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UIEC Data Request 1.64

UIEC Data Request 1.64

Were filings made at FERC for approval of the Gateway project or any segment
thereof? If so, please provide copies of the filings made at FERC together with
the testimony and response and rebuttal testimony filed at FERC.

Response to UIEC Data Request 1.64

PacifiCorp has not made any filings at FERC for approval of Energy Gateway.
PacifiCorp’s did file a petition for at FERC July 3, 2008, requesting a declaratory
order for incentive rates for Energy Gateway (Docket No. EL08-75-000).
PacifiCorp will include all in-service segments of Energy Gateway in rate base
(for the applicable test period) when it files its transmission rate case i 2011.

Please refer to Attachment UIEC 1.64 for a copy of the Order on the Petition for
Declaratory Order, issued October 21, 2008.
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UNITED STATES OF AMERICA ,
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Joseph T. Kelliher, Chaifman;
Suedeen G. Kelly, Marc Spitzer,
and Jon Wellinghoff.

PacifiCorp Docket No. EL08-75-000
ORDER ON PETITION FOR DECLARATORY ORDER
(Issued October 21, 2008)

1. On July 3, 2008, PacifiCorp filed a petition for declaratory order (Petition)
pursuant to section 219 of the Federal Power Act (FPA)" and Order No. 679* seeking
incentive rate treatment for its Energy Gateway Transmission Expansion Project
(Project). The Project, described by PacifiCorp as eight interdependent line segments,
will expand PacifiCorp’s transmission network by 2,000 miles of extra-high voltage

- (EHV) transmission lines. PacifiCorp seeks a 250 basis point adder to its base return on
equity (ROE) and recovery of prudently-incurred abandonment costs if the Project is
cancelled due to factors beyond its control. For the reasons discussed below, we will
grant in part, and deny in part, PacifiCorp’s Petition and grant in part, and deny in part,
the requested incentive rate treatment for its Project.

L. Background

2. According to PacifiCorp, the Project is one of the most ambitious electric
infrastructure projects planned in the western United States in the past two decades. The
Project will enlarge and expand PacifiCorp’s system-wide transmission network by
adding approximately 2,000 miles of new EHV transmission lines in the six-state region
including California, Idaho, Oregon, Utah, Washington, and Wyoming, and deliver up to
3,000 MW of capacity from location-constrained renewable resources in Wyoming to
distant load centers; its estimated cost exceeds $6 billion. PacifiCorp claims that the
Project will provide its customers with substantial economic, reliability and

116 U.S.C. § 824s (2006).

2 Promoting Transmission Investment through Pricing Reform, Order No. 679,
FERC Stats. & Regs. 131,222, order on reh’g, Order No. 679-A, FERC Stats. & Regs.
131,236 (2006), order on reh’g, 119 FERC § 61,062 (2007).
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environmental benefits, including reducing transmission congestion and the future cost of
delivered power throughout the six-state service territory.

3. According to PacifiCorp, the Project is a backbone transmission project providing
a platform for integrating and coordinating future regional and sub-regional electric
transmission projects being considered in the Pacific Northwest and the Intermountain
West. Its configuration is described as a “hub and spoke™ design which is characterized
by PacifiCorp as major EHV transmission lines that connect areas with a strong potential
for generation resource development (hubs) to an enhanced transmission system (spokes) -
for delivery to customers throughout the western United States. Under the Project, hubs
are planned for western Wyoming, south central Wyoming, southwestern Idaho, south
central Utah, and southern Oregon. From the hubs, power will be collected and moved in
different directions to permit PacifiCorp to efficiently deliver power from a variety of
generation sources to load. According to PacifiCorp, the additional transmission
infrastructure and the “hub and spoke” design will provide flexibility, improve efficiency
and enable development of clean and renewable energy resources and will ensure that -
PacifiCorp’s system will be capable of meeting future regional needs.’

4. PacifiCorp states that each of the eight interrelated line segments has been
assigned one of four priority classifications for construction.* PacifiCorp explains that
most of the segments are dependent on the development of other segments and the

- priority levels have been established to ensure the most prudent approach to deliver -
completion of the Project. Four segments comprise Priority One of the Project (segments
A, B, Cand G). According to PacifiCorp, these segments are being built to enhance the
base load service and reliability of PacifiCorp’s transmission system. PacifiCorp
anticipates that these segments will be among the earliest portions of the Project to be
placed into service, and it has begun the preliminary permitting and contracting work to
get these segments on-line between 2010 and 2014.°

? PacifiCorp Petition at 8 and 9.

* According to PacifiCorp, the priority classification assigned to each segment is
driven by efficiency and cost-effective development and construction of the Project;
therefore, PacifiCorp clustered segments offering similar general benefits and asset in-
service dates.

* Segment A is a 230 kV segment which will extend approximately 56 miles
between Walla Walla, Washington and Umatilla, Oregon and cost roughly $108 million.
Segment B is a double circuit 345 kV line that will be constructed in two segments. The
line will run from a new substation near Downey, Idaho 135 miles south to an existing
substation near Salt Lake City, Utah; the estimated cost is $800 million. Segment C
extends north from central Utah running 86 miles north to two future substations. Itis a

(continued...)
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5. Two segments comprise Priority Two (segments D and E). PacifiCorp states that
the two segments are designed to enhance the resource adequacy of the region by
connectlng transmission-constrained wind resources in Wyoming to westward load
centers.® Two segments comprise Priority Three of the Project (segments E and H).
PacifiCorp states that these segments are intended to integrate its two control areas within
the Project footprint, and to provide a means for transmitting renewable energy supplies.’
Priority Four consists of segment F which is intended to provide back-up system
reliability, as well as rating support for PacifiCorp’s newly enhanced system.®

6. The application states that three of the segments may be upsized from a single-
circuit to a double-circuit system.” PacifiCorp states that it is actively working with
potential equity partners to determine the interest and commitment to pursue a double-
circuit configuration for these segments.

double circuit line which will have one segment constructed at 500 kV and the other at
345 kV and is expected to cost $425 million. The segment G transmission line is
approximately 280 miles and will connect an existing substation in central Utah to
another substation north of Las Vegas, Nevada. The lines are planned as a single circuit
345 kV line, and could be upsized to include a 500 kV line configuration. The estimated
cost is $754 million.

§ The two portions of segment D will consist of roughly 300 miles of new
transmission line running from eastern Wyoming to western Wyoming and is estimated
to cost approximately $880 million. PacifiCorp states that the segment will consist of
two single circuit 230 kV lines, and a double circuit 500 kV/230 kV line. The 230 kV
segment of the line could be upsized to 500 kV. Segment E, also comprised of two
sections both single-circuit 500 k'V lines, will run from a planned generation resource hub
near Rock Springs, Wyoming, across Idaho to a point southwest of Boise, Idaho and cost
an estimated $1.02 billion.

7 Segment E continues the single circuit, 500 kV, Priority Two line running to
western Idaho. Segment H, single circuit 500 kV line, will run 375 miles from an
existing substation in western Idaho to a Bonneville Power Administration substation in
northern California. The cost is estimated at $786 million.

3 Segment F which is also a single circuit, 500 kV line extends approximately 395
miles from a new substation in southeastern Wyoming to central Utah. Segment F is
expected to cost $764 million.

? PacifiCorp Petition at n.9 and Cupparo Affidavit at 10-12.
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A. Reguested Incentives

7. PacifiCorp requests a 250 basis point adder to its base ROE for the revenue
requirement associated with the capital costs of its Project, not to exceed the upper end of
the zone of reasonableness as determined in a future proceeding under FPA section 205.
PacifiCorp asserts that the ROE adder is necessary to compensate it for the unusual and
significant project risks.

8. PacifiCorp also requests authorization to recover all prudently-incurred
development and construction costs if the Project is cancelled or abandoned, in whole or
in part, as a result of its inability to obtain necessary approvals, or as a result of any
action or inaction by a governmental authority, or regulatory agency, for any reason
outside PacifiCorp’s control.

