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INTRODUCTION

Pursuant to the Notice of Inquiry (NOI) issued bg Federal Energy Regulatory
Commission (FERC or Commission) on March 21, 2btt® National Rural Electric
Cooperative Association (NRECA) submits its commeat the Commission’s inquiries on the
scope and implementation of its electric transraisancentives regulations and policies.

NRECA is the national service organization repréaegrthe interests of the nation’s
almost 900 member-owned, not-for-profit rural eleattilities. America’s electric cooperatives
provide electric service to approximately 42 millipeople in 47 states. Rural electric
cooperatives serve 56 percent of the nation’s las$B88 percent of all counties, and 12 percent
of the nation’s electric customers, while accoumfor approximately 13 percent of all electric
energy sold in the United States. NRECA’s mendo@peratives include 831 distribution
cooperatives and 62 generation and transmissiomj@&operatives. Distribution cooperatives
provide power directly to their end-of-the-line meen-consumers. Nearly 80 percent of the
distribution cooperatives are members and ownetiseoG&T cooperatives, which generate and
transmit power to these distribution cooperativEle remaining distribution cooperatives
receive power from other generation sources. Digiopn and G&T cooperatives share an
obligation to serve their members by providing sedééable, and affordable electric service.

NRECA has patrticipated actively in the developnaihe Commission’s electric
transmission incentives policies over the yearsingafiled comments in the rulemaking that led

to Order No. 679and in response to the inquiries that led to thm@ission’s 2012 Incentives

Inquiry Regarding the Commission’s Electric Transsion Incentives PoligyNotice of Inquiry, 166 FERC
61,208 (2019).

2 Promoting Transmission Investment through PricirgdRm Order No. 679, 116 FERC 1 61,067der on
reh’g, Order No. 679-A, 117 FERC 1 61,345 (20@8yler on reh’g 119 FERC { 61,062 (2007%ee
Comments of the National Rural Electric Cooperafigsociation, Docket No. RM06-4-000 (Jan. 11, 2006)



Policy Statement. NRECA has consistently advocated that the Coniarisabove all, ensure
that transmission rates remain just and reasoraaidolenot unduly discriminatory or preferential.
This remains the case with regard to electric trassion incentives.

In Section Il below, NRECA provides general commnsemt the NOI in the form of
recommended guiding principles for the Commissiamt&ntive policies. NRECA responds to
certain of the Commission’s specific inquiries ic8on 1.

Il. GENERAL COMMENTS

A. The Commission’s Incentive Policy Should Implementhe Statutory
Purposes Outlined in the Federal Power Act, and The Is No Evidence That
the Commission Needs To Add New Incentives To Achie These Purposes.

NRECA commends the Commission for taking the oppoty to reassess whether there
is a need to “add to, modify, or eliminateflements of its electric transmission incentive
policies and regulatory requirements. NRECA exp#uat transmission incentives have cost
consumers hundreds of millions of dollars—if notrese-since the Commission first
implemented Order No. 679. Itis therefore crititeat the Commission take stock of its policies
and ascertain whether they are working. The N@kseomments on the potential addition of a
number of new incentives, including new return-emag incentives, in addition to the
Commission’s approach to its existing transmissmzentives policies. While NRECA
appreciates that the questions are just that—aqumsstithey do raise concerns that the
Commission is contemplating going down a pathdifingnew incentives without having any

concrete sense as to whether its existing incesiave achieving their desired goals. NRECA

(NRECA 2006 Comments); Request for Rehearing oftmerican Public Power Association and the National
Rural Electric Cooperative Association, Docket RM06-4-001 (Aug. 21, 2006).

¥ Promoting Transmission Investment Through PriciefoRn, 141 FERC { 61,129 (2012) (2012 Incentives
Policy Statement)SeeComments of the National Rural Electric Cooperathgsociation, Docket No. RM11-
26-000 (Sept. 12, 2011) (NRECA 2011 Comments).

4 NOlatP 13.



urges the Commission to be deliberate in its decisnaking process and not to implement new
transmission incentives without first evaluatingether existing transmission incentives are
accomplishing their intended purpose, as well agldeing a record to substantiate the
likelihood that any potential new incentives woattcomplish their intended purpose.

NRECA fully supports Commission initiatives to encage investment in transmission
where such transmission is beneficial to load-sgrentities (LSEs) and the consumers they
serve. The Commission’s statutory obligation teuga that transmission rates remain just and
reasonable means that any incentives which increasts to consumers must be no more than
necessary to produce demonstrable increased lsetetibnsumers. NRECA urges the
Commission to take a reasonable, fair and balaapptbach to incentives. With the NOI, the
Commission has a valuable opportunity to step laaxckexamine its incentive policies’
objectives.

Order No. 679 was “intended to encourage transamssirastructure investment’and
fulfill the requirements of section 1241 of the EpePolicy Act of 2005, which added section
219 to the Federal Power Act (FPA) and requireddbemission to establish by rule incentive-
based rate treatments for transmission “for th@@se of benefitting consumers by ensuring
reliability and reducing the cost of delivered powg reducing transmission congestidn.”
Congress directed that the rule:

(1) promote reliable and economically efficienngmission and
generation of electricity by promoting capital isttment in the
enlargement, improvement, maintenance, and oparafiall

facilities for the transmission of electric energynterstate
commerce, regardless of the ownership of the fadli(2) provide

> Order No. 679 (summary).

®  Energy Policy Act of 2005, Pub. L. No. 109-58,%41, 119 Stat. 594, 961 (2005).
" 16 U.S.C. § 824s(a).



a return on equity that attracts new investmemtansmission
facilities (including related transmission techrgés); (3)
encourage deployment of transmission technologido#her
measures to increase the capacity and efficienexisting
transmission facilities and improve the operatibthe facilities;
and (4) allow recovery of— (A) all prudently inced costs
necessary to comply with mandatory reliability skamls issued
pursuant to section 8240 of this title; and (B)patldently incurred
costs related to transmission infrastructure depratent pursuant
to section 824p of this titf.

The Commission’s obligation to implement FPA sati9 must be read in conjunction

with its obligations not only under FPA sectiond2hd 206, but also FPA section 217(b)(4).

FPA section 219(d), as the Commission recognizéarder No. 679, “provides that all rates

approved under the Rule are subject to the regeinésrof sections 205 and 206 of the FPA,

which require that all rates, charges, terms amdlitions be just and reasonable and not unduly

discriminatory or preferentiaf” Accordingly:

[T]he Commission’s incentives policy must balance need for
new transmission facilities with its obligatione@asure rates that
are just and reasonable and not unduly discrimimgaio
preferential. That is particularly important foOE-based
incentives. Those incentives—which come directly af
consumers’ pockets—must incentivize transmissioneys/to
develop and operate their facilities in a mannat gnovides
consumers with sufficient benefits to justify thdra costs they
must pay. Anything short of that is unjust andaasonablé?

Under FPA section 217(b)(4), the Commission must akercise its authority under the

FPA—including section 219—"in a manner that faati@s the planning and expansion of

transmission facilities to meet the reasonable si@édbad-serving entities to satisfy the service

obligations of the load-serving entities, and eealibad-serving entities to secure firm

10

16 U.S.C. § 824s(b).
Order No. 679 at P 8 (citing 16 U.S.C. §8§ 824} 824(e)).

Consumers Energy Co., et al. v. International Traission Co., et gl165 FERC 61,021 (2018)
(Commissioner Glickdissenting.



transmission rights (or equivalent tradable orririal rights) on a long-term basis for long-term
power supply arrangements made, or planned, to soetneeds'* As the Court of Appeals
for the D.C. Circuit has explained, FPA section (®)(#) “creates a requirement for the
Commission” which would be violated “if the Commass exercised its authority in a manner
that was at odds with the needs of load-servinijiest™?
In light of the statutory provisions in FPA secto2il9, 205, 206 and 217(b)(4), the three
fundamental questions for the Commission in thagiiry should be:
(1) whether the policies adopted in Order No. @Afl its progeny, and its
revisions to those policies with the 2012 IncergifAlicy Statement, have
in fact benefitted consumers by ensuring reliabgihd reducing the cost
of delivered power by reducing transmission congast
(i) whether these policies have indeed encouragemission infrastructure
investment in a manner that helps LSEs satisfy S@vice obligations;
and

(i) whether these policies are resulting in jast reasonable rates that are not
unduly preferential or discriminatory.

Unfortunately, NRECA is not aware that the Comnaiedias undertaken any systematic
evaluation of its incentives policies since impletney Order No. 679. There is very little
information on transmission investment to be gleainem the many market reports that the
Commission and its staff have issued over thegestde, and even less to be learned about the
effectiveness of any of the Commission’s incentives

That is not entirely surprising in light of the oepng requirements that the Commission
imposed in Order No. 679. There, the Commissiaptetl an annual reporting requirement,

FERC Form 730, for utilities that receive incentra¢e treatment for specific transmission

116 U.S.C. § 824q(b)(4).
12 3.C. Pub. Serv. Auth. v. FERTB2 F.3d 41, 90 (D.C. Cir. 2014).



projects. The annual reporting requirement is malj utilities simply report “projections and
related information that detail the level of traission investment*® The Commission made
clear, however, that “the purpose of the FERC-&rting requirement isotto provide a
guantitative measure of the consumer benefitsrédsatlt from transmission infrastructure
investments Rather, the Commission stated that it would aeiee whether a proposed
project meets FPA section 219’s requirements ‘thia proceeding approving incentives and
recovery of the costs of incentives in rates....deddaby provide consumer benefits and also set
metrics to ensure those benefits are justifiedronrayoing basis*® To the extent that the
Commission has, in fact, set metrics in individcades to ensure that consumer benefits are
justified on an ongoing basis, NRECA is unawarseuwath analyses, and hopes that the
Commission would include such analyses in any pge@aulemaking addressing new
incentives.

