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TRANSMISSION INFRASTRUCTURE

THURSDAY, MARCH 12, 2009

U.S. SENATE,
COMMITTEE ON ENERGY AND NATURAL RESOURCES,
Washington, DC.

The committee met, pursuant to notice, at 9:33 a.m. in room SD-
366, Dirksen Senate Office Building, Hon. Jeff Bingaman, chair-
man, presiding.

OPENING STATEMENT OF HON. JEFF BINGAMAN, U.S.
SENATOR FROM NEW MEXICO

The CHAIRMAN. Why don’t we go ahead and get started. Senator
Murkowski is on her way and will be here very shortly.

This morning we’re to hear from witnesses on a proposal to
change the way that we permit and plan the transmission system
for the Nation. Over the last 120 years or so the system to supply
electricity has grown in importance for our economy and our lives.
In the early days there was not much in the way of what we call
transmission today. There were just local distribution systems and
they were not interconnected. As time passed, we came to under-
stand the economies that were possible with broader sharing of
electric resources and the transmission system became important.

Still, the transmission system was built to serve the needs of in-
dividual utilities for the most part. There were exceptions, of
course, like in New England and in the Mid-Atlantic, where power-
sharing pools grew up.

We here in Congress have changed the laws to encourage cv com-
petitive markets in electricity with both the Public Utility Regu-
latory Policy Act of 1978 and the Energy Policy Act of 1992. In-
creases in the trade in electricity have followed these changes.
Along with these increases, new problems have arisen. Congestion
on the transmission system chokes off opportunities for trade in
electricity that could benefit entire regions. More recently, we're be-
coming more aware of the opportunities for cleaner domestic energy
supplies. We have become aware that a lack of transmission inhib-
its those opportunities.

The transmission system has not kept up with these changes in
the way that industry works. I think the North American Electric
Reliability Corporation tells us that we will see twice the growth
in generation that we see in transmission over the coming decade
if we stay on the same course we’re on today.

In 2005 this committee tried to create a way to overcome the dif-
ficulties we had in siting transmission and getting it built. The De-
partment of Energy was charged with examining congestion on the
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system and designating corridors of national interest. FERC could
then site transmission in those corridors when States were unable
or unwilling to do so.

That system is widely seen as insufficient today. It does not
apply to most of the country. It does not take into account future
need. As a result, we’ve heard increasing calls for broadening Fed-
eral authority. Voices such as the Manhattan Institute, Governor
Pitako, T. Boone Pickens, the Center for American Progress, the
former Chairman of the FERC Joe Kelleher, Jim Hecker, the
American Wind Energy Association, environmental organizations,
they’ve all called for a greater Federal role.

Senator Reid introduced a bill this last week to address these
issues. He’s here today to talk about that proposal. I have cir-
culated a discussion draft that is similar in thrust, but has some
differences. The proposals that we have before us today are at-
tempts to take on what most commentators have identified as the
three most difficult issues: the siting authority, the regional plan-
ning, and the allocation of costs. I hope that this hearing can help
begin a discussion that will lead us to constructive legislation in
this area.

Senator Reid, we know your time is valuable. Why don’t you go
ahead with your testimony at this time and then when Senator
Murkowski comes she will undoubtedly have a statement to give as
well.

Senator REID. Here she comes.

The CHAIRMAN. Oh, OK.

Senator MURKOWSKI. Good morning.

The CHAIRMAN. Hi. How are you?

Senator MURKOWSKI. Doing wonderful today.

The CHAIRMAN. Good, good.

I just did a little opening statement here and we'’re glad to hear
one from you if you'd like, and then Senator Reid is our first panel,
and then we have two others.

[The prepared statement of Senator Mark Udall follows:]

PREPARED STATEMENT OF HON. MARK UDALL, U.S. SENATOR FROM COLORADO

Mr. Chairman, thank you for holding today’s hearing on electricity transmission.

Our transmission grid is in trouble. It is overextended, inefficient, and vulnerable,
and does not allow for the expansion into new energy sources, such as renewable
energy.

And that is a problem. We need to expand our use of sustainable and domestically
produced energy. I have long been a promoter of renewable energy—I helped Colo-
rado develop a renewable electricity standard (RES), which requires that our state
produce 20 percent of our electricity by 2020. I also worked to get a 15 percent by
2015 amendment passed through by the U.S. House of Representatives in 2007. Un-
fortunately, that effort failed in the Senate.

I am very pleased to be working with Chairman Bingaman and others to bring
a national RES to the President’s desk this year.

Expanding and strengthening our transmission infrastructure will be critical to
implementing a national RES, but it will also help make our energy use more effi-
cient, open up new areas to energy development, and make our grid system more
secure.

However, there are several issues that we in Congress must address to move this
transmission work forward—specifically, how new transmission projects are
planned, where and how the transmission infrastructure is sited, how to make it
more secure, and how this new infrastructure is paid for.

I'm looking forward to hearing from our witnesses on all of these issues today.
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STATEMENT OF HON. LISA MURKOWSKI, U.S. SENATOR
FROM ALASKA

Senator MURKOWSKI. Wonderful. Thank you, Mr. Chairman. I
appreciate you convening this hearing this morning. A really dif-
ficult issue before Congress as we discuss our Nation’s trans-
mission infrastructure. We know that we’ve got a problem. We've
got aging transmission infrastructure that is simply not keeping
pace with demand. By 2030 the EIA projects a 30 percent increase
in U.S. electricity demand, but the transmission has only grown 6.5
percent since 1996.

So it’s understandable that our transmission isn’t adequate to
meet our future electricity needs. We all recognize that trans-
mission projects face enormous costs as well as public opposition.
In the 2005 Energy Policy Act we directed DOE to designate na-
tional transmission corridors in constrained areas, provided FERC
with limited backstop siting authority. This EPAct provision was
controversial in its inception and has yet to result in additional
transmission capacity. So we know we’ve got to do better.

Energy security is a national goal and transmission infrastruc-
ture is a backbone requirement. We know that we need to build the
lines out to bring location-constrained renewable resources to load.
But as far as I'm concerned en security means transmission must
be an asset for all of our energy sources, and we must ensure the
reliability and the cyber security of the grid while at the same time
we make it smarter.

It’s a tall order, but I commend you and our Majority Leader
Reid for crafting proposals aimed at addressing the many obstacles
to constructing transmission.

We've got a pretty good panel here this morning and I think we’ll
get right to the issues: With planning, should we establish inter-
connection-wide planning entities or are we going to make progress
through ongoing collaborative regional efforts? Is additional Fed-
eral siting authority needed, and if so what about the States’ role?

