not seeking to usurp local prerogatives but to make
sure the Nation's electricity grid is prepared to meet the challenges and realize the
opportunities of the 21st century. There are elements of the various bills under
development in the Senate and the House that address the matters I have

discussed, and I would be happy to answer follow-up questions in writing about
the specific provisions in those bills.
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Thank you for the opportunity to appear before you today to provide my insight as
you consider [egislation to provide a regulatory framework for tackling the
challenging energy issues that we face. [ stand ready to work with Congress, state
and federal regulators, industry, and other stakeholders on these important issues.
I would be happy to answer any questions you may have.
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Mr. MARKEY. Thank you, Mr. Wellinghoff, very much.

Our next witness is David Coen. He is the first vice president of
the National Association of Regulatory Utility Commissioners. Mr.
Coen has also served as a member of the Vermont Public Service
Board since 1995 and has continued. He has served in a variety of
regional and national leadership positions, including the Chair of
the Consumer Affairs Committee of the New England Conference
of Public Utility Commissioners.

We welcome you, sir. Whenever you are ready, please begin.

STATEMENT OF DAVID C. COEN

Mr. COEN. Good morning, Chairman Markey, Ranking Member
Upton and members of the subcommittee. My name is David Coen.
I am a member of the Vermont Public Service Board. I also serve
as the first Vice President of the National Association of Regu-
latory Utility Commissioners, also known as NARUC.

I am honored to have this opportunity to appear before you this
morning and offer a State perspective on transmission. In addition,
I would like to thank Representative Welch for his kind introduc-
tion and his service to our State. He is certainly my favorite Con-
gressman from Vermont.

At the State level, we deal with transmission planning and siting
requests regularly. And I can tell you that the issues and concerns
are not policy or procedural, but multifaceted and do not lend
themselves to a one-size-fits-all solution.

State commissioners are obligated to act deliberately to ensure
that any new projects will benefit the public. This means regulators
must determine whether a demand response, energy efficiency or
perhaps a local renewable energy source is more appropriate than
putting steel transmission towers in the ground.

A major impediment to siting energy infrastructure is the great
difficulty in getting public acceptance. As a country, we want our
electricity to be affordable, reliable and increasingly clean. But we
also want to ensure that transmission infrastructure does not im-
pact our quality of life.

Public hearings on transmission lines are always packed with
concerned ratepayers and landowners with nearly all of them in op-
position to the project. I can assure you that no level of Federal in-
volvement will make this go away. Still, the State and local level
provides an important venue for all parties to be heard. State regu-
lators know the geography and citizenry better than any Federal
agency can. Our processes are transparent and give all parties a
voice. What some interests may consider roadblocks or impedi-
ments we consider due process.

Let me say a few words about what we are doing in Vermont.
Vermont has a transmission planning process that analyzes poten-
tial transmission constraints over a 20-year horizon and considers
various alternatives, including distributor generation and targeted
energy efficiency programs that would address any identified reli-
ability issues. The process ensures that solutions to transmission
constraints serve the long-term needs of consumers at the lowest
cost.

After decades without any major transmission investment, the
public service board has approved three major transmission
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projects from 2005 through 2008, with total projected capital in-
vestment over half a billion dollars. At the regional level, these dec-
ades without any major transmission investment, nearly $4 billion
of transmission infrastructure has been placed in servicing New
England since 2002.

Despite the activity on the State and regional level, there is mo-
mentum in Congress to provide the Federal Government with
broader transmission authority, although we are just 4 years re-
moved from the enactment of the Energy Policy Act of 2005. EPAct
gave the Federal Energy Regulatory Commission “backstop” siting
authority in specific areas designated by the Department of En-
ergy. Not enough time has passed to determine whether this law
needs to be revisited, but the Congress is addressing this issue nev-
ertheless.

NARUC recently updated our transmission policy in anticipation
of Federal action. We believe that a bottom-up State- and regional-
driven approach is the most appropriate model going forward,
while we are not convinced that the case has been made for ex-
panded Federal authority.

If Congress chooses to act, we recommend the following prin-
ciples:

Any such additional authority granted to FERC by the legislation
allow for primary siting jurisdiction by the States and provide the
FERC’s backstop siting authority be as limited as possible;

In no event should FERC be granted any additional authority
over the siting or construction of new interstate transmission lines;

In no event should FERC be granted any additional authority to
approve a new interstate transmission line that is not consistent
with a regional transmission plan developed in coordination with
affected State commissions or other siting authorities or regional
planning groups;

In no event should FERC be granted any additional authority to
approve a new interstate transmission line unless there is already
in place either a cost allocation agreement among all the States
through which the proposed project will pass governing how the
project will be financed and paid for, or a FERC-approved cost allo-
cation rule that covers the entire route of the proposed project;

In no event should any legislation allow FERC to preempt State
authority over retail rate-making, the mitigation of local environ-
mental impacts under State authority, the interconnections to dis-
tribution facilities, the siting of generation or the participation by
affected stakeholders in State and/or regional planning processes;
and

In no event should any legislation preempt existing State author-
ity to regulate bundled retail transmission services.

In conclusion, the electric transmission system must have the ca-
pacity to meet the growing energy needs of the Nation regardless
of the generation source. The solutions to the challenges will not
come quickly or easily and will require the cooperation of all stake-
holders including State and Federal governments.

Thank you and I look forward to your questioning.

Mr. MARKEY. We thank you very much.

[The prepared statement of Mr. Coen follows:]
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1t is the long-standing position of NARUC that Congress should not expand Federal authority
over transmission siting, either through amendments to the Federal Power Act or through other
Federal legislation, should Congress choose to expand FERC’s current authority over the siting
and construction of new interstate transmission lines, we recommend that Congress incorporate
the following principles into such legislation:

* Any such additional authority granted to FERC by the legislation allow for primary siting
jurisdiction by the States, and provide that FERC’s “backstop” siting authority be as
limited in scope as possible;

e Inno event should FERC be granted any additional authority over the siting or
construction of new intrastate transmission lines;

* In no event should FERC be granted any additional authority to approve or to issue a
certificate for a new interstate transmission line that is not consistent with a regional
transmission plan developed, in coordination with affected State commissions or other
designated State siting authorities, and other regional planning groups, that covers the
entire route of the proposed project;

+ In no event should FERC be granted any additional authority to approve or to issue a
certificate for a new interstate transmission line unless there is already in place either (1)
a cost-allocation agreement among all the states through which the proposed project will
pass that governs how the project will be financed and paid for; or (2) a FERC-approved
cost-allocation rule or methodology that covers the entire route of the proposed project;

¢ Inno event should any such legislation allow FERC to preempt State authority over retail
ratemaking, the mitigation of local environmental impacts under State authority, the
interconnection to distribution facilities, the siting of generation, or the participation by
affected stakeholders in State and/or regional planning processes; and

¢ Inno event should any such legislation preempt existing State authority to regulate
bundled retail transmission services.
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Good morning Chairman Markey, Ranking Member Upton and Members of the

Subcommittee:

My name is David Coen, and I am a member of the Vermont Public Service
Board (PSB). I also serve as First Vice President of the National Association of
Regulatory Utility Commissioners (NARUC). Today I will be testifying on behalf of
NARUC and where noted, the Vermont PSB. T am honored to have the opportunity to
appear before you this morning and offer a State perspective on “transmission” in general

and specifically on federal siting, regional transmission planning, and cost allocation.

NARUC is a quasi-governmental, non-profit organization founded in 1889. Our
membership includes the State public utility commissions serving all States and
territories. NARUC’s mission is to serve the public interest by improving the quality and
effectiveness of public utility regulation. Our members regulate the retail rates and
services of electric, gas, water, and telephone utilities. We are obligated under the laws
of our respective States to ensure the establishment and maintenance of such utility
services as may be required by the public convenience and necessity and to ensure that
such services are provided under rates and subject to terms and conditions of service that

are just, reasonable, and non-discriminatory.

There are many challenges to resolve prior to the development of the much-
needed growth in the transmission system that is so vital to reliable electric service, our

economic growth, and our national security. Without increased capacity in the
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transmission grid, our ability to develop the energy resources necessary to meet current
and future demand may be jeopardized, particularly as many States and the federal
government implement policies that limit greenhouse gas emissions and increase our
reliance on renewable generation. Even with robust energy efficiency efforts, such as
those in Vermont, significant upgrades will be necessary in order to meet growing
demand and to improve access to renewable generation. Solutions to the current
transmission challenges facing us are not quick, simple, non-contentious, inexpensive,
nor, in some cases, obvious. Finding and implementing solutions will require

cooperation by, not confrontation among, the various stakeholders.

NARUC recently adopted an updated resolution on transmission policy and I have
attached it to this testimony. The discussions leading to this policy resolution were
difficult and I bring this to your attention in an effort to illustrate that the nation’s utility
regulators are well aware of the issues and complications surrounding transmission
policy. These issues are extremely sensitive within our organization precisely because
they do not lend themselves to simple or even consensus solutions. The debate on these
issues tends to follow regional differences and NOT partisan or ideological divisions.
Siting, cost allocation, and planning issues are often controversial because in many

situations someone’s gain comes at someone clse’s expense.

While it continues to be the long-standing position of NARUC that Congress should not
expand Federal authority over transmission siting, either through amendments to the Federal

Power Act or through other Federal legislation, should Congress choose to expand FERC’s



32

current authority over the siting and construction of new interstate transmission lines, we

recommend that Congress incorporate the following principles into such legislation:

Any such additional authority granted to FERC by the legislation allow for primary siting
jurisdiction by the States, and provide that FERC’s “backstop” siting authority be as

limited in scope as possible;

In no event should FERC be granted any additional authority over the siting or

construction of new intrastate transmission lines;

In no event should FERC be granted any additional authority to approve or to issue a
certificate for a new interstate transmission line that is not consistent with a regional
transmission plan developed, in coordination with affected State commissions or other
designated State siting authorities, and other regional planning groups, that covers the

entire route of the proposed project;

In no event should FERC be granted any additional authority to approve or to issue a

certificate for a new interstate transmission line unless there is already in place either (1)
a cost-allocation agreement among all the States through which the proposed project will
pass that governs how the project will be financed and paid for; or (2) a FERC-approved

cost-allocation rule or methodology that covers the entire route of the proposed project;

In no event should any such legislation allow FERC to preempt State authority over retail

ratemaking, the mitigation of local environmental impacts under State authority, the
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interconnection to distribution facilities, the siting of generation, or the participation by

affected stakeholders in state and/or regional planning processes; and,

» In no event should any such legislation preempt existing State authority to regulate

bundled retail transmission services.

Background

The Energy Policy Act of 2005 (EPAct 2005) required the Department of Energy
(DOE) to conduct a study of electric transmission congestion one year after the
legislation was enacted, and every three years thereafter (language was included in the
recently signed “stimulus” legislation modifying the DOE congestion study process).
After considering alternatives and recommendations from interested parties, DOE must
issue a report, based on the study, which may designate any geographic area experiencing
electric energy transmission capacity constraints or congestion that adversely affects

consumers as a National Interest Electric Transmission Corridor (NIETC).

The first DOE Congestion Study was issued on August 8, 2006. On April 26,
2007, the DOE issued two draft NIETCs: the Mid-Atlantic Area National Corridor (some
or all counties in Delaware, Ohio, Maryland, New Jersey, New York, Pennsylvania,
Virginia, West Virginia, and the District of Columbia); and the Southwest Area National
Corridor (seven counties in southern California, three counties in western Arizona, and
one county in southern Nevada). On October 2, 2007, DOE finalized the designations of

both NIETCs: the Mid-Atlantic Area National Interest Electric Transmission Corridor
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(Docket No. 2007-0OE-01); and the Southwest Area National Interest Electric
Transmission Corridor (Docket No. 2007-OE-02). DOE affirmed the NIETC designation

orders on March 10, 2008.

EPAct 2005 gave federal backstop siting authority of certain electric transmission
facilities, based upon the process outlined above, to the Federal Energy Regulatory
Commission (FERC). Upon NIETC designation by DOE, FERC may issue permits to

construct or modify electric transmission facilities if FERC finds that:

(1) A State in which such facilities are located does not have the authority to approve
the siting of the facilities or to consider the interstate benefits expected to be
achieved by the construction or modification of the facilities;

(2) The applicant is a transmitting utility but does not qualify to apply for siting
approval in the State because the applicant does not serve end-use customers in
the State; and

(3) The State with siting authority takes longer than one year after the application is
filed to act, or the State imposes conditions on a proposal such that it will not

significantly reduce transmission congestion or it is not economically feasible.

To issue a permit, FERC must find that proposed facilities:

(1) are used for interstate commerce;

(2) are consistent with public interest;
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(3) significantly reduce transmission congestion in interstate commerce;
(4) are consistent with national energy policy; and,

(5) maximize the use of existing towers and structures.

Siting

A major impediment to siting energy infrastructure, in general, and electric
transmission, in particular, is the great difficulty in getting public acceptance for needed
facilities. This tells us that no matter where siting responsibility falls — with State
government, the Federal government, or both, as prescribed in the EPAct 2005 — siting

energy infrastructure will not be easy and there will be no “quick fix” to this situation.

During the EPAct 2005 debate, NARUC opposed the “backstop siting” provision.
NARUC’s position prior to passage of EPAct 2005 was, and continues to be, that to have
the greatest economical and environmental benefits transmission facilities should not be
nationalized but rather should be approached on a regional basis. Just as States have a
role in the siting of interstate highways, States need to continue having an active role in

transmission decisions.

As Congress considered EPAct 2005, NARUC expressed deep concern with the
language that eventually became Section 1221. At that time, NARUC opined that the
language could in essence overrule legitimate State agency concerns and laws with regard

to how a State ruled on a transmission project. The language would then permit FERC to
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overturn, or indeed, ignore the decision and preempt State law and actions. As reflected
in recent litigation, our initial observations and fears were accurate. In Piedmont
Environmental Council v. FERC, the Fourth Circuit overturned FERC’s expansive
interprétation of its backstop siting authority in NIETCs. The court followed FERC
Commissioner Suedeen Kelly’s dissent to Order 689, and held that section 216 of the
Federal Power Act (which gives FERC backstop siting authority if a State “withheld
approval for more that one year”) clearly does not give FERC siting authority when a
State affirmatively denies a siting permit application within the year. Now, members of
Congress and FERC, and their supporters, sce the current energy and climate legislation
as an opportunity to reverse the Court’s decision by providing FERC blanket authority to

overturn well-reasoned State decisions made in good faith.

In our comments on the FERC rulemaking which inspired the court action,
NARUC said it expected the backstop siting authority to have limited applicability
because the majority of the State commissions have the authority to approve or deny
proposed transmission projects within their jurisdictions and State commissions are
frequently allowed to address the interstate benefits of proposed projects. Furthermore,
many State statutes require a petitioner to obtain a certificate of public convenience and
necessity, or some other similar certificate, from a State commission before constructing
transmission facilities regardless of whether the applicant provides electric service to

end-use customers. In its comments, NARUC proposed that:



37

1. FERC clarify that federal backstop siting authority under FPA Section 216
is only triggered when the State Commission fails to or cannot actin a
timely manner;

2. FERC clarify how it will apply the federal backstop criteria;

3. The proposed rule be revised to implement the due process requirements
of the statute; and,

4. The Final Rule adopted should incorporate a reference and deference to
extensive siting records developed at the State level to prevent duplication

and confusion.

The Final Order gave the States one full year to consider a transmission line siting
application before the federal pre-filing process begins. The intent is to avoid conducting
“parallel proceedings” ~ where a State commission and FERC would be considering a
siting application at the same time. If such “parallel proceedings” were allowed, that
process would create ex parte and prejudgment concerns under State law. Such a
situation could potentially result in an applicant “gaming” the siting process by
purposefully filing a deficient application to the State with the hopes of starting the one-
vear federal clock and precluding adequate State consideration of the application.
NARUC did not appeal the FERC backstop siting rule and our members have generally

been attempting to work within the framework of the EPACT 05 backstop provision.

10
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While the American Clean Energy and Security Act, as reported out of
Committee, does not include expansion of federal preemption on siting, our membership
is troubled that some in Congress think it necessary to begin consideration of changing
the siting provision that was just established in EPAct 05. This provision has not been
given an appropriate amount of time to ascertain whether or not it can, will or is working.
We are pleased, however, to see that a growing number of House and Senate members
are becoming increasingly concerned with the potential for federal government

preemption in the siting of electric transmission.

If Congress does anything on siting, it should affirm the Fourth Circuit decision
by clarifying that if a State turns down a transmission line proposal for good reason and
within a reasonable timeframe FERC should not be able to second guess the State. FERC
Commissioner Suedeen Kelly correctly reasoned that it was incomprehensible that
Congress intended FERC to override timely State decision. In addition, it only seems fair
that the one-year clock for State action needs to be suspended whenever a federal agency

is the cause for the State delay in a permitting decision.

Planning

State Commissions are acutely aware of the necessity and process of regionally
planning transmission projects. In all sections of the country where there is a regional

planning process, State Commissioners and their staffs are participants in the process.

11
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For example, Title IV of the American Recovery and Reinvestment Act of 2009
required the formation of an Eastern Interconnection Planning mechanism, and provided
the Department of Energy with $80 million for this effort and included provisions for
State participation in this study. The Western Interconnect has a model for promoting
interconnection wide planning under the Western Governors Association and

Commissioners in the Eastern Interconnect are developing a similar process.

Commissioners from the Eastern Interconnect met on May 15, 2009, to decide
how to create a mechanism for State involvement. The May 15 group determined that it
is important for States, regulatory commissioners and Governors’ offices, to play a
leadership role in Eastern Interconnect planning process. To that end all 39 states and the
District of Columbia have been invited to send a delegate from their State Commission
and Governor’s office to a meeting later this month in Washington to organize State

participation in the Eastern Interconnect wide planning process.

Let me to say a few words about Vermont and New England as it relates to
transmission planning and investment. I think it underscores the rich environment that
can develop as States and regions work to ensure that needed transmission projects get
built and can be used to complement State, regional, and national goals for developing

clean and renewable energy resources, while preserving and enhancing reliability.
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Vermont has a transmission planning process that analyzes potential transmission
constraints over a 20-year horizon and considers various alternatives, including
distributed generation and targeted energy efficiency programs that would address any
identified reliability issues. The process ensures that solutions to transmission constraints
serve the long-term needs of consumers, at the lowest cost. In addition, the Vermont
planning process is an integral part of a six-State regional planning framework known as
the Regional System Plan. This is a dynamic process and State plans are updated on a
three-year cycle and contribute to the ISO New England (ISO-NE) Regional System
Plan, which is updated annually. These planning efforts provide a forum for States and
participants to collectively analyze regional system needs. This process has proven

successful and is delivering needed investment.

In Vermont, after decades without any major transmission investment, the Public
Service Board has approved three major transmission projects from 2005 through 2008
with total projected capital investment of over a half a billion dollars. At the regional
level, after decades without any major transmission investment, nearly $4 billion has
been placed in service since 2002. These Vermont and New England regional projects

were needed to meet system reliability needs.

Going forward, the regional planning efforts are broadening to focus on creating
greater access to renewable resources. ISO-NE indicates that the combined New York

and New England regions hold more than 100 projects representing over 12,000 MW of
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new wind resources in their interconnection queues. At the request of the New England
Governors, ISO-NE is assisting the region in the development of a regional blueprint for
transmission development to access on-shore and off-shore renewable resources.
Coordinated planning efforts between ISO-NE and the NYISO are underway to enhance
the development of wind potential in the combined region. We expect these planning
efforts to also consider options for accessing the many large renewable and non-carbon

resource proposals from neighboring provinces in Canada.

State and regional planning efforts are now focused on using these planning
efforts to develop plans and strategies for accessing the bounty of renewable resources
that, while often distant from load, are close to New England and hold the promise for
affordable delivery of clean and renewable energy resources. State and regional planning
efforts are contributing toward both reliability and accessing clean energy resources.
Where planning efforts like these efforts in New England are successful and are

triggering needed investments, federal preemption authority should be limited.

In summary, Vermont and New England have a robust transmission planning
process. On May 11, 2009, the Northeastern governors sent a letter to the House and
Senate leadership requesting that any federal legislation on transmission siting preserve
State and regional oversight and review. Consistent with the Governors’ letter, my
testimony supports the concept that our regional and state planning provides a sound

framework for addressing our transmission needs.

14
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Cost-Allocation

State regulators are concerned about transmission reliability, adequacy, and the
costs required to support the development of robust competitive wholesale markets. The
investment that is needed to upgrade the transmission grid in order to support expanded
wholesale power markets will cost billions of dollars. Notwithstanding the general
benefit to the wholesale electric marketplace of encouraging the construction of new
generating capacity and its interconnection to the grid, it is also important to provide
proper price signals to encourage optimal demand response and promote economic and
efficient expansion of the grid and siting of generation. The FERC has in the past
adopted transmission pricing policies that generally provide for the direct assignment of

costs to the parties causing the costs.

FERC Order No. 2000 stated the "[m]arket designs that base prices on the average
or socialization of costs may distort consumption, production and investment discussions
and ultimately lead to economically inefficient outcomes." FERC has departed, in some
instances, from a transmission pricing policy that provides for the assignment of costs to
the cost-causative parties. In general, NARUC supports efficient pricing policies that
result in the economic use and expansion of the transmission system to support a robust
wholesale electricity market. We recognize that investments needed to maintain the
reliability of the existing transmission systems should continue to be recovered through

rates charged to all transmission users. We advocate that the cost of upgrades and
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expansions necessary to support incremental new loads or demands on the transmission
system should be bome by those causing the upgrade or expansion to be undertaken,
except that FERC should not preclude the assignment of interconnection cost to the
general body of ratepayers within a State when that State's regulatory body determines

that such allocation is in the public interest.

A robust regional electric transmission system is an essential prerequisite to
support both reliability and the market function allowing more generators to reach loads
and compete directly for wholesale sales to such loads in order to increase competition
among generation suppliers and meet national goals for renewable generation and energy
independence. A new rate design is needed that will facilitate the construction of the
strong transmission backbone required to support the nation’s wholesale electric markets,

future increases in renewable generation capacity, and reliability.

In conclusion, the electric transmission system must have the capacity to meet the
growing energy needs of the nation, regardless of the generation source. The solutions to
the challenges will not come quickly or easily. These solutions will require the
cooperation of all stakeholders, including State and federal governments, and must not
require ratepayers to bear the entire financial burden with the entire reward allocated to
the owners of generation and/or transmission. Thank you and I look forward to your

questions.
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N A R u C

National Association of Regulatory Utility Commissioners

Resolution Regarding Possible Federal Legislation Amending the
Federal Power Act Addressing Expansion of Transmission Facilities

WHEREAS, the siting of electric transmission facilities has historically been subject to the
exclusive jurisdiction of the States; and

WHEREAS, it is in the States’ interests to ensure that adequate electric transmission facilities are
constructed to meet the needs for economic and reliable utility service; and

WHEREAS, it continues to be the long-standing position of the National Association of
Regulatory Utility Commissioners (NARUC) that Congress should not expand Federal authority
over transmission siting either through amendments to the Federal Power Act or through other
Federal legislation; and

WHEREAS, Section 216 to the Federal Power Act, cnacted as part of the Energy Policy Act of
2005, provided the Federal Energy Regulatory Commission (FERC) with limited “backstop”
transmission siting authority; and

WHEREAS, it is anticipated that within the next few months, Congress will be considering
possible amendments to the Federal Power Act that will provide FERC with expanded authority
over the siting and construction of new interstate transmission lines; be it therefore

RESOLVED, that in connection with any proposed legislation introduced in the current session
of Congress that would expand FERC’s current authority over the siting and construction of new
interstate transmission lines, the Association and its Washington staff recommend that Congress
incorporate the following principles into such legislation:

+  That any such additional authority granted to FERC by the legislation allow for primary
siting jurisdiction by the States, and provide that FERC’s “backstop” siting authority be as
limited in scope as possible;

+  That, in no event should FERC be granted any additional authority over the siting or
construction of new intrastate transmission lines;

»  That, in no event should FERC be granted any additional authority to approve or to issue a
certificate for a new interstate transmission line that is not consistent with a regional
transmission plan developed, in coordination with affected State commissions or other
designated State siting authorities, and other regional planning groups, that covers the entire
route of the proposed project;

- That, in no event should FERC be granted any additional authority to approve or to issue a
certificate for a new interstate transmission line unless there is already in place either (1) a
cost-allocation agreement among all the states through which the proposed project will pass
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that governs how the project will be financed and paid for; or (2) a FERC-approved cost-
allocation rule or methodology that covers the entire route of the proposed project;

+  That, in no event should any such legislation allow FERC to preempt State authority over
retail ratemaking, the mitigation of local environmental impacts under State authority, the
interconnection to distribution facilities, the siting of generation, or the participation by
affected stakeholders in state and/or regional planning processes; and

«  That, in no event should any such legislation preempt existing State authority to regulate
bundied retail transmission services.

Sponsored by the Committee on Electricity
Adopted by the NARUC Executive Committee
March 10, 2009
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Mr. MARKEY. I am now going to turn to Congresswoman Baldwin
to introduce our next witness.

Ms. BALDWIN. Thank you, Mr. Chairman.

I am pleased to welcome a very special constituent to our hearing
today. In 2007, Governor Jim Doyle appointed Lauren Azar to the
Wisconsin Public Service Commission. As a commissioner, she has
played a leading role in confronting the challenges associated with
transmission development. Just yesterday the Wisconsin PSC sited
a very significant transmission line.

Lauren also serves as President of the organization of MISO
States where she is leading a regional planning and cost allocation
effort for developing electrical transmission over the Midwest ISO
region, which includes 13 States and one Canadian Province.

Prior to her appointment to the Wisconsin PSC, Commissioner
Azar worked as an attorney and practiced extensively in the areas
of electric and water utilities representing both ratepayers and util-
ities. She helped create the Nation’s first stand-alone transmission
company, American Transmission Company, otherwise known as
ATC, and helped to site a 210-mile extra-high-voltage line in Wis-
consin and Minnesota.

In addition to all of these credentials, I can also tell you that I
know what she eats for breakfast and what she grows in her vege-
table garden because for those of you who don’t know, Lauren is
also my partner. And it is a thrill and a very proud moment to
have her here to testify based on her significant expertise on the
issues before us.

I welcome her to our subcommittee.

Ms. AzAR. Thank you, Congresswoman.

b Mr. MARKEY. We welcome you. Whenever you are ready please
egin.

STATEMENT OF LAUREN L. AZAR

Ms. AZAR. Thank you, Mr. Chairman, Ranking Member Upton,
and the members of the subcommittee. Thanks for inviting me to
appear at this hearing on the future of the grid. And my primary
messages for today are, number one, before a transmission grid can
be cost effectively planned, Congress must define the goals for that
grid; number two, States with technical assistance from the re-
gional and utility transmission engineers should plan the grid and
site transmission lines; three, Congress should define the frame-
work through which the States will design and site the grid—if the
States fail, then it is appropriate for the Federal Government to
step in; and four, Congress should agree to do no harm by not se-
lecting a specific grid design or technology and by not selecting a
specific cost allocation.

As to point number one, Congress should define the goals. The
renewable energy standards and carbon limits that Congress may
set will define the generation portfolio that our Nation will need to
develop. With clear identification of RES and the carbon mandates,
the States can begin designing the transmission grid that is nec-
essary for that generation portfolio.

Point number two, States should develop the plan and site the
lines. There are a variety of reasons why a State-led process will
lead to better results than a federally led process, and these rea-
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sons include, first, State commissions have the ultimate responsi-
bility for retail electric rates; second, planning must accommodate
State choices for generation in demand side programs, the distribu-
tion decisions that they have made; third, planning must incor-
porate the designs for the existing State transmission and distribu-
tion systems; and lastly, State decision-making allows more com-
plete public information, participation, and acceptance.

Point number three, Congress should define the process. Con-
gress could define the parameters for a State-led process. Such pa-
rameters could include the following:

Essentially, require the States to participate in regional planning
hnitiatives to design a grid that will meet the congressional man-

ates;

Set strict but reasonable deadlines for the planning product and
the siting of lines in that plan;

Ensure that parties who will profit from this grid build-out do
not make the decisions for that build-out; and

Lastly, if States do not complete the plan or the siting of the
lines in that plan, then the Federal Government should intervene.

Point number 4, Congress should do not harm. I ask you to take
a Hippocratic oath today, and such an oath would require you not
to do two things. Number one, do not pick technologies or plans.
While the moniker “transmission superhighway” sounds good, de-
pending on the goals of Congress it may not be what we need. I
suspect one-size-fits-all solutions such as the 765 grid overlay will
not be cost effective, will likely be oversized and will harm some
areas.

As an aside, the parties who are advocating for a 765 grid over-
lay are the very parties that will make a lot of money off of that
plan.

And the second point about not doing harm is, do not select a
specific cost allocation for the grid. Because cost allocation should
be tailored to the plan developed, Congress should not preselect
such an option. If Congress mandates a specific cost allocation, it
will be indirectly endorsing a specific type of design. For instance,
endorsing a so-called “postage stamp” which allocates the costs
evenly over a very large area is more appropriate for an alternating
current solution than a direct current solution.

In conclusion, I ask Congress to promptly set renewable stand-
ards and carbon limits so that the problem is defined. I also ask
that Congress essentially lock the States in a room and instruct
them to solve the problem within a specified time period.

The $80 million already appropriated under the ARRA will pro-
vide the funding necessary to conduct this endeavor. After being
locked in the proverbial room for a reasonable period of time, if the
States are unable to design a transmission grid meeting the con-
gressional mandates, then the Federal Government should step in.
The same framework should also be applied to transmission siting.

I see I still have 43 seconds, so I will quickly provide a quick
summary of some of the efforts that are currently happening with-
in the States as far as regional planning and siting. The chairman
and Congresswoman Baldwin already referenced one of them,
which is namely the organization of MISO States, and that is the
Midwest Independent System Operator. The States within that 13—
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State region and one Canadian Province are currently developing
a regional plan and cost allocation process, and we expect to have
that done by the end of the year.

More, I think, importantly to this committee’s work, in the
ARRA, Congress identified they wanted to have interconnection-
wide plans. And on May 15, leaders from the eight different regions
within the eastern interconnection met to begin the process of plan-
ning on a interconnection-wide basis. At the end of this month, we
expect to have all 40 States present at a meeting in which we will
begin to discuss just how we expect to go forward in that process
and what the States’ role should be in that process.

Thank you very much, Mr. Chairman.

Mr. MARKEY. We thank you very much for being here today and
for your testimony.

[The prepared statement of Ms. Azar follows:]



50

Testimony of Commissioner Lauren L. Azar
Public Service Commission of Wisconsin'
Before the House Committee on Energy and Commerce
Subcommittee on Energy and the Environment
United States House of Representatives
June 12, 2009

Introduction and Summary

Mr. Chairman and members of the Committee, thank you for the opportunity to
appear at this hearing on the “Future of the Grid.” There is no question that America is
facing new and mounting challenges in the way that we plan for and build electric
transmission lines. However, while I am certain that America is entering a new era of
energy policy, what this new policy will require of the transmission grid remains unclear.
This uncertainty is preventing the development of meaningful transmission plans.

Forthcoming energy policy may require that the grid be developed to deliver
significantly more renewable energy from remote locations to far-away electricity
customers. Additionally (or alternatively), imminent policy changes might require that a
significant amount of our energy come from no or low-carbon generation. To truly
debate the “Future of the Grid,” it is essential that Congress first identify the future of our
energy policy. Once Congress defines the goals that our transmission grid must meet,

then we can design that transmission grid. This hearing will identify a number of

! My appearance today should not be construed as a representation of any official position of the Public
Service Commission of Wisconsin (“PSCW™). 1 appear today as a member of the PSCW, but not on its
behalf. As a three member Commission, any position we adopt must garner the support of at least two
Commissioners, and the arguments 1 identify today have not been considered by the full Commission due
to time constraints.
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potential frameworks for ensuring our nation’s transmission grid is properly planned and
timely sited in light of changing policies.

I urge Congress to adopt a framework that maintains the initial responsibility for
the adoption of transmission plans and transmission siting on state and regional entities.
With clearly established mandates, goals and timelines, I believe that state and regional
transmission entities can develop and site the transmission facilities necessary to meet our
future energy needs. Indeed, I believe that plans that are developed and implemented by
state and regional entities will be better and more accepted than if the plans were
developed in Washington.

If Congress identifies the goals that states need to meet, and the states fail to
develop and site these transmission facilities in a timely manner, then I can agree that
more aggressive federal action will be necessary. However, I do not believe that we are
at that tipping point today.

Identifying the Problem

1t should be universally understood that it is difficult to solve a problem when you
don’t really know what the problem is. In the context of transmission planning and
siting, it is difficult to conclude that state planning and siting processes have failed to
address the transmission needs of the nation, since it is unknown what power the national
transmission grid is going to have to convey and from where.

As it stands today, the biggest impacts on the future of the transmission grid
remain largely unknown. Recent action by the House Committee on Energy and

Commerce makes it more likely that we will have a nation-wide renewable energy

2
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standard that will require electric utilities, by 2020, to meet 20% of their energy
requirements through renewable energy sources and energy efficiency. To the extent this
becomes law, it will have a dramatic effect on the transmission system that is needed,
since many of the largest population centers are located far from the most viable
renewable energy zones.

Additionally, this same proposal includes limitations to the amount of carbon
dioxide that certain entities, including electric generators, may emit. This policy change,
if enacted, will require the building of carbon-free or low-carbon emitting resources
along with the retirement of many existing generation facilities. These generation
changes will also have a significant impact on what type of transmission grid will be
needed to meet this national goal.

Without a clearly defined problem, it cannot be expected that states (or the federal
government) will be able to identify and adopt regional solutions. For example, it will be
easier for a region of states to agree on the need and location of a large, multi-state
transmission line if they knew that it was necessary to meet a mandated national
renewable energy standard. When I work with colleagues from other states, we spend
much of our time trying to guess what the mandate might be, and less on how we will
meet that mandate. With clear identification of the mandates, we can begin the work of
solving the transmission problems necessary to meet those mandates.

Stated more bluntly, planning to integrate renewable, low-carbon or carbon-free

resources will be dramatically more effective if all the parties knew the mandates and the
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timelines that apply. I encourage Congress to act quickly to answer these questions so
that transmission planners and policymakers can narrow their sights.

We Are Facing New Challenges

States are currently facing the challenges of implementing renewable energy
standards and evaluating their generation portfolios in light of carbon constraints. These
challenges are relatively new to policy-makers, utilities and transmission planners.
Historically, transmission planning was an exercise in reliability forecasting. Under this
paradigm, a utility would evaluate the reliability and the adequacy of the grid to deliver
capacity to customers within their service territory. This discrete function has changed
dramatically in the last decade.

The development of wholesale energy markets and central dispatch of generation
requires transmission planning to perform the reliability analysis over a much larger
footprint while also accounting for economic and uneconomic congestion. In this
context, transmission planning has evolved rapidly from simply needing to overcome
certain contingencies (i.e., line outages), to identifying an optimal grid to move energy
through multi-state networks.

Presently, transmission planning in areas with state-sponsored renewable energy

standards and greenhouse gas initiatives” is making another paradigm shift. Planning

% There is some irony in the context of today’s hearing. The fundamental question at issue here is the
power balance between state and federal authority as it relates to planning for and siting a transmission
grid that will fulfill certain policy goals. There is a suggestion that states cannot accomplish this goal in a
timely manner. The irony is that many states have actually adopted renewable energy requirements and
have entered into greenhouse gas accords, and are taking action to develop transmission to support those
state policies. At the same time, the federal government continues to consider similar renewable and
climate-related policies. Given that states have already proven to be effective laboratories of energy

4
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now begins with identifying the type, size and location of generation and then designs the
transmission lines necessary to carry that power to electricity customers.” In this new
paradigm, generation and transmission planning have become intertwined.  The “Future
of the Grid” is going to largely depend on the placement of new generation facilities, for
example, the placement of large wind farms. The placement of these generators will be
largely made by state-level policy-makers, and not transmission engineers. Thisis a
major shift in the role of transmission planners, and one that will create new challenges
for policy-makers and planners alike.

There are also challenges involved with the uncertainty of who will pay for the
new transmission infrastructure necessary to meet these identified policies. Most current
transmission tariffs were developed to address reliability with those who benefit the most,
paying the most for the grid improvements. The beneficiary metric for reliability
improvement on an AC system rightly places most of the cost allocation on ratepayers
most proximate to the new transmission line.

These reliability driven tariffs may not make the most sense for new transmission
needed to tie remote generation to distant electricity customers. Indeed, the Midwest
Independent System Operator (Midwest ISO or MISO) is working right now to modify a

tariff for generation interconnection to make sure that wind generation located in sparsely

policy, Congress should look to the states to provide the initial answers on transmission planning and
siting once the appropriate national policies are finalized.

? It is a misconception to suggest that, on an alternating current (AC) system, you can move an electron
from Point A to Point B. In an AC system, power flow cannot be actively controlled and it will follow
the path of least resistance. Extra high-voltage AC systems must have a sufficiently robust underlying
system in place to ensure that power flows efficiently.  This is contrasted with a direct current (DC)
system where power flow of the line can be actively controlled and directed.

5
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populated areas does not disproportionately increase electric rates in places like North
Dakota. How costs are allocated is a responsibility of both the state regulators and the
FERC.

Changing policies are creating new challenges with respect to transmission
planning and cost allocation, and it is essential that energy policy be resolved quickly to
remove the uncertainty.

Some States Are Already Taking Action

Despite the fact that there are many unknowns about our energy future, there are
several examples of states that recognize we are pivoting to a new energy world. These
examples show that states can work collaboratively amongst themselves to design and
site transmission facilities that will enable tomorrow’s energy policy.

First, there are several states taking action to respond to state-based renewable
energy requirements and goals. Given the problem that many renewable resources are
located far from the customers that need the energy, some states are collaboratively
identifying renewable energy zones and the transmission infrastructure needed to export
the energy from those zones.

My home state of Wisconsin offers a good example of a changing state
perspective. Currently, all three of the Commissioners from the Public Service
Commission of Wisconsin (PSCW) are engaged in at least one forum to discuss regional
transmission development. The PSCW Chairman Eric Callisto is working with
Commissioners and Governors from a five-state region to identify prime renewable

energy zones and develop transmission plans associated with them. My other colleague,

6



56

Commissioner Mark Meyer, is working with the Midwest Governors Association in their
transmission collaborative.

I am currently chairing a Cost Allocation and Regional Planning (CARP) initiative
formed by the Organization of MISO States (OMS). In January of this year, this group of
13 states in the Midwest ISO, began an initiative to prepare a regional transmission plan
and a cost-allocation to pay for that plan. At this time, CARP has identified a variety of
future scenarios to model, including scenarios that assume increased renewable
requirements and increases in smart grid technology. Also, for the first time, at the
request of CARP, the Midwest ISO will be modeling a scenario that sets a cap on the
amount of carbon emissions. This is a significant policy shift, and one that is being led
by state regulators.

On top these efforts, in the recent American Reinvestment and Recovery Act
(ARRA), Congress directed $80 million to the Department of Energy (DOE) to conduct
resource assessments and provide technical assistance for eastern and western
interconnection-wide planning. At this point, DOE is planning to release requests for
proposals for this planning. The Regional Transmission Organizations (RTOs),
Independent System Operators (ISOs) and the transmission planning authorities from the
southeastern states have met to discuss their potential collaboration for the Eastern
Interconnection planning. Concurrently, I have been working with regulators and
representatives from Governors® offices throughout the 40-state region to organize and

develop a strategy for state involvement in this process. Our first meeting of all 40 states
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will occur at the end of this month. These are unprecedented steps toward state
collaboration in the field of transmission planning.*

I recognize that these examples may be unique and that some states may not
embrace a planning process the way Wisconsin has.® But these situations evidence that
states can address transmission development issues and these ongoing efforts cannot be
characterized as failure. Indeed, I believe that we are witnessing the start of a
transformation in the role that states play in regional transmission planning and
development.

State Leadership on Transmission Planning and Siting Is Preferable

There are a variety of reasons why a state-led process will lead to better results
than a federally-led process. First, state commissions have the ultimate responsibility for
retail electric rates and are therefore keenly aware of how the costs of interstate
transmission lines will flow to the ratepayers of their states and will be able to ensure that
ratepayers are not overburdened by transmission decisions. Second, transmission
planning must accommodate state choices with respect to generation portfolios and the
complementary demand-side programs. This issue will only be magnified if carbon
constraints are implemented, since some states will be impacted more by this policy

change than others. Third, state regulators and their staffs are better situated to identify

* FERC also recently announced plans to hold regional conferences this year to obtain information on
current planning processes as well as information about potential improvements to those processes to
ensure that there will be sufficient and reliable energy supplies. I look forward to seeing beneficial
outcomes from these outreach efforts.

* Wisconsin's success in this area is demonstrated by the fact that between 2001 and the end of this year,
there will be approximately $2.5 billion in new transmission infrastructure, which includes over 1,700
miles of new or upgraded transmission lines.
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and address transmission upgrades such that they do not harm or require excessive
upgrades to existing facilities.

Finally, having represented a transmission company in the past, and now as a state
regulator, I know that one of the most important components of actually constructing a
transmission line is to ensure that there is sufficient buy-in from those who will be
affected most by the lines — those who will have to live with a line in their community.
State decision-making allows more complete public information, participation, and
acceptance.

Whenever I have to make a decision about a power plant or transmission line, I
make sure I recognize that, while the structure will be a benefit to society as a whole,
some people have to bear a greater burden for that societal good. Iam not so naive to
suggest that this recognition will fully mitigate the burdens some people bear, and I know
that there will never be 100% buy-in when a transmission line is constructed. However, |
firmly believe that if these decisions were to be made in Washington, those individuals
that have to bear these burdens would feel they have less opportunity for participation in
the process and there would ultimately be less acceptance of the result.® Significant state

participation in the planning and siting process will mitigate this concern,

¢ This same logic applies to the decisions that will have to be made based on the policies adopted by
Congress, including the retirement of some, if not many, generation facilities that emit significant carbon
dioxide. The decision to retire these plants, which will be inevitable, will also carry negative economic
impacts to many communities. When made close to home, with ample opportunity for local input, these
decisions will be more acceptable to those communities.

9
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Congressional Leadership Can Enhance State and Regional Planning Efforts

As identified above, I believe that there needs to be a strong state role in
transmission planning and siting. Once Congress identifies what energy policy will
require of the transmission system, ongoing state and regional planning efforts should
have the opportunity to address these policies. A strong state role will lead to greater
acceptance of what will likely be significant construction of transmission facilities.

Congress can and should play an important role in bolstering and catalyzing state
efforts by setting clear mandates and guidelines as well as strict deadlines for state and
regional transmission planning efforts. If these planning efforts fail to meet these
mandates or deadlines, Congress can set up additional backstop authority for federal
agencies to take action and ensure that projects identified in the regional planning efforts
move forward. This framework will require states to work quickly and efficiently to
meet our future energy requirements.

Examples of the type of leadership that would be helpful include the following:

* A mandate for state-led transmission planning efforts that requires
participation in regional planning processes. Those states that choose not to
participate will have to abide by the outcomes identified by states participating
in the process.

» Strict but reasonable timelines for the preparation of regional transmission
plans.

* A requirement that transmission plans be determined by neutral parties that
work in the public interest and not by utilities or developers who have a duty to
their shareholders.

+ Timelines for siting approval of transmission projects that are identified in
regional plans.

10
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e Clear and powerful backstop authority for federal action to plan for, approve
and site transmission lines that are identified as vital in the state-led
transmission planning process.

With specific guidelines in place, state and regional transmission planning entities
can realize the benefits of state action and identify cost-effective transmission facilities
that will carry out national energy policies. Many of the proposals pending before
Congress recognize that states can bolster the planning and siting process. Any
Congressional action should ensure that States have the opportunity to act before full
federal preemption is considered.

What Congress Should NOT Do

1 encourage committee members to take a “Hippocratic oath” with respect to
transmission planning and development to, first, do no harm. Pursuant to this oath, it is
critical that any federal transmission legislation be agnostic as to the technologies that
may be employed to meet our transmission policy goals. The fact is, meeting policy
requirements and energy needs in the most cost-effective ways may require the use of
many technologies, some of which may not even be known to us now. If Congress
identifies particular technologies at the start, this is likely to result in a grid that will be
insufficient to meet our energy needs, one that is untested and fails, or one that is too
robust and overly expensive. Transmission planners need to have all options available to
them as inputs if we expect to have the most optimal outputs.

Currently, there is discussion that a large, high-voltage alternating-current overlay

is the proper solution to move renewable energy from western states to eastern ones.
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While this option is certainly one that transmission planners should consider, I cannot say
today that it would create an optimal solution.

As an example, an extra high-voltage 765-kV AC overlay may or may not be the
best option to move renewable energy across America. If this option were mandated
today, there may be unintended consequences for many places along the route of that
line. In the AC system, energy will flow along the path of least resistance; therefore a
765-kV line is going to require that much of the underlying grid between the start and
terminus of the line be upgraded as well. In Wisconsin, the American Transmission
Company has designed a 345-kV grid for most of our state. Should a 765-kV overlay be
brought into our state, it will undermine our very deliberate design efforts to date.
Wisconsin will be forced to significantly buildup our underlying grid in order to accept
the larger voltage lines. If the goal is to move energy from a remote source to far-away
electricity customers, there may be lower cost options that will not require unnecessary
upgrades to the existing grid.

Flexibility is also necessary with respect to cost allocation issues. Some advocate
for widespread use of a cost allocation called a “postage stamp,” where the cost of a new
transmission facility is spread to all ratepayers over a large geographic footprint. Postage
stamp allocation is usually proposed in concert within the framework of an AC overlay,
because it alleviates the tedious and contentious inquiry of identifying specific cost-
causers and beneficiaries of the new line. This is a difficult exercise when dealing with
an AC overlay, but identifying cost-causers and beneficiaries is simplified if DC lines are
used. Mandating a specific cost allocation may have unintended negative consequences.

12
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To determine the best solutions, transmission planners should not be constrained
in their choices. Therefore, at this point, neither Congress nor federal agencies should
require the use of a single technology or the adoption of a single cost allocation
methodology.

Additionally, it is critical that those charged with determining the “Future of the
Grid” not be tied directly to the profits that may flow from the development of a
particular technology or a particular transmission project. Decisions that are made ina
transparent manner, by unbiased parties, are likely to result in better solutions that will be
more accepted. This is true of the decision-making made by the members of this
Committee, and it will be true in the context of electric generation and transmission
planning as well.

Conclusion

The future of our electric transmission grid is going to largely depend on the
decisions that Congress makes with respect to America’s energy future. I urge members
to move quickly and decisively on these issues so that we can narrow our focus to
develop a grid to meet those policies. At that time, I believe that Congress should turn
toward state and regional transmission development initiatives, many of which are
already underway. With clear goals, mandates and timelines, these entities can identify
and site the generation and transmission facilities that will make our energy future a
reality.

Thank you again for the opportunity to testify on this issue. I look forward to

answering any questions you may have.
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Mr. MARKEY. Our next witness is Paul Hibbard. He is the Chair-
man of the Massachusetts Department of Public Utilities. Chair-
man Hibbard previously worked for the Massachusetts Department
of Environmental Protection.

We welcome you, sir. Whenever you are ready, please begin.

STATEMENT OF PAUL J. HIBBARD

Mr. HiBBARD. Thank you, Mr. Chairman. I also want to thank
the members of the subcommittee for inviting me here today to talk
to you about this critical topic.

On behalf of Governor Deval Patrick and the Commonwealth of
Massachusetts, I want to thank you all for your leadership in ad-
dressing our energy challenges and global climate change, and for
your wisdom in addressing both at the same time in the ACES leg-
islation. We support your efforts and encourage Congress to move
forward with the ACES legislation expeditiously.

On transmission, we think that ACES has got the transmission
planning and siting question exactly right. In its current form, it
presents a measured and sensible approach that supports the con-
tinued and vital primary role of State and regional resource plan-
ning in siting efforts and expands the role of FERC to coordinate
regional planning across a broader geographical footprint and with
an added focus on national energy policy. But most importantly, it
does so without jeopardizing the critically important role of com-
petition in wholesale energy markets.

In contrast, I have serious concerns with the more aggressive
proposals that have been put forward to expand Federal authority
in transmission planning and siting. At their core, these proposals
appear to put FERC in three roles:

First, in the role of requiring the development in a short period
of time of interconnection-wide plans like the JCSP, ostensibly to
access renewable resources;

Second, it puts FERC in the role of deeming transmission in-
cluded in such plans as needed for the public convenience and wel-
fare triggering the siting override and eminent domain authorities;
and

Third, it puts FERC in the role of approving or imposing the allo-
cation of associated costs on a broad basis across all load.

Under these proposals, FERC’s traditional authority is expanded
to where it becomes a de facto central planning authority to select
and direct the build-out of renewable generating resources across
the Nation, potentially diminishing the development of the abun-
dant level of demand reduction and renewable resources that are
available at the local level in all of our regions.

Developing renewable resources locally is a top priority for the
Commonwealth, as I am sure it is for States across the country. We
believe that renewable resources in our State and along the eastern
seaboard, both onshore and offshore, represent one of our Nation’s
most promising yet underdeveloped renewable resources, sources of
energy.

While offshore wind installation costs currently exceed those of
onshore installations, these resources are much closer to our load
centers. And research and development efforts that are focused on
reducing costs and improving reliability promise to make offshore
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wind competitive with distant but onshore wind farms on a deliv-
ered cost of power basis.

As regional onshore projects move forward and offshore wind
moves into commercialization in the United States, they all must
have the opportunity to compete on an even playing field with the
onshore and more remote sources of renewable power and not be
disadvantaged by upfront transmission subsidies.

The threat that unsubsidized local renewables would be unable
to compete in fact has been taken very seriously in our region and
beyond. A bipartisan group of 11 Governors representing every
coastal State from Maine to Virginia, as well as Vermont, recently
joined together to raise these concerns in a letter to the committee
chairman.

A top-down central planning process is in stark contrast to how
free markets are supposed to operate. In our region and at the di-
rection of FERC, to ensure fair competition, all generating re-
sources, renewable or otherwise, are responsible for all develop-
ment costs, including the costs of environmental compliance and
the costs of delivering their power reliably to load. In this competi-
tive market context, it is the lowest-cost provider, based upon the
price at retail, that prevails ensuring that society’s electric reli-
ability and environmental goals are met at the lowest possible cost.

Notably, this is the design principle under ACES, where the
prices offered by fossil fuel resources will be higher and less com-
petitive due to the additional marginal costs associated with pur-
chasing carbon allowances, and the price offered by renewable re-
sources will be lower and more competitive due to the additional
marginal revenues associated with the generation of renewable en-
ergy credits andother incentives. In this framework there is no
need for a central planning decision to force development or to pick
the winning resources because, by definition, the cost of carbon al-
lowances and the value of renewable energy credits will rise to lev-
els that are needed to support the resources that must come on line
in order for our Nation to meet our carbon cap and our renewable
resource floor.

This is the way it is supposed to work and indeed has worked
in emission markets over the past couple of decades. By suggesting
that FERC needs to engage in resource planning to build trans-
mission to preselected renewable resources is to concede at the out-
set that the free market structure for emission control and renew-
able control contained in ACES will fail.

In my view, the more aggressive proposals for transmission legis-
lation, thus, are about much more than siting. They force the Fed-
eral Government into an administrative role of central renewable
resource planning, a role that I believe in the long run will damage
the operation of competitive markets, suppress the technological in-
novation and creativity that come from the operation of competi-
tion, and ultimately will result in our meeting our climate objec-
tives at prices to retail consumers of electricity that are higher
than they otherwise would need to be.

So I want to, again, thank the members of the committee for this
opportunity and look forward to questions

Mr. MARKEY. Thank you Mr. Hibbard.

[The prepared statement of Mr. Hibbard follows:]
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THE AMERICAN CLIMATE AND ENERGY SECURITY ACT
TESTIMONY OF PAUL J. HIBBARD
Chairman, Department of Public Utilities
Commonwealth of Massachusetts
before the

House Subcommittee on Energy and Environment, Committee on Energy and Commerce

Friday, June 12, 2009

Good morning, and thank you, Chairman Markey and members of the Subcommittee, for the
opportunity to testify before you today. On behalf of Governor Deval Patrick and the residents and
businesses of the Commonwealth of Massachusetts, I want to thank you for your leadership in
addressing our energy challenges and global climate change, and for your wisdom in addressing both
at the same time. The Commonwealth and the nation are fortunate to be able to tap your experience
and knowledge as we work together to craft an energy and climate policy for the 21st century.