9. PacifiCorp states that it qualifies for the rate incentives because of the scope and
magnitude of the Project, because it is intended to respond to regional needs in Idaho,
Oregon, Utah, Washington, and Wyoming, and because it will improve reliability, reduce -
congestion, provide transmission access for renewable resources, provide transmission

for forecasted load growth and will deploy advanced transmission technologies. As the
Project will directly link PacifiCorp’s east and west control areas, it will minimize
congestion and relieve loading along paths between Wyoming and areas west and south,
and, by adding interconnections and increasing transfer capacity, the Project will reduce -
the need for curtailments and improve access to generation resources needed to meet
system demand and reserve obligations.'®

10.  PacifiCorp asserts that it is entitled to a rebuttable presumption of eligibility for
the requested incentives under Order No. 679 because nearly all segments of the Project
- (except segments A and C) were planned and approved under a Fast Track Process
developed in 2007 by the planning committee of the Northern Tier Transmission Group
(NTTG), prior to finalizing requirements for the NTTG’s planning process required by
Order No. 890."" Additionally, PacifiCorp states that NTTG’s 2007 Annual Report

1% See PacifiCorp Petition, Cupparo Affidavit at 19.

" Preventing Undue Discrimination and Preference in Transmission Service,
Order No. 890, 72 Fed. Reg. 12,266 (March 15, 2007), FERC Stats. & Regs. 931,241
(2007), order on reh’g and clarification, Order No. 890-A, 73 Fed. Reg. 2984 (Jan. 16,
2008), FERC Stats. & Regs. 31,261 (2007), order on reh’g and clarification, Order
No. 890-B, 123 FERC ¥ 61,299 (2008). According to PacifiCorp, the Fast Track
provided a forum for stakeholder input and participation in the identification of Fast
Track projects critical to relieving areas of congestion and improving reliability. See
PacifiCorp Petition, Cupparo Affidavit at 15-16.
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identified the need for all of PacifiCorp’s proposed segments (except segment A) to
increase transmission capacity in order to reduce congestion and improve reliability."?
PacifiCorp states that following the NTTG planning committee approval of the 2007
Annual Report and Fast Track recommendations, the Project (with the exception of
segments A and C) was submitted for Western Electricity Coordinating Council (WECC)
regional planning review."?

11.  Inthe event that the Commission determines PacifiCorp is not entitled to that
rebuttable presumption, PacifiCorp argues in the alternative that the benefits from
constructing the Project nevertheless satisfy the eligibility criteria of Order No. 679.
PacifiCorp contends that the Project, once completed, will result in increased reliability™
and a reduction in congestion. Specifically, PacifiCorp points out that the Project will:
(1) establish a 500 kV backbone; (2) reduce curtailments resulting from overscheduled
use; (3) provide additional access to resources and reserves; (4) increase the diversity of
the available resource mix; (5) connect its two control areas (Pacific Power and Rocky
Mountain Power) to better serve network load; and (6) help satisfy state renewable
portfolio requirements. The Petition references numerous transmission studies
identifying constrained paths and interfaces and other areas critical for relieving
congestion in the region; PacifiCorp states that the Project is its response to these
findings, as well as responding to the projected demands on its available capacity due to
growth of its network load obligation. PacifiCorp also highlights that the Project will
enable it to link remote renewable resources to load centers throughout the West.

12. At this time, PacifiCorp is not seeking to change its rates under FPA section 205,
but states that it will make a subsequent section 205 rate filing in the future to implement
the incentive rate treatment. PacifiCorp also explains that it will ask state regulators to
include the Project’s investment in retail electric rates; to the extent that the recovery of
all of the transmission investment is permitted in its retail rate base, “PacifiCorp will
compensate its retail customers by crediting the transmission-related revenues, inclusive
of any incentives granted by the Commission, against its retail revenue requirement.”*>

2 According to the Petition, the Fast Track process relied on studies previously
done within the region to identify congested transmission that impedes efficient and
reliable operation of the grid.

13 See PacifiCorp Petition, Cupparo Affidavit at 17.

" PacifiCorp states that, by adding critical EHV infrastructure to the bulk power
transmission system, the Project will provide contingency capacity throughout the
system, thereby enhancing reliability within the NTTG footprint and the broader region.

15 PaciﬁCorp Petition at 4.
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PacifiCorp expects that the requested incentives will be an important consideration in
obtaining state regulator support for including the reliability and future growth elements
of the Project in retail rates

B. Risks and Challenges

13.  PacifiCorp states that its approach to this Project is a significant departure from
past approaches to the development of major transmission projects. It notes that
historically such projects were built when associated generation resources were sited;
however, PacifiCorp notes that with the current uncertainty of conventional generating
technology, the time required to permit and construct major transmission and the inability
of many renewable resource developers to finance major transmission investments,
transmission must be sited “ahead” of specific generation resources to best position
utilities to meet future forecasted load growth. PacifiCorp asserts that with this approach,
PacifiCorp faces greater risks for transmission investment.

14.  PacifiCorp explains that it faces significant financial and regulatory risks in
pursuing this Project. PacifiCorp cites the estimated $6 billion cost, comparing that to the
average $111 million that it spent on capital expenditures annually between 2002 and
2007, and noting that the total cost is more than three times its current transmission rate
‘base of $1.8 billion. In addition, PacifiCorp states that, since the Project would constitute
the backbone for a future 500 kV infrastructure in the Project footprint, it would be
“responsible for ensuring that the underlying system . . . can withstand technical and
regulatory scrutiny, including the protection of neighboring electrical systems.”'®
According to PacifiCorp, this factor has made it difficult to enlist additional partners in
the Project. Its financial risk is also affected by the fact that it will be siting transmission
lines ahead of new generation resources, as noted above and the fact that development
costs are likely to increase over time.

15.  PacifiCorp asserts that its Project faces significant regulatory risks because it must
garner approval of various state and federal authorities, including six states, the Bureau of
Land Management and the United States Forest Service. PacifiCorp also notes that tribal
issues and federal land management are implicated in the construction and development
of the Project. PacifiCorp also states that large portions of the Project are expected to
traverse federally-administered lands, as well as through routes that are not situated on
existing rights-of-way. PacifiCorp anticipates that proceedings will be contested and
prolonged and recognizes the risk of siting delays and potential re-routing that may
increase the overall cost. This, accordmg to PacifiCorp, equates to added authorization
complexities on a scale unlike previous transmission projects for which the Commission
has granted requested rate incentives.

16 PacifiCorp Petition at 31.
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16.  Finally, PacifiCorp states that there will be uncommon technology-related risks
because it contemplates investing in several advanced transmission technologies that
have not been widely deployed."” PacifiCorp believes that there is added risk because
there is uncertainty as to how these technologies will perform within this Project, and it
notes that these novel technologies “must be designed, constructed and tested to ensur
they meet the requirements of the Project.”® '

C. Technology Statement

17.  PacifiCorp included an advanced technologies statement in its Petition as required
by Order No. 679." Subject to further study and final engineering, PacifiCorp states that
it intends to utilize-several types of advanced technologies in connection with various
segments. PacifiCorp has not, in most cases, designated the specific segments on which
the advanced technologies will be used. According to PacifiCorp, the technologies meet
the standard set forth in Order No. 679, and in section 1223 of the Energy Policy Act of
2005 (EPAct 2005),2 as they mitigate congestion and enhance grid reliability by
increasing the capacity, efficiency and reliability of an existing or new transmission
facility. PacifiCorp’s advanced technologies fall into the categories of advanced
conductor technology, enhanced power device monitoring, fiber optic technologies,
power electronics and other technologies.”

18.  PacifiCorp intends to utilize Trapezoidal Conductor technology which involves
the use of Aluminum Conductor Steel Supported/Trapezoidal Wire. According to
PacifiCorp, this advanced conductor design will increase transmission capacity, and
reduce the sag of the transmission lines as well as avoid energy losses. PacifiCorp
intends tozixse this technology on 500 kV lines, anticipated to be used on segments C, D,
E, and G. '

'7 As further discussed below, PacifiCorp plans on utilizing trapezoidal
conductors, and fiber optic shield wires in addition to other innovative technologies.
PacifiCorp Petition at 35.