NRECA is aware that the Commission staff has isswedeports on transmission
metrics: a preliminary report in March 2016, arfdliow-up report in October 201*7. The
2016 Transmission Metrics Report mentions Order@7¥®.only in passing’, and the 2017
Transmission Metrics Report does not mention therCommission’s transmission incentives

policies at all. Rather, these reports focus en@bmmission’s Order No. 108eforms and

13 Order No. 679-A at P 117.
4 1d. at P 119 (emphasis added).

5 4.

® Transmission Metrics: Initial ResujtStaff Report, Federal Energy Regulatory Commissiincket No.

AD15-12-000 (March 2016) (2016 Transmission MetReport);2017 Transmission MetricStaff Report,
Federal Energy Regulatory Commission (Oct. 201@) {ZTransmission Metrics Report).

7 2016 Transmission Metrics Report at 5.

8 Transmission Planning and Cost Allocation by Traission Owning and Operating Public Utilitie®rder No.

1000, 136 FERC 1 61,051 (201tyder on reh’g Order No. 1000-A, 139 FERC  61,182der on reh’g and



the level of transmission investment that has heetertaken in light of those reforris.The
reports provide no insight into whether the Commiss incentive policies have resulted in
construction of transmission that would not otheealhave been built or achieved the objectives
set forth in FPA sections 219 and 217(b)(4). bt,fehe reports provide little insight even into
the question of whether the level of transmissiorestment has been sufficient. Indeed, staff
acknowledged that “it is difficult to assess whettie electric industry is investing in sufficient
transmission infrastructure to meet the nationsdseand whether the investments made are
more efficient or cost-effective®

NRECA has scoured the Commission’s website anfirgiadrts and has not found any
compilation of information from Form 730 or any §sds attempting to evaluate whether the
incentives that have been granted have resultdteinonstruction of transmission that is

benefitting LSEs and consumers, in accordance thé@lobjectives laid out in the Commission’s

clarification, Order No. 1000-B, 141 FERC 1 61,044 (20a#)d sub nom. S.C. Pub. Serv. Auth. v. FER&2
F.3d 41 (D.C. Cir. 2014) (Order No. 1000).

Both reports focused on metrics falling “intoglrbroad categories: (1) metrics designed to eiakay goals
of Order No. 1000; (2) metrics designed to indisgltether appropriate levels of transmission infrattre
exist in a particular region; and (3) metrics deeijto permit analysis of the impact of Commisgiohicy
changes by comparing key values before and afeerges take place.” 2017 Metrics Report at 6. 201/
report also discussed “three additional metrid9:ngmber of unique developers submitting propoga)s
number and percentage of selected nonincumbenogats and (3) stakeholder participation in redgiona
transmission planning processe$d’ at 6-7. The purpose of these new metrics isighp‘the Commission to
evaluate progress in achieving the key goals oEOkb. 1000.”1d. at 7.

19

2 1d. at 6. To the extent that the level of transroissinvestment is useful in evaluating the Commissioeed

for new categories of incentives or new incentiyelicies, NRECA notes that there does not seene tanly
lack of transmission investment. According to @erg United States Department of Energy report,
transmission investment by investor-owned utilitteseased steadily from $10.2 billion in 2010 @2billion
in 2015. United States Department of Energy Anti&l Transmission Data Review (Mar. 2018) at 11,
available at

https://www.energy.gov/sites/prod/files/2018/03/&1®1 8%20Transmission%20Data%20Review%20FINAL.p
df. (Figure 2-9, Historical and projected transmissiovestment by shareholder-owned utilities, citifg)
2016 data). A Brattle Group report similarly shdiat the total U.S. annual transmission investsibatween
2013 and 2017 (excluding ERCOT) was $90.5 billidine Brattle GroupJransmission Solutions: Potential
Cost Savings Offered by Competitive Planning PreegBiscussion Paper Presented to NARUC (Nov. 13,
2018), at 11, available dtttp:/files.brattle.com/files/14880 brattle conipe¢ transmission_naruc 11-13-

18.pdf




incentives policied' Given this dearth of information, along with tBemmission staff's

acknowledged difficulty in evaluating whether evha overall level of transmission investment
itself has been sufficient, the Commission wouldb#ing the cart before the horse if it were to
implement new transmission incentives at this tipgticularly return-enhancing incentives that
increase the costs borne by consumers. Beforegdimto any major policy changes or adopting
new and potentially costly incentives, the Commoisshould make a systematic effort to gather
empirical data to determine whether incentives biaae been granted have accomplished what

they set out to do. The unexamined questions declu

* Where incentives have been granted, were facilttiel/are facilities being
built that are helping to ensure reliability andfeduce the cost of delivered
power by reducing transmission congestion?

* Is additional transmission being built by transmaesowners who have
received various risk-reducing incentives?

* Is additional transmission investment taking platere return-enhancing
incentives have been granted?

* If so, is this transmission investment helping L®EHer serve their native
loads in a cost effective manner?

* Where incentives have not been granted, whetheusecthey were not
requested or because they were denied, are fesititill nonetheless being
built that are helping to ensure reliability andfeduce the cost of delivered
power by reducing transmission congestion?

Without at least making an effort to answer thesgy/ basic questions, the Commission is

fumbling around in the dark in making decisiong tt@uld cost consumers hundreds of millions

2L In addition to the two transmission metrics régahe Commission’s Office of Energy Projects hlas issued

Energy Infrastructure Updates that provide cur&oigrmation on completed (and proposed) transmissio
projects by line length miles. It is impossiblediaw any conclusions from these cursory updatesng other
things, there is no delineation of transmissiorjgqats constructed that received incentives versoset that did
not.



of dollars. The Commission has an obligation yadrobtain answers to these questions before
implementing new incentives.

B. The Commission Should Ensure That Non-JurisdictionhUtilities Have
Comparable Opportunities To Obtain Incentives and $ould Encourage
Public Power Participation in Transmission Projects

Within the limits of its rate jurisdiction, the Caonission should adopt incentive policies
that provide non-jurisdictional transmission-owningities, including rural electric cooperatives
and public power agencies, transmission incenteesparable to those afforded to public utility
transmission owners. Non-jurisdictional transnoiesbwning cooperatives should not be placed
at a competitive disadvantage, and the burderh@ntto apply for incentives should not be
more onerous than for transmission-owning publidties. Cooperatives should continue to be
eligible for the same incentives that are availablavestor-owned utilities, Transcos and
others.

Additionally, the Commission should encourage coafee and public power
participation in new transmission investment. his regard, the Commission should rethink its
decision in Order Nos. 679 and 679-A to not reqtheg applicants for incentives demonstrate
that they have offered the opportunity to partitgpa the project to non-jurisdictional
transmission owners. The Commission justified treatision by stating that it “cannot compel
investment or certain types of investmefit. The Commission can, however, set the conditions
under which it will grant transmission incentivespublic utility transmission owner applicants.
To be clear, NRECA does not believe there should $eparate return-enhancing incentive
adder to encourage joint ownership; such an addetdixsimply add costs, thus taking away

from customers some of the benefits to be obtaihexigh participation by non-jurisdictional

22 Order No. 679-A at P 102 (emphasis in original).



entities. But the Commission can and should eragrimvestment in, and joint ownership of,
transmission facilities by non-jurisdictional er#. Given the relative financial strength of non-
jurisdictional transmission owners, their acceseetatively low-cost capital, and their focus on
projects that benefit retail customers, the Comimisshould require applicants for transmission
incentives to explain the efforts they have madentmourage participation by non-jurisdictional
entities. Such information is relevant to the Cadassion’s decision whether to grant an
application for incentive rate treatment, becaus® jarisdictional utilities’ access to low-cost
capital could alleviate the need for certain incaa# while helping to ensure that needed
facilities get built. Moreover, taking concretes to encourage such participation would
comport with the requirement of FPA section 2174yjbhat the Commission “shall exercise its
authority under the [FPA] in a manner that faciéathe planning and expansion of transmission
facilities to meet the reasonable needs of loadisgentities to satisfy the service obligations of
the load-serving entities...”

NRECA notes that there have been a number of ssittesllaborations between
jurisdictional and non-jurisdictional transmissiowners to build critical transmission projects.
For instance, the first project subjected to coitipetbidding by the Midcontinent Independent
System Operator (MISO) was the Duff-Coleman projastarded by MISO to Republic
Transmission, LLC, with Hoosier Energy Rural Elec€ooperative, Inc., a non-public utility
transmission-owning member of MISO, entitled to evahip of between 10% and 20% of the
project. Likewise, CapX2020 is a joint initiatieé eight non-jurisdictional utilities, including
three G&T cooperatives, and three public utiliie$linnesota, North Dakota, South Dakota,

and Wisconsin, that was formed to upgrade and ekfransmission. To date, the initiative has

10



added 800 miles of line in four 34&@ovolt and a 230-kilovolt project, investing $aibn.