We share your view that the time has come for bold action. We must commit ourselves to
unleashing the full potential of our nation to solve our energy and climate challenges while growing
a new clean energy economy. Your American Climate and Energy Security (ACES) Act makes this
commitment. I am here to offer our support for your efforts, and to encourage Congress to move
forward with the ACES legislation expeditiously.

We appreciate greatly the leadership of Chairmen Waxman and Markey in proposing a
comprehensive and forward-looking approach to addressing our energy and environmental
challenges, and agree with the measured and sensible approach in the proposed legislation regarding
transmission authorities — one that we believe upholds successful competition in regional energy
markets, and supports the continued and proven role of regional resource planning efforts, while
expanding the role of FERC in coordinating such regional planning across regions, and supporting
the development of interconnection-wide joint planning review.

But I am here today to strongly caution committee members against the temptation to add to the draft
legislation the more drastic step that has been proposed to expand the traditional transmission
authority of FERC well beyond transmission reliability and into resource planning and development,
particularly against the backdrop of the related efforts to rapidly deploy interconnection-wide
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transmission “superhighways,” such as that conceptualized in the Joint Coordinated System Plan
(JCSP). In our view, the expansion of FERC authority into centralized resource planning and
associated siting jurisdiction violates fundamental free market principles, is unwarranted from
energy or environmental policy perspectives, would diminish or eliminate the proven benefits of
competition in electricity markets, including the fostering of local renewable and energy efficiency
resources, and would strip states and indeed whole regions of critical policy authority over energy
resource planning.

At the outset, I want to recognize the appropriate level of jurisdiction that FERC does and should
have over transmission in interstate comumerce. The maintenance of robust transmission
infrastructure is critical to supporting competitive markets and ensuring the safe and reliable
operation of our interconnected transmission networks. FERC currently has, and should have,
backstop authority for siting interstate transmission projects that are needed to meet federally
enforceable reliability standards, or to address major existing transmission system bottlenecks.
When it comes te challenges to system reljability or significant congestion on the existing
transmission system, the federal government needs to step in when states do not act in a reasonable
timeframe. Given the recent Fourth Circuit court decision, it would be wise for Congress to address
the concerns of the court, and clarify FERC’s authority in this area.

But key to FERC’s authority on siting is its limitation to projects needed to maintain bulk power
system reliability. This is fundamentally different from what is proposed in draft transmission
legislation being floated in the House and Senate, which would dramatically expand FERC'’s siting
and - more significantly - planning authority to include new transmission that is not needed for
reliability, but instead is only needed to interconnect new generating resources to the transmission
network. While on its face this seems like a laudable goal, especially when linked to bringing
distant renewables to market, the practical impact is likely to lead to costly and inefficient results -
and would be a dramatic federal intervention of central-planning into currently successful regionally-
managed competitive energy markets. In short, federal decisions that dictate the generation that will
be used to meet electricity demands on a national basis from among all possible sources will
override the operation of competitive electricity markets, and squash state and regional efforts to
promote demand response, energy efficiency and local renewable resource development.

In contrast, we believe that renewable resources steered to market need to be those that are lowest
cost, as determined by testing all options within a competitive market framework, one that operates
subject to legislated emission caps and renewable resource tloors. I want to be clear; the
Commonwealth of Massachusetts recognizes that our need to address the carbon challenge is
paramount; but we will fail in this challenge if the path we choose to do so abandons the free market
principles that we rely on to maintain steady downward pressure on costs and upward support for
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technological innovation. FERC’s reliance on competition in wholesale electricity markets as a de-
facto determination that wholesale rates are just and reasonable is a lynchpin of these principles in
their application to wholesale electricity markets across the country, and deviation from competition
will come at a great cost to our nation’s electricity consumers.

In the world of electricity, there are three pillars that we must rely on to enable us to meet our
energy and environmental objectives at the lowest possible cost:

o First, we must continue the evolution of FERC’s oversight of wholesale electricity rates
across the country in a way that increases reliance on regional competitive market
structures to capture system efficiencies and to fairly allocate risks and rewards among
market participants and consumers. This includes expansion of short- and long-term
markets for energy, capacity, transmission rights, and ancillary services;

» Second, we must continue to meet our emission reduction goals through cap-and-trade
emission control programs that rely on allowance trading to meet established annual
emission caps through market-driven mechanisms that achieve lowest costs; and

» Finally, we should meet our renewable development objectives not through central
planning, but through market-based minimum portfolio standards that establish an
incremental monetary value for renewable generation, though the sale of tradable
renewable energy credits in regional and, hopefully, national markets.

In every instance, the guiding principle is for legislators and regulators to set the rules, and then
leave it to the creativity of the marketplace to produce the most efficient - and least cost -
compliance path. The Energy and Commerce Commitiee has done this many times and it has
yielded impressive results. Indeed, this is the very framework encompassed in the Waxman-Markey
legislation — we applaud you for this approach, and urge you to maintain it.

To understand my concern regarding the risk to free markets and competition in the various
proposals for central transmission planning, it is instructive to consider the operation of existing
wholesale markets and the potential impact of the transmission superhighway vision.

Where competitive markets operate (and here I describe markets in the Northeast, but the principles
are the same in competitive markets across the country), new resource developers of all types
compete in a competitive capacity, energy and reserve markets to meet existing and future demand.
In New England, the market response has been overwhelming, with active and successful
participation by demand response and renewable resources. Well over 10,000 megawatts of demand
response and supply resources, including renewables, have responded to competitive market auctions
that seek just hundreds of megawatts of new demand. All of these resources compete to meet future
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demand in a manuer consistent with our underlying energy and environmental objectives.
Specifically, resources compete:

(1) with full internalization of the cost of NOx, SOz, and COz associated with national and
regional cap and trade programs - increasing the price offered by fossil-based resources;

(2) with full internalization of the value of renewable resources through the issuance and
trading of rencwable energy credits generated by state renewable portfolio standards -
decreasing the price offered by renewable resources; and

(3) with full internalization of all development costs, including the cost to transmit power
reliably to load. This last point is fundamental to the efficient operation of free and
competitive markets, placing all competing entities on an equal footing, and removing
development risks from captive ratepayers, and placing it with the development and financial
communities ~ precisely the entities most able to manage such risks over time.

In this way, evolution of our region’s power system happens in a manner that meets our states’
energy and environmental policy goals, but does so at delivered prices to ratepayers that are driven
to their lowest possible levels by competition.

By contrast, proposed legislation to expand central planning and siting authorities would enable, and
in effect require, that FERC approve, site, and allocate to ratepayers the costs and risks associated
with building transmission to connect some types of generation, with insufficient consideration of
what this means to the prices consumers pay at the end of the line. Combined with the
interconnection-wide vision embraced by the JCSP, this approach would lead to a direct subsidy for
distant resources only, on a discriminatory basis, thus eliminating the level playing field that exists
in regional markets. This will needlessly increase electricity prices to consumers, and most
importantly would seriously derail the development of local and regional energy efficiency, demand
response and renewable resource alternatives. This would be a bad outcome for consumers, and for
meeting long-term environmental objectives alike.

The impact of such a scheme would be significant, and long-lived. By way of example (again using
the Northeast context here), how might it have this effect? Recall that in New England we have
over 10,000 MW of demand response, renewable, and traditional resources competing in a market
that has a need for only 1,000 to 2,000 MW of new resources over the next couple decades, and has
less than 30,000 MW of existing demand. 1f FERC, with its new resource planning authority,
moves quickly on a major transmission buildout as conceived in the Joint Coordinated System Plan,
this would, as a result of a single, non-market planning decision, dump on the order of several
thousand MW of resources into New England along new high-voltage lines. This would wipe out
the need for new resources in our region for decades, dramatically reduce opportunities for new
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local resources to compete with existing resources to meet existing demand, and by flooding the
market could seriously diminish market prices for energy, capacity, and reserves (even though such
price reductions would not benefit consumers, as they would be offset by transmission development
costs that are embedded in pass-through transmission rates).

Over the past few years, one thing has become clear: the development of new energy efficiency,
demand response, and local renewable resources in market regions relies critically on energy,
capacity and reserve market revenues to attract investor interest, fund development and maintain
profitability. The expansion of central resource planning and the subsidization (through allocation of
transmission costs to captive ratepayers) of distant generation thereby present the very real scenario
of crushing the market value of local and regional conservation and renewable resource
development. This will unintentionally disfavor local renewables which are near load centers (even
though their total all-in delivered cost might well be lower), because we will effectively give a free
ride to the distant renewables since they will not have to bear the cost of their transmission
investments in their delivered costs.

On a very practical level, while in our region we have abundant land-based renewables that stand
ready to compete, it is also worth mentioning one potential casualty of the focus on Midwest
resources and FERC planning authority could be the most promising advanced emerging energy
technology available to our country today. The very best wind resource in our country - from the
perspectives of resource size, distribution, capacity factor, reliability, proximity to population
centers, and minimization of environmental impact - is located a short distance off the major load
centers of the East Coast. For sure, offshore wind turbine installation may currently cost more than
on-shore wind development, but better wind resource economics, decreasing unit costs with
increased development opportunities, and the absence of the need for cross-country transmission
could make offshore wind competitive with remote wind farms. The higher cost of construction
may well be more than offset by the markedly lower cost of transmission. In short, offshore wind
should and must have that opportunity to compete on a delivered energy cost basis - and not be
disadvantaged by transmission subsidies for other forms of renewable power generation. Given the
sheer magnitude of this resource potential so close to our nation’s major load centers, and the
opportunity to have it developed incrementally, disbursed geographically, and through many
different interconnections along the coast (improving power system reliability), we would miss an
enormous opportunity to not focus aggressively on its development, and we would be making a
grave mistake to preclude its development by overwhelming local markets with a high volume of
power from distant generation sources.

Recognizing the abundance of on-shore and off-shore renewable development potential in the
Northeast, the New England Governors have been working cooperatively, and with ISO-New
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England, to develop a New England Governors’ Energy Blueprint (Blueprint). The Blueprint
analyzes the development of up to 12,000 MW of on- and off-shore wind and other renewable
development potential in the region, and will review (1) potential transmission pathways for such
development, (2) the existing state-by-state competitive procurement and long-term contracting
mechanisms that can provide the revenue certainty needed for development efforts, and (3) state and
potentially joint regional procedures to facilitate the siting of associated interstate transmission lines.
The Blueprint effort is a joint cooperative planning effort coordinated by the region’s Governors,
energy offices, and public utility commissions, and is being carried out in close cooperation with the
regional system operator.

I recognize that support is building for transmission from wind projects in Texas and the Dakotas to
load centers thousands of miles away. Bringing renewable energy to market from remote sources
should certainly be one option for meeting our clean energy needs. But if we are to meet those
needs in the most economic and responsible way, such resources must compete on a fair and equal
basis with demand-side and renewable resource alternatives within each region - based on the price
of power at the point of consumption, including all transmission and other development costs. And
the path to this result starts from the bottom up - at the level of state and regional planning, policies,
and markets. The role of FERC in this planning exercise should be focused on and limited to
coordination and information sharing between regions, and facilitating the development of formal
interregional analyses. In strongly endorsing this approach, the bill put forth by Chairmen Waxman
and Markey got it exactly right.

In contrast, without recognizing these fundamental market principles, proposed legislation to expand
federal siting authority is not simply about transmission siting, but something far more. It will
effectively strip states and regions of their resource planning functions, eliminate them as
laboratories for the development of innovative low-carbon alternatives, seriously damage the
function of competition in regional electricity markets and, in so doing, drive up electricity prices
unnecessarily.

Thus I urge you to focus not on an expansion of FERC’s authority over resource planning, or the
build out of a massive ransmission system focused on one set of pre-determined renewable
generation resources, but rather to retain the basic approach to federal oversight of regional planning
coordination outlined in the Waxman/Markey draft legislation. We can then focus on how to direct
funding and assistance in a way that brings the best and most economic and promising renewable
resources to market, in the context of local resource availability and regional system planning. This
will lead to the most effective use of government research and development assistance dollars,
preserve the competitive market foundation for electricity resource additions, minimize the cost of
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electricity to consumers, and leave in place an appropriate level of state and regional review of
electricity infrastructure development.

Many of the concerns I have mentioned today are shared in a letter to Chairmen Waxman and
Markey supported by a bipartisan groups of 11 Govenors representing every coastal state from
Maine to Virginia (Appendix A). The Governors recognized the high value of local development of
on and offshore renewable resources in the East, and urged Congress to avoid a central planning
solution and instead create strong, fair and efficient markets for efficiency and renewables, consider
long-term contract mechanisms to support the competitive development of renewable resources
based on the delivered price of electricity, encourage regional plans to promote local renewable
resources and offshore renewable development, and evaluate expansion of the federal investment tax
credit. 1 urge you to consider the measures recommended in the Governors letter, and to refrain
from a more planning-focused approach that would likely be a more costly and inefficient path to the
development of renewable resources in our country.

1 want to thank you again for this opportunity to comment, and would be happy to follow up with
the Committee in whatever manner is most helpful.
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APPENDIX A

LETTER OF THE EASTERN GOVERNORS ON
RENEWABLES AND TRANSMISSION PLANNING
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Mr. MARKEY. Now we have one final, very important witness rep-
resenting the Western State Governors, who I think we should all
hear from before we cast our vote on the floor on the last vote of
the day. Then we will reassemble after that roll call. But I think
since we are all here right now that we will hear from Rich Halvey,
who is the Energy Program Director for the Western Governors’
Association and representing those Western Governors before this
subcommittee today.

We welcome you, sir. Whenever you are ready, please begin.

STATEMENT OF RICHARD HALVEY

Mr. HALVEY. Thank you, Mr. Chairman, members of the com-
mittee; thank you for the invitation to testify here today.

Over the last 8 years, the Western Governors’ Association has as-
sumed a strong leadership role in defining policies for transmission
planning, cost allocation and regional cooperation. In 2002, a pro-
tocol governing cooperation among State and Federal agencies in
the siting and permitting of interstate transmission lines in the
Western United States was developed and signed by the WGA, the
Departments of Energy, Interior and Agriculture, and the Council
on Environmental Quality.

In June 2006, the Western Governors’ Association published a re-
port that explained that while vast resources, renewable resources,
exist throughout the West, many reside in remote areas without
ready or cost-effective access to transmission. Lack of transmission
access was and remains the greatest impediment to the rapid de-
velopment of utility-scale, renewable, rich resource areas.

In April 2008, the Western Governors partnered with the United
States Departments of Energy, Interior and Agriculture and the
Federal Energy Regulatory Commission to create the Western Re-
newable Energy Zones project. This project will ultimately identify
those areas with the highest potential for large-scale, cost-effective,
renewable energy development across the Western region and the
high-voltage transmission that would ensure this electricity can be
delivered to demand centers.

This coming Monday, the Western Governors’ Association will be
releasing the project phase one report quantifying the potential of
the richest renewable resource areas.

WGA will continue to work on the project over the next 2 years.
We are partnering with utilities and the Western Electricity Co-
ordinating Council to evaluate transmission needs to move power
from preferred renewable energy zones. We will be working to im-
prove the integration of wildlife and environmental values in deci-
sions on the development of generation and transmission associ-
ated with these renewable energy zones.

Ultimately, we will propose conceptual transmission plans to
move electricity from the most desirable zones to markets. We will
work with load-serving entities to coordinate purchasing for the de-
sirable renewable energy zones and to foment interstate coopera-
tion for renewable energy generation and transmission.

The Western Governors support the development of interconnec-
tion-wide transmission plans. However, if the Federal Energy Reg-
ulatory Commission is given the authority to approve such plans,
Congress needs to set explicit criteria by which FERC evaluates
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these plans. At a minimum, statutory criteria should require that
the States approve electricity future scenarios to be studied and ap-
prove interconnection-wide plans corresponding to the future sce-
narios.

Even with the success of our past efforts, the Western Governors
recognize that we need help from the Congress. I will mention four
positions the Governors have consistently emphasized as necessary
elements of transmission planning, cost allocation and regional co-
operation where legislation will be critical:

First, the Federal Government should be responsible for ensuring
that near-term projects proposed to serve large geographically con-
strained low-carbon resource areas are adequately sized to meet
long-term needs. When we know future demand will materialize,
action by the Federal Government to correctly size lines will help
projects capture economies of scale in building transmission and
avoid environmental impacts from the construction of multiple
lines to the same area. We propose that the Federal Government
pay for the incremental cost of building higher capacity lines to
these areas.

Second, Congress should redirect the implementation of sections
1221 and 368 of the Energy Policy Act of 2005 to preserve impor-
tant transmission corridors and ensure the timely siting and per-
mitting of large transmission lines to move geographically con-
strained low-carbon generation. Specifically, once higher priority
zones and associated conceptual transmission have been identified,
Congress should direct Federal land management agencies to use
those results when evaluating and designating corridors.

Third, the Western Governors see little benefit in FERC pre-
empting State transmission line permitting processes. The major
hurdle for permitting transmission in the West has been securing
permits from Federal agencies. The implementation of Federal law
has resulted in lengthy and inflexible Federal permitting processes.
Enabling FERC to preempt State siting processes will not fix the
underlying problem.

I would like to mention the limited instances in which the Gov-
ernors could agree with FERC backstop siting authority.

It must be demonstrated that the transmission line is needed to
meet national carbon and renewable generation requirements; com-
ports with an interconnection-wide transmission plan; is right sized
to meet the long-term needs for geographically constrained low-car-
bon generation; is the lowest cost option to meet long-term needs
and where the State has failed to make a decision within a reason-
ably set statutory period.

Finally, the Western Governors believe the current system for
cost allocation in the West has worked well, and we believe it will
continue to be adequate for the future. The exception, of course,
would be the cost allocation as it applies to the kind of right sizing
we described.

We are attaching two letters to our testimony and we ask that
they be included, two letters that the Western Governors have sent
to the Congress in 2009 regarding transmission issues.

Thank you for the opportunity to talk with you today.Mr. MAR-
KEY. Thank you, Mr. Halvey, very much.

[The prepared statement of Mr. Halvey follows:]
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Chairman Markey, Representative Upton, and Members of the Committee:

My name is Richard Halvey. Iam the Energy Program Director for the Western Governors’
Association. Thank you for the invitation to testify today concerning electricity transmission.

May 2001 Transmission Summit

Over the last eight years, the Western Governors’ Association has assumed a strong leadership
role in defining policies for transmission planning, cost allocation and regional cooperation. In
May 2001, the Western Governors held a transmission summit that kicked off the first
interconnection-wide {ransmission expansion planning process in the West. This process has
been institutionalized at the Western Electricity Coordinating Council. Based on work initiated
at this summit, a protocol governing cooperation among state and federal agencies in the siting
and permitting of interstate transmission lines in the Western United States was developed and
signed in 2002 by WGA, DOE, DO, USDA, and the Council on Environmental Quality. This
protocol preceded the requirements for federal agency cooperation in the Energy Policy Act of
2005.

Clean and Diversified Energy Report

In June 2006, the Western Governors’ Association published “Clean Energy, a Strong Economy
and a Healthy Environment,” a report from the Clean and Diversified Energy Advisory
Committee. This report explained that while vast renewable resources exist throughout the West,
many reside in remote areas without ready or cost effective access to transmission. Lack of cost
effective transmission access was, and remains, the greatest impediment to the rapid
development of utility-scale, renewable-rich resource areas.

Western Renewable Energy Zones Project
In April 2008, the Western Governors partnered with the U.S. Departments of Energy, Interior,

Agriculture and the Federal Energy Regulatory Commission to create the Western Renewable
Energy Zones project. The Department of Energy has been the primary funder for this project.
This project will ultimately identify those areas with the potential for large-scale, cost-attractive
renewable energy development across the Western region and the high voltage transmission that
would ensure this electricity can be delivered to demand centers. By identifying the most
developable renewable resource zones throughout the Western Interconnection, load-serving
entities, transmission providers, and state regulators will be able to make more informed
decisions about the costs of renewable power, the optimum transmission needed to move
renewable power to consumers, and which entities might have the potential to form partnerships
for developing transmission to access renewable energy. By promoting a regional perspective,
we can blunt the potential balkanization of renewables markets, while respecting each state’s
primary jurisdiction in siting generation and transmission facilities. We can pave the way for
interstate collaboration on the permitting of multi-state transmission lines and more equitably
allocate and recover the costs of new transmission.

This coming Monday, the Western Governors” Association will be releasing the project Phase 1
report quantifying the potential of the richest renewable resource areas. In the next two years,
WGA will work on three more phases of the project. We are partnering with utilities and WECC
to evaluate transmission needs to move power from preferred renewable energy zones. We will
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be working to improve the integration of wildlife and environmental values in decisions on the
development of generation and associated transmission associated with thesc renewable energy
zones. Ultimately, we will propose conceptual transmission plans to move electricity from the
most desirable zones to markets. We will work with load serving entities to coordinate
purchasing from the desirable renewable energy zones and to foment interstate cooperation for
renewable energy generation and transmission.

Federal Cooperation and Partnership

Western Governors support the development of interconnection wide transmission plans.
However, if the Federal Energy Regulatory Commission is given the authority to approve such
plans, Congress needs to set explicit criteria by which FERC evaluates these plans. At a
minimum, statutory criteria should require that the states approve electricity future scenarios to
be studied and approve interconnection-wide plans corresponding to the future scenarios.

Even with the success of our past efforts, the Western Governors recognize that we need help
from the Congress. 1 will mention four positions the governors have consistently emphasized as
necessary elements of transmission planning, cost allocation and regional cooperation where
legislation will be critical.

First, the federal government should be responsible for ensuring that near-term projects proposed
to serve large, geographically constrained, low carbon resource areas are adequately sized to
meet long-term needs and will preserve options for correctly sizing transmission projects in the
future. Trying to increase the capacity of an already constructed transmission line is both
difficult and expensive. When we know future demand will materialize, action by the federal
government to correctly size lines will help projects capture economies of scale in building
transmission and avoid environmental impacts from the construction of multiple lines to the
same area. We propose that the federal government pay for the incremental cost of building
higher capacity lines to these areas. This strategy will require federal legislation.

Second, Congress should redirect the implementation of sections 1221 and 368 of the Energy
Policy Act of 2005 to focus on expedited cooperative actions with states to preserve important
transmission corridors and ensure the timely siting and permitting of large transmission lines to
move geographically constrained, low carbon generation. Specifically, once high-priority zones
and associated conceptual transmission have been identified, Congress should direct federal land
management agencies, including the Departments of the Interior and Agriculture, to use the
results when evaluating and designating corridors.

Third the Western Governors see little benefit in FERC pre-empting state transmission line
permitting processes. The major hurdle for permitting transmission in the West has been
securing permits from federal agencies. Most importantly, efficient and expeditious processing
of permit applications across federal lands needs to be a priority with federal agencies. Still,
even where federal land management agencies have tried to make processing of right-of-way
permits a priority, the implementation of federal law has resulted in lengthy and inflexible
federal permitting processes. Enabling FERC to pre-empt state siting processes will not fix the
underlying problem. The governors believe there must be a way to protect wildlife and other
natural resources and still issue permits in a shorter time than the three to ten years we often see.
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The governors are serious about wanting to expand the use of renewable energy. To do that, we
must resolve the federal permitting issues.

The potential circumstances where the governors could agree with FERC backstop pre-emption
of state transmission siting laws would be in those very limited instances where the transmission
line:

s Is needed to meet national carbon and renewable generation requirements;

¢ Comports with an interconnection-wide transmission plan;

¢ Isright-sized to meet the long-term needs for geographically constrained, low-carbon

generation;
e Is the lowest cost option to meet long-term needs; and
®  Where the state has failed to make a decision within a reasonably set statutory period.

Finally, the western governors believe the current system for cost allocation in the West has
worked well and we believe it will continue to be adequate for the future. The exception, of
course, would be cost allocation as it applies to the kind of right sizing we described.

Wildlife Decision Support
An essential part of making energy siting and transmission decisions is consideration of wildlife

sensitivity. The Western Governors are working on development of coordinated state decision
support systems for wildlife. We believe these systems will be invaluable as we assess
renewable resource zones and transmission corridors. We believe it would be in the best interest
of the federal land agencics to work with us and to extend financial assistance as we develop
these systems.

We are attaching two letters the Western Governors have sent to Congress in 2009 regarding
transmission issues.

WGA stands ready to work on developing a strong transmission grid. In fact, we look forward to
it. Thank you for the opportunity to talk with you about transmission.
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January 27, 2009

The Honorable Nancy Pelosi The Honorable Harry Reid
Speaker, House of Representatives ~ Senate Majority Leader
H-232 §-221

‘Washington, DC 20515 Washington, DC 20510

The Honorable John Boehner The Honorable Mitch McConnell
House Minority Leader Senate Minority Leader

H-204 The Capitol $-230

Washington, DC 20515 Washington, DC 20510

Dear Speaker Pelosi, Majority Leader Reid, Minority Leader Boehner and
Minority Leader McConnell:

There is an urgent need to preserve the capability to transmit large
amounts of geographically constrained, low-carbon electricity generation to
distant population centers. Geographically constrained resources, such as
wind, solar and geothermal, cannot be moved to preferred locations on the
transmission system. While private industry and the states will be heavily
involved with planning for transmission expansion, it would be most
effective to do it in partnership with the federal government.

The efforts of Western Governors and others over the past eight years
have spurred an unprecedented number of major, long-distance transmission
expansion proposals. Most of these transmission proposals would tap the
very large and geographically constrained wind, solar and geothermal
resources of the West. We are concerned, however, that a traditional
approach to investment and siting will result in lines that are too small to
move substantial amounts of power generated from geographically
constrained, low-carbon resources. In fact, there are already proposals that
have reached a point where siting and investment decisions will lock in the
characteristics of the project at a level almost certainly insufficient for the
long-term. This is of particular concern as we face a future shaped by federal
standards regarding renewable generation and climate change.

The federal government should help ensure that near-term projects
are adequately sized to meet long-term needs and options are preserved to
correctly size transmission projects in the future. Appropriate and timely
action by the federal government will help projects capture economies of
scale in building transmission and avoid environmental impacts from the
construction of niultiple lines to the same area. Once a transmission line is
constructed, it is very difficult and expensive to increase the capacity of that
line.



80

The Honorable Nancy Pelosi
The Honorable Harry Reid

The Honorable John Boehner
The Honorable Mitch McConnell
January 27, 2009

Page 2

We believe the federal government should take the following actions now:

e Enact legislation to fund the upsizing of near-term transmission projects proposed to
serve large geographically constrained, low-carbon resource areas.

o Enact legislation to preserve the ability to expand, to their maximum technical
capabilities, other proposed projects to large geographically constrained, low-carbon
resource areas.

o Increase the borrowing authority and authorization for federal power marketing
administrations for transmission construction to move geographically constrained, low-
carbon generation.

» Provide that interest on bonds issued by or on behalf of states or Jocal governments to
finance transmission facilities in furtherance of developing geographically constrained,
low-carbon resources is exempt from federal income tax;

e Redirect the implementation of Sections 1221 and 368 of the Energy Policy Act of 2005
to focus on expedited cooperative actions with states to preserve transmission corridors
and ensure the timely siting and permitting of large transmission lines to move
geographically constrained, low-carbon generation.

In the West, there are major transmission projects to areas rich in geographically
constrained, low-carbon resources that have been evaluated assuming they will carry large
amounts of power. However, project sponsors are having difficulty justifying these high-
capacity lines because the focus of regulators is generally on meeting the immediate, foreseeable
needs of their customers. Public utility commissions are frequently limited to judging the
prudency of a proposed project based on the foreseeable benefits to the company’s ratepayers. It
is difficult to justify the additional cost to a company’s ratepayers of upsizing a line to meet
long-term national renewable and climate-change goals, especially if those goals are not yet
operational. Additionally, in the current economic climate there are new difficulties in securing
financing for transmission to meet long-term needs.

Unless the federal government provides the {inancial assistance to upsize these projects,
the lines will be built at a lower voltage. This means that limited transmission corridors will be
consumed by undersized lines and the economies of scale in transmission construction will be
Iost. When demand for geographically constrained, low-carbon energy within an area grows,
new lines will almost certainly be proposed to that same area, resulting in new environmental
impacts, potential land-owner opposition and regulatory delays. State action alone cannot
resolve this conundram.

The Western Governors' Association (WGA) proposes that the federal government pay
for the incremental cost of building higher capacity lines to geographically constrained, low-
carbon resource areas where we know future demand for transfer capacity will increase. In
return, the federal government would hold the rights to the newly created capacity. This
incremental capacity would be sold as the demand for transmission capacity from the renewable
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resource area increases. The proceeds from the sale of the incremental capacity would be used to
pay back the federal investment.

In the longer term, there is a need to preserve the capability to increase transfer capacity
in transmission corridors from areas with large amounts of geographically constrained, low-
carbon resources. To achieve this, the federal government should pay the relatively small cost of
acquiring wider rights-of-way and transmission towers capable of handling additional
transmission circuits in the future. Project sponsors would pay the cost of the underlying project.
When demand for additional transfers of low-carbon generation materializes, companies can
build out the remaining capacity on the project and pay back the federal government for its
investment to preserve the option to expand the line.

The federal government can help meet the need to move electricity generated from
geographically constrained, low-carbon sources by:

o fostering long-term regional transmission planning and using the results of such planning
in prioritizing the allocation of federal financial support for transmission;

e supporting state efforts to define renewable energy zones and the transmission needed
from those zones;

e refocusing the designation of energy corridors on federal lands to those transmission
corridors that will allow us to tap areas with large amounts of geographically constrained,
low-carbon resources; and

* redefining the processes for designating National Interest Electric Transmission Corridors
and for pre-empting states in permitting projects within such corridors by focusing on
interstate transmission needed to move geographically constrained, low-carbon
generation.

Our proposal relies on market participants, rather than federal agencies, to determine
where new transmission is needed to access geographically constrained, low-carbon generation.
The federal role should be limited to upsizing lines that are otherwise viable investments. The
federal government should be encouraged to partner with states rather than run roughshod over
state transmission siting processes. Federal backstop siting authority should be limited and
targeted only to interstate transmission needed to meet national renewable energy and climate
change goals in those cases where the states are not already doing so.

In the West, the foundation has been laid for the development of transmission necessary
to tap the region’s geographically constrained, low-carbon resources. FERC Order 890 helped
launch robust regional transmission expansion planning. State policies on Renewable Portfolio
Standards and greenhouse gas emissions have refocused the generation acquisition plans of load-
serving entities. WGA’s Western Renewable Energy Zones (WREZ) project and many effective
state REZ projects are providing the necessary information and tools that enable load-serving
entities, energy policy-makers and regulators to better understand their resource options. This
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foundation will be extremely valuable in meeting future federal goals related to renewable
energy and climate change. The additional actions we are proposing will build on this
foundation.

Western states believe the type of partnership we have outlined in this letter and in WGA
Policy Resolutions 08-8 and 08-9 will create the most expeditious path toward building the
transmission needed to meet state and national goals related to renewable energy and climate
change. We look forward to working with the Administration and Congress on this urgent issue.

Sincerely,

9, Y ans

g - \)g»_z}\’\»« /’/" L‘;",
# M. Huntsman, Jr. Brian Schwéitzer ot
Governor of Utah Governor of Montana {_ |
Chairman, WGA Vice Chairman, WGA N\

cc: The Honorable Barack Obama
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May 1, 2009

The Honorable Jeff Bingaman, Chairman
Senate Energy & Natural Resources Committee
304 Dirksen Senate Building

‘Washington, DC 20510

Dear Senator Bingaman:

On behalf of the Western Governors® Association, we urge the
federal government to take constructive action that will accelerate the
expansion of the electrical grid. Taking this action will enable the
development of transmission lines for low-carbon electricity generation to
meet national energy objectives and help stimulate economic activity at
the time of the nation’s serious economic slowdown. In November last
year, we conveyed our views on the critical elements of national energy
policy to then-President Elect Obama. In January, we conveyed our views
to Congressional leadership on the appropriate federal role in enabling the
development of transmission for geographically-constrained, low carbon
generation. Copies of both letters are attached.

Bills introduced recently in Congress are aimed at reforming
transmission development processes and highlight the urgent need to fill
the vacuum created by the absence of a comprehensive federal energy
plan. The adoption by the President and Congress of clear federal energy
goals will remove the uncertainties public and private utilities now face in
making generation choices and will help create the demand for new
transmission lines to access areas of low-carbon electrical generation for
existing and emerging markets. To be beneficial, any expansion of the
federal role in transmission development must be explicitly linked to the
need to achieve the clearly articulated national energy goals that the
President and Congress adopt as the nation’s leaders.

In the West, there are an unprecedented number of major proposed
ransmission expansion projects to move geographically constrained,
low-carbon generation to load centers. These projects are sponsored by
utilities, as well as independent transmission companies, and represent
billions of dollars of potential private investment that can be leveraged by
appropriate transmission plans and federal capital dedicated to clean
energy development, including loan guarantees and other incentives.
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In the West, the first step by the federal government should be a focus on and
commitment to expediting these major proposed transmission projects. We believe the
Administration and Congress should make a conscious effort fo develop, in coordination with the
WGA, a transmission road map to a new energy future in a manner that stimulates the rapid
deployment of proposed projects and avoids creating new impediments that might delay these
projects.

Such rapid deployment will not only lead to an acceleration of renewable energy delivery
as part of meeting the challenge of global climate change, but will also provide, through the
billions of construction dollars, a significant stimulus to the Western economy that will help
move our nation from the economic doldrums to a growing economy.

Federal transmission legislation needs to include clear national energy goals that will
reduce uncertainties for utilities and create the market demand necessary to enable cost-effective
transmission projects to move forward. Assuming clearly articulated national goals are in place,
Western Governors offer the following specific recommendations regarding the federal
government’s role in transmission development.

Transmission Planning

Western Governors support the development of interconnection-wide transmission plans.
If the Federal Energy Regulatory Commission is given the authority to approve such plans,
Congress needs to set explicit criteria by which the Commission evaluates these plans. Ata
minimum, statutory criteria should require that Governors within an interconnection approve
electricity future scenarios to be studied and approve interconnection-wide plans corresponding
to the future scenarios. For plans to be meaningful, legislation should require that federal agency
actions related to the development of transmission comport with Governor-approved
interconnection-wide transmission plans. These actions include FERC approval of incentives for
transmission investments consistent with Governor-approved plans, designation of energy
corridors across federal lands, prioritizing federal agency processing of applications for
transmission rights-of-way, and the allocation of federal financial support for transmission.

As the WGA Western Renewable Energy Zone (WREZ) project is finding, there is also
an urgent need to improve the understanding of the impacts of transmission and renewable
generation development on wildlife values. The federal government has an important role to
play in funding, helping improve the quality of information on wildlife impacts and avoiding or
mitigating those impacts.

Financing Transmission

As stated in our January 27 letter to Congress, the federal government should play a
major role in helping finance the “right sizing” of transmission to areas with large quantities of
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geographically constrained, low-carbon energy resources. With clear national energy policies in
place, utility assessments of resource options will provide strong market signals on where new
transmission is needed and viable core transmission projects will emerge. However, only the
federal government can assure that new transmission to such areas will be adequately sized to
capture the significant economies of scale in transmission development and avoid the
unnecessary environmental impacts that will result if the initial lines constructed to such areas
are too small thereby requiring more lines to the same areas as demand increases. Only the
federal government has the capability to invest to preserve the option to rapidly expand transfer
capacity from areas with large quantities of geographically-constrained, low-carbon generation.
Federal legislation should accept and address this central federal responsibility.

Transmission Permitting

We see little benefit in FERC pre-empting state transmission line permitting processes.
The major hurdle for permitting transmission in the West has been securing permits from federal
agencies. This effort has been the most dominant time-consuming element of transmission
development. Efficient and expeditious processing of permit applications for transmission lines
across federal lands needs to be a priority with federal land management agencies. Even where
federal land management agencies have made processing right-of way permits a priority, the
implementation of federal law has resulted in lengthy and inflexible federal permitting processes.
Enabling FERC to pre-empt state siting processes will not fix the underlying problem of
untimely federal permitting decisions. If Congress wants to reform transmission permitting
processes, we respectfully request that it:

e Direct that the timely processing of transmission right-of-way applications become a
priority activity for federal agencies;

e Re-examine requirements in federal law that increase permitting time without adding
value, make it difficult to rapidly accommodate project modifications during the permit
review process, and allow preservation of rights-of-way for rapid future expansion;

e Prior to FERC exercising any “backstop” pre-emption of state transmission siting laws,
require that the Commission find the transmission line:

o isneeded to meet national carbon and renewable generation requirements;

o comports with an interconnection-wide transmission plan;

0 is “right sized” to meet long-term needs for geographically constrained, low-
carbon generation;

o is the lowest cost option to meet Jong-term needs; and

o that the state has failed to make a decision within a set statutory period.

e Require that the data identified in the WREZ process be used when evaluating and siting
transmission corridors;
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The plethora of proposed transmission projects in the West is strong evidence of the

willingness of the private sector to build transmission. However, capitalizing on this
opportunity to make significant progress in meeting the goals of the President and the West is
hampered by:

the lack of a federal energy plan that removes uncertainty and creates demand for the
generation these projects would carry;

a failure to recognize the essential role the federal government must play to “right size”
these projects to meet long-term national energy and environmental goals; and

a lengthy and inflexible federal agency permitting process.

We urge the federal government to create a comprehensive national energy plan and take

constructive actions along the lines of this letter to accelerate the expansion of the electrical grid.

Sincerely,
i, :
K z‘éﬁ"j o D
. Y e
M. Huntsman, Jr. Brian Schwertzer :
vernor of Utah Governor of Montana ‘\
Chairman, WGA Vice Chairman, WGA

Attachments:
November 2008 letter to President-Elect Obama
January 2009 letter to Congress

cel

The Honorable Nancy Pelosi

The Honorable Harry Reid

The Honorable John Boehner

The Honorable Mitch McConnell
The Honorable Henry Waxman
The Honorable Edward Markey
The Honorable George Voinovich
The Honorable Ben Nelson

F:\Energy\TransmissiomWGAltr-Congress-transmission.do
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November 20, 2008

The Honorable Barack Obama
Obama for America

P.0. Box 8102

Chicago, IL 60680

Dear President-elect Obama:

Western Governors are very concerned that during our nation’s
deepening energy crisis, the United States lacks an effective long-term
energy policy. As you prepare to take office, we urge you not to delay in
exercising the leadership necessary to ensure swift adoption and
implementation of an energy plan that will provide affordable and clean
energy to sustain our econony, stimulate greater energy efficiency,
strengthen our energy security and independence, and reduce greenhouse
gas emissions.

We believe that the United States has the ability to be the world
leader in developing and implementing the innovative technologies that
will be necessary to meet our energy challenge. However, the scale of the
effort that will be required is enormous. Unless we make substantial
investments in energy efficiency and other systemic changes, the Energy
Information Administration projects that by 2030 U.S. demand for
petroleum and other liquid fuels will increase by 10% while global
demand will increase by 30%. In the same time period, U.S. demand for
electricity is expected to increase by 20% while global demand would
nearly double.

An enormous national commitment is necessary to transform our
energy infrastructure and our economy as we shift to low-carbon-emission
energy sources that include wind, solar, geothermal, biomass, hydro and
other renewables, as well as fossil fuels with carbon capture and storage.
We recognize that nuclear may be a part of the discussion of a national
energy strategy. This letter does not speak to nuclear energy as WGA
does not have relevant existing policy.

Transforming our energy infrastructure and economy will require
new policies, incentives, market mechanisms and private-public
partnerships. Most important, it will require a bipartisan partnership that
achieves a broad consensus among political leaders and with the American
people.

As a first step, we must promote more efficient use of energy in all
of its forms. This includes: (1) manufacturing more fuel-efficient vehicles
and enhancing our public transportation systems, (2) wide-scale adoption
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of regulatory structures that reward those utilities achieving reduced energy usage among their
customers, and (3) the design and manufacture of more energy efficient consumer goods.

The United States faces a very serious policy and technological challenge in increasing
energy security, while simultaneously reducing greenhouse gas emissions and maintaining
energy expenditures at a reasonable fraction of national GDP. The challenge must be met
decisively with policies that represent the best environmental and economic interests of our
nation.

Western Governors recommend the following goals, principles and immediate actions as
the foundation for a National Energy Policy:

Energy Policy Goals

e Promote a more efficient use of energy throughout the economy.

e Reduce greenhouse gas emissions on a scale necessary to contribute to climate
stabilization.

s Maximize the economic development opportunities offered by clean energy.

» Ensure that energy costs are affordable for consumers and support a sustainable,
growing economy.

e Increase the proportion of our energy supplies that come from domestic resources
and friendly trading partners.

e Minimize adverse environmental impacts.

Energy Policy Principles

o Energy security is essential; both energy efficiency to reduce demand and a
diversity of energy sources and technologies must be part of the solution.

¢ Climate change is happening, so we must reduce our greenhouse gas emissions
immediately and adapt to changes that cannot be avoided.

* A clean energy economy should focus on economic prosperity, environmental
sustainability and energy affordability.

e A National Energy Policy must consider that global and domestic energy demand
and prices are increasing.

o Energy delivery infrastructure development and expansion are needed to avoid
supply interruptions and promote increased development of and accessibility to
renewable and other clean energy sources.

e Transportation energy and emissions should be addressed as a system, including
vehicles, fuels and transportation demand.

e Energy development must be done in an environmentally responsible manner.

e A comprehensive national framework should include clear and measurable goals,
an aggressive timeframe for implementation, and certainty in how solutions will
be implemented.

s Substantial, long-term national commitment to investment in energy technology
and infrastructure is needed, in the same way our nation made a commitment to
put a man on the moon.
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Stable long-term policies are necessary to enable public and private investment in
environmentally responsible energy research, development and immediate
deployment. .

While the solutions to our energy dilemma will take time to fully develop and implement,
we believe that, with your leadership, our nation can set a course of action within the first 100
days of your new administration. We urge you to promptly:

1.

=

Establish an aggressive and achievable national greenhouse gas emissions
reduction goal that will put the United States on a path to contribute to global
climate stabilization.

Propose a mandatory national system for reducing greenhouse gas emissions
that makes maximum use of market-based mechanisms. Revenue raised should
support the energy policy principles in this letter and not be used as a means of
sustaining or expanding general governmental operations.

Aggressively pursue a national energy efficiency program to reduce existing
and future energy demand and thereby reduce greenhouse gas emissions.

Establish an oil import reduction goal that strengthens energy security and
independence. Since nearly 90% of oil is used for transportation, propose a plan
that:

o Brings more fuel efficient and near-zero emission vehicles into the market;

e Increases the supply of domestically produced, low-carbon fuels;

e Minimizes the economic and technological uncertainties inherent in
deploying high efficiency vehicles and developing and using non-
petroleum transportation fuels; and

¢ Reduces vehicle miles travelled and increases mass movement of people
and goods.

Create a substantial, long-term national public investment on the scale of tens of
billions of dollars annually, and encourage at least the same investment from the
private sector, to support the kind of basic and applied research and deployment
of clean energy technology and infrastructure that will result in:
e Near-zero greenhouse gas emissions from new coal-fired electricity
generation in 10 years and from existing generation no later than 2030,
¢ Dramatically increased energy from wind, solar, geothermal, hydro and
biomass resources;
e Expansion and upgrade of the electricity transmission grid and storage
capabilities;
s Advanced vehicle and battery technologies and alternative transportation
fuels; and
e Next generation energy efficiency technologies and practices.
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6. Ensure affordability for lower income energy consumers through energy
efficiency and cost assistance programs.

7. Provide for workforce development and clean energy jobs, adaptation to climate
change impacts, reduced consumer impacts, particularly for low-income
consumers, and transition assistance to industries.

While the first 100 days are critical, these actions only represent the first steps. Within
the next year, a comprehensive energy plan must be enacted that will set the direction of this
nation for the next 50 years. This plan, though adjustable over time, must establish measurable
goals, strategies, milestones and funding to ensure that we are moving towards affordable and
environmentally responsible energy security and independence.

We must not repeat the mistakes of the past. We must have the collective political will
and resolve to create and implement a long-term comprehensive energy policy despite short-term
political and market fluctuations. The future of our nation depends upon it.

The Western Governors stand united and ready to work with your administration to
develop and implement a strong National Energy Policy.

Sincerely, .
) s
. 5 N S [/ P R
&7{ /-A.ﬂ:;-"f) N D R
‘on M. Huntsman, Ir. \ BriafrSchweitzer ’/
Governor of Utah Governor of Montdna

Chairman, WGA Vice Chairman, WG}G}\
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January 27, 2009

The Honorable Nancy Pelost The Honorable Harry Reid
Speaker, House of Representatives  Senate Majority Leader
H-232 S-221

Washington, DC 20515 Washington, DC 20510

The Honorable John Boehner The Honorable Mitch McConnell
House Minority Leader Senate Minority Leader

H-204 The Capitol S-230

‘Washington, DC 20515 Washington, DC 20510

Dear Speaker Pelosi, Majority Leader Reid, Minority Leader Boehner and
Minority Leader McConnell:

There is an urgent need to preserve the capability to transmit large
amounts of geographically constrained, low-carbon electricity generation to
distant population centers. Geographically constrained resources, such as
wind, solar and geothermal, cannot be moved to preferred locations on the
transmission system. While private industry and the states will be heavily
involved with planning for transmission expansion, it would be most
effective to do it in partnership with the federal government.

The efforts of Western Governors and others over the past eight years
have spurred an unprecedented number of major, long-distance transmission
expansion proposals. Most of these transmission proposals would tap the
very large and geographically constrained wind, solar and geothermal
resources of the West. We are concerned, however, that a fraditional
approach to investment and siting will result in lines that are too small to
move substantial amounts of power generated from geographically
constrained, low-carbon resources. In fact, there are already proposals that
have reached a point where siting and investment decisions will lock in the
characteristics of the project at a level almost certainly insufficient for the
long-term. This is of particular concern as we face a future shaped by federal
standards regarding renewable generation and climate change.

The federal government should help ensure that near-term projects
are adequately sized to meet long-term needs and options are preserved to
correctly size transmission projects in the future. Appropriate and timely
action by the federal government will help projects capture economies of
scale in building transmission and avoid environmental impacts from the
construction of multiple lines to the same area. Once a transmission line is
constructed, it is very difficult and expensive to increase the capacity of that
line.



92

The Honorable Nancy Pelosi
The Honorable Harry Reid

The Honorable John Boehner
The Honorable Mitch McConnell
January 27, 2009

Page 2

We believe the federal government should take the following actions now:

e Enact legislation to fund the upsizing of near-term transmission projects proposed to
serve large geographically constrained, low-carbon resource areas.

» Enact legislation to preserve the ability to expand, to their maximum technical
capabilities, other proposed projects to large geographically constrained, low-carbon
resource areas.

o Increase the borrowing authority and authorization for federal power marketing
administrations for transmission construction to move geographically constrained, low-
carbon generation.

» Provide that interest on bonds issued by or on behalf of states or local governments to
finance transmission facilities in furtherance of developing geographically constrained,
low-carbon resources is exempt from federal income tax;

e Redirect the implementation of Sections 1221 and 368 of the Energy Policy Act of 2005
to focus on expedited cooperative actions with states to preserve transmission corridors
and ensure the timely siting and permitting of large transmission lines to move
geographically constrained, low-carbon generation.

In the West, there are major transmission projects to areas rich in geographically
constrained, low-carbon resources that have been evaluated assuming they will carry large
amounts of power. However, project sponsors are having difficulty justifying these high-
capacity lines because the focus of regulators is generally on meeting the immediate, foreseeable
needs of their customers. Public utility commissions are frequently limited to judging the
prudency of a proposed project based on the foreseeable benefits to the company’s ratepayers. It
is difficult to justify the additional cost to a company’s ratepayers of upsizing a line to meet
long-term national renewable and climate-change goals, especially if those goals are not yet
operational. Additionally, in the current economic climate there are new difficulties in securing
financing for transmission to meet long-term needs.

Unless the federal government provides the financial assistance to upsize these projects,
the lines will be built at a lower voltage. This means that limited transmission corridors will be
consumed by undersized lines and the economies of scale in transmission construction will be
lost. When demand for geographically constrained, low-carbon energy within an area grows,
new lines will almost certainly be proposed to that same area, resulting in new envirommental
impacts, potential land-owner opposition and regulatory delays. State action alone cannot
resolve this conundrum.

The Western Governors' Association (WGA) proposes that the federal government pay
for the incremental cost of building higher capacity lines to geographically constrained, low-
carbon resource areas where we know future demand for transfer capacity will increase. In
return, the federal government would hold the rights to the newly created capacity. This
incremental capacity would be sold as the demand for transmission capacity from the renewable
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resource area increases. The proceeds from the sale of the incremental capacity would be used to
pay back the federal investment.

In the longer term, there is a need to preserve the capability to increase transfer capacity
in transmission corridors from areas with large amounts of geographically constrained, low-
carbon resources. To achieve this, the federal government should pay the relatively small cost of
acquiring wider rights-of-way and transmission towers capable of handling additional
transmission circuits in the future. Project sponsors would pay the cost of the underlying project.
When demand for additional transfers of low-carbon generation materializes, companies can
build out the remaining capacity on the project and pay back the federal government for its
investment to preserve the option to expand the line.

The federal government can help meet the need to move electricity generated from
geographically constrained, low-carbon sources by:

e fostering long-term regional transmission planning and using the results of such planning
in prioritizing the allocation of federal financial support for transmission;

e supporting state efforts to define renewable energy zones and the transmission needed
from those zones;

o refocusing the designation of energy corridors on federal lands to those transmission
corridors that will allow us to tap areas with large amounts of geographically constrained,
low-carbon resources; and

o redefining the processes for designating National Interest Electric Transmission Corridors
and for pre-empling states in permitting projects within such corridors by focusing on
interstate transmission needed to move geographically constrained, low-carbon
generation.

Our proposal relies on market participants, rather than federal agencies, to determine
where new transmission is needed to access geographically constrained, low-carbon generation.
The federal role should be limited to upsizing lines that are otherwise viable investments. The
federal government should be encouraged to partner with states rather than run roughshod over
state transmission siting processes. Federal backstop siting authority should be limited and
targeted only to interstate transmission needed to meet national renewable energy and climate
change goals in those cases where the states are not already doing so.

In the West, the foundation has been laid for the development of transmission necessary
to tap the region’s geographically constrained, low-carbon resources. FERC Order 890 helped
launch robust regional transmission expansion planning. State policies on Renewable Portfolio
Standards and greenhouse gas emissions have refocused the generation acquisition plans of load-
serving entities. WGA’s Western Renewable Energy Zones (WREZ) project and many effective
state REZ projects are providing the necessary information and tools that enable load-serving
entities, energy policy-makers and regulators to better understand their resource options. This
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foundation will be extremely valuable in meeting future federal goals related to renewable
energy and climate change. The additional actions we are proposing will build on this
foundation.

Western states believe the type of partnership we have outlined in this letter and in WGA
Policy Resolutions 08-8 and 08-9 will create the most expeditious path toward building the
fransmission needed to meet state and national goals related to renewable energy and climate
change. We look forward to working with the Administration and Congress on this urgent issue.

Sincerely,
g . _,/ S < NI’“_ b’t‘kf’—'
i M. Huntsman, Jr. rian Schwéitzer P
Governor of Utah Governor of Montana K
Chairman, WGA Vice Chairman, WGA %

ccr The Honorable Barack Obama
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Mr. MARKEY. I think this is about as important a hearing as we
are going to have this year. We appreciate the opening statements
from the witnesses.

There are 5 minutes left on the House floor for us to cast our
vote. And so what I will recommend is that we reconvene this hear-
ing in 15 minutes and then we will begin with questioning of the
witnesses by the subcommittee members.

The subcommittee stands in recess.

[Recess.]

Mr. MARKEY. Welcome back, ladies and gentlemen, and we would
ask all of the witnesses to please be reseated. And I would ask that
the rear door be closed so that we can have the attention of all of
our audience on the witnesses. Thank you.

So the Chair will recognize himself. And I will ask you, Mr.
Halvey, to please elaborate on your testimony that permitting on
Federal lands is the major obstacle to siting transmission in the
West.

That issue is not generally within this committee’s jurisdiction,
but rather within the jurisdiction of the Committee on Natural Re-
sources. But I don’t think this is a widely understood kind of polit-
ical reverse takedown that it is not the problem that the Federal
Government has with the States, but the problem the States have
with the Federal Government as represented by the management
of the Federal lands, especially across the West.

Could you elaborate on that and perhaps give us some specific
examples?

Mr. HALVEY. Sure. Thank you, Mr. Chairman.

Let me mention a couple of things. At a meeting of the Western
Governors in February, Governor Otter from Idaho made the state-
ment very clearly that in those instances where we have the oppor-
tunity to site transmission lines and not go through Federal lands,
we are often going to want to exercise that.