Who pays? Who pays for the cost of the new transmission?
Should the cost be allocated throughout the interconnection or
should those who benefit pay for the costs?

Then, should we direct or dedicate new transmission to renew-
able resources? I have to ask the question whether that’s even pos-
sible. In reviewing some of the testimony today, I really had to
smile when one of the witnesses cautioned us to remember that
Congress has the power to change all laws except the laws of phys-
ics.

So we've got a lot in front of us, Mr. Chairman. Again, Majority
Leader Reid, I appreciate your leadership on this issue and look
forward to the testimony from our witnesses.

The CHAIRMAN. Senator Reid, why don’t you go right ahead. Wel-
come to the committee.

STATEMENT OF HON. HARRY REID, U.S. SENATOR
FROM NEVADA

Senator REID. Mr. Chairman, thank you very much. This is such
an important committee. I'm happy to see such good attendance
here today.
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I really do feel that I have to comment on the ranking member
of this committee. When I first came to the Senate, we had Senator
Mikulski. She was the woman on the Democratic side. You know,
men are always very macho about overcoming injuries and putting
up with stuff. Senator Murkowski flew all night after really tearing
up her knee, to come back and participate in what we are doing
here this week. It’s admirable.

But I do say, Senator Murkowski, the things that we’ve done to
allow women—and I say “allow women”—to participate in athletics
is stunning. My 9-year-old granddaughter broke her arm Friday in
a bicycle accident. She didn’t know that. But she went and played
in two basketball games on the weekend. She’s left-handed. She
broke her left arm, and was the star of the tournament. Her moth-
er said that she would a lot of times grab her arm after playing.

So I think we've established, at least in my mind, that women
are tougher than men, or at least as tough as.

Senator MURKOWSKI. Thank you.

Senator REID. I say to John McCain—I want a chance to say this
to you. Your daughter was on the Rachel Maddow Show last night
and she was so good, stunningly good.

Senator MCCAIN. Thank you very much. I am not a regular view-

er.
[Laughter.]
Senator REID. One reason that I'm sure the show was watched
so much last night, because frankly I would have turned it off too,
but she said that your daughter was going to be on. So I kept
watching it, rather than flipping to ESPN, which I usually do when
I'm eating my dinner.

Senator MCCAIN. Thank you. Thank you for your kind words.

Senator STABENOW. Just for the record, I watch her start to fin-
ish, just for the record.

[Laughter.]

Senator REID. Mr. Chairman, members of the committee: Thank
you very much for allowing me to testify here this morning. This
is a critical, important issue.

In 1931 the legendary inventory Thomas Edison had some advice
that he gave to Henry Ford. Here’s what he said—and off course
you know Henry Ford’s were driving up demand for gasoline. He
told Ford, and I quote: “I’d put my money on the sun and solar en-
ergy. What a source of power. I sure hope we don’t have to wait
until oil and coal run out before we tackle that.” End of quote.

It’s been more than 7 decades since then and today we find our-
selves facing a three-pronged energy crisis, threatening our econ-
omy, our environment, and our national security. Our national se-
curity we tend to just fluff over, but we cannot be a secure Nation
when we import almost 70 percent of our oil from Chavez of Ven-
ezuela, the unstable Middle East, and on and on.

The leadership of President Obama, members of this committee,
especially under the leadership of Chairman Bingaman, and many
elected officials, business leaders, and the American people, gives
us reason for hope that the time for solutions has finally come.
President Obama sent a strong message that renewable energy de-
velopment will be a cornerstone of his Administration by placing
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major investments in clean energy at the center of his economic re-
covery plan.

I'm confident that the President’s plan will help create jobs and
lay the groundwork for long-term economic growth in Nevada and
across the entire country. We all realize that the President’s recov-
ery plan is just the first of a number of steps. Our energy crisis
has been deepening for decades and we’re not going to solve it over-
night. But we know one thing for sure: Working together, in part-
nership with the White House, Federal, State, and local govern-
ments, community leaders and the private sector, we can and we
must meet this moment with the action it requires.

In addition to the innovation that has always carried our country
forward, the private sector and State and local governments are al-
ready making great strides. They are laboratories of creative ideas
that we hope to stimulate with recovery plans, with venture cap-
ital, and with reforms to our national energy policy. For instance,
in Pennsylvania renewable energy has sparked more than $1 bil-
lion in private investment.

Senator Udall, I've spoken to Governor Ritter and he said that
the spur of jobs developed with renewable energy in Colorado has
stopped the economic crisis in Colorado from deepening. In Iowa,
shuttered factories are now re-opening to build parts for wind tur-
bines. In Nevada, which some call the Saudi Arabia of renewable
energy, we already have nearly 60 operating renewable energy
projects, producing enough power to heat and cool hundreds of
thousands of homes.

This is just the beginning. The solar power in Nevada and the
desert Southwest alone could meet our entire energy needs seven
times over. The wind energy in the Great Plains, the Midwest, and
off both our coasts is similarly abundant. The potential for geo-
thermal energy still largely untapped is simply staggering.

There has been a massive increase in wind energy generation in
recent years, creating 45,000 new jobs last year alone. Solar power
is poised for similar growth over the next few years. NV Energy re-
cently—that’s the power company in Nevada—announced plans for
a 250-megawatt solar thermal plant in Nevada, with plans for mol-
ten salt storage to firm up the plant’s capability.

All these actions have been thriving without sustained Federal
investment, at least until very, very recently. But absent a perma-
nent long-term Federal commitment and major policy reforms,
we're not close to reaching our national potential. Our landscape is
dotted with renewable projects, but until now few have been con-
necting the dots. These renewable projects are mostly where there
aren’t people. We need to take it where there are people.

Senator Murkowski, during the last 10 years, elaborating on
what you said, we have developed 6,000 miles of natural gas pipe-
line; less than 600 miles of power lines in the same 10 years. So
we’ve got a problem.

Remember, we had to do something drastic when we built our
railroads to make sure that the trains could go where we wanted
them to go, and we did the same with the national highway sys-
tem; and we need to do the same with this energy that we're talk-
ing about, connecting these dots with this smart transmission grid,
using new technologies developed and built here in America to con-
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nect the places we produce renewable energy with the places we
use it.

A smarter grid would make it possible for consumers to save
money on their power bills by making energy efficiency more profit-
able and transparent and cost-effectively integrate affordably
priced renewable power.

With input from stakeholders on all sides of this important issue,
I have introduced S. 539, and I appreciate the work this committee
has already done. Part of this legislation is to break the logjam
that’s preventing access to incredible renewable energy potential
that exists across the entire country, and in Nevada.