¥ 1d.

¥ Order No. 679, FERC Stats. & Regs. 931,222 at P 302.
20 pub. L. No. 109-58, § 1223, 119 Stat. 594, 953 (2005).
2! PacifiCorp Petition at 42.

22 Id. at 23, Cupparo Affidavit at 24. PacifiCorp also asserts that an estimated
6,000 to 120,000 metric tons of carbon dioxide could be avoided annually, as a result of
applying this technology. : ‘
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19.  PacifiCorp states that it is planning to use Static VAR Compensators (SVCs)
which are electrical devices used to automatically match impedance to regular voltage
and improve both dynamic and transient network stability. PacifiCorp is evaluating the
installation of SVCs on several segments of the Project in order to support the required
dynamic voltage regulation and “firming up” of the system, and also improve reliability,
power quality, contingency recovery, create operational benefits and help maximize the
overall total transfer capability.??

20.  PacifiCorp plans to use fiber optic technology in order to shield phase conductors
from direct lightning strikes, provide high-capacity, high-speed communication channels
and reliably detect short circuits. PacifiCorp states that the installation of the fiber optic
technology can also create additional latent capacity bandwidth, which could also provide
an alternate secure communication path that could be used for national security and
regional development purposes. PacifiCorp states that this technology has the potential
to be used throughout the Project.?* :

21.  PacifiCorp also intends to use phase shifters to improve and/or increase stability
limits of transmission lines when the maximum power transfer is reached. PacifiCorp
states that phase shifters help provide operational and seasonal flexibility, and that it is
pursuing targeted applications of this technology to reduce overall system losses by

- eliminatizlég circulating currents, and helping to protect neighboring transmission
systems.

22.  Inaddition, PacifiCorp intends to employ Special Protection Schemes (SPS) to
respond to system events and disturbance data that could potentially cause undue stress
on its system as necessary to maximize grid total transfer capability, to improve long-
term reliability and reduce negative impacts to the interconnected systems, as well as to
benefit the interim ratings of the lines.*® :

23.  Finally, PacifiCorp states that it is evaluating the use of advanced monitors in
transformers at the new substations that will provide notification when the affected
equipment is near failure. This technology, while not required by reliability standards,
helps protect high-cost investments and improve reliability by providing for early
detection of potential issues. ‘

 PacifiCorp Petition at 45.
¥ 1d.

% Id. at 46.

% Id. at 47.
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1I. Notice of Filing and Responsive Pleadings

24.  Notice of PacifiCorp’s filing was published in the Federal Register, 73 Fed. Reg.
41,064 (2008), with interventions and protests due on or before July 24, 2008. Timely
motions to intervene raising no substantive issues were filed by Horizon Wind Energy
LLC, Arizona Public Service Company, the Transmission Agency of Northern
California, and the Utah Division of Public Utilities. Timely motions to intervene and
protests were filed by the Bonneville Power Administration (Bonneville), Industrial
Customers of Northwest Utilities (Industrial Customers), and the Utah Municipal Power
Agency (UMPA). Utah Associated Municipal Power Systems (Utah Systems) filed a
timely motion to intervene and comments. On August 6, 2008, PacifiCorp filed a motion
for leave to answer and an answer. On September 5, 2008, UMPA responded to
PacifiCorp’s answer.

25.  Bonneville claims that PacifiCorp cannot establish a rebuttable presumption, as
provided under Order No. 679, by satisfying the threshold criteria for eligibility for
transmission incentive treatment under FPA section 219 with a showing, in pertinent part,
that a transmission project results from a fair and open regional planning process that
considers and evaluates projects for reliability and/or congestion. Bonneville notes that
PacifiCorp claims to meet this condition by virtue of its participation in the NTTG
planning process. However, Bonneville contends that the Project was announced in May
of 2007, while NTTG did not start its planning process until later that year. Thus,
according to Bonneville, the Project could not have originated from the NTTG planning
process.

26.  Protesters argue that the requested 250 basis point ROE adder is too high.
Bonneville asserts that, although some ROE adder would be appropriate, PacifiCorp’s
requested incentive is 100 basis points higher than any previously approved by the
Commission. UMPA similarly argues that PacifiCorp has failed to justify such a large
adder, calling the 250 basis point incentive rate adder “unprecedented.”?” UMPA also
alleges that the risks attributable to the Project are reduced as a result of PacifiCorp’s
recovery of abandoned plant costs; thus, the proposed level of ROE adder is not
warranted.?® Utah Systems note that, although the Project may be larger than any for
which incentives were previously granted, “an incentive return on equity generates
dollars based on a percentage of the total equity investment.”? According to Utah

2T UMPA July 24, 2008 Protest at 9.

8 Id. at 10 (“the abandoned plant rate incentive eliminates PacifiCorp’s exposure
to the very risks PacifiCorp relies on to justify its extraordinary 250 basis point adder”).

% Utah Systems July 24, 2008 Comments at 4.
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Systems, since a ROE on a large investment yields a greater number of dollars than the
same ROE on a smaller investment, it is unclear why a greater percentage return is
appropriate for a larger project. Bonneville and Industrial Customers contend that the
large scope of the Project, which PacifiCorp relies on to justify such a large adder, was
artificially created by virtue of PacifiCorp bundling a number of individual, smaller,
projects together into one package.

27.  As such, Bonneville and Industrial Customers argue that PacifiCorp has failed to
demonstrate a nexus between the incentives sought and the investment being made.
Industrial Customers contends that since PacifiCorp already planned certain transmission
investments included in the Project, the ROE adder is not tailored to its actual risks and
challenges. Further, it asserts that the scope and effects of the Project are not as large as
PacifiCorp claims because it “is not one large transmission investment, but a series of
eight separate and often unrelated transmission projects.”® Bonneville urges the
Commission to analyze each of the segments individually to determine if each is related
to the other segments and whether there is a nexus for each to the requested incentive
rate. In particular, Industrial Customers and Bonneville claim that segment A is a local
transmission project, separately planned and operationally unrelated to the other
segments.”’ They also question whether transmission that has been planned for some
time for PacifiCorp to meet its load service obligations through routine investments
warrants incentive rate treatment.*? .

28.  UMPA similarly argues that PacifiCorp should not receive incentive rate treatment
for transmission investments needed to serve the needs of existing customers.”> UMPA
suggests that the system upgrades proposed by PacifiCorp are “the kinds of routine
investments made in the ordinary course of expanding the system to account for load
growth.”* Stating that PacifiCorp is required to maintain its system in order to serve
load and respond to anticipated load growth, UMPA asserts that “current customers
should not be forced to pay additional incentive rates in order to cause the transmission

3 Industrial Customers July 24, 2008 Protest at 5.
M 1d. at 6; Bonneville July 24, 2008 Protest at 5.

% Bonneville July 24, 2008 Protest at 4; Industrial Customers July 24, 2008
Protest at 7.

33 UMPA July 24, 2008 Protest at 5-7.
¥ 1d. at 6.
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provider to provide for the basic transmission service that the provider is obligated to
provide . . .”** Bonneville and Industrial Customers make similar arguments.>®

'29.  All four protesters assert that segments A, B, and C were requirements stemming
- from Mid-American Energy Holding Company’s (MidAmerican) acquisition of
‘PacifiCorp. According to Utah Systems, MidAmerican and PacifiCorp already received
‘a construction incentive (merger approval), and further incentives now may be
unnecessary. Bonneville and UMPA cite Commission precedent for rejecting a request
for incentive rate treatment where a project had been ordered by the Commission in
another proceeding.’” As the Commission in Westar denied incentives when the
applicant failed to offer evidence that conditions had changed since its prior
commitments, UMPA asserts that PacifiCorp has also failed to provide any evidence that
_circumstances have changed since it committed to build segments A, B, and C as part of
-its merger with MidAmerican.