There are a couple of issues, I think, that come to mind in terms
of permitting with Federal lands. One, if you live in the West, it
is difficult to avoid Federal lands. Many of the States are covered
with lands under Federal jurisdiction, both the Department of Inte-
rior and the Department of Agriculture. So that is certainly an
issue.

Second, there is no priority system for dealing with lease applica-
tions. It is on a first-come, first-served basis.

One of the things they are doing with the Western Renewable
Energy Zones is really pointing out what we think is a critical
issue, which is that there are places that are really better for not
only locating renewable energy, but there are also transmission
corridors that are going to be more important in moving that re-
newable energy. We believe that there ought to be some kind of a
way to recognize that priority and to do the transmission work, the
permitting work that is necessary to get those facilities located.

We think, in many cases, it is not unusual to see 5, 7 or even
10 years to locate transmission lines when they go through Federal
land.

Mr. MARKEY. Would you repeat that fact?
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Mr. HALVEY. Yes. That it is not unusual to see 5-, 7-, 10-year
time periods in terms of getting lines approved through Federal
lands.

Mr. MARKEY. So when the States go to Federal agencies, it takes
5 to 7 to 10 years?

Mr. HALVEY. There are certainly instances where it has taken
that long.

Many of the applications that we see now, that are going through
that process—in fact, Governor Rounds from South Dakota was
talking about a line to run from South Dakota to Minnesota. At one
of our meetings he mentioned that they have been working on it
for 2 years, and they have had very little success in moving it
through the Federal permitting process; and he sort of got the re-
sponse of a chuckle from people in the audience, essentially sug-
gesting, 2 years, you have barely started.

And so I think there is a great frustration on the part——

Mr. MARKEY. So what you are saying is that the States were
working together cooperatively to try to find a solution to that re-
gional, North Dakota-Minnesota issue, but because of the Federal
Government, there was a multiyear delay in getting to a point
where the issue could be resolved.

Mr. HALVEY. That I think is the sense of the Western States that
the Federal permitting process is difficult, it is onerous, it is time
consuming, and in many cases there are requirements that don’t
add any value to the permitting process.

We would hope to see something that one would recognize those
areas that have a priority because of the richness of their renew-
able resources, but more than that, recognize that if we are going
to meet any requirements for renewable portfolio standards or car-
bon reduction, we have got to do a much better job of matching up
how long it takes to do renewable development with how long it
takes to get the transmission to those developments.

Mr. MARKEY. So again, not to make too fine of a point of this,
but you are saying that out West it is very difficult, if you are deal-
ing with the remote areas where the wind and the sun might be
strongest—geothermal, as well—to create any kind of a trans-
mission system without at some point confronting this Federal
issue.

Mr. HALVEY. That is absolutely true.

Mr. MARKEY. And no matter how cooperative the States are—and
your testimony is that in most instances when States are trying to
resolve these issues, the Federal Government serves as an impedi-
ment sometimes of such a nature as to just paralyze the process?

Mr. HALVEY. That is correct.

Mr. MARKEY. That is very helpful to us. Thank you.

Let me now turn and recognize the gentleman from Kentucky,
Mr. Whitfield.

Mr. WHITFIELD. Thank you, Mr. Chairman.

And thank you all for your testimony.

Mr. Wellinghoff, back in April of 2009, the New York Times
quoted you in an article saying that new coal and nuclear plants
may be unnecessary. And I know that Chairman Barton and Mr.
Walden and some others have sent you a letter about that. And I
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have not had an opportunity to read your response, but you are
certainly not opposed to coal and nuclear power, I am sure of that.

Mr. WELLINGHOFF. That is correct. I am not opposed to coal and
nuclear power.

Mr. WHITFIELD. Since I didn’t even read the New York Times ar-
ticle, would you basically explain what you were referring to when
you made that statement?

Mr. WELLINGHOFF. I would be happy to. Thank you for the ques-
tion.

I was referring basically to a scenario where, if we look at the
diversity of the number of renewable resources, which would in-
clude, potentially, Midwest wind, that may have a diversity of de-
livery from offshore wind and include solar and geothermal, bio-
mass; and also include the demand side, looking at demand re-
sponse, energy efficiency, distributive generation, combining these
things together with a smart grid.

And the whole answer was—in the response was, in the context
of the smart grid, if you combine these things together it may, in
fact, be possible with a smart enough grid to effectively provide
these renewables as if they are base load, displacing base load; and
that was the context of my statement.

Mr. WHITFIELD. When you talk about a “smart grid,” do you have
any idea or thoughts, or have you seen any studies about what the
cost would be to complete transformation to a smart grid?

Mr. WELLINGHOFF. I have seen cost estimates anywhere from
$50 to $60 billion up to $200 billion.

Mr. WHITFIELD. And to reach the scenario that you referred to
in the New York Times article that you just explained, in what sort
of time frame would you view this transformation taking place?

Mr. WELLINGHOFF. At least a 10-to-15-year time frame.

Mr. WHITFIELD. Now on the Fourth Circuit Court of Appeals de-
cision, have you all appealed that decision? Has FERC appealed
the decision?

Mr. WELLINGHOFF. Let me check with my counsel.

It is due in July. We haven’t yet made a decision. We are looking
at it now.

I will tell you, though, I personally disagree with the Fourth Cir-
cuit decision.

Mr. WHITFIELD. Well, I know there are many of us that hope you
will appeal, but that is a decision that you all make, of course.

Mr. Coen, Ms. Azar, Mr. Hibbard, can you tell me the last—when
the last new transmission line was built in each of your States?

Mr. COEN. We are actually, in Vermont, in the process of upgrad-
ing most of our transmission systems. So we actually have ongoing
projects as we speak.

The most major transmission line that has ever been sited in
Vermont, the docket ended 2 years ago, and the line is currently
almost complete today.

Mr. WHITFIELD. And how many miles is that line?

Mr. CoEN. Well, this is Vermont. The line was 60 miles.

Mr. WHITFIELD. And what about you, Ms. Azar?

Ms. AZAR. Just yesterday, we approved a 32-mile, 345kV line
that costs about $220 million through the city of Madison. So, in
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other words, the three commissioners essentially sited a trans-
mission line through their backyards.

Over the last 8 years, we have spent $2.5 billion upgrading or
creating about 1,700 new miles of transmission in the State of Wis-
consin. We have construction going on all over the State. A line
fvas just energized, I believe last week, which was over 100 miles
ong.

And as Congresswoman Baldwin indicated, before I became Com-
missioner I was on the other side. I was getting permits for a 210-
mile line between Minnesota and Wisconsin, and that line has been
energized.

Mr. HiBBARD. In Massachusetts, our most populous area, of
course, is the Boston region and it is where our heaviest electrical
load is. And over the past 10 years we have sited and had con-
structed a number of transmission enhancements to support the
flow of power into Boston, including two major 345kV lines to
eliminate the constraints between Boston load pockets and the re-
mainder of Massachusetts.

Mr. WHITFIELD. One other question to you three: With the antici-
pated increase in demand of electricity needs over the next 15 or
%0 ye?ars, do you think the existing system is adequate in your

tate?

Ms. AzAr. With regards to the increase in demand, we contin-
ually update our systems. So we are going to continue to do up-
dates. We have been doing updates all along. I don’t think that
process ever stops.

Mr. COEN. In Vermont, we have actually been able to mitigate
any increase in our load over the last 5 years with energy effi-
ciency. So I would say, offhand, that with the completion of what
is called the Southern Loop in a couple of years, I think our trans-
mission grid will be adequate for the next 10 to 15 years.

Mr. WHITFIELD. Mr. Hibbard?

Mr. HIBBARD. I would give a similar answer. The answer to your
question is “yes.” When we look at potential scenarios for load
growth over time within Massachusetts, and indeed within the
New England region, we see that the transmission system, includ-
ing what is existing today and what is in the process of going
through the regional planning process in siting, will be more than
adequate to support the movement of power throughout our region
for a decade or two.

Mr. WHITFIELD. Mr. Chairman, I see I have gone 1 minute 25
seconds over.

Mr. MARKEY. I thank the gentleman.

By the way, we will be having a second round and perhaps a
thirtg1 round of questions of the witnesses if the gentleman is inter-
ested.

Let me turn and recognize the gentleman from Washington
State, Mr. Inslee.

Mr. INSLEE. Thank you. I would like to put in the record, with
no objection, a letter from the University of California, Berkeley,
from Dr. Dan Kamen, a letter describing the reason and appro-
priateness of expanding new transition lines—if I can put that in
the record.

Mr. MARKEY. Without objection, it will be included in the record.
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[The information was unavailable at the time of printing.]

Mr. INSLEE. Chairman Wellinghoff, I wanted to ask you to ex-
pand on your thoughts on how FERC could implement—if it does
receive backstop siting approval, how it could implement a green-
house gas performance interconnection standard for new trans-
mission and/or some criteria associated with compliance or fulfill-
ment of the Nation’s renewable energy goals.

Several of the other witnesses made reference to something of
that nature. Could you tell us how you think that could work?
Even though we have heard the physical explanation and that an
electron is an electron is an electron, how could this function?

Mr. WELLINGHOFF. Thank you, Congressman Inslee.

First of all, we have initiated a rule-making, and certainly as
part of that, all stakeholders would have an opportunity to provide
any proposals as to how to implement such a greenhouse gas per-
formance standard. But in doing so, there are a couple ways it
could be done.

Certainly, in looking at the current emission permits from the
generation stations—from those, it is based on known items such
as model and configuration of the generator and its mission control
equipment and composition of fuel and the approximate run time
of the generator.

You could take from that also the annual emissions are typically
capped by a permit that can be used as the baseline to determine
compliance.

So we could take compliance, I think, from their current permit
applications, or new permit applications from generating stations,
and take that data, put it into a database and ultimately from that
use it to determine a greenhouse gas performance standard for par-
ticular plants that were into the interconnect.

Mr. INSLEE. So you can obviously do that for particular plants,
but could you effectively reference that to particular lines? In other
words, are the plants specific enough to the line that this type of
standard could be applicable to lines?

Mr. WELLINGHOFF. I think you would have to do that by regions,
because it is all a matter of sort of displacement. You are not really
delivering electron A to point B necessarily over an AC line. It is
really pushing one electron down the road.

So I think you would have to do it basically on a regional basis,
but I feel that we can do it, yes.

Mr. INSLEE. Thank you.

Commissioner Azar, I appreciated your comments, first off, about
the appropriateness of Federal backstop authority and its general
view, that I share, that it is appropriate. And I appreciate your
views on that because of your incredible background in this area.

But I also appreciate you making reference to the necessity of
considering demand-side issues when you do siting and planning.
And I want to make sure you are aware that in the ACES bill, we
do have a very specific policy that is a policy of the United States
and regional electrogrid planning to meet these objectives should
take into account all significant demand-side and supply-side op-
tions.
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Do you want to comment on that? Is it a good idea? Is there any-
thing we should do to expand on that to make sure we consider
that is part of our planning process?

Ms. AZAR. It is a very good idea. And my point in raising it is
that those kinds of solutions are oftentimes best made at the State
level because the States are going to understand how they are
going to be setting up their distributed generation, how they are
going to be setting up their energy efficiency and conservation
measures, better than the Federal Government.

So that was the point I was trying to make with regards to why
I thought a State-led process would be better with regards to those
specific items.

Mr. INSLEE. Thank you.

Chairman Hibbard, I wanted to ask you about cost allocations.
I am told that recently there has been a 345kV end star reliability
project in transmission in the Boston area, and I am told that the
total cost of that was $334 million and 325 of that was spread
across New England in a cost allocation system; only 3 percent was
assigned directly to the Boston area ratepayers. So regional cost al-
location seems to work at least in your area.

If cost allocation in general of that nature seems to be accept-
able, should we not be able to fashion some other cost allocation
more widely?

Mr. HIBBARD. Certainly.

Thank you, Congressman. I think it is instructive when thinking
about the cost allocation issue to draw a very clear line between
transmission projects that are needed to maintain grid reliability
and transmission projects that are essentially for the benefit of
generation developers.

In the New England system, we have exactly that split. If,
through the regional planning process, lines are identified that are
needed to maintain reliability on a regional basis—and the end
star line in Boston was exactly one such line—then we support the
socialization of costs across the entire region, because it benefits
everyone within the region to maintain the reliability of the grid.

So the cost of the end star line is shared by everyone in New
England. In Massachusetts, we are about half of the load; we pay
about half of the bill. Similarly, the project that Commissioner
Coen referred to in Vermont, other projects that are on the books
in New Hampshire and Maine and Connecticut, all focused on reli-
ability of the grid, projects for which even though they are not
within Massachusetts, Massachusetts consumers will pay half of.

It is a vitally important component of cost allocation that when
looking at reliability there be a willingness within an integrated
power grid to share that cost across load.

The distinction I want to make here is that the issue of cost allo-
cation for building lines to interconnect generation resources de-
parts from that. We want—in order for our consumers to be pro-
tected, we want the cost of developing generation, including the
cost of meeting compliance measures, the cost of delivering power
reliably to load and making sure you don’t adversely impact the re-
liability of the system to be borne by the generation developer and
included in the price that they are charging customers.
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Mr. INSLEE. I just want to comment, I think this is a new ap-
proach that some of us are suggesting, because there is a new na-
tional need just as important for reliability and that is to prevent
the Earth from turning into toast. So that is the reason for our
thinking.

Thank you very much.

Mr. MARKEY. The gentleman time’s has expired.

Again, there will be a second round of questions for all members
who are interested.

The Chair recognizes the gentlelady from the State of Wisconsin.

Ms. BALDWIN. Thank you, Mr. Chairman. And I want to direct
this question to Commissioner Azar.

One of the proposals that we hear a lot about on Capitol Hill is
the possibility of a 760kV line, often known as the “transmission
super highway.” And I would like to hear your insights on how a
765kV overlay might affect a State profile like a State of Wis-
consin, and if you could, describe any concerns that you might have
that it would be detrimental to Wisconsin or others.

Ms. AzAr. Thank you, Congresswoman.

When you add a high voltage overlay into a State, you have got
to make sure that the underlying system is built up to accept that.
In Wisconsin, as both you and I have noted, we have spent billions
of dollars at this point in time designing a specific kind of system.
The American Transmission Company has designed a 345kV sys-
tem. If there is a 765 overlay built into Wisconsin, it is essentially
going to mess up our very deliberate 345kV design. So we are going
to have to build up our underlying grid.

That being said, ultimately, if Congress gives us the mandates
and the group of States decide that the best thing to do would be
a 765 grid overlay, then we are going to need to accommodate that.
But I think there are better ways to do it.

The one-size-fits-all will likely be, in my estimation, probably
oversized and not cost effective. The one way in which I think
about a 765 grid overlay is, you have got somebody with a hose on
one side of the swimming pool and he has to get the water to the
other side of the swimming pool, there is a drain at the other side
of the swimming pool. There are two options he has got. One, he
can extend a hose, or the second option is, he fills up the swimming
pool. And the 765 grid overlay is more akin to filling up the swim-
ming pool than extending the hose.

I think there are better ways to do it than one-size-fits-all. The
bottom line is—the primary message is, we need to do the calculus.
We can figure this out. A tailor-made answer is better than a sort
of a generic answer.

Ms. BALDWIN. Another proposal that we hear a lot about that has
been floated is making RTOs the final decision-makers with regard
to transmission decisions. And I wonder how you would analyze
this as an option. Do you think that RTOs have all the correct in-
terests in mind when they would approach these sort of decisions?

Ms. AzAR. You know the decision-maker, in selecting the plan for
the grid, needs to be beholden to only one interest and that is the
public interest. The RTOs have got a lot of different stakeholders.
And they are very adept, and I compliment them on trying to bal-
ance the competing needs of the stakeholders.
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But I can speak for the Midwest Independent System Operator.
They actually have a contractual obligation to their transmission
owners to maximize the revenues of the transmission owners. And
when you have got those kind of interests, they will not be thinking
about the public interest when they are making their decisions;
they will be thinking about their contractual obligation to the
transmission owner.

So, no, I do not believe the RTOs should be the ultimate decision-
maker in this. That being said, their expertise with regard to plan-
ning and their planning engineers absolutely needs to be involved
in this process.

Ms. BALDWIN. I don’t know if Mr. Coen or Mr. Hibbard have any
comments on that same question.

Mr. COEN. I would concur with Commissioner Azar’s comments
as well.

Mr. HIBBARD. As would 1.

Ms. BALDWIN. Mr. Chairman, I don’t have any other questions at
this time.

Mr. MARKEY. Great. I thank the gentlelady.

The Chair will recognize himself for another round of questions.
Let me move to you, Mr. Hibbard, so that we can put this out on
the table.

A lot of people, when they think of the solar revolution, they
think, well, we are going to bring it in from the deserts of the
United States and bring it into the cities of our country. And that
is true. And they also think that when we consider wind, we are
going to go out to the prairies of the United States and we are
going to bring it into the cities in order to provide the electricity.

But people don’t really think about the oceans as much a source,
in the future, of renewable electricity. And you made a reference
to all of the Eastern States’ Governors from Maine down to Vir-
ginia, who are very concerned that their plans for bringing in wind
off of the coastline or other renewable sources might be under-
mined by this kind of a proposal.

Could you talk about that and talk about what your vision is—
that is, all of these Governors'—in terms of what the long-term re-
newable prospects are for the East Coast?

Mr. HIBBARD. Certainly. And thank you, Mr. Chairman.

In Massachusetts and I think throughout the New England re-
gion, we are strongly supportive of the climate goals that are inher-
ent in the ACES legislation and the renewable goals—certainly, in
I\{Ilassachusetts we are—and we want to find the best way to meet
them.

We see offshore wind as being an enormous renewable potential
for the coastlines of our country, a potential that is very close to
load centers and can interconnect in multiple locations on the
lower-voltage-type networks that Commissioner Azar mentioned in
a way that will strengthen the reliability of the grid; and that it
represents—there is also a huge amount of onshore renewable po-
tential up and down the East Coast.

The concern that we have is that by—if you take, for example,
what is included in the Joint Coordinated System Plan, it would es-
sentially dump

Mr. MARKEY. Could you expand on what that is?
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Mr. HIBBARD. Sure it is a multiregional plan that was done—I
think, coordinated by MISO.

Mr. MARKEY. Can you explain what MISO is?

As you all continue your testimony, we have C—SPAN watching
this, and I think it would be a very interesting subject if it was ac-
tually communicated in English to the watching audience. So we
are going to be on acronym alert for the rest of this hearing, and
I am going to stop every time you use an acronym and every time
you make an assumption that everyone in the room knows what
you are talking about.

This is a very important issue that has very profound impact on
families, so please explain what you are talking about.

Mr. HiBBARD. Thank you, Mr. Chairman. I will try not to use a
lot of acronyms. I hope my Boston accent is OK.

Mr. MARKEY. You sound very eloquent. All of the other people in
the room have such funny accents, don’t they?

Mr. HIBBARD. I agree.

Mr. MARKEY. How about those Red Sox and Yankees last night?

Mr. HiBBARD. I was going to, on a personal note, commend you
for your astute observation about the link between our national
economy and baseball because we are seeing signs that our econ-
omy is improving, and it occurred to me that at the same time, as
you watch the Red Sox once again sweep the Yankees over the past
few days, Ortiz is hitting home runs again.

Mr. MARKEY. I will give you 1 extra minute, so everyone—again,
people won’t know what you are talking about.

I gave a speech in Boston on Monday, and I said that—I said in
Boston that the economy was in a David-Ortiz-like slump, but that
I had faith that our economy and David Ortiz would be hitting
home runs again. Now, unfortunately, the Boston Globe ran a little
editorial the next day questioning my judgment in linking David
Ortiz’s recovery to the American recovery. That night David Ortiz
hit a home run. Last night David Ortiz hit a home run.

Today and yesterday we received all this new, positive com-
mentary about the American economy. I am not saying it is directly
related to my speech on Monday. However, I do believe that, and
I thank you for pointing this out, that my comments were accurate.

So please continue, and we will add back the time onto your
statement.

Mr. HiBBARD. I will see if I can remember the original question.

There was what I think has gone hand in hand with the efforts
to push for expanded Federal oversight over transmission, there
have been a couple of major studies done recently by DOE and also
done by a group of regional planning entities across the country to
look at this idea about how do we actually expand the development
of renewable generation in the parts of the country where it exists
and move that across the multiple regions and deliver it into sub-
regions.

So the Joint Coordinated System Plan was a very large technical
analysis of how to go about doing that, what the transmission net-
work would look like, a super-high-voltage transmission network
would look like, to accomplish that result.

As part of that plan, when you look at it, one of the things it does
is, it would dump on extra-high-voltage lines on the order of
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severalthousand megawatts of power into New England at a very
high voltage.

Now, in addition to that—issues that Commissioner Azar has
mentioned—that would require a lot of building out of the trans-
mission network within New England.

The concern I have is that we have a competitive market frame-
work in New England that is absolutely essential to keep com-
modity prices low for our consumers. We have a need in the region
over the next couple of decades only on the order of several hun-
dred to 1,500 megawatts for new power. If we were to administra-
tively put in a large high-voltage transmission line that put that
quantity of power into our region, it would eliminate the market
signals that our local renewable resources require in order to move
forward with financing and development. That is the threat.

Our position is, we absolutely have to meet the carbon goals that
the country is now warming up to and that we need to meet in the
coming years. But the way to do that is to do it through ensuring
that the resources that are brought on line are those that make the
most sense to the customers from the standpoint of the delivered
price of electricity; and we think we can do that without this level
of Federal oversight.

Mr. MARKEY. So—if I may, so one of your concerns and New Eng-
land’s concerns generally, those six States, would be that as you
put together regional plans to generate renewable electricity within
the region, offshore or onshore—there is a huge project up in
Aroostook County in Maine that could be, ultimately, in the thou-
sands of megawatts if it is built out completely; but there will be
an issue there of getting that electricity down into the population
areas. But nonetheless it is contained within New England that
has had historic relationships and worked through all of the reli-
ability, cost allocation and siting issues over the years.

But you would be concerned that if there was some superimposed
decision made to build transmission lines in from other parts of the
country, that that would then change the economics of developing
the renewables that are indigenous to Massachusetts and New
England whether it be in Aroostook County, Maine, or off the
coastline of New England.

I think—and I will add this as well—one of the things that is not
well understood about the East Coast of the United States is that
when you go out 10 miles, 20 miles, 30 miles, 40 miles, you are still
only in 200 feet of water. When you go out that far on the West
Coast, you are out—you are miles deep in the ocean. And so in
terms of the siting issues along the East Coast, for wind especially,
you can go out miles and miles and still be just hundreds of feet
from having to site these wind facilities; and then with super-
conducting technologies, just bring them in to the shore and hook
them into the preexisting grid that already is there in New Eng-
land—with the States having to work out, of course, what the cost
allocation is, but knowing that all of New England, for example—
and New York, for that matter, and New Jersey and Maryland are
all committed to resolving and cooperating in the production of
new, renewable energy resources.

So just opening up this whole question of the remote areas of
Maine, for example, most people don’t know that 95 percent of
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Maine is forest. It is woods. It is rural. So there is a lot of oppor-
tunity there as well, and it is a huge State as well. So I just raise
that issue because we have to strike a balance here, because we do
want each region’s indigenous resources to be developed as well.

Let me just stop there and recognize the gentleman from Cali-
fornia, Mr. McNerney, for his questions.

Mr. McNERNEY. Thank you. I was expecting you to recognize Mr.
Inslee first.

Mr. MARKEY. He has already been recognized for his first run.
So I think it is appropriate for you to be recognized.

Mr. McNERNEY. Thank you.

First of all, I want to thank Chairman Wellinghoff for his hospi-
tality this week. And I think your testimony was rational. I noticed
one thing though. You were seeming to advocate that the Fed has
a significant, large role and the State regulators were all saying,
Well, the States should have a larger role and the Fed should have
a littler role. So I guess that is not too surprising.

I wanted to ask you, though, do you think that the U.S. faces sig-
nificant technical hurdles, or do you think it is mostly political hur-
dles to improving our national grid?

Mr. WELLINGHOFF. Thank you, Congressman McNerney.

First, on the issue of the Federal role, I really believe that we
should primarily defer to the States. I think what we need is to
have Federal pressure to ensure that the States can move forward
with interconnection-wide regional planning, siting, cost allocation.

But I largely agree with Commissioner Azar and her testimony.
I think really it needs to be primarily informed by the States.

We certainly, though, have to have some entity who would over-
look that State activity to ensure that the national goals are also
incorporated into what the States

Mr. MCNERNEY. And I like Ms. Azar’s suggestion that we lock all
the State people in one room until some decisions are made. But
I don’t think that that is really going to happen.

Mr. WELLINGHOFF. But on your second question with respect to
whether it is technical or political, it is a good mix of both. And
on the technical side, I think it is important to understand—and
I know that New England and the eastern seaboard States are very
interested in offshore wind, and I support offshore wind; that is a
great resource.

What we have to understand is, they are not an island either;
they are interconnected to the entire eastern interconnect. So, for
example, if we had offshore wind from Rhode Island, New Jersey,
New York all the way up through New England put in place, devel-
oped, say, 10 gigawatts, 10,000 megawatts of wind put into the
East Coast, we could not simply, as I understand it from my reli-
ability engineers, simply interconnect that into the existing grid.
We—in fact, if we had that happen, and we had as little as perhaps
2,500 or 3,000 megawatts of that go off line, we could black out
Florida.

So we ultimately need to look at how to strengthen the entire
interconnect so that all the regions, in fact, can meet the renewable
goals and can do it with their local renewable resources and with
distance-renewable resources, if necessary.

Mr. McNERNEY. Thank you, Mr. Chairman.
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Mr. Halvey, I certainly appreciate your work toward the Western
region. I understand your desire to streamline the permitting proc-
ess. Do you have any specific recommendations along those lines?

Mr. HALVEY. Yes, I think a couple of recommendations, one be-
cause of the work that we are doing with regard to the Western
Renewable Energy Zones project. We think it will became clear
very quickly which areas represent the most desirable, the richest
and the most developable renewable resource zones. Given that
identification, we think there is the opportunity to prioritize those
areas. Where they exist in concert with federal lands, we believe
there should be a priority given to the permitting on those areas.

Same thing with the transmission lines that would be necessary
to move that power from those renewable energy zones to the mar-
ket centers where it is needed.

One of the other aspects of the project is that we will identify,
conceptually at least, where the transmission lines need to be in
order to use that power.

Mr. McCNERNEY. So you are really addressing the prioritization,
not the actual process of permitting?

Mr. HALVEY. We think it is both. One recommendation is the
prioritization. The second is to look at the requirements and cer-
tainly limit the number of requirements that agencies have to go
through that have no value added in terms of that permitting proc-
ess, that there is a way to protect wildlife, that there is a way to
address environmental values, that there is a way to go through
these processes and not take the kind of time that we are seeing
with many of these applications.

Mr. McCNERNEY. I agree. And I just want to remark on Mr.
Hibbard’s optimism that offshore wind can be as significant as it
can. And the fact that it is proximate to load centers, that is an
important consideration as opposed to putting in a lot of trans-
mission. So I appreciate that.

And also the observation about just putting in large transmission
capacity can have a negative impact on renewables. So those are
appreciated, those comments are appreciated.

And with that, I will yield back.

Mr. MARKEY. Gentleman’s time has expired.

The Chair recognizes the gentleman from Washington State, Mr.
Inslee.

Mr. INSLEE. Thank you. I wanted to read just a little portion of
Commissioner Azar’s testimony and ask a couple of questions to
the three of you about it. Commissioner Azar said Congress can
and should play an important role in bolstering and catalyzing
State efforts by setting clear mandates and guidelines as well as
strict deadlines for State and regional transmission planning ef-
forts. If these planning efforts fail to meet these mandates or dead-
lines, Congress can set up additional backstop authority for Federal
agencies to take action and ensure that projects identified in the
regional planning efforts move forward. I am paraphrasing now.
Examples of the type of leadership that would be helpful include
the following, and the commissioner lists four things. But the fifth
thing is clear and powerful backstop authority for Federal action
to plan for, approve and site transmission lines that are identified
as vital in the State-led transmission planning process.
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I agree essentially with that statement. And I think a bill I have
introduced heads in that direction. The question I would like to ask
Mr. Hibbard, Commissioner Azar and Chairman Wellinghoff is, Mr.
Hibbard has identified this issue that he doesn’t want to see off-
shore wind intruded upon by, say, coal coming in from Ohio or
somewhere else. And I believe if we do have this backstop author-
ity, we can and should build something in that would make sure
that we preserve our goal of enhancing low carbon-based fuels as
part of what you might think of as bonus backstop Federal author-
ity.

Is there a way to do that? And if you could give us your thoughts
on the best way to do that. I will just start with Mr. Hibbard. If
we were going to adopt this backstop Federal authority, what
would you encourage us to do to prevent the scenario that you fear?

Mr. HiBBARD. Well, let me start by saying I think that the legis-
lation as it stands contains that backstop authority. By setting a
cap on carbon and by setting a floor on renewable resource develop-
ment, you are providing competitive markets the market signal
they need to spur the development.

The question you are posing is what if that is not enough? What
if at some point we look and we see that, for whatever reason, we
are not getting the level of development of renewable and low-car-
bon resources to meet our clear caps and our clear floors?

What I would urge all of you to consider is to try to come up with
a framework that does so while maintaining the importance of com-
petitive market solutions.

Again, under FERC’s leadership, our wholesale competitive mar-
kets in New England are critical to keeping prices low to con-
sumers, and not violating that is extremely important. Now, are
there ways to do that? The one example I can give you is that in
Massachusetts we recently enacted legislation that requires our
distribution utilities to enter into long-term delivered-price con-
tracts with renewable power sources so that the utilities them-
selves would issue solicitations and would select the lowest-cost op-
tion for meeting that goal of the Massachusetts State Legislature.

You could consider something along the same lines where at
some point you could evaluate whether or not the country is head-
ing towards meeting its carbon cap and its renewable power floor,
and if there is a deficiency identified, have FERC step in in essen-
tially a backstop planning mode and require that regions, RTOs,
utilities or interconnecting transmission owners issue solicitations
for long-term contracts for renewables on a delivered-price basis.

Mr. INSLEE. I want to make sure, if you could kind of wrap up,
I want to make sure we get to the other two witnesses.

Ms. AzAR. Thank you, Congressman. I am optimistic that if Con-
gress sets the goals and sets the process and has a strong backstop
authority, that we will be able to get this done. If we don’t get it
done, again, I think that is when the role of FERC steps in. So if
FERC for instance—if the States came up with a specific plan and
the plan did not meet the objectives of Congress that Congress set,
I think there needs to be essentially an overseer. And I personally
would be fine with that being the Federal Government saying, yes,
this plan actually meets those objectives. But the plan itself has to
be designed by the States.
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Mr. INSLEE. Mr. Chairman.

Mr. WELLINGHOFF. Thank you, Congressman Inslee. Just to re-
spond to Mr. Hibbard, I want to make very clear that FERC is very
committed to competitive market solutions. We wouldn’t choose to
do anything that would be counter to that. But I think when we
look at transmission, there are some nonmarket barriers, and those
include the issues of siting and cost allocation. And, again, agreeing
with Commissioner Azar, I think it is necessary to allow the States
to move forward in those areas to see if they in fact can do some
interconnect-wide planning collectively, that they are moving for-
ward to do that both in the eastern and western interconnects, and
then see from that if the siting and cost allocation can be agreed
upon. But if not, we have to I think have that pressure, that Fed-
eral pressure behind it to inform that process, to make sure that
it moves forward to ensure that we meet our national goals.

Mr. INSLEE. Thank you.

Mr. MARKEY. The gentleman’s time has expired. The Chair recog-
nizes the gentlelady from Wisconsin.

Ms. BALDWIN. Thank you, Mr. Chairman. When I hear the dis-
cussions about connecting Dakota wind generation through trans-
mission to load centers on the east coast, I sort of feel like Wis-
consin could become a State that has an extension cord just run-
ning through it. Maybe I should use the swimming pool analogy in-
stead. But that is the image that it conjures up for me. And I worry
that it disincentivizes distributed generation.

And as I pondered in my opening statement earlier this morning,
how we propose to pay for the transmission upgrades that are com-
ing down the pike is a critical question. Will those who do not re-
ceive the extensive benefits of this transmission have to pay for the
cost of traversing lines across the country?

The ratepayers that I represent, as you have already heard, have
supported their share of more than $2 billion of new investments
in the Wisconsin transmission system. Clearly there are trans-
mission technology decisions that need to be made, and there are
cost allocation decisions that need to be made. But I guess I would
ask the whole panel and anyone who wants to comment, how we
best protect those ratepayers, how we set up the system in a way
to best protect those ratepayers who will not be receiving the huge
benefits of this transmission buildup.

Mr. HiBBARD. If I may jump in, Congressman. I think the model
that I have been discussing here this morning of requiring that the
cost of transmission associated with moving generation from the
generation source to market be included in the price that is offered
to consumers that will be purchasing it is our first line defense on
that. So that if transmission were coming from the Dakotas and
being put into New England, the price of that would include not
just the cost of developing the generation but also the cost of the
transmission. We can then compare that price to other generation
prices available to us within the New England market for local re-
newables, for demand resources, or for more traditional generation,
and that ultimately the projects that will go forward will be the
ones that benefit ratepayers.

Ms. AzAR. As far as cost allocation I don’t think we can actually
speak to what would be the best cost allocation at this point in
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time. It should be tailor-made to the grid that is essentially
planned. As I mentioned in my initial comments, if you pick a spe-
cific cost allocation right now, it is likely to steer the plan in a spe-
cific direction. And I would rather have the physics drive—the
physics and the economics drive the plan, and then we can figure
out how to pay for it after the plan is designed. So that is my rec-
ommendation.

Mr. COEN. As a Vermont commissioner I would concur with my
colleague from Massachusetts. For the naval perspective, we would
be looking to take a position case by case as it comes forward.

Mr. WELLINGHOFF. And, again, I would agree with Commissioner
Azar. We should not dictate a particular method, number one. But
number two, my preference would be to have the States try to work
it out ultimately. And if those States that were involved in the line,
the line went across the State, but that State could make a case
if there wasn’t real benefits to that State. So hopefully that solu-
tion could be worked out and ultimately resolved in a collaborative
way.

But ultimately, at the end of the day, if the decision had to be
made and it couldn’t be made by the States and the region collec-
tively, I think it would be appropriate for FERC to determine that
allocation; and the allocation, in fact, may decide that a particular
State like Wisconsin did not benefit, depending upon the definition
and breadth of the term “benefit” from a particular line, and, as
such, may not be allocated costs.

But, again, you have to provide the flexibility for that kind of a
decision to be made. You can’t restrict specifically or dictate in a
rule how that has to be done. It has to be in a very broad, in a
broad way that allows FERC to meet its mandate to ensure that
rates are just and reasonable.

Mr. MARKEY. OK. Let me now turn and recognize once again the
gentleman from California for another round of questions.

Mr. McCNERNEY. Thank you, Mr. Chairman.

I had a question for Commissioner Azar. You had some rec-
ommendations for congressional action to facilitate projects, trans-
mission projects. Do you feel that those recommendations are wide-
ly shared across the country by State commissioners.

Ms. AZAR. I have not had the opportunity to float that idea by
my colleagues, so I can’t speak to that.

Mr. McNERNEY. Well, that is my only question and I yield back.

Mr. MARKEY. I thank the gentleman.

The Chair will recognize himself just to pursue a few questions
here. Mr. Hibbard, perhaps you could deal. Mr. Wellinghoff said
that if there was 3,000, 5,000 megawatts of wind brought in from
offshore up in New England, that it could cause reliability prob-
lems down in Florida. But the converse could also be true with
what Florida Power and Light and, hopefully someday, the South-
ern Company is doing in Florida to generate renewable electricity
could cause reliability problems up in New England. How do we re-
solve that issue?

Mr. HiBBARD. Thank you, Mr. Chairman. The issue, the engi-
neering issue that the Chairman refers to is really one of the size
of the transmission and the associated capacity being put onto the
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transmission network in the region. So for example, if as Commis-
sioner Azar was referring to you have a 765 kv line and it is

Mr. MARKEY. You know, can you imagine the audience right
now? OK, what is that? What is that?

Mr. HIBBARD. If you have a really extra high-voltage line——

Mr. MARKEY. What does that mean? What does that mean?
“Dropping,” what does that mean?

Mr. HiBBARD. Think of it this way.

Mr. MARKEY. OK. Try again.

Mr. HIBBARD. When a transmission line interconnects or it hooks
up with the transmission system in New England, it looks like a
generating facility. So if you have a really high-voltage line it looks
like a really big power plant.

Mr. MARKEY. So when people are riding down the street or out
on the highway, and they look off and they see something, explain
it in those terms just so they can understand why people’s sen-
sibilities might be affected by what it is that is constructed, so that
you can put it in those terms, because 765 kilovolts doesn’t really
mean anything to people.

Mr. HIBBARD. What they would actually see is a really big tower.
But from the standpoint of how it affects the grid it just puts a lot
of electricity onto the grid in a single location. And if that were
suddenly to disappear, then there could be problems if the trans-
mission system can’t withstand it, and cause the type of wide-
spread outage that he was referring to.

The value I see in offshore wind technology along the eastern
seaboard is it completely overcomes that problem, because it can be
built out incrementally at lower voltages that hook on individual
lines into the major load centers along the east coast so that we
can build it out without the need for increasing the reliability, the
potential reliability risk on the underlying transmission system.

So that, while I think if we were to take the path of inter-
connecting 3,000 megawatts in a single point—that would be the
problem that the Chairman is referring to— but that offshore wind
has the potential to be dispersed on a much more widespread geo-
graphic basis and actually enhance the reliability of the grid.

Mr. MARKEY. Mr. Wellinghoff, would that solve your Florida
problem, or, from our perspective, our New England problem?

Mr. WELLINGHOFF. I am not sure that it would, Mr. Chairman.

Mr. MARKEY. Can you explain why?

Mr. WELLINGHOFF. I am not sure that it would, Mr. Chairman.
Ultimately, even though you may disperse the 3,000 megawatts
over a number of locations, the issue is going to be the variability
of that wind and the effect of that variability on reliability across
the interconnect with respect to frequency. And I have actually di-
rected our reliability division to commence a study that will look
at this issue and determine how that incursions infrequency can af-
fect reliability across both the eastern and/or western intercon-
nects.

Mr. MARKEY. Mr. Hibbard, you are back at a FERC hearing right
now; what are you going to say to Mr. Wellinghoff when they raise
that issue?

Mr. HiBBARD. First I will commend the Chair and FERC for look-
ing into reliability.
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Mr. MARKEY. Good.

Mr. HiBBARD. And I would encourage them to consider in that
study the difference between variability of 3,000 or 4,000 or 5,000
megawatts being connected at a single point to the variability, and
the impact of it being spread over a very wide geographic region.
And whatever the outcome is I am certain it will be the right an-
swer.

Mr. MARKEY. And would you agree that there could be a distinc-
tion made between a concentrated renewable source and something
that is dispersed over hundreds or thousands of miles?

Mr. WELLINGHOFF. Mr. Chairman I try to not practice electrical
engineering without a license, but I would agree there may be a
difference between the two.

Mr. MARKEY. Thank you. And by the way, would those same
issues exist in a Western State, for example, that might want to
produce 3,000 or 4,000 or 10,000 megawatts of renewable in their
State and try to move that, for example, into a metropolitan area
in another State or several other States? Would it create the very
same issue?

Mr. WELLINGHOFF. Yes, it could be applicable in either inter-
connect.

Mr. MARKEY. So it is an issue that we ultimately have to resolve
here. I think that going back to this 765 kilovolt issue is an impor-
tant thing to understand. Because in my experience, at least on
this committee for 33 years, there are corporate entities that really
think big; the bigger the facility, the bigger the plan, the better it
is. And then there are others that think, well, maybe we can dis-
perse the way in which we generate electricity. Maybe we can do
this in a way—and here it is going to be increasingly important—
to generate solar and wind and other renewables from more dis-
persed sources. And that is to a certain extent where the smart
grid comes in so that we are doing it. We not only need a smart
grid, but we need smart people planning a smart grid so we don’t
overbuild it and put those burdens back on to the consumer.

And we saw all of that happen back in the 1970s and early 1980s
where all of these nuclear power plants that were guaranteed to be
needed by the year—if we didn’t build 500 new nuclear power
plants, they told us, by the year 2000, we would have blackouts all
over America.

So we need to think big and put all these costs on the shoulders
of ratepayers all across America. In the New England region we
really suffered from the overenthusiasm, I will say, of these big
central planners. And so we have to be careful here that those
types of—we will call it planners—don’t control this process, be-
cause it is just the opposite era that we hope we are entering in
terms of the development.

And I can just feel the hoofbeats of the large central planners
moving towards this whole concept. And after 33 years, I am kind
of aware of what can happen. There is an old saying that a smart
man learns from his own mistakes and a wise person learns from
other people’s mistakes. But at my age and service in Congress, I
am an expert in both areas of mistakes, and so I just don’t want
to see that happen again. And that overbuilding issue is really
something that is quite important to me.
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So if you could, Ms. Azar, could you go to the question of AC/DC.
And first of all, explain to our viewing audience what that is and
Wh}é different results occur depending upon the decision which is
made.

Ms. AzAR. Yes. The alternating current system is the primary
transmission grid we have right now, and it is completely inter-
connected. So when you put an electron on that AC grid it is going
to go to the path of least resistance. With models, you can predict
where it is going to go but you can’t direct it. The electron goes
where it wants to go. On a DC line it is actually very directed. It
has one direction.

Mr. MARKEY. So DC means direct current.

Ms. AzAR. Direct current, thank you. The direct current line. You
have a lot of control over it. The electron goes in one direction. You
know, for instance, when you drop an electron on one end of a DC
line, you know where it is going to end up. It is going to end up
on the other side of the DC line. Whereas in an AC grid, if you
drop an electron at the same point, you are not sure what path it
is going to take. The only thing you know is you are pulling power
off at certain locations. So there are two very different models.

Mr. MARKEY. And for the purposes of our discussion today, how
does that instruct this discussion in terms of the goals that we are
seeking to achieve.

Ms. AzAR. I can give two answers to that. One is we need to
know what the goals are from Congress. And then we are going to
be able to decide which of those, or the combination of the both of
them, will solve the problems that you are going to put forth to us.

I can tell you from a personal perspective that the DC lines, if
your problem is trying to get power from a fairly localized location,
let’s just say in the Dakotas, and you are trying to get it far east,
as long as you are over 400 miles long, DC lines will likely be a
very good solution to that problem.

Mr. MARKEY. Are they more or less expensive?

Ms. AZAR. That is a good question. As a general rule I would say
they are less expensive, but it depends on what kind you are build-
ing.

Mr. MARKEY. And that should be a decision, in your opinion,
made by the regions.

Ms. AzAR. That is correct.

Mr. MARKEY. And that could actually turn on how much burden
is placed upon consumers in terms of their electricity bill each
month.

Ms. AzZAR. That is correct.

Mr. MARKEY. Mr. Wellinghoff, if I may, you heard Mr. Hibbard
and others talk about what the impact would be of the Waxman-
Markey bill on the marketplace. The signal will be sent to move
away from carbon-producing electrical generation; there will be a
national renewable electricity standard now as a result encom-
passing an additional 20 States. And he largely believes that that
is going to now force States on a regional basis, because of these
national goals, to reach a combination on these new lines, and that
the Federal Government is actually going to be less needed in the
future, perhaps with the exception of the Federal lands issue, to re-
solve these issues.
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What is your response to that in terms of—because we are trying
to create a market-based response. And I will just give you an anal-
ogy and perhaps you could—or an analogous situation and perhaps
you could reflect upon it.

After we passed the 1996 Telecommunications Act, all of a sud-
den there was an explosion of broadband deployment across the
country. Telephone companies, cable companies, others who had
been telling the local PUCs, oh, it is not in fact cost-effective to be
deploying fiber optic or broadband technology. We are now in a
mad race to do so because there is now a new Federal law which
is placing a premium upon it, and by the time we reached 2000 we
actually had a dot-com bubble because of the vast and very rapid
deployment of broadband across our Nation.

Now, we created thousands of new companies. Some survived,
some didn’t. But it was great for our country in the long run. Is
there any reason to believe that the legislation, as it is now draft-
ed, won’t unleash a similar and very, very significant deployment
of renewables across the country and kind of press regions and in-
dividual utilities to finally resolve their longstanding, call it—no, I
won’t call it opposition, I will call it skepticism. Because I saw it
in the telephone sector, I saw it in the cable sector. They moved
overnight to challenging their perspective.

Do you think the legislation will do that, and, as a result, per-
haps this Federal role isn’t going to be as needed, with the excep-
tion of the Federal lands issue?

Mr. WELLINGHOFF. Well, certainly as you are aware, Chairman
Markey, there are approximately 29 States now that have renew-
able portfolio standards. In fact, my State of Nevada is one of
those. We have a standard that is 20 percent by 2015, so it is far
ahead of most State standards. And those standards have in fact
created markets, created markets for renewable energy, and moved
renewable energy into those markets very effectively. So I think
that is happening already on the one hand.

But on the other hand, I have people coming into my office who
tell me that wind is being curtailed in the Midwest because we
don’t have adequate transmission. So that tells me we have a prob-
lem. It is not simply the markets are creating these new markets
for renewables, it is the need to somehow ensure that this trans-
mission gets built to make a deliverable. We need to make a deliv-
erable.

Mr. MARKEY. You are saying that the States are not cooperating
in the Midwest in the transmission of wind.

Mr. WELLINGHOFF. No, I am not saying necessarily the States or
the Federal Government. I think it is a combination of the fact that
we have certain barriers, which include issues of planning, siting,
and cost allocation that need to be relooked at in ways that we can
facilitate more transmission for renewables.

Mr. MARKEY. You are basically saying the Federal Government
needs more authority because the States aren’t doing the job in
moving that wind around in the Midwest.

Mr. WELLINGHOFF. I am saying that ultimately what we need to
do is ensure that the States understand

Mr. MARKEY. And I appreciate that.
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Mr. WELLINGHOFF [continuing]. Those priorities, and that in
fact

Mr. MARKEY. But you are saying they will need that,—in addi-
tion to the new law which we are passing, which will create all
those incentives for utilities to move and for states to move, you
are saying that that is not going to be sufficient; that you believe
that the States themselves have some built-in inertia, and some of
those utilities do as well, and that because they don’t move, even
though we passed this new law and created these high goals that
have to be met by national mandate, that we will still need the
Federal Government to come in as a club. Is that what you are say-
ing?

Mr. WELLINGHOFF. I am saying that I am not blaming the States,
nor am I saying the Federal Government is the panacea. I am ulti-
mately saying

Mr. MARKEY. Right. But here is the problem. In terms of—and
I appreciate what you are saying, and you are engaging in a bit of
terminological inexactitude which is necessary for to you maintain
good relationships with the States, and I appreciate the position
that I am putting you in. But at the same time, we are going to
create a brand new law here that is going to affect all these States.

Mr. WELLINGHOFF. That is correct.

Mr. MARKEY. So we need some evidentiary basis for preempting
the States that is based upon a Federal perception of the problem
that exists in these States. So while we won’t use the word
“blame,” we need to find some way in which we pinpoint what it
is that is occurring that is the problem, and then we can tailor a
solution to it. But we can’t deal with it in kind of broad general-
ities. We need to have the specifics, and then even in the report
language of the legislation we can ensure that we are explaining
the problem as it exists, let’s say, in a particular region. And here
we are talking about the Midwest and the fact that wind is not
moving around, even though it is readily available. So pinpointing
what that problem is helps us then to tailor the language to reflect
that problem.

So maybe you can elaborate a little bit on that Midwestern prob-
lem where the bottlenecks are, what causes it; and then we can
kind of contemplate, cogitate, on what might be necessary.

Mr. WELLINGHOFF. And I am suggesting part of the bottlenecks
are the fact that, number one, FERC really doesn’t have the au-
thority to allocate across boundaries. So between Misol and PGM,
for example, we don’t have the ability to allocate costs of trans-
mission across these boundaries, and, as such, we are not really
getting the types of transmission built.

And I think you are going to hear from Mr. Welch from ITC in
the next panel, and he has a very interesting transmission project
that I would commend you to explore this with him further, be-
cause he is in the Midwest trying to get large amounts of wind out
of the Dakotas into the Chicago area. And I think one of his issues
he is talking about is cost allocation across two regions.

So what I am suggesting ultimately is that Congress needs to
look at an entire structure of planning, siting and cost allocation
that is initially deferred to the States, and 1 would say that the
States should in fact ultimately solve that problem. But if they
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can’t, then the pressure should be there to allow the Federal Gov-
ernment to step in if necessary.

Mr. MARKEY. Thank you. Mr. Wellinghoff. I was the author in
1992 of the wholesale transmission access provisions in the Energy
Policy Act that, for the very first time, gave the FERC the ability
to force utilities to stop blocking requests for open and nondiscrim-
inatory access to wholesale transmission lines so that there could
be more competition in that area.

The FERC then built upon that new law that I created and
issued a generic order 888 on transmission access, which is an his-
toric order, and that is based upon my 1992 law.

So I am very sensitive to this issue, but, again, I don’t think we
should tailor something that goes beyond what is needed. And I say
this to you, Chairman Wellinghoff, that part of the problem we
have up in Massachusetts, and New England as well, is the—and
it is not you, it is your predecessor of FERC that has just left of-
fice—but preempting our State and local governments from grant-
ing FERC siting authority on wholesale electric transmission lines,
that issue is illuminated by the fact that the FERC has seemed to
be completely unresponsive to our local concerns when it comes to
the siting of the liquefied natural gas facility in Fall River, Massa-
chusetts. I have an LNG facility in my district in Everett, Massa-
chusetts.

Massachusetts, working with the Federal Government, has li-
censed two LNG facilities about ten miles off of our coastline to
bring LNG into our market and into the New England market. It
is upwards now of 30 percent of the natural gas that we use in
New England, and we support LNG and we have licensed two fa-
cilities.

But notwithstanding Massachusetts saying to the FERC, we
don’t need another one on land, we are doing it offshore and we
have licensed them, the FERC—not your FERC—but the FERC up
until this point has been saying, no, you are going to have another
one in Massachusetts. And even that decision itself could affect the
amount of renewables that we need. Notwithstanding the fact that
natural gas may be half of the carbon in its use as coal, it is not
nearly as good as renewables will be, but it is going to affect our
marketplace by having that be forced upon us.

And the FERC has been pressing that now for the last 4 or 5
years. So that kind of calls into question kind of this Federal one-
size-fits-all process, where, even when the State is saying back off,
the FERC continues to come in and say, no, this is what you are
going to have for New England. So how do we reconcile that, Mr.
Wellinghoff?

Mr. WELLINGHOFF. Well, Mr. Chairman, I am not suggesting a
one-size-fits-all process. Again I am suggesting, unlike the LNG
process, where FERC has the primary and initial responsibility
with respect to siting and permitting, that in fact States be given
the initial opportunity in this regard. And that opportunity I think
should be given all the tools necessary for it to succeed.

Mr. MARKEY. Thank you, Mr. Wellinghoff.

Are there other members who wish to ask questions of this
panel? Let me recognize the gentlelady from Wisconsin.
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Ms. BALDWIN. Thank you. Just one more rather big question. But
I appreciate the Chairman for asking our witnesses to make this
understandable for a viewing audience.

We had a discussion recently of follow the electrons. And I actu-
ally would like to pose a question about following the money. I ask
anyone who wants to give just a very brief primer on the economics
of transmission, is there a guaranteed rate of return; how is that
determined; who decides; and, if so, what is that guaranteed rate
of return for transmission?

Mr. WELLINGHOFF. Congresswoman Baldwin, I will attempt that.
I like to believe in rate-based regulation and transmission is not—
first of all, you have to understand transmission is not a market
item, it is an item that we have a limited number of entities who
are putting in transmission, and it is under a rate-based cost serv-
ice scheme.

So they are authorized a return on their investment and they
have an opportunity to earn a return. But to earn that return they
have to manage their expenses and they have to manage their op-
erations in an efficient way to ensure that their expenses match
what their projections are, so that their return comes out to the
level that they hope to achieve. The regulators, whether it be a
State regulator or a Federal regulator, would authorize a level of
return on equity that would be authorized. But, again, that is only
an opportunity to earn that level of return.

Ms. BALDWIN. Do you have any averages of what that rate of re-
turn might look like?

Mr. WELLINGHOFF. I am sorry; what it might look like?

Ms. BALDWIN. What is the average rate of return? I know there
are variables. A ballpark.

Mr. WELLINGHOFF. I can submit that to you in writing but I don’t
have an average today for you.

Ms. BALDWIN. OK. Thank you.