FERC should encourage more such cooperation.

C. New ROE Adders Should Be Used Sparingly, with RisReducing Incentives
as a Preferred Approach.

The Commission has classified transmission ingestinto two broad categories: risk-
reducing incentived.€., non-ROE incentives) and return-enhancing incestive., ROE adder
incentives). The Commission also provides for patlgetical capital structure as an incentive
and classifies this as a non-ROE incentfalthough depending on the utility and the capital
structure selected, it can increase the utilitgtm?* Risk-reducing incentives include, among
other things, the ability to:

* Receive current recovery of reasonable pre-ceatibo expenses;
* Recover up to 100% of prudently incurred abandgent costs;
* Recover up to 100% of construction-work-in progr@&/IP) in rate base; and

» Use securitization or other financing practices tizan attract transmission
investors interested in stable returns.

The purpose of a risk-reducing incentive is totgtisks directly to transmission
customers. A prime example is when the Commisailouvs the transmission owner to recover
(subject to a section 205 filing) prudently incutrexpenses made in a project that was canceled
due to reasons outside the control of the transomssvner. The transmission developer in that

case is not enriched financially by the abandonnrexa@ntive, but the financial risk is shifted to

2 NOl at P 41.

24 For transmission-owning public utilities, hypatieel capital structures often provide higher retur But for

some utilities, particularly non-jurisdictional littes, hypothetical capital structures can berapartant risk-
reducing incentive. For smaller non-jurisdictionélities, a transmission project—even a minositgke in a
large project—can approach or exceed its othesmnéssion or distribution investment.

11



customers. The purpose of a return-enhancing fivegriby contrast, is to compensate
(financially) the project developer where a projeas unusually high levels of risk.

The Commission’s inquiries throughout the NOI relyjag possible new approaches to its
incentive policies and specific new potential inoenobjectives seem to be focused mostly on
adopting new return-enhancing incentives. As @raimmatter, in light of the Commission’s
concurrent inquiry in Docket No. PL19-4-G8nto its method for determining the base ROE,
including how the zone of reasonableness will beetbgped (and thus, what the cap on the ROE
with incentive adders can be), any changes to tieeROE policies—and in particular any new
return-enhancing incentives—must be coordinated ehianges to base ROE policies. The
Commission’s ROE NOI could well result in new apgmbes to establishing the zone of
reasonableness, possibly including non-market bastedia. It is essential that rates paid by
customers continue to be just and reasonable dledtree of the market price of the capital
utilities need to develop transmission projectpeegglly given that transmission remains, for the
most part, a monopoly serviég.

More generally, risk-reducing incentives shoulddered over return-enhancing
incentives, because the benefits of the formemane narrowly tailored to the potential risks of
investment and therefore are more likely to achiéeedesired outcome. Absent compelling
circumstances, there is no rational basis for giardeveloper return-enhancing incentives to

compensate for risk that is already mitigated big-reducing incentives. If a transmission

% Inquiry Regarding the Commission’s Policy for Detéting Return on EquifyNotice of Inquiry, 166 FERC

61,207 (2019) (ROE NOI).

The Commission should also be circumspect almopleimenting new types of return-enhancing incestive

given that transmission owners are generally raogisignificantly higher base returns on equityrirthe
Commission than from state commissiosge, e.g., Coakley v. Bangor-Hydro Elec., @60 FERC 1 61,165,

at P 85 (2015), Opinion No. 531-B (acknowledginagt th0.57% ROE awarded by FERC exceeded 89% of state
commission-awarded ROES).

26
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owner is, for example, able to recover CWIP in kaee prior to a project’s going into service,
and/or is guaranteed recovery of the costs of inwest in the event the project is canceled,
much of that project’s risk is mitigated. Additanncentive adders should be the exception
rather than the rule and, as a general matter|dbeuavailable only in circumstances where the
economic risks of the project still make it unlikdbr the developer to proceed successfully even
with risk-reducing incentives (and assuming, ofrseuthat there is demonstrated benefit to
consumers of the project). A transmission ownewukhhave a high burden to demonstrate a
need for a higher return for a project on the bess it is “more risky” once that alleged
increased risk has been mitigated by shifting tbleto customers. Return-enhancing incentives
should only be available for projects with higtkeghat cannot otherwise be adequately
mitigated by risk-reducing incentives. The goald be to lower risk for investors rather than
simply to increase returns.

Another fact the Commission should consider inwating whether the risks of a
particular transmission project merit return-entagdncentives is that most transmission
owners now have formula rates, which is a substhnsk-reducing benefit to transmission
owners and investors, as Wall Street and transomissivners themselves have acknowledded.
As the Commission recognized in Order No. 679,ffola rates can provide the certainty of
recovery that is conducive to large transmissigre@sion programs. Moreover, formula rates
alleviate the need for other relief sought by comtaes. For example, public utilities with
formula rates will generally be able to flow thréugcreased transmission investment without

concern as to the Commission’s five-month susperi$fb Unless a cost is demonstrated to be

?7 See, e.g Docket No. EL15-45 Transcript at 264 and 26324qtestimony of Adrien McKenzie).
8 Order No. 679 at P 386.

13



imprudently incurred—a very difficult burden foradllengers to meet—the transmission owner
has certainty of recovery of such costs. And aartaf cost recovery is a preferred means to
induce transmission investment than higher returns.

D. The Risks/Challenges Approach from the 2012 Incentés Policy Statement
Should Be Retained.

1. Incentives Should Be Limited to Those Necessary Tencourage the
Desired Behavior.

Incentives should be designed to facilitate comsivn of transmission projects that will
reduce congestion, enhance reliability and otherwenefit consumers—and which otherwise
might not be able to be constructed due to higtsrisSThe Commission is also obligated to
ensure that transmission rates remain just andneate. NRECA believes that to accomplish
these objectives, the Commission should retaimishe/challenges approach adopted in the
2012 Incentives Policy Statement. In considerioteptial approaches to incentives, certain
guiding principles should apply.

Incentives should not be available for any projé¢iaéd transmission providers are already
obligated to build. In other words, if a projected not face unusually high risks or financing
challenges, transmission incentives should notraetgd to do what the transmission owner is
legally required to do. This would include, foraexple, constructing new transmission lines (if
needed) to serve the transmission owner’s nati&d. INRECA has heard from some of its
members that they have faced difficulty in certa&gions in obtaining transmission service that
is as reliable as that provided to the transmissiwners’ own retail customers. The
Commission’s long-standing comparability requiretsamder the open access regime require
that public utility transmission owners serve then-retail native load customers on the same
basis as their own retail loads, and incentivesihoot be provided to comply with this

requirement. Cooperatives and other wholesalemests should not have to pay incentive rates
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for the construction of transmission facilities essary for them to receive transmission service
comparable to that the transmission owner providetself. That would violate the notion of
comparability of service under Order No. 888nd contravene the Commission’s obligations
under FPA section 217(b)(4). Along these samesJias discussed below in Section II.D, unless
a transmission owner faces demonstrated risks lasltenges to upgrading an existing line, the
upgrade should generally be considered part areaf its obligation to provide open access
transmission service.

Similarly, transmission incentives should not bedmavailable to comply with
mandatory NERC reliability standards. The Commissiannot ensure that rates remain just
and reasonable if it were to provide incentive asldeabove the cost-of-service—to projects that
transmission providers are already under a legajation to construct.

Finally, the Commission should be mindful of thmitig of transmission incentives.
Incentives that reduce risk may be approptegirea project is constructed to facilitate that
project going into service, but return-enhancingeimtives that continue on indefinitely are no
longer incentivizing behavior. Accordingly, the i@mission should consider placing time limits
on incentivesi.e., some form of sunset provisions.

2. Retaining the Risk-Reduction/Challenges Approach fsm the 2012
Incentives Policy Statement Obviates the Need ford\Wv Incentives to
Address Various Objectives.

The Commission asks a series of questions abouheh should consider

implementing new incentives (presumably return-ecirgy incentives) to meet twelve different

% Promoting Wholesale Competition Through Open AcbkessDiscriminatory Transmission Services by Public

Utilities; Recovery of Stranded Costs by Public Utilities @rehsmitting Utilities Order No. 888, 61 Fed. Reg.
21,540 (May 10, 1996), FERC Stats. & Regs. 1 31(@966),order on reh’g Order No. 888-A, 62 Fed. Reg.
12,274 (Mar. 14, 1997), FERC Stats. & Regs. 1 &.,0dler on reh’g Order No. 888-B, 81 FERC { 61,248
(1997),order on reh’g Order No. 888-C, 82 FERC 1 61,046 (1928fd in relevant part sub nom
Transmission Access Policy Study Group v. FEERXS F.3d 667 (D.C. Cir. 200(ff'd sub nom. New York v.
FERC 535 U.S. 1 (2002).
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types of objective? NRECA believes that incentives should not be joled based solely on

the category of projects. Rather, the Commissammand should address the different
objectives it seeks to achieve under the existiaméwork. Thus, for example, there is no need
for a special incentive for “advanced technologpdvanced technologies will be developed
when there are good business reasons to do solamdtheir deployment is cost effective.
Incentives for use of new technologies should lzlable on a case-by case basis where they are
needed to overcome risks and challenges assoeuttedevelopment of a new beneficial
transmission project. As the Commission notedhéNotice of Proposed Rulemaking that led
to Order No. 679, the risk-reducing and, where sea®y, return-enhancing incentives offered to
facilitate construction of beneficial transmissmojects “will stimulate investment in new
transmission facilities, which will, in turn, praé opportunities for the deployment of
innovative technologies for those new transmis&milities.”*

Similarly, there should be no special incentive@oder No. 1000 projects or for
interregional projects. The key to facilitatingdg@nal interregional transmission is resolving
cost allocation issues, not offering additionakinttves. The Commission should not favor
certain projects over others as those decisionsidtie handled during each region’s respective
planning process.