30.  More generally, protesters claim that granting incentive rate treatment to
PacifiCorp will not serve to promote new investment. Industrial Customers contend that
PacifiCorp has not identified any regulatory and technology risks that other utilities
would not have to face when making routine transmission investments, and that incentive
rate treatment in this case would simply give PacifiCorp higher returns on investments it
~was already planning to make. Utah Systems state that investors may not stand to gain
-much from the requested incentives, because PacifiCorp plans that the additional
‘revenues generated by the ROE will be used to reduce the transmission rates that
- otherwise would be paid by its retail customers. Utah Systems suggest that “the
-increased revenue credits to PacifiCorp’s retail jurisdictions is the price of securing state
“approvals,”® and is concerned that the Commission in Order No. 679 did not envision
retail rate relief as a valid reason for granting incentives at the federal level.

31.  UMPA also raises concerns about the proposed credit to retail customers. UMPA
believes that, as a result of the crediting mechanism, only PacifiCorp’s wholesale

B 1d.

% See Bonneville July 24, 2008 Protest at 5 (routine investment necessary to meet
wind generation interconnection requests); Industrial Customers July 24, 2008 Protest at
7 (normal and routine transmission investments related to system reliability and load
growth).

37 Bonneville July 24, 2008 Protest at 5-6 and UMPA July 24, 2008 Protest at 7-8
(citing Westar Energy Inc. (Westar), 122 FERC Y 61,268, at P 49-52 (2008)).

38 Utah Systems July 24,2008 Comments at 4-5.
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customers would pay the proposed incentive rate. UMPA suggests that PacifiCorp has
requested a higher incentive rate than necessary, given that it will only be recovered on
ten percent of its transmission revenue requirement,*® and concludes that the retail credit
1s preferential and unduly discriminatory.

32.  Bonneville and UMPA request that the Commission set this case for hearing to
determine a just and reasonable incentive rate treatment for the various segments of the
Project®® and to properly tailor any approved incentives to encourage investment without
discriminating against wholesale customers.*

33.  Finally, Bonneville does not object to PacifiCorp’s requested incentive for
recovery of prudently incurred development and construction costs if the Project is
cancelled or abandoned “as a result of any action or inaction by a governmental
authority.”* But, Bonneville requests clarification that the clause “action or inaction by
a governmental authority” does not include actions or inactions by Bonneville.
Bonneville asserts that that provision should protect PacifiCorp from things such as
denial of easements and regulatory approvals, but that action or inaction by Bonneville
should not trigger cost recovery under that incentive.

III. Discussion

~ A.  Procedural Matters

34.  Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure,
18 C.F.R. § 385.214 (2008), the timely, unopposed motions to intervene serve to make
the entities that filed them parties'to this proceeding.

35.  Rule 213(a) of the Commission’s Rules of Practice and Procedure, 18 C.F.R.

§ 385.213(a) (2008), prohibits an answer to a protest, unless otherwise permitted by the
decisional authority. We are not persuaded to accept PacifiCorp’s answer and UMPA’s
response and will, therefore, reject them.

¥ See UMPA July 24, 2008 Protest at 11 (rioting that PacifiCorp states it receives
over ninety percent of its recovery on transmission investment through native load and
retail ratemaking processes.)

4 Bonneville July 24, 2008 Protest at 7.
‘1 UMPA July 24, 2008 Protest at 2.

- * Bonneville July 24, 2008 Protest at 6 (citing PacifiCorp July 3, 2008 Petition at
4). |
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B. Section 219 Requirement

36. © In EPAct 2005, Congress addressed incentive-based rate treatments for new
transmission construction.* Specifically, section 1241 of EPAct 2005 added a new
section 219 to the FPA directing the Commission to establish, by rule, incentive-based
(including performance-based) rate treatments for electric transmission. The
Commission issued Order No. 679, which set forth processes by which a public utility
could seek transmission rate incentives pursuant to section 219, including the incentives
requested here by Petitioners. :

37.  Order No. 679 provided that a public utility may file a petition for declaratory
order or FPA section 205 filing to obtain incentive rate treatment for transmission
infrastructure investment that satisfies the requirements of FPA section 219. The
applicant must demonstrate that the facilities for which it seeks incentives either ensure
reliability or reduce the cost of delivered power by reducing transmission congestion.**
Order No. 679 also established a rebuttable presumption that a project satisfies these
threshold criteria for eligibility for transmission incentive treatment under section 219 if:
(1) a transmission project results from a fair and open regional planning process that
considers and evaluates projects for reliability and/or congestion and is found to be
acceptable to the Commission; or (2) a project has received construction approval from
an appropriate state commission or state siting authority.*> Order No. 679-A clarified the
operation of this rebuttable presumption by noting that the authorities and/or processes on
which it is based (i.e., a regional planning process, a state commission, or siting
authority) must, in fact consider whether the pI’O_] ject ensures re11ab111ty or reduces the
cost of delivered power by reducing congestion.*®

38. - PacifiCorp asserts that the Project meets the rebuttable presumption under Order
No. 679 since, “[vlirtually all segments of the Project were planned, coordinated and
approved under the auspices of the ... NTTG planning process.” However, PacifiCorp
also acknowledges that the NTTG formal planning process had not been fully developed
when “Fast Track” review occurred, and further that certain portions of the Project were

*3 See Pub L. No. 109-58, 119 Stat 594, 961 (2005).

# See 18 C.F.R. § 35.35(d) (2008).

5 See id.; Order No. 679-A, FERC Stats. & Regs. 31,236 at P 47.
* Order No. 679-A, FERC Stats. & Regs. § 31,236 at P 49.
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not subject to any regional planning process review at all.*’ Under those circumstances,
we find that the Project is not eligible for the rebuttable presumption of relying on a
regional planning process.

39.  Nevertheless, we find that PacifiCorp has adequately demonstrated that the Project
(with the exception of segment A) will ensure reliability and reduce transmission
congestion, and therefore meets the requirements of FPA section 219 for incentive rate

- treatment. We find that segments B through H of the Project would establish for the first
time a backbone of 500 kV transmission lines in PacifiCorp’s Wyoming, Idaho and Utah
regions. ** This would provide Pac1ﬁC0rp a platform for integrating and coordinating
future regional and sub-regional electric transmission projects being considered in the
Pacific Northwest and the Intermountain West, connecting existing and potential
generation to loads in an efficient manner, thus reducing the cost of delivered power. *°
Also, the Petition cites the 2006 DOE National Electric Transmission Congestion Study
and the 2004 Rocky Mountain Area Transmission Study in stating that the proposed
Project will reduce congestion or maintain reliability in the Western Interconnection.>
Additionally, the Project would establish a direct link between PacifiCorp’s east and west
control areas, providing numerous benefits including increasing transfer capability,
reducing the need for curtailments, and reducing transmission congestion. >

40.  With regard to segment A, which is a 230 kV segment connecting existing power
substations at Walla Walla, Wallula and McNary, Washington and extending to Umatilla,
Oregon, we conclude that PacifiCorp has not provided sufficient evidence to meet the
requirements of FPA section 219 for incentive rate treatment and therefore, we decline to
grant any incentive for this segment. ' In support of segment A, the Petition merely states
that it “could be used to link existing and future sources of renewable resources to better
benefit system power transfers.”? There are no congestion studies or reliability
assessments in the record to support a finding that segment A will either ensure reliability
or reduce the cost of delivered power by reducing congestion, as required by our
regulations to qualify for incentive rates. Accordingly, PacifiCorp has met the

7 See PacifiCorp Petition, Cupparo Affidavit at 15-16.

* 1d. at 20 & n4l. |

¥ 1d. at 3, Cupparo Affidavit at 4, 7, and 19.

* Id. at 21-23, Cupparo Affidavit at 22.

>! See id., Cupparo Affidavit at 39.

