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My name is Timothy Alan Simon, CPUC Commissioner. Thank you all for your participation.  
I am pleased to see FERC Commissioner John Norris in the audience who spoke earlier.  I thank moderator Dave Adams for setting the stage and Charles Combs and Johannes Pfeifenberger for participating in this panel.  
I have been following the development of transmission in California from the California regulator perspective. California is a one ISO state so our issues are slightly different than ISO/RTO running the grid in multi-states or states without an ISO/RTO. However transmission expansion and upgrade are not only California issue since often California’s renewable resources will come from out of state to meet California’s aggressive Renewable Portfolio Standards.  Wise investment choices need to be made for California and the west that will bring a competitive electricity market requiring the need to address multi-state/multi-jurisdictional projects in the western region that goes beyond California.  The inability to site and build adequate transmission lines to interconnect renewable generation to the grid can prevent California from meeting its RPS goals.

Cost allocation of transmission projects basically determines which customers pay how much of the cost of building and operating a new transmission line that crosses several states.  It can be said cost allocation is the single largest impediment to any transmission development.  The cost for all transmission operated by the CAISO is allocated to all participating Transmission Owner (PTOs) within the CAISO control area.  From the financial standpoint, an organization that builds new, approved transmission within the CAISO footprint is essentially guaranteed full cost recovery via the rate base.  Any cost allocation proposal that has broad support across a region is more likely to provide adequate incentives to construct new infrastructure than one that does not. The states, which have primary transmission siting authority, may be reluctant to site regional transmission projects if they believe the costs are not being allocated fairly. Similarly, a proposal that allocates costs fairly to participants who benefit from them is more likely to support new investment than one that does not. 
Today I want to talk on the following four areas:

· Many cost-allocation issues may not apply to California as it is a one state – 
one ISO

· Removing Right of First Refusal provides competition

· Appropriate incentives for transmission projects must be recognized

· Transmission planning without cost allocation from the get go will be ineffective 

Many cost-allocation issues may not apply to California as it is a one state – one ISO

California has a well organized transmission planning process in place.  Many problems of transmission planning in other states may not be present in California like in non-ISO/RTO states or in regions with multi-state ISO/RTOs.  Having said that I also recognize that transmission providers in neighboring planning regions need to agree on a common interregional cost-allocation process for new interregional facilities where both regions determine the projects would be more cost-effective.  If regions could not agree on a process, the question remains should FERC serve as the decision maker?   This is too early to conclude as I understand many parties have asked for rehearing of FERC’s recent Order 1000. 

I want to talk now how the current regulatory process designates transmission siting and allocates transmission costs in California.   

California Regional Planning

The transmission projects are identified by regional transmission planning by WECC Transmission Expansion Planning Policy Committee (TEPPC) for evaluating the long term regional needs.  In addition, y the California Transmission Planning Group (CTPG) focuses on identifying any transmission infrastructure additions essential to attain the state-mandated RPS requirements of 33% by 2020. 

Similarly, the California Independent System Operator (CAISO) identifies, evaluates, and approves new transmission facilities through its transmission planning process. CAISO begins with a regional transmission planning based on a) Reliability b) Economics c) Policy assessments.  CAISO also considers Generator Interconnection Requests.  

To address regional transmission planning there are also Renewable Generation and Transmission Planning (RETI – identifies renewable energy zones and recommend bestter transmission projects) and Western Renewable Energy Zones (WREZ – identifies renewable energy zones throughout the west).

After the transmission projects are identified developers/ Participating Transmission Owners (PTO) submit projects matching the CAISO plans.  Then the permitting process involves data collection, biological and archaeological surveys.  Finally CPUC grants the Certificate of Public Convenience and Necessity (CPCN) that completes the siting process with the CEQA (California Environmental Quality Act) licensing.  It is noteworthy that the CPUC CEQA process also looks at non-transmission alternatives like the battery storage, capacitors, distributed generation, energy efficiency, demand response, California Solar Initiative all of which can reduce stress on the transmission grid.  

Next the CPUC Administrative Law Judge approves the project via a decision and the CPUC Commissioners vote on the decision.  (Sometimes non-incumbent transmission owner can go through a muni for CEQA certification like the Trans Bay project that was sited via the City of Pittsburg CEQA permitting process).  

When all the above processes are completed, the transmission construction starts.  It is important to note here that while the development of transmission is crucial in California, the renewable power progress is slowed down by generator interconnection process – especially in the development of small generator interconnection program where long queue made it extremely slow for generators to interconnect.  FERC, CAISO, utilities, stakeholders got involved to address methods to improve the large generator interconnection process.  Recently the CPUC is looking into improving the small generator interconnection process (CPUC jurisdiction) at the distribution level by modifying CPUC Rule 21 process.  