E. Incentives Should Not Be Granted Automatically Witlout Review

Throughout the NOI, the Commission seeks input bather certain types of incentives

should be granted automaticaify.The Commission currently ensures that granticgritives

30 section 11.B of the NOI at PP 19-35.

31 Promoting Transmission Investment Through PriciefioRn Notice of Proposed Rulemaking, 113 FERC |

61,182 at P 65 (2005).

In addition to Questions 90 — 92, which addrbgstopic globally, Question 7 asks if transmisgpoojects
“with a demonstrated likelihood of benefits” sholel awarded incentives automatically. Questioasli®

32
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will result in just and reasonable rates by consigethe applicability of those incentives on a
case-by-case basis. There has been no showinthéhpatactice of deciding, on a case-by-case
basis, whether a given incentive should be grattedpublic utility or a particular project is
inefficient or not working. Unless and until trdgmonstration has been made, pre-approval of
incentives is not warrantéd.

NRECA submits that pre-approving any type of incer#® would inappropriately relieve
the Commission of its statutory obligation to emstirat the total package of incentives, on top
of the base ROE, will result in just and reasonadles, terms, and conditions of servitePre-
approving certain incentives and thereby automifiyide@eming them to be appropriate shifts the
discussion’s starting point from whether the agpiichas supported all elements of its proposed
rates, terms, and conditions of service in favararfismission developers, and inappropriately
places the burden on other parties to file FPAiee@06 complaints against automatically-
granted incentives that may be unnecessary. A€dinemission explained in Order No. 679, to
comport with FPA section 219, the purpose of then@dssion’s incentive policy must be to

“benefit consumers by providing real incentiveghcourage new infrastructure, not simply

whether transmission projects with certain charésttes should be awarded transmission incentives
automatically. Questions 52 and 53 ask whethkireducing incentives (100% CWIP in rate base, dbaed
plant recovery, and regulatory asset treatmentycapossibly others, should be granted automayitad
transmission projects selected in a regional tréssomn plan for purposes of cost allocation. Qoesb2 again
asks whether certain incentives such as the poovigi CWIP in rate base or the guaranteed abandaaat
recovery should be provided automatically to RTGnbers. Question 70 asks again if regulatory asset
treatment and CWIP should be granted automatitalyertain types of transmission projects. And <fioa
77 asks if the Commission should grant the abardipteat incentive automatically, and when doingraght
be appropriate.

33 See Competitive Transmission Development Tech@malerencePost-Technical Conference Comments of

the American Public Power Association and the MeatidRural Electric Cooperative Association, DodKet
AD16-18-000 (Oct. 3, 2016).

3 16 U.S.C. § 824d(e).
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increasing rates in a manner that has no corral@i@ncouraging new investmert.”In order

to ensure that result, “the Commission will conéirta require applicants seeking incentives to
demonstrate how the total package of incentivesastgd is tailored to address demonstrable
risks and challenges® If the Commission were to grant any type of ineess automatically, it
would seriously undermine this commitment.

On a related note, the Commission should consideptang policies for revoking
incentive rate treatments where required performaues not occur or expected benefits are not
obtainedge.g, a once-independent Transco becomes affiliateld aswholesale market
participant seeQuestion 58 below), or a utility cancels a projectreasons under its control.
Any revocation should likewise be implemented arase-by-case basis, but it would be useful
in any proposed rulemaking for the Commission tgppse guidelines on how interested parties
could raise this issue to the Commission and orpanfprmance metrics which could be used in

evaluating whether such a revocation would be gpate.

F. Participation in Open, Regional Transmission Planmig Should Be a
Condition for Incentive Rate Treatment.

Order No. 679 created a rebuttable presumptionalpabject for which incentive rate
treatment is sought meets the criteria for ensuigbility or reducing the cost of delivered
power by reducing transmission congestion if theggmt either (1) results from a fair and open
regional planning process that considers and etedyaojects for reliability and/or congestion,
and is found acceptable to the Commission, or é®)received construction approval from an

appropriate state commission or state siting aitthdr The Commission has clarified that to the

®d.
% 2012 Incentives Policy Statement at P 10.

37 Order No. 679 at P 41.
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extent such processes do not meet these criteei@pplicant bears the burden to demonstrate
that its project meets the reliability/congestioitecia*® The Commission has conditioned
incentive awards in certain cases on the apprdithkoproject in a regional planning procéss.
With the adoption of the regional planning requiesnin Order No. 89¢ on first blush it

would seem this condition is no longer needed. él@r, NRECA is concerned that there could
be more localized transmission projects that falkme the scope of the open, transparent
regional planning process.

The Commission should reaffirm its commitment tquieng incentive applicants to
demonstrate that the projects for which they sae&ntives have gone through a planning
process that complies with the Order No. 890 stalsdaeven if such projects are designated as
local in nature. So long as local projects are@uthe product of a coordinated, open and
transparent planning process, they could be e&dinl incentives. Such a condition would
promote customer participation and help to incrébsdikelihood that the project will, in fact,
result in ratepayer benefits, consistent with gegpurements of FPA section 219 and Order No.

679.

3 Southern Cal. Edison Gal23 FERC 1 61,293, at P 21 (2008) (citing Order 79-A at P 49).
39 See, e.g., Green Energy Express 129 FERC 1 61,165 (2009h’g denied 130 FERC 1 61,117 (2010).
%0 SeeOrder No. 890 at PP 437 - 551.
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1. ANSWERS TO SPECIFIC QUESTIONS

A. Approach to Incentive Policy

1. Incentives Based on Project Risks and Challenges

Q1) Should the Commission retain the risks andatlenges framework for
evaluating incentive applications?

As discussed above in Section 11.D, NRECA believeds the risks and challenges of a
particular transmission project should remain theaf point for evaluating incentives requested
pursuant to FPA section 219. Retaining the risi@hallenges framework is the best way to
ensure that incentives are narrowly tailored tdlifate development of transmission projects
that are needed to provide consumer benefits hatitotherwise would not be constructed due to
significant financial or other risks.

Q 2) Is providing incentives to address risks arfthttenges an appropriate proxy for

the expected benefits brought by transmission adentified in section 219 (i.e.,
ensuring reliability or reducing the cost of delived power by reducing

transmission congestion)? If risks and challengase not a useful proxy for
benefits, is it an appropriate approach for othezasons?

Providing incentives to address risks and challeng@ot necessarily a direct proxy for
the expected benefits brought by transmission @edtified in FPA section 219. However,
NRECA believes that this is still the most appraf@iapproach to incentives because it serves to
ensure that incentives are available to proje@swiould not otherwise be developed due to
risks or challenges that cannot be mitigated, eitm®ugh risk-reducing incentives or other
means. This does not mean that the benefitsrahamission project should be ignored.
However, the open and inclusive transmission plemprocesses required by Order No.’899

the appropriate place to determine whether a paatigroject is worth pursuing because it will

*1 Preventing Undue Discrimination and Preference iarBmission Servig®rder No. 890, 118 FERC 61,119,

order on reh’g Order No. 890-A, 121 FERC 1 61,297 (20@#yer on reh’g Order No. 890-B, 123 FERC
61,299 (2008)prder on reh’g Order No. 890-C, 126 FERC { 61,228 (200®)er on clarification Order No.
890-D, 129 FERC 1 61,126 (2009).
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provide benefits to ratepayers. If the transmissioner or sponsor of the project believes that it
will be difficult to pursue because of risks anéldnges, then it should be eligible to apply for
incentives (with the caveat that as explained alo&ection 11.C, risk-reducing incentives
should be considered before resorting to returraecing incentives).
Q 3) The Commission currently considers risks bathcalculating a public utility’s
base ROE and in assessing the availability and lexfeany ROE adder for risks
and challenges. Is this approach still appropri&tdf so, which risks are

relevant to each inquiry, and, if they differ, hosghould the Commission
distinguish between risks and challenges examinecach inquiry?

The risks that the Commission considers in calowdea public utility’s base ROE and in
assessing the availability and level of any ROEeadior risks and challenges are distinct, but
must also be considered together. Base ROE shoutwlint for the transmission owner’s risk,
and regardless of the specific method(s) the Cosiomiaultimately decides to be appropriate for
determining base ROE, industry-wide risk profilas@d be used when determining the
appropriate ROE needed to attract capital. Hodetide the composition of an appropriate
proxy group for this purpose should be address¢deiROE NOI in Docket No. PL19-4-000.

The Commission’s inquiry in the instant docket ddaddress incentives that are project
specific—that is, those that are needed to overcgpeeific risks and challenges in order for

transmission owners to develop beneficial projdtas may otherwise not be developed.