> PacifiCorp Petition at 10. See also Cupparo Affidavit at 8-9. |
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requirements of FPA section 219 for segments B through H of the Project; however, we
will deny incentive rate treatment for segment A of the Project, without prejudice to
PacifiCorp re-filing with the required support for that portion of the Project.

C. Incentives and the Commission’s Nexus Requirement

41.  Inaddition to satisfying the section 219 requirement of ensuring reliability or
reducing the cost of delivered power by reducing congestion, an applicant must
demonstrate that there is a nexus between the incentive sought and the investment being
made. InOrder No. 679-A, the Commission clarified that the nexus test is met when an
applicant demonstrates that the total package of incentives requested is “tailored-to
address the demonstrable risks or challenges faced by the applicant.”> As part of our
evaluation of whether the incentives requested are tailored to address the demonstrable
risks or challenges faced by the applicant, the Commission has found the question of
whether a project is “routine” to be particularly probative. In BG&E,> the Commission
clarified how it will evaluate projects to determine whether they are routine and the effect
this evaluation has on an applicant’s request for incentives. Specifically, to determine
whether a project is not routine, the Commission stated that it will consider all relevant
factors presented by the applicant. For example, an applicant may present evidence on:
(1) the scope of the project (e.g., dollar investment, increase in transfer capability,
involvement of multiple entities or jurisdictions, size, effect on region); (2) the effect of
the project (e.g., ensuring reliability or reducing congestion costs); and (3) the challenges
or risks faced by the project (e.g., siting, internal competition for financing with other
projects, long lead times, regulatory and political risks, specific financing challenges,
other impediments).>

42.  The Project is an enormous undertaking by PacifiCorp to construct approximately
2,000 miles of new EHV transmission lines throughout six states (including 230 kV, 345
kV and 500 kV transmission lines). The Project will provide the first backbone 500 kV
“superhighway” in this part of the Western Interconnection and may facilitate the
addition of future 500 kV transmission lines in the area. The Project will improve
transfer capacity; for example, segment B, when combined with the other segments of the
Project, will increase transfer capacity by 1,400 MW, and significantly mitigate a

>3 Order No. 679-A, FERC Stats. & Regs. 9 31,236 at P 40.

* Baltimore Gas and Electric Company, 120 FERC 9 61,084, at P 52-55 (2007)
(BG&E).

> This list provides some examples of evidence that may help inform the
Commission whether a project is routine in nature, but is not intended to be exhaustive.
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transmission constraint on the system.>® The Bridger Expansion project (part of segment
'E) will increase transfer capacity by a significant amount.”” In addition, the Project will
relieve several other points of congestion within the PacifiCorp control areas.*® Also, the
Project will directly link PacifiCorp’s east and west control areas, enabling PacifiCorp to
-make efficient use of resources to meet its load and reserve obligations, as well as
minimize congestion and relieve loading along paths between Wyoming and areas west
and south.” The Project will provide substantial benefits in terms of ensuring reliability
in the region and will also reduce congestion costs.

43.  Moreover, PacifiCorp faces significant risks and challenges in pursuing this
Project. The Petition enumerates considerable siting, construction, regulatory, financing,
and technology risks. Namely, the configuration of the Project®® and the siting of its

- transmission facilities ahead of the siting for specific generation resources may lead to

-additional costs, delays, or modifications down the road. PacifiCorp notes that currently

‘10 500 kV infrastructure exists within the Project footprint in Idaho, Utah and Wyoming;

- therefore, as the first entity to construct a new 500 kV system, it will be responsible for

- mitigating any impacts caused on the existing transmission system. PacifiCorp explains

_that the new 500 kV transmission system should not cause any overloads on the
underlying lower voltage transmission system. It cites the need to mitigate possible
overloads as the reason to construct a redundant transmission system, which effectively
raises th%lcosts and risks of incorporating a new higher voltage class of transmission in
the area.

%8 See PacifiCorp Petition, Cupparo Affidavit at 9.
>7 Id. at Exhibit 4, p. IV.

% See id. at 22.

% See id. at Exhibit 5, p. 35.

5 As noted above, PacifiCorp will employ a “hub and spoke™ configuration that is
characterized by major EHV transmission lines that connect areas with strong potential
for generation resource development (hubs) to an enhanced transmission system (spokes)
for delivery of capacity and energy to customers throughout the region.

81 See PacifiCorp Petition at n.41.
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44.  We also find that the Project faces significant risks related to the magnitude of the
financial investment required (estimated at $6 billion),** which represents more than a
330 percent increase in PacifiCorp’s existing transmission rate base,” and the regulatory
risks involved. There are significant siting issues because the individual segments must
be approved by numerous states and several federal authorities, including the Bureau of
Land Management and the United States Forest Service. Further, tribal issues and federal
land management issues are implicated in the construction and development of the
Project.

45.  Further, PacifiCorp states that the Project will also facilitate the delivery of remote
renewable resources, accommodating up to 3,000 MW of capacity from location-
constrained renewable resources in Wyoming to distant load centers. We find that, in
addition to the other bases discussed above; construction or enhancement of transmission
facilities designed to provide access to these types of remote resources is not routine.

46.  We do not agree with protesters’ assertions that the large scope of the Project is an
artificial creation of combining several individual, smaller projects, nor that the
Commission should analyze each of the segments individually to determine whether there
1s a nexus for each. We conclude that each segment of this Project (with the exception of
segment A, as discussed above) will improve PacifiCorp’s transmission operations and,
among other things, increase transfer capability. Moreover, even if we were to find that
each segment is a separate project, which we do not, the Commission has held that an
applicant “may present evidence that a group of projects, when considered in the
aggregate, are not routine.”® Hence, consistent with Commission precedent, we
consider, and conclude that the Project as a whole satisfies the nexus requirement.

47.  Similarly, Bonneville and Industrial Customers’ objections that transmission
-already planned to meet PacifiCorp’s load service obligations should not receive
incentive rate treatment are not persuasive. We explained in Order No. 679 that
“[i]nclusion of a facility in a plan does not mean that a project can or will get built,” and
that even in such instances the granting of incentives may help to secure financing.%

62 This cost estimate reflects a single circuit configuration. However; we note that
PacifiCorp seeks equity partners to upsize segments D, E and F from a single circuit to
double circuit configuration, and that could significantly increase the Project costs. Id. at
n.9.

% Jd. at 7, Cupparo Affidavit at 7, 29-30.
% BG&E, 120 FERC 1 61,084 at P 53.
% Order No. 679, FERC Stats. & Regs. 431,222 at P 35.
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Additionally, PacifiCorp has provided ample evidence that by adding the additional
transmission capability, the PI‘OJ ect will ensure reliability and provide other benefits, as
well as serve to meet load service obhgatlons

48.  Regarding protesters’ claims that PacifiCorp is already obligated to build certain
segments as a result of its merger with MidAmerican, and that it should not receive
incentive rate treatment consistent with Westar, we find that this case is distinguishable.
In Westar, the Commission found that the petitioner had not explained why it required
incentives to encourage investment in its project when the Commission had already
directed it to increase transfer capability on the transmission line as part of mitigation
requirements in another proceeding. The Commission explained that projects an entity is
required to build may not necessarily qualify for incentives because there is that
obligation and a high assurance of recovery of the related costs.’® With respect to
PacifiCorp, the record does not indicate that this Commission required the parties to
construct any transmission as a condition for approval of the MidAmerican/PacifiCorp
merger.’ The parties apparently made commitments to build segments A, B, and C in
proceedings before various state commissions, but PacifiCorp asserts that “Segments B
and C represent significant expansions, of the original transaction commitments.”®® As
such, the circumstances have changed since PacifiCorp entered into those transaction
commitments. These distinctions, in conjunction with the manner in which segments B
and C are integrated with the Project as a whole, lead us to conclude that incentives are
warranted to encourage investment for these segments.