The country needs a plan that will result in the construction of
new transmission lines to these renewable energy-rich zones, where
the sun, wind, and heat of the earth are super-abundant. At the
other end of these lines, consumers will get affordable and reliable
clean power, power that will help us meet our environmental and
national security challenges. By connecting these remote locations
to the population centers that consume the overwhelming majority
of energy, we’ll open up vast new markets for a clean home-grown
product that creates American jobs that can never be outsourced.

That’s why this legislation requires the President designate
quickly renewable energy zones. Then the bill starts a massive na-
tional planning effort to maximize the production of renewables, to
connect these regions to population centers throughout the country.

Building this national smart transmission grid, this super-
highway, requires us to reform the current siting process. Now a
developer who is willing to invest in new transmission lines must
go through a long and painful process involving many different reg-
ulatory hurdles that can add years and tremendous cost to trans-
mission projects. The L.A. Times wrote within the past 2 months
the average time of taking electricity from one point to the other
is 18 years. So that pretty well says it all.

This legislation creates a Federal backstop transmission siting
authority which gives the Federal Energy Regulatory Commission
the authority to move renewable transmission projects if their
progress is stalled.

The next part of this legislation calls for States to make pro-
posals for allocating the cost of building and upgrading these lines.
We give States the opportunity to succeed in their own, but we also
give the Federal Energy Regulatory Commission, FERC, the au-
thority to step in if and when assistance is required to keep
projects moving forward and funded equitably. If necessary, the
FERC can use construction permits and the Federal power mar-
keting agencies can use bonds to finance this construction.

This legislation calls for most of the capacity of these new green
transmission lines to be available for renewable energy generators.
That can be handled easily through an interconnection agreement
between a renewable generator and a transmission provider.

Many of us here today strongly support a national renewable
electricity standard and a carbon cap. I believe we are moving clos-
er toward these critical goals. No one’s been more out front on the
global warming issue than Senator McCain. But until we achieve
these—that is, the smart renewable electricity standard and a car-
bon cap—we should act now to set performance requirements for
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our new smart transmission grid both in terms of how it works and
what we attach it to.

I'm pleased to see that a lot of the bill that I introduced has been
incorporated into our staff draft, Mr. Chairman. I appreciate that
very much, especially the components that address regional trans-
mission planning and cost allocation. So I look forward to con-
tinuing to work with the committee as we develop legislation that
powers our States while ensuring that we achieve the necessary
goal of integrating renewable energy into our electric grid.

We have not arrived at a final product—I know that’s the case—
but rather an excellent framework. As this legislation moves for-
ward, all sides will have an opportunity to take part in the debate.
That’s how this committee has worked for years and it will con-
tinue to work, I’m confident.

In recent months support for steps I've outlined and the goal of
ending our devastating addiction to oil have really started to gel.
At the Clean Energy Summit that we held in Las Vegas last Au-
gust and here in D.C. within the past month, we’ve seen an ex-
traordinary level of bipartisan problem-solving. This committee will
play a critical role in keeping us on that productive path.

There will come a day when our children and grandchildren look
back upon this moment in history. They’ll see that we knew the
scope of this multiple-pronged crisis, but, unlike any generation be-
fore us, we took action to solve it.

Mr. Chairman, we can be here 10 years from now lamenting the
fact that we built 600 miles of transmission lines for electricity, or
we can really look back and say, you know, we really did some-
thing. I've said to a number of people, we can in the years to come
give ourselves high-fives and cheer each other on and look at all
the renewable energy we could created we have created, but if it
can’t move anyplace we've accomplished nothing. That’s what this
is all about, being able to move electricity from where it’s created
to where it’s needed.

I appreciate very much the long period of time. I'd like to apolo-
gize to the committee for taking so much time, but I appreciate the
opportunity.

The CHAIRMAN. Thank you very much for your strong leadership
on this issue and for the bill that you put forward and the testi-
mony here this morning as well.

I did not have questions. Let me just ask if Senator Murkowski
or any member wanted to ask Senator Reid a question. If not, we
can dismiss him and proceed to to other two panels.

[No response.]

The CHAIRMAN. Thank you again. We appreciate it.

Let me call forward panel one, which is made up of: the Honor-
able John Wellinghoff, who is the Acting Chairman of the Federal
Energy Regulatory Commission; and also the Honorable Tony
Clark, who is a Commissioner reporting NARUC, and he is out of
Bismarck, North Dakota.

Chairman Wellinghoff, why don’t you go right ahead. Then after
you testify well hear from Commissioner Clark, and then we’ll
have some questions.
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STATEMENT OF JON WELLINGHOFF, ACTING CHAIRMAN,
FEDERAL ENERGY REGULATORY COMMISSION

Mr. WELLINGHOFF. Thank you, Mr. Chairman, members of the
committee. My name is Jon Wellinghoff and I'm the Acting Chair-
man of the Federal Energy Regulatory Commission. Thank you for
the opportunity to appear before you today to discuss the issues re-
lated to electric transmission lines. I commend you, Mr. Chairman,
and the committee for your decision to hold this hearing, and I also
commend you and Senator Reid for the legislation that each of you
has circulated and-or introduced on these important issues.

I think the place to start is determining what problem are we
trying to solve. Taking full advantage of our capacity to develop
clean, renewable power is essential to meeting our national energy
goals. These goals include reducing our greenhouse gas emission
and reliance on carbon-emitting sources of electric energy and
strengthening our national security, as well as revitalizing our
economy.

Thus the problem is how to construct the new electric trans-
mission facilities that are essential to bringing new sources of re-
newable energy to market. I believe that we need a national policy
commitment to develop an extra-high voltage, EHV, transmission
infrastructure to bring renewable energy from remote areas where
it’s produced most efficiently to our large metropolitan areas, where
most of this Nation’s power is consumed. We must also commit to
developing the feeder lines and network upgrades that will be nec-
essary to interconnect and deliver large amounts of energy from
those remote renewable resources.

Developing local renewable energy and resources is important as
we expand our capacity to generate clean power. But it should not
be confused as a separate issue from, and it’s not a substitute for,
developing the EHV transmission infrastructure that I have de-
scribed. The two should work hand in hand.

A critical issue in constructing an EHV transmission infrastruc-
ture is transmission siting. I believe that without some level of
broader Federal siting authority to accommodate high levels of re-
newable energy it’s unlikely that the Nation will be able to achieve
energy security and economic stability.