2. Incentives Based on Expected Project Benefits

Q 4) Would directly examining a transmission projécexpected benefits improve
the Commission’s transmission incentives policynsestent with the goals of
section 219? Are there drawbacks to this approagarticularly relative to the
current risks and challenges framework?

FERC should not cause customers to incur increesstd in the form of return-

enhancing incentives unless: (1) incentives arde@¢o bring the project to fruition; (2) other

measures will not suffice; and (3) the expenditwvelsresult in concomitant benefits for
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consumers. A drawback to an approach that foauseélke project’s benefits is that any
transmission project—even ones that are routinenamdd end up getting built without
incentives—can be shown to have some “benefit.befter approach is to stick with the risks
and challenges approach.

If FERC does focus on a project’s benefits, it rseted(i) consider developing a clearly
defined, transparent, defensible cost-benefitaedt(ii) address what happens when actual costs
end up being more than projected costs, as is tienase. NRECA recognizes that developing
cost-benefit tests is a difficult task and thatéhare multiple theories regarding how to analyze
both costs and benefits. Another drawback to exengia transmission project’s expected
benefits is that these benefits are projected f@imgle model run at a single point in time.
Basing incentives off this one data point couldilé@aundeserved incentives and excessive costs.
For these reasons, NRECA does not believe thisoapprto incentives is a productive one.

In any event, NRECA does not believe that grantmegntives based on expected project
benefits would facilitate development of projedtattwould not have been developed otherwise.
Thus, incentives granted based on expected begefild end up being simply a windfall on top
of the base ROE earned by the owner of a transmnigspject.

Q5) If the Commission adopts a benefits approashould it lay out general

principles and/or bright line criteria for evaluatig the potential benefits of a

proposed transmission project? If so, how shouba tCommission establish the
principles or criteria?

Any criteria developed should have input from LS#® pay the costs. FPA Section
217(b)(4) directs the Commission to ensure thestrassion grid is planned and expanded to
meet LSE long-term needs. That obligation appliBemthe Commission exercises its authority

under FPA section 219.
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Q 7) Should transmission projects with a demonséeiikelihood of benefits be
awarded incentives automatically? How could ther@mission administer such
an approach?

No. As discussed in Section II.E, above, thereikhbe no automatic provision of
incentives.

If the Commission were to take the approach ofemfdnstrated likelihood of benefits,”
at the very least it should give intervenors thparunity to contest whether the project will
indeed provide benefits and that the costs wortiveigh the benefits. How can the
Commission determine that the resulting rate isgmsl reasonable if incentives are provided
automatically? Even a rebuttable presumption woeldoo heavily weighted in favor of
granting incentives. Also, the transmission owsteuld have to show that the benefits would
not occur without the incentives; if there werebhemefits at all, the transmission would not be
built. Thus, projects should qualify for incensvenly if the incentives are necessary for the
project to be constructed, and the project willhaelbenefits to consumers in excess of cost.

Q 8) If the Commission grants incentives based opected benefits, should the level

of the incentive vary based on the level of the ested benefits relative to

transmission project costs? If so, how should iemmission determine how to
vary incentives based on the size of benefits?

The Commission should not vary incentives basediznof benefits without also
considering the associated costs of a project.e€bgal benefits matter in terms of their
relationship to expected costs; both must be meddorensure that ratepayers will receive
benefits from a specific project that are at lesgtal to the expected costs, including the added
cost of the incentives. Instead, the Commissiaukhensure that incentives are truly needed to

address the front-end risks of project development.
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Q9) Should incentives be conditioned upon meetbanefit-to-cost benchmarks,
such as a benefit-cost ratio? If so, what bendbtcost ratios should be used?

While NRECA sees the potential value in having saichquirement, NRECA recognizes
it could be unwieldy to implement. To the extdré Commission does pursue such an approach,
it is critical that the development of any suchdienarks have input not just from the
transmission owners but from LSEs as well, andsauch benchmarks must be transparent.
Although NRECA does not recommend any specific betecost ratio at this time, it urges the
Commission to ensure that any ratio result in Genefitweighing the cosf3.

NRECA believes, however, that use of benefit-ta-temnchmarks is more appropriate in
determining whether a project should be includednRTO’s (or the relevant transmission
owner’s) planning process in the first instanc&nd this is a complex, highly technical and
often disputed process.) In its simplest terma,pfoject’s costs are going to outweigh its
benefits, the regional planning process’ procedusid likely not approve its moving forward.
Therefore, the fact that a projeneetscertain benefit-to-cost benchmarks, should naids=l as
justification for granting incentive adders.

Q 10) Should incentives be based only on benefittst estimates or should the

Commission condition the incentives on evidencettttase benefit-to-cost
estimates were realized?

If the Commission were to base eligibility for imtres on a cost-to-benefit estimate, it
should consider the possibility of allowing inteezs parties to seek termination of the incentives

if there is evidence that the benefit-to-cost eaten are not, or are no longer, being realized.

2" To put this in perspective, MISO reported onrémailts of one of its competitive selection proeessthe recent

“Duff-Coleman EHV 345 kV Competitive Transmissiorofect had a weighted benefit to cost ratio of 1t6.1
1, which far exceeds the 1.25 to 1 benefit to catsd required for designation of a 345 kV transiun project
as a Market Efficiency Project.” Selection Repaniff-Coleman EHV 345 kV Competitive Transmission
Project, MISO (Dec. 20, 2016), at 12, availablatgis://cdn.misoenergy.org/Duff-
Coleman%20EHV%20345kv%20Selection%20Report82339.pdf
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(However, it may not be appropriate to require mefof incentives already granted.) Otherwise,
there could be major cost overruns, which—on tomeéntives—would cost consumers much
more than the benefits derived. As noted abowwehier, NRECA believes that this approach is
unwieldy. Among other things, any projection ohbéts, at any point in the future, is simply a
snapshot in time and can change over the lifetih@epyoject. Accordingly, NRECA
recommends that the Commission not adopt such roagh for incentives.

Q 11) If anincentive is conditioned upon a transssion developer meeting benefit-to-
cost benchmarks, what types of benefits and colstaifl a transmission
developer include, and the Commission consideruport requests for such
incentives? Should there be measurement and vesaifion, and if so, over what
time period? If expected benefits do not accrueosld the incentive be
revoked?

If the expected benefits do not accrue, the ingerghould be revoked. (And if the

incentive takes the form of an adder, it shouldamitinue indefinitely even if the benefits do

accrue.)

3. Incentives Based on Project Characteristics

Q 12) How, if at all, would examining transmissigorojects’ characteristics in
evaluations of transmission incentives applicatiomsprove the Commission’s
transmission incentives policy and achieve the goaf section 219? Are there
drawbacks to this approach, particularly relative the current risks and
challenges framework? Would this approach resuitdifferent outcomes, as
compared to the current risks and challenges apprbdor granting incentives?

To the extent the Commission is referring to RO#ead, there are significant
drawbacks. They would raise costs to consumershd absence of risks/challenges, it seems
likely a project could move forward without incer@s. Simply put, if a project does not present
unusual risks and challenges, there is no reasgrdwiding an incentive.

Additionally, granting incentives based on projelearacteristics is problematic because
the characteristics that the Commission wants to@age may change over time. Unless

incentives are granted for a limited duration, pateers may pay additional costs for projects
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with characteristics that are no longer desire@RERA urges the Commission to continue its
policy of granting incentives that address concaete quantifiable development risks that could
endanger a beneficial project from meeting comraéoperation.

Q 16) Should transmission projects with certain chateristics be awarded incentives
automatically? How could the Commission administrch an approach?

See the answer to Question 7, above, and Sectlén I the Commission were to take
the approach that incentives based on certain ctegistics are automatically granted, at what
stage would an intervenor have to weigh in andaBjeHow can the Commission determine that
the resulting rate is just and reasonable if ingerprovided automatically?

B. Incentive Objectives

1. Reliability Benefits

Q 17) Should the Commission tailor incentives tmprote these types of projects
based on their expected reliability benefits? &, 10w should the Commission
differentiate these projects from others requiraalmeet reliability standards?

The latter is a good question. Utilities are reggiito meet reliability standards anyway,
and FERC'’s discussion of “enhanced” reliabilitwague and undefined. Given that
transmission remains, for the most part, a monopetyice, NRECA would generally not favor
requiring customers to fund transmission owner egjares in excess of legal requirements.

NRECA notes that some of its members located iy kemote rural areas are not
currently receiving reliable service. The Comnussshould not require customers to pay

incentive rates merely to receive barely acceptsdteice. SeeSection I1.D.1, above.
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Q 18) Are there specific reliability benefits orect characteristics that could merit
such an approach?

Q 20) Should the Commission incentivize transmissfacilities that expand access to
essential reliability services, such as frequencypgort, ramping capability, and
voltage support?

Incentives should not be provided for providingesscto essential services, unless the

project itself presents unusual risks and/or chgkss. In any event, most transmission projects
will provide some access to these services, medhatgncentives for providing access to such

services will invite a large amount of free riding.

2. Economic Efficiency Benefits

Q 22) Should the Commission tailor incentives taprote projects that accomplish
the outcomes of reducing congestion or facilitatimgcess to additional
generation?
Reduction of congestion and facilitation of acdesadditional generation are the focus
of RTO and ISO planning processes, and projectsiesigned to accomplish either of these
objectives (or to enhance reliability) will not Bpproved in those processes. Incentives should

be reserved for beneficial projects that preseosual risks and challenges.