49.  Finally, we address concerns raised by Utah Systems that investors may not stand
to gain much from undertaking the risks associated with this investment. Because the
additional revenues generated by the ROE adder will be used to reduce the transmission
rates of PacifiCorp’s retail customers, Utah Systems suggest that the increased revenue
credits are the price of securing state approvals, which was not identified as a reason for
granting incentives in Order No. 679. There is no evidence in the record regarding the
impact of the requested incentives on state commission approval, nor is there any reason
to believe the incentives will not attract investors to the Project. We therefore dismiss
these claims by Utah Systems as speculative.

% Westar, 122 FERC 9 61,268 at 49-50, citing Order No. 679, FERC Stats. &
Regs. 31,222 at P 94,

%7 See MidAmerican Energy Holdings Co., 113 FERC § 61,298 (2005), reh’g
denied, 118 FERC 9 61,003 (2007).

68 PacifiCorp Petition at n.32.
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50.  Accordingly, for the reasons discussed above, we find that PacifiCorp’s Project is
not routine in nature, and, therefore, meets the nexus requirement to be ehglble for
incentives under Order No. 679. :

D. Requested Incentives

1. ROE Adder

51.  PacifiCorp’s Project is unparalleled in terms of its size, cost, siting risk, regulatory
and financial risk, technology-related risks, and other factors. In addition to the
numerous risks and challenges associated with this Project, PacifiCorp will require an
enormous investment (well in excess of $5 billion, even without the estimated $108
million needed to construct segment A), thereby presenting financing challenges not
faced by the ordinary transmission investment. It is also important to recognize that
PacifiCorp has voluntarily proposed to invest a large amount of capital to build backbone
500 kV transmission facilities through large portions of its system, which will ensure
reliability and/or reduce congestion costs and facilitate the construction of additional high
voltage facilities throughout the region. This, together with the vast size of the Project
(roughly 2,000 miles of transmission lines, even excluding segment A) and the extended
period of time for completion (through 2014) is the type of infrastructure development
envisioned by EPAct-2005 and Order No. 679. All of these factors support the request
for an incentive ROE adder, which PacifiCorp believes will attract capital for the Project,
when added to the base ROE to be determined in a future rate case.

52.  We also do not agree with Utah Systems’ objection that, since a ROE on a large
investment yields a greater number of dollars than the same ROE on a smaller
investment, a greater percentage return is not appropriate for a larger project. In Order
No. 679, the Commission permitted, when justified, an incentive-based ROE to all public
utilities for new investments in transmlsswn facilities that benefit consumers by ensuring
reliability or reducing congestion costs.®” The Commission concluded that ROE
incentives encourage investment, and the granting of ROE incentives could make
transmission projects more attractive and, therefore, more likely.”’ In evaluating these
incentives, the Commission considered “the appropriateness of a higher ROE as a

® Order No. 679, FERC Stats. & Regs. 31,222 at P 91.

" Id. See also Commonwealth Edison Co., 124 FERC 961,231, at P 29 (2008)
(“A higher ROE encourages new transmission investment because it provides a longer
term higher return on equity after the project:comes on line, only for that new investment,
and makes that transmission project more attractive as an investment.”).
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mechanism for increasing investment in new capacity.”’" In this instance, we find that
PacifiCorp’s incentive rate adder is justified based on the requirements of Order No. 679.

53.  Accordingly, as discussed further below, we grant a 200 basis point incentive for
the Project, to be added to the base ROE determined in a future PacifiCorp section 205
filing. Our grant of the incentive ROE adder will be bound by the upper end of the zone
of reasonableness. '

2. Recovery of Abandoned Plant Costs

54.  PacifiCorp requests recovery of all prudently-incurred development and
construction costs in the event the Project is cancelled or abandoned as a result of its
inability to obtain necessary approvals, or as a result of any action or inaction by a
governmental authority or regulatory agency, for reasons beyond PacifiCorp’s control. In
Order No. 679, we found that this incentive is an effective means to encourage
transmission development by reducing the risk of non-recovery of costs.”> Consistent
with Order No. 679, PacifiCorp has shown a nexus between the recovery of prudently-
incurred costs associated with abandoned transmission projects and its planned
investment. Thus, we will grant the request for the recovery of prudently-incurred
development and construction costs if the Project is cancelled or abandoned, in whole or
in part, as a result of PacifiCorp’s inability to obtain necessary approvals, or as a result of
any action or inaction by a governmental authority or regulatory agency, for any reason
determined to be outside PacifiCorp’s control in subsequent section 205 filings.”

55. We find that this incentive will be an effective means to encourage the completion
of the Project. For example, besides its scope and size, this Project requires timely
approvals from multiple jurisdictions, along with various federal approvals. Dependence
upon approval by multiple jurisdictions introduces a significant element of risk to this
Project that is not faced by utilities building transmission facilities within a single

Jjurisdiction. Granting the request for an abandonment incentive will help to ameliorate
these risks and help ensure completion of the Project.

56.  Regarding Bonneville’s request for clarification regarding whether its actions
could be construed as those of a “governmental authority” and thus potentially trigger
PacifiCorp’s ability to recover abandoned plant costs, we dismiss this request as
premature. We will address any request for recovery of abandonment costs in the context

™! See id. P 85.
7 Order No. 679, FERC Stats. & Regs. 31,222 at P 163.
™ Id. P 165-66.
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of the required filing under FPA section 205. In that proceeding, PacifiCorp will bear the
burden of demonstrating that the Project was cancelled or abandoned as a result of its
inability to obtain necessary approvals, or as a result of any action or inaction by a
governmental authority, or regulatory agency, for reasons outside PacifiCorp’s control.

3. Total Package of Incentives

57.  As noted earlier, in Order No. 679-A, the Commission clarified that its nexus test
1s met when an applicant demonstrates that the total package of incentives requested is
tailored to address the demonstrable risks or challenges faced by the applicant. The
Commission noted that this nexus test is fact-specific and requires the Commission to -
review each application on a case-by-case basis. Consistent with Order No. 679, the
Comm1351on has, 1n prior cases, approved multiple rate incentives for particular
projects.” This is consistent with our interpretation of FPA section 219 as authorizing
the Commission to approve more than one incentive rate treatment for an applicant
proposing a new transmission project, as long as each incentive is justified by a showing
that it satisfies the requirements of the FPA section 219 and that there is a nexus between
the incentives being proposed and the investment being made.

58.  PacifiCorp states that the total package of incentives that it has requested is
necessary to compensate it for the substantial risks posed by the Project. It also asserts
that the overall risks associated with building the Project are not fully mitigated by an -
abandonment incentive, and argues that reducing its requested ROE adder because it has
been granted an abandonment incentive “would misalign the scope of Pac1ﬁCorp s risks
with its narrowly tailored incentive package.””®

59.  We find that PacifiCorp has shown, consistent with Order No. 679-A, that
multiple 1ncent1ves are justified to address the demonstrable risks or challenges faced by
the Project.” An ROE adder and abandoned plant costs incentive rate treatment are not
mutually exclusive, and PacifiCorp has explained why it is seeking each incentive and

7 Order No. 679, FERC Stats. & Regs. § 31, 222 at P 55.

7 See, e.g., Allegheny Energy, Inc., 116 FERC Y 61,058, at P 60, 122 (2006)
(approving ROE at the upper end of the zone of reasonableness and 100 percent
abandoned plant recovery); Duquesne Light Co., 118 FERC ¥ 61,087, at P 55 (2007)
(granting an enhanced ROE, 100 percent CWIP, and 100 percent abandoned plant
recovery).

76 PacifiCorp Petition at 39.

7 Order No. 679-A, FERC Stats. & Regs. 131,236 at P 21, 27.
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how each is relevant to the proposed Project. As discussed above, PacifiCorp faces
significant risks and challenges in pursuing this Project. We find here that granting the
ROE incentive, together with abandoned plant recovery, will encourage greater
participation from potential equity partners. Due to the number of approvals needed, the
cost of the Project construction, the fact that transmission construction will precede siting
of new generation, and other factors cited, PacifiCorp is exposed to greater risks of
project failure which results in increased risks to debt. The two incentives sought by
PacifiCorp serve different purposes; thus, we reject protestors’ arguments that the total
package of incentives is unwarranted, and find that PacifiCorp has shown a nexus for the

~ total package of incentives. However, we will approve a 200 basis point adder rather
than the 250 basis point adder requested by PacifiCorp. A 200 basis point adder is a
significant increase in the return on equity that will be earned on this ambitious
infrastructure investment; we find that such adder is just and reasonable under the
circumstances presented by PacifiCorp’s application.