Mr. MARKEY. I thank the gentlelady. And I thank all of our wit-
nesses. You have been absolutely fantastic.

And you, Mr. Wellinghoff, I want to tell you how much we appre-
ciate your willingness to take on this job. This is one of the tough-
est jobs we are going to have in America. You have an outstanding
record. And I have already had an extensive conversation with you
privately, and I really am very very glad you have this job. I think
you are going to do a tremendous, tremendous service to our coun-
try there in that position. It is very sensitive. It is going to require
people like you who are willing to spend the time to get this right
so we have a long-term solution. And as we are going forward, es-
pecially over the next week or so, we are going to need some spe-
cifics to help us to think through this issue in terms of where the
problems have been, what has caused the problems, and what
would be needed in order to correct those problems.

We will need some examples and some specifics with regard to
what has been used as a blocking mechanism to the resolution of
these regional issues, because we want to get at that issue. We
want to have real competition out there in the marketplace. So for
you especially, Mr. Chairman, we hope that we can work with you
in the next week. You have an outstanding staff and you are an
outstanding individual and I think we can accomplish that.
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Mr. WELLINGHOFF. We would be happy to do that Mr. Chairman,
and thank you very much for your kind words.

Mr. MARKEY. I thank you. What I am going to do now is to work
now in reverse and I am going to give each one of you 1 minute
to tell us what you want us to remember as we consider this issue
over the next week.

And we will begin down on this end with you, Mr. Halvey. You
each have 1 minute apiece.

Mr. HALVEY. Thank you, Mr. Chairman. I think the two things
that we would emphasize are the issue of supersizing, which re-
lates directly to the cost allocation issue that we spoke about. It
doesn’t make a lot of sense for us to use up whatever goodwill we
might have trying to locate a line—or, excuse me, locate a line that
is undersized.

The second thing is I think the Federal lands issue, the permit-
ting issue, I have elaborated some on that. But this we see as a
very large impediment. Those would be the two things that I think
we would like you to bear in mind.

Mr. MARKEY. Thank you, sir. Mr. Hibbard.

Mr. HiBBARD. Thank you, Mr. Chairman. I would just say that
certainly from our perspective in the Commonwealth, we com-
pletely agree with the goals of the ACES legislation. We absolutely
have to address the carbon issue and we have to address it now.

What I would urge you to consider from the standpoint of trans-
mission is to try to retain the competitive market structure that de-
livers benefits to our ratepayers in the designs that you implement
going forward. the carbon cap that provides a value or cost, addi-
tional marginal costs associated with allowance purchase for fossil
generating resources, and a renewable portfolio floor that provides
additional revenues to renewable resources should provide the fi-
nancial incentives needed to get the renewables and the associated
transmission built. And that we want to maintain the distinction
between who is responsible for paying for transmission if it is a
generating facility, and who is responsible if it is needed for reli-
ability.

Mr. MARKEY. Thank you. Commissioner Azar.

Ms. AzZAR. Thank you. Number one, define the goals that we need
to be with the transmission grid.

Number two, define a State-led process by which we can meet
those goals. One of the primary aspects of that needs to be that the
decision maker must be beholden only to the public interest.

Number three, ensure there is Federal backstop authority so that
we get our job done,

Umber four, don’t do harm. And with regard to that don’t define
a specific technology and please don’t define a cost allocation proc-
ess.

Mr. MARKEY. Thank you. Mr. Coen.

Mr. COEN. Thank you, Mr. Chairman. Very, very briefly, I just
want to reiterate that the States are here to help. We would like
to work closely with your committee in developing some trans-
mission planning, and that Federal preemption of transmission
siting should only be used as a last resort.

Mr. MARKEY. Thank you. And, Mr. Wellinghoff.
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Mr. WELLINGHOFF. Mr. Chairman, thank you. I would suggest
that hopefully you come away with this, number one, that we are
not as far apart as we initially seemed to be, I think, when we
started out in our testimony. But we all have the same goals: to
reduce carbon and to ultimately develop as much renewables as
possible to do that.

But I think we need to remember that there are nonmarket bar-
riers that we need to look at how to get that development done.
And as part of those nonmarket barriers I think we need to do, put
a construct together that would allow the States to initiate the
processes of planning, siting and cost allocation, to have the trans-
mission developed to deliver renewables. We also have to have that
back pressure of the Federal Government standing there, being
able to step in if necessary to make it happen and get it done.

Mr. MARKEY. Thank you, Mr. Wellinghoff, very much.

And in the spirit of what Mr. Wellinghoff said, we may not be
as far apart as the initial statements indicated. Let’s work towards
that goal. Time is of the essence, so all of these conversations now
continued outside of this hearing room over the next week or so
would be very helpful to us. With the thanks of the committee, this
panel is dismissed, and we will ask the next panel to come up to
the table.

Mr. MARKEY. We thank you all for being here and we apologize
for the delay. This is obviously a very important issue. We may be
writing the transmission rules for the next generation of electricity
generation in our country. Over the next couple of weeks we will
see if that can be accomplished, perhaps it can, perhaps we can’t.
But your testimony is going to be central to accomplishing that
goal. We could not do it without your participation.

We apologize to you for the delay in your panel being recognized
and for it being Friday afternoon, getting later as the minutes tran-
spire.

STATEMENTS OF RALPH 1ZZ0O, CHAIRMAN AND CEO, PUBLIC
SERVICE ENTERPRISE GROUP; JAMES NIPPER, SENIOR VICE
PRESIDENT, AMERICAN PUBLIC POWER ASSOCIATION;
GLENN ENGLISH, CEO, NATIONAL RURAL ELECTRIC COOP-
ERATIVE ASSOCIATION; REID DETCHON, EXECUTIVE DIREC-
TOR, ENERGY FUTURE COALITION; JOSEPH WELCH, PRESI-
DENT AND CEO, ITC HOLDINGS CORPORATION; CHRIS MIL-
LER, PRESIDENT, PIEDMONT ENVIRONMENTAL COUNCIL;
AND DAVID JOOS, CEO, CMS ENERGY CORPORATION

Mr. MARKEY. We will begin with Ralph Izzo. He is Chairman,
President and Chief Executive Officer of the Public Service Enter-
prise Group, Incorporated. He is a leader within the utility indus-
try in the public policy area. We thank you once again for being
here. Mr. Izzo, whenever you are ready please begin.

STATEMENT OF RALPH 1ZZO

Mr. 1zzo. Mr. Chairman, members of the subcommittee, thank
you for this opportunity to appear before you today to testify. PSEG
distributes electricity and natural gas to more than 2 million cus-
tomers in New Jersey, and owns and operates electric generating
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capacity in the Northeast, Mid-Atlantic and Texas. PSEG has long
supported policies to promote renewable generation.

We are planning major investments in solar, offshore wind gen-
eration, and in energy storage technology that will make renewable
energy more competitive.

The question today is not whether we should vigorously promote
renewable generation, but how. Specifically, how should we use
transmission policy to promote renewable generation at the lowest
possible cost? This would include not just Federal siting authority,
but decisions about transmission planning and cost allocation that
are fundamental to determining how much transmission is built
and where.

There are two competing views on this. One view which I strong-
ly favor is that government should establish prices for externalities
such as the cost of emitting greenhouse gases, and let market
forces determine which technologies and which locations are most
promising for investment. This is the approach taken in the land-
mark ACES legislation. It establishes a price for carbon through a
cap-and-trade program and a market-based subsidy for renewable
generation through the Renewable Electricity Standard. With these
price signals developers can compare the cost of renewable genera-
tion in different locations, including the associated transmission
cost.

The alternative view is that some central entity should plan and
site transmission that will connect the areas with strong renewable
resources to areas of high electric demand via some grand super-
highway, paid for by a broad group of taxpayers. Under this model
government would essentially pick winning renewable technologies
and locations, and build transmission to facilitate them.

I have several concerns about this approach. First, it could lead
to unnecessarily expensive outcomes. All business owners know
that if they establish their factory at a distant location to keep pro-
duction costs down, they have to weigh that against shipping costs.
But if we socialize shipping costs of renewable generation, we skew
decisions away from locally based options that may have a lower
total cost.

That is why a bipartisan coalition of ten Northeastern Governors
wrote to Congress warning that this policy would undermine their
efforts to grow renewable industries. Moreover, building thousands
of miles of transmission lines in anticipation of the arrival of re-
newable generation may lead to an expensive excess of trans-
mission capacity.

Transmission planning is a delivered process meant to respond
to long-term reliability and economic concerns. It is not intended to
predict and facilitate dynamic markets.

Second, as has been said so many times already, there is no such
thing as a green transmission line. Transmission lines carry all
electrons without regard to the carbon footprint of the generator.
In fact, the dispatchability of renewable resources would suggest
you would have a significant underutilization of the transmission
line unless you filled it with other forms of generation. So a green
transmission line will give market advantage to any power plant
fortunate enough to be close to the new line.
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Third, creating a new planning process across regions is unneces-
sary. We already have regional planning processes that are effec-
tive and sensitive to local concerns. Cross-regional issues should be
addressed through improved coordination between regional plan-
ning bodies, which is exactly the approach taken in the committee-
passed bill.

Finally, existing tools can help renewable projects connect to the
grid without distorting locational price signals and without poten-
tially burdening consumers with an excess of expensive trans-
mission.

For example, if the costs of connecting to the grid and getting
power to market are too much for one developer to bear, multiple
developers can share costs among their projects. Or FERC can re-
quire that ratepayers initially bear these costs, provided they are
reimbursed by developers after the projects become operational.

In closing I believe we will meet our long-term carbon reduction
goals. But sitting here today, I cannot tell you what renewable
technologies, and, more importantly, in what locations, it will take
to get us there to serve our customers at the lowest possible cost,
and neither can government.

That is why I strongly support policies such as an RES and car-
bon pricing that send price signals to the market and unleash the
creativity and entrepreneurial spirit of the American people. Thank
you.

Mr. MARKEY. Thank you, Mr. Izzo, very much.

[The prepared statement of Mr. 1zzo follows:]
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TESTIMONY OF RALPH IZZ0
CHAIRMAN, PRESIDENT AND CEO
PUBLIC SERVICE ENTERPRISE GROUP INCORPORATED

HOUSE COMMITTEE ON ENERGY AND COMMERCE SUBCOMMITTEE ON
ENERGY AND ENVIRONMENT
JUNE 12, 2009

Chairman Markey and Members of the Subcommittee, my name is Ralph Izzo and [ am
Chairman, President and CEO of Public Service Enterprise Group.

Qur family of companies distributes electricity and natural gas to more than two million
utility customers in New Jersey, and owns and operates approximately 17,000 megawatts
of electric generating capacity concentrated in the Northeast, Mid-Atlantic and Texas.

Thank you for this opportunity to appear before you today to testify about transmission
policy and renewable generation.

Let me state at the outset that PSEG has long supported policies to promote renewable
generation. And we are planning major investments in solar and offshore wind
generation, as well as an energy storage technology that will help make renewable energy
more competitive.

The question we are discussing today is not whether we should vigorously promote
renewable generation, but how. Specifically, how should we use transmission policy to
promote renewable generation at the lowest possible cost? This would include not just
federal siting authority, but decisions about transmission planning and cost allocation that
are fundamental to determining how much transmission is built and where.

There are two competing views on this issue.

One view — which I strongly favor - is that government should establish prices for
externalities, such as the cost of emitting greenhouse gases, and let market forces
determine which technologies and which locations are most promising for investment.

This is the approach taken in the landmark ACES legislation, which establishes a price
for carbon through a cap-and-trade program and a market-based subsidy for renewable
generation through the Renewable Electricity Standard. With these price signals in place,
developers can compare the costs of renewable generation investments in different
locations, including the associated transmission costs.

The alternative view is that FERC or another central entity should plan and help site
transmission that will connect areas with strong renewable resources to areas of high
electric demand via “green transmission superhighways,” paid for by as broad a group of
taxpayers as possible. Under this model, government would essentially pick winning
renewable technologies and locations and build transmission to facilitate them.
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T have several concerns about this approach.

First, it could lead to inefficient and unnecessarily expensive outcomes. All business
owners know that if they establish their factory at a distant location to keep production
costs down, they have to weigh that against increased shipping costs. But if we socialize
the “shipping costs” of renewable generation, we skew decisions away from locally-
based options that may have a lower total cost. That is why a bi-partisan coalition of 10
northeastern Governors wrote Congress warning that this policy would undermine their
efforts to grow local renewable industries.

Moreover, building thousands of miles of transmission lines in anticipation of the arrival
of renewable generation may lead to an expensive excess of transmission capacity.
Transmission planning is a deliberate process meant to respond to long-term reliability
and economic concerns. It is not intended to predict and facilitate dynamic markets, like
renewable generation.

Second, there is no such thing as a “green transmission line.” Transmission lines carry
all electrons, without regard to the carbon footprint of the generator. A “green
transmission line” will give a market advantage to any power plant fortunate enough to
be close to the new line.

Third, creating a new bureaucratic planning process across regions is unnecessary.

We already have regional planning processes that are effective and sensitive to local
concerns. Cross-regional issues should be addressed through improved coordination
between regional planning bodies, which is exactly the approach taken in the Committee-
passed bill.

Finally, there are existing tools that can help renewable projects connect to the grid
without distorting locational price signals and without potentially burdening customers
with an excess of expensive transmission.

For example, if the costs of connecting to the grid and getting power to market are t0o
much for one developer to bear, multiple developers can share those costs among their
projects. Moreover, FERC can require that ratepayers initially bear these costs, provided
they are reimbursed by developers after projects become operational.

In closing, [ believe we will meet our long-term carbon reduction goals. But sitting here
today, I cannot tell you what renewable technologies in what locations will get us there at
the least cost to customers. And neither can our government. That is why I strongly
support policies, such as an RES, with national renewable energy credits, and carbon
pricing, that send price signals to the market and unleash the creativity and
entrepreneurial spirit of the American people to solve the climate crisis.

Thank you and I'd be pleased to answer any questions.
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Mr. MARKEY. Our next witness is Joe Nipper who is the Senior
Vice President for Governmental Affairs of the American Public
Power Association, representing the Nation’s more than 2,000 com-
munity-owned electric utilities. We thank you for being here.
Whenever you are ready, please begin.

STATEMENT OF JAMES NIPPER

Mr. N1PPER. Thank you, Mr. Chairman, and members of the sub-
committee. I appreciate the opportunity to be here today.

APPA, as you mentioned, represents the interests of 2,000 pub-
licly owned State and locally owned utilities across the country, col-
lectively serving 45 million Americans; 110 public power utilities
collectively own about 8 percent of the Nation’s transmission lines
of 138 kilovolts or greater.

However, the great majority of APPA’s members are trans-
mission-dependent; that is, dependent on facilities owned by others,
in order to acquire the electricity they need for redistribution of
their retail customers.

Our members report that more transmission is needed in almost
every area of the country to serve a variety of purposes, including
increased use of renewable energy, reliability and to enhance com-
petition.

In our view, the single most significant impediment to getting a
new transmission built continues to be siting, and we urge Con-
gress to clarify and continue to support the Federal backstop siting
authority included in EPAct05. EPAct05 siting authorities were a
major step forward but have been called into question by the recent
court decision in the Fourth Circuit Court of Appeals.

As an intervener the side of FERC in this case, APPA believes
that legislation should clarify the original congressional intent in
EPAct05 by expressly providing FERC with the authority to con-
sider backstop transmission siting applications when a State denies
an application.

It is important to note for us that as units of local and State gov-
ernment, public power utilities are not typically supportive of Fed-
eral policy that diminishes State authority, and we certainly have
had concerns about Congress’ and FERC’s attempt to expand au-
thority in other areas. However, e importance of siting new inter-
state transmission lines cannot be understated, and thus our con-
tinued support of the compromise crafted in EPAct05.

There is some misconception, though, that higher voltage lines
are always better. In actuality, the interconnected nature of the
grid is such that a lower voltage line, located strategically, could
have a greater ability to relieve congestion and to enhance reli-
ability than a higher voltage line, d could experience less local re-
sistance to the siting and cost less than a higher voltage line.

Of course there are situations where higher voltage lines is pref-
erable and necessary, but we want to make it clear that bigger is
not always better when it comes to the grid. This is one reason why
regional planning is so important.

The impact of proposed new higher voltage facilities on an exist-
ing transmission network needs to be fully considered so that the
optimal mix of facilities can be determined. Encouraging propor-
tional joint ownership of transmission facilities by load-serving en-
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tities, including public power utilities in a given region, another
way to get more transmission built.

If the responsibility for building and owning the transmission
grid is spread more broadly among the entity serving customers in
a region, en joint transmission planning will be facilitated simply
because there are more participants at the planning table sup-
porting the immediate projects.

If network customers of a dominant regional transmission pro-
vider are encouraged to own their load ratio share of the trans-
mission system, transmission usage and ownership will be more
closely aligned, d the friction between transmission-dependent utili-
ties and transmission owners can be reduced. There are many ex-
amples, Mr. Chairman, where that is the case.

With respect to planning, APPA supports the transmission plan-
ning provisions, including the committee-passed version of the
American Clean Energy and Security Act, as we believe they will
bolster rather than duplicate or further complicate the existing and
extensive transmission planning process under FERC Order 890 oc-
curring at the regional and subregional levels across the country.

The manner in which transmission facilities’ costs are allocated
among generators, transmission owners, transmission-dependent
utilities and other stakeholders is one of the most controversial top-
ics related to transmission.

APPA strongly supported the language included in EPAct that
underscores FERC’s flexibility in determining the appropriate
transmission pricing methodology. We don’t always agree with the
decisions made by FERC on cost allocation. We continue to believe
that Congress had it right in leaving these decisions with appro-
priate stakeholder input and administrative due process to FERC
to determine under sections 205 and 206 of the Federal Power Act.

The issue of who pays for transmission facilities to provide re-
gional benefits is a difficult one. Such facilities can provide Presi-
dents future system benefits that extend well beyond the specific
entities wherein the facilities are constructed. Therefore APPA
urges FERC to provide greater guidance on cost allocation for new
major transmission facilities that afford regional benefits.

APPA does not support the allocation of costs of facilities to re-
gions, subregions or entities that will receive little or no benefit
from the facilities, and therefore opposes a Federal statutory re-
quirement to allocate such costs on an interconnection-wide basis.

And lastly, Mr. Chairman, APPA has concerns with respect to
FERC’s application of its incentive rate authority provided under
EPACct05, for it seems to regard section 219 as a statutory require-
ment to offer a variety of different transmission incentives to appli-
cants. It appears that these entities have been helping themselves
to those incentives and that the Commission has not taken a suffi-
ciently disciplined approach to awarding rate incentives.

We appreciate your long-held concern in this area and your re-
cent letter to FERC asking for an explanation of their use of their
incentives, and we look forward to their response and to working
with the Chairman on that issue. Thank you very much.

Mr. MARKEY. Thank you, Mr. Nipper, very much. And I appre-
ciate the very diplomatic way in which you used the word “entity”
in your testimony.
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[The prepared statement of Mr. Nipper follows:]
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Transmission Policy”

June 12, 2009

The American Public Power Association (APPA) appreciates the opportunity to provide
the following testimony for the Subcommittee on Energy and Environment’s hearing on
“The Future of the Grid: Proposals for Reforming National Transmission Policy.” Iam
Joe Nipper, Senior Vice President of Government Relations for APPA.

APPA represents the interests of more than 2,000 publicly-owned electric utility systems
across the country, serving approximately 45 million Americans. APPA member utilities
include state public power agencies and municipal electric utilities that serve some of the
nation’s largest cities. However, the vast majority of these publicly-owned electric
utilities serve small and medium-sized communities in 49 states, all but Hawaii. In fact,
70 percent of our member systems serve communities with populations of 10,000 people
or less.

Overall, public power systems’ primary purpose is to provide reliable, efficient service to
their local customers at the lowest possible cost, consistent with good environmental
stewardship. Like hospitals, public schools, police and fire departments, and publicly-
owned water and waste-water utilities, public power systems are locally created
governmental institutions that address a basic community need: they operate on a not-for-
profit basis to provide an essential public service, reliably and efficiently, at a reasonable
price.
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The great majority of APPA’s members are “transmission dependent,” meaning that they
must pay third parties for access to the bulk transmission system in order to acquire
electricity from power plants for distribution to their retail customers. There are,
however, a number of public power systems that own a significant amount of bulk
transmission facilities — including the Los Angeles Department of Water and Power
(LADWP) and the Nebraska Public Power District, among others.

Because the Energy Information Administration (EIA) stopped collecting transmission
data from public power, cooperative and federal utilities in recent years, 2003 data are the
latest comprehensive statistics available by utility. Based on the 2003 data, APPA
estimates that approximately 110 public power utilities own approximately eight percent
of the nation’s transmission lines of 138 kilovolts (kV) or greater.

Because of EIA’s decision to discontinue collecting data from the entire electric utility
industry, the only up-to-date comprehensive information on existing transmission
investment and ownership is NERC’s data on total transmission miles of lines 230 kV or
greater summarized by NERC regions and sub-regions. Other information sources only
cover part of the industry (for example, the Federal Energy Regulatory Commission’s
(FERC) Form 1 transmission data covers only FERC-regulated “public utilities,”
primarily investor-owned utilities — not publicly-owned and operated electric utilities
collectively known as public power systems) or are published in inconsistent formats (for
example, RTO or company announcements of billions of dollars in planned investments
over a several year period). Consistent, industry-wide data would be very useful in
assessing actual progress in getting needed new transmission facilities built.

As will be evident from the testimony below, there are a number of issues encompassed
by the broad topic of “transmission” that are significant enough to merit their own
hearings — the problems with RTO-run centralized wholesale power markets, and the
implementation issues that have plagued the federal backstop siting process for
transmission enacted in the Energy Policy Act of 2005 (EPAct05), to name only two —
and APPA would urge the committee to consider holding such hearings.

APPA was asked to discuss the primary components of transmission policy -- planning,
siting and cost allocation — but we will also address related issues such as incentive rates,
joint ownership, regional transmission organizations, and the concept of “green
transmission.” APPA’s policy on planning, siting, cost allocation and joint ownership is
guided by the attached resolution, adopted in February of this year, and underpins our
comments below.

Transmission Investment Is Needed

1t is widely recognized that our current transmission system is not sufficient to meet
future needs and, in many regions, is highly constrained. The weaknesses of the
transmission grid not only threaten reliability, they undermine the ability of all types of
generation, including renewable generation, to be developed and brought to market.
Well-planned, cost-effective transmission improvements can increase the overall
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efficiency and reliability of the system. While improvements could increase the
transmission rate paid by an end-user, the same end-user would benefit from increased
reliability. Since generation and transmission are interdependent, the end-user could also
benefit from lower-priced generation that would be made available with additional
transmission access.

Historically, the challenges to improving the transmission grid have been obtaining
rights-of way, environmental and land use concerns about where the transmission lines
are sited, and the sheer complexity of state and local siting procedures. While these
challenges still exist, one major positive development did occur in 2005 — the enactment
of federal “back-stop” siting authority for transmission lines. As the Subcommittee
knows, this authority was granted in Section 1221 of EPAct03, which added new Section
216 to the Federal Power Act (FPA). This section sets up a process under which: 1) the
Department of Energy (DOE) designates certain corridors where transmission is highly
constrained or congested as National Interest Electric Transmission Corridors (NIETCs);
2) FERC can grant siting and construction permits employing federal eminent domain
authority for transmission facilities in these NIETCs if, after a certain period passes, state
authorities have withheld approval of such proposed transmission facilities, a state does
not have the authority to approve the siting of such facilities or to consider the interstate
benefits, or the applicant is a transmitting utility that does not serve end-use customers in
the state where the project is proposed. FERC must take certain issues into consideration
when using its backstop siting authority. It must find that the proposed facilities will:
significantly reduce transmission congestion in interstate commerce; protect or benefit
consumers; be consistent with the public interest; and enhance energy independence. The
proposed construction or modification must also be consistent with sound national energy
policy.

DOE has completed its first proceeding designating NIETCs, and FERC has finalized its
backstop transmission siting regulations. Both DOE and FERC, however, have been
embroiled in litigation with states, environmental groups, and landowner groups seeking
to overturn their determinations and regulations. Unfortunately, the United States Court
of Appeals for the Fourth Circuit’s February 18, 2009 decision in Piedmont
Environmental Council v. FERC, No. 07-1651, has substantially undermined FERC’s
backstop siting authority. In that case, the Fourth Circuit held that the phrase “withheld
approval” in FPA § 216(b)(1)(C)(1) does not encompass a state public utility
commission’s (PUC) denial of a transmission siting application for facilities within an
NIETC, but only refers to a state PUC’s failure to act. Hence, if a state PUC decides
within one year simply to deny an application to construct transmission facilities in an
NIETC, FERC has no authority to consider a backstop transmission siting application.
As an intervenor on the side of FERC in this case, APPA believes that any federal
transmission legislation should clarify congressional intent in EPActO5 by expressly
providing FERC with the authority to consider backstop transmission siting applications
when a state PUC denies an application. It is important to note that, as units of local and
state government, public power utilities are not uniformly supportive of federal policy
that diminishes state authority, and we have had our concerns about Congress’ and
FERC’s attempts to expand that authority in other areas. However, the importance to the
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electricity industry and the customers we serve of siting interstate transmission lines
cannot be understated, and resulted in our support of the compromise crafted in EPAct0S.

APPA also believes that the NIETC process should be reconsidered given the controversy
and litigation accompanying DOE’s designation of the initial corridors. A variety of
options could be considered, including: climinating the corridor process altogether, and
allowing FERC’s backstop siting authority to be used, if needed, for any interstate
transmission project; or retaining the corridor process, but expanding the criteria DOE
considers in designating corridors, including consideration of where significant
renewable resources are available but require transmission facilities to move the
renewable power to market.

If new electric generation resources, especially renewable resources, are going to be
brought to market to meet increasing demand and to address climate-related concems,
substantial new transmission facilities are going to be required. Both the public and
Congress must understand the need to balance the concerns of states, landowners and
other groups opposing specific transmission projects against the larger public good. As
some in the industry have quipped, “if you are going to love renewables, you can’t hate
transmission.”

Finally, there is a misconception, fostered by some in the industry, that higher voltage
lines are always better. In actuality, the interconnected nature of the grid is such that a
lower voltage line, if located strategically, could have a greater ability to relieve
congestion and to enhance reliability than a higher voltage line, and could experience less
local resistance to siting and cost less than a higher voltage line. Of course, there are
situations where an “extra-high-voltage” line is preferable and necessary, but we want to
make it clear that “bigger isn’t always better” when it comes to the grid. This is one
reason why regional transmission planning is so important; the impact of proposed new
higher voltage facilities on the existing transmission network needs to be fully
considered, so that the optimal mix of facilities can be determined.

The Markets Operated by Regional Transmission Organizations (RTOs) Have Not
Significantly Aided in Infrastructure Investment

APPA and its members have long expressed their disappointment with the current
“Day 2” regional transmission organizations (RTOs)/Independent System Operators
(ISOs) that operate wholesale electricity markets in certain parts of the country‘l

! PJM Interconnection — Parts of Illinois, Indiana, Kentucky, Michigan, North Carolina, Ohio, Tennessee,
plus Delaware, Maryland, New Jersey, Pennsylvania, Virginia, West Virginia and the District of Columbia.

Midwest Independent System Operator -- Parts of Illinois, Indiana, Ohio, Missouri, South Dakota plus
Iowa, Michigan, Minnesota, Missouri, North Dakota, and Wisconsin, and the Canadian Province of
Manitoba.

New York Independent System Operator -- New York only.
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APPA believes that FERC has effectively delegated a significant amount of its regulatory
authority to these RTOs, with too little oversight or review of the actual impact of these
organizations on retail electric consumers. While much of the attention on these markets has
focused on high prices, other features of these markets adversely impact transmission expansion,
as I discuss below.

While expressing strong concerns with the centralized RTO-run “Day 2” wholesale power
supply markets, APPA recognizes that RTOs provide services that have substantial value. Such
positive features include: administration of regional open access transmission tariffs (OATTs) on
a non-discriminatory basis; elimination of pancaked transmission rates (allowing transactions to
take place over a broader geographic area); and strengthening of regional transmission planning
processes. But these substantial accomplishments have been overshadowed by the costs and
problems created by the centralized day-ahead and real-time spot markets for energy, ancillary
services, and capacity.

APPA is concerned that the operation of such highly complex markets has distracted the RTOs’
attention away from their core mission of ensuring adequate investment in the regional
transmission system. RTOs have instead largely relied on the use of “price signals,” such as
locational pricing, to achieve needed transmission investment. A central element of RTO-
operated energy markets is “locational marginal pricing” (LMP), under which electricity prices
set in the RTO’s spot markets vary by system location. When demand for use of specific
transmission facilities exceeds those facilities’ physical capacity to move power (known as
congestion), it is not possible for electricity to reach every part of the system at the lowest overall
cost. In the constrained portion of the grid, prices rise when only higher cost generators are able
to deliver electricity to the customer, even if generators offering lower prices exist clsewhere in
the RTO’s footprint.

Advocates of LMP, including the RTOs and FERC itself, argue that the higher costs charged
when congestion occurs on the transmission system provide “price signals” to market
participants to fund the construction of new generation and transmission facilities to alleviate
transmission congestion. FERC stated over 10 years ago that LMP would “send price signals
that are likely to encourage efficient location of new generating resources, dispatch of new and
existing generating resources, and expansion of the transmission system.”” (Emphasis added.)

ISO New England — Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island and Vermont.

Southwest Power Poel — All or part of Arkansas, Oklahoma, Missouri, Kansas, Louisiana, Nebraska, New
Mexico, and Texas. SPP has announced its intent to implement a Day Two market in 2012

California Independent System Operator ~ California only.

The Electric Reliability Council of Texas (ERCOT) - Texas only, and it is not subject to FERC
oversight because the Texas electric power grid does not interconnect with other states.

* In its original November 25, 1997 order accepting the PJM Interconnection’s (PTM) filing to restructure
the PIM Pool to implement LMP, the Commission found: “We believe that the LMP model will promote
efficient trading and be compatible with competitive market mechanisms. In this regard, we find that the
LMP approach will reflect the opportunity costs of using congested paths, encourage efficient use of the
transmission system, and facilitate the development of competitive electricity markets. By pricing the use
of constrained transmission capacity on the basis of opportunity costs, the proposal will also send price
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The RTOs themselves make the claim that the markets produce “accurate price signals that
reflect the value of electricity across time and place, revealing both resource scarcity and
transmission congestion.™ There is no real disagreement that the use of LMPs “reveals”
transmission congestion; rather, the dispute is over whether the use of LMP has actually spurred
substantial new transmission facilities investments. When discussing actual transmission
investments in their regions, RTOs attribute such investments to the success of their regional
transmission planning processes’ — processes that are not necessarily connected to or reliant on
the LMP-based markets.

Pricing differentials produced in hourly spot markets, given their short-term nature and
substantial volatility over time, are not necessarily the best guide to making very long-lived
capital investments in transmission and generation facilities. Other factors, including the
regional mix of generation, estimated growth in demands, state renewable portfolio standards
and utility resource plans, provide a better foundation for long-term investments.

Market participants in certain regions without Day 2 RTO markets have implemented innovative
regional approaches to transmission system management and planning. An example of a
promising approach is the ColumbiaGrid in the Northwestern United States. This is a not-for-
profit membership corporation formed in 2006. ColumbiaGrid does not own transmission; its
members and the parties to its agreements own and operate an extensive network of transmission
facilities. ColumbiaGrid provides single-utility based transmission planning for the combined
network of its participating utilities.” In April 2007, FERC accepted ColumbiaGrid's proposal to
coordinate transmission planning and expansion in the Pacific Northwest.® While different
models may be appropriate for different regions, new initiatives such as ColumbiaGrid
demonstrate that there are effective and consumer-friendly alternatives to the use of RTO-based
market regimes to manage regional grids.

APPA has advocated that FERC place a moratorium on the establishment of any new Day 2
RTOs and on the establishment of new RTO-run markets for additional products and services
within existing RTOs, unless accompanied by a demonstration of net benefits to consumers from
those new markets. APPA also recommends that the current Day 2 RTOs be restructured to
enhance the transmission and reliability focus of RTOs, and to put more emphasis on bilateral
contracting, rather than centralized energy markets. We have proposed a plan, the Competitive

signals that are likely to encourage efficient location of new generating resources, dispatch of new and
existing generating resources, and expansion of the transmission system.” Pennsylvania-New Jersey-
Maryland Interconnection, , 81 FERC § 61,257 (1997) at p. 81, on rehearing, 92 FERC 61,282 (2000),
vacated and remanded on other grounds, Atlantic City Electric Co.. et al. v. FERC, 295 F. 3d 1 (D.C Cir.
2002), on remand, 101 FERC § 61,138 (2002), on rehearing, 103 FERC § 61,170 (2003), on petitioners’
petition to enforce mandate. Atlantic City Electric Co., et al. v. FERC, D.CCir. No. 97-1097 (May
20,2003)

3Progress of Organized Wholesale Electricity Markets in North America, ISO/RTO Council, October 16,
2007, p. 4, hup://www.isorto.org/atf/cf/%TBSB4ES5C6-
TEAC40A08DC3003829518EBD%TD/IRC_State_of_the_Markets_Report_103007.pdf

4 ISO/RTO Council, October 16, 2007, section beginning on p. 5 titled “Regional System Planning
Processes Are Producing Much-Needed Transmission Upgrades™

6 hup://www. ferc.gov/ne ws/news-releases/2007/2007- 1/04-03-07 aspHskipnavsub
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Market Plan (attached), that outlines one possible way achieve these reforms. APPA believes
that electricity should be bought and sold primarily through bilateral contracts, with spot markets
being used primarily for balancing and optimization functions. Deemphasizing the operation of
complex centralized markets would allow RTOs to focus on their core transmission functions,
including independent and collaborative regional transmission and generation interconmection
facilities planning. Such planning should involve affected stakeholders, including state
authorities, thus building the regional support required to obtain siting authority for needed new
transmission facilities and upgrades.

Transmission Incentives Are Being Qver-used as a Tool to Spur New Transmission
Investment

New Section 219 of the Federal Power Act (FPA) was added by Section 1241 of
EPAct05. Section 219(a) required FERC to establish by rule incentive-based rate
treatments for the transmission of electric energy in interstate commerce by FERC-
regulated “public utilities” (this is a defined term under the FPA and generally covers
investor-owned utilities, not publicly owned and operated public power systems). The
purpose of the incentives is to ensure reliability and reduce the cost of delivered power by
reducing transmission congestion. Section 219(d), however, made clear that these
incentive rate treatments were to be subject to the requirements of FPA Sections 205 and
206 that rates be just, reasonable, and not unduly discriminatory.

FERC in its Order Nos. 679 and 679-A” fulfilled its statutory requirement to issue a rule
regarding incentive-based rate treatments for public utility-owned transmission facilities.
In so doing, however, it seemed to regard Section 219 as a statutory requirement to offer
a smorgasbord of different transmission rate incentives to public utility TOs, including
rate of return on equity (ROE) adders, recovery of construction work in progress (CWIP),
hypothetical capital structures, accelerated depreciation, and recovery of abandoned
project costs. Despite the strong concerns expressed by APPA and other consumer-side
interests regarding the potential adverse cumulative impact on consumers of offering all
of these incentives, the Commission brushed aside such considerations, saying that an
applicant would be required to demonstrate that the total package of incentives it sought
were tailored to address the demonstrable risks faced by the applicant in undertaking the
project.

Unfortunately, it appears that public utility TOs have been helping themselves to the -
incentives smorgasbord, and that the Commission has not taken a sufficiently disciplined
approach to awarding transmission rate incentives. Furthermore, while prior to this year,
then-FERC Commissioner Jon Wellinghoff and Commissioner Suedeen Kelly issued a
series of strong dissents to Commission orders granting transmission rate incentives for
various transmission projf:cts,8 a recent granting of an array of transmission rate

7 Promoting Transmission Investment through Pricing Reform, Order No. 679, 7t Fed. Reg. 43.294 (July
31, 2006), FERC Stats. and Regs. § 31,222 (2006); Order No. 679-A, 72 Fed. Reg. 1152 (January 10,
2007), FERC Stats. and Regs. 31, 236 (2007); Order on Rehearing, 119 FERC § 61,062 (2007).

¥ See, for example, Baltimore Gas and Electric Co., 121 FERC 4 61,167 (2007, PPL Electric Utilities
Corporation, et al., 123 FERC { 61,068 (2008); Bangor Hydro-Electric Co., et al., 122 FERC {61,265
(2008).
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incentives to the proposed Green Power Express project in an order the Commission
issued on April 10, 2009, in Docket No. ER09-681° indicates that such concerns may still
be merited, notwithstanding the change in leadership at the Commission. The
Commission approved a menu of incentives for the Green Power Express project,
including recovery of abandoned plant costs, deferred cost recovery through the creation
of “regulatory assets,” inclusion of 100% of construction work in progress (CWIP) in rate
base, use of formula rates, use of a hypothetical capital structure, and a total of 160 basis
points (1.6%) in add-ons to its proposed rate of return on equity (resulting in an overall
ROE of 12.38%). The Commission “pre-granted” these incentive rate treatments even
though this high voltage transmission project was initially developed outside any
Commission-approved regional transmission planning process. Orders such as this one
lead APPA to be concerned that the granting of transmission rate incentives has become
the “new normal” standard for transmission ratemaking at the Commission. APPA is not
totally opposed to the use of transmission rate incentives. The federal government should
consider the judicious use of incentives when they would spur construction of facilities
that will substantially enhance reliability or provide broad access to more economical
power supplies not currently available to the market. But regional assessments of needed
new transmission facilities should consider both higher and lower voltage transmission
requirements to ensure that reliable and economic power supplies in fact reach regional
retail consumers. Moreover, the total package of transmission rate incentives granted
should be no more than required to reduce the overall risk of the project to acceptable
levels.

For these reasons, we appreciate the letter recently sent to FERC by Chairman Markey
inquiring about its policy of granting of transmission rate incentives, and urge the
Subcommittee to further investigate FERC’s ratemaking practices in this area.

Proposals to Mandate a Limitation on the Types of Electricity Generation to Be
Transmitted over Transmission Lines Fail to Recognize the Integrated Nature of the

Grid and the Urgent Necessity for Additional Transmission to Support All Types of
Generation

Until intermittent renewable energy resources can be used reliably at anytime (as
opposed to when the wind blows or the sun shines), base-load generating plants like those
powered by large-scale hydropower, natural gas, nuclear energy, and coal must be used to
produce electricity, to “firm up” intermittent renewable resources. As the CEO of the
North American Electric Reliability Corporation (NERC) remarked last year, renewables
“need a dance parmer.”m With that in mind, legislative initiatives that would mandate
renewable usage or otherwise prescribe what generation sources can interconnect to a
given bulk transmission line are not feasible from an operational or reliability standpoint.
Furthermore, once these lines interconnect to the rest of the grid, such a requirement
would be extremely hard to enforce. The laws of physics are such that electrons will
flow where they will. Subsequent high voltage additions could well change transmission

® Green Power Express LP, 127 FERC § 61,031 (2009), rehearing pending.

¥ Electric Utility Week, July 28, 2008 edition at 13 (reporting on Rick Sergel’s July 20, 2008 presentation
to the collaborative of the National Association of Regulatory Utility Commissioners and FERC on
Demand Response).
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system configurations substantially, causing changed power flows -- some of which
would be non-renewable -- that even the engineers did not anticipate in advance.

In addition, the variability of available generation resources and transmission assets from
region to region dictates the need for regional, rather than national, solutions. Even the
federal back-stop siting authority that APPA strongly supports as delineated above
envisions extensive state and regional consideration before the federal government steps
in using its backstop authority. Significant initiatives to access renewable energy have
oceurred and are continuing at the state and regional levels. APPA members have
participated in and will continue to participate in these types of initiatives, as well as
others initiated by public power entities.

APPA has strong concerns about congressional mandates to build transmission to support
only certain types of generation resources when the focus should instead be on getting
transmission built pursuant to regional transmission planning processes.

Regional Planning and Appropriate Regional Cost Allocation Strategies Are
Essential to Getting More Transmission Built

As I have already discussed, transmission improvements should be made to provide the
greatest benefit to the regional system as a whole. Because of the physical properties of
electricity, an improvement at one point in the regional system can increase (or decrease)
system efficiency in a different part of the region. Optimally, utilities should construct
transmission facilities based on where the greatest benefits would occur, and these
decisions should be made in consultation with other regional utilities. This is doubly true
because of the substantial political and policy barriers to transmission siting. Successful
regional planning has occurred throughout the country, but not at the pace or volume
necessary to meet demand for electricity while maintaining high reliability.

Regional planning and support from a broad array of stakeholders is equally important to
siting transmission to renewable facilities as it is to traditional power plants. The major
difference between traditional power plants and some renewable generation facilities is
that often renewable facilities, like wind projects, for example, must be sited remotely
from population centers because that is where the resource is located. Hence, an added
challenge to siting transmission lines to most renewable facilities is the length of the lines
and the remoteness of the locations. Public power systems, like LADWP, have taken a
lead role in promoting transmission projects to renewable facilities. Two LADWP
transmission projects are in the planning phases that will enable southern California to
access thousands of megawatts of new renewable generation capacity. One of these
projects is a joint ownership arrangement as noted below:

1. Barren Ridge Renewable Transmission Project: LADWP is proposing the Barren
Ridge Renewable Transmission Project to access renewable energy resources in
the Tehachapi Mountain and Mojave Desert areas of Southern California. The
project is in Kern and Los Angeles Counties, and is approximately 75 miles in
length from Barren Ridge Switching Station to Rinaldi substation and 12 miles in
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length from Castaic power plant to the proposed Haskell Switching Station. The
project will consist of:

e Construction of a 230 kilovolt (kV) transmission line from the LADWP
Barren Ridge Switching Station to Haskell Canyon on double-circuit
structures (involving approximately 13 miles of National Forest Service (FS)
lands and four miles of Bureau of Land Management (BLM) managed public
lands);

e Addition of a 230 kV circuit on the existing double-circuit structures from
Haskell Canyon to the Castaic power plant (involving approximately four
miles of FS lands and 300 feet of BLM managed public lands);

¢ Upgrade the existing Owens Gorge-Rinaldi 230 kV transmission line with
larger capacity conductors between the Barren Ridge Switching Station to
Rinaldi Substation (involving approximately 13 miles of FS lands and four
miles of BLM managed public lands);

e Construction of a new electrical switching station at Haskell Canyon.

2. Green Path North Project: The Green Path North Project (GPNP) is a proposed
new electrical transmission system being developed by interested parties: the City
of Los Angeles Department of Water and Power (LADWP), Imperial Irrigation
District (1ID), and the Southern California Public Power Authority (SCPPA). The
goal of GPNP is to connect to world-class geothermal renewable energy, as well
as solar and wind power resources from the Salton Sea area of Imperial Valley.
The proposed line is in the early planning stages and no decisions have been made
regarding the route, or other specific elements of the project. LADWP is looking
at a variety of alternative routes and technologies. Generally, the line would be
designed to connect a new electric switching station, or substation, near Hesperia
with a new substation to be built near Palm Springs.

APPA appreciates the transmission planning provisions included in the committee-passed
version of the American Clean Energy and Security Act, as we believe that they will
bolster, rather than duplicate or further complicate, the existing and extensive
transmission planning processes occurring at the regional and sub-regional levels across
the country.

The manner in which transmission facilities’ costs are allocated among generators,
transmission owners, transmission dependent utilities and other stakeholders is one of the
most controversial topics related to transmission, and getting it wrong can have an
extremely adverse impact on getting transmission built. APPA, along with numerous
other electricity stakeholders, strongly supported the language included in Section 1242
of EPAct05 that underscores FERC's flexibility in determining the appropriate
transmission pricing methodology, and does not impose the one-size-fits-all participant
funding mandate that was considered during the lead-up to passage of the bill. While
APPA does not always agree with the decisions made by FERC on transmission cost

10
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allocation issues, we continue to believe that Congress had it right in leaving these
decisions, with appropriate stakeholder input and administrative due process, to FERC to
determine under Sections 205 and 206 of the Federal Power Act.

The issue of who pays for major new transmission facilities that provide regional benefits
is a difficult one as such facilities can provide present and future system benefits that
extend well beyond the specific entities for whom the facilities are constructed.
Therefore, APPA urges FERC to provide greater guidance on cost allocation for major
new transmission facilities that afford regional benefits. The costs of such facilities
should be recovered through cost-based rates that are just and reasonable, and not unduly
discriminatory, consistent with cost-of-service ratemaking principles. APPA does not
support allocation of the costs of such facilities to regions, sub-regions or entities that
will receive little or no benefit from the facilities, and therefore opposes a federal
statutory requirement to allocate such costs on an interconnection-wide basis.

Joint Ownership Would Improve Transmission Investment

Encouraging proportional joint ownership of transmission facilities by those load-serving
entities, including public power utilities, providing electric service in a given region is
another way to get more transmission built. If the responsibility for building and owning
the transmission grid is spread more broadly among those entities serving loads (i.e.
demand) in a region, then joint transmission planning will be facilitated, simply because
there are more participants at the planning table supporting the needed projects. If
network service transmission customers of a dominant regional transmission provider are
encouraged to own their load ratio share of the transmission system, transmission usage
and ownership will be more closely aligned, and the frictions between transmission-
dependent utilities and transmission owners can be reduced.

Public power utilities have participated in jointly-owned transmission arrangements for
many years. One model of joint ownership that has worked for public power is
investment in a transmission-only company. A second model is ownership in a shared
transmission system. There are two transmission-only companies that are partially
owned by public power utilities. These are the American Transmission Company in
Wisconsin and the Vermont Electric Power Company. In shared or joint transmission
systems, two or more load-serving utilities combine their transmission facilities into a
single integrated system. Examples of public power participation in shared transmission
systems are found in Indiana, Georgia, Minnesota, and the upper Midwest region.
Unfortunately, not all investor-owned utilities see the benefits of jointly owning
transmission facilities with other load-serving entities in their regions.

One impediment to expansion of joint transmission facilities ownership is the “private
use” restriction imposed on tax-exempt financing that I discuss in more detail below.
While public power systems can use other types of financing mechanisms when private
use restrictions apply, this situation is not ideal from a parity standpoint with investor-
owned utilities that have federal financial incentives at their disposal for building new
transmission facilities.

11
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Removing Limits on the Use of Tax-Exempt Financing Would Help Get Mere

Public Power-Owned Transmission Built

Traditionally, our federalist system of government has respected the right of state and
local governments to pursue activities that are in the public interest and the interests of
the citizens they serve. Congress has promoted and protected the right of government to
issue municipal bonds for “government owned and operated projects and activities.”
Public power systems are just that — government-owned and -operated systems similar to
other local infrastructure projects such as water systems, prisons, hospitals, and
transportation lines.

While outside the scope of this committee’s jurisdiction, APPA wants to emphasize that
Congress should continue to recognize a basic tenet of the federal system of government -
- the constitutional doctrine of reciprocal immunity. Under this doctrine, the federal
government cannot tax the interest on obligations issued by state and local governments
for public purposes and state and local governments cannot tax the interest on federal
obligations.

In addition to continued access to tax-exempt bonds to finance electricity infrastructure, it
is important that Congress provide adequate flexibility for public power utilities to
partner with private entities in the financing and use of certain facilities, as is discussed
above. Congress has recognized this necessary flexibility by allowing a certain amount
of “private use” from output facilities financed with tax-exempt bonds. Prior to the 1986
Tax Reform Act, the limitation on private use was set at 25 percent for all governmental
issuers. However, the 1986 legislation reduced the amount of private use to 10 percent.
In addition to the reduction of the private use limitation from 23 percent, the federal tax
code also provides that for certain output facilities — public power and public natural gas
generation and transmission facilities — the private use limit is the lesser of 10 percent or
$15 million. Private use restrictions limiting the benefits available to private entities
from publicly financed facilities are based on sound and appropriate public policy
considerations. However, the restrictions should apply equally to all governmentally
financed and operated facilities.

The special $15 million private-use limitation that applies only to publicly owned electric
and gas facilities is not supported by any public policy justification. It may force local
governments that provide transmitting facilities to have their surplus capacity sit idle
rather than having it sold to others in order to avoid the private use limitation. This
provision should be repealed because it is discriminatory and it encourages practices that
are neither environmentally nor economically sound. It also discourages an expansion of
the joint ownership model that has been so successful in some regions, and could be used
to improve the bulk transmission system in others.

Condlusion
The major impediments to getting new transmission built continue to be siting and cost

allocation. Turge Congress to clarify and strengthen the federal back-stop siting
authority included in EPAct05. Because of the local and state opposition to siting

12
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transmission lines, as many regional electricity stakeholders as possible should be
included in their planning and ownership. Joint ownership of transmission facilities
help address thorny transmission cost allocation issues. Congress should therefore
encourage and support joint ownership of transmission and should eliminate financi;
barriers to such ownership like the private use restrictions for tax-exempt financing.
Finally, in the rush to support construction of new transmission facilities, the need tc
maintain existing transmission facilities should not be forgotten. Existing transmissi
facilities should be upgraded and maintained based on the requirement to serve as
opposed to the availability (or non-availability) of transmission rate incentives.
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Resolution 09-01
Sponsor: APPA Transmission Working Group
Improving the Bulk Electric Transmission System

Congressional efforts are expected in 2009 to address issues involving the bulk electric
transmission system. The last time major changes were made to the Federal Power Act
(FPA), the law governing the bulk transmission system, was in the Energy Policy Act of
2005 (EPAct05), and the results have been mixed. Since 2005, there has been increasing
emphasis on getting transmission facilities built to interconnect remotely-located
renewable generation and deliver it to loads. Addressing this new challenge will layer

additional complications on an already complex policy situation.

The American Public Power Association (APPA) believes that in many regions of the
country, transmission siting constraints and cost allocation issues continue to pose
significant challenges to getting new transmission facilities built. There are also a
number of other areas that Congress can and should review that, if addressed, could
improve the ability of the bulk electric transmission system to meet current and future

needs. Including siting and cost allocation, these other areas are:

Siting: While the federal government has had limited.back—stop transmission siting
authority since 2005, states still play a major role. Public opposition to the siting of new
lines is a significant hurdle to getting transmission built. In addition, a better definition

of the respective roles of the different siting authorities (the Federal Energy Regulatory
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Commission (FERC) and state public service commissions (PSCs), for example), needs

to be established.

Cost Allocation; The issue of who pays for major new transmission facilities that provide
regional benefits is a difficult one as such facilities can provide present and future system
benefits that extend well beyond the specific entities for whom the facilities are

constructed.

Joint Ownership: Some of the problems involved in regional transmission planning and
cost allocation could be resolved if new or upgraded transmission facilities were jointly
owned by those utilities using those facilities to serve load. While there are parts of the
country in which joint ownership is common, it is the exception rather than the rule in
other regions. A number of APPA members that have been willing and able to finance
and own their share of needed new transmission have been turned down by investor-
owned utilities (IOUs) to form such partnerships while at the same these IOU
transmission owners have sought equity return incentives from regulators in order to

build.

Regional Transmission Planning: Because of the variety of stakeholders involved in the
electric utility industry, the “not in my backyard” syndrome, and the interconnected
nature of transmission systems, regional planning for major transmission lines is
essential. Despite the regional planning process, state PSCs significantly influence the

outcome as to which regional priority projects get implemented. The Federal Energy
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Regulatory Commission (FERC) has attempted to use its legal authorities under the FPA
to promote regional transmission planning, but it is not yet clear whether its efforts are

bearing fruit.

Transmission for Renewable FEnergy Resources and other Needs: New transmission is

needed to provide access to remote renewable resources, and also for reliability and
adequacy of supply, including ensuring that long-term transmission rights are available to
load-serving entities for new resources and to ensure that adequate capacity continues to
be available for existing power supply resources. Renewable generation sites are often
located remotely from load centers, making new and longer transmission lines necessary
to access that generation. However, because the “wind doesn’t always blow and the sun
doesn’t always shine,” other types of generation that can be called upon to run 24 hours a
day and seven days a week must be available to “firm up” intermittent resources. This

need must be taken into account in planning a reliable bulk power system.