3. Persistent Geographic Needs

Q 26) Should the Commission utilize an incentivggpaoach that is based on
targeting certain geographic areas where transm@siprojects would enhance
reliability and/or have particular economic efficrey benefits? If so, how
should the relevant geographic areas be identifesd defined? What entity
(e.g., the Commission, RTOs/ISOs, state regulatotber stakeholders) should
designate such areas?

Q 27) What criteria should be used to define suaographic areas? Procedurally,
how should such geographic areas be determined, itovad, and updated?

The criteria to define such geographic areas meistedveloped with input from not just
the transmission owners but the LSEs they serveelis The Commission should be wary of
bright-line metrics, as they can disadvantage tmesson-dependent rural electric cooperatives,

especially when customer counts or customer pex stdltistics are considered.
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4. Security

Q 32) Should the Commission incentivize physicaldasyber-security enhancements
at transmission facilities? If so, what types a¢dcurity investments should
qualify for transmission incentives? What type ioicentive(s) would be
appropriate?

Physical and cyber-security requirements are st fio NERC Reliability Standards
approved by this Commission. There is no justiitcafor providing an incentive to
transmission owners to comply with such standaassompliance is required by stat{iteSee
Section 11.D.1, above. Nor is there any real n$lprudent expenditures to achieve such
compliance not being accepted for recovery by tbmRission.

5. Resilience

Q 34) Should transmission projects that enhanceilieace be eligible for incentives
based upon their reliability-enhancing attributes?

This is another area where transmission ownersldgmaa need “incentives” to shore up
their facilities so that they can “withstand anduee the magnitude and/or duration of disruptive
events...”* Moreover, the record of U.S. transmission prorside maintaining continuous
service is quite good, so there does not appdae toneed for incentives in this regard.

6. Improving Existing Transmission Facilities

Q 38) Can the Commission distinguish between incestal improvements that merit
an incentive and those maintenance-related expertbas a transmission owner
would make in its ordinary course of business?

It would be very difficult to be able to do so. NKRECA indicated in its 2006

comments? incentives should be limited to new investmentltiding upgrades, and new

behavior. Incentives should not be granted fosteg investment.

3 FPA section 215(b).
* NOl at P 28.
%5 NRECA 2006 Commentsupran. 2, at 9.
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Q 39) How should a transmission owner seeking ttyipe of incentive demonstrate
increases or improvements in the capabilities oeogtions of existing
transmission facilities?

Incentives should not be granted simply for dematisig a project will increase or
improve the capabilities or operations of existiramsmission facilities. All human endeavors
can be improved. Incentives should be availablg on a showing that the particular increase
or improvement proposed responds to a genuine omrsneed, and that it would not happen
without incentives.

Q 40) Should the Commission provide a stand-alotmansmission technology-related
incentive? If the Commission provides a stand-agotmansmission technology-
related incentive, what criteria should be employfed a technology to be
considered as meriting an incentive? Should then@aission periodically
revisit the definition of an eligible technology?

NRECA does not see a need for such a stand-aloeetine. If there are particular risks
associated with implementing a particular techngl@end it merits pursuing, this can be
addressed on a case-by-case basis.

Q 43) Should the Commission interpret section 21§80 to encourage improvements
that are not historically considered part of theamnsmission system, such as, for
example, software upgrades, technologies that alfowfaster ramping, or
other innovative measures that achieve the samelgaa new transmission
facilities? What types of incentives could increathe adoption of these
technologies? Are there forms of performance-basatemaking with respect to
transmission that the Commission should exploref?sb, describe such
alternative ratemaking structures.

Regarding these types of investments, unless therelearly articulated need that is

going on unmet or a clearly defined benefit to eors, it is unclear why there would be any

incentives. Additionally, performance-based ratemzis a dangerous path to go down with

transmission, which is still a monopoly service.
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7. Interregional Transmission Projects

Q 44) Should the Commission use incentives to emage the development of
interregional transmission projects? How, if atlalvould any such incentive
interact with Order No. 1000’s reforms?

No. The issue is not sufficient incentives buheataddressing and adopting appropriate
cost allocation. Reforms are still underway in soiegions to comply with Order No. 1000’s
requirements and promote the development of irg@nal transmission projects, such as the
pending filing at the Commission involving the Cdimated System Plan between MISO and

SpPp*®

8. Unlocking Locationally Constrained Resources

Q 47) Should the Commission use incentives to emage the development of
transmission projects that will facilitate the inteonnection of large amounts of
resources?

The Commission should wait to see if its Order 845’ reforms alleviate the
interconnection queuing problems. Additionallyeg that the Commission’s regulations
require RTOs and 1SOs to consider whether proptre@gmission projects are needed to
facilitate compliance with state public policy go&lit is not clear why further incentives for
such projects are needed.

9. Ownership by Non-Public Utilities

Q 51) Should the Commission consider granting intees to promote joint
ownership arrangements with non-public utilities dnif so, how?

NRECA strongly believes that the Commission sh@wdourage joint ownership

arrangements with non-public utilities. Howevemmging investor-owned utilities incentive

6 This filing, made in Docket No. ER19-1895, prop®s$o eliminate the $5 million cost threshold fojects,

remove the joint model requirement, and adds amfditibenefit metrics to justify projects.

Reform of Generator Interconnection Procedures AgeeementsOrder No. 845, 163 FERC 1 61,043 (2018),
order on reh’g Order No. 845-A, 166 FERC { 61,137 (2018h{g pending.

48 Order No. 1000 at PP 203-224.
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adders to offer non-jurisdictional utilities is ribe right approach—this would add another layer
of costs to consumers. Instead, the Commissionldhmpose as a precondition to eligibility

for incentive rate treatment a demonstration bypihiglic utility that it has offered joint
ownership opportunities for transmission upgradesrew facilities, including third-party
participation in the construction of such facikti¢o other LSEs in the region, including
cooperatives and public-power entities, on readertabms and conditions, or a demonstration
as to why joint ownership was impracticable, unlaybr otherwise unwarranted, making such
an offer unnecessary. Such a precondition wouldnadle the Commission’s incentive policies
to better meet Congress’ objectives in FPA se@ib® and the Commission’s objective in Order
No. 679 “to benefit consumers by providing reakinitves to encourage new infrastructure, not
simply increasing rates in a manner that has neetation to encouraging new investmefit.”
Although NRECA believes the precondition shouldlgpp anyincentive rate treatment, if the
Commission disagrees, at a bare minimum, the Cosimmshould require the precondition to
any return-enhancing incentives.

Because of their access to different capital market different capital structure,
cooperative and public-power patrticipation in fettmansmission projects could help ensure that
needed facilities get built at the lowest overalitc Moreover, cooperative and public-power
participation could well reduce the need for inocentate treatments by jurisdictional public
utilities, e.g, by providing needed cash flow or reducing finahancertainties. Joint ownership
of transmission can allow transmission dependeaperatives and other public power entities to

receive auction revenue rights (ARRs) which cap hetluce overall transmission costs and

4 Order No. 679 at P 6.
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encourage transmission investments in areas withnehreliability issues or certain geographic
areas that are underserved.

Congress clearly contemplated encouragement bgdlnemission of ownership of
transmission facilities by a broader universe aities than just public utilities, as section
219(b)(1) charges the Commission to promote captastment in transmission, “regardless of
the ownership of the facilities.” Making the offay of joint ownership opportunities a
precondition to transmission incentives would aemport with Congress’ contemporaneous
mandate in subsection 217(d)(4) of the FPA thaGbmmission “shall exercise its authority
under the [FPA] in a manner that facilitates thenping and expansion of transmission facilities
to meet the reasonable needs of load-serving &ntii satisfy the service obligations of the load-
serving entities ... .” Such a precondition woulslcafurther the express purposes of the
Commission rule stated in section 219—encouragigsimission infrastructure investment “for
the purpose of benefiting consumers,” and “prongptiapital investment in the enlargement,
improvement, maintenance, and operation of allifeas for the transmission of electric energy
in interstate commerce, regardless of the ownesitipe facilities.”

The landscape has changed since the Commissiate@jarguments by NRECA and
others in Order No. 679-A that offering public pavparticipation in transmission should be a
condition of any proposed incentive rate treatmdtdrt of the Commission’s rationale for so
doing was that it had initiating the rulemakingttresulted in Order No. 898. Since the
issuance of Order No. 679, not only has the Comansgquired each public utility
transmission provider to have a coordinated, oged,transparent regional transmission

planning process, pursuant to Order No. 890, thastalso required each public utility

50 Order No. 679 at P 102.
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transmission provider to participate in a regidnahsmission planning process that has a
regional cost allocation method for new transmissaxilities selected in the regional
transmission plan for purposes of cost allocagmmsuant to Order No. 1000. Thus, while it
may be true that “the Commission cannot compelstent or certain types of investment,”
the Commission certainly can condition the granthgransmission incentives on public utility
transmission providers giving non-jurisdictionailities the opportunity to participate in
ownership of transmission facilitieSeeSection 11.B, above.

