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Welcome

Â Please state your name and organization

Â Sign-In Sheet

¹ Please initial next to your name.  If you are 

not listed, please fill in your contact 

information
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Agenda

Â Review and Approve Meeting No. 1 Minutes 

(2/18/2009)

Â Discussion of Cost Recovery Methodologies

Â RTP Subscription Methodologies and Developing Policy

Â RTP Working Definition

Â Interim Report: Outline Contents 

¹ (Submittal Deadline: 4-1-2009)

Â Next Steps and Meeting Schedule

Â Adjourn
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Cost Recovery Methodologies for Determining 

Project Feasibility          Cost-Basis Candidates

1.0   Preliminary engineering and environmental    

investigation costs
o Line layouts; field work; tower selection; corridor utilization; 

environmental fatal-flaw screening; visual simulations 
cultural-biological-plant resource screening

2.0   Technical Study Costs
o Power flows; contingency analysis; interconnection impact 

studies

3.0 Survey and Mapping costs
o GIS shape file data gathering and manipulation; aerial 

photography; field surveying; map production
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4.0   Preliminary ROW acquisition costs
o Reconnaissance of federal/state land lease availability; option 

cost/terms on fee land acquisition; easement applicability

5.0   Project formation and development costs
o Legal support; project company formulation (corporation, LLC, 

tenant-in-common, etc); ownership distribution (divided; 
undivided, etc); financing impacts (capital structure, ROE hurdle 
rates, etc); ownership of projectõs accumulated intellectual property 
(permits, orders, licenses, design, engineering, leases, etc)

6.0   Project abandonment costs
o Recovery of all prudently-incurred òwalk-awayó costs by 

jurisdictional utilities

Cost Recovery Methodologies for Determining 

Project Feasibility          Cost-Basis Candidates
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Incentives for RTP Development

1.0   Business as Usual

1.1   Utility invests in RTPs to satisfy RES only

1.2   Commission allows Base ROE only; Full Recovery of prudent    

costs

2.0   Utility goes Beyond RES

2.1   Utility invests in RTPs to exceed RES minimums

2.2   Commission allows Base ROE and Incentive; Full Recovery of 
prudent costs
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Incentives for RTP Development      (continued)

Where:

Base = Last highest ROE granted in a Rate Case Order by the Commission to     

the subject utility

Incentive = ROE òaddersó to encourage RTP development (see accompanying 
chart for examples)

For each jurisdictional utility, ROE  allocation choices become:

BASE

&

INCENTIVE

BASE

&

INCENTIVE

BASE Irrational 

Area

RTP

In-State

RTP

Export

Greater 

than RES

Less than 

or Equal 

to RES
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Incentive ROE = X basis point adder following a pro-forma
schedule, such as (example):

X 

Basis Point

Incremental

Renewable Capacity

A 10 %

B 20 %

C 30 %

Where òIncremental Renewable Capacityó is the additional 
amount of renewable megawatts (expressed as a % of the 
posted TTC of the RTP) of bona fide renewable generation 
wheeled, under terms of FERC-filed transmission service 
agreements with a renewable generator customer.

Incentives for RTP Development      (continued)
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Arizona needs to define its own policy for developing 
RTPs or the federal government will do it for Arizona.

Following Slides address:

Â Methods of acquiring commercial interest necessary to develop 

RTPs

Â Recent activity at FERC

Â Current developments at Congress

RTP Subscription Methodologies 

& Developing Policy
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1.0   Subscription Methods
1.1   Capacity Open Seasons

1.1.1   Pre-Bid Credit Screening

1.1.2   Non-refundable Bid Deposits

1.1.3   Ranking by Highest Bid; Culling Low Bidders; Re-Bids

2.0   Request for Proposals
2.1   Often follow Open Season Process 

2.2   May be for lease participation or ownership

2.3   Typically yield unclear results and indication of real interest 
in proposed project 

RTP Subscription Methodologies 
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RTP Subscription Methodologies (continued)

3.0   Auctions

3.1   Have worked best as a market evaluation of the value of

congestion relief

3.2   Results of Highest Bid may not always meet the earnings 
expectation of a developer 

4.0   Capacity Options
4.1   Most effective for a project developer if done through bi-lateral 

contracts 

4.2   May be per se discriminatory or uncompetitive without a FERC 
order

4.3   Requires option holder to assume regulatory risk as option is 
purchased prior to FERC-approved tariff

4.4   Option strike date is the date FERC approves project tariff

4.5   At strike date, Option has no value
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5.0   Bi-Lateral Contracts

5.1   Most desirable method of capacity allocation to developer

5.1.1   Captures òbestó of above methods (1.0 ð4.0)

5.1.2   Credit screening; most financeable transmission 
service contracts, etc.

5.1.3   Basis of òanchor tenantó model (recent FERC activity)

6.0   Capacity Options

How are conditions of undue preference and  
discrimination avoided?