4. Other Issues

60.  In Order No. 890, the Commission required transmission providers to open their
transmission planning process to customers, coordinate with customers regarding future
system plans, and share necessary planning information with customers.”® The
Commission identified important benefits stemming from that requirement, finding that
an open, transparent, and coordinated transmission planning process would increase the
ability of customers to access new generating resources, including renewable resources,
and would promote efficient utilization of transmission.” Such potential benefits are
particularly important with respect to the development of new backbone transmission
facilities like the Project. PacifiCorp indicates in the Petition that it is continuing to
explore the proper size and exact location of some segments of the Project.®® To the
extent that such aspects of the Project remain under consideration, the Commission
expects that PacifiCorp will address them as alppropriate through the transmission
planning process required by Order No. 890.® .

7 Order No. 890, FERC Stats. & Regs. 431,241 at P 3.
®1dP3,5.

% See, e.g., PacifiCorp Petition at 13, n.23 (regarding the section of segment E that
is intended to connect the Populus substation to the Hemingway substation) and Cupparo
Affidavit at 12 (regarding possible upsizing of segment G).

31 In July 2008, the Commission accepted PacifiCorp’s Order No. 890
transmission planning compliance filing, as well as comparable filings submitted by other

(continued...)
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61. ~ UMPA raises concerns about the proposed credit to retail customers. UMPA
believes that, as a result of the crediting mechanism, only PacifiCorp’s wholesale
customers would pay the proposed incentive rate. UMPA suggests that PacifiCorp has
requested a higher incentive rate than necessary, given that it will only be recovered on
ten percent of its transmission revenue requirement, and concludes that the retail credit is
preferential and unduly discriminatory.

62. We find that UMPA’s assertion is beyond the scope of this proceeding. Any
future proposal by PacifiCorp to provide a credit to its retail customers is a matter for
state commission approval. We also disagree that the requested incentive is higher than
necessary, as discussed above. To the extent that UMPA is concerned about the equities
of rate allocation between wholesale and retail customers, this issue is properly raised
when PacifiCorp files under FPA section 205 to recover costs associated with the Project.

63.  Finally, we deny protestors’ requests that we set this matter for hearing. In
general, the Commission sets matters for a trial-type evidentiary hearing only to resolve
material issues of law and fact. In this case, however, since PacifiCorp has satisfied the
requirements of Order No. 679, except for segment A, we conclude that setting this
matter for hearing is not appropriate.

The Commission orders:

The petitidn for declaratory order is hereby granted in part, and denied in part, as
discussed in the body of this order.

By the Commission. Commissioners Kelly and Wellinghoff concurring with separate
statements attached.
Commissioner Moeller not participating.

(SEAL)

Kimberly D. Bose,
Secretary.

transmission providers in the region and the related NTTG Agreements, subject to
modifications and further compliance filings. Idaho Power Co., 124 FERC ¥ 61,053
(2008).
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PacifiCorp : Docket No. EL08-75-000

(Issued October 21, 2008)
KELLY, Commissioner, concurring.;

~ This order addresses a petition for declaratory order seeking incentive rate
treatment filed by PacifiCorp. PacifiCorp requests two transmission rate
incentives for its extra-high voltage (EHV) transmission project: a 250 basis point
adder to its base return on equity (ROE) and recovery of prudently-incurred
abandonment costs if the Project is cancelled due to factors beyond its control.

It is appropriate to consider Segments B through H of PacifiCorp’s EHV
petition as a single, integrated transmission project. In applying the project-based
criteria that I have relied upon in previous transmission incentives proceedings to
determine whether PacifiCorp’s EHV transmission project warrants incentive rate
treatment,82 I conclude that it does. Thus I concur with the decision to grant the
requested incentives, as modified in the order.*® I take this opportunity to present
my reasons for doing so. ’

PacifiCorp’s objective in undertaking this EHV transmission project,
among other things, is to establish a 500 kV backbone throughout 6 western states,
efficiently integrate wind resources into the grid, and connect PacifiCorp’s Rocky
Mountain Power and Pacific Power control areas. The overall project is
comprised of eight segments, which PacifiCorp has organized into four priority
groups. Intervening parties argued that the various segments are not necessarily
interrelated and should be analyzed on an individual basis. In a recent
transmission incentives case, I warned against evaluating disparate transmission
projects as a single, integrated transmission project.** However, for the reasons

8 dmerican Electric Power Service Corporation, 118 FERC ¥ 61,041
(2007).

% The order denies incentive rate treatment to Segment A. I concur with
this decision. PacifiCorp has neither demonstrated it is an integrated segment of
the overall project nor shown it to merit incentives on an individual basis.

8 Pepco Holdings, Inc., 124 FERC § 61,176 (2008). See separate
' ' (continued...)
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listed below, I am satisfied that Segments B through H comprise a single
integrated project. In this case, I assessed the merits of each project individually
and determined that, with the exception of Segment A, all segments would be
eligible for some form of incentive rate treatment. However, I also considered
whether these segments are an integrated whole. I find that Segments B through H
are interrelated because they satisfy the overarching goals of building an EHV .
transmission backbone across six states and bringing renewable resources to load
centers. When considered in the aggregate, PacifiCorp’s EHV transmission
project represents an exceptional undertaking, larger than any other project the
Commission has yet seen (within the context of incentives applications) as
measured across any number of metrics, including total estimated costs, total line
miles and geographic footprint. For example, while Segments B and C provide a
variety of benefits when considered in isolation, they also enable PacifiCorp to
achieve the planned transfer capability rating of subsequent segments.* Though
Segment G is geographically separate from other parts of this transmission
proposal, it is a piece of Gateway South, which is designed to provide access to
resources from Wyoming to parts of Utah and Nevada. Because the 500 kV
infrastructure proposed by PacifiCorp is so much larger in voltage terms than the
exiting transmission infrastructure in parts of Idaho, Utah, and Wyoming,
PacifiCorp must construct Segments, D, E, and F to provide a fully redundant
transmission system. Finally, PacifiCorp is building Segment H to provide for the
integration of PacifiCorp’s east and west contro! areas, and to further support
delivery of renewable energy.

It is appropriate to grant PacifiCorp’s request for incentive rate treatment,:
as modified by the order. In absolute terms, as well as relative to PacifiCorp’s
current transmission plant in service, the financial undertaking here is significant.
The total estimated cost of Segments B through H is $5.5 billion, representmg
over 3 times PacifiCorp’s already large $1.8 billion transmission plant in service.
The Project adds roughly approximately 2,000 miles of new EHV transmission
infrastructure across 6 states—Nevada, Idaho, Oregon, Utah, Washington, and
Wyoming—and the estimated time to completion for the final segments is 2014.
While PacifiCorp’s home territory is in most of these states, coordinating
regulatory approvals across a large number of authorities will require significant
effort and resource commitment. Finally, I believe that the EHV transmission
project will produce an array of public interest benefits. It will create an EHV
backbone transmission system that connects existing and future resources,

statement of Commissioner Kelly issued August 27, 2008.

% PacifiCorp July 3, 2008 Petition for Declaratory Order, Docket No.
EL08-75-000, Appendix A at 10.
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including renewables, with consuming areas. PacifiCorp’s project will facilitate
delivery of as many as 3,000 MW from location-constrained renewable resources
in Wyoming. Moreover, once this backbone has been installed, it should facilitate
the addition of future 500 kV infrastructure at a lower cost.