CAISO Cost Allocation  

The capital costs of the network upgrades are rolled-in to general transmission rates of the participating transmission owners and recovered through CAISO’s grid-wide Transmission Access Charge (TAC), subject to FERC oversight and approval. (This is the Postage Stamp model for network upgrades greater than or equal to 200 kV).  If the network upgrades occur as the result of a planned interconnection of a large generator facility, the generator owner may be required to pay for the upfront capital costs. The generator owner is eventually reimbursed for these costs, however, and the participating transmission owner may, at its own election, agree to initially pay for the necessary network upgrades, thereby relieving the generator owner of the upfront capital costs. (This is the license plate model for facilities less than 100 kV).

Merchant Projects 

Merchant projects are transmission upgrades and additions that are turned over to CAISO operational control and for which the developer has decided to forego rate-based recovery of the investment cost through the TAC. The merchant is eligible to receive an allocation of 30-year option Congestion Revenue Rights (Merchant CRRs) in a quantity that reflects the incremental capacity the merchant project adds to the CAISO grid.

Removing the Right of First Refusal provides competition

The right of first refusal gives priority rights for incumbent utility transmission providers to build certain grid projects.  The incumbent transmission providers should not enjoy undue, tariff-based advantages to block merchant developers from building projects.  There must be competitive opportunity for non-incumbent transmission developers except where incumbent transmission owners are the best to upgrade in the interest of the transmission ratepayers.  Right of First Refusal may make sense in certain limited cases where such discrimination can be shown to be just and reasonable, as determined through the application of objective standards.  For example, circumstances where there are valid constraints regarding a proposed project’s use of an incumbent transmission owner’s existing facilities, or regarding maintaining timely and reliable service to load and generation customers. 

Appropriate incentives for transmission projects must be recognized

In recent months there is an initiative by FERC to reconsider its transmission incentive rate policies on “the scope and implementation” of FERC’s incentives regulations and policies under Order 679 (FERC Docket No. RM-11-26-000).   

In the past FERC rule has granted extensive Return on Equity (“ROE”) incentives to California incumbent transmission utilities without a thorough and rigorous analysis of the actual risks facing the applicants. In numerous cases California’s incumbent transmission owners have been granted ROE incentives to even where these companies’ “downside” has been covered by other incentives such as 100 percent abandoned plant recovery and 100 percent recovery of construction work in progress (“CWIP”) in rate base.  Once a utility has been accepted by the CAISO as a participating transmission owner, the utility faces reduced risk because cost recovery for its transmission is rolled into the Transmission Access Charge. This reduces risk and an automatic ROE adder for California regulated utilities can be problematic.  

I believe ROE incentives such as ROE adders should be granted only if atypical situations arise where an independent transmission owner takes extra risks and does not get cost recovery through rate base.  The existing FERC rule determines that applicants must demonstrate a "nexus," or linkage, between a proposed incentive and demonstrable risks and challenges faced by the applicant.  Independent transmission owners face higher risks than IOUs and require a higher ROE then such entities be granted the extra incentive.  I favor granting non-ROE incentives to independent transmission owners if they can demonstrate that these incentives are necessary to reduce risks and attract capital in absence of cost recovery via rate base.

Transmission planning without Cost Allocation from the get go will be Ineffective 

Transmission planning and cost-allocation are interrelated and must be addressed together from the initiation of the project.  This is a collaborative process between federal and state regulators, developers, and ratepayers.  A fixed rule on all synchronization in inter-regional planning for a broad region may be difficult to implement.  Coordination and joint effort are most effective when benefits and beneficiaries are clearly anticipated and sufficient information exchange has taken place.  Case specific inter- regional cost allocation model has less chance to dispute and delay in transmission building.  It is important to recognize that cost-allocation has different impacts on different stakeholders.  Developers may like broad cost allocation where transmission benefits all beneficiaries and costs must be socialized where all must pay.  Ratepayers who are not affected by the transmission project and are in transit regions may not want to pay.  Similarly generators paying all costs early upgrade face the free rider problem where late comers connect to the grid without paying for the upgrades.  

California’s RETI (Renewable Energy Initiative) process is a good example of a collaborative process with public participation from the get go.    Transmission need is driven by public participation at the “upstream” end of the transmission planning and development.  Similarly, a cost allocation process should be addressed from the get go with all stakeholder participation.   

Conclusion

There are areas where federal initiative may work just fine like the current effort to speed up the federal siting process by consolidating the Rapid Response Task Team (RRTT).  RRTT will speed up the federal permitting process.  However standardized transmission policy and cost allocations can be received differently by different states.  States with vertically integrated utility may address it one way; multi-states with ISO/RTO may have another way.  Similarly, one state one ISO like California may even address it differently.

It is crucial that in the context of FERC order 1000 state commissions should play an important role in transmission planning and cost allocation, especially with regard to State policy initiatives and integrated resource plans.  State commissions should not be seen as just another stakeholder in this process.  After all state regulators that will be requested to pass through costs to ratepayers under Order 1000 should have the opportunity to evaluate and select transmission projects.  Similarly it should be clarified that Order 1000 does not intend to interfere with State siting authority.  The bottom line is that it is in the interest of the federal, regional, state and local entities to keep the transmission grid reliable and create a collaborative process so electricity will be delivered to end users at the lowest reasonable cost.  Thank you and I will be happy to answer any questions.  
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