Using the Order No. 1000 framework, the Commissan—and should—require a
public utility transmission owner seeking incentrate treatment for a particular project for a
new or upgraded facility to have offered joint owsiep to any non-jurisdictional entity to which
the project costs will be allocated in the transmois owner’s or RTO/ISO rates, or demonstrate
why joint ownership was impracticable, unlawful,adherwise unwarranted, making such an
offer unnecessary. This precondition could wotkesiin the sponsorship model used by some
regions, where parties submit proposed projecésitivess a need identified by the RTO/ISO, or
under a competitive-solicitation model.

10. Order No. 1000 Transmission Projects

Q 52) Should these or other incentives be grantedioanatically for transmission
projects selected in a regional transmission plam purposes of cost
allocation?

No. There has been no showing that the currestipeaof case-by-case review is
inefficient or not working. Pre-approving suchentives would inappropriately excuse
applicants from their statutory obligation to dersiwate that their successful bid will result in

just and reasonable rates, terms and conditiossrefce. FERC should review incentive

L |d. (emphasis in original).
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requests on a case-by-case basis. Regarding Boddi000 transmission projects, NRECA does
not believe that such projects should be evaludiféetently than other transmission projects
with regard to eligibility for incentives, and bekes that cost allocation is the primary barrier to
approval and construction of interregional projects

C. Existing Incentives

1. ROE Adder Incentives

a. Transmission-only Companies

Q 57) Does the Transco business model continuertivigle sufficient benefits to merit
transmission incentives? What information shoulah &ntity seeking a Transco
incentive provide to demonstrate sufficient bensfit

NRECA does not believe the evidence demonstras¢gith Transco business model
provides benefits to customers. To the contrduy, Transco business model, including the
availability of double leveraging, provides sigaént benefits to Transco investors. Moreover,
Transcos fackessrisk than vertically integrated utilities, sindeey have only one regulator and
provide a single service largely insulated from pefition. The ROE for transmission
investments has trended higher than those for gaorrassets, reducing any imbalance in the
competition for capital between generation andstraasion functions. In light of these factors,
NRECA does not believe Transcos should receivednigéturns. Rather, the Commission
should be monitoring Transcos to ensure that tasts are not so high such that the resulting
rates are unjust and unreasonable. Additionadiguesition premiums for Transco creation
should not be allowed unless it can be demonsttasgdhe cost of the premium to customers
does not outweigh the demonstrable benefits (ij &noyn the Transco formation.

NRECA agrees with Commissioner Glick’s discussibthe evolution of the need for
the Transco incentive. The Commission originatlppted this incentive in order to encourage

the Transco model because “by eliminating competitor capital between generation and
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transmission functions and thereby maintaininghgudar focus on transmission investment, the
Transco model responds more rapidly and preciselgarket signals indicating when and where
transmission investment is need&d.As Commission Glick explained, since the Commissi
issued Order No. 679, “the electricity sector Haenged dramatically in the intervening twelve
years, not least because of subsequent Commissfmrmss, such as Order No. 1000, that have
fundamentally altered the transmission landscdpis.certainly not clear that Transcos are
superior to other public utilities that can andinlest in transmission facilities—including
competitively developed transmission facilities—teat awarding Transcos a higher ROE
actually leads to greater transmission investm&htXs NRECA recommends with respect to
the other incentives that have been in place sime€ommission adopted its incentive policies,
the Commission should at a minimum undertake atysisao evaluate whether, in fact, those
Transcos that have been awarded this ROE addernméaet constructed transmission facilities
more quickly and somehow in a manner more respersivarket signals than transmission
owners/developers that have not received this tineeadder. Without any such evaluation, the
Commission would be making expensive policy deasivithout any evidentiary basis for
them.

Q 58) Should the Transco incentive remain availaldteTranscos that are affiliated

with a market participant? If so, how should theo@mission evaluate whether
a Transco is sufficiently independent to merit amcentive?

Assuming the Commission continues to offer anymhiwes for adoption of the Transco
business model, such incentives should not be atiofar entities affiliated with vertically

integrated utilities, even if the affiliation costs of so-called passive ownership. In determining

2 Order No. 679 at PP 224.
3 GridLiance West Transco LL @64 FERC 1 61,049 (2018) (Commissioner Glick cooring).
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that Transcos should have access to incentivendeyose available to other transmission
owners, the Commission in Order No. 679 stated“8wakliminating competition for capital
between generation and transmission functions sy maintaining a singular focus on
transmission investment, the Transco model respomte rapidly and precisely to market
signals indicating when and where transmissionstment is needed* A Transco affiliated
with vertically integrated utilities does not elimate competition for capital or maintain a
singular focus on transmission investment, and shesild not be rewarded as if it did those
things.

Q 60) Should the Transco incentive exclude asshtg &t Transco buys, rather than
develops?

Assuming the Commission continues to offer anymhiwes for adoption of the Transco
business model, such incentives should apply angssets developed by the Transco. Given
that the justification for offering incentives t@ahscos centers on the supposition that they will
raise capital for the sole purpose of investingeneficial transmission projects, there is no
justification for providing an incentive to a projdhat is already in place simply because on
type of business organization sells the projeetrtother type of business organization. Purchase
by the Transco will not change the extent to whiwhproject ensures reliable service or
alleviates congestion.

b. RTO/ISO Participation

Q 61) Should the Commission revise the RTO-partatipn incentive?

NRECA is not taking a position on whether the Cossioin should revise the RTO-

participation incentive. Individual members of NE& may weigh in separately on this issue.

54 Order No. 679 at P 224.
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Q 62) Should the Commission consider providing intiges other than ROE adders
for utilities that join RTO/ISOs, such as the autatic provision of CWIP in
rate base or the abandoned plant incentive for@insmission-owning
members of an RTO/ISO? If so, what other typesrafentives would be
appropriate?
No. As discussed above in Section II.E, NRECA dussbelieve it would be
appropriate to provide any incentives automaticaligether to transmission-owning members of
an RTO/ISO or otherwise. Incentives should betg@ion a case-by-case basis so that the
Commission can adequately evaluate whether orhegtdre just and reasonable and are

sufficiently narrowly tailored to meet the need.

Q 63) If the Commission continues to provide ROEdads for RTO/ISO participation,
what is an appropriate level for an ROE adder?

NRECA is not taking a position on this questiore sesponse to Question 61, above.

Q 64) Should the RTO-participation incentive be anstad for a fixed period of time
after a transmission owner joins an RTO or ISO?

NRECA is not taking a position on this questiore sesponse to Question 61, above.

Q 66) In Order No. 679, the Commission found thahé basis for the incentive is a
recognition that benefits flow from membership imeh organizations and the
fact that continuing membership is generally voluary.” Should voluntary
participation remain a requirement for receiving RO/1ISO incentives?

NRECA is not taking a position on this questiore sesponse to Question 61, above.

C. Advanced Technology

NRECA supports development and deployment of adeé@ibechnologies and supports
the Commission’s approach articulated in the 20it2mtives Policy Statement:

The Commission continues to encourage the deplotyofen
advanced technologies that “increase the capaiigiency, or
reliability of an existing or new transmission fdgi” However,
the Commission is concerned that its current ambrosay
contribute to confusion, including with respecthe distinct
standards that the Commission applies in thesecbmtexts. To
address this concern, the Commission will no loregersider
requests under Order No. 679 for a stand-alonenineeROE
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based on an applicant’s utilization of an advantechnology.

Instead...the Commission will consider transmissigyjgets that
apply advanced technologies as indicative of tpedyof projects
facing risks and challenges that may warrant aeritice ROE.”®

As discussed above in Section 11.D.2, NRECA beletat the Commission should not
develop separate incentives for advanced techredodrather, requests for incentives should
continue to be evaluated in the context of thet@xggisks and challenges rubric. To the extent
a specific technology is not highly commercialized has high potential to advance the state-of-
the-art for the industry, but there are significemancial risks in developing the technology, the
project should still be eligible for incentives wndhe Commission’s risks and challenges
approach. To the extent the Commission nonethdiessges to implement stand-alone
technology incentives, the Commission should crgatéelines to help stakeholders understand

the types of technologies that the Commissiontengiting to promote.

2. Non-ROE Transmission Incentives

a. Requlatory Asset/CWIP

Q 70) Should the Commission continue to provide uégory asset treatment and
CWIP as incentives? Should these incentives benggd automatically to
certain types of transmission projects? If so, hawwuld the Commission
determine what types of transmission projects?

NRECA believes that risk-reducing incentives sushegulatory asset treatment or
recovery of CWIP can be acceptable incentives 89 &s the incentives are necessary to
facilitate construction of the transmission projectjuestion, and so long as provision of those
incentives result in customer benefits.

NRECA does not believe there are any circumstangder which these incentives

should be awarded automatically.

5 2012 Incentives Policy Statement at P 23 (qudBnder No. 679 at P 298).
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Q 71) Should the costs of unsuccessful Order NOOQ proposals be recoverable
through regulatory asset and deferred pre-commel@ast recovery incentives?
If so, what costs are appropriate for recovery?