I concur with the specific incentives approved in this order—recovery of
prudently-incurred abandonment costs and a 200 basis point ROE adder. I have
previously approved the abandoned plant incentive for projects that I believe to be
eligible for incentives. In this case such treatment is supported by the long
construction period, large cost, both in absolute terms and as a percentage of -
current rate plant in service, and risks associated with the regulatory processes.

With respect to an incentive ROE adder, PacifiCorp asserts that the overall
risks associated with building the project are not fully mitigated by an
abandonment incentive. While I have previously stated that basis point adders to
ROE may be used to overcome either financial or non-financial impediments to
transmission expansion,®® I have approved ROE adders in a limited number of
proceedings and those adders were well below 200 basis points. In this case, I
agree with the order and support an ROE adder of 200 basis points for Segments B
through H. Order No. 679-A states “the most compelling case for incentive ROEs
are new projects that present special risks or challenges, not routine investments
made in the ordinary course.”® PacifiCorp’s EHV transmission project meets this
standard. '

There are several features of PacifiCorp’s project that subject PacifiCorp to
risks and challenges not seen in the ordinary course of business. PacifiCorp will
be installing Segments B through H over the course of the next five and half years
at an estimated cost of $5.5 billion. While I generally prefer approving recovery
of 100 percent of prudently incurred Construction Work In Progress (CWIP)
incentive to mitigate some of the risks of constructing a project over a long
development schedule, PacifiCorp asserts that CWIP does not provide significant
protection in this case. As noted above, the abandoned plant incentive is not
sufficient to address such risk alone and therefore an ROE adder is appropriate.
PacifiCorp will also be deploying an assortment of advanced technologies.

86 Bangor Hydro-Electric Company, 117 FERC § 61,129 (2006) (Opinion
No. 489).

8 Promoting Transmission Investment through Pricing Reform, Order No.
679-A, FERC Stats. & Regs. 131,236, at P 60 (2006), order on reh’g, 119 FERC
961,062 (2007). f
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I believe that PacifiCorp’s EHV transmission project provides public
interest benefits that, on balance, contribute to the appropriateness of the ROE
adder. The geographic and financial scope of the overall project when combined
with PacifiCorp’s decision to undertake transmission development ahead of
generation creates significant financial risk that merits an incentive ROE adder.
Rather than embark upon an incremental, small-scale expansion of its transmission
system, PacifiCorp elected to construct this wide-ranging EHV transmission
project. As PacifiCorp notes, this represents a departure from convention and
presents novel investment risks. An incentive ROE adder is appropriate here as I
do not believe that other incentives discussed in Order 679 address this -
circumstance. It is significant that establishing a “first-of-its-kind energy
superhighway” connecting Wyoming, Idaho, Utah and Oregon will offer benefits
to future developers of EHV transmission lines as they will likely face fewer
engineering and system reliability obstacles.

There are also opportunities for third party equity partnership at various
points in the overall project. Segments D and E appear to be on course to be
jointly-owned with Idaho Power, and there are further opportunities for third party
equity partnership on other segments. Segments F, G, and H are sufficiently
flexible to allow for “upsizing” (i.e. from a single circuit to a double-circuit
system or from 230 kV to 500 kV) or reconfiguration, depending on participation
of potential equity partners. PacifiCorp states that it is “actively working with
potential equity partners to determine the interest and commitment to such an
upsize.”®® Approval of incentives here offers PacifiCorp an appropriate incentive
to progress with development of all project segments and provides certainty with
respect to approved incentives that should promote equity partnerships. In
instances where the Commission can support joint ownership and “upsizing” of
infrastructure, I believe that incentive rate treatment is appropriate. In future
proceedings, I would support approval of a minimum level of incentives (e.g. a
minimum ROE adder) and condition further incentives, such as supplemental ROE
basis points, on completing equity partnership arrangements and commitments to
upsizing transmission infrastructure.

Accordingly, I respectfully concur with this order.

Suedeen G. Kelly

% PacifiCorp July 3, 2008 Petition for Declaratory Order, Docket No.
EL08-75-000, at 5 n.9.
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

PacifiCorp Docket No. ELO08-75-000
(Issued October 21, 2008)

WELLINGHOFF, Commissioner, concurring:

In today’s order, the Commission approves a 200 basis point incentive ROE adder
for PacifiCorp in connection with its Energy Gateway Transmission Expansion Project. I
agree with that decision. I write separately to highlight important characteristics of this
project that I believe warrant this significant incentive ROE adder.

I have dissented from numerous orders in which I felt that the majority
undermined the nexus requirement that is an essential component of Order No. 679 and
inappropriately granted incentive ROE adders.” By contrast, I agree that this project
satisfies the nexus requirement. It is noteworthy that this project is, as described in
today’s order, “the first backbone 500 kV ‘superhighway’ in this part of the Western
Interconnection and may facilitate the addition of future 500 kV transmission lines in the
area.” At least as important, I believe that this project is a non-routine investment
worthy of the significant incentive ROE adder granted here because it will use advanced
technologies that will benefit all users of the grid and ultimate consumers, and because it
will significantly increase the availability of renewable energy resources.

With respect to the use of advanced technologies, PacifiCorp provides substantial
detail in its required technology statement and accompanying testimony. For example,
PacifiCorp describes its plans concerning advanced conductor technology, Static VAR
Compensators, and phase shifters, among other technologies.” PacifiCorp Witness John
Cupparo states that “[r]eliance on novel technologies inherently posts increased risks in
the form of added uncertainty as to how they will perform within the context of this large

¥ See, e.g., Commonwealth Edison Co., 122 FERC 961,037 (2008) (dissent in
part of Commissioner Wellinghoff); Virginia Elec. and Power Co., 124 FERC 61,207
(2008) (dissent of Commissioner Wellinghoff); Duquesne Light Co., 125 FERC 61,028
(2008) (dissent in part of Commissioner Wellinghoff).

* PacifiCorp, 125 FERC Y 61,076 at P 42 (2008).
?! PacifiCorp Petition at 41-48 and Cupparo Affidavit at 24-29.
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%2 While recognizing such risks and challenges, PacifiCorp also states that it “is

roject.
p J 9993

committed to optimizing the technology that will be utilized by the Project.

As I have discussed previously, I believe that consideration of advanced
technologies and their associated risks and challenges is an appropriate component of the
nexus analysis that the Commission conducts in evaluating applications for incentives
under Order No. 679.* Consistent with such consideration, today’s order accounts for
technology-related risks in evaluating PacifiCorp’s incentives request.”®

With respect to increasing the availability of renewable energy resources,
PacifiCorp states that this project will facilitate the delivery of up to 3,000 MW of
capacity from location-constrained renewable resources in Wyoming to distant load
centers.”® I agree with the statement in today’s order that construction or enhancement of
transmission facilities designed to provide access to these types of remote resources is not
routine.”” I have stated previously that amid heightened concerns about climate change
and dependence on foreign oil, it is essential that our country take steps to accelerate the
integration of clean, reliable, domestic renewable energy resources into our energy
portfolio.”® In light of the broad and substantial benefits associated with increasing the

~ availability of renewable energy resources, I continue to believe that it is appropriate for
the Commission to provide investment incentives in this area. I also note that in granting
such incentives, it remains important for the Commission to promote the use of intelligent
and efficient technologies that optimize operation of the facilities at issue.

For these reasons, I concur with today’s order.

Jon Wellinghoff
Commissioner

*2 Cupparo Affidavit at 32.
% PacifiCorp Petition at 42.

% See, e.g., Potomac-Appalachian Transmission Highline, L.L.C., 122 FERC
61,188 (2008) (dissent in part of Commissioner Wellinghoff at 1-4); Northeast Utilities
Service Co., 124 FERC ¥ 61,044 (2008) (dissent of Commissioner Wellinghoff at 2-3).

- % PacifiCorp, 125 FERC § 61,076 at P 43, 51 (2008)
% Id. P 45.
7 1d.

%8 See Southern California Edison Co., 121 FERC ¥ 61,168 (2007) (concurrence of
Commissioner Wellinghoff at 2).
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