NOW, THEREFORE, BE IT RESOLVED: That APPA believes one of the most
significant impediments to getting new transmission facilities built continues to be siting
and that the EPAct05 federal backstop siting authorities should be improved, supported

and protected from repeal;

BE IT FURTHER RESOLVED: That as new electric generation resources, especially
renewable resources, are developed to meet increasing demand and to address climate

change, substantial new transmission facilities will be required. APPA therefore urges
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the public, states and Congress to balance the concerns of specific states, landowners and
other groups opposing specific transmission projects against the larger public good of an

entire region;

BE IT FURTHER RESOLVED: That APPA supports inclusive, transparent planning

processes to meet the needs of all load-serving entities;

BE IT FURTHER RESOLVED: That one of the best ways to decrease financial
burdens and overcome opposition to significant new transmission facilities is to broaden
the transmission ownership base, by expanding ownership opportunities to entities with
different business models (including not-for-profit utilities). APPA therefore urges
Congress to encourage and support joint ownership of transmission by load-serving
utilities, including public power systems, and to eliminate financial barriers to public
power system ownership, such as the private use restrictions for tax-exempt financing;

and

BE IT FURTHER RESOLVED: That APPA urges FERC to provide greater guidance
on cost allocation for major new transmission facilities that afford regional benefits. The
costs of such facilities should be recovered through cost-based rates that are just and
reasonable, and not unduly discriminatory, consistent with cost-of-service ratemaking
principles. APPA does not support allocation of the costs of such facilities to regions,

sub-regions or entities that will receive little or no benefit from the facilities, and
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88  therefore opposes a federal statutory requirement to allocate such costs on an

89  interconnection-wide basis.
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Mr. MARKEY. Our next witness is Glenn English. He is the Chief
Executive Officer of the National Rural Electric Cooperative Asso-
ciation. But more significantly, he served in the United States Con-
gress for ten terms as one of our most distinguished members. And
it is our honor to have you back before the subcommittee. Glenn,
whenever you are ready please begin.

STATEMENT OF GLENN ENGLISH

Mr. ENGLISH. Thank you very much, Mr. Chairman. I appreciate
that. I am not sure my board of directors would agree with the
“more significantly,” but I appreciate that and understand where
you are coming from on that.

Mr. MARKEY. I think the one thing that the board and I can
share in comment is that we will each reserve to ourselves which
of us believes that you had a more important job.

Mr. ENGLISH. Well, I appreciate both of you thinking I have an
important job.

Mr. MARKEY. The fact that you are so important to both of us.

Mr. ENGLISH. You are very kind Mr. Chairman. I appreciate
that.

As I think the members of the committee know, electrical co-
operatives are consumer-owned. We are in 47 States across the
country and we serve, however, 7 percent of the population through
about three-quarters of the land mass of the United States. So
when we talk about transmission and when we talk about the fact
that you are talking about generating renewable energy in this
country, it is most likely going to come from areas that are served
by electric cooperatives. So we have a big stake in that. We plan
to have a big part of the future as we move forward in that general
direction.

Mr. MARKEY. Can you just repeat that number again; 7 percent
of the customers, but

Mr. ENGLISH. We have got three-quarters of the land mass.

Mr. MARKEY. OK. Thank you.

Mr. ENGLISH. And it is all owned by those individual consumers
throughout those 47 States, Mr. Chairman.

Also I think we can all agree that the signing of the American
Clean Energy and Security Act of 2009 is going to bring about a
profound change in the way that not only energy is generated in
this country, but the way that we use energy in this country. It is
going to change our lives.

And with that understanding, I hope that we can also recognize
that we have got to be prepared for that kind of a dramatic change.
The transmission system as it he exists today was certainly not de-
signed for this kind of change. In fact, it wasn’t designed for the
1992 Energy Act with the deregulation on the wholesale level, so
we are still trying to adjust to that.

What we would suggest, Mr. Chairman, is that we need a sense
of urgency here. And certainly we need transmission as a part of
this act. It needs to be addressed in this act. And as a result of
that, we think there are some very basic principles that need to be
incorporated as you move forward with any kind of legislative lan-
guage as it applies to this new transmission system, new trans-
mission policy, that the country is going to be following.
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As I think you know, Mr. Chairman, we have established now a
National Renewable Cooperative so each cooperative in every one
of those 47 States can participate in any renewable project in any
part of that three-quarters of land mass of the United States. So
a wind project in South Dakota,for instance, may be invested by
people from Wisconsin, co-ops from Wisconsin, or they may be from
Alabama or Georgia or wherever. They can own a piece of that.

And what we are looking for is a way in which we can generate
that power through renewables in the most efficient way possible,
no matter where it is located. We should be looking for the most
cost-effective way in which we can do that. And just as we know
that certain wind corridors exist that will provide us with a great
amount of production of wind energy throughout the Great Plains,
not every farm is the same, not every State is the same, that we
also then have got to make sure that when we locate that kind of
generation in those areas that we can move that power out of those
regions. So we need an efficient and effective transmission system
to do it.

But we also, I think, have to be very aware of the fact that—and
it has been our experience that bottom-up planning works the best.
So you need local regional planning, you need local folks putting
this plan together to determine what is the best way to move for-
ward on this. And so that is a principle I think we need to adhere
to, a bottom-up rather than top-down as far as planning the trans-
mission system of this country.

I would also suggest that under these conditions, and given the
fact that we are going to have to move in a more efficient trans-
mission system, we are going to have to move that transmission
across State lines, that we may run into difficulties and encum-
brances, we may run into delays that, quite frankly, the national
best interest is not being served.

So I think we have got to, while we are having that local plan-
ning, we have got to also make sure that we don’t have impedi-
ments put in the way that are going to prevent that local planning
from being implement. We have got to make sure that the overall
national policy of moving across State lines is dealt with. And for
that reason we do think that there is going to have to be some au-
thority on the Federal level as far as siting is concerned. But,
again, it should be focused on certain qualifiers as we look at that
siting authority.

First of all, it should be facilities that are only identified on re-
gional planning. It should be facilities that are interstate projects.
In fact, the owners of those facilities should not be eligible for en-
hanced rates or any other financial incentives as far as where they
are building that transmission. And the cost of facilities should be
fairly and broadly allocated, along with the use of the facilities,
should not be limited to just one kind of power.

It should not just be renewables only. And that is mainly because
of the fact that the law of physics, as we have heard expressed here
today, doesn’t distinguish between electrons. They are all the same
once they get into that transmission system.

And we would also suggest that the law which we are proposing
this become a part of, would in fact itself dictate the direction that
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we would be manufacturing or generating those particular elec-
trons.

Also we would suggest there needs to be broad fair-cost alloca-
tion. We think that is a very important point. Obviously those of
us who are electric cooperatives are very sensitive about that. We
would have a few people. And all the costs being dumped on those
few people would be unbearable, so it should be allocated on the
basis of who is getting the benefit, who are the folks that are re-
geivigg the benefits of that energy that is being generated and pro-

uced.

Also, we would suggest, Mr. Chairman, that we move forward
and recognize the fact that there are more benefits to building such
a transmission system across this country in different areas of this
country than just the movement of that power. The right-of-ways
for any kind of transmission like that would become extremely val-
uable. And it would also be a way in which it would in fact. Become
a new technologies right-of-way; ways in which you could move new
technologies. And I know you are particularly interested in the
smart grid. And obviously there are many uses that could be incor-
porated into any new transmission system along those lines. Fiber
between the towers is obviously another way in which we can make
good use of that transmission system.

So, Mr. Chairman, I would suggest to you that we need a new
transmission system to go along with the legislation that is being
proposed.

Mr. MARKEY. Thank you, Glenn, very much.

[The prepared statement of Mr. English follows.]
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Introduction

Thank you for inviting me to provide the views of electric cooperatives on
transmission policy. NRECA is the not—for—pfoﬁt national service organization
representing approximately 930 not-for-profit, member-owned electric cooperatives (co-
ops). The great majority of these cooperatives are distribution cooperatives, which
provide retail service to over 42 million consumers in 47 states. Kilowatt-hour sales by
electric cooperatives account for approximately 10 percent of total electricity sales in the
United States. NRECA’s members also include approximately 65 generation and
transmission (G&T) cooperatives, which supply wholesale power to their distribution
cooperative owner-members. Both distribution and G&T cooperatives were formed to
provide reliable electric service to their owner-members at the lowest reasonable cost.

Cooperatives still average fewer than seven customers per mile of electric
distribution line, the lowest density in the industry. Low population densities, together
with the issues of traversing vast expanses of remote and often rugged topograiahy,
present unique economic and engineering challenges for electric cooperatives. Co-ops
own only approximately six percent of the nation’s interstate transmission lines, making
them by and large transmission-dependent.

During the months leading to the Committee’s passage of the landmark
“American Clean Energy and Security Act of 2009” (ACES), NRECA has worked
diligently with the Committee to arrive at legislation that treats all electricity consumers
fairly, maintains affordable electric power for consumers and businesses, and is effective
at reducing global greenhouse gas emissions. NRECA appreci'ates the Committee’s

commitment to discussing transmission issues in today’s hearing and recognition that

2
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transforming the nation’s energy future depends in part on a comprehensive, effective
national transmission policy.

The Nation Needs a Comprehensive Transmission Policy

NRECA supports efforts to expand the transmission grid to meet the needs of
consumers, including delivery of renewable resources from remote locations to high-
consumption urban load centers. As it happens, many of these renewable energy-rich
remote locations are within the service area of NRECA’s member electric cooperatives,
many of whom have joined together in the National Renewables Cooperative
Organization (NRCO) to facilitate the development of renewable generation.

In order to effectively utilize and increase the nation’s current supply of economic
renewable energy, Congress must provide a comprehensive, effective national
transmission policy which addresses and provides solutions to four key issues: planning;
siting; cost allocation and recovery; and integration of renewable resources.

Open, Inclusive Bottom-up Planning Benefits the Grid and Consumers

Experience has taught NRECA that bottom-up planning - with full participation
by load serving entities (LSEs) - is far preferable to top-down planning. State and federal
governments lack the staff, resources, and operational experience required to perform the
highly technical tasks involved in transmission planning.

As it stands, ACES adopts an effective bottom-up transmission planning process
that appropriately builds up from existing local and regional transmission planning efforts
and that is focused on meeting consumer needs reliably and affordably, as well as

meeting national environmental priorities. The legislation appropriately limits federal
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involvement in the planning process to coordination and loose oversight to ensure that
national priorities are addressed by the planning entities.

As the ACES transmission provisions evolve, the Committee should continue to
embrace the guiding principles of openness and inclusiveness. The Committee should
also resist any push to create a large federal bureaucracy to conduct planning and be wary
of claims that bottom-up planning is unsuited to developing transmission that spans many
regions across an interconnection. In fact, only through bottom-up planning can the
industry ensure that new transmission infrastructure operates effectively, efficiently and
reliably with the existing transmission grid. Because the electric grid in each
interconnection is a single complex machine, an overlay system planned in isolation from
the existing grid and the long-term plans of the stakeholders involved in existing
transmission planning processes would impose enormous unnecessary costs on American
consumers and undermine the reliability of the existing transmission system.

With Conditions, Federal Siting Authority is Appropriate

At this time, ACES is silent on the critical issue of siting. NRECA believes there
are instances where the federal government should have siting authority and the ability to
over-ride state decisions. NRECA has consistently supported the backstop siting
authority granted to the Federal Energy Regulatory Commission (FERC) in the Energy
Policy Act of 2005. This authority allowed FERC to site both conventional, as well as
extra-high voltage (EHV) transmission facilities within “National Electric Interest
Transmission Corridors” designated by the Department of Energy (DOE).

NRECA also supports federal authority to site EHV transmission facilities

anywhere in the country provided (1) the facilities are identified in a regional planning
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process as needed to ensure reliability or provide consumers power more economically;
(2) the facilities are interstate projects (to provide due regard for the authority of state
siting agencies); (3) the owners of the facilities are not eligibie for enhanced rates of
return or other financial incentives that raise the cost of the facilities for consumers; (4)
the costs of the facilities are fairly and broadly allocated (5) use of the facilities is not
limited to renewable resources.

NRECA proposes that the Committee add a new section on EHV siting that
permits entities wishing to build EHV facilities meeting these conditions to petition
FERC for a federal certificate of convenience and necessity and federal eminent domain
authority.

With Conditions, Broad Cost Allocation and Recovery Benefits Consumers

NRECA recognizes that expanding the transmission grid to meet consumer needs,
including the integration of renewable resources, may result in substantial costs. Experts
believe that new transmission could cost, on average, approximately one million dollars
per mile. NRECA member cooperatives primarily serve load in rural areas, the location
of many renewable generation sources. Co-ops must not be made to bear more than a fair
share of the cost of EHV transmission to deliver renewable energy to higher population
load centers.

NRECA urges the Committee to develop cost allocation policies that are fair and
take into consideration the benefits received from any new transmission facilities.
NRECA proposes that the Committee add a new section on cost allocation that provides
for broad sharing of the cost of new extra high voltage interstate transmission facilities

that arise from the transmission planning process defined in the legislation, as well as the
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cost of any lower voltage facility upgrades required for the reliable interconnection and
operation of interstate extra high voltage (EHV) facilities. Broad cost allocation should
be conditioned on: the facilities arising from thé planning process; a right fér any entity
to own a share of the facilities; limits on rate “incentives” available to those who build
the facilities; and, consideration for those consumers in regions that may not obtain any
benefit from the investments.

Integrate Renewable Electricity without Extending Preferential Treatment

While federal legislation may call for the construction and financing of
“renewable-only” lines, it is impossible, in an integrated grid, to segregate renewable
electricity from conventional electricity. The Committee should resist adding any such
provision to ACES. No element of the integrated transmission system is physically able
to distinguish which form of generation produced the current. The only way to assure the
delivery of purely “green” electrons would be to construct an isolated line directly from a
renewable generation source to its customer.

As well, renewable resources should not have preferential access to transmission.
Giving preference to renewable resources could disrupt planning processes, interfere with
priority-of-service rules and undermine distribution utilities’ ability to obtain the long-
term firm transmission rights needed to reliably deliver power to consumers. Such
preferences would unnecessarily increase the cost of power for consumers, reduce the use
of expensive transmission facilities, and undermine reliability on the grid. The
Committee also should not add provisions establishing incentives for lines that give

priority access to renewable resources.
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In the ACES planning process, public policies favoring renewable resources,
including renewable energy standards, climate legislation, and financial incentives for
inveétments in renewable energy will all be taken into account, ensuring that adequate
transmission infrastructure will be built to deliver renewable energy to load. Once that
transmission has been built, it must be operated as part of the broader integrated system
in order to ensure the reliable and efficient delivery of power to consumers.

Flexibilitv Needed for Complementary Policies on Rights-of-Way and Smart Grid

EHV transmission lines will bring consumers other benefits apart from much-
needed new transmission capacity. Valuable rights-of-way assets will also be created
along the lines. Consumers will benefit even more if those who build or operate the EHV
system can deploy and facilitate additional new technologies along the rights-of-way.
For instance, those who build or operate an EHV system should be able to run fiber on
the new towers. Policies such as this can help speed the arrival of the “smart grid.”

NRECA understands the high levels of enthusiasm for new technologies like the
smart grid. However, the Committee should resist implementing any transmission policy
that requires new lines to incorporate smart grid technologies. As recognized in the
American Recovery and Reinvestment Act of 2009, smart grid technology is still in the
demonstration and development phase. Requiring its inclusion in major transmission
lines will force premature technology and standards decisions and waste consumers’
money.

Conclusion
Again, thank you for the opportunity to testify at today’s hearing. Chairman

Markey and Ranking Member Upton, I appreciate the opportunity to submit NRECA’s
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views on transmission policy. NRECA looks forward to working with Members of the
Subcommittee and the full Committee on transmission policy and other issues critical to
maintaining the nation's supply of affordable, reliable electricity while pursuing

environmental objectives. Ilook forward to answering the Committee’s questions.
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Mr. MARKEY. Our next witness is Reid Detchon. He is Executive
Director of the Energy Future Coalition, a nonprofit organization
that seeks to reform U.S. energy policy. We welcome you, sir.
Whenever you are ready, please begin.

STATEMENT OF REID DETCHON

Mr. DETCHON. Mr. Chairman, thank you for inviting me to tes-
tify today on this important and timely topic. I find a great deal
of agreement across the table, and particularly with Congressman
English.

Last year, in partnership with the Center for American Progress
and the Energy Foundation, the Energy Future Coalition under-
took a series of listening sessions with a diverse group of stake-
holders including Federal agencies, grid operators, transmission
companies, utilities and environmental groups, and we found broad
support for changes in Federal law to facilitate the transmission
needed to bring stranded renewable resources to market.

Wind in the great plains; solar in the desert Southwest; and yes,
offshore wind in the East.

Our vision statement for the national clean energy smart grid,
which is attached to my full statement, was endorsed by some 55
organizations, including the AFL—CIO, the Council on Competitive-
ness and the Digital Energy Solutions Campaign, along with many
renewable energy advocates and environmental groups, including
the Sierra Club, who are not usually prone to supporting new
transmission capacity.

What brought these environmental groups to the table and ulti-
mately to agreement was the imperative of action to address with
urgency the growing climate crisis. Time is running out for the
world to avoid serious harm from climate change.

Mr. Chairman, you understand this challenge very well, and we
owe a great debt of gratitude to you and Chairman Waxman for
your leadership and acumen in advancing H.R. 2454, the American
Clean Energy and Security Act. You have set the appropriate long-
term target for emissions reductions, more than 80 percent by
2050.

The changes in our energy system needed to reach this goal are
profound. We need to begin planning today to reach those reduc-
tions by 2050. And one thing is clear, we cannot deliver that much
low-carbon energy without changes to the grid. Low carbon elec-
tricity will be expected to power not only our homes and businesses
but also an increasing portion of our vehicle fleet.

The system we have today for planning, permitting and financing
transmission lines was not designed to respond quickly to a chal-
lenge of this magnitude, moving many thousands of megawatts of
renewable energy from remote areas to load centers.

Our discussions with those who must deliver on this promise, re-
newable energy developers and transmission companies, quickly fo-
cused on the obstacles of planning, siting, and cost allocation that
we have heard repeatedly today. Of these, planning turned out to
be the linchpin, as our group concluded the better planning could
reduce the difficulty of siting and financing new lines.

We recommended enlarging the scale of the planning process to
the two principal power grids in the United States, the Eastern
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and Western Interconnections, for two reasons. First, long-distance
transmission is needed to support development of some major re-
newable energy resources and necessarily will cross State and re-
gional boundaries. For example, almost 300,000 megawatts, an
enormous amount of wind, 300,000 megawatts of proposed wind
projects, which is more than enough to meet 20 percent of our elec-
tricity needs, are waiting to connect to the grid because there is in-
adequate transmission capacity to carry the electricity they would
produce.

Second, planning for transmission to support the renewable en-
ergy standards of State and Federal legislation must occur on a
broad regional basis, just as the benefits of such investments will
be shared on a broad regional basis. Your discussion of the impact
of wind resources and ease is a good illustration of the need for
planning across the entire interconnection.

An enhanced regional planning process of this kind should build
on, not replace, the current engagement of stakeholders, including
States, grid operators, utilities, consumer and environmental inter-
ests and landowner groups.

This will remain a State not a Federal process. Siting authority
would rest with FERC, but the States collectively would have more
power not less than they do now, because their plans would govern
the exercise of that Federal authority. Only if planning process
breaks down would FERC have the ability to resolve disputes and
get transmission built to bring renewable energy to market.

We have been gratified to see many of our recommendations re-
flected in H.R. 2211, introduced by Congressman Inslee, a system
of interconnection wire transmission planning supported by
broadbased cost allocation and underpinned by Federal siting au-
thority. We would be pleased to work with the committee on fur-
ther legislative language if you think that would be helpful.

Mr. Chairman, you and your colleagues have taken an enormous
step forward by reporting legislation that will begin the process of
transforming our Nation’s energy system to deal with the threat of
global climate change. Expanding and modernizing our trans-
mission grid is essential to that transformation. By addressing
transmission directly and comprehensively, you can help our com-
mon goal of a clean-energy future become a reality and not be left
stranded by regulatory impediments. Our economy, environment
and national security deserve no less. Thank you very much.

[The prepared statement of Mr. Detchon follows:]
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Summary

Mr. Chairman, thank you for inviting me to testify today on this important and timely
topic. 1 am the Executive Director of the Energy Future Coalition, a non-partisan public
policy group that works to bring together business, labor, and environmental groups
around common objectives.

Last year, in partnership with the Center for American Progress and the Energy
Foundation, we undertook a series of listening sessions with a diverse group of
stakeholders, including federal agencies, grid operators, transmission companies, utilities,
and environmental groups, and found broad support for changes in Federal law to
facilitate the transmission needed to bring stranded renewable energy resources to market
— wind in the Great Plains, solar in the desert Southwest, offshore wind in the East.

We concluded that dramatic transformation of the nation’s electricity system will be
needed to achieve the nation’s renewable energy, energy efficiency and climate change
goals, and that rethinking the way electricity transmission is planned, sited, and supported
will be critical to this process.

Our vision statement for the National Clean Energy Smart Grid was endorsed by some 55
organizations, including the AFL-CIQ, the Council on Competitiveness, and the Digital
Energy Solutions Campaign. along with many renewable energy advocates and
environmental groups who are not usually prone to supporting new transmission lines.

What brought these environmental groups to the table and ultimately to agreement was
the imperative of action to address with urgency the growing climate crisis. Time is
running out for the world to avoid serious harm from climate change. Mr. Chairman, you
understand this challenge very well, and we owe a great debt of gratitude to you and
Chairman Waxman for the leadership and acumen you have shown in advancing H.R.
2454, the American Clean Energy and Security Act. You have set the appropriate long-
term target for emissions reductions — more than 80% by 2050.

The changes in our energy system needed to reach this goal are profound. We need to
begin planning today to reach those reductions by 2050, and one thing is clear: We
cannot deliver that much low-carbon energy without changes to the grid. Low-carbon
electricity will be expected to power not only our homes and businesses, but also an
increasing portion of our vehicle fleet.

The system we have today for planning, permitting, and financing transmission lines was
not designed to respond quickly to a challenge of this magnitude — moving many
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thousands of megawatts of renewable energy from remote areas to load centers. Our
discussions with those who must deliver on that promise — renewable energy developers
and transmission companies — quickly focused on three principal obstacles: planning,
siting, and cost allocation. Of these, planning turned out to be the linchpin, as our group
concluded that better planning could reduce the difficulty of siting and financing new
lines.

We recommended enlarging the scale of the planning process to the two principal power
grids in the United States — the Eastern and Western Interconnections — for two reasons:

¢ Long-distance transmission to support development of some major renewable
energy resources will cross state and regional boundaries.

» Planning for transmission to support the renewable energy requirements contained
in state and national legislation must occur on a broad regional basis, and the
benefits of such investments will be shared on a broad regional basis.

The planning process should build upon, not replace, the current engagement of
stakeholders (including States, grid operators (ISOs/RTOs), utilities, consumer and
environmental interests, and landowner groups). Siting authority would rest with FERC,
but the states collectively would have more power, not less, than they do now, because
their plans would govern the exercise of that federal authority. Only if the planning
process breaks down would FERC have the ability to resolve disputes and get
transmission built to move renewable energy to market,

We have been gratified to see many of our recommendations reflected in H.R. 2211,
introduced by Congressman Inslee — a system of interconnection-wide transmission
planning, supported by broad-based cost allocation and underpinned by federal siting
authority.

Mr. Chairman, you and your colleagues have taken an enormous step forward by
reporting legislation that will begin the process of transforming our nation’s energy
system to deal with the threat of global climate change. Expanding and modernizing our
transmission grid is essential to that transformation. By addressing transmission directly
and comprehensively, you can help our common goal of a clean energy future become a
reality and not be left stranded by regulatory impediments. Our economy, environment,
and national security deserve no less.

Thank you very much.
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Mr. Chairman, thank you for inviting me to testify today on this important and timely
subject. Iam the Executive Director of the Energy Future Coalition, a non-partisan
public policy group, supported by foundations, that works to bring together business,
labor, and environmental groups around common energy policy objectives.

The Energy Future Coalition was formed seven years ago, in the wake of the 9/11 attack,
because of concerns that U.S. energy policy was not adequately addressing issues of
national security and climate change. The condition of the nation’s electric power grid
was an immediate topic of concern and the focus of one of our initial working groups.
Since that time, we have advocated for advanced transmission and smart grid
technologies, and have applauded action by this Committee and Congress as a whole on
these issues in the Energy Policy Act of 2005, the Energy Independence and Security Act
0f 2007, and the American Recovery and Reinvestment Act of 2009.

A year ago, it became apparent that, thanks in part to the advocacy of T. Boone Pickens,
anew groundswell of support was emerging for modernizing the nation’s transmission
grid and expanding it to serve stranded large-scale renewable energy resources. Without
such steps, it would be challenging to meet a meaningful and robust national renewable
energy standard, such as the 25x°25 target that we have long supported.

Accordingly, the Energy Future Coalition, in partnership with the Center for American
Progress and later the Energy Foundation, began a series of listening sessions with a
diverse group of stakeholders, including federal agencies, grid operators, transmission
companies, utilities, and environmental organizations, to determine where the areas of
agreement and disagreement were. We found broad support for changes in Federal law
to facilitate the development of transmission projects to bring stranded renewable energy
resources to market ~ such as wind in the Great Plains, solar in the desert Southwest, and
offshore wind in the East.

Out of this stakeholder dialogue, we crafted a vision statement for the National Clean
Energy Smart Grid, which I will describe in some detail. We concluded that dramatic
transformation of the nation’s electricity system will be needed to achieve the nation’s
renewable energy, energy efficiency and climate change goals, and that rethinking the
way electricity transmission is planned, sited, and supported will be critical to this
process.
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Our vision statement, attached in full, has been endorsed by some 35 organizations, a list
of which is also attached. These include the AFL-CIO, the Council on Competitiveness,
and the Digital Energy Solutions Campaign, along with renewable energy advocates,
including the American Wind Energy Association, the Solar Energy Industries
Association, and the Geothermal Energy Association, and environmental groups,
including the National Wildlife Federation, Natural Resources Defense Council, Sierra
Club, National Audubon Society, the Wilderness Society, and the Union of Concerned
Scientists.

What brought these environmental groups to the table and ultimately to agreement was
the imperative of action to address with urgency the growing global climate crisis. Time
is running out for the world to avoid serious harm from climate change. Scientific reports
show that the levels of carbon dioxide in the atmosphere are rising faster than anticipated
and that the effects are already far-reaching - on temperature patterns, extreme weather
events, glacial melting, and acidification of the oceans. Further delay in responding to
these warnings increases the risk of a catastrophic and irreversible shift in the global
climate system. In this race against time, we must rethink old ways of doing business —
even when they have served us well in the past.

Mr. Chairman, you understand this challenge very well, and we owe a great debt of
gratitude to you and Chairman Waxman for the leadership and acumen you have shown
in advancing H.R. 2454, the American Clean Energy and Security Act of 2009. You
have set the appropriate long-term target for greenhouse gas emissions reductions ~ more
than 80% by 2050.

The changes in our energy system needed to reach this goal are profound. We need to
begin planning today to reach those reductions by 2050, and one thing is clear; We
cannot deliver that much low-carbon energy without changes to the grid. Low-carbon
electricity will be expected to power not only our homes and businesses, but also an
increasing portion of our vehicle fleet.

The system we have today for planning, permitting, and financing transmission lines was
not designed to respond quickly to a challenge of this magnitude ~ moving many
thousands of megawatts of renewable energy from remote areas to load centers. QOur
discussions with those who must deliver on that promise ~ renewable energy developers
and fransmission companies — identified inadequate transmission infrastructure as a key
obstacle to project development and focused on three principal obstacles to rapidly
deploying new transmission capacity for renewable energy: planning, siting, and cost
allocation. Of these, planning turned out to be the linchpin, as our group concluded that
better planning could reduce the difficulty of siting new lines and provide the basis for an
equitable allocation of costs.

It is not obvious today what specific changes will be needed to support the coming
transformation of the U.S. electricity system. What is obvious is that we need a planning
system that identifies what is needed in the national interest, and a regulatory structure
that allows those projects to get built in a timely way — whether that means long-distance
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cross-country lines, offshore collector systems, or a combination of local renewables,
demand reduction, and transmission.

Our group recommended enlarging the scale of the planning process to the two principal
power grids in the United States — the Western Interconnection, which comprises the
states of Washington, Oregon, California, Idaho, Nevada, Utah, Arizona, Colorado,
Wyoming, and portions of Montana, South Dakota, New Mexico and Texas; and the
Eastern Interconnection, which includes the remaining states in the Lower 48, excluding
Texas. The reasons were straightforward:

* Long-distance transmission to support development of some major renewable
energy resources will cross state and regional boundaries.

e Planning for transmission to support the renewable energy requirements contained
in state and national legislation must occur on a broad regional basis, and the
benefits of such investments will be shared on a broad regional basis.

This interconnection-wide planning process should build upon, not replace, the current
engagement of stakeholders (including States, grid operators (ISOs/RTOs), utilities,
consumer and environmental interests, and landowner groups) and be supported by
federal agencies, with adequate funding support to do the necessary analysis.

A sound approach to transmission planning is not, by itself, sufficient. Without authority
to address cost allocation and siting for projects that are determined to be needed in the
transmission planning process, planning is only a paper exercise. Under our approach,
the cost of new transmission for renewables would be broadly shared by ratepayers - just
as the economic, environmental, and security benefits of renewable energy are widely
shared. This mechanism would also lower the cost of capital to developers and thus the
cost to consumers.

Under our approach, transmission projects identified in the plan would be subject to a
single consolidated certification process administered by the Federal Energy Regulatory
Commission. However, we would give a special role to States in proposing siting- and
mitigation-related conditions to be imposed on such certificates.

The process should reflect clear policy goals (such as carbon reduction targets, renewable
electricity and energy efficiency standards, environmental protection, and economic
development), provide clear guidance on how to plan, pay for, and site facilities, and
provide the financial, administrative and technical support needed to achieve those goals
quickly.

Some observers have expressed concern that local renewable resources would be
displaced by distant renewable resources made artificially cheaper by new transmission.
This argument is easily addressed:
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. To meet the renewable energy and emissions reductions goals of H.R. 2454, we

will need all the renewable energy we can get, at least cost. This is not an either-
or choice.

Some of the stranded renewable resources may be local — for example, offshore
wind in the East. They, too, will need transmission.

Transmission planning should take into account both Federal and state renewable
energy requirements (including any state policies concerning use of local
renewable energy resources) and should use delivered prices as the basis for
planning decisions.

What are some of the benefits of a modernized grid?

According to the Department of Energy, obtaining 20% of U.S. electricity from
wind in 2030 would reduce electric sector CO; emissions by 25% — the equivalent
of taking 140 million cars off the road — while creating 500,000 jobs and $450
billion in economic impact.

Almost 300,000 MW of proposed wind projects, more than enough to meet 20%
of our electricity needs, are waiting to connect to the grid because there is
inadequate transmission capacity to carry the electricity they would produce.
California alone has over 18,000 MW of wind plants and almost 30,000 MW of
solar plants waiting to connect to the grid.

The Electric Power Research Institute estimates that making the grid smarter with
modern control technology could reduce electricity consumption by 5-10%,
carbon dioxide emissions by 13-25%, and the cost of power-related disturbances
to business {estimated to be more than $100 billion per year) by 8§7%.

These investments in transmission are not only essential to respond to climate change,
they are also good investments in renewing America’s economic growth and reducing the
cost of the energy we need:

Transmission planners in the Eastern Interconnection asked what it would take to
get 20% of their power from wind, and found that an $80 billion investment in
new high-voltage transmission lines would reduce electricity costs by $41 billion
per year by 2024 — an annualized benefit-to-cost ratio of more than three to one.

An analysis of the benefits and costs of building transmission in Texas by the grid
operator, ERCOT, found that an investment of $4.9 billion in transmission for
wind power would save $1.7 billion per year in fuel costs, repaying the initial
investment in 2.9 years.

The U.S. transmission grid requires significant investment to replace aging
infrastructure and to address capacity issues under any scenario. The choice is not
whether to invest or not invest in transmission, but whether we should invest
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purposefully with a clear national strategy or maintain a piecemeal system that
lacks vision.

Even a substantial transmission expansion requires a relatively modest investment
compared to the scale of the power system, the scale of annual sales, and most
importantly the economic, reliability, and environmental benefits that it would
deliver,

Our discussions with stakeholders concluded that a national Clean Energy Smart Grid is
an economic, environmental, and national security imperative - vital to renewing
America’s economic growth, strengthening national security, and addressing the threat of
global climate change. Investments are needed in both transmission and in smart grid
technologies to make the system more reliable, resilient, and secure, to accommodate
renewable power and enable more energy efficiency by individuals and businesses.

The 55 stakeholders endorsing the common vision for a Clean Energy Smart Grid agreed
on the following principal policy needs:

1.

Interconnection-wide planning for transmission upgrades needed to efficiently
and reliably move renewable power from remote areas to population centers,
using a participatory and analytically robust process designed to engage all
interested parties early and avoid later conflicts, minimize environmental impacts
and overcome the geographic and procedural limitations of current planning
approaches.

s

A simple mechanism to pay for transmission investments and smart grid
transmission upgrades identified as needed in the interconnection-wide plans,
which would minimize individual economic impacts by allocating costs broadly
among ratepayers.

Consolidated certification authority to expedite transmission projects identified as
needed in the interconnection-wide plans to serve urgently needed renewable
energy resources, with a special role for States in developing local impact
mitigation requirements.

New policies to make electric grid security a priority, and to coordinate and pay
for investments that will rapidly reduce the grid’s vulnerability to cyber and
physical attacks and natural disasters.

Strong financial incentives for rapid deployment of smart grid distribution and
metering technologies.

Education and training to create the workforce we will need to build, manage and
maintain the National Clean Energy Smart Grid.
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Recognizing the complex nature of the electric grid, its importance to the future of our
economy, and its impact on our environment, these new policies and authorities should
be developed and implemented in accordance with several key principles:

» Interconnection-wide grid planning should not duplicate or supplant already
ongoing planning efforts at the utility and regional level, but rather should build
on them.

» The interconnection-wide planning process should take into account:
opportunities for improved end-use energy efficiency, customer demand response,
clean distributed generation, and energy storage; opportunities to improve the
efficiency of the grid; and opportunities to diversify and transform the Nation’s
power supply resources.

* New transmission plans should dramatically enhance our capacity to meet steep
greenhouse gas emission reduction goals by targeting new clean renewable energy
resources, and policy should seek to ensure that new transmission lines emerging
from this process would not support development of new high-emitting
generation.

Similar conclusions were also reflected in a white paper entitled “Wired for Progress,”
prepared by Bracken Hendricks for our partner organization in this project, the Center for
American Progress, and available on the Internet at:
http://'www.americanprogress.org/issues/2009/04/wired_for progress2.0.html.

We have been gratified to see many of these recommendations reflected in H.R. 2211,
introduced by Congressman Inslee — notably, a system of interconnection-wide
transmission planning under strict timetables, supported by broad-based cost allocation
and underpinned by consolidated federal siting authority. The bill gives preference to
renewable energy by limiting access to new transmission lines built with these special
authorities to energy generators whose greenhouse gas emissions are no greater than that
of a single-cycle natural gas-fired combustion turbine — on the basis that gas-fired
generation will be needed on the lines to address the variability of intermittent renewable
resources.

Legislation should also address the security of the grid, especially against cybersecurity
threats, the importance of which was recognized in Title XIII of EISA. Itis vitally
important that the electricity grid be capable of real-time management and instant
correction, in order to minimize the risk of disruption and the time for recovery, if a
terrorist attack on the system does occur. This will require the ability to monitor the
status of the grid on a real-time basis, to instantly recognize and diagnose any unusual
events on the system, and to respond intelligently with adaptive changes in power flows,
generating unit operations, and load management.

The Defense Science Board’s 2008 report on energy, “More Fight — Less Fuel,” found
that “critical national security and homeland defense missions are at an unacceptably high

6
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risk of extended outage from failure of the grid.” The report warns: “Informed and
capable saboteurs can inflict damage that would take down significant portions of the
grid and other critical infrastructure for long periods and make restoration, even work-
around measures, difficult, costly, time consuming and marginally effective. ... Armed
with the right knowledge, a small number of people could shut down electricity over
significant areas for an extended period of time, including power to critical DoD
missions. The grid is not designed to withstand a coordinated multi-pronged or wide-area
attack.”

This situation represents an unacceptable threat to our national security. Addressing it by
modernizing the grid with smarter technology to serve a digital economy would pay
immediate dividends. In the last Congress, the House Energy and Commerce Committee
prepared draft legislation to address the cybersecurity threat in particular; that is a good
place to start.

Mr. Chairman, you and your colleagues have taken an enormous step forward by reporting
H.R. 2454, legislation that will begin the process of transforming our nation’s energy
system to deal with the threat of global climate change and support a substantial expansion
of renewable energy use. Expanding and modernizing our transmission grid is essential to
that transformation. By addressing transmission directly and comprehensively, you can
help ensure that our common goal of a clean energy future becomes a reality and is not left
stranded by regulatory impediments. Our economy, environment, and national security
deserve no less.

Thank you very much.
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The National Clean Energy Smart Grid:
An Economic, Environmental, and National Security Imperative

Expanding and upgrading our electric power transmission and distribution system are vital to renewing America’s
economic growth, strengthening national security, and addressing the threat of global climate change. Two critical
investments are needed: (1) Efficient, secure and reliable interstate transmission networks — incorporating renewable
collection lines and extra-high voltage (EHV) backbone facilities - which will enable massive domestic renewable energy
resources currently stranded in our country’s remote areas to be developed and delivered to population centers; and (2)
“Smart Grid” technologies to make the transmission and distribution grid more reliable, resilient, and secure, and to
accommodate renewable power and enable more energy efficiency by consumers and businesses.

At a time of serious economic distress and mounting pressure to address the widespread environmental, economic, and
geopolitical consequences of our excessive reliance on fossil fuels, the case for a National Clean Energy Smart Grid has
never been stronger. We recommend that Congress and the President move rapidly to adopt the following policies:

= Interconnection-wide planning for transmission networks to move rengwable power from remote areas to
population centers while ensuring the efficiency and reliability of the transmission grid, using a participatory and
analytically robust process designed to engage all interested parties early and avoid later conflicts, minimize
environmental impacts, and overcome the geographic and procedural limitations of current planning approaches.

» A simple mechanism to pay for transmission investments and smart grid transmission upgrades identified in the
interconnection-wide plans, which would minimize individual economic impacts by allocating costs broadly
among ratepayers.

*  Consolidated certification and siting authority to expedite transmission projects identified in the interconnection-
wide plans to serve urgently-needed renewable energy resources while ensuring the efficiency and reliability of
the transmission grid.

= New policies to make electric grid security a priority, and to coordinate and pay for investments that will rapidly
reduce the grid’s vulnerability to cyber and physical attacks and natural disasters.

*  Provide strong financial incentives for rapid deployment of smart grid distribution and metering technologies.

»  Invest in education and training to create the workforce we will need to build, manage and maintain the National
Clean Energy Smart Grid.

Recognizing the complex nature of the electric grid, its importance 1o the future of our economy, and its impact on our
environment, these new policies and authorities should be developed and implemented in accordance with several key
principles:

»  Interconncction-wide grid planning should not duplicate or supplant already ongoing planning efforts at the utility
and regional level, but rather should build on them.

= The interconnection-wide planning process should take into account: opportunities for improved end-use energy
efficiency, customer demand response, clean distributed generation, and energy storage; opportunities to improve
the efficiency of the grid; and opportunities 1o diversify and transform the Nation's power supply resources.

*  New transmission plans should dramatically enhance our capacity to meet steep greenhouse gas emission
reduction goals by targeting new clean renewable energy resources and limiting interconnection for new high-
emitting generation (while still ensuring reliability).

»  Use of federal project certification and siting procedures to expedite construction of new grid facilities identified
in interconnection-wide transmission plans is critical to reliable and efficient delivery of remote renewable energy
to load centers, with a special role for state and local agencies on siting considerations to minimize adverse
mpacts.
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The National Clean Energy Smart Grid:
An Economic, Environmental, and National Security Imperative

Expanding and upgrading our electric power transmission and distribution system are vital to
renewing America’s economic growth, strengthening national security, and addressing the threat
of global climate change. Specifically, we must make two critical investments in our electric
grid: (1) Efficient, secure and reliable interstate transmission networks — incorporating renewable
collection lines and extra-high voltage (EHV) backbone facilities — which will enable massive
domestic renewable energy resources currently stranded in our country’s remote areas to be
developed and delivered to population centers; and (2) “Smart Grid” technologies to make the
transmission and distribution grid more reliable, resilient, and secure, and to accommodate
renewable power and enable more energy efficiency by consumers and businesses. These
critical grid investments are complements to — not substitutes for — investments in building
energy efficiency, customer demand response, clean distributed generation, and energy storage.
At a time of serious economic distress and mounting pressure to address the widespread
environmental, economic, and geopolitical consequences of our excessive reliance on fossil
fuels, the case for a National Clean Energy Smart Grid has never been stronger.

States and regions across the country have already adopted policies aimed at reducing the carbon
footprint of electric power, increasing clean and renewable electric generation, and improving
end use energy efficiency. With consideration of new and ambitious national policies on climate
change, renewable energy, and energy efficiency to follow, these investments could position the
country to secure the benefits of any such initiatives in a timely, efficient and cost effective
manner. None of these policies can achieve their goals without rapid and transformative
investments in transmission and smart grid resources on a national scale.

Even setting aside the national imperatives for clean energy and climate change, a National
Clean Energy Smart Grid will provide huge economic and national security benefits. EHV
transmission lines have the potential to dramatically cut line losses and improve the efficiency of
the system. Smart grid technologies allow more efficient and dynamic management of electric
flows - reducing waste, improving reliability and better accommodating renewable power,
distributed generation, demand response, and a broad range of customer-based resources like
smart appliances and plug-in hybrid vehicles. Smart meters and two-way communication lay the
foundation for a quantum leap in automated demand management and electric grid control that
could save consumers and businesses billions of dollars per year on their electricity bills. Digital
smart grid technologies would dramatically reduce the grid’s vulnerability to cyber attacks and
other disruptions, and enhance grid operations.



168

@nerqy future

COALITION

Why Don’t We Already Have a National Clean Energy Smart Grid?

Standing in the way of 21" century energy solutions is a 20" century electric grid — and the
increasingly outdated patchwork of policies and institutions that govern it:

* Our existing framework for planning, developing and financing transmission
infrastructure is too geographically fragmented, near-term focused, and procedurally
cumbersome to support the development of a reliable integrated transmission grid
capable of delivering remote renewable resources to load. Participatory and transparent
planning at a national scale is essential to addressing national policy goals and
maximizing broad societal value.

®  Qur historic policies for allocating the cost of transmission investments make it
exceedingly difficult to identify what projects should be advanced and who should pay
for the cost of such investments.

* Most state level processes, by their nature, do not have the scope to recognize regional or
inter-regional transmission needs.

* Siting multi-state transmission facilities is a long and contentious process, often involving
numerous state and local regulators and Federal lands agencies, each with the power to
block an entire project.

* The current process misses opportunities to cooperatively analyze and identify corridors
for transmission that bypass sensitive areas.

® Proven and cost-effective smart grid technologies have not achieved significant market
penetration due to lack of funding for Congressionally authorized smart grid pilot and
demonstration projects, insufficient federal deployment incentives, and state regulatory
environments that often provide poor incentives for utilities and customers to invest in
smart grid, demand response, and energy efficiency technologies.

® New policies are needed to make grid security a priority, and to coordinate and provide
incentives for investments that will rapidly reduce the grid’s vulnerability to cyber and
physical attacks and natural disasters.

What Policy Changes are Needed to Foster a National Clean Energy Smart Grid?

National policy makers have a unique opportunity to clear the way for large-scale private sector
investments in National Clean Energy Smart Grid infrastructure by updating transmission
planning, siting, and cost allocation policies, creating incentives for accelerated deployment of a
broad range of efficient smart grid technologies, and setting clear priorities for improving grid
security. Just as it would have been nearly impossible to build the interstate highway system
without federal leadership 50 years ago, creating an interstate electric grid that can support our
National vision of a cleaner and more efficient electricity system will likewise require forward-
looking leadership by Congress and the President.
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Develop New National Scale Transmission Plans to Bring Clean and Renewable
Power to Population Centers

Coherent plans for extra-high-voltage transmission, covering the two large multi-state regions of
the eastern and western interconnections, are needed to determine how best to connect vast
renewable energy resources in remote areas with population centers and integrate them into the
existing EHV grid. Specifically, the planning process should:

* [Identify essential new transmission resources, including backbone EHV projects, and
renewable collection lines needed to support dramatic increases in the penetration of
renewable electricity generation while ensuring the efficiency, security, and reliability of
the interstate transmission networks.

® Incorporate rigorous and transparent analysis of a comprehensive set of considerations
and alternatives, so as to optimize the economic, technical and environmental
performance of the grid.

* Involve a broad array of stakeholders, including states, generation developers,
transmission owners and developers, environmental interests, consumer interests, and
labor, to address concerns up front and avoid snags later in the process.

»  Recognize the importance of interstate and inter-regional planning of the transmission
system to maximize the integration of renewable resources while ensuring the reliability
and efficiency of the grid.

= Take into account analysis and planning already undertaken by states, Regional
Transmission Organizations (RTOs), utilities, and others (notably some larger regional
initiatives now in progress).

= Ensure that new transmission plans are environmentally responsible by avoiding
development on sensitive lands or important natural resources.

= Utilize transmission planning principles to advance national policies on renewable
energy, energy efficiency, and climate change.

» Consider innovative technology options, such as use of superconductors.

» Produce new transmission plans that dramatically enhance our capacity to meet steep
greenhouse gas emission reduction targets by enabling new renewable energy resources
and supporting electrification of the transportation sector (e.g., plug-in hybrid vehicles).

Interconnection-wide transmission planning would be done under Federal authority and
according to guidelines and timeframes established by the Federal Energy Regulatory
Commission (FERC). States within each interconnection would be invited to collaboratively
develop the plans in consultation with RTOs, utilities, and others, and under the oversight of the
FERC. Such planning efforts would have access to interconnection-wide ratepayer resources to
conduct a participatory, transparent, and analytically robust planning process on an aggressive
timeline consistent with meeting urgent national economic, environmental and national security
goals.
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Make a National Investment in the National Clean Energy Smart Grid

Just as local electric ratepayers currently fund local electricity infrastructure investments, broad
based groups of ratepayers should cover the costs of national grid investments which provide
broad-based national benefits. This will ensure all beneficiaries of the National Clean Energy
Smart Grid support the cost of its development. Broad-based ratepayer support would be limited
to: funding a participatory, transparent, and analytically robust planning process; recovering
costs of new investments determined to be needed in the comprehensive transmission plans; and
incentives and support for broad-based deployment of smart grid technologies on the
transmission system. Cost allocation policies should be as simple as possible (e.g., allocating
designated costs proportionately to all load in the interconnection) to avoid lengthy regulatory
proceedings and provide greater predictability for developers and ratepayers. Clear cost
allocation policies will provide transmission developers and investors with the certainty they
need to move projects forward.

Consolidate Siting for the National Clean Energy Smart Grid

The patchwork of siting authorities would be consolidated and streamlined for National Clean
Energy Smart Grid projects identified in the planning process. Best management practices
would be required for siting and construction in order to balance infrastructure requirements with
the need to avoid unique and environmentally sensitive lands, optimize use of existing corridors,
minimize impacts on private property, and provide wildlife and habitat protection. Project
certification and siting for those projects identified in the planning process would:

= Be decided in a single consolidated proceeding conducted by FERC.

* Build on the findings concerning need and appropriate corridors emerging from the
planning process.

*  Enable state agencies with local expertise to offer input and conditions relating to
detailed “on the ground” routing choices and mitigation requirements. Incorporate such
state conditions except where FERC finds that a condition conflicts with the National
interest in developing the projects identified in the plan.

To properly implement this new siting process, federal, state and local government agencies will
require substantially increased resources for data collection, mapping, pro-actively categorizing
land for use or avoidance (with stakeholder input), and fast track permitting for pre-approved
lands.

Ensure Grid Additions Serve our Environmental Purposes

The planning and siting processes described above are intended to ensure that new transmission
projects will advance the policy goal of enabling much greater reliance on renewable energy
resources, while minimizing the environmental disruptions caused by building and maintaining
new grid infrastructure. Applying an appropriate greenhouse gas emissions standard to new
generators connecting to transmission facilities built with the benefit of these special cost
recovery and siting provisions would further assure that clean energy infrastructure development
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is the result of these policies. Emissions-related restrictions on generators interconnecting with
new grid facilities must not interfere with the operational reliability of the grid, and must
accommodate the need for dispatchable resources to balance variable renewable resources.

Create New National Incentives for Investments in Smart Grid Technologies

While Congress recognized the importance and promise of smart grid technologies in Title XIII
of the Energy Independence and Security Act of 2007, federal incentives are needed to accelerate
investiments in a broad suite of smart grid technologies that allow for dynamic management of
electric flows and better integration of diverse energy resources, allow two-way flow of
clectricity and information, digitize our electrical system controls, and improve management of
everything from power plants to home and office energy use. In order to accelerate the
deployment of smart grid technologies, Congress should:

o Increase the authorization for the Smart Grid Regional Demonstration Initiative and the
Smart Grid Investment Matching Grant Program, and fully fund these programs.

* Fully fund the development of an interoperability framework for smart grid devices and
systems, and establish national policies that ensure state governments adopt these
standards.

¢ Provide a 30% investment tax credit for smart grid technologies.

s Reduce the tax depreciation life for smart meters and smart distribution grid technologies
to five years.

¢ Fund a basic national network of time synchronous measurement/monitoring devices to
provide the foundation for monitoring grid performance at a national level, and drive
optimal smart grid investments and transmission siting for the future.

s Provide homeowners and small businesses with rebates and tax incentives that encourage
the purchase of smart grid enabled energy management systems.

Make Grid Security a Priority

Computers controlling the electric power grid are vulnerable to hostile or malicious intrusions.
The cybersecurity of the U.S. electric system is a key issue for national security, and enhanced
protection is an urgent matter for the civilian economy and for Defense Department (DOD)
installations dependent on the grid for electric power. Hardening the grid to terrorist attack, and
using technology to better monitor and manage electricity flows and make a more adaptive and
self-healing energy grid, should be top priorities, justifying additional grid investments. The
security priority should be codified in new national policies, including appropriate federal
regulations, incentives and cost recovery policies.
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Supporters of the Clean Energy Smart Grid Vision

As of June 8, 2009

Vision Statement Planning Group and Endorsers

American Wind Energy Association
Center for American Progress
Energy Future Coalition

Iberdrola Renewables

ITC Holdings

Mesa Power

National Wildlife Federation
Natural Resources Defense Council
Project for Sustainable FERC Energy Policy
Sierra Club

Solar Energy Industries Association

Other Endorsers

AFL-CIO

American Council on Renewable Energy
(ACORE)

Ausra

Babcock & Brown

BrightSource Energy

California Wind Energy Association
Center for Rural Affairs

Citizens Utility Board of Wisconsin
Climate Solutions

Council on Competitiveness

Digital Energy Solutions Campaign
E.ON Climate & Renewables North America
Inc.

enXco

Geothermal Energy Association
GlobalSmartEnergy

GreenVolts, Inc.

Horizon Wind Energy

Infinia

Intel Corporation

InterWest Energy Alliance
Invenergy

Large-scale Solar Association

Mainstream Renewable Power
MMA Renewable Ventures
National Audubon Society
National Hydropower Association
Northwest Energy Coalition
Oerlikon Solar

OptiSolar

Pace Energy and Climate Center
Puget Sound Energy

Sharp Solar

Solar Nation

Solutia, Inc.

Sun Action Solar, LLC

Sundt Construction, Inc.

The Solar Alliance

The Stella Group

Union of Concerned Scientists
Vestas

Vote Solar Initiative

Western Grid Group
Wilderness Society

Wind on the Wires

Windustry

For more information, please check our website:
http://www.energyfuturecealition.org/What-Were-Doing/-Smart-Grid
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Mr. MARKEY. Thank you so much for your testimony.

Our next witness is Joseph Welch, chairman and president and
chief executive officer of ITC Holdings. That is the Nation’s first
independent transmission company.

We welcome you sir, please begin.

STATEMENT OF JOSEPH WELCH

Mr. WELCH. Thank you and good afternoon.

Mr. MARKEY. Could you move the microphone in a little closer
and turn it on?

Mr. WELCH. Thank you and good afternoon, Chairman Markey,
and members of the subcommittee.

As the Chairman said, my name is Joseph Welch. I am chair-
man, CEO and president of ITC holdings, the Nation’s first and
only independent transmission company in the United States.

Being independent means that we are not affiliated with any
market participant. We have no ownership or have any dealings in
energy transactions. Our job is to facilitate the market, to facilitate
the interconnection of any sources of generation that are put before
us, and to make sure that we connect the loads and reliably do so.