Assuming that the Commission means unsuccessiuitipngted in an Order No. 1000
planning process, the answer is “no.” Customeosiishnot pay if they do not benefit, and
investors should not be shielded from all riskcdséts of unsuccessful Order No. 1000 proposals
were recoverable through regulatory asset and iefgre-commercial cost recovery incentives,
costs to ratepayers would increase without any censarate benefit. The benefit of
competition to ratepayers is the reduced cost &socwith acompletedoroject; there are no
benefits associated with bids that do not resudt aompleted project. While there is a modest
amount of financial risk for a developer that sulsmvhat is ultimately an unsuccessful bid, this
risk is very small relative to the benefit of wingithe project. NRECA does not see any
justification for the Commission to create inceatifor developers to bid on more projects.

b. Hypothetical Capital Structures

Q 72) Should the Commission continue to utilize logpetical capital structures as a
transmission incentive? If so, what entities shdube eligible to apply for a
hypothetical capital structure?

Hypothetical capital structures are appropriaterehiere is a demonstrated need. For
example, non-jurisdictional public power entitiesmbt issue stock and have successfully
applied for and obtained this incentRfe This incentive helps create a more level playielg
for non-public utilities to own and operate largansmission projects. Without it, non-public

utilities are at a disadvantage to public utilitieserms of total rate of return from transmission

% See, e.g., Midcontinent Indep. Sys. Operator, Dairyland Power Cooperativd,61 FERC 1 61,301, at PP 1,

19 (2017) (granting Dairyland a hypothetical cdgsteucture of 45 percent equity and 55 percent fielthe

life of the debt used to finance project, faciligtDairyland’s nine percent ownership share irjgut);
Midcontinent Indep. Sys. Operator, Inc. and DainddPower Cooperativel52 FERC 61,019, at PP 1, 4, 22
(2015) (approving Dairyland’s request for hypotbati capital structure of 40 percent equity angpé@ent
debt, facilitating Dairyland’s expected five pertewnership share in project).
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projects due to higher debt to equity ratios of-pablic utilities. Given that non-public utilities
serve the majority of the land mass of the Uniteates, the Commission should promote
policies that nurture the financial health of thesenpanies, allowing them the benefits of
ownership of transmission incentives rather thampsy paying the ownership costs of projects
owned by public utilities.

In no case should a hypothetical capital struchergranted automatically. In addition,
any hypothetical capital structure allowed by tlwr®nission should bear some semblance to
reality. The specific incentives proposed by tlmerthission should be designed to promote
sufficient transmission investment without undueree on hypothetical capital structures that
may have the effect of substantially increasingdtteal rate of return on new transmission
investment. If a project is refinanced, the Consimis should reexamine the reasonableness of
the hypothetical capital structure. Moreover, thientive should only be used when the facts of
a particular situation suggest it is warranted, twedadditional cost of permitting use of a
hypothetical capital structure can be justifiedcost-benefit analysis.

Q 76) Should the Commission provide a consisteypdthetical structure (e.g., 50

percent debt and 50 percent equity)? Alternativediiould the Commission cap
the equity percentage at some upper limit (e.g. pgbcent)?

A hypothetical capital structure of 50 percent daid 50 percent equity is a reasonable
default incentive, since it is consistent with tagital structure of many public utilities.
Applicants or intervenors should be permitted tvpte evidence that a different structure is

warranted in a particular case.
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C. Recovery of Cost of Abandoned Plant

Q 77) Should the Commission grant the abandonedntlincentive automatically,
rather than on a case-by-case basis? Under whatwinstances might an
automatic award of the abandoned plant incentive dggoropriate?

NRECA supports continuation of the abandoned pfar@ntive; as discussed above in
Section 1I.C, risk-reducing incentives like the adaned plant incentive are preferable to return-
enhancing incentives. However, the Commission lshclarify how the incentive applies if a
project has multiple owners. If the majority owmancels or abandons a project for reasons
within its control, the cancellation or abandonment nogless may be beyond the control of
minority owners, and they should not be precludedfrecovering their prudently-incurred
costs even if the majority owner cannot.

d. Accelerated Depreciation

Q 80) Should the Commission continue to considec@lerated depreciation as an
incentive?

Accelerated depreciation raises issues of intemgéin@al equity, and should therefore be
used sparingly. Accelerated depreciation shouldlloaved, if at all, only for new investment.
Additionally, a public utility receiving permittetd use accelerated depreciation as an incentive
should also be required to accept, in exchangedaced ROE to reflect the lower risk and
improved cash flow that will result from its useaufcelerated depreciation.

Q 82) Should the Commission grant an accelerategmeiation incentive with a
generic depreciation period or continue to deterraisuch a period on a case-
by-case basis?

If the Commission utilizes accelerated depreciafisan incentive, the depreciation

period should be determined on a case-by-case laasishould be no shorter than necessary to

address the risks that might otherwise preventtoact®on of the project in question.
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D. Mechanics and Implementation

1. Duration of Incentives

Q 83) Should the Commission limit the duration ofgganted transmission incentive?
If so, should this limit be based on the type otemtive granted?

Whether transmission incentives should be timetéichdepends on the nature of the
incentive. NRECA is not taking a position on wheathsk-reducing incentives should be limited
in duration. However, ROE incentive adders fonsraission projects should be designed to
sunset after a set peridd.First, once the project is in service, the presatue of the amortized
value of the adder that customers will pay overliteeof the project will likely exceed the
benefits the customers will receive, thus rendetirggincentive excessive. Second, the project
owner’s cost of equity capital is almost certaithange during the expected life of transmission
facilities, which requires re-examining whether base ROE plus adder provides an excessive
overall return. Third, a transmission owner thalidves its allowed return (base plus adder) is
not consistent with the cost of capital can alwidgsfor a higher base ROE pursuant to FPA
section 205, which will again trigger a re-examimatof the overall allowed return is excessive.

Q 84) How should the Commission structure a duratéd component to its

incentives? For example, should the Commissionade that transmission
incentives automatically sunset after a certain poet?

Yes (see response to # 83, above)

Q 85) Should the Commission provide that a transsion incentive can be eliminated
or modified upon a material change to the transms project? How would
such an elimination or modification be implemented®/hat should constitute
such a material change? How would the Commissiardanterested parties be
informed of such a material change?

> As noted in the response to Question 61, NREG#igaking a position on whether ROE adders foORT

participation are appropriate, and thus is nottgld position on the duration of such adders.
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NRECA agrees that the Commission should retairatitbority to eliminate or modify
transmission incentives. Congress gave the Cononisise authority to award incentives “for
the purpose of benefitting consumers by ensurihghiéty and reducing the cost of delivered
power by reducing transmission congestigh.If circumstances change such that a project for
which incentives were awarded is no longer likelptovide the expected benefits to consumers,
or is likely to provide only reduced benefits, thbemmission should maintain the authority to
eliminate or modify the incentives so that any mtoees received by the developer remain
proportional to the benefits received by consum@&isilarly, if the Commission continues to
provide incentives for Transcos, it must have ahmasm to eliminate or modify the incentive if
the Transco becomes less independent of marketiparits.

2. Case-by-Case vs. Automatic Approach in Reviewing bentives
Applications

Q 90) What are the benefits and drawbacks of gragtincentives on a case-by-case
basis, as compared to being granted automaticadith or without related
threshold criteria? Would an automatic approach $&d on established
threshold criteria provide additional certainty?f o0, how?

As discussed above in Section Il.E, transmissicantives should be granted only on a
case-by-case basis. Project-by-project revieve@essary to enable the Commission to assure
itself that the incentives granted are proportidodhe risks posed by the project and the benefits
to be received by customers. It is also necedsagpable the Commission to fulfill its
obligation to ensure that rates remain just andaeable.

One way in which the Commission could become méfreient in processing case-by-
case applications would be to increase transparenstyakeholders through the use of goal posts

or metrics regarding what criteria could pass tmseeby-case examination.

8 FPA section 219(a).
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3. Interaction Between Different Potential Incentivesn Determining
Correct Level of ROE Incentives

Q 93) Should the Commission establish a more foraialframework for determining
the appropriate level and combination of incentivedf such a framework is
created, what elements should it include?

As discussed above in Section II.E, NRECA beliamesntives must be considered on a
case-by-case basis, and not automatically pursaanformula. The need for case-by-case
review is especially critical where transmissiomews seek different combinations of
incentives. The Commission must examine the tgtafithe incentives and their impact on the
justness and reasonableness of the resultingarsdeautomated granting of incentives would
make this impossible.

Q 95) The Commission’s current policy is that thetal ROE may not exceed the zone

of reasonableness. If a transmission project qdi@s for ROE incentives,
should there be an upper limit or range that thetab ROE cannot exceed? If

so, what is the appropriate limit or range? Shoutlis vary based on how the
Commission sets base ROE?

Under no circumstances should a total ROE be pethib exceed the top of the zone of
reasonableness. If the Commission sets the bageiR® manner that produces a very wide
zone of reasonableness, it may very well be api@pto set a lower limit on total ROE than the
top of the zone of reasonableness.

V. CONCLUSION

NRECA appreciates the opportunity to provide ifsuinto the Commission on these
important inquiries and respectfully requests thatCommission take its views into
consideration as it fashions any proposed chamgis ihcentives and incentive policies. In
particular, NRECA urges the Commission to be vemytious about proposing new incentives
before it figures out ways to determine if existingentives are accomplishing their intended

objectives; to ensure that non-jurisdictional tisb have comparable opportunities to obtain
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incentives and to establish conditions on trangonsscentives that encourage joint ownership

opportunities; and not to make any radical changés risks/challenges approach to

transmission incentive policies, but rather, tammporate new incentive objectives into the

existing framework.
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