The commission has the institutional structure, capacity, and ex-
perience to make important contributions to this national trans-
mission grid-building effort. Should Congress decide to give the
commission some form of enhanced transmission siting authority,
I recommend that Congress base that authority on the principles
of energy infrastructure development that have worked well in
other areas of energy infrastructure siting under the commission’s
jurisdiction. Through decades of experience in siting natural gas
pipelines and in siting hydro projects and associated transmission
lines, the commission has established regulatory regimes that en-
courage timely development of appropriate energy projects. These
regimes provide for extensive public participation, including par-
ticipation by affected States, protecting the interests of consumers,
and safeguarding the environment.

We also have learned that a single Federal agency having the re-
sponsibility and authority to make siting decisions with regard to
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projects that affect the national interest is the most efficient way
to site major energy projects.

In addition to siting, we must address closely related issues of
transmission planning, cost allocation, and reliability if we are to
develop an effective national EHV electric transmission grid that
can spur the production and movement to consumers of renewable
energy. The commission has recognized that transmission planning
increasingly must look beyond the needs of a single utility or even
a single State to examine the transmission requirements of the en-
tire region. Effective regional transmission planning will improve
reliability, reduce congestion, increase the deliverability of existing
power supplies, and identify investments necessary to integrate sig-
nificant and potential sources of renewable energy that are con-
strained by lack of adequate transmission capacity or facilities.

We would achieve greater benefits and efficiencies by developing
interconnection-wide transmission plans focused on facilities that
are needed to transport electric energy from areas rich in renew-
able energy resources to load centers.

I recommend that any new transmission planning requirement
be harmonized with, rather than supplant, planning efforts already
taking place at the State and local level. Similarly, if Congress de-
termines that there are broad public interest benefits in developing
an EHV transmission system necessary to accommodate the Na-
tion’s renewable energy potential, and therefore the costs of trans-
mission facilities needed to meet our renewable energy potential
should be fairly spread to a broad group of energy users, then Con-
gress should consider giving the commission clear authority to allo-
cate such transmission costs on all load-serving entities within the
interconnection or part of an interconnection.

Even when delivered via an EHV transmission system, renew-
able energy resources must be integrated into the transmission sys-
tem in a manner consistent with reliable operation of the grid. The
commission has approved the first set of mandatory reliability
standards for the bulk power transmission system and the commis-
sion will continue to approve reliability standards, including cyber
security standards, to ensure transmission grid reliability.

I would like to highlight two other factors that contribute to reli-
ability. First, in addition to improving market transmission effi-
ciency, demand resources, including demand response, are the glue
necessary to reliably integrate large amounts of energy from re-
newable energy resources into the transmission system.

Second, section 1305 of the Energy Independence Security Act of
2007 requires the commission to promulgate rules for the smart
grid standards to govern interoperability. These standards will
modernize the transmission grid, making it more efficient and more
able to accommodate both additional renewable resources and de-
mand resources as well.

In summary, to achieve our national energy goals Congress and
Federal and State regulators, including the commission, must ad-
dress in a timely manner the issues of transmission siting, plan-
ning, and cost allocation while recognizing reliability issues. Con-
gressional action in these related areas, particularly additional
siting authority to build an EHV transmission line to accommodate
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high-quality location-constrained renewable energy, would provide
greater ability to achieve these important goals.

Thank you again for giving me this opportunity to appear before
you today. The commission stands ready to work with Congress,
State and Federal agencies, and other stakeholders on these impor-
tant issues, and I will be glad to answer any of your questions.
Thank you.

[The prepared statement of Mr. Wellinghoff follows:]

PREPARED STATEMENT OF JON WELLINGHOFF, ACTING CHAIRMAN, FEDERAL ENERGY
REGULATORY COMMISSION

Mr. Chairman, and members of the Committee: My name is Jon Wellinghoff, and
I am Acting Chairman of the Federal Energy Regulatory Commission (Commission).
Thank you for the opportunity to appear before you today to discuss the critical
topic of the siting of electric transmission facilities. The timely siting of electric
transmission facilities will be essential to meeting our Nation’s goal of reducing reli-
ance on carbon-emitting sources of electric energy and bringing new sources of re-
newable energy to market. To meet the challenges of building needed new trans-
mission facilities we must address not only the role of Federal siting authority but
also the closely related issues of transmission planning, cost allocation and reli-
ability. The time has come to develop a regulatory framework that will allow us to
successfully meet these challenges.

I commend you, Mr. Chairman, and the Committee for your decision to hold a
hearing on these important issues. I also commend you and Senator Reid for the
legislation that each of you has circulated or introduced in this area.

INTRODUCTION

President Obama has stated that the country that harnesses the power of clean,
renewable energy will lead the 21st century. As the President noted in his February
24 speech to Congress, the recovery plan developed by the White House and Con-
gress calls for doubling our supply of renewable energy in the next three years, with
historic investments in basic research funding that will spur new discoveries in en-
ergy. The President also stated that we will soon lay down thousands of miles of
power lines that can carry new clean energy to cities and towns across this country.

I believe that, to implement these goals, there must be a mechanism to invoke
federal authority to site the transmission facilities necessary to interconnect renew-
able power to the electric transmission grid and move that power to customer load.
We need a National policy commitment to develop the extra-high voltage (EHV)
transmission infrastructure to bring renewable energy from remote areas where it
is produced most efficiently into our large metropolitan areas where most of this Na-
tion’s power is consumed. Certainly, developing local renewable energy and distrib-
uted resources is also important as we expand our capacity to generate clean power,
but that is a separate issue from, and is not a substitute for, developing the EHV
transmission infrastructure that I describe above and the related feeder lines that
will interconnect renewable energy resources to the transmission grid.

Without this National commitment, we will not be able to take full advantage of
our capacity to develop clean power. Clean power is essential to meeting our Na-
tional energy goals, such as reducing greenhouse gas emissions, strengthening our
National security, and revitalizing our economy.

At a conference held by the Commission on March 2, a diverse group of com-
menters shared the view that broader federal transmission siting authority is nec-
essary to promote the growth of renewable energy. Development of a structured reg-
ulatory framework will enable the United States to build the EHV transmission in-
frastructure necessary to deliver our Nation’s high quality, location-constrained re-
newable resources to load centers. That framework must adequately address trans-
mission siting and the related issues of transmission planning and cost allocation.

THE COMMISSION’S EXPERIENCE IN SITING ENERGY INFRASTRUCTURE

The Commission has the institutional structure, capacity, and experience to make
important contributions to this National transmission grid building effort. The Com-
mission is well-versed in reviewing and authorizing critical energy infrastructure
projects, and in establishing a regulatory regime that encourages the development
of appropriate energy projects, while at the same time protecting the interests of
consumers and safeguarding the environment.
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Since 1920, the Commission has been charged with licensing and overseeing the
operation of the Nation’s non-federal hydropower projects. Today, the Commission
regulates over 1,600 projects with the capacity to produce over 54 gigawatts of
clean, renewable electric energy. Further, under existing authority in the Federal
Power Act, the Commission has sited thousands of miles of electric transmission
lines related to these projects that have delivered this power to the Nation’s con-
sumers.