RTP Subscription Methodologies (continued)
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Federal Policy Affecting RTP Development

1.0   Recent FERC Rulemaking 

1.1   òChinook ðZephyr Orderó [Docket No. ER09-432-000]

1.1.1   Summary of Order

1.1.1.1   Abandoned ten-year old 10-criteria analysis 
for a 4-factor basis:

(a)   Just and Reasonable Rates

(b)   Potential for Undue Discrimination

(c)   Potential for Undue Preference (esp. Affiliate 
Preference)

(d)   Regional Reliability and Operational Efficiency

1.1.1.2   Agreed with applicantõs bi-lateral reservation of 
half (1500 MW in each line) of both Chinook and 
Zephyr (500 kV DC lines rated 3,000 MW, each)
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Federal Policy Affecting RTP Development

(continued)

1.1.1.3   Reserved capacity was for òanchor tenantó

1.1.1.4   Rates charged may reflect level of market risk for 
construction assumed by project owner (ie: Incentive ROE)

1.1.1.5   FERC reasoned anchor tenants necessary to project financing 
(i.e.: half of capacity pre-subscribed; avoids òopen 
seasonó)

1.1.1.6   FERC will increase scrutiny when load-serving utility affiliates are 
involved as anchor tenants to prevent undue preference (i.e.: 
avoidance of subsidy by affiliate LSEõs captive customers)

1.1.1.7   If in an RTO with ISO control, no extra reliability requirements 
needed; if not (i.e.: non-CAISO portion of WECC), bi-laterals, 
OATT tariffs and Order 890 will govern
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1.2   òTallgrass and Prairie Windó Orders

[Docket No. ER09-35-000; ER09-36-000] (12-2-2008)

1.2.1   Summary of Order

1.2.1.1    Projects are 765 kV AC in Oklahoma (Tallgrass) 
and Kansas (Prairie Wind); both within SPP 
jurisdiction

1.2.1.2   FERC approved a 150 bp adder to the Applicantõs 
base ROE s of 10.8 %; a 50 bp adder if the project 
companies joined the SPP and allow SPP 
operational control of both projects; allowance of
CWIP into rate base; full recovery of abandonment 
costs if prudently incurred; and inclusion of 
development costs as a regulatory asset if 
prudently incurred.

Federal Policy Affecting RTP Development

(continued)



Project Finance SubcommitteeRenewable Transmission Task Force 16

Federal Policy Affecting RTP Development

(continued)

1.2.1.3   Note excerpt from Commissioner Kellyõs partial dissent in 
supporting the Order while citing from FERC Order No. 
697-A: 

òéthe most compelling case for incentive ROEs
are new projects that present special risks or
challenges, not routine investments made in
the ordinary course .ó

2.0   Congressional Developments 
2.1   Senator Reidõs Bill: S. 2076

2.1.1   Title: òClean Renewable Energy and Economic 
Development Incentives Actó (date: 9-20-2007)

2.1.2   Potential developing RTP definition at Congress
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Federal Policy Affecting RTP Development

(continued)

2.1.2.1   Defines ònational renewable energy zonesó (REZ) as: areas capable 
of 1 GW or more; also lacking sufficient transmission; and, is 
expandable in renewable energy generation; REZs designated by 
the President. (Page 11)

2.1.2.2   Defines òrenewable energy trunklineó as: reaching into remotely 
located REZs; foster additional renewable energy generation 
development; and, has at least one renewable energy 
generation interconnection agreement executed (Page 15) 

2.1.2.3   Requires minimum of 75 % of the transmission line is used by 
renewable energy resources to obtain federal loan guarantees 

(Page 18)
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Renewable Transmission Project (RTP)

Working Definition
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GROUP 

DISCUSSION
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Project Finance Subcommittee Interim 

Report to RTTF
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DUE DATE: 4-1-2009

Proposed Contents:

1.   Introduction

2.   Executive Summary

3.   Summary of Subcommittee Work to date

4.   Proposed Work Plan for May ðAugust 2009

5.   Appendices

(a)   Agendas

(b)   Minutes

(c)   Presentations

(d)   Rosters
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Next Steps
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Prepare/Circulate/Finalize Interim Report:

1.   3-18-2009: Circulate DRAFT for comments.

2.   3-25-2009: Comment Deadline.

3.   3-27-2009: Circulate New DRAFT.

4.   4-1-2009: Issue Interim Report to Chairman 
of RTTF and SWAT
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Subcommittee Contact Information

Cindy Bailey

cbailey@southwesternpower.com

Tom Wray

twray@southwesternpower.com

SouthWestern Power

Main Phone: (602) 808-2004


