TRANSMISSION COST ALLOCATION STRAWMAN

DRAFT – July 23, 2007


I. Transmission Cost Allocation requirements of order No. 890 

In Order No. 890, Preventing Undue Discrimination and Preference in Transmission Service, the Federal Energy Regulatory Commission (Commission or FERC) specified the following for guidance regarding Transmission Cost Allocation:

1) Transmission Providers must develop cost allocation principles that apply to regional projects that do not fit under existing OATT cost allocation structures.

2) Each regional transmission planning process can develop its own cost allocation criteria and solution as long as it follows these three general principles:

a) Fairly assigns costs to those who caused the problem as well as to those who will benefit from the solution.

b) Provides adequate incentives to the Transmission Providers to construct.

c) Generally supported by the states and participants across the planning region.
3) Each planning process must address the cost allocation principle upfront.
II.
COST ALLOCATION STRAWMAN PROPOSAL

Duke and Progress, working with the other NCTPC Participants, have developed a cost allocation proposal that applies to regional projects that do not fit under existing OATT cost allocation structures. Specifically, this cost allocation proposal includes the following types of regional transmission related projects:
1) Reliability Projects 

These projects include regional transmission facilities for preserving system reliability.
a) Generation Interconnection Projects  



               These projects include regional transmission facilities required to reliably connect a new generating plant to the transmission network.
b) Native Load Service Projects
These projects include regional transmission facilities required for maintaining system reliability to serve native load and to provide firm transmission service for the delivery of capacity and energy from designated Network Resources to service the transmission owner’s? Network Loads under the FERC approved Open Access Transmission Tariff (Tariff).
2) Economic Enhancement Projects 





  

These projects include transmission facilities for improving economic power transfers.
For the NCTPC activities and the associated cost allocation discussion below, the definition of regional transmission system includes all those facilities at or above 230 kV.
Reliability Projects - Generation Interconnection Cost Allocation
Generation interconnection projects are those transmission facilities required to reliably connect a new generating plant into the transmission system and reliably dispatch its output into the network. For these projects the associated transmission costs for attachment facilities and /or network facility upgrades are allocated to the generation developer in accordance with the Tariff.
Reliability Projects - Native Load Service Cost Allocation
It is each transmission owner’s responsibility to plan and operate a reliable transmission system in accordance with NERC and its applicable regional reliability standards. These projects include transmission facilities required for maintaining system reliability to serve native load and to provide firm transmission service for the delivery of capacity and energy from designated Network Resources to service the transmission owner’s? Network Loads.  
The transmission system is a complex system where each transmission owner’s system reliability is also dependent upon its neighboring transmission systems. In recognition of this interdependence, reliability issues affecting one transmission system may require transmission upgrades on an adjacent transmission system. In addition, the reliability needs of a transmission system will change over time as a result of serving native load growth and providing long-term firm transmission services. As transmission use increases, more transmission facilities are needed to maintain reliability. 
For individual transmission projects that are required to maintain system reliability within a transmission owner’s own service territory, the Transmission Provider (TP) is responsible for incurring those transmission costs and recovering its transmission revenue requirements under its existing rate structures. These transmission costs are allocated to all users of the transmission system through these rate structures. 
If a transmission native load service project involves more than one TP in the NCTPC as a result of the nature of the project (transmission flows into, out of or through more than one TP’s system) then the costs will be allocated based on a load-ratio share to the TPs in the NCTPC, provided that the OSC retains the right to alter the allocation when it deems the project benefits grossly disproportionate. While individual projects may arguably (and alternately) benefit one set of native load customers more than another, the Participants in the NCTPC believe that the joint planning process and the resulting transmission projects generally benefit all customers, therefore the costs should be appropriately shared on a load-ratio share basis by rolling the project cost in to the appropriate TP’s Tariff.

If the transmission native load project involves transmission system(s) outside the NCTPC, the costs should be fairly allocated among the affected TPs based on a good faith negotiation of the parties involved. The resulting transmission costs and the associated revenue requirements of each TP will be recovered through their respective existing rate structures at the time. In the event that the affected TPs are unable to reach a negotiated solution then the parties will utilize the Commission’s Dispute Resolution Service to settle any related issues. 

Economic Enhancement Project Cost Allocation
When generation prices are less expensive in one system than in a neighboring system, opportunity for economic power transfers is created. Economic power flows across a transmission system which can cause transmission congestion and restrict load serving entities from receiving economic power. This in turn results in increased production costs for the load serving entities. Transmission investment to facilitate these economic transfers based on reducing the load serving entities’ or a load serving entity’s production costs may be economically justified. 
Any individual party (load serving entity, independent power producer, or marketer) or group of interested parties can request transmission service that would result in the transmission system being upgraded to improve economic power transfers into, out of or through the system. The requestor (individual party or group of interested parties) would pay for the transmission system upgrades based on the existing Commission policy at the time. The current Commission policy allows TPs to charge the higher of embedded cost or incremental cost. In exchange for reimbursing the TP the associated transmission costs the requestor receives the requested transmission service.
For a transmission project that improves the regional economic power transfers into, out of, or through a larger region and involves more than one transmission system, the transmission costs will again be allocated directly to the requestor of the project based on the Commission policy at the time. In exchange for reimbursing the individual TP(s) for their associated transmission costs the requestor receives the requested transmission service.

As part of the NCTPC Process, study results may identify transmission upgrades that facilitate economic power transfers. These transmission upgrades may result from resource supply option analysis or economic enhancement studies that were performed at the request of a NCTPC Participant or a TAG member. The OSC would evaluate the results and determine if these upgrades should be included in the Collaborative Plan.
 
 If the OSC does not approve the project, then it would take an OATT request for transmission service to move the project forward.  
Other Discussion Items
1) NCTPC Economic Enhancement Projects

a) Do we need criteria / parameters for determining if transmission upgrades that facilitate economic power transfers should be included in the Collaborative Plan? Or Do we rely on OSC judgment to include or not include in the Plan?
b) What are the long term rights (if any) from participating in an economic enhancement project?

2) Joint Ownership of New Regional Transmission Facilities 
a) What voltage level would joint ownership apply – 500 kV (okay) – 230 kV (???) 

b) Continue to discuss structure and benefits.
3) What is the definition of a Regional Project 
a) Is there a voltage level – we stated earlier that the regional transmission system was those facilities 230 kV and above. Does everyone agree?

b) Is there a cost threshold for a transmission project to be a Regional Project?
4) Project involving multiple transmission owners (possibly neighboring systems)  
a) Do we need to have a technical method to define cost allocation share?

b) Do we use a simple predetermined load ratio share to allocate costs and would this be based on just the affected transmission owners or all load serving entities within the affected transmission owners’ service territory?
c) Do we need Planning Agreements with neighboring systems to agree on a cost allocation solution if the transmission project involves multiple transmission owners including one or more neighboring systems?

5) Gross transmission cost (Actual) versus Net transmission cost (Acceleration)
�DISCUSSION ITEM - Do we want something more detailed for dispute resolution?


�DISCUSSION ITEM – Do these costs get rolled into the Transmission Owners rates or would there be some allocation of the costs�?


�DISCUSSION ITEM: How does the benefit get preserved for those who pay for the upgrades?
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