Under the Natural Gas Act, the Commission has authorized the construction of
natural gas pipelines for over 65 years. Under the Commission’s oversight, the coun-
try has developed a robust, comprehensive pipeline grid that moves natural gas sup-
plies from producing areas to consuming regions. Since 2000, the Commission has
approved over 13,000 miles of new pipeline, with a capacity of nearly 95 billion
cubic feet per day of natural gas. In total, there are nearly 215,000 miles of inter-
state natural gas pipeline in service that cross multiple states.

Based on its decades of experience in siting natural gas pipelines and in siting
hydropower projects and associated transmission lines, the Commission has devel-
oped comprehensive, efficient processes that provide for public notice and extensive
public participation, including participation by affected states. These processes en-
sure the early identification of issues (and where possible, consensual resolution of
them), development of a thorough environmental analysis, and decisions based on
a complete record and consideration of the public interest. We have also learned
that a single federal agency having the responsibility and the authority to make
siting decisions with regard to projects that affect the National interest is clearly
the most efficient way to site major energy projects. In a typical infrastructure pro-
ceeding, the Commission involves, from the prefiling process forward, federal and
state resource agencies (as well as other relevant federal agencies, such as the De-
partment of Homeland Security and the Department of Transportation), Indian
tribes, local government, and private citizens, to assist in the early identification of
issues and the development of the record. After gathering input from these sources,
the Commission crafts a decision that comports with all aspects of the public inter-
est.

THE COMMISSION’S TRANSMISSION SITING AUTHORITY

In 2005, Congress gave the Commission authority to site and permit interstate
electric transmission facilities, under limited circumstances and only within geo-
graphic areas designated by the Secretary of Energy as National interest electric
transmission corridors. The Commission issued regulations establishing procedures
that involve extensive information-sharing and consultation with state and federal
agencies, members of the public, and other stakeholders. The Commission staff is
currently working with one potential applicant under these regulations, using the
prefiling process to provide information regarding necessary data and analyses. As
discussed later in this testimony, the prefiling process is the first step the Commis-
sion takes to involve all stakeholders in the siting of energy infrastructure.

However, the United States Court of Appeals for the Fourth Circuit has recently
held that the limited authority granted by Congress to the Commission to review
and site facilities needed to transmit electric energy in interstate commerce is not
available in situations where a state agency has timely denied an application for
a proposed project, regardless of how important the project may be in relieving con-
gestion on the interstate grid. The court’s ruling is a significant constraint on the
Commission’s already-limited ability to approve appropriate projects to transmit en-
ergy in interstate commerce.

Congress should consider the question of how best to exercise its authority over
interstate commerce to ensure that necessary transmission is built in a timely man-
ner to deliver location-constrained renewable power to customers. Without broader
Federal siting authority to accommodate high levels of renewable electric energy—
authority similar to that which exists for interstate natural gas pipelines and most
non-Federal hydropower projects—it is unlikely that the Nation will be able to
achieve energy security and economic stability. Similarly, the development of new
EHYV interstate transmission facilities, bolstered by broader federal siting authority,
would assist states in meeting their renewable portfolio standards.

PRINCIPLES FOR SITING TRANSMISSION FACILITIES

Should Congress decide to give the Commission some form of enhanced trans-
mission siting authority, I recommend that Congress consider basing it on the fol-
lowing principles of energy infrastructure development, which have worked well in
the other licensing areas under the Commission’s jurisdiction: 1) a pre-filing process
that allows and encourages all affected stakeholders to identify issues early; re-
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quires working on environmental review and a project application simultaneously;
and involves common efforts to resolve conflicts and to identify an acceptable envi-
ronmental alternative; 2) designating a single agency to make the overall public in-
terest determination, while respecting the roles of other federal and state agencies;
3) allowing that agency to establish a schedule for all actions related to a proposed
project, thus ensuring that agencies act in parallel and that the public can rely on
predictable milestones; 4) building one federal record, including one environmental
document, on which decisions are made; 5) providing for expeditious judicial review
in a single United States court of appeals (either in the circuit where the proposed
facility is to be sited or in the District of Columbia Circuit), based on the record
developed by the lead agency; and 6) once a federal decision has been made, author-
izing the permittee to use federal eminent domain to acquire the property needed
for a project that has been determined to be in the public interest.

RELATED MATTERS

In addition to siting issues, the following are also crucial aspects of developing an
effective National EHV electric transmission grid that can spur the production and
movement to market of renewable energy.

Planning

Effective regional transmission planning will improve reliability, reduce conges-
tion, increase the deliverability of existing power supplies, and identify investments
necessary to integrate significant potential sources of renewable energy that are
constrained by a lack of adequate transmission capacity or facilities. Increasingly,
such planning must look beyond the needs of a single utility or even a single state
to examine the transmission requirements of the entire region.

The Commission has recognized the need for improvements in transmission plan-
ning. To improve the coordination of transmission planning among utilities, it re-
quired all public utility transmission providers to establish and participate in open
and transparent regional transmission planning processes (Order No. 890, February
2007). The Order No. 890 regional planning process is in its first year, and the Com-
mission is reviewing how well those are working, is monitoring implementation, and
will be looking for ways to improve the regional planning process.

Meeting our National energy goals will require building on such regional planning
initiatives and expanding their scope. For example, we would achieve greater bene-
fits and efficiencies by developing interconnection-wide transmission plans focused
on facilities that are needed to transport electric energy from areas rich in renew-
able energy resources to load centers. I recommend that any new transmission plan-
ning requirements be harmonized with, rather than supplant, planning efforts al-
ready taking place at the state and local levels.

Cost Allocation

Renewable energy resources such as wind, solar, and geothermal are usually
found in economically developable quantities at dispersed locations remote from load
centers. For this reason, there are often high costs associated with developing trans-
mission facilities needed to deliver power from such resources.

Under FPA sections 205 and 206, the Commission ensures that public utilities’
(investor-owned utilities) rates, terms and conditions of transmission service in
interstate commerce are just, reasonable, and not unduly discriminatory or pref-
erential. This responsibility includes allocating the costs of new transmission facili-
ties built by public utilities. At present, the Commission has greater ability to as-
sign such costs over broad geographic areas where there is a regional transmission
organization (RTO) or independent system operator (ISO).