We own and operate about 15,000 miles of high-voltage lines in
Iowa, Minnesota, Illinois, Missouri, Michigan and our developing
regional transmission projects in Kansas and Oklahoma. As we
have worked through these various States, each time we come to
the point where we need to build transmission, for whatever rea-
son, we have come up against a set of obstacles, each one different
in every State.

Probably that is as it as should be, but when we get to the out-
come of where we want to go in this country, this is going to be-
come a major impediment for us to move forward as a country who
dearly and necessarily needs to seek energy independence.

I brought with me today a report from the Council on Competi-
tiveness and Energy Sustainability which I believe is a good frame-
work, and I will leave it with you all for you to read. I think it of-
fers a lot of information which is very consistent with the very
principles and items that you are considering here.

But going to the fundamental principles that we need, and at the
top of the list, and I want to go to right to the top of the list, we
need a policy for energy in this country. We have talked about all
the things underneath, and we debate about whether it is right or
wrong, but the fundamental issue is that we need a policy and
something to plan to.

With that policy in place, the rest of the items become a lot clear-
er and a lot more succinct. And a lot of the debates that we hear
from all of us who really are closer than further apart really start
to come together. For instance, with a policy, then the planners,
and when I say the planners, and we have talked about this in the
item I support and my company supports, is that we need inde-
pendent planning authority. We need to take the policy and get the
policy implemented in a very clear and succinct way.

Secondly, if you have the policy, then the cost allocation can be
dictated by the policy itself, meaning that from that policy, we now
know where we want to go. We now know who are the benefactors
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and what those benefactor issues are. And so that policy sits at the
top and we need that.

And last but not least, when we get down to the very bones, I
always tell people being in the transmission business it is a great
business until I do one of two things, and the first item is build
new transmission lines. The minute we start to build them, it be-
comes a nightmare. And the process a hard, and it is long. And
what we need is true Federal backstop siding authority. That is not
meant to cut the States out of the process. The States should be
involved in the process. They are the most knowledgeable about
local issues. But at the end of the day, we have to get a regional
transmission grid built.

As you have heard here, there are literally thousands upon thou-
sands of megawatts of renewable energy that this country needs to
deploy, and we need to deploy it now. And if we start now, we are
years and years away from our goal line. So please let’s have this
conclusion and bring it to an end, and I thank you very much for
my opportunity to speak here today.

[The prepared statement of Mr. Welch follows:]



175

| e

i

BEFORE THE
UNITED STATES HOUSE OF REPRESENTATIVES

SUBCOMMITTEE ON ENERGY AND THE ENVIRONMENT

TESTIMONY OF JOSEPH L. WELCH
CHAIRMAN, PRESIDENT AND CEO OF ITC HOLDINGS CORP.

The Future Of The Grid: Proposals For Reforming National Transmission Policy

June 12, 2009

Good morning Chairman Markey, Ranking Member Upton, and Members of the
Subcommittee. My name is Joseph L. Welch, and I am chairman, president and CEO of
ITC Holdings Corp. (“ITC™), the nation’s first — and only — independent clectric
transmission company. | am honored by the opportunity to speak before you this
morning to offer my perspective on legislation regarding transmission regulation.

Role of Independence

Before I begin I would like to provide some background as to the significance of the
independent transmission company business model as [ believe it is relevant to today’s
discussion. As an independent transmission company, ITC is singularly focused on
ownership, operation, maintenance and construction of transmission facilities as its single
linc of business. ITC has never invested in generation. All of ITC’s revenue is directed
back to transmission rather than in any market activities. ITC is now the eighth largest
transmission-owning company in the U.S., in terms of load served.

“Independence” means that there is de minimis or truly passive ownership by market
participants and that there is minimal operating dependence on, and ongoing relationships
or affiliation with, any market participant. To safeguard ITC’s independence, the
company and its employees do not hold any market participant investments.

Through its independence, ITC has been able to maintain its focus on improving
transmission: making it more reliable, more cfficient, lowering the cost and ensuring non-
discriminatory access. To that end, in its five or so years in existence, ITC has invested
approximately $1.2 billion in transmission system upgrades. In essence, the independent
model aligns the interests of the company and its shareholders with those of electricity
consumers.
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This is markedly different than a vertically integrated utility that owns generation and
distribution in addition to transmission. In fact, this vertically integrated utility business
model is at the very center for why there has been a 30-year trend of underinvestment in
the grid. Examples of underinvestment can be found in the following pictures of
transmission equipment and assets that are typical of examples of underinvestment in the
transmission grid.

Graphics 1 - 6: Typical Examples of Transmission System Underinvestment
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Graphics I ~ 6: Typical Examples of Transmission System Underinvestment (cont.)
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Graphics 1 — 6. Typical Examples of Transmission System Underinvestment (cont.)

That is not to say that lack of independence will always result in underinvestment. It is
more accurate to say that the lack of independence of a vertically integrated utility may
result in transmission being used as leverage to manipulate markets. As previously
alluded to, this can be done by minimizing transmission system investment in order to
maintain levels of congestion nceded to protect high-cost generation.

Conversely, a vertically integrated utility with significant generation resources may want
to build transmission as a mcans to bring its generation to market while perhaps not
providing the same opportunity to other generators. 1t is for these very same reasons that
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the Federal Energy Regulatory Commission (“FERC”) decided to form independent
transmission companies to promote the non-discriminatory transmission access.

This independence is of particular importance as it relates to decision-making for field
and control room operations, gencrator interconnections and both local and regional
planning. A non-independent transmission owner faces competing interests. As such,
independence from the energy market influence is critical in consideration to the electric
transmission grid; however, the concept of independence should not be limited to the
electric transmission companies. Equally essential is the independence of any regional
planning organization with supporting governance and decision-making processes
established in a manner that do not provide undue opportunity to thwart transmission
development by stakeholders.

Overview of Legislative Issues

Today’s subcommittee hearing gets at the very heart of the policy issues facing the
electric utility industry, and specifically to the challenges impeding the construction of
regional transmission. Right now, the outdated laws that govern our electricity grid are
standing in the way of America’s energy goals. If Congress is serious about making
renewable resources available, reducing our dependence on foreign oil, meeting
renewablc energy standards, and addressing climate change and other environmental
challenges, they need to start by modernizing the rules that govern the grid. In other
words, due to the historical underinvestment in the nation’s grid, transmission, which
should be the enabler, today is the roadblock to renewable resources.

Many ot the issues set forth in today’s hearing are the symptoms of one fundamental
problem: the lack of a national energy policy to guide planning. This national cnergy
policy should clearly define national energy priorities such as the establishment of a
federal renewable portfolio standard and federal regulation of greenhouse gas emissions.
Having this information codified would greatly cnhance our ability to plan for the
regional transmission network that this country needs.

A critical component to grid modernization is rational cost allocation. The market
participant-driven processes used to develop cost allocation rules have resulted on
methodologies that are a barrier to fransmission expansion. The Federal Energy
Regulatory Commission should be directed to undertaking a rulemaking process to
determine the appropriate region or subregion for allocating costs for large, multi-state
transmission projects based on the benefits realized by individual entities within the
region, ITC belicves that the costs for a regional transmission project should be
harmonized across a broad geography in recognition of the multitude of benefits as well
as increased system optionality provided by having a robust and highly-interconnected
transmission grid.

The other two needed reforms are improved planning and siting rules, which will be
discussed in greater detail,
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Regional Planning under Today’s Regulatory Constructs

ITC’s operating companies (Michigan Electric Transmission Company, LLC, ITC
Midwest LLC and International Transmission Company (“ITCTransmission™) are
members of the Midwest Independent Transmission System Operator, Inc. (“Midwest
ISO™), and in ITC’s estimation the Midwest ISO has established a first rate technical staff
and done a noble job working within the confines of the existing system that was thrust
upon them to develop consensus around the Midwest ISO Transmission Expansion Plans.
However, the Midwest ISO and its peers face significant challenges in their ability to
develop truly regional transmission improvement plans under the current regulatory
stakeholder framework. It is the endeavor for a transparent planning process that has
ultimately led to the undue influence of market participants driven by voluntary
membership and the subsequent derailment of true regional transmission plans.

The problems that prevent the development of truly regional transmission plans,
however, can be solved by Congress or by the FERC. You may ask: how can it be said
that there is no independent regional transmission planning given all the attention that the
FERC has devoted to the creation and governance of Regional Transmission
Organizations (“RTO”) and Independent System Operators (“1S0O”)?

Voluntary Membership

The largest challenge that independent planning faces under the current model is that
membership in RTOs, and thus participation in regional planning and cost sharing, is
voluntary. If the regional/public interest and the interest of an individual member
diverge, market participant stakeholders may endorse solutions that are not optimal for
the region but rather satisfy the stakeholders’ individual interests. If the RTO attempts to
impose a solution that is in the regional interest, the stakeholder may threaten to leave the
RTO potentially using membership fees as leverage. Additionally, individual states have
the potential to leverage the voluntary membership to pressure its local utilities to lcave
the RTO if the statc does not support a planned project and its associated cost. Another
form of leverage that has been used by state regulators is the threat of not passing through
the cost of a particular transmission project or the RTO membership fee.

Conflicts of Energy Markets and Transmission Planning

Additionally, another challenge faced by RTOs is related to their respective governance
structures. Owning responsibility for both planning transmission and running the encrgy
market may present competing interests.

This conflict of interest often results in RTOs relying on re-dispatch solutions instead of
re-enforcing the transmission system. Indeed, one inadvertent byproduct of LMP
markets is that the ability to purchase rights to “buy through” congestion effectively
prevents building the transmission that would avoid the congestion in the first place. The
consequences of doing business this way are evident. To begin, transmission and
distribution losses nearly doubled between 1970 and 2001 (from 5 percent to 9.5 percent)
due to heavier utilization and congestion. This is exacerbated by the belief that modeling
can be done to such a level that all of the benefits of transmission additions can be
accurately calculated.
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Influence of Market Participants

The challenges inherent with the existing governance structure and stakeholder driven
planning processes have one notable result — little to no true regional transmission has
been planned or built. As alluded to earlier in the discussion of the voluntary nature of
RTOs, the existing governance structures and stakeholder processes compromise the
RTOs’ ability to independently plan the transmission system due to the influence of
market participants. The regulatory framework permitting voluntary membership and the
ability of market participants to play critical roles in RTO decision-making, RTOs cannot
plan the transmission system from a truly independent perspective.

The stakeholder processes to which RTOs are bound, and to which the Commission
continues to defer in Order No. 890, for example, can never be independent because the
“stakeholders,” by definition are operating on behalf of their own needs and can “vote
with their feet”. In fact, several Midwest ISO TOs have submitted letters of potential
withdrawal ostensibly as a means to kcep pressure on the RTO to protect their interests.
A truly independent planning entity, under which membership would be mandatory,
would be able to effectively identify needed regional transmission infrastructure without
the threat of incumbent transmission owners threatening to withdraw from the
organization.

The existing stakeholder processes result in transmission planning and related cost
allocation protocols focused on the least common denominator rather than on developing
a robust regional plan with a well-developed regional cost allocation mechanism. Asa
result, transmission plans have a narrow scope rather than having a regional focus, and
the corresponding cost allocation protocols arc complex and gencrally do not promote
development of regional transmission.

In addition to categorizing transmission investments in a somewhat arbitrary fashion
{e.g., economic, rcliability, transmission service request, gencrator interconnection, etc.,
each transmission upgrade is viewced as having winners and losers. Even stakeholders
from the same sectors have varying interests. For example, generators in high cost areas
have an incentive to frustrate transmission plans as a means to maintain existing
constraints whereas generators in low cost areas want to remove existing constraints as a
means to broaden their access to markets. Conversely, load regions with high costs want
to remove the constraints in order to access more economic sources of energy while load
regions with low costs are incented to maintain existing constraints as a means to insulate
their area from market prices.

In these cases, some individual state regulators have had a parochial view and attempted
to exert influence over the planning process as a means to optimize conditions for their
individual state. This presents a case of competing interests because national policy
issues such as climate change and a focus on environmental stewardship, energy security,
regional reliability and market competitiveness cannot be addressed state-by-state.

Another example in which individual interests come directly in conflict with regional
planning is as it relates to how costs are allocated for a particular project. As I mentioned
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earlier in my testimony, regional planning goes hand in hand with cost allocation. The
lack of a cost allocation mechanism can drive sub-optimal regional planning.

Generator Interconnection Queue

As the demand for the integration of wind and other renewable resources grows, the
ability to effectively develop regional plans to interconnect these resources where the best
source of wind is located is stifled. As shown in the map below, the current planning
processes within the Midwest ISO do not support the level of demand for the integration
of the wind resources in the Upper Midwest, a region with some of the most efficient
wind resources in the United States. According to some estimates, a new generator
would potentially have to wait up to 46 years in the generation interconnection queue
before its project can be studied by the Midwest ISO. Clearly, reactive planning under
the current configuration will not work as a means to build regional transmission.’

Graphic 7: Midwest ISO Generator Interconnection Quene’

|

In sum the fundamental issues facing transmission planning under the current RTO
configuration are directly related to the voluntary nature of RTO membership and the
stakeholder-driven planning process that promotes an undue influence of market
participants in the development of regional plans.

Moving Forward on Regional Planning

" The Midwest 1SO has attempted to address this problem with its proposed Forward Looking
Interconnection Project (FLIP) process. The link to the related Midwest 1SO whitepaper can be found at
http/www midwestmarket org/publish/Document/20b78d_11ef44fc9¢0 -
7bib0a48324a/Midwest?6201S0Q%20Draf1%20F LIP%20Whitepaper¥e20v2%20020609%20¢lean.pdf7actio
nedownload& property=Attachment.

? hutpa/iwww . midwestmarket org/publish/Document/735a38_109988afS1a_-

730248324/ MISO OQueue Map.pdflaction=download& property=Autachment
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[TC’s experience as an independent transmission company has given us unique insight
into the value of independence in transmission operations and planning. This
independence should not be limited to the transmission owning entity but should be
extended to regional planning by the RTOs. ITC is not calling for general mandatory
RTO membership; we are calling for mandatory planning. Where RTOs exist, RTO
membership should be mandatory for purposes of transmission planning and cost
allocation. Where RTOs do not exist, FERC’s existing authority under Order 890 should
be strengthened. As such, all transmission owners would then be required to pay an
assessment to cover the costs of planning that would be the same regardless of which
RTO the utility participates in, or if they are outside an RTO, thereby mitigating the risk
of utilities voting with their feet.

In addition to ensuring mandatory and independent planning of the grid, Congress must
also act to provide for broader planning regions. RTOs and other regional planning
entites should continue to exercise their planning functions and roll those plans up to
FERC. FERC should then have responsibility for coordinating and integrated regional
plans within each interconnection to assure development of a single, cohesive plan for the
nation’s high priority transmission system. A broader planning region will facilitate the
kinds of multi-state projects that arc needed to deliver renewable resources to load
centers and to establish a strong backbone system for the grid. However, provisions
should be made in order that this new planning process serves to facilitate, not delay,
projects that are already in process. Only then when we have a robust and flexible
regional electric transmission grid that does not provide discriminatory access to any one
party will the U.S. be able to benefit from the vast energy resources available and achieve
energy independence,

Federal Siting Authority

Currently, transmission rates are regulated on a federal level by the FERC, but siting is
regulated by individual states that naturally are focused on benefits to their respective
state, not the region or the nation. For this reason, the building of significant regional
transmission lines is virtually impossible. In many cases, transmission projects are
delayed for years through cumbersome state siting processes. The FERC should be given
a more significant role in transmission siting so that infrastructure development that is
needed for the good of the entire country can go forward expeditiously.

This can be accomplished in one of two ways. FERC can assume responsibility for
issues a Certification of Need for projects that come through the new, robust planning
process. Under this approach, states would continuc to have authority to route project as
they are best informed on zoning, land usc and other local concerns. Such an approach
also avoids potential delays in creating the federal staff needed to undertake routing
decisions across the country. There would need to be a reasonable federal back stop in
place should a state fail to assume its responsibility to route the project.

The same result could be accomplished through expanding and strengthening FERC’s
existing backstop siting authority. Therefore, regional transmission projects approved by
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the regional planning entity would continue to subject to state review, but if a state fails
to act on, or rejects, a project within a year, the federal government can step in. This
option has the potential of being more complex, could result in delays in siting, and will
no doubt be subject to litigation.

ITC’s Green Power Express as Forcing Function on Policy Issues

A more tangible example of the value of independent regional planning can be found in
ITC’s recently announced “Green Power Express”. While this project is still in its very
early stages, the question of DC has already arisen. The Green Power Express is a broad
network of 765 kV transmission facilities that has been designed to efficiently move vast
amounts of renewable energy in wind-rich areas to major Midwest load centers. The
Green Power Express is consistent with the vision outlined by President Obama in his
national energy agenda. President Obama specifically mentioned his desire “to get wind
power from North Dakota to population centers, like Chicago,™

The Green Power Express will allow this goal to be met as well as set the stage for the
integration of off-shore wind in the Great Lakes in the future. By having a robust extra
high voltage (“EHV™) grid that serves as a transmission backbone in various regions, the
geographically diverse wind becomes readily accessible and more economic thereby
mitigating two of the major challenges with this naturally intermittent resource.

Graphic 8: ITC’s Green Power Express

- Creen Power Express

Conceptual Extension

©  Existing Station Site
{unvess otherwise noted)

We recently received the results of an independent study conducted by the Brattle Group,
entitled “Transmission Super Highway: Benefits of Extra High Voltage Transmission
Overlays,” which demonstrates that wind power becomes economically competitive

* Transeript from appearance on Rachael Maddow Show of October 28, 2008:
http://www.msnbe.msn.conid/2 7464980/
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when it is generated from areas with the highest capacity levels. The study uses ITC’s
proposed Green Power Express development project as a model for examining the
potential benefits of adding a high voltage overlay to our existing transmission system. It
concludes that between 2010 and 2030, the Green Power Express alone could deliver up
to approximately 12,000 MW of new wind energy, avoiding significant amount of carbon
emissions.

The Green Power Express was designed to be an EHV backbone that would gather the
wind from the disparate wind abundant areas and transport it eastward. In other words
the Green Power Express as an alternating current (“AC”) solution provides many on-
and off-ramps to gather and distribute the wind power across a broad region. With DC
there would be less flexibility for how wind would be integrated into the network.
Additionally, DC presents some reliability concerns if used as the initial phase of an EHV
backbone. Because it does not allow for easy redirection of power in the case of a line
outage, at this point a DC solution would make the system reliability vulnerable.

In effect, through the development of the Green Power Express, ITC filled a gap that
exists within the industry due the existing RTO governance that does not currently give
the RTOs direction to do regional planning without undue influence of market
participants. The absence of market participant influence and ITC’s independence from
undue market participant influence was critical in developing the right solution that
improves electric reliability, cffectively and efficiently integrates high capacity renewable
energy to promote a cleaner environment, protects national security, and the environment.
However, it should be recognized that while ITC was able to develop this plan free from
undue market participant influence, the project will likely face the same challenges
related to pressure from stakeholders related to individual interests as ITC shepherds the
Green Power Express through an Order No. 890 compliant process.

As envisioned the Green Power Express will touch seven states, or seven distinct siting
jurisdictions. Under the current siting system, this could mean that the project could get
held up in court siting procedures for an indefinite amount of time. In order to realize the
vast economic, environmental and reliability benefits of the Green Power Express in a
timely manner, it is imperative that there is some form of backstop siting authority to
compel the project forward.

It is widely recognized that the Upper Midwest is a region that has great potential to
develop wind energy facilitics. There are other regions that have similar opportunities
such as wind in the Great Plains region or solar energy in the Southwest. Generation
from these potential resources is intermittent due to the variable nature of wind and solar
“fuel”. As such, regional diversity will provide significant benefits as a means to dampen
the impact of this resource intermittency. Consequently, independent regional
transmission planning is essential as a means to identify and capitalize on the vast amount
of renewable resources economically while protecting the overall reliability of the grid.



186

Conclusion

Our country is trying to tackle 2 Ist Century energy challenges with an electric
transmission grid largely built more than 30 years ago while operating under an outdated
regulatory system. To put it simply, we will not meet our goals if we don’t change how
we do business. We urgently need to reform how we plan, locate and pay for new
transmission. This requires moving beyond the parochial interests and fractured
regulatory structure that has led to decades of underinvestment in our electricity grid.
Congress and federal regulators have the ability to modernize the rules to allow private
companies such as [TC and others to make much-needed investments. These are
solutions that don’t require an infusion of taxpayer dollars but will create new jobs and
help address our looming energy and environmental crises.

There are a variety of stakeholders that support these types of reform. Attached to my
testimony are examples of support for these policy changes needed to promote a robust
and modern grid.

A modern grid will solve our environmental and renewable energy challenges and
improve reliability and associated costs to the economy. Now is the time for Congress to
encourage private investment in America’s energy infrastructure.

Again, thank you, Chairman Markey, Ranking Member Upton and Members of the
Subcommittee. I sincerely appreciate the focus that you are providing to the critical issue
of the impediments to building regional transmission as the facilitator of an cnergy policy
vision for a brighter, clcaner tomorrow.
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EXHIBIT 1
Letter from Detroit Regional Chamber to Senator Stabenow
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DetroitRegionalChamber
Powering the economy
fgr Southeast Michigan

May 4, 2009

The Honorable Debbie Stabenow  Faesimile #202.228-0325
United States Senate

133 Hart Senate Office Building

Washington, DC 20510

Dear Senator Stabenow:

T'am writing on behalf of the Detroit Regional Chamber regarding legislation authored by
Senator Jeff Bingaman pending before the Senate Energy and Natural Resources
Committee aimed at expediting and improving regulation of electric transmission
development, I encourage you, as a member of this committee, to support the interests of
Michigan by voting in support of reforms to promote needed transmission expansion,

Removing impediments to transmission development means long-term job creation in
Michigan and across the country. Transmission projects stimulate job creation in
construction, engineering, and a variety of equipment sectors. Further, transmission
facilities need to be maintained thereby supporting the existing work force we already
have in the state. These are good paying jobs for trained workers,

Electric transmission is important to sconomic development in the state because it
provides access to lower-cost power to fuel manufacturing facilities and run other
businesses, keeping Michigan competitive, while reducing transmission congestion costs
that increase consumer bills. Finally, a strong transmission system also helps ensure
reliable delivery of electricity to business and customers, which is essential to prevent the
significant economic losses that even a short interruption in power delivery can cause.

ITC Holdings Corp employs over 900 permanent and contract employees in the state of
Michigan, many of who work and live in the greater Detroit area in Wayne, Oekland, and
Macomb County. In 2008 alone, ITC paid over $33 million in tax dollar to the state and
is projecting to invest an additional $180 million on infrastructure improvements.

On behalf of o'iur 20,000-plus members, 1 encourage you to support legislative reform in
three eritical areas: transmission planning, siting and cost allocation, Independent
transmission planning needs to be coordinated across a broader geographic region than it
is today, while!building on ongoing planning processes. This change is essential so that
large projects, like ITC Holdings Corp.’s Green Power Express Project, can be realized.
ITC estimates {hat this project will create an average of 18 000 construction jobs in North
and South Dakota over a 4 year period — with additional job creation in the 4 other states
the project will transverse. The additional investment in the Dakotas and other states
means growth in ITC"s headquarters operations which are located in Novi, Michigan.
States should continue to have a leadership role in determining where transmission
facilities within their boarders are located. But, in determining whether a regionally



189

beneficial transmission project is needed, the Federal Energy Regulatory Commission is
the appropriate forum for making such a determination. F inally, the costs of building
large transmission projects with broad, multi-state benefits should be aliocated broadly as

well. Without a more rationale approach to

cost allocation large transmission projects

will simply not be built despite their economic and relinbility benefits and their
contribution to meeting the nation’s energy and environmental goals,

We recognize that transmission reform will

likely be part of a larger legislative package

dealing with potentially controversial issues. It is for this reason we need strong

leadership to ensure we do not miss this job

creation opportunity that will come, at no

cost to taxpayers, from reform of existing transmission rules.

Turge your support of the provisions encompassed in language offered by Senator

Bingaman.

Sincerely,

Brian A, Kandler
Director, Government Relations
Detroit Regional Chamber

Ce: The Honorable Thaddeus McCotter

Thaddeus.McCotter@mail -house gov

Facsimile # 202-225-2667
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EXHIBIT 2
Letter from Oakland County Executive L. Brooks Patterson
to U.S. Senator Stabenew
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il

- L. BROOKS PATTERSON, OAKLAND COUNTY EXECUTIVE

COUNTY MICHIGAN

May 4, 2009

The Honorable Debbie Stabenow Facsimile # 202-228-0325
United States Senate

133 Hart Senate Office Building

Washingten, DC 20510

Dear Senat%&ﬁnow: -

{ am writing on behalf of Oakland County regarding legisiation authored by Senator Jeff Bingaman
pending before the Senate Energy and Natural Resources Committee aimed at expediting and improving
regulation of electric transmission development. | encourage you, as a member of this committee, to
suppart the interests of residents of Oakland County and Michigan by voting in support of reforms to
promote needed transmission expansion.

Removing impediments to transmission development means long-term job creation in Michigan and
across the country. Transmission projects stimulate job creation in construction, engineering, and a
variety of equipment sectors. Further, transmission facilities need to be maintained thereby supperting the
existing work force we already have in the state. These are good paying jobs for frained workers.

Electric transmission is important to economic development in the state because it provides access to
lower-cost power to fuel manufacturing facilities and run other businesses, keeping Michigan competitive,
while reducing transmission congestion costs that increase consumer bills. Finally, a strong transmission
system also helps ensure reliable delivery of electricity to business and customers, which is essential to
prevent the significant economic losses that even a short interruption in power delivery can cause.

ITC Holding employs over 800 permanent and contract employees in the state of Michigan, many of who
work and live in Oakiand County. in 2008 alone, 1TC paid over $33 million in tax dollar to the state and is
projecting fo invest an additional $180 million on infrastructure improvements.

On behalf of Oakland County, | encourage you to support legislative reform in three critical areas:
transmission planning, siting and cost allocation. Independent transmission planning needs to be
coordinated across a border geographic region than it is today, while building on ongoing planning
processes. This change is essential so that large projects, fike ITC Holdings Corp.’s Green Power
Express Project, can be realized. 1TC estimates that this project wili create an average of 18,000
construction jobs in North and South Dakota over a 4 year period — with additional job creation in the 4
ather states the project will transverse. The additional investmaent in the Dakotas and other states means
growth in ITC’s headquarters operations which are located in Novi, Michigan. States should continue to
have a leadership role in determining where transmission facilities within their boarders are Jocated. But,
in determining whether a regionally beneficial transmission project is needed, the Federal Energy
Regutatory Commission is the appropriate forum for making such a determination. Finally, the costs of
building large transmission projects with broad, multi-state benefits should be allocated broadly as well.
Without a more rationale approach to cost aflocation large transmission projects will simply not be built
despite their economic and reliability benefits and their contribution to meeting the nation's energy and
environmental goals.

EXECUTIVE OFFICE BUILDING 41 WEST » 2100 PONTIAC LAKE RD DEPT 408 » WATERFORD Mi48328-0405 * (248) 8580484 + FAN (248) 452-9215
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May 4, 2009
Page Two

Oakland County and Michigan recognize that transmission reform will likely be part of 3 larger legisiative
package dealing with potentially controversial issues. it is for this reason we need strong leadership to
ensure we do not miss this job creation opportunity that will come, at no cost to taxpayers, from refom of
existing transmission rules.

I urge your support of the provisions encompassed in language offered by Senator Bingamon.

Sinceraly,

L. Brooks Patterson
Oakland County Executive

cc: The Honorable Thaddeus McCotter
Thaddeus.McCotter@mail. house.gov
Facsimile # 202-225-2667

L s S fearey mpet AT
Lec;lsu"/w 7/(;\, /M/J’)ﬁ// “ﬂéfx‘&t M
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EXHIBIT 3
Letter from Oakland County Executive L. Brooks Patterson
to U.S. Representative Rogers
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—
DAKL S L. BROOKS PATTERSON, OAKLAND COUNTY EXECUT|VE

COUNTY MICHIGAN

May 4, 2009

The Honorable Mike Rogers Facsimile # 202-225-5320
United States House of Representatives

133 Cannon House Office Building

Washington, DC 20515

M// -
Dear Congreswrn/Rogers:

t am writing on behalf of the residents and businesses in Oakland County regarding legisiation authored
by Representatives Henry Waxman and Ed Markey pending before the House Energy and Commerce
Committee. | am aware this bill has very controversial provisions, but the provisions everyone should be
able to support are those aimed at expediting and improving regulation of electric transmission
development.

Removing impediments to transmission development means long-term job creation in Michigan and
across the country. Transmission projects stimulate job creation in construction, engineering, and a
variety of equipment sectors. Further, transmission facilities need to be maintained thereby supporting the
existing work force we already have in the state. These are good paying jobs for trained workers.

Electric transmission is important to economic development in the state because it provides access to
lower-cost power to fuel manufacturing facilities and run other businesses, keeping Michigan competitive,
while reducing transmission congestion costs that increase consumer bills. Finally, a strong transmission
system also helps ensure reliable delivery of electricity to business and customers, which is essential fo
prevent the significant economic losses that even a short interruption in power delivery can cause.

ITC Holding employs over 800 permanent and contract employees in the state of Michigan, many of
whom work and live in Qakland County. In 2008 alone, ITC paid over $33 million in tax dollar to the state
and is projecting to invest an additional $180 miltion on infrastructure improvements.

On behalf of Oakland County, | encourage you to support legislative reform in three critical areas:
transmission planning, siting and cost allocation. independent transmission pianning needs to be
coordinated across a broader geographic region than it is today, while building on ongoing planning
processes. This change is essential so that large projects, ke ITC Heldings Corp.'s Green Power
Express Project, can be realized. ITC estimates that this project will create an average of 18,000
construction jobs in North and South Dakota over a 4 year period — with additional job creation in the 4
other states the project will transverse. The additional investment in the Dakotas and other states means
growth in ITC’s headquarters operations which are located in Novi, Michigan. States should continue to
have 2 leadership rofe in determining where transmission facilities are located within their boarders, butin
delermining whether a regionally beneficial transmission project is needed, the Federal Energy
Regulatory Commission is the appropriate forum for making such a determination. Finally, the costs of
building large transmission projects with broad, multi-state benefits should be allocated broadly as well.
Without a2 more rationale approach to cost alfocation large transmission projects will simply not be built
despite their economic and reliability benefits and their contribution to meeting the nation’s energy and
environmental goals.

EXECUTIVE OFFICE BULDING 41 WEST » 2100 PONTIAC LAKE RD DEPT 409 »+ WATERFORD Mi 48326-0400 = (248)858.0484 » FAX (248) 452-8215
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May 4, 2009
Page Two

QOakland County and Michigan recognize that transmission reform will likely be part of a larger legislative
package dealing with potentially controversial issues. 1t is for this reason we need strong leadership to
ensure we do not miss this job creation opportunity that will come, at no cost to taxpayers, from reform of
existing fransmission rules.

| urge your support of inclusion of language o address transmission reforms as part of energy legislation
before your committee.

Sincerely,

L..'Brooks Patterson
Oakland County Executive

cc. The Honorable Thaddeus McCotter
Thaddeus McCotter@mail. house.gov
Facsimile # 202-225-2667
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EXHIBIT 4
Letter from Oakland County Executive L. Brooks Patterson
to U.S. Representative Upton
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L. BROOKS PATTERSON, OAKLAND COUNTY EXECUTIVE

COUNTY MICHIGAN

May 4, 2009

The Honorable Fred Upton Facsimile # 202-225-4986
United States House of Representatives

2183 Rayburn House Office Building

Washington, DC 20515

Dear Congre%an Upton: %&5[’ -

| am writing on behalf of the residents and businesses in Oakland County regarding legislation authored
by Representatives Henry Waxman and Ed Markey pending before the House Energy and Commerce
Committee. | am aware this bill has very controversial provisions, but the provisions everyone should be
able to support are those almed at expediting and improving regulation of electric transmission
development.

Removing impediments to transmission development means long-term job creation in Michigan and
across the country. Transmission projects stimulate job creation in construction, engineering, and a
variety of equipment sectors. Further, transmission facilities need to be maintained thereby supporting
the existing work force we already have in the state. These are good paying jobs for trained workers.

Electric transmission is important to economic development in the state because it provides access to
lower-cost power to fuel manufacturing facilities and run other businesses, keeping Michigan competitive,
while reducing transmission congestion costs that increase consumer bills. Finally, a strong transmission
system also helps ensure reliable delivery of electricity to business and customers, which is essential to
prevent the significant economic losses that even a short interruption in power delivery can cause.

ITC Holding employs over 900 permanent and contract employees in the state of Michigan, many of who
work and live in Oakland County. in 2008 alone, {TC paid over $33 million in tax doflar to the state and is
projecting to invest an additional $180 million on infrastructure improvements.

On behalf of Oakland County, | encourage you to support legislative reform in three critical aress:
transmission planning, siting and cost allecation. Independent transmission planning needs to be
coordinated across a broader geographic region than it is today, while building on ongoing planning
processes. This change is essential so that large projects, like ITC Holdings Corp.’s Green Power
Express Project, can be realized. {TC estimates that this project wili create an average of 18,000
construction jobs in North and South Dakota over a 4 year period — with additional job crealion in the 4
other states the project will transverse. The additional investment in the Dakotas and other states means
growth in ITC’s headquarters operations which are located in Novi, Michigan. States should continue to
have a leadership role in determining where transmission facilities are located within their boarders, butin
determining whether a regionally beneficial transmission project is needed, the Federal Energy
Regulatory Commission is the appropriate forum for making such a determination. Finally, the costs of
building large transmission projects with broad, multi-state benefits should be allocated broadly as well.
Without a more rationale approach to cost allocation large transmission projects will simply not be built
despite their economic and reliability benefits and their contribution to meeting the nation’s energy and
environmental goals.

EXECUTIVE OFFICE BUILDING 41 WEST » 2100 PONTIAC LAKE RD DEFT 409 « WATERFORD Mi 483230409 » (248) 8580484 » FAX (248) 452-9215
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May 4, 2009
Page 2

Qakland County and Michigan recognize that transmission reform will likely be part of a larger legislative
package dealing with potentially controversial issues. 1t is for this reason we need strong leadership to
ensure we do not miss this job creation opportunity that will come, at no cost to taxpayers, from reform of
existing transmission rules.

1 urge your support of inclusion of language to address transmission reforms as part of energy legislation
before your committee,

Sincerely,

 Brooks Patterson
akland County Executive

cc: The Honorable Thaddeus McCotter
Thaddeus McCotler@mail. house qov
Facsimile # 202-225-2667
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EXHIBIT 5
Letter from Utility Workers Union of America
to U.S. Senator Stabenow
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VO A R s me ey U TILITY WORKERS UNION OF AMERICA

D. MICHAEL LANGFORD STEVEN VANSLOOTEN
PRESIDENT EXECUTIVE VICE PRESIDENT
GARY M. RUFFNER JOHN DUFFY
SECRETARY-TREASURER VICE PRESIDENT B15 SIXKTEENTH S7. NV,
WASHINGTON, BC
20006
EXECUTIVE BOARD MEMBERS (202)974-8200
HARRY FARRELL WILIAM STERNER ROBERY KOVAR WiLL ELLSWORTH {202) 5748201 FAX
HELEN OLAGUE-PIMENTEL  JIM ANDERSON JOHN CAPRA NOEE I GHRISTMAS www.uwua.net
KE COLEWAN KELLY 1 COOPER ROBERT FARRELL ROBERT N. FRONEK T
SHAWN GARVEY I GENNETY JAMESC HARRISON  KEIT SR
DAN HURLEY BMONTE KOTUR RICHMATA LUCHA PRGANG ,
CHARUIE O. RITTENHOUSE  MARTA RODRIGUEZ-HARRIS  JOHN SUGRUE GARY SULLIVAN
April 20, 2009

The Honorable Debbie Stabenow
United States Senate

133 Hart Senate Office Building
Washington, DC 20510

Dear Senator Stabenow:

1 am writing on behalf of UWUA's 10,000 members in the state of Michigan regarding legistation authored by Senator Jeff
Bingaman pending before the Senate Encrgy and Natural R < ittee aimed at expediting and improving regulation of
electric tr: jssion devel . We encourage you, as a member of this commitice, to support the interests of organized
Tabor in your home state by voting in sapport of reforms to promote needed transmission expansion.

Removing impedi to 1 P means long-term job creation in Michigan and across the country.
Transmission projects stimulate job creation in comstruction, engineering, and a variety of equipment sectors. Further,
transmission fagitities peed to be maintained thereby supporting the existing work force we already bave in the state. These are
good paying jobs for trained workers,

Electric transmission is critical to economic development in the statc because it provides access to lower-cost power to fuel
manufacturing facilities and run other busi keeping Michi itive, while reducing transmission congestion costs
that increase conswmer bills. Finally, a strong transmission system also helps ensure teliable delivery of electricity to business
and customers, which is essential to prevent the significant economic losses that even a short interruption in power delivery can
cause.

UWUA strangly encourages you to support legislative reform in three critical areas: transmission planning, siting and cost
altocation. Independent transmission planning needs 10 be coordinated across a border geographic vegion than it is today, while
building on ongoing planning processes. This change is essential so large projects, like 1TC Holdings Corp.’s Green Power
Express Project, can be realized. States should continue to have a leadership role in determining wherc fransmission facilities
within their boarders are Jocated. But. in determining whether a regionally beneficial wansmission project is needed, the Federal
Bnergy Regulatory Commission is the appropriate forum for making such a determination. Finally, the costs of building large
transmission project with broad, multi-state benefits should be allocated broadly as well. Without a more rationale approach to
cost altocation large transmission projects will simply not be built despite their economic and refiability benefits and their
contribution o meeting the nation’s energy and environmental goals.

UWUA recognizes that transmission reform wilf likely be part of a farger legislative package dealing with potentially
controversial issues. It is for this reason we need strong leadership to ensure we do not miss this job creation opportunity that
will come, at no cost to taxpayers, ffom reform of existing transmission rules.

Sincerely,

Q P

D. Michael Langford
President
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BEFORE THE
UNITED STATES HOUSE OF REPRESENTATIVES

SUBCOMMITTEE ON ENERGY AND THE ENVIRONMENT

POST-HEARING COMMENTS OF JOSEPH L. WELCH
CHAIRMAN, PRESIDENT AND CEO OF ITC HOLDINGS CORP.

The Future of the Grid: Proposals for Reforming National Transmission Policy
July 13, 2009

Introduction

ITC Holdings Corp. (ITC) is the first and largest fully independent transmission company
in the United States. ITC is focused on ownership, operation, maintenance and
construction of transmission facilities as its single line of business; there is no internal
competition for capital. 1TC is now the eighth largest transmission-owning company in
the U.S., in terms of load served. ITC owns and operates more than 15,000 miles of high
voltage transmission in Iowa, Minnesota, Illinois, Missouri and Michigan and is
developing regional transmission projects in Kansas and Oklahoma.

On June 12, 2009, the United States House of Representatives Subcommittee on Energy
and the Environment held a hearing entitled, “The Future of the Grid: Proposals for
Reforming National Transmission Policy” as a means to provide several opportunities to
provide their view on energy policy in light of energy legislation currently being
discussed in the United States Congress. Joseph L. Welch, ITC’s chairman, president
and CEO, participated in person and provided written comments articulating the
companies’ position on the topic at this event. 1TC’s written and verbal testimony spoke
to its support of legislation that will create independent regional planning authorities that
perform interconnection-wide planning, a regional cost allocation method that recognizes
the national need for long-term energy reliability and sustainability in the United States
as supported by regional electric transmission networks and a federal siting authority with
state involvement for regional transmission development.

Other companies, organizations and individuals did the same, and ITC provides the
following comments for the Subcommittee’s consideration in response to some of the
written comments submitted and oral testimony provided in an effort to more fully
develop the issues raised therein. Specifically, ITC’s response will discuss the need for
the creation of independence-based incentives, the value of independence both at the
regional planning and transmission company levels, how ITC has taken steps over the
past five years to make the transmission network “smarter” and what sort of benefits can
be expected through the creation of independent transmission companies.
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National Energy Vision

The recent Subcommittee hearing was at the very heart of the policy issues facing the
electric utility industry, and specifically to the challenges impeding the construction of
regional transmission. Right now, the outdated laws that govern our electricity grid are
standing in the way of America’s energy goals. If Congress is serious about making
renewable resources available, reducing our dependence on foreign oil, meeting
renewable energy standards, and addressing climate change and other environmental
challenges, they need to start by modernizing the rules that govern the grid. In other
words, due to the historical underinvestment in the nation’s grid, transmission is the
roadblock to electric reliability, efficiency and renewable resources rather than the
facilitator.

Many of the issues set forth in the Subcommittee hearing are the symptoms of one
fundamental problem: the lack of a national energy policy. This national energy policy
should clearly define national energy priorities such as the establishment of a federal
renewable portfolio standard and federal regulation of greenhouse gas emissions. Having
this information codified would greatly enhance our ability to plan for the regional
transmission network that this country needs.

Need for Incentives

Not quite six years ago, Mr. Welch on behalf of ITC had the opportunity to speak before
the Subcommittee in response to the August 14, 2003, blackout that affected 50 million
electric customers. This blackout came after a 30-year trend of underinvestment in our
nation’s grid. While ITC has made great strides toward improving the electric reliability
of its service territories, as a nation we are still a long way off from addressing the
historical underinvestment and even further off of developing a regional grid that support
today’s changing needs.

In the six short years since the blackout, it seems that many electric utility industry
leaders have forgotten about this defining industry event that should have served as a
wake-up call. Fortunately, the United States Congress and the Federal Energy Regulatory
Commission (FERC) have not forgotten and have continued to be solid advocates for
developing policies that support investment in the transmission grid.

During the hearing on June 12, 2009, an industry colleague referred to these policies as
being “overgenerous™', apparently taking issue with the incentives provided to electric
utilities to build the needed transmission investment. TTC believes that this thinking is a
misguided attempt to perpetuate the status quo rather than moving the ball forward.

One incentive granted by the FERC is a 50 basis point adder to transmission owning
utilities for joining a regional transmission organization (RTO). To understand why this

' The Future of the Grid: Proposals for Reforming National Transmission Policy: Hearings before the
Subcommittee on Energy and the Environment, of the House Committee on Energy and Commerce, 111st
Cong., 1¥ Sess. (2009) (testimony of David W. Joos).




203

is important, we must first step back and review one specific tenet that drove the creation
of RTOs: to create truly independent organizations that would be responsible for
transmmission planning.

Unfortunately, this process has become horribly bogged down. If Congress creates in
legislation a truly independent regional transmission planning authority where
participation in regional planning is mandatory, the 50 basis point adder for joining an
RTO would no longer be needed. A regional transmission planning authority would not
necessitate the creation of new organizations and structures but in fact, would simply
require a modification to the governance and funding of existing RTOs. In other words
the planning function would need to be separated from the energy market function, and
all utilities would be required to pay a special regional planning assessment that would
serve as the basis for the authority’s budget. Doing so would result in a truly independent
regional planning process.

Independence is central to regional planning, but equally important is the independence
of the transmission-owning companies. ITC believes that Congress should also support
incentive adders for developing independent transmission companies such as ITC. This
would spur the creation of these independent organizations that are singularly focused on
rebuilding the grid in support of whatever energy vision Congress ultimately chooses to
advance. In the following sections, this document will lay out the rationale for why
independence is important and the tangible benefits that can be expected through
independent transmission companies.

The Importance of Independence

The lack of independence has concrete consequences. Included in Mr. Welch’s original
written testimony were pictures that showed the condition of the transmission systems
upon their acquisition by ITC. Unfortunately, ITC literally has thousands of photos such
as those; however, it would be incorrect to assume that the issues are a problem localized
to the systems purchased by ITC. These are simply a demonstration of an endemic
problem facing our country that clearly shows why so many people and organizations
have been vocal about the need to rebuild the electric transmission system. These photos
tell the story of why we need to do this for the good of the country.

There are a few things that the photos don’t show. These pictures do not show the aged
workforce that performs the maintenance on the nation’s grid. In 2007 according to the
North American Electric Reliability Corporation (NERC), a Hay Group study reported
that “40 percent of senior electrical engineers and shift supervisors in the electricity
industry will be eligible to retire in 2009.” A subsequent study by NERC that same year
showed t%lat there is expected to be a 25 percent growth in demand for industry workers
by 2015.

? Key Issues: Aging Workforee. (n.d.). Retrieved July 3, 2009, from North American Electric Reliability
Corporation Web Site: http://www.nerc.com/page.php?cid=4/53|55
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Some opponents to transmission grid investment have questioned the need for incentives
that encourage grid investment. When an independent transmission company such as
ITC receives incentives meant to encourage transmission investment, how does it use the
funds? The answer is simple. We invest it in the grid to facilitate the policies set by
Congress and the FERC. By example over the last five years, ITC has averaged more
than 200 percent of free cash flow invested into the transmission system. Since 2003 ITC
has invested over $1.2 billion in grid improvements in the systems we currently own.

ITC has also worked tirelessly to serve in its role as a non-discriminatory provider of
transmission access. In fact, in 2008 ITC interconnected over 10 percent of all of the
wind generation resources in the United States last year. It is this level of investment that
has led to the significantly increased reliability that is covered later in this document.

ITC has also taken significant steps toward addressing the aging workforce issue since
2003. For example we have established training programs with 11 junior colleges in
Michigan and Iowa in order to educate and train new electrical maintenance personnel to
work on the equipment. We currently have 105 people enrolled in the program and
believe this to be the largest program in the U.S. As ITC has grown, we have also
successfully trained and qualified 15 new individuals as NERC-certified system
operators, which comprises almost 50 percent of our total control room workforce.

In short ITC has and continues to demonstrate that every dollar that we have earned, we
have put back to work to rebuild the grid, train new people or interconnect renewable
resources.

Checks and Balances

Some would argue that an independent transmission company provides free license to
invest in the transmission system without regard to need. That is a categorically false
representation that fails to recognize the many layers of input, review and approval
involved with each and every transmission project. Every project that ITC and other
transmission-owning members of RTOs have built or attempted to build has gone through
a rigorous review by the RTO as part of a transmission expansion plan in an open and
transparent stakeholder forum.

It is only after the RTO recommends approval of the plan to its board, and the board in
turn approves the projects identified in the plan that the transmission owner can move
forward with building. Through this existing process, other utilities, state commissions,
customers, etc., all have an opportunity to provide input to the project. Without the
review and recommendation for approval, ITC would not invest in the project.

However, this review process is not independent and not without bias. For instance, very
important benefits created by transmission are by rule not considered. Some of these
benefits are tangible, while others are more difficult to quantify. Nonetheless, the current
system does not include in its cost/benefit analysis any consideration for overall increased
grid efficiency, the amount of generation capacity that can be deferred as a result of the
transmission investment, the reductions in generation reserves and other similar benefits.
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As an example ITC had one proposal for an extra-high voltage transmission loop in
Michigan that would result in reduced system losses by 250 megawatts. Think about that;
that is one half of a coal fired generation unit that would never have to be built or run just
because the grid is more efficient. Yet, under the current system for evaluating regional
cost-recovery eligibility for economic projects, these benefits were not considered in the
cost/benefit analysis of the project.

1t is for the reasons outlined above that Congress should focus on the development of an
independent regional transmission planning authority that would provide adequate
stakeholder input yet empower the organization to make decisions in support for what is
best for the grid and the nation in concert with a national energy vision.

Smart Grid

Recently, there has been much discussion about concept of “Smart Grid”, and yet there
seems to be little cohesive understanding as to what this technology is. While there is an
abundance of variations for how Smart Grid is defined, ITC has concluded that the Smart
Grid is simply the convergence of electrical and new “intelligent” infrastructure.

This convergence includes the two-way flow of electricity and information that
strengthens reliability and resource management; data, control, and antomation providing
increased efficiencies, responsiveness, flexibility, and resiliency; “time-based” decisions
and transactions between energy suppliers, buyers, and markets; market-side resources
operating with traditional supply-side resources as a portfolio; and, sustainability —
environmental compliance and resource stewardship benefits.

ITC believes that Smart Grid is something that the Congress should absolutely consider
so that if implemented, it can be done in a cost effective manner that maximizes the
increased efficiency that can be achieved. However, this technology is not a panacea for
an aging infrastructure. In other words the Smart Grid does not replace the “real grid”
and is not a substitute for making the needed transmission investments to provide robust
and reliable transmission service.

ITC has implemented Smart Grid elements at the transmission level by focusing on three
fundamental areas. These include the development of a robust communications network
using a secure broadband logical network; a real-time monitoring and control system that
uses sensors and intelligent devices to enhance real-time observation and rapid analysis
and response to system disturbances; and event analysis that incorporates enhanced
monitoring and data analytics for robust system event analysis. These improvements
help ensure that a “smart” transmission grid is reliable, responsive and efficient.

Tangible Results

Have there been tangible results to all of this work? The short answer is, “Yes.” To
better understand how ITC’s independence has resulted in tangible results, let us look at
some of the measureable successes we have had.

U
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One of the biggest challenges facing the grid is costly system congestion. A couple of
years ago I'TC built its “Jewell-Spokane Project” in Southeast Michigan. This project
represented a one-time $10 million investment that provided greater access to more
economic sources of generation resulting in $64.4 million in annual energy savings. In
other words the project paid for itself six times over in one year.

All of these investments have resulted in significant improvements in electric reliability.
The first transmission system that ITC acquired, and has operated independently for five
years, has now achieved top decile reliability performance in 2008. These results were
measured against other U.S. transmission systems in terms of sustained and momentary
outages by SGS Statistical Services, an outside independent benchmarking company.

These results are impressive, but how does this stack up on a relative cost basis? Using
data collected by the Energy Information Administration, the transmission portion of
average end-use consumer bill can be calculated to be approximately 7 percent. In
Southeast Michigan on the system that ITC has owned, operated and maintained since
2003, transmission constituted 3.8 percent of the average customer bill. In 2009
transmission for that same system constitutes 4.4 percent of the average customer bill.
For our system on the western side of Michigan where ITC has really just begun its work
in 2008, transmission was 4.1 percent. In 2009 transmission represented 4.6 percent of
the average customer bill. For these modest increases customers have enjoyed increased
reliability, greater access to markets and more efficient operations.

As mentioned earlier within this document, there is much discussion around incentives to
invest in transmission; however, if the incentives were removed from these calculations,
this would resuit in approximately a 0.2 percent reduction on the transmission component
of the bill. In other words the incentives represent an insignificant portion of the total
bill, and yet in ITC’s experience, these incentives help to encourage the needed
investments. As Congress moves forward on developing its national energy vision and
supporting policies, these incentives will be all the more important in bringing about the
desired changes and improvements to the grid.

Closing
For your added input, included in the Appendix to this document is an electric copy of a
report produced by the Compete Council on Competitiveness that serves as their view of

the nation’s 100-day energy action plan. Contained within this report is interesting
reading that provides a high-level industry view of the needed energy policy changes.

Thank you, Chairman Markey, Ranking Member Upton and members of the
Subcommittee for your invitation to Mr. Welch to speak at the hearing about this
important matter and for your continued consideration and support in the creation of the
needed legislation that will help the United States develop an energy infrastructure that
promotes reliability, efficiency, national security and sustainability.
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APPENDIX 1
“Prioritize. A 100-Day Energy Action Plan
for the 44™ President of the United States” by Complete Council on Competitiveness
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Over four decades, Admin-
istrations have emphasized the need for sustainable and secure sources of energy to little avail. The new
President must effect real change. Economic, environmental, geopolitical and technological forces—concur-
rent with the impending political transition—have converged forcetully to create a tipping point and sense of
urgency in the public and private sectors about the need and apportunity to act now.

The Council faunched the Energy Security, Innovation & Sustainability (ESIS) initiative in July 2007 with the
firm belief that the crucial role of private sector demand in driving energy system transformation has gone
largely unrecognized and unaddressed in prior policy initiatives. The government has the power to greatly
strengthen the business case for investment and innovation in sustainable energy solutions. There is no one
single policy that will mobilize market forces and assure a successful transformation of our energy system.
The enabling conditions must be set simultaneously on a number of interdependent fronts—including energy
efficiency, technology, investment, infrastructure and workforce readiness,

The Council puts forth the following recommendations to the 44th President as the critical measures for
immediate action upon taking office. It is important to stress that these actions mark the beginning, not
the end, of a concearted commitment to ensure the United States achieves energy securily in a sustainable
manner, while ensuring the competitiveness of its workers, industries and economy. The Council will issue
a comprehensive set of recommendations, addressing the need for both public and private sector action, at
a National Energy Summit on June 22-23, 2009. The New President and his cabinet will be invited to this
important meeting.

P o § E vehicle fleets and to purchase low carbon fuel
Issue an executive order mandating that the and electric power where available.

Federal Government use the procurement process Direct the Administrator of the General Services

1o lead the market toward efficient energy stand- Administration, the Secretary of Defense and
ards for goods and services, as well as in the the Administrator of the National Aeronautics
construction and retrofitting of facifities, while and Space Administration to amend the Federal

reducing the carbon load. Using its purchasing

Acquisition Regulation to require comprehensive
power, the government can move the markeiplace.

energy efficiency compliance provisions in all LS,
+ Direct the Secretaries of Energy and Commerce Government contracts, without undue regulatory
and the Administrators of the Environmental Pro- burden on small and medium-sized businesses.
tection Agency and General Services Administra-
tion, in coordination with the Secretaries of State E
and Defense and the U.S. Trade Representative, 10 immediately develop and utilize all sources of energy
work together with private sector standard-setting iy America in sustainable ways~including ofl, gas,
bodies to accelerate the development, rapid 2dop~ o), nuclear, hydro, wind, solar, biofuels, geother-
tion and international recognition of the world's mal, laser fusion-fission and other advanced energy
leading energy efficiency standards, together with  coirces—and level the playing field on subsidies

a labeling, measurement and verification system.  while creating incentives to discover and deploy new
Direct all federal agencies and US, Government  energy sources, consistent with environmental stan-
contractors to procure the most advanced and dards and safeguards.

cost-competitive energy efficient equipment and
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= Direct the Secretary of Treasury to lead a
Cabinet-level working group on “Clean Energy
Incentives” to construct a transparent, non-
discriminatory, long-term and consistent invest-
ment framework to promote affordable clean
energy, taking into account full life-cycle costs
and environmental impact, as well as regulatory
compliance, legal liability, fax rates, incentives
and depreciation schedules and market distortion
from global trade subsidies and tariffs.

Direct the Office of Management and Budget to
create a cross-governmental task group to iden-
tify barriers to various sources of energy produc-
tion and 1o issue a Presidential Executive Order,
or propose legislation as necessary, to optimize
federal agency regulatory regimes.

Throughout history, our government has set aside
loans for Americans to afford homes, start small
businesses and pursue higher education in order to
strengthen and stabilize our nation, Today, our coun-
try requires a $200 billion National Clean Energy
Bank to provide debt financing and drive private
investment in the development of sustainable energy
solutions and supporting infrastructure.

Direct the Secretaries of Treasury and Energy to
propose legislation to establish and capitalize a
$200 billion National Clean Energy Bank, mod-
eled on the LS. Export-import Bank and Over-
seas Private Investment Corporation, fo provide
long-term financing—including loan guarantees,
lines of credit, equity investments and insurance—
for the market deployment of breakthrough en-
ergy efficiency and clean energy products, tech-
nologies, services and projects that reduce, avoid
or sequester carbon.

From the Great Depression to 9/11, Americans have
come together o address threats to our nation’s
security and prosperity. Today, energy is the biggest
national and economic security issue facing our
country, and America needs to answer the call again.
To ensure the American way of life is preserved, we

need fo drastically ramp up investment in R&D and
market commercialization to deliver secure, sustain-
able and affordable clean energy while generating
well paying domestic jobs.

Direct the Secretary of Energy to create the “21st
Century Clean Energy Leadership Initiative” a pub-
lic-private partnership funded at $250 million and
matched by state and private sector investments, to
create regionally-based R&D test-beds and large-
scale commercial pilots, while leveraging the existing
federal R&D infrastructure.

* Expand the Small Business Innovation and
Research (SBIR) Program, which allocates
2.5 percent of eleven cabinet agencies’ extra-
mural R&D budgets, to provide critical “Phase I
mezzanine financing for clean energy start-up
businesses.

.

Create a Small Business Administration “Clean
Energy Entrepreneurs Initiative” 1o support the
job engines of America’s economy—small- and
medium-sized businesses—in the development
and deployment of clean energy technologies.

Allocate at least 10 percent of the existing fund-
ing for technology pre-commercialization pro-
grams across all federal agencies to accelerate
development and deployment of mature clean
energy technologies across the R&D portfolio.

.

.

Triple the current federal investment in basic and
applied energy R&D across all federal agencies
and departments.

.

Direct the Secretary of Energy to establish and
operate a web-based ‘Clean Energy Resource
Center” fo serve as a one-stop clearinghouse for
information on all federally-funded energy pro-
grams, pilots, test-beds, projects and RD&D and
to track internationat energy initiatives and devel-
opments.

Much as computer scientists and aerospace engi-
neers were crucial fo winning the space race in the
1960s, we will win the clean energy race by educat-
ing the next generation of science and technology
researchers, game-changing innovators and profes-
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sionally trained workers, thereby filling the workforce
pipeline with a new generation of skilled talent,

» Direct the Secretary of Labor to create a
$300 million “Clean Energy Workforce Readi-
ness Program,’ augmented by state and private
sector funding, to foster partnerships between the
energy industry, universities, community colleges,
workforce boards, technical schools, labor unions
and the U.S. military to attract, train and retain the
fuli range of skilled workers for America’s clean
energy industries.

Require all federal agencies to commit 1 percent
of their R&D budgets to competitive, portable
undergraduate and graduate fellowships in
energy-related disciplines for American students.

Direct the Secretary of Labor to assess, classify
and widely publicize the demand-driven needs

for energy-related occupations and align federal
workforce investment programs and state-directed
resources 1o support skills {raining and career path
development in energy fields for American citizens.

As with the interstate highway system and the infor-
mation superhighway, our leaders must knit together

the current patchwork of regulations and oversight
into a seamlessly connected electrical power
highway that is technologically capable of allowing
both on and off ramps for all energy sources in the
21st century, while retaining and strengthening cur-
rent consumer and worker protections.

« Direct the Federal Energy Regulatory Commission
(FERC) to appoint a fully independent regional
planning entity for the transmission superhighway,
with FERC having final regulatory authority on
determining the need for siting of transmission
facilities.

.

Direct the FERC to set national interconnection
standards for a 21st century interoperable grid
and transmission system capable of connecting
multiple new energy sources and devices to the
system.

Direct the President’s Science Advisor to estab-
lish the “High-Performance Computing Transmis-
sion Initiative) creating a consortium of national
taboratories, universities, industry and organized
tabor to model and simulate the design, construc-
tion and operation of an intelligent, seff-healing,
electrical grid—integral to a national high-perfor-
mance transmission system.

.

Council on Competitiveness 1500 K Street NW, Suite 850, Washington, D.C. 20005 T 202 682 4292 Compets.org

The Council on Competitiveness taunched the Energy Secusity, Innovation & Sustainability (ESIS) Inifiative in July 2007 with the fim belief that the crucial role of
private ssctor demand in driving the way America produces and uses snesgy has gone largely unrecognized in prior poficy iniiatives. The ESIS Inifiative, which was
called for in the Coundif's 2004 seminal report Innovate America, is led by a Steering Commiltee comprised of 41 chief execuiives from U.S. industry academia,
govemment lahoratories and organized labor, and has benefited from the guidance of more than 200 executive-fevel energy experts.
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Mr. MARKEY. Thank you, Mr. Welch.

Our next witness is Christopher Miller. He is president of the
Piedmont Environmental Council, an environmental organization
focused on conservation issues in the Piedmont region of Virginia.

We thank you for being here, sir.

STATEMENT OF CHRIS MILLER

Mr. MILLER. Thank you, Congressman Markey. Thank you for
the opportunity to testify on behalf of the Piedmont Environmental
Council, also for land trusts and land conservation organizations
across the country. We are a very active member of the Land Trust
Alliance and are working hard on this issue with them. And they
have asked us to express some of their concerns.

I have a couple of maps which I hope the staff can put up, be-
cause I think they will help instruct this conversation.

We appreciate the time and attention that this committee is tak-
ing to consider the complex issues associated with the trans-
mission. We appreciate the willingness of the committee to deal
with transmission as part of a broader energy policy and not as an
end in itself.

From our perspective, transmission is only a tool for moving elec-
tricity from the source of generation to the end user, but much
more important are the policies that will reduce demand for elec-
tricity, modify peak demand so that the need for generation and
transmission infrastructure is minimized. And encourage clean
generation close to load centers, which will reduce the losses of en-
ergy caused by long-distance transmission.

For in the end, the high-voltage transmission lines with towers
that can exceed 180 feet in height and wide rights of way are part
of the energy system with the largest footprint and often the most
dramatic impacts on communities that lie along them. The trans-
mission system has the potential for substantial land-use impacts,
including impacts that directly conflict with Federal, State and
local policies to protect and enhance important natural and cultural
resources.

In the brief amount of time I have, I want to focus on a couple
of issues that have not been raised yet. The first is the assertion
that the only way to meet national and State goals to reduce green-
house gas emissions and to increase the role of renewable sources
of energy is to build a national transmission grid. One example of
this grid is up here. This is the grid proposed AEP for the 765 KV
system that would link resources.

It was originally overlaid over wind resources, but in fact, the
correspondence with coal resources is actually higher when you ac-
tually go see where those lines are laid out. That is one of the
causes of concern that in fact what you would be doing by doing
a transmission-loaded set of incentives is in fact encouraging great-
er transmission of coal-fired generation than in fact of renewables.

The reason for that is that no where in the legislation do we rec-
ommend a change in the economic dispatch rules that govern which
generation is brought on line first. All the renewable goals notwith-
standing, we dispatch energy by price, and the auctions are by
price. We have heard lots of calls for competitive pricing, but the
potential that that will in fact increase the amount of transmission
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that is carrying coal-fired emissions, and in fact from the dirtiest
and oldest plants, is very real.

Unless this committee can also ensure that, before that trans-
mission is made available, we are in fact putting in the carbon cuts
through the carbon cap-and-trade and otherwise governing the
emissions of grandfathered coal plants who have never reduced
their emissions, there is a very real possibility in the Eastern
Interconnect that the gains that have been made by RGGI, the 45
million tons or so of carbon emissions reductions, could be offset.

Second, an issue that has not been addressed so far is the issue
of peak versus average demand. The transmission and generation
system is being designed to meet peak loads, and the more we can
do to reduce peak loading, the less we have to build across our
landscape. And so it is very important that this committee address
the fact that transmission planning that has been done to this
point really hasn’t addressed the full incorporation of some of the
policies that are in the ACES legislation. They did not take into ac-
count the amount of demand-side management that is rec-
ommended and in fact assumed a level of per capita electricity used
that steadily increases over time rather than is reduced.

The final thought is this, to the extent the transmission is nec-
essary, and obviously connecting some renewables will require
transmission, it is very important to respect the other public policy
values that are out there, and particularly related to the lands that
have to be crossed by transmission. We should be seeking to avoid
wherever possible the natural resources, the historic resources, the
cultural resources and, yes, even the landscapes that America val-
ues so much.

Current legislation draws a distinction between publicly-owned
lands and privately-owned lands. And that is something that I
think this committee needs to look at hard. East of the Mississippi,
most natural resource lands, most historic lands are privately-
owned but protected through public-private partnerships, whether
it is the designation of historic districts or the donation of con-
servation and historic easements. Those easements are often ap-
proved by State government.

In the case of Massachusetts, hundreds of thousands of acres are
actually individually approved each time by the attorney general.
The same is true in the State of Virginia. And they are due all of
the respect that a national park or national wildlife refuge or State
park would. So as you think forward on those transmission lines
that have to be built, make sure we are avoiding the resources, the
private resources as well as the public resources. And make sure
we mitigate and compensate for the impacts on those resources.

[The prepared statement of Mr. Miller follows:]
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Thank you Mr. Chairman for this opportunity to testify today.

My name is Christopher G. Miller and I am President of the Piedmont
Environmental Council (PEC), a non-profit organization working to safeguard the
landscapes, communities and heritage of the Virginia Piedmont by involving citizens in
public policy and land conservation. PEC has been an active participant in energy and
transmission planning since our inception in 1972, most recently as a Respondentin a
state proceeding considering the proposed Trans-Allegheny Interstate Line project, and in
the Department of Energy’s proceedings on implementation of §1221 of the Energy
Policy Act of 2005.

On April 27, 2007, I testified before the House Committee on Government

Oversight and Reform about the implementation of §1221 of the Energy Policy Act of
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2005. A section we still believe should be repealed. And in July of 2007, PEC joined
with the utility commissions in a successful challenge' to Federal Energy Regulatory
Commission’s (FERC) interpretation of §1221.

Our participation in these proceedings has given us a very practical insight into
electrical transmission and the strengths and weaknesses of current federal policies. And
we appreciate the opportunity to provide this testimony as the Committee continues its
consideration of the appropriate federal role in transmission policy.

As a land use and land conservation organization PEC deals with transmission not
just as an energy issue, but also as a particularly intrusive land use. Current engineering
of high voltage electric fransmission has a substantial footprint, requiring rights of way
that often exceed 200 feet in width and tower heights that can exceed 180 feet. In
addition to the impact on the properties that these lines cross, the impact on cultural,
historic and economic interests of the surrounding areas cannot be ignored. In some
cases, land protections take the form of public ownership, such as Federal and state park
lands. But in other cases, environment, historic or scenic values have been protected by
tools such as conservation easements. We believe that the potential conflicts should be
avoided whenever possible and adequately mitigated.

The Greenwashing of Transmission Lines

As important or more important than the potential impacts and conflicts with
other public policies is that the current and proposed transmission policies may produce a
transmission grid that is over-built, overly complex and subject to reliability problems,
and encourages increased reliance on fossil-fuel generation rather than distributed

renewable generation, energy efficiency, conservation, and load management. Expanded,

! United States Court of Appeals for the Fourth Circuit ruling in Case #07-1651
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guaranteed, enhanced, virtually risk-free regulated returns on transmission investments
and economic dispatch will increase use of coal based power plants and result in
increased greenhouse gas emissions. Those emissions will not be subject to financial and
regulatory controls for years, even under this Committee's proposed legislation.

Three years ago the utilities were claiming that they must ’build, build, build’ for
reliability reasons. That pressure has been removed by the drastic economic slowdown
and the initial commitment to energy efficiency and energy conservation measure. Now,
the claim is that additional transmission is necessary to encourage renewables. Any
federal siting authority and financial incentives for transmission should require a FERC
decision supported by findings and conclusions based upon a record that clearly shows
that power needs cannot be met through conservation, efficiency, improvements to
existing lines and distributed, clean generation.

As I will argue throughout my testimony, transmission is just one part of an
energy equation that includes everything on the supply side and everything on the
demand side. The location, amount and timing of generation and demand are crucial to
making a decision on when and where to build transmission, and whether transmission is
necessary at all. Before we set federal policy that permits a $100-200 billion grid build
out, we should make every effort to better utilize existing transmission infrastructure,

reduce the need for new supply, and encourage clean distributed generation.

Let me begin by outlining two of our observations regarding transmission:
Transmission planning is overwhelming energy planning -- Federal policy and
state utility commissions are increasingly deferential to the energy planning done by

Regional Transmission Organizations (RTO) and Independent System Operators (ISO),
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which are private entities run by member utilities and energy stakeholders, and are by
design, predisposed toward transmission solutions. This “transmission first” planning,
combined with the generous federal incentives that are being awarded by FERC, put non-
transmission energy alternatives at a marked disadvantage, even when those alternatives
have lower emission profiles, a smaller footprint, lower price tag, or would create more
long-term jobs.

There is no transmission proposal shortfall -- State Utility Commissions are
siting transmission lines across the nation, often in less than two years®. There is no
compelling reason to go to a federal siting process, thereby putting the people whose

lands will be taken even farther away from the decision makers.

Transmission Myth vs. Reality

As we consider whether new federal transmission authority is warranted, a
number of inconsistent justifications continue to emerge:
Myth 1: The current regulatory scheme discourages transmission from being built

Not true, interstate transmission line proposals are being pursued and approved
throughout the country. Lines are rarely turned down by State Utility Commissions, and
such denials are exceptions, not the norm. In many jurisdictions, new transmission lines
are being approved with scant attention to alternatives such as improved efficiency and
better generation alternatives.

The poster child for delayed state siting is AEP’s Wyoming to Jackson Ferry 765

kV line between West Virginia and Virginia. This line which was originally announced

? For example, the Trans-Allegheny Interstate Line through Pennsylvania, West Virginia and Virginia and
CapX2020 through South Dakota and Minnesota. Many others are proceeding unimpeded through the
state’s regulatory process.
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in 1990 did not go into service until 2006. This single incident is frequently cited as a
reason to remove siting authority from States. But an examination of the history of this
line demonstrates that the reason for the delay had more to do with evolving electricity
markets and a proposed crossing over National Forest property. Once legitimate state
concerns were addressed and the federal land issue was resolved, the line was approved

and built.

Myth 2: Future renewable generation will be located far from the load and require
massive transmission investment.

According to a number of the bills pending before Congress, future generation
sources, particularly renewable generation sources, will be located “distant from load
centers”, in “rural areas,” or be “location-constrained.” This assumes a continued reliance
on distant generation sources, and ignores the significant potential for off-shore wind,
distributed solar, geothermal, natural gas peaking plants, and other forms of generation
that could be more easily located near the load.

To the degree that future renewable generation is sited in the solar-rich Southwest
or wind-rich Midwest, that generation can be used to serve urban centers closer to the
source --Las Vegas, Los Angeles, Phoenix, Denver, Madison, Wichita, and Sioux Falls.

As for the East Coast, as PIM Interconnection pointed out in comments to FERC
on March 6, 2009:

...off-shore wind from New Jersey and Canada, and greater strides in energy

efficiency, may be deliverable to customers in New England, New York and new
Jersey sooner and more cost-effectively than the Midwest wind resources.’

* Motion to Intervene and Comments of PJM Interconnection, L.L.C in FERC Docket No. ER09-681-000
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This point was reiterated in a May 4 letter from ten East Coast governors, in
which the governors argued:

While we support the development of wind resources for the United States
wherever they exist, this ratepayer-funded revenue guarantee for land-based wind
and other generation resources in the Great Plains would have significant,
negative consequences for our region: it would hinder our efforts to meet regional
renewable energy goals with regional resources and would establish financial
conditions in our electricity markets that would impede development of the vast
wind resources onshore and just off our shores for decades to come.

Myth 3: Transmission can be easily targeted toward renewables

Operators cannot control which electrons flow along a given transmission line.
That flow is determined by the laws of physics. Once a transmission line is built, it will
filt with whatever electrons are produced by the available generators. In a December
2008 report“, the Union of Concerned Scientists warned:

Expanded capacity to transmit electricity would likely mean an even greater near-
term flow of coal-fired electricity from western PJM to eastern PJM and other
RGGI states. Lower congestion costs would make coal-fueled power plants in the
west even more competitive, while power producers in castern PJM states
continued to face higher fuel costs because of their greater dependence on natural
gas. This trend could spur even more proposals for new coal plants and new
transmission capacity, as electricity production moved away from higher-priced
states. The result would be greater amounts of heat trapping emissions.

And as Bill Raney, President of the West Virginia Coal Association, outlined ina
recent statement in support of the proposed Potomac Appalachian Transmission Highline
through West Virginia, Virginia and Maryland:

Enhanced transmission capacity helps increase the amount of low-cost, coal fired

generation dispatched into the regional grid. This helps preserve the future of

existing power plants already on line, justifies additional investment in these

plants and increases the likelihood that new, clean-coal electric fired generation
will be constructed in the state.’

* http://www.ucsusa.org/assets/documents/clean_energy/importing-pollution_report.pdf

% Letter filed under West Virginia Public Service Commission Case # 09-0770-ECN
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As shown in the two attached maps the grid backbone concept put forward by American
Electric Power and the American Wind Energy Association has the very real potential to
enable access to large coal deposits rather than wind energy. For this reason, it is critical
that no such grid expansion take place prior to enactment of strong and enforceable
carbon regulations or a reform of the dispatch system to emphasize environmental

priorities, as opposed to the current system prioritizing economic dispatch.

Myth 4: Al proposals for new transmission have been fully vetted and
alternatives have been examined

Operation of the electric transmission grid has been expressly delegated to the
Independent System Operators and Regional Transmission Organizations. The
continued availability of electricity on demand day after day is ample testimony to the
skill of those operations. However in PEC’s experience, the RTOs’ single-minded focus
on transmission does not translate well when it comes to planning.

PJM, the largest of the regional transmission organizations, has repeatedly stated
that the only solution to electric reliability problems is to order the construction of new
transmission lines. PJM is a limited liability corporation, authorized to do only what its
members agree to. Its voting membership is composed of transmission companies,
generators, utilities and industry insiders. When considering a new transmission project
it does not consider whether alternatives would satisfy the identified problem nor does it
consider the impact of the line on the environment, the cultural or historic properties that

will be affected.
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Myth 5: More transmission means better reliability and national security —

From a technical standpoint, building more transmission to allow for greater inter-
regional power transfers will make the power system less reliable, not more reliable. As
electrical engineer and member of the New York State Reliability Council George Loehr
said in his testimony to the Senate Energy & Natural Resources Committee in July, 2008:

Reliability is a function of the standards used, not the amount of wire in the air...
If more generation is built in remote areas, and less generation and other resources
are built close to load centers, then the load centers will be increasingly dependent
on distant generating capacity — located perhaps hundreds of miles away. It would
be like running a long extension cord to a friend’s house a block or two away to
power your toaster, instead of plugging it into an electric outlet right in your own
kitchen. The more major cities depend on long transmission lines, the more
subject they will be to power outages and blackouts due to major contingencies on
the transmission system.

Or as it was put in a 2003 article® written by famed energy expert and Chief
Scientist at the Rocky Mountain Institute, Amory Lovins:

...as one utility executive notes, the emerging policy consensus — that we need to
build more and bigger power lines because usage has outpaced capacity — is as
wrong as prescribing bloodletting for a patient with a high fever. It reflects a
fundamental misunderstanding of what is amiss.

In fact, more wires may make cascading failures more likely and widespread. And
they're almost always slower and costlier than three functionally equivalent
alternatives: using electricity efficiently, letting customers choose to tailor their
usage to price, and decentralized generation.

And as Dr. Vannevar Bush’, one of the 20™ century’s most brilliant electrical engineers
predicted nearly forty years ago:
The more complex a society [or a system], the more chance there is that it will get
fouled up . . . . Power systems have grown enormously and have become

interconnected over vast regions. And we have had two severe blackouts and are
undoubtedly headed for more.

S htp://www.rmi org/images/PDFs/EnergySecurity/E03-06_TowerDsnFlaws pdf
" Head of the Office of Scientific Research and Development in World War II, he later served as Chairman
of the MIT Corporation (Board of Regents}
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Myth 6: Transmission needs additional incentives

In 2006 FERC adopted regulations that promote transmission investment through
the allowance of generous financial incentives. % The regulations allow transmission
developers a higher return on equity (usually 50-200 basis points), recovery of
construction work-in-progress, recovery of abandonment costs and include an advanced
technology “adder”.

Since adopting these new regulations, FERC has approved twenty-seven of the
thirty three transmission projects that have sought enhanced rates of return’. Those
twenty seven projects are valued at $27 billion dollars and if constructed, would cover

8,000 miles. Only three projects have been turned down for these enhanced returns.

Myth 7: Demand Growth dictates investment in new transmission

According to the Energy Information Administration, in 2008 electric demand
actually fell by 1.6% and in 2009 it is expected to fall by another 1.8%'%. Over the next
two decades, EIA expects average residential demand growth per capita to slow further,
with overall growth increasing at a rate of around 1% per year.

If the current economy is any indication, demand growth may not rebound to
previous growth levels for quite some time. In the meantime, aggressive implementation
or energy efficiency standards will further blunt demand growth. According to the
American Council on an Energy Efficiency Economy (ACEEE):

In total, the energy efficiency provisions in H.R. 2454 could reduce U.S. energy

use by 4.4 quadrillion Btu's, which accounts for about 4 percent of projected U.S.
energy use in 2020.... By 2030, these energy efficiency savings grow to 11

® July 2006, FERC Order No. 679 pursuant to the Energy Policy Act of 2005
° http:/fwww.eia.doe.gov/conference/2009/sessiond/Agarwal.pdf

"% EIA forecasts available at hitp://www.eia.doe.gov/oiaf/ forecasting html
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quadrillion Btu’s, accounting for about 10 percent of projected U.S. energy use
that year.'!

ACEEE goes on to call for increasing the energy efficiency component of the Combined
Efficiency and Renewable Energy Standard with H.R. 2454 to 10% savings by 2020 and
devoting one-third of electric utility allowances to efficiency. They estimate that this
strengthened energy efficiency component would increase these 2030 energy savings by
about 25 percent. These investments in energy efficiency produce green jobs, save
consumers money and are a better way to reduce carbon emissions that investment in

expensive and intrusive investment in transmission.

Myth 8: FERC sites gas lines, transmission is a natural evolution

The comparison between gas transmission lines and electric transmission lines is
inapposite. Transmission lines, which are strung on towers that range in height from 10-
18 stories (compared to a 6 foot high or buried gas line) are visually intrusive,
particularly in areas that aren’t highly developed or industrialized. The 200 foot rights-
of-way required by most transmission companies require regular maintenance and
clearing, helicopter servicing for painting or visual inspection, and access roads. In
addition, transmission conductors emit an electric field that crackle and pop during most
months of the year.

From an engineering perspective, the comparison is even less appropriate. The
flow of natural gas can be directed and controlled, the fuel can be stored, and the source
and destination easily identified. Electric power, on the other hand, cannot be controlled
or directed over one path rather than another. Further, it cannot be stored in bulk; it must

be used instantaneously as it is created. But the most important difference between gas

U hitp://aceee.orglenergy/national/index htm
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transmission and electric power transmission systems is that gas transmission is
essentially point-to-point, whereas electric transmission is through a highly integrated,
extremely complex grid. As an electric engineer told us recently:
There is a kind of grid in the gas production field itself, and certainly at the
customer distribution end. But it moves long distances between the gas fields and
local distribution systems through a series of point-to-point pipelines, with no
connections between them. Electric power, on the other hand, moves over
extensive grids composed of many thousands of individual transmission lines.
The grids themselves have literally thousands of nodes or junctions, and
uncounted parallel paths. The difference in complexity between gas and electric
systems is comparable to the difference between a flashlight’s electric circuit, and
the guidance system of the space shuttle.
Myth 9: Environmentalists agree we need more transmission, fast
Not everyone thinks transmission is the answer — and to the extent that
environmental groups do support new transmission policy, that support is limited to lines
that would enable the rapid deployment of renewable energy generation. In a recent
letter to Carol Browner and congressional leadership, environmental organizations
warned:
Piecemeal energy policy —especially electric transmission policy reform—in
advance of a comprehensive national climate regime can have the real but
unintended effect of facilitating more, not less, greenhouse gas pollution.
For this reason, many environmental groups believe a federal transmission siting

provision could do more harm than good unless it is part of a comprehensive climate

strategy that puts strong and enforceable carbon regulations in place.
Conclusion

Instead of new FERC siting authority, what we really need is federal policy that

directs Integrated Resource Planning approach to energy planning at a state, regional and
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federal level. We should look at demand, supply and transmission in concert, without

being limited to or predisposed toward investments in transmission.

If Congress does choose a federal approach to transmission siting, it should require:

3] An Integrated Resource Planning approach --Energy solutions, be they
new generation, transmission or demand side options should be reviewed together. The
solution that best solves an identified problem, with the lowest environmental and
economic impact, taking into account all costs, should be chosen.

2) An open and inclusive process — A federal process should include a
thorough review of alternatives, and not be RTO-driven. Stakeholders should also include
state utility commissions, environmental organizations and interested localities. And
participants should have access to data resources to fully participate.

3) Limited federal siting authority that targets transmission projects that
directly enhance access to renewable generation —If the problem is getting renewables
on to the grid, then having strong carbon controls in place and requiring a greenhouse gas
interconnection standard prior to implementation of federal transmission authority is
critical.

4 Genuine land and environmental protections - Damages to private and
public values from development of existing and new rights of way should be minimized

and appropriately mitigated.

A number of transmission titles have been introduced to date, some try to target
renewables while others provide for grid expansion regardless of the generators that

would benefit. Congressman Inslee’s title does include a greenhouse gas interconnection
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standard, and we have spoken with his office about the need to include provisions for
avoidance of transmission siting on lands conserved through a conservation easement.
Subcommittee Chairman Markey and Committee Chairman Waxman have focused their
transmission title on planning and setting national objectives on the deployment of
renewable and other zero-carbon sources. In the Senate, the titles appear more
transmission-first oriented. On the positive side, Senator Reid’s title includes a 75%
renewable reserve and Senator Cantwell has authored language that would impose an
alternatives analysis at an early stage of the planning process and a greenhouse gas
interconnection standard into Senator Bingaman’s title. We are grateful for those efforts
and hope to continue to work with Senators and Members to achieve a balanced energy

program.

However, if we fail to change the policies and we continue on this rate payer
financed experiment in massive grid expansion, we run the very real risk of building a
gold-plated, highly intrusive system that benefits old ways and methods, while deterring
new investment in energy efficiency and renewable energy going forward. What is
worse, in some cases we are planning these lines in non-inclusive manner that ignores
adverse impacts and produces results that are unnecessary and unfair. If we just plan for
transmission, transmission will be all that we build. And in the end many of your
constituents will be left living beneath an aluminum sky.

Thank you again for this opportunity to testify. I would be happy to answer any

questions you may have.
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Mr. MARKEY. Thank you, Mr. Miller, very much.

And other final witness is David Joos. He is the president and
chief executive officer of CMS Energy, and chief executive officer of
its principal subsidiary, Consumers Energy.

We welcome you, sir.

STATEMENT OF DAVID JOOS

Mr. Joos. Thank you, Mr. Chairman.

And thank you also for pronouncing my name properly. I appre-
ciate that.

I appreciate the opportunity to address the subcommittee this
afternoon. Consumers Energy, our principal subsidiary, serves 1.8
million electric customer; 1.7 natural gas customers in lower penin-
sula of Michigan.

I would suggest that we have a bit of a unique opportunity. Hav-
ing developed, owned, and operated transmission assets along with
distribution and generation assets for a century, Consumers En-
ergy now no longer owns transmission assets. We sold our trans-
mission system in 2002, and it is now independently operated.

We therefore appreciate the difficulty in siting new transmission
and support Federal backstop authority for new interstate lines as
a last resort. We also see a need for new transmission in Michigan
to interconnect new wind resources that are being developed in the
Thumb in particular and along the Lake Michigan shoreline as
part of the renewable portfolio standard compliance effort in the
State of Michigan.

We believe new transmission development should meet three key
commonsense principles. Number one, benefits of proposed projects
should exceed the cost by a reasonable margin. Number two, pro-
posed projects should be similar or should be superior to other al-
ternatives, which would include other transmission solutions, dis-
tribution solutions, perhaps lower-voltage transmission solutions
and generation solutions. And finally, costs ought to be fairly allo-
cated to the beneficiaries of the project as determined through the
planning process.

I would concede that these principals are complex to apply and
therefore need an independent planning authority of some sort to
apply them, a regional transmission organization or a group of
RTOs, for example, to conduct the evaluation.

They cannot be objectively performed by market participants, in-
cluding independent transmission owners that have a vested inter-
est in new transmission. In our view, overly generous FERC incen-
tive policies have created a rush to invest in transmission, often
not justified on a cost-benefit basis. I provide some specific Michi-
gan examples within my written testimony and won’t go over those
now.

Fortunately for new intrastate projects in Michigan, we have a
certificate-of-need process that fully vets these projects before al-
lowing condemnation. I suggest that might be a model that is ap-
propriate at the Federal level as a Federal backstop.

Now there are proposals to build massive new high-voltage infra-
structure over the entire Eastern Interconnect, the so-called over-
lays. Part of that, a $3.2 billion 765 KV project largely in Michigan
has already been evaluated by the Midwest Independent System
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Operator and determined not to meet a cost-benefit test for the
State of Michigan.

A number of independent system operators and planning authori-
ties in the Eastern Interconnect recently studied a joint coordi-
nated system plan that was referred to earlier involving $56 billion
high voltage overlay. Some have referred to it as the equivalent of
constructing an interstate highway system. That study concluded
that Michigan would receive virtually no benefit at fairly large cost.
Looking just at consumers customers, if cost were spread a “post-
age stamp basis” to all our customers, we would pay about $159
million a year of increased cost for roughly a $2 million annual
benefit. I would submit that Michigan simply can’t afford that.

Another $10 billion to $12 billion project that has been proposed
to bring wind power from the Dakotas to as far east as Chicago,
of course, does not reach Michigan, but further, when the cost of
that transmission is included in the equation, Michigan-based gen-
eration is less expensive to develop. On that score, we agree with
the 10 Northeast and Mid-Atlantic Governors with regard to the
potential implications on developing renewable resources locally.

Let me be clear, we don’t object to such projects if the benefits
exceed the cost by a reasonable margin; reasonable alternatives
have been considered; and the costs are spread appropriately to the
beneficiaries. That might be, for example, Dakota wind developers
or purchasers of that power who need it meet their own standards.

Finally, Michigan transmission rates today are four times what
they were in 2002 when we sold the system. Even without these
overlay projects, we are forecasting they will increase by another
50 percent from today’s rates over the next 6 years. Transmission
investment is occurring in the State of Michigan.

We don’t feel that FERC rate making oversight currently is suffi-
cient in States where transmission is independently owned and
therefore not subject to State regulatory oversight. That situation,
along with overly rich incentives, are causing in our view trans-
mission development that is sometimes not in the best interest of
our customers.

In summary, we think targeted transmission investment is need-
ed both in Michigan and nationally. We believe that planning and
evaluation by our RTOs or groups of RTOs that are independent
from market participants is an appropriate way to pursue that.
And we think three key principals need to be followed: One, bene-
fits exceed cost by reasonable margin; two, reasonable alternatives
have been considered; and three, the costs are appropriately allo-
cated to the beneficiaries.

Thank you again.

[The prepared statement of Mr. Joos follows:]
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Testimony by David W. Joos
to the U.S. House Energy and Commerce Committee,
Subcommittee on Energy and the Environment
June 12, 2009

Good moming. My name is David Joos, president and chief executive officer of CMS
Energy Corporation, headquartered in Jackson, Michigan. Our principal subsidiary,

Consumers Energy, provides service to 1.8 million electric customers and 1.7 million gas

customers in Michigan’s Lower Peninsula.

Thank you for this opportunity to testify on The Future of the Grid: Proposals for
Reforming National Transmission Policy. This hearing is timely. The electric industry
in the United States is on the verge of major transformation. Like all change, this

represents a mix of potential benefits and significant risks.

Background

Consumers Energy offers a unique perspective on the issue this subcommittee is
examining. We are one of the few electric utilities who developed, owned, and operated
electric transmission facilities for a century, but are no longer transmission owners. In
2002, in response to prompting by the FERC through Order 2000 and new state energy
policy, we sold our transmission system to an independent entity: TransElect, LLC. That
system is now owned by ITC Holdings Corporation. Once we sold our system, our
perspective shifted from a transmission-owning utility company to a transmission-

dependent one. So you could say we see the issues from both sides of the street.
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Our long experience gives us an appreciation of the importance of a robust transmission
system. Further, we are keenly aware of the difficulties in building or expanding a
transmission system. Qur last attempt at developing a major interstate line was in the
early 1990s when we proposed building a new transmission line from southwest
Michigan to northern Indiana, connecting Consumers Energy’s transmission system with
Public Service Indiana’s system. This proposed new line offered a new route for
bringing electric power in and out of Michigan. However, local “not in my backyard”
opposition delayed and ultimately led to the cancellation of the project despite anticipated

benefits to the state as a whole.

An upside from this experience was the subsequent passage of siting legislation by the
Michigan Legislature to address just such a situation. This legislation put in place a
stringent needs analysis at the state regulatory level for proposals designed to protect and

enhance essential infrastructure. That process continues to function well today.

To be clear, Consumers Energy is supportive of the development of new transmission
infrastructure if:

1. The benefits exceed the costs by a reasonable margin.

2. The proposed project is superior to reasonable alternatives.

3. The costs are fairly allocated to the recipients of the benefits.
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Allow me to expand upon these principles in the context of the planning, cost allocation,
and siting of new transmission projects, as well as protecting customers from unjustified

costs.

Planning

With regard to planning, a thoughtful, objective process must be utilized. This needs to
demonstrate not only that the margin by which benefits exceed costs is reasonable, but
also that other viable alternatives have been fully considered before a project moves
forward. These alternatives could include local generation, distribution and alternative

transmission projects.

We believe this planning should be conducted by an independent planning authority such
as a Regional Transmission Organization, or a group of RTOs across a larger
geographical area, rather than left to an individual transmission owner or a single state.
The logic of this approach should be readily apparent. An RTO is charged to be

independent and not have a vested interest in the outcome.

Transmission owners, even “independent” companies who do not also own generation or
distribution assets, are clearly not objective parties to the process. In fact, independent
transmission corpanies have a vested interest in transmission solutions in lieu of other
alternatives. Capital investment in transmission is their growth vehicle. Further, overly

generous FERC policies designed to incent investment in new transmission have created
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a rush to develop projects for investment opportunity even when they don’t represent

optimum or even cost-effective solutions for customers.

We had a recent example of this in Michigan, with the proposed AEP-ITC Great Lakes
765 kV loop. This 700-mile, $3.2 billion project would have added an additional $640
million in annual transmission costs. The Midwest ISO’s analysis concluded that
Michigan customers stood to benefit by $5 million a year in reduced generation costs.
However, this $5 million is before considering Michigan’s share of the $640 million of
annual transmission cost, which resulted in this project failing to meet the Midwest ISO
benefit/cost test. Further, the MISO identified that most of the benefits of the proposed
Great Lakes 765 kV loop could be realized for a small fraction of the cost through a few
345 kV upgrades. Nevertheless, the proposed 765 kV loop continues to be included in

massive high voltage infrastructure proposals by transmission developers.

Another example of the perverse incentive to build regardless of the benefit can be
illustrated by an ITC transmission proposal to construct an underground 14-mile line ata
cost of $150 million in southeastern Michigan to resolve an alleged reliability problem.
Consumers Energy and Detroit Edison challenged the prudency of ITC’s solution.
Detroit Edison proposed two solutions that would resolve ITC's alleged problem at a
fraction of the cost: $2.5 to $5 million. Consumers Energy argued that reasonable and
less expensive alternative overhead routes had not been considered in the development of
ITC’s proposal. The Michigan Public Service Commission ruled that ITC had not

provided sufficient evidence that the quantifiable and non-quantifiable benefits of the line
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would justify its construction. The moral of the tale is that the Certificate of Need
process in Michigan works. In this case, it protected the customer from $30 million in
unjustified annual costs. This stringent review process needs to be replicated at the

Federal Energy Regulatory Commission level.

Cost allocations

The RTO planning process needs to ensure that costs are not only prudent but are
allocated fairly among the beneficiaries, whether that’s the generator or the ultimate
customer. Cost allocation should be a result of the planning process. Once a decision is
made to go forward with a project, it should be determined through the planning process
who benefits and, therefore, who pays. Bottom line, customers should not pay for
something that does not benefit them. Customers in states like Michigan that are
developing generation and transmission to serve the needs of the state should not be
charged additional costs for transmission that is remote and does not provide

demonstrable benefits to the customers.

For example, utilities and independent developers are planning significant new
investment in renewable generation in the state, principally wind generation. There is
viable wind in Michigan’s “Thumb” as well as in several areas along the Lake Michigan
shoreline. We will need new transmission infrastructure to interconnect this power to the
existing grid, and welcome proposals to develop it. Michigan customers will benefit
from these projects, which are needed to comply with new state renewable portfolio

requirements, and Michigan customers should bear the costs associated with the optimum
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solution to this need.

At the same time, transmission developers have proposed massive high voltage projects
such as the “Green Power Express™ to bring wind energy from the Dakotas to as far east
as Chicago. It and projects like it have been likened in scale to the interstate highway
system developed in the 1950s. The estimated cost of the “Green Power Express” is $10

billion to $12 billion.

The notion of harnessing vast quantities of wind energy on the Great Plains and
transporting it over 3,000 miles of transmission lines to population centers in the Midwest
and East is, without economic analysis, exciting and appealing on many levels. Perhaps
it makes economic sense for customers in some of those locations. However, the Brattle
Group study that has been used to tout the benefits of power from the wind-rich Dakotas
makes it clear that the cost of the massive transmission investment is not included in its
analysis, nor is the cost of the combustion-turbine back-up power needed for an
intermittent energy source such as wind power. Including these necessary costs about

doubles the cost of power on a delivered basis.

Similar to the conclusion of ten Governors of Northeast and Mid-Atlantic states, in
Michigan we have analyzed that our wind resources can be developed at a lower cost to
customers than the cost of wind power imported from the Dakotas once the cost of
transmission is included. In addition to the cost savings, Michigan will benefit from the

jobs and tax base associated with in-state wind development.
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Siting
Siting, as discussed above, is potentially the most contentious issue and requires
maximum transparency in the process. Any federal backstop provision must be
judiciously applied, allowing for adequate local input and ensuring that reasonable

alternatives are evaluated. Michigan’s law offers a good model for consideration.

Protect Customers

Since Consumers Energy sold its transmission system, our customers’ transmission costs
have escalated significantly without demonstrable benefit. Transmission reliability in
Michigan is excellent today, but it is not much different than it was a decade ago. Nor

does Michigan suffer from significant transmission congestion issues.

Transmission rates in our service territory are today about four times what they were in
2001. The Administrative and General costs included in our rates have increased by a
startling 461% just since 2003. Current proposals to further upgrade and expand the
system would double rates again over the next decade, and this does not include the costs

of interstate projects that some would have allocated to customers across the Eastern U.S.

There is no doubt that some additional investment in the Michigan transmission system
has been needed, as well as additional attention to the operation and maintenance of the

system. However, the increase in transmission cost to Michigan customers is not
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justified, and portends to continue to increase dramatically if strong oversight is not in
place. We don’t believe that FERC’s ratemaking process, for example, provides for
sufficient prudency review of transmission rates in states where independent ownership

limits the ratemaking review of state regulators.

In summary, while we are supportive of legislation to facilitate the siting of needed new
transmission, we believe strongly that an objective, thoughtful process is needed to assure
that the new investment is justified. Planning should be independent, benefits of projects
must exceed costs and be superior to reasonable alternatives, and costs should be
allocated to the benefit recipients. Further, state regulatory oversight of proposed

intrastate projects should be preserved.

Thank you for your attention.
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Mr. MARKEY. Thank you, and we thank our entire panel.

I turn and recognize the gentleman from Washington State, Mr.
Inslee.

Mr. INSLEE. Thank you.

First, I would like to put on the record a white paper which is
quite instructive. It is entitled “Green Power Super Highways,”
provided by the American Wind Energy Association and the Solar
Energy Industries Association.

Mr. Chair, if I may.

Mr. MARKEY. Without objection.

[The information was unavailable at the time of printing.]

Mr. INSLEE. I appreciate that, Mr. Chair.

This does confirm what the witnesses talked about, which is that
we have got 300,000 megawatts of wind projects waiting in line es-
sentially to connect to the grid. And they point out that the lack
of transmission capacity is also hindering States’ ability to meet
multiple renewable energy goals, and it just confirms what several
the witnesses have testified today.

I want to ask Mr. Detchon about the greenhouse gas interconnec-
tion standard that your proposal has incorporated that basically
would essentially allow Federal backstop authority. It would en-
courage it in relationship to those sources that are low and zero
greenhouse-gas-emitting generators. Can you tell us how you envi-
sion that working?

And by the way, would it help in at least some sense some of the
concern of the Northeast States who don’t want to see their off-
shore wind projects intruded upon by, say, if we can call it dirty
sources from far away intruding on their corridor.

Mr. DETCHON. Thank you for the question.

I think there is confusion how a greenhouse gas interconnection
standard would work. In the first place, it is an interconnection
standard. It doesn’t govern what electrons are on the line because,
as everybody has pointed out, you can’t distinguish between green
and brown electrons.

But if we are going to provide some additional authority to site
and pay for special new transmission lines to benefit renewable en-
ergy, let’s make sure that the generation that is hooked up to it
is not conventional coal. And so what we have suggested is that,
since you are going to need probably gas to balance renewable en-
ergy on these lines, that up to a single-cycle gas turbine, emission
level would be acceptable to connect to these lines, but above that
would not. And that seems like a fairly straightforward way to ap-
proach that.

With regard to the question of competition with local resources,
I think what should be important and I think inevitably would
happened if the States are driving this planning process even on
an interconnection-wide basis is that they take into consideration
State policies considering local resources and use delivered prices,
as was mentioned in the last panel, as the basis for comparing dif-
ferent resources. I think that is a very straightforward way to
make sure that the competition is fair.

Mr. INSLEE. I will ask you what I hope is a rhetorical question,
but in the bill that I have introduced, we have tried to preserve the
bottom-up planning, so that the States and regions really do the
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planning rather than a cramdown from the Federal Government.
Do you think that is a fair characterization of the proposals that
we have made?

Mr. DETCHON. No, absolutely. And I think that there has been
a lot of talk about top-down or Federal intervention here, but I
think the legislation that you have proposed, Congressman, estab-
lishes mechanisms for States to work collaboratively addressing
these regional issues. And those decisions will be executed with the
assistance of FERC, but FERC would only be able to step in if the
States are unable to reach a plan.

Mr. INSLEE. And could you suggest any other solutions to the
concern that the gentleman from Massachusetts expressed about
this offshore wind being crowded out, if you will? I perceive that
greenhouse gas interconnection standard would help solve that
problem, because it would essentially allow the use of the Federal
backstop authority for clean source, green sources of energy. I
think that would help solve that problem. Do you agree with that,
and is there anything else you could suggest that would help solve
that concern?

Mr. DETCHON. Well, I think a stronger step which Mr. Miller
suggested, which would be to have Federal intervention on the
loading orders for the use of different kinds of resources, I doubt
that that would be politically saleable right now. So I think, within
the context of what is doable, I think the approach you outlined is
about as strong as it could be.

I might add the greenhouse gas standard to a certain extent over
time gets overtaken by the requirements of the cap-and-trade legis-
lation, assuming that that is enacted, but I think your legislation
reflects that as well as.

Mr. INSLEE. Thank you.

Thank you, Mr. Chair, for your cooperation.

Mr. MARKEY. The gentleman’s time has expired.

The Chair will recognize himself for a round of questions.

Let’s go down the line and each of you could answer yes or no.
Do you support giving FERC the authority to modify any trans-
mission plans that are established through bottom-up regional
planning processes?

r. Izzo.

Mr. 1zz0. I would not.

Mr. MARKEY. Mr. Joos.

Mr. Joos. Nor would 1.

Mr. MARKEY. Mr. Nipper.

Mr. NIPPER. No.

Mr. ENGLISH. No.

Mr. DETCHON. I think that if the plans are developed by a broad
array of States in the way we are describing, I would agree no.

Mr. MARKEY. No.

Mr. Welch.

Mr. WELCH. Bottoms-up is each State brings it up, or how do you
envision that?

Mr. MARKEY. Regional planning that is agreed to by the State.
Should the FERC be able to modify a regionally agreed-upon plan?

Mr. WELCH. If the planning process is independent, no. If the
planning process is not independent, yes.
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Mr. MARKEY. “Not independent” meaning?

Mr. WELCH. That it is influenced by market participants and
other political entities. The planning process to me——

Mr. MARKEY. Even if the State governments agree to it?

Mr. WELCH. I believe that all the transmission within the State
that is not regional in nature should—the State should have as
much authority over it as they want when we develop regional
transmission, which is for the good of the region or the good of the
country.

Mr. MARKEY. Should the FERC be able to override that original
plan agreed-upon by those States?

Mr. WELCH. I stand by what I said. If it is done by an inde-
pendent planning authority, yes. I am saying no. And if it is not,
yes.

Mr. MARKEY. Mr. Miller.

Mr. MILLER. I think one of the concerns we would have if FERC
were involved, that the right of appeal ought to be not only limited
to the transmission proposers but also those with other perspec-
tives. Right now:

Mr. MARKEY. Under those circumstances, you would give FERC
the authority to modify a transmission plan?

Mr. MILLER. Well, there are legitimate Federal issues with any-
thing involving interstate transmissions, but if you are going to
create that, it ought to be equally available to both the proponents
and those that have concerns.

Mr. MARKEY. OK. Let me go down the line again, how many of
you would support a greenhouse gas interconnection standard of
the type proposed by Mr. Inslee?

Can we go down and ask how many of you would support that?

Mr. 1zzo. I would not for the simple reason that a greenhouse
gas interconnection standard does not speak to existing carbon-in-
tensive generation being able to piggyback.

Mr. MARKEY. Thank you.

Mr. Joos.

Mr. Joos. I will have to qualify my answer, I am not 100 percent
sure the specifics of the standard. I haven’t read them.

I would say we have, of course, standards for interconnecting all
kinds of renewable capacity already. I would not be supportive of
something that limited the use of the transmission line to certain
types of technology simply because I agree with what has been said
earlier, that you can’t label the electrons.

Mr. MARKEY. Thank you.

Mr. Nipper.

Mr. NIPPER. No, sir, we would not.

Mr. MARKEY. You would not.

Mr. English.

Mr. ENGLISH. I believe that the bill in itself, since this is going
to be part of the legislation, the bill in itself takes care of that
issue, so no.

Mr. MARKEY. No.

Mr. Welch, I know you do support it. Mr. Welch.

Mr. WELCH. With my company, we are an independent trans-
mission company. You make the policy, we are going to support the

policy.




242

Mr. MARKEY. Mr. Miller.

Mr. MILLER. I think it is an interesting concept would apply to
lines that feed into the grid, but unfortunately, the authorities that
are being discussed would apply to transmission that is not simply
for bringing new generation on to the grid but for expansion of the
grid as a whole. So I would have to say no.

Mr. MARKEY. And I will let you answer for the record, Mr.
Detchon.

Mr. DETCHON. Just to touch on these two points, we are talking
about specially authorized renewable energy transmission lines
that would be feeding into the larger grid, not to the larger grid.
And I agree with Glenn that if this is attached to H.R. 2454 and
enacted, then some of the reason for it goes away. But there is al-
ways the possible that this will become disconnected from that bill,
and as a free-standing measure on transmission, we think that a
greenhouse gas standard would be important.

Mr. MARKEY. How many of you would limit Federal authority to
only lines that affect renewable electricity that is generated? How
many would limit Federal authority just to that?

Mr. 1zzo. 1 would do quite the opposite, Mr. Chairman. I would
limit Federal siting authority to lines that affect reliability.

Mr. MARKEY. Reliability, ok, thank you.

Mr. Joos?

Mr. Joos. I would limit Federal authority as only a backstop pro-
vision and rely on local and regional planning as the primary
mechanism.

Mr. MARKEY. Mr. Nipper.

Mr. NIPPER. Assuming the backstop authority, no, we wouldn’t
limit that.

Mr. MARKEY. You would not limit.

Mr. English, would you limit?

Mr. ENGLISH. And again, backstop.

Mr. MARKEY. MR. DETCHON, WOULD YOU LIMIT IT JUST TO RENEW-
ABLES?

Mr. DETCHON. What I would say is that, if we are going to create
special new authorities, they ought to be targeted at the problem,
which is renewables.

Mr. MARKEY. Mr. Welch.

Mr. WELCH. I would not limit the Federal backstop siting author-
ity.

Mr. MARKEY. Mr. Miller.

Mr. MILLER. I think we would support limiting it and also re-
specting the Fourth Circuit opinion that we were involved in.

Mr. MARKEY. Mr. Izzo, do you support Federal back-up siting au-
thority for lines for any reason other than reliability?

Mr. 1zz0. No, I would not.

Could you talk a little bit about that first map which Mr. Miller
put up that showed very rich wind resources along the East Coast
of the United States. With the exception of some portions of the
Great Lakes and out on the West Coast, it looks like it has the
greatest potential for renewable electricity generation in our coun-
try.

Mr. 1zzo. You are absolutely right, Mr. Chairman.
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And as I may have mentioned, we pursuing 150 megawatt wind
farm. And as you mentioned, we can do that 20 miles out and still
be within 140 feet of water. That is not to underestimate the chal-
lenges of construction and operations and maintenance cost. We ex-
pect to fully bear the cost of the short-haul transmission and would
be opposed to having a nationwide support for a long-haul trans-
mission and be unfairly disadvantaged.

Mr. MARKEY. Well, what could happen if we take Mr. Miller’s
charts—I guess they are not Mr. Miller’s charts. They are AEP’s
maps that have been put together. Is that right, Mr. Miller?

Mr. MILLER. The transmission map is AEP’s. We overlaid it on
wind and then the coal resource maps.

Mr. MARKEY. If that transmission plan was implemented, it
would bring a transmission line in from the Midwest very close to
the East Coast. What impact might that have on your planning for
renewable electricity off of the coastline or other parts of New Jer-
sey?