If Congress determines that there are broad public interest benefits in developing
the EHV transmission system necessary to accommodate the Nation’s renewable en-
ergy potential, and therefore that the costs of transmission facilities needed to meet
our renewable energy potential should be fairly spread to a broad group of energy
users (for example across a region or an entire interconnection), then Congress
should consider giving the Commission clear authority to allocate such transmission
costs to all load-serving entities within an interconnection or part of an interconnec-
tion.

Reliability, Demand response, and Smart Grid

Renewable energy resources, even delivered via an EHV transmission backbone
system, must be integrated into the transmission system in a manner consistent
with reliable operation of the grid. EPAct 2005 added a new section 215 to the FPA,
pursuant to which the Commission has certified an Electric Reliability Organiza-
tion, approved the first sets of mandatory reliability standards for the Bulk-Power
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System, and is enforcing compliance with approved standards. The Commission will
continue to approve reliability standards, including cybersecurity standards, to en-
sure transmission grid reliability. Two additional factors are noteworthy with regard
to the transmission grid. First, building on the Commission’s existing authority with
respect to demand response, section 529 of the Energy Independence and Security
Act of 2007 directs the Commission to complete a National Assessment of Demand
Response and a National Action Plan on Demand Response. In addition to improv-
ing market and transmission efficiency, demand resources (including demand re-
sponse) are the “glue” necessary to reliably integrate large amounts of energy from
renewable energy resources into the transmission system. Second, section 1305 of
the EISA requires the Commission to promulgate rules for “smart grid” standards
to govern interoperability. These standards will modernize the transmission grid,
making it more efficient and more able to accommodate both additional renewable
resources and demand side resources.

COMMISSION ACTIONS FACILITATING TRANSMISSION FOR RENEWABLES

The Commission has undertaken a number of initiatives, within the scope of its
current FPA authority, to encourage the transmission of renewable power. These in-
clude:

e In June 2005, the Commission, in Order No. 661, required standardized inter-
connection procedures that recognized the operational characteristics of wind
generation.

e In November 2006, the Commission issued a final rule establishing procedures
for implementing the limited transmission siting authority provided by the En-
ergy Policy Act of 2005.

e In February 2007, the Commission issued Order No. 890, implementing open-
access transmission reforms, which, among other things, required that public
utilities offer conditional firm service, which is of particular importance to wind
resources; required transmission providers to conduct studies to evaluate trans-
mission upgrades needed to connect major new areas of wind generation; re-
quired, where appropriate, comparable treatment in the transmission planning
process of advanced technologies and demand-side resources; exempted wind
and other intermittent resources from the highest tier of energy and generator
imbalance provisions; and found that sales of ancillary services to support
transmission systems by demand response and other load resources shall be
permitted, where appropriate, on a basis comparable to service provided by gen-
eration resources.

e In April 2007, the Commission approved an innovative California Independent
System Operator (CAISO) proposal to allocate costs of facilities needed to inter-
connect location-constrained resources (such as wind and solar) to the electric
transmission grid.

e In March 2008, the Commission provided guidance to RTOs and ISOs on proc-
essing interconnection queues, responding in part to backlogs in regions that
have attracted significant new renewable energy resources.

e In October 2008, the Commission granted transmission rate incentives for
lé’aciﬁCOrp’s Energy Gateway lines to deliver renewable energy in six Western

tates.

e In December 2008, the Commission granted transmission rate incentives for the
Prairie Wind and Tallgrass lines to access wind power in Oklahoma and Kan-
sas.

e In February 2009, the Commission approved rates for the Chinook and Zephyr
lines to move wind power from Montana and Wyoming to the Southwest, adopt-
ing a more flexible approach to securing financing for merchant transmission
projects.

Despite all of these actions, existing and future transmission will not be adequate
to fully realize our potential for renewable energy development unless Congress pro-
vides additional tools. Foremost among these tools must be a way to facilitate the
siting of new EHV transmission capacity.

CONCLUSION

In summary, to achieve the Nation’s renewable energy goals, Congress and Fed-
eral and state regulators, including the Commission, must address in a timely man-
ner the issues of transmission planning, transmission siting and transmission cost
allocation. Congressional action to address all three of these related areas, particu-
larly additional siting authority to build EHV transmission lines to accommodate
high quality, location-constrained renewable energy, would provide greater ability to
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achieve these important goals. For example, both the bill that you, Mr. Chairman,
have circulated and the bill introduced by Senator Reid last week address all three
of these areas. I would be happy to work with the Congress as you consider legisla-
tion to provide a regulatory framework for tackling the challenging energy issues
that we face, and to provide Commission staff technical assistance respecting any
legislation the Committee may consider.

Thank you again for giving me the opportunity to appear before you today. I stand
ready to work with Congress, state and federal regulators, industry, and other
stakeholders on these important issues. I would be happy to answer any questions
you may have.

The CHAIRMAN. Thank you very much.
Commissioner Clark, why don’t you go right ahead.

STATEMENT OF TONY CLARK, COMMISSIONER, NORTH DA-
KOTA PUBLIC SERVICE COMMISSION, ON BEHALF OF THE
NATIONAL ASSOCIATION OF REGULATORY UTILITY COMMIS-
SIONERS AND THE NORTH DAKOTA PUBLIC SERVICE COM-
MISSION

Mr. CLARK. Thank you, Mr. Chairman, and good morning, and
Ranking Member Murkowski and members of the committee. My
name is Tony Clark and I'm a member of the North Dakota Public
Service Commission. I also serve as Second Vice President for the
National Association of Regulatory Utility Commissioners, or
NARUC. Today I'll be testifying on behalf of NARUC and, where
noted, the North Dakota PSC.

I'm honored to have the opportunity to appear before you this
morning and to offer a State perspective on transmission in general
and specifically on legislative proposals on Federal siting and re-
gional transmission planning. I'd like to have my testimony sub-
mitted into the record and will summarize my views here.

The CHAIRMAN. We'll include all the testimony as if read.

Mr. CLARK. All right, thank you.

There are many challenges to the development of much-needed
growth in the transmission system that is vital to reliable electric
service, our economic growth, and our national security. Without
increased transmission capacity, our ability to develop the re-
sources necessary to meet current and future demand may be jeop-
ardized, particularly if we embark on a policy that limits green-
house gas emissions and increases our reliance on renewable gen-
eration. In addition, it has been projected that the demand for elec-
tric energy in the United States will grow by more than 30 percent
in the coming decades. Significant upgrades will be necessary in
order to meet this demand. Solutions to the current transmission
challenges facing us are not quick, simple, noncontentious, inex-
pensive, or in some cases obvious. Finding and implementing solu-
tions will require cooperation by, not confrontation among, the var-
ious stakeholders.