Mr. 1zzo. We would stop planning for that.

Mr. MARKEY. Why would you stop?

Mr. 1zzo. Well, because we would not be able to be competitive
with the cost of the wind if it is not burdened by the cost of trans-
mission. So the wind from the Midwest if it does not face the trans-
mission charge would be cheaper in that case.

Mr. MARKEY. Now you are up in the Great Lakes, Mr. Joos.

Could you talk about that as well in terms of the potential re-
newables coming in off the Great Lakes and what impact that
could have for Michigan and what could happen if, instead, power
is wheeled in from other parts the country through Federal pre-
emption and Federal eminent domain takings?

Mr. Joos. It is a bit similar but maybe two aspects to what Mr.
Izzo said.

First of all, it is clearly windier in the Dakotas for example that
it is Michigan. Michigan has wind resource even on land, but it is
not as windy in the Dakotas. So instead of 42 percent roughly ca-
pacity factors, you might see in the range of 30 percent capacity
factor.

However, once the cost of transmission to get the power from the
Dakotas to Michigan is taken into account, it is cheaper to develop
it in Michigan.

Now you mentioned offshore, Michigan does have a very strong
offshore wind resource. Unfortunately, offshore is still about twice
as expensive to develop than onshore resources. So when that cal-
culus is taken into account, we think it makes more senses to de-
velop the onshore resources in Michigan first.

Mr. MARKEY. Now you heard the earlier testimony about the
problem getting renewable energy resources from Dakotas over to
Minnesota and the blame being laid at the feet of the Federal Gov-
ernment. In that region, do you believe that is one of the main
problems that otherwise the regions have been able to harmonize
their electricity transmission policies in a way that is viewed as
fair to all States?

Mr. Joos. I am not familiar with specific Federal Government
problems that may have come up in Minnesota. My observation is
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that the regional planning process has been effective and is a good
solution to the problem.

I think as many of us are pointing out, you warp the economics
when you start putting effectively free transmission or postage-
stamp transmission across broad regions, and then you change the
economics dramatically rather than having them compete on a
stand-alone basis.

Mr. MARKEY. Now for our audience, when we say “postage
stamp,” what are you referring to? Why is the phrase “postage
stamp” used?

Mr. Joos. Effectively what a postage-stamp rate is, and it is used
an analogy to the Federal postal system, where you put a stamp
on a letter, and you can send it anywhere for the same price.

Mr. MARKEY. You could send it from the Dakotas to New Jersey
for the same price.

Mr. Joos. The reality, of course, is the costs are not the same.
And when we look at the cost of transmission to move power from
West to East, there is a significant cost involved. However, if that
cost is ignored and everybody pays the same price regardless of
how far it moves, it changes the economics, and yes, Dakota wind
would then be more economic on that basis, once the cost of trans-
mission is ignored, than Michigan or the East Coast. We don’t
think that is the right way to look at it.

Mr. MARKEY. And one of the things that we are really trying to
accomplish obviously in the Waxman-Markey bill is to generate re-
newable electricity and renewable energy jobs generally in all 50
States.

So Mr. Izzo here has a plan to, along with many other people in
New Jersey, to generate new renewable energy jobs that help with
the employment in his company, but in the State of New Jersey as
well. And we don’t want to invoke the law of unintended con-
sequences here and have a great revolution, have a standard im-
posed upon New Jersey and not have the jobs created in New Jer-
sey, especially if they have the richest renewable energy resource
right off their shore.

Mr. English.

Mr. ENGLISH. Mr. Chairman, I think you make a good point, but
I also suggest one other thing, that it might make more sense, in
light of the objective of the legislation and in light of the fact that
we are entering into a little different world than we have in the
past, that really what we are trying to do here is maximize the
amount of renewable energy that we get produced all over this
country.

Now the fact of whether it is produced in one State versus an-
other State, as long as it is the most cost-effective way in which
we produce it and we can in fact make use of it all across this Na-
tion, I would think would be the ultimate objective.

Now I can understand why some folks may want to look at this
very localized, and it may be a very parochial thing, but this is a
national piece of legislation. And we are trying to achieve a na-
tional objective, and the thing that is limiting us to being efficient
is this transmission system.

Mr. MARKEY. Absolutely, and by the way, we couldn’t agree more
on this.
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Mr. ENGLISH. So if you are looking at this map and the fact that
we are talking about along the coast, and they may have more
wind there, then obviously we ought to be looking, that is where
we ought to produce it, and we should use that most cost-effec-
tively. And that should be the driver in where we go. If we can’t
do that and have to do it out in the Dakotas, then fine, do it in
the Dakotas.

But it shouldn’t matter whether it is off the coast of Massachu-
setts or in the Dakotas, as long as we are meeting the Nation’s
needs, and we are going to have a huge amount of power that is
going to be necessary to come from renewable energy if we are
going to meet the objectives as outlined in the legislation.

One quick point, I know, I have a home down in South Carolina.
It is up on a mountain top. We have a huge amount of wind up
there, but I can assure you, if you try to build a wind generator
on that mountain, you are going to have a lot of people that are
going to be objecting to it, unlike what you will find in the Dakotas.

Mr. MARKEY. Absolutely.

I think the point that Mr. Izzo is making and Mr. Joos as well
is that, using this postage stamp analogy, it doesn’t cost $0.47 to
really move a letter from New Jersey to New York City. It probably
costs less, but the average is $0.47, so that someone from South
Dakota can mail a letter to New York City, and we have commu-
nications across the country. That is great, and we accept that. It
is the way it should be.

But what Mr. Izzo is saying is that if you do the same thing for
electricity and you make it the same price to transmit electricity
in from the middle of America to New Jersey as it would be to
bring it in off the coastline of New Jersey, then that is going to un-
dermine the economics of all the projects along the East Coast be-
cause it hasn’t factored in how much it costs to transmit that elec-
tricity 1,500 miles all the way into the East Coast market. And so
the question then becomes, how many new jobs will be created
along the East Coast of the United States if there is no incentive
any longer for Mr. 1zzo because he is almost bound by his obliga-
tion to his shareholders to take all of this very inexpensive but sub-
sidized electricity coming in from the Midwest?

So how do we square this circle, Glenn, so that Mr. Izzo and Mr.
Joos and others are not disincentivized to produce renewable elec-
tricity within their own service area?

Mr. ENGLISH. Broadbased fair rates, that is basically what you
are talking about. The people that are receiving the power, that are
using the power, are paying the cost. That is what it really comes
down to. If you are not talking about mailing that letter from the
Dakotas to some other region of the country, and you are talking
about, instead, what it costs to actually mail that letter to that lo-
cation, that is the real issue that you are coming down to.

Mr. MARKEY. Mr. Izzo, what would you respond to that?

Mr. 1zzo. So I would say that, if I looked at just this last year
alone, the price difference associated with transmitting power from
the plains States to New Jersey, depending upon how busy the
transmission lines were, range from $20 to $80 a kilowatt hour.
Typically, it was $30 to $40 a kilowatt hour. That means it would
be cheaper for a customer in New Jersey to use a wind farm oper-
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ating 25 percent of the time than to use a wind farm operating in
the plains 40 percent of the time, because it is the total cost that
matters.

If you eliminate transmission, then suddenly the 40 percent time
of the Dakota farm looks cheaper, but you have put a burden on
the American taxpayer, and you have ended our economic develop-
ment in that region.

Mr. MARKEY. Well, we want to be fair here, though, right? I
mean, that is our goal of the bill. We want to incentivize renew-
able—this green energy revolution should be everywhere, not just
in certain parts of the country. So we need to find a way then to
make sure that we don’t invoke this kind of consequence that un-
dermines economic development in States that have incredible re-
sources indigenous to them, and that is a real difficult problem
here and something we that we have to work through.

I apologize to everyone. I really could spend a whole afternoon
with you, and next week I might spend an afternoon with each one
of you in working out this issue, because we have to be fair. We
have to be fair. We have a big vision, but everyone, every State can
actually play a role here. There is actually a role for everyone, and
we have to make sure that we render to the East Coast the things
that are theirs; the things to the South that are theirs; and the
Midwest that are theirs; and the West that is theirs. The prairie,
the desert.

And, Glenn, even as you were saying you represent 75 percent
of the land mass of the United States, there is an ocean mass, too,
that is also out there. And we have to——

Mr. ENGLISH. We do have coastal co-ops, Mr. Chairman.

Mr. MARKEY. That is what I am saying to you, and so I want to
make sure those coastal co-ops are able to go out into the ocean
and have the incentive——

Mr. ENGLISH. I am with you.

Mr. MARKEY. So we have to work out a fair formula.

So I thank each of you. And we are going to have to stick close
together over the next couple of weeks so we can have this con-
versation and reflect what our national goals are, but with each
State, each region, and the history of each State and region; States
that are not even States, commonwealths, whether it be Virginia
or Massachusetts, have their own traditions in terms of what lands
are sacred that might not follow the traditional Federal Lands Act
but have just the same impact in terms of the relationship with the
history our States.

So I thank each of you, and I am going to turn over the remain-
der of the hearing to Congresswoman Baldwin who will bring it to
a conclusion. Thank you so much.

Ms. BALDWIN [presiding]. I don’t get to sit in this chair very
often, but I won’t make you stay long just because I am enjoying
it.

First, a quick comment, and I am construing or interpreting from
some of Mr. Welch’s testimony that there is a frustration with
some of the planning that is occurring at the State-level process.
And one of the things that I would just point out, and certainly we
have heard some testimony in the first panel about very successful
State-level planning, but if you look at Order 890 and this process,
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it is really relatively new and I think I would argue hasn’t yet been
given the chance to play out.

If you look at the area that I am most familiar with, the first
time MISO Order 890 planning processes were approved by FERC
and then subject to additional compliance requirements was on
May 15th, 2008. And thereafter, they had to do a filing in August
of 2008, where it was just approved on May 20th, 2009. So you
could make an argument that really just 3 weeks ago this is get-
ting underway, and it is a process to be given 12 to 24 months to
occur.

So it certainly concerns me to have a characterization of this
State and regional planning processes as not being—as being bro-
ken or not working when really much of the new focus that is sub-
ject to Order 890 is just underway.

I have one question for the panel with regard to, it goes without
saying that construction of a transmission super highway will be
a money maker for certain parties involved, and we heard the
chairman of FERC testify about the economics of transmission
siting, and construction as well as the guaranteed rate of return.

And so I guess I would like to ask you all what role, if any,
should these entities with profit interest play in the transmission
siting and decision-making process? How should we appropriately
limit or not the role that they play?

And why don’t we go from left to right this time and start with
Mr. Miller.

Mr. MILLER. I appreciate that question, that has been one of the
most troubling aspects of the planning process in the PJM region.
The PJM is essentially, from our perspective, a trade association of
utilities who are proposing projects and then ratifying the proposal
amongst themselves. They do not, until very recently, have a proc-
ess that complies with the FERC Order 890. They were looking
only at transmission solutions and not at alternatives. And they do
not do the kind of balancing of impacts, you know, other issues of
the public interest that State utility commissions more clearly have
authority to do.

So the current way we do regional transmission planning is very
disturbing. The owners of the transmission lines propose projects.
There is a reactive approval process, and there is no balancing of
other considerations, even within the alternative energy solutions
like energy efficiency DSM. They are starting to incorporate those
things, but the process is very conservative and very oriented to-
wards producing transmission solutions.

Ms. BALDWIN. Mr. Welch.

Mr. WELCH. Well, to go to your question, first, the frustration
that I feel with the planning process is that I would agree with you
that Order 890 went a long way, but the one thing that we don’t
have in MISO or any of the other RTOs, we don’t have full partici-
pation from all of the affected people. As a result of that, when you
are trying to do regional planning, you are not going to get to the
solution set that you need, number one.

Number two, like when we had problems in 2003 with the larg-
est blackout that affected this country, we finally came to the con-
clusion that NERC was funded improperly and wasn’t independent
in their decision-making for setting reliability standards. As a re-
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sult of that, we changed the way NERC was funded. It reports to
FERC. It is funded through an assessment through all the utilities,
and that assessment is paid to FERC, who then pays NERC, and
we have taken the financial incentives of the market participants
out of the RTO or, in this case, the reliability council.

So when we talk about independent planning, it is not about
some kind of closed-door deal here. It is about getting the financial
impacts off the back of the RTO so that they can do the job that
they are supposed to do.

Then when we get to that point, you have the question that says,
who should participate and which of the rates of return that these
companies should earn? I think that the fair thing to say, when you
start to build regional projects, that everyone is affected by it; they
should be all participating in as financial investors. This shouldn’t
be just a one-stop, one-person place, but those people should be
part of that investment proposition because they are all there to
make the grid work and work in a concert way.

When you build a regional grid, you have to have yourself in a
position where you can also maintain it. No one company could
ever go across thousands of miles, have linemen and line crews,
warehouse facilities and everything that we need. So it is going to
take the participation of all of those people on the route, but with-
out everyone being there at the table, this gets tough to do. So
when you get to that point, whatever the FERC says is just and
reasonable; that is what it will be.Ms. BALDWIN. Mr. Detchon?

Mr. DETCHON. I thank you for the question, let me suggest a way
to think about cost allocation and rate of return together. Under
the current system, private companies enter into agreements to
provide transmission, and they go out, and they raise the capital
on the markets to do that. So as our regulators consider that, they
have to provide the cost of that at the high cost of raising that cap-
ital and then a rate of return on top of that.

If the costs are more broadly shared, first of all, you have a guar-
anteed revenue flow which will reduce the cost of capital to raise
the money in the first place. And in the second, and therefore a re-
duced rate of return to the companies would be justified. So there
would be two ways by sharing the cost that you would reduce the
cost of building out this transmission, sharing it across a broader
range of customers.

Ms. BALDWIN. Mr. English.

Mr. ENGLISH. We have had many complaints about the fact that
it is difficult for electric cooperatives to participate in this process
both because of the size and the complexity and the type of exper-
tise that is required to participate independently, but also I think
a lot of it does come down to the situation that the big entities of
the region, quite frankly, are the ones that seem to have the con-
trol and the influence or at least feel that they should.

And many of those—so that basically does not have an all-inclu-
sive broad participation locally in designing many of the systems
that come forward.

Mr. ENGLISH. So, I think there is much work that needs to be
done in the improvements in that, and hopefully we are going to
see that in the future, but we need a broad-based planning system
in place.
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Ms. BALDWIN. Mr. Nipper.

Mr. NIPPER. Yes, ma’am. We would agree with the comments
that have been made that it really requires a participation by ev-
eryone involved, all the stakeholders, it is varied in our members’
views among regions, some a bit better than others, but it really
is necessary that everyone be at the table and be participating and
their input be counted.

I will say that, following up the comment on the RTO and ISO
regions—and they vary a bit, as well, among them; but the oppor-
tunities to participate, equally participate in the stakeholder proc-
ess with some of the other stakeholders, for our members leaves a
lot to be desired. I will say that.

And then I will lastly mention the benefits that I mentioned in
my testimony about joint ownership, and if there are opportunities,
equal opportunities for folks, and yet American transmission com-
pany is a good example of this, where an opportunity for broad and
joint ownership by multiple entities provides planning and other
benefits as well.

Ms. BALDWIN. Mr. Joos.

Mr. Joos. Well, I might just pick up on something Mr. Miller
said.

I think that FERC’s incentive policies have created a situation
where not only independent transmission companies but integrated
utilities that hold distribution, transmission and generation favor
investment and transmission for solutions to the problems, even if
they are not the most optimum solution. Because frankly the rates
of return are higher and the levels of risk are significantly lower
than other kinds of investments that might be under State regu-
latory policy vis-a-vis, for example, what the FERC has put in
place. So our concern is you see a rush to invest in transmission.

Now, I want to clarify again there are transmission projects that
make sense, and if they make good economic sense, they ought to
be supported. I think we have to be careful not to incent invest-
ment because of the low-risk, high-return environment vis-a-vis
public interest; and therefore, I do think broad public planning of
some nature is necessary with broad participation.

Ms. BALDWIN. And Mr. Izzo.

Mr. 1zzo. We operate both a regulated transmission and distribu-
tion business and an unregulated generation business. And the reg-
ulated transmission business provides reliability 99.99 percent of
the times through a regional planning process. It works and it
works well. And that is regulated and rates are based upon our
cost of service.

Our unregulated generation business always has to consider the
cost of connecting to the grid as part of its investment strategy and
fully bears that cost.

We need to dispel the notion that renewables are not being built
because of the transmission system. Renewables are not being built
because we are not sending clear price signals. This committee de-
serves congratulations on doing that through cap-and-trade and
through setting an RES.

And now, at the risk of being a little slip, the next thing I expect
to hear from people is that if only we had refrigerated freight
trains running free of charge from the North Pole, our local super-
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market would get its ice cubes through there. It just doesn’t make
sense to ignore the transportation charges.

Ms. BALDWIN. I want to thank all of you gentlemen again for
your time and expertise and your patience.

Before I adjourn, I need to ask unanimous consent that two let-
ters from FERC to Chairman Markey are put in the record. With-
out objection so ordered.

[The information appears at the conclusion of the hearing.]

Ms. BALDWIN. And with that, our hearing is adjourned.

[Whereupon, at 2:40 p.m., the subcommittee was adjourned.]

[Material submitted for inclusion in the record follows:]
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FEDERAL ENERGY REGULATORY COMMISSION

WASHINGTON, DC 20426

OFFICE OF THE CHAIRMAN June i I’ 20()9

The Honorable Edward J. Markey

Chair, Subcommittee on Energy and Environment
U.S. House of Representatives

Washington, D.C. 20515

Dear Chair Markey:

1 am writing in response to your June 3, 2009 letter seeking information
regarding the Federal Energy Regulatory Commission’s {Commission)
implementation of section 1241 of the Energy Policy Act of 2005 (EPAct 2005).

Incentive-based ratemaking is an important tool for the Commission to use
in appropriate circumstances to spur construction of needed transmission facilities.
For example, the directive of Congress in section 1241 that the Commission
develop incentive-based rate treatments has been implemented to provide
incentives for new transmission facilities designed to connect location-constrained
renewable energy resources to load centers. Renewable energy resources such as
wind, solar, and geothermal are usually found in economically developable
quantities at dispersed locations remote from load centers. For this reason, there
are often high costs associated with developing transmission facilities needed to
deliver power from such resources. Incentive-based rates are one way the
Commission can support the development of these facilities. While section 1241
has been effective in encouraging developers to come forward with these projects,
I have previously testified before Congress that I believe additional authority is
needed to ensure that these facilities can be sited and their costs can be fairly
allocated. Incentive-based rates also facilitate the Commission’s compliance with
section 1223 of EPAct 2003, as the Commission has used this authority to
incentivize advanced transmission technologies to increase efficiency, enhance
grid operations, and allow greater grid flexibility. !

Incentive-based ratemaking encompasses many techniques, including cost
recovery associated with construction work in progress (CWIP), recovery of costs

! See, e.g., New York Regional Interconnect, Inc., 124 FERC 9 61,259
(2008); Northeast Utils. Serv. Co., 124 FERC ¥ 61,044 (2008); Pepco Holdings,
Ine., 125 FERC § 61,130 (2008); and PacifiCorp, 125 FERC ¥ 61,076 (2008).
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associated with projects that are abandoned for reasons beyond the developer’s
control, and incentive return on equity {ROE) adders. Different incentive
techniques, or combinations thereof, are appropriate in different circumstances. In
evaluating requests for an incentive ROE adder, I believe that it is particularly
imporiant to focus on investments beyond those projects that are required to meet
the minimum standard for good utility practice. In my view, incentive ROE
adders should be targeted to non-routine investments that provide incremental
benefits such as those associated with the types of projects described above.

Consistent with the directive of Congress, the Commission issued a rule
(Order No. 679 %) to implement section 1241 of EPAct 2005. Under the approach
codified by Order No. 679, the Commission has granted incentive-based rate
treatment in a number of cases,’ and has denied requests for incentives in others.?

The responses to your specific questions, which are set forth below, provide
further detail regarding the Commission’s implementation of section 1241.

1. For how many transmission projects, and for how many total miles of
transmission lines, has FERC approved incentive rates? What is the financial
value of the incentive rates that each utility has received for these projects?

FERC has approved incentives under Order No. 679 for a total of 58
transmission projects, totaling approximately 10,700 miles of transmission lines
with estimated costs of $40.7 billion. Within that set, 50 projects received some
form of ROE incentive, often together with other incentives.” The weighted
average ROE adder for the projects granted incentives was 130 basis points (or

* Promoting Transmission Investment through Pricing Reform, Order No.
679, FERC Stats, & Regs. § 31,222, order on reh g, Order No. 679-A, FERC
Stats. Regs. § 31,236 (2006), order on rek’g, 119 FERC 4§ 61,062 (2007).

* See, e.g., Green Power Express LP, 127 FERC 1 61,031 {2009); Pioneer
Transmission, LLC, 126 FERC 61,281 (2009); Tallgrass Transmission LLC and
Prairie Wind Transmission, LLC, 125 FERC ¥ 61,248 (2008); and Potomac-
Appalachian Transmission Highline, L.L.C., 122 FERC Y 61,188 (2008).

4 See, e.g., Commonwealth Edison Co., 125 FERC 4 61,250 (2008); NSTAR
Elec. Co., 125 FERC ¥ 61,313 (2008); Trans-Allegheny Interstate Line Co., 126
FERC § 61,286 (2009).

5 The other eight projects received cost recovery associated with CWIP
and/or project abandonment costs.
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1.30 percent). If all of the projects are completed as planned at their projected
costs, the financial value of these ROE adders to the utilities would be
approximately $264 million, after tax,® assuming that every project had a capital
structure consisting of 50 percent debt and 50 percent equity. Please see
Attachment A for a list of all of the projects and approved incentive rates.

2. Which projects with approved incentive rates currently are being
developed and are these projects on schedule?

All profects are currently on schedule except for the Arizona portion of
Southern California Edison Company’s Devers to Palo Verde line (121 FERCY
61,168), New York Regional Interconnect, Inc.’s project (124 FERC 4 61,259),
and Central Maine Power Company’s and Maine Public Service Company’s joint
Maine Power Connection project {125 FERC 4 61,182). There are also several
projects where a construction timeline has not yet been fully developed under the
regional transmission planning process, including American Electric Power
Company’s and Duke Energy Company’s joint Pioneer project (126 FERC §
61,281), ITC Great Plains LLC’s KETA project and Kansas V Plan project (126
FERC ¢ 61,223), and ITC Holdings Corporation’s Green Power Express project
(127 FERC 9 61,031). Please see Attachment B for a list of all of the approved
projects and their construction status.

3. What are the net benefits of the transmission projects that have been
approved for incentive rates? What metrics has FERC developed to measure
the effectiveness of its incentive rate policy to ensure that reliable and
economically efficient transmission is being built?

There are multiple net benefits of the transmission projects that have been
approved for incentive rates. If constructed as proposed, these projects will permit
the interconnection of many thousands of megawatts of additional generation
capacity. This will provide reliability benefits and reduce the cost of delivered
power by reducing congestion costs. The applications have included major
“backbone” projects widely recognized as providing significant environmental
benefits as well. For example, one case involved Southern California Edison
Company’s Tehachapi project, to provide transmission for up to 4,500 megawatts
of primarily wind generation into the Los Angeles area. Another case involved the
Green Power Express project, to provide transmission for up to 12,000 MW of
renewable energy from Minnesota, lowa, and the Dakotas to major load centers in

¢ The ROE adders include any incentive granted specifically for the use of
advanced technologies, if applicable, and represent the first 12-month period for
each project.
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the Midwest. For all transmission incentives granted, the Commission has
imposed an annual reporting requirement, FERC Form No. 730, which collects the
capital spending targets and construction status for each approved project. This
information will help regulators and consumers monitor the actual and projected
capital spending targets for each project, as well as the construction schedule, to
ensure that the projects are completed in a reasonable timeframe and at reasonable
cost.

4, Has FERC approved incentive rates for transmission technologies that
increase the capacity and efficiency of existing transmission facilities and
improve the operation of the facilities?

In Order No. 6§79, the Commission required applicants for transmission
incentives to provide a technology statement detailing their consideration and
planned use of technologies that increase the capacity and efficiency of the
proposed transmission projects. The Commission has approved a stand-alone
incentive ROE adder for the use of advanced transmission technologies for the
Middletown to Norwalk project in Connecticut, jointly developed by the United
[luminating Company and the Northeast Utilities Service Company.

In addition, while not the sole basis for granting the incentive, the
Commission has approved incentive ROE adders for many projects, in part,
because of their use of advanced technologies. For example, the Commission
approved an incentive ROE adder for the Mid-Atlantic Power Pathway (MAPP)
project. In addition to providing a major new transmission backbone to reinforce
the eastern transmission grid, the MAPP project, as described by Pepco Holdings,
Inc. (125 FERC ¥ 61,130), will broadly deploy phasor measurement units and
other advanced sensors, microprocessor-based relays and other advanced controls,
substation wide-area-networks with integrated substation automation and
equipment and line monitoring, and dedicated fiber-optic communications links to
tie it all together. With this advanced equipment in place, Pepco Holdings expects
the MAPP project to: (1) optimize assets and operate efficiently; (2) minimize
sags, spikes, and other disturbances; (3) correct any problems quickly and with a
minimum of intervention by the grid operator; and (4) monitor, self-analyze and
diagnose the health and condition of equipment, and predict the malfunction or
failure of a device before the event occurs in order to take action to prevent the
malfunction or failure from occurring.
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The MAPP project and the above-noted Green Power Express project could
be considered to include many of the transmission-level features of a “Smart
Grid,” as envisioned by the Title X1II of the Energy Independence and Security
Act 0 2007. One of the main benefits of a smart grid at the transmission level
would be that it will provide much better information about actual system
conditions than has historically been available to system operators. With better
information, operators should be able to operate the system using less conservative
assumptions without compromising reliability. In other words, better data should
generally translate into increased useable capacity from the same transmission
lines, as the need to hold large amounts of capacity in reserve to address unknown
system conditions should be reduced. For these and other reasons, smart grid
technologies hold great promise for improving the operation and increasing the
capacity and efficiency of existing transmission facilities.

5. What are the risks or considerations that merit an incentive-based
return on equity? What analysis has FERC undertaken regarding the level of
risk that merit incentive rates and the higher rate of return required to incent
investment? For example, what percentage of the projects that meet the
criteria for receiving incentives have historically been unable to recover their
costs?

Order No. 679 describes the various risks and considerations that the
Commission takes into account when determining whether projects merit some
form of ROE incentive. Primarily, the Commission considers whether the project
ensures reliability or reduces congestion, consistent with section 1241 of EPAct
2005. The Commission also considers whether there are risks and challenges
unique to each projeect, such as whether there are financial or regulatory risks that
inhibit investment. For example, without an ROE incentive, some applicants
could suffer a credit ratings downgrade to junk bond status as a direct result of
undertaking the transmission project, and thus need the incentive in order to attract
investors to fund the project. ‘

ROE incentives are intended primarily to address financial risks. Because
transmission projects require significant outlays of cash, an ROE incentive should
improve cash flow, coverage ratios, and other financial metrics that help preserve
credit quality. Also, an ROE incentive should help encourage investment in
projects by offering investors a return commensurate with siting, construction,
regulatory, and other risks and challenges of the project. Project siting risks, for
example, often arise when dealing with multiple states and local municipalities
that may have different rules, agendas, and prioritics. Construction risks often
occur because projects have expedited construction schedules that require pre-
ordering and payment of expensive materials before receiving all of the needed
construction and/or regulatory approvals.
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At least as important, the Commission ensures that the rates resulting from
an ROE incentive are just and reasonable pursuant to section 205 of the Federal
Power Act (FPA) and the directive of Congress in section 1241 of EPAct 2005.
The Commission takes seriously its responsibility to balance consumer and
investor interests and protect consumers from excessive rates.

6. What percentage of the projects approved for incentive rates are a part
of an independent planning process? Which planning processes, if any, have
considered alternative technologies in identifying needed transmission
apgrades?

All of the projects approved for incentives rates are or will be part of an
open and transparent planning process, whether the projects are located inside or
outside the footprint of a regional transmission organization or an independent
system operator. The majority of the approved projects have already gone through
such an open and transparent planning process, while other projects have had
approval of incentives conditioned upon the completion of such a planning
process.

These open and transparent planning processes are set up to allow projects
to be proposed utilizing advanced transmission technologies, as well as
alternatives other than transmission projects, for solving reliability violations and
reducing the cost of delivered power by reducing congestion costs.

7. Have any of the incentives, sach as cost recovery associated with
construction work in progress or abandoned transmission projects, resulted
in customers paying for the costs of transmission that will not be placed in
service?

No. While the Commission has approved cost recovery associated with
CWIP, as well as incentives that would allow a developer to seek cost recovery in
the event a project is abandoned for reasons beyond the developer’s control, none
of these incentives has resulted in consumers paying for transmission projects that
will not be placed into service. Moreover, it is important to note that, even if a
project is abandoned in the future, the latter incentive alone does not guarantee
cost recovery. The Commission has ensured that consumers will be protected by
requiring a project developer to demonstrate in a Commission proceeding that the
costs it proposes to recover were prudently incurred and that the project was
abandoned for reasons beyond the developer’s control. In addition, a project
developer that wants to recover costs associated with a project that was
abandoned for reasons beyond the developer’s control must demonstrate in a
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Commission proceeding that the rate and cost allocation methodology it
proposes for recovery of those costs is just and reasonable.

There currently is a pending filing before the Commission by the Southern
California Edison Company to recover costs associated with the cancelied Devers-
Palo Verde line. For the other two projects that received incentive rates and have
since been cancelled, the New York Regional Interconnect project and the Maine
Power Connection project, the developers have made no filings before the
Commission to recover costs.

8. Does FERC have a process in place for reviewing the current incentive
rate policy to ensure that the program is cost beneficial to those paying higher
rates or taking on additional risk?

The Commission has multiple processes in place for ensuring consumer
benefits associated with transmission projects that receive incentive-based rates.
We review each project under section 205 of the FPA to ensure that the rates
charged to consumers are just and reasonable and that costs are prudently incurred.
As part of these proceedings, the Commission reviews individual metrics for
projects to ensure that the project benefits are justified on an ongoing basis. For
example, in cases where companies propose to recover transmission incentives in
formula rates, we require companies to file an annual report as part of their
formula rates, detailing project costs and true-ups of those costs, thereby providing
regulators and consumers with a forum fo review the prudence of those costs. As
noted above, for all transmission incentives granted, the Commission requires the
annual submission of FERC Form No. 730, allowing staff and the public to
monitor actual and projected capital spending targets and construction status to
ensure progress towards the project’s goals.

In addition, the Commission regularly examines its rules and policies to
ensure that they are achieving the desired goals. Because the incentive policy
established under Order No. 679 is relatively new, it has not yet undergone
significant revisions.

9. Does the Commission have a process to determine whether the various
incentives available continue to be necessary to encourage new investments?

The Commission continues to evaluate, on a project by project basis,
whether incentives are necessary to encourage new transmission investment.
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1 hope this information adequately addresses your questions. IfI can be of
any further assistance with this or any other Commission matter, please do not
hesitate to contact me.

Sincerely,

ce: The Honorable Fred Upton, Ranking Member
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FEDERAL ENERGY REGULATORY COMMISSION

WASHINGTON, DC 20426

OFFICE OF THE CHAIRMAN

June 11, 2009

The Honorable Edward J. Markey
Chair

Energy and Environment Subcommittee
Committee on Energy and Commerce
U.S. House of Representatives
Washington, D.C. 20515

Dear Chair Markey:

I am writing in response to your June 9, 2009 letter seeking
information from the Federal Energy Regulatory Commission (Commission)
regarding the effects of the Energy Policy Act of 2005 repeal of the Public
Utility Holding Company Act of 1935 (PUHCA) on investment in wholesale
transmission.

Enclosed are my responses to your questions one through six. With
respect to your June 10 clarification letter emailed today, I do need to
determine how long it will take to provide the analysis, particularly for
question seven.

I hope the enclosed information adequately addresses your first six
questions. If I can be of further assistance with this or any other
Commission matter, please do not hesitate to contact me.

cc: The Honorable Fred Upton, Ranking Member
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Questions for Chairman Wellinghoff
FERC
Subcommittee on Energy and Environment

Questions from Chair Edward J. Markey:

1. How many merchant transmission prejects, encompassing how
many total miles of transmission lines, has FERC approved since
PUHCA’s repeal in 20057 What is the percentage of total transmission
investment resulting from these merchant lines?

Answer: Since the repeal of PUHCA, the Commission has approved
pricing for three merchant transmission projects, encompassing 2,100 miles of
transmission. The total projected investment associated with these projects is
approximately $6.01 billion., According to data provided in annual reports by
public utilities to the Commission, total transmission investment for new lines and
transmission upgrades completed during the years 2006, 2007, and 2008 combined
was $6.09 billion. It should be noted, however, that these figures are not readily
comparable, in that the total projected investment associated with merchant
transmission projects will be incurred over numerous years as construction
progresses, while the total transmission investment during the years 2006 through
2008 represents actual costs of transmission additions completed in those years.

2. Could these transmission lines have been built even without
PUHCA’s repeal? Are there other quantifiable benefits in terms of
increased transmission investments that have been demonstrated from
the restrictions on the PUHCA 1935 heing eliminated?

Answer: Prior to the repeal of PUHCA, certain merchant transmission line
projects were proposed or developed.? Additional merchant transmission lines
have been proposed or developed since the repeal of PUHCA. I do not know and
have no basis on which to provide an opinion as to whether the post-PUHCA
projects could have been, or would have been, developed without PUHCA’s

! See Chinook Power Transmission, LLC and Zephyr Power Transmission,
LLC, 126 FERC ¥ 61,134 (2009); Linden VFT, LLC, 119 FERC Y 61,066, order
on clarification, 120 FERC ¥ 61,242 (2007).

? See, e. g., Neptune Regional Transmission System, LLC, 96 FERC §
61,147 (2001).
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repeal. Ido not have information regarding other quantifiable benefits in terms of
increased transmission investments that have resulted from PUHCA repeal.

3. How many utility mergers have taken place as a result of PUHCA’s
repeal that would not have been permissible had PUHCA remained in
place?

Answer: Since the repeal of PUHCA, the Commission has approved
several large mergers (as noted in the Answer to Question No. 4 below). [ cannot
state with certainty whether these transactions would or would not have been
permissible under the relevant standards of PUHCA. To secure the approval of
the Securities and Exchange Commission (SEC), proponents of mergers involving
non-contiguous utilities (that is, utilities that are not directly interconnected and
with non-adjoining service territories) needed to satisfy PUHCA’s “integration”
standard. I do not know whether the SEC would have found that the
MidAmerican/PacifiCorp merger or the acquisition by Macquarie (which already
owned a Pennsylvania utility) of Puget Energy (in the State of Washington), for
example, would have satisfied the “integration” standard under PUHCA. In that
regard, however, the SEC did approve certain mergers of non-contiguous utilities
prior to PUHCA repeal (e.g., Exelon/PECO, American Electric Power/Central and
South West, Carolina Power & Light/Florida Progress).

4. What changes in utility market share has resulted from these
approved mergers?

Answer: Among the more significant mergers the Commission has
approved since the enactient of PUHCA 2005, please note the following: In the
KeySpan/National Grid merger, the market share increased from 16 to 17 percent
in the New York City zone of the New York Independent System Operator (New
York ISOY; from 71 to 72 percent in the Long Island zone; and from 16 percent to
20 percent in the New York ISO as a whole. The markets operated by the New
York ISO are subject to Commission-approved market monitoring and market
power mitigation. In addition, as a condition of the merger authorization,
KeySpan and National Grid must seek prior Commission authorization for sales
from upstate New York generating resources into the New York City or Long
Island zones.

In the other two of the three largest mergers authorized by the Commission
since the repeal of PUHCA, there was little or no geographic overlap between the
merging companies, so the market shares were not affected. In the Duke/Cinergy
merger, Duke’s market share in its home balancing authority area remained at
approximately 75 percent. Duke is not authorized to make market-based rate sales
in its balancing authority area because of its dominant position in the area and
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therefore can only make wholesale sales pursuant to a cost-based tariff approved
by the Commission. Cinergy’s market share remained at approximately nine
percent in the market operated by the Midwest Independent System Operator. In
the MidAmerican/PacifiCorp merger, MidAmerican’s market share in its home
balancing authority area remained at 56 percent. PacifiCorp’s market share
remained at 56 percent in the PacifiCorp-Fast area (covering parts of 1daho,
Wyoming and Utah) and 58 percent in the PacifiCorp-West area {covering parts of
Montana, Oregon and northern California). Like Duke, MidAmerican does not
have market-based rate authority in its home area. PacifiCorp, by virtue of its
significant retail native load obligation, has a much lower number of megawatts
available to compete in the wholesale market (less than 20 percent in almost all
season/load conditions), and thus was able to retain its market-based rate
authorization in its home balancing authority areas.

5. Please respond to the following questions regarding the concerns
raised by the GAO report cited above:

a.) Why has the FERC failed to beef up its oversight of utility
mergers and acquisitions following PUHCA’s repeal?

Answer: As you know, in conjunction with the repeal of PUHCA,
FPA section 203 was amended to give the Commission significant new
authority to review certain holding company mergers, acquisitions of utility
and holding company securities, and certain transfers of generating
facilities. Amended FPA section 203 sets forth specific standards that must
be met before any proposed transaction can be approved. As described
more fully in the response to Question No. 6, below, beginning in
December 2005, the Commission revised its regulations specifically to
address possible cross-subsidization or encumbrance of assets resulting
from a merger or other FPA section 203 transaction. Subsequently, the
Commission also issued a policy statement to provide guidance on the
types of section 203 transactions that do not raise cross-subsidy concerns
and guidance on the types of commitments applicants could make and the
ring-fencing measures applicants could offer to address potential cross-
subsidy concerns. See FPA Section 203 Supplemental Policy Statement,
FERC Stats. & Regs. 4 31,253 (2007) (Supplemental Policy Statement),
order on clarification and reconsideration, 122 FERC {61,157 (2008). The
Supplemental Policy Statement also supplemented the Commission’s 1996
Merger Policy Statement, the analytical framework for the Commission’s
analysis of the impact of a merger on competition.

In addition to these measures, the Commission announced in one of
the first mergers following the effective date of the new section 203
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provisions, National Grid plc, 117 FERC ¥ 61,080 (2006), that it would
impose on all section 203 transactions involving a holding company a
condition that members of the holding company adhere to specific pricing
restrictions on non-power goods and services transactions between
“unregulated” companies and their public utility affiliates with captive
customers. Further, the Commission in February 2008 also adopted in its
regulations non-power goods and services pricing restrictions on all
transactions between unregulated companies and their public utility
affiliates with captive customers. The Commission also adopted
recordkeeping and reporting requirements for utility holding companies and
their service companies, and detailed accounting requirements for
centralized service companies. These requirements will enhance the ability
of the Commission and the public to monitor for cross-subsidization.

The Commission has taken appropriate actions to ensure careful
review and diligent monitoring of mergers and acquisitions. The
Commission understands the importance of scrutinizing merger
applications and imposing any conditions needed to prevent harm to
consumers. Our orders in merger cases demonstrate our vigorous
implementation of this approach. For example, as noted above in the
response to Question No, 4, in order to protect consumers from merger
related harm to competition, as a condition of the KeySpan/National Grid
merger authorization, KeySpan and National Grid must seek prior
Commission authorization for sales from upstate New York generating
resources into the New York City or Long Island zones. The Commission
also recognizes the need to monitor post-merger compliance with
Commission conditions, and has bolstered its efforts in this regard.

For example, we have performed an audit involving merger
conditions in NSTAR (Docket No. FA07-1) and are in the process of
conducting audits involving merger conditions, holding company and
service company books and records, and market-based rate authority in
American Electric Power, Inc. (FA09-7-000), Duke Energy Corp., (FAQ9-
8-000), Entergy Services, Inc. (FA09-9-000), and National Grid, USA,
{(FA09-10-000). Also, as part of our annual audit planning cycle, the
Commission will take additional merger-related audits into consideration
with our other priorities and the number of available resources.

b.) Why has FERC chosen to rely largely on utility self-reporting
of post-merger cross-subsidization rather than step up its
oversight or auditing activities to ensure that such cross-
subsidization does not occur?
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Answer: As previously stated in its response to the draft GAO
report, the Commission has never relied on self-reporting as its primary
enforcement mechanism to prevent inappropriate cross-subsidization or
assure compliance with other regulatory requirements. Cross-subsidization,
by its very nature, does not lend itself to being self-reported.

The Commission relies on other tools to police cross-subsidization.
The Commission has in place affiliate pricing restrictions - which are not
limited to public utilities involved in mergers - addressing both power and
non-power sales between affiliates and recently completed a rulemaking on
this subject. See Cross-Subsidization Restrictions on Affiliate
Transactions, Order No. 707, FERC Stats. & Regs. 931,264, order on
rehearing, Order No. 707-A, 73 Fed. Reg. 43,072 (July 24, 2008), FERC
Stats. & Regs. § 31,272 (2008). The Commission also has specific and
detailed record retention rules for holding companies and their affiliates, as
well as a new standardized Uniform System of Accounts (adopted in
October 2006) that must be followed by all centralized service companies,
thus providing greater transparency to protect ratepayers from paying
improper service company costs. Centralized service companies must also
file an annual report (Form No. 60) containing financial information and
information related to non-power goods and services provided to affiliates.
Information collected in this form, which is available electronically to
market participants and the public, can be used in detecting potential cross-
subsidization. Other types of service companies (e.g., a special purpose
service company) also have an annual reporting requirement containing a
narrative description of the service company’s functions during the prior
calendar year. These measures, coupled with our ratemaking authority,
compliance measures, auditing, and the penalty authority under the Federal
Power Act provide adequate customer protection and policing over a
regulated entity’s transactions with its affiliates,

Moreover, it is important to note that the Commission commenced
and subsequently completed the audits of Exelon Corporation (FA08-4-
000), Allegheny Energy, Inc. (FA08-3-000) and The Southern Company
(PA08-6-000) shortly after the effective date of PUHCA repeal in February
2006. The Commission is currently conducting the audits of American
Electric Power, Inc. (FA09-7-000), Duke Energy Corp., (FA09-8-000),
Entergy Services, Inc. (FA09-9-000), and National Grid, USA (FA09-10-
000). The audits involve an examination of merger conditions, holding and
service companies’ books and records, and market-based rate authority.
These companies are some of the largest utility holding companies in the
nation.
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¢.) Why has FERC chosen not to undertake a risk assessment for
companies it regulates in order to better focus its audit and
oversight activities on those companies whose consumers might
be most at risk of being harmed as a result of cross-subsidies or
other anti-competitive actions by the utility?

Answer: The Commission uses a risk-based approach in selecting
merger and PUHCA audit candidates. Our risk-based approach entails a
comprehensive review of all section 203 merger orders, audit materials
obtained from the SEC; examination of financial information contained in
FERC Form No. 60 (service company report), FERC Form No.1 (annual
report of public utilities), and SEC filings; rate information gathered from
Commission filings; and discussions with the Commission’s legal and
technical experts. The risk-based approach described above results in a
preliminary risk assessment that takes into account, for example, the
amount and type of costs reported in the FERC Form No. 60 and FERC
Form No. 1; compliance problems gleaned from the non-public audit
reports previously issued by the SEC; information on affiliate transactions
included in SEC filings as well as other pertinent financial information
affecting stock and bond prices; a review of Federal and state commission
actions regarding affiliate transactions; and discussions with Commission
legal and technical experts. Finally, shortly after the audit commences, the
Commission audit staff discusses the audit scope, objectives and any other
matters with state commission officials.

d.} In the absence of strong protections against cross-
subsidization, how can the Subcommittee be assured that the
higher “incentive” rates the Commission has been approving for
utility investments in transmission actually go for that purpose,
rather than subsidizing other utility expenses or even being
diverted to non-utility affiliates of a utility holding company?

Answer: As noted above, the Commission has taken several
significant steps to ensure strong oversight and protection against improper
cross-subsidization. It also must be emphasized that Congress, in directing
the Commission to adopt incentive-based transmission rates for
jurisdictional utilities, did not change the “just and reasonable” ratemaking
standard under FPA section 205. Thus, the Commission reviews incentive
rate proposals under the standards of section 205. Utilities must also follow
the accounting rules established by the Commission which provide the
Commission a basis for determining what costs are being incurred. Also, as
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part of our annual audit planning cycle, the Commission will take audits of
utility investments in transmission into consideration with our other
priorities and the number of available resources.

In addition, the Commission monitors any transfer of assets and
dividends between regulated utilities and their parent companies or
affiliates via the FERC Form 1, filed on an annual basis, and the FERC
Form 3-Q, filed on a quarterly basis.

6. On the day that the Energy Policy Act of 2005 was signed into law,
Representative Dingell and 1 wrote to then-Chairman Kelliher and
other federal agencies regarding needed compensatory measures to be
undertaken following PUHCA’s repeal in order to spare utility
consumers and investors from a repetition of the types of abuses that
led to PUHCA'’s enactment in the first place. In that letter, we
requested, among other things, that “FERC use its existing legal
authority under the Federal Power Act, which section 1267(a) of
EPACT expressly preserves, to adopt such general rules” as the
Commission determines necessary to protect against mergers that
result in cross-subsidization of a nen-utility associate company or the
pledge or encumbrance of utility assets for the benefit of an associate
company.” [footnote omitted] To my knowledge, the Commission never
did so. Would the Commission now be willing to consider taking such
action? If not, how can the Subcommittee be assured that utility
consumers are not having their rates raised to pay for transmission
assets that are not being used for their designated purpose, but are
instead being used to cross-subsidize some other activity or are being
used to overpay a non-utility affiliate for products or services relating
to such transmission construction?

Answer: As noted, in December 2005, the Commission exercised its legal
authority under the Federal Power Act to revise its regulations specifically to
address possible cross-subsidization or encumbrance of assets resulting from a
merger or other FPA section 203 transaction. Merger applicants must now make
what is called an “Exhibit M” filing, which is a detailed showing (based on facts
and circumstances known or reasonably foreseeable) that the merger will not
result (at the time of the transaction or in the future) in the following activities by a
traditional public utility that has captive customers or that operates Commission-
jurisdictional transmission facilities, in each case for the benefit of an associate
company: (2) the transfer of facilities, (b) the issuance of securities, (¢) the pledge
or encumbrance of assets, and (d) the execution of contracts other than approved
contracts for non-power goods and services. Also, the applicants must disclose
any pledges or encumbrances of utility assets existing at the time of the
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application. If the applicants cannot provide adequate assurances against such
activities, they must demonstrate that the activities are consistent with the public
interest.

Following two technical conferences, in which the Commission sought
input from state commissioners and others on what additional measures (including
ring-fencing) the Commission should take to protect customers against
inappropriate cross-subsidization, in July 2007 the Commission also issued the
Supplemental Policy Statement. The Supplemental Policy Statement provided
clarification and guidance on the types of section 203 transactions that do not raise
cross-subsidy concerns and guidance on the types of commitments applicants
could make and the ring-fencing measures applicants could offer to address
potential cross-subsidy concerns. First, the Commission adopted a policy to defer
to state commissions where the state adopts or has in place ring-fencing measures
to protect customers unless those measures are inadequate to protect wholesale
customers. If, based on the record of the transaction before the Commission,
however, the state measures are inadequate to protect customers in a given case,
the Commission will adopt supplemental measures as appropriate. If the state
does not have authority 1o act on a section 203 transaction, the Commission will
fill any regulatory gap by imposing ring fencing protections where appropriate. It
is important to note that, where the Commission does defer to ring-fencing
protections adopted by a state, the Commission’s approval of the proposed section
203 transaction is premised on compliance with those ring-fencing protections and
the Commission may audit and enforce compliance with those protections just as it
enforces any additional protections it may accept or impose for a particular
transaction; failure to abide by the restrictions constitutes a violation of the
Commisston’s order approving the transaction. In addition, the Commission made
clear in the Supplemental Policy Statement that, if it approves a transaction under
section 203 (with or without ring-fencing measures), the Commission retains
authority under FPA section 203(b) to later impose additional cross-subsidy
protections or modify any previously-approved measures.

Second, the Supplemental Policy Statement also provided specific guidance
on the types of protections companies might adopt to make the demonstration
required by Exhibit M, referred to above, where a state has not required or does
not have authority to require ring-fencing provisions. For example, the
Commission stated that a ring-fencing structure related to internal corporate
financings, i.e., money pool or cash management transactions, could include some
or all of the following elements, depending on the circumstances of the proposed
transaction:

(1) the holding company participates in the money pool as a lender only
and it does not borrow from the subsidiaries with captive customers;

10



270

(2) where the holding company system includes more than one public
utility, the money pool for subsidiaries with captive customers is separate
from the money pool for all other subsidiaries;

(3) all money pool transactions are short-term (one year or less), and
payable on demand to the public utility;

(4) the interest rate formula is set according to a known index and
recognizes that internal and external funds may be loaned into the money
pool;

(5) loan transactions are made pro rata from those offering funds on the
date of the transactions;

(6) the formula for distributing interest income realized from the money
pool to money pool members is publicly disclosed; and,

(7) the money pool administrator is required to maintain records of daity
money pool transactions for examination by the Commission by transaction
date, lender, borrower, amount and interest rate(s). '

Thus, while not adopting a set of mandatory one-size-fits-all federal ring-
fencing protections in the Supplemental Policy Statement, the Commission gave
detailed guidance regarding the types of restrictions that, from the federal
viewpoint, might be appropriate depending upon the particular facts presented. It
made clear that the forms of ring-fencing protections listed were examples of
protections the Commission would consider in evaluating proposed ring-fencing
measures and stated that appropriate ring-fencing measures would depend on the
facts presented and the specifics of an applicant’s corporate structure, to be
evaluated on a case-by-case basis. It also noted that the listed measures were
among those typically approved by the SEC under PUHCA and/or adopted by
state commissions.

In addition to the adoption of the new FPA section 203 requirement for an
Exhibit M filing and the policies and guidance set forth in the Supplemental Policy
Statement, the Commission announced in one of the first merger cases following
the effective date of the new section 203 provisions, National Grid plc, 117 FERC
4 61,080 (2006), that it would impose on all section 203 transactions involving a
holding company a condition that members of the holding company adhere to
specific pricing restrictions on non-power goods and services transactions between
“unregulated” companies and their public utility affiliates with captive customers.
Further, because cross-subsidy concerns regarding both power and non-power

11
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goods and services transactions can arise not only at the time of a proposed
merger, but rather on an ongoing basis, the Commission in July 2007 also adopted
in its regulations non-power goods and services pricing restrictions on all
transactions between unregulated companies and their public utility affiliates with
captive customers. The Commission also adopted recordkeeping and reporting
requirements for utility holding companies and their service companies, and
detailed accounting requirements for centralized service companies. These
requirements will enhance the ability of the Commission and the public to monitor
for cross-subsidization.

Also, as noted above, in response to PUHCA 2005, the Commission’s
Office of Enforcement is auditing affiliated transactions to detect and deter cross-
subsidization. These audits include some of the largest utility holding companies.
if information gained from these audits or elsewhere indicates a need for increased
auditing, the Commission will either shift resources to such audits or, if necessary,
seek additional resources from the Congress.

Importantly, all of these new requirements are in addition to the
Commission’s traditional and broad ratemaking authority to disallow rate recovery
of costs found unjust and unreasonable as improper cross-subsidies. This
authority applies to all utilities, whether or not they engage in cross-subsidies
resulting from a merger.

12




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck true
  /PDFX3Check false
  /PDFXCompliantPDFOnly true
  /PDFXNoTrimBoxError false
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <>
    /CHT <>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV <>
    /HUN <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF che devono essere conformi o verificati in base a PDF/X-1a:2001, uno standard ISO per lo scambio di contenuto grafico. Per ulteriori informazioni sulla creazione di documenti PDF compatibili con PDF/X-1a, consultare la Guida dell'utente di Acrobat. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 4.0 e versioni successive.)
    /JPN <>
    /KOR <>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die moeten worden gecontroleerd of moeten voldoen aan PDF/X-1a:2001, een ISO-standaard voor het uitwisselen van grafische gegevens. Raadpleeg de gebruikershandleiding van Acrobat voor meer informatie over het maken van PDF-documenten die compatibel zijn met PDF/X-1a. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 4.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents that are to be checked or must conform to PDF/X-1a:2001, an ISO standard for graphic content exchange.  For more information on creating PDF/X-1a compliant PDF documents, please refer to the Acrobat User Guide.  Created PDF documents can be opened with Acrobat and Adobe Reader 4.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /HighResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


		Superintendent of Documents
	2012-07-19T00:30:46-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