In my written testimony I mention that NARUC is debating a
new policy on transmission. I'd like to update that and state for the
record that NARUC did in fact update and adopt a new policy just
this Tuesday afternoon, and I would request that this resolution*
also be submitted into the record.

I'm going to stray a bit from what’s in my written testimony, but
I want to provide you details on the new policy and the context in

*Document has been retained in Committee files.
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which it was adopted. It should come as no surprise, and I'm sure
it comes as no surprise to members of this committee, that as an
association made up of State regulators, NARUC generally opposes
further Federal authority over transmission siting and planning.
We're barely 3 years removed from the passage of the Energy Pol-
icy Act of 2005 and we would prefer to see that process, which gave
the Federal Energy Regulatory Commission backstop authority
over certain national interest lines play out before we start over.

That being said, the White House and Congressional leadership
have both made clear that they intend to move forward with addi-
tional Federal oversight of transmission expansion. Our member-
ship recognizes that this is reality and has been discussing since
mid-February possible updates to our existing policy. Our member-
ship held a spirited debate last month and earlier this week and
the consensus reached was that, although we continue to believe
that Congress should not expand Federal authority over trans-
mission siting, we believe that we did come up with a set of prin-
ciples that we believe Congress should incorporate should it decide
to address this issue.

These principles reflect the vitally important role State regu-
lators play in siting and planning transmission and are geared to
ensure that States and regions are more than just stakeholders,
but key drivers in developing new energy infrastructure. The prin-
ciples, which are available on our web site, are as follows.

First of all, any additional authority granted to FERC by the leg-
islation allow for primary jurisdiction first by the States and that
FERC provide, as Senator Reid referenced, a backstop authority
that be as limited in scope as possible. In no event should FERC
be granted any additional authority over the siting and construc-
tion of new intrastate transmission lines. We hope that those very
in-State lines, you would continue to see that the benefit rests in
having those be at the State level rather than Federalized.

In no event should FERC be granted any authority to approve
or issue a certificate for new interstate transmission line that is
not consistent with the regional transmission plan developed in co-
ordination with affected State commissions or other designated
State siting authorities and regional planning groups that covers
the entire route of the proposed project. We do note that planning
is an important part of the legislation.

In no event should FERC be granted any additional authority to
approve or issue a certificate for a new interstate transmission line
unless there are already in place either cost allocation agreements
among the States through which the proposed project will pass,
that governs how the project will be financed and paid for, or a
FERC-approved cost allocation rule or methodology that covers the
entire route of the project.

In no event should any legislation allow FERC to preempt State
authority over retail ratemaking, the mitigation of local environ-
mental impacts under State authority, the interconnection to dis-
tribution facilities, the siting of generation, or the participation of
affected stakeholders in State and-or regional planning processes.

Finally, in no event should any legislation preempt State author-
ity to regulate bundled retail transmission services.
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Mr. Chairman and members of the committee, I want to reiterate
the statement that NARUC President Fred Butler made when he
was commenting on Senator Reid’s transmission bill last week. He
said that he appreciates Congress’s attention to this issue and that
we do look forward to working together.

I thank you, Chairman Bingaman, for your leadership as well
and for opening your doors to us as you crafted your draft proposal.
I know you and Senator Reid recognize the important role States
play in this and we all want the best possible result for the envi-
ronment and, most of all, for our consumers.

These issues are extremely sensitive within our organization pre-
cisely because they do not lend themselves to simple or consensus
solutions. Siting and cost allocation issues are often controversial
because in most situations someone’s gain is someone else’s loss.
There are no easy fixes here, but if we work together and maximize
the core competencies between the State and Federal Governments
we believe we can make progress.

Thank you. I look forward to any questions you may have.

[The prepared statement of Mr. Clark follows:]

PREPARED STATEMENT OF TONY CLARK, COMMISSIONER, NORTH DAKOTA PUBLIC
SERVICE COMMISSION, ON BEHALF OF THE NATIONAL ASSOCIATION OF REGULATORY
UTiLITY COMMISSIONERS AND THE NORTH DAKOTA PUBLIC SERVICE COMMISSION

Good morning Chairman Bingaman, Ranking Member Murkowski, and Members
of the Committee:

My name is Tony Clark, and I am a member of the North Dakota Public Service
Commission (NDPSC). I also serve as Second Vice President of the National Asso-
ciation of Regulatory Utility Commissioners (NARUC). Today I will be testifying on
behalf of NARUC and where noted, the NDPSC. I am honored to have the oppor-
tunity to appear before you this morning and offer a State perspective on “trans-
mission” in general and specifically on legislative proposals on federal siting and re-
gional transmission planning.

NARUC is a quasi-governmental, non-profit organization founded in 1889. Our
membership includes the State public utility commissions serving all States and ter-
ritories. NARUC’s mission is to serve the public interest by improving the quality
and effectiveness of public utility regulation. Our members regulate the retail rates
and services of electric, gas, water, and telephone utilities. We are obligated under
the laws of our respective States to ensure the establishment and maintenance of
such utility services as may be required by the public convenience and necessity and
to ensure that such services are provided under rates and subject to terms and con-
ditions of service that are just, reasonable, and non-discriminatory.

There are many challenges to resolve prior to the development of the much-need-
ed growth in the transmission system that is vital to reliable electric service, our
economic growth, and our national security. Without increased capacity in the trans-
mission grid, our ability to develop the energy resources necessary to meet current
and future demand may be jeopardized, particularly if we embark on a policy that
limits greenhouse gas emissions and increases our reliance on renewable generation.
In addition, it has been projected that the demand for electric energy in the United
States will grow by more than 30 percent over the coming decades. Significant up-
grades will be necessary in order to meet this demand. Solutions to the current
transmission challenges facing us are not quick, simple, non-contentious, inexpen-
sive, nor, in some cases, obvious. Finding and implementing solutions will require
cooperation by, not confrontation among, the various stakeholders.

Currently, NARUC is debating a new policy position on transmission. These dif-
ficult discussions are ongoing and I bring this to your attention in an effort to illus-
trate that the nation’s utility regulators are well aware of the issues and complica-
tions surrounding the transmission policy. These issues are extremely sensitive
within our organization precisely because they do not lend themselves to the simple
or even consensus solutions. Siting and cost allocation issues are often controversial
because in most situations someone’s gain comes at someone else’s expense.
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BACKGROUND

The Energy Policy Act of 2005 (EPAct 2005) required the Department of Energy
(DOE) to conduct a study of electric transmission congestion one year after the legis-
lation was enacted, and every three years thereafter (language was included in the
recently signed “stimulus” legislation modifying the DOE congestion study process).
After considering alternatives and recommendations from interested parties, DOE
must issue a report, based on the study, which may designate any geographic area
experiencing electric energy transmission capacity constraints or congestion that ad-
zrerselyc affects consumers as a national interest electric transmission corridor
NIETC).

The first DOE Congestion Study was issued on August 8, 2006. On April 26, 2007,
the DOE issued two draft NIETCs: the Mid-Atlantic Area National Corridor (some
or all counties in Delaware, Ohio, Maryland, New Jersey, New York, Pennsylvania,
Virginia, West Virginia, and the District of Columbia); and the Southwest Area Na-
tional Corridor (seven counties in southern California, three counties in western Ari-
zona, and one county in southern Nevada). On October 2, 2007, DOE finalized the
designations of both NIETCs: the Mid-Atlantic Area National Interest Electric
Transmission Corridor (Docket No. 2007-OE-01); and the Southwest Area National
Interest Electric Transmission Corridor (Docket No. 2007-OE-02). DOE affirmed the
NIETC designation orders on March 10, 2008.

EPAct 2005 gave federal backstop siting authority of certain electric transmission
facilities, based upon the process outlined above, to the Federal Energy Regulatory
Commission (FERC). Upon NIETC designation by DOE, FERC may issue permits
to construct or modify electric transmission facilities if FERC finds that:

(1) A State in which such facilities are located does not have the authority
to approve the siting of the facilities or to consider the interstate benefits ex-
pected to be achieved by the construction or modification of the facilities;

(2) The applicant is a transmitting utility but does not qualify to apply for
siting approval in the State because the applicant does not serve end-use cus-
tomers in the State; and

(3) The State with siting authority takes longer than one year after the appli-
cation is filed to act, or the State imposes conditions on a proposal such that
ift wi%)l1 not significantly reduce transmission congestion or it is not economically
easible.

To issue a permit, FERC must find that proposed facilities:

(1) are used for interstate commerce;

(2) are consistent with public interest;

(3) significantly reduce transmission congestion in interstate commerce;
(4) are consistent with national energy policy; and

(5) maximize the use of existing towers and structures.

SITING

A major impediment to siting energy infrastructure, in general, and electric trans-
mission, in particular, is the great difficulty in getting public acceptance for needed
facilities. This tells us that no matter where siting responsibility falls—with State
government, the Federal government, or both—as prescribed in the EPAct 2005,
siting energy infrastructure will not be easy and there will be no “quick fix” to this
situation.

During the EPAct 2005 debate, NARUC opposed the “backstop siting” provision.
NARUC’s position prior to passage of EPAct 2005 was, and continues to be, that
to have the greatest economical and environmental benefits transmission facilities
should not be nationalized but encouraged to be regionalized. Just as States have
a role in the siting of interstate highways, States need to continue having an active
role in transmission decisions.

As Congress considered EPAct 2005, NARUC expressed deep concern with the
language that eventually became Section 1221. At that time, NARUC opined that
the language could in essence overrule legitimate State agency concerns and laws
with regard to how a State ruled on a transmission project. The language would
then permit FERC to vacate the decision and preempt State law and actions. It ap-
pears as though our initial observations and fears were accurate and led to a federal
court case. In Piedmont Environmental Council v. FERC, the Fourth Circuit over-
turned FERC’s expansive interpretation of its backstop siting authority in NIETCs.
The court followed Commissioner Kelly’s dissent to Order 689, and held that section
216 of the Federal Power Act (which gives FERC backstop siting authority if a State
“withheld approval for more that one year”) clearly does not give FERC siting au-
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thority when a State affirmatively denies a siting permit application within the
year.

In its comments on the FERC rulemaking which inspired the court action,
NARUC said it expected the backstop siting authority to have limited applicability
because the majority of the State commissions have the authority to approve or
deny proposed transmission projects within their jurisdictions and State commis-
sions are frequently allowed to address the interstate benefits of proposed projects.
Furthermore, many State statutes require a petitioner to obtain a certificate of pub-
lic convenience and necessity, or some other similar certificate, from a State com-
mission before constructing transmission facilities regardless of whether the appli-
cant provides electric service to end-use customers. In its comments, NARUC pro-
posed that:

1. FERC clarify that federal backstop siting authority under FPA Section 216
is only triggered when the State Commission fails to or cannot act in a timely
manner;,

2. FERC clarify how it will apply the federal backstop criteria;

3.The proposed rule be revised to implement the due process requirements of
the statute; and

4. The Final Rule adopted should incorporate a reference and deference to ex-
ten?ive siting records developed at the State level to prevent duplication and
confusion.

The Final Order gave the States one full year to consider a transmission line
siting application before the federal pre-filing process begins. The intent is to avoid
conducting “parallel proceedings”—where a State commission and FERC would be
considering a siting application at the same time. If such “parallel proceedings”
were allowed, that process would create ex parte and prejudgment concerns under
State law. Such a situation could potentially result in an applicant “gaming” the
siting process by purposefully filing a deficient application to the State with the
hopes of starting the one-year federal clock and precluding adequate State consider-
ation of the application. NARUC did not appeal the FERC backstop siting rule and
our members have generally been attempting to work within the framework of the
EPACT 05 backstop provision.

With this as a backdrop, our membership is troubled, that Congress finds it nec-
essary to begin consideration of changing the siting provision that was just estab-
lished in EPAct 05. This provision has not been given an appropriate amount of
time to ascertain whether or not it can, will or is working. We are pleased, however,
to see that members of this body are also concerned with federal government in-
volvement in the siting of electric transmission. For instance, there is currently a
proposed transmission project in New York State, which is encountering intense
local opposition. In the February 20, 2009, edition of the Utica Observer-Dispatch,
Senator Charles Schumer (D-NY), was quoted “We will do everything we can to
make sure that New York has final say on routing decisions, which is what the
court intended.” We suspect that many federal elected officials will reach a similar
conclusion when confronted with angry and vocal constituents whose rates may go
up in order to pay for a line which they believe will provide them no benefits while
producing financial gain for generators and transmission owners.

If Congress does anything on siting, it should affirm the Fourth Circuit decision
by clarifying that if a State turns down a transmission line proposal for good reason
and within a reasonable time frame; FERC should not be able to second guess the
State. FERC Commissioner Suedeen Kelly correctly reasoned that it was incompre-
hensible that Congress intended FERC to override timely State decision. In addi-
tion, it only seems fair that the one-year clock for State action needs to be sus-
gended whenever a federal agency is the cause for the State delay in a permitting

ecision.

PLANNING

State Commissions are acutely aware of the necessity and process of regionally
planning transmission projects. In all sections of the country where there is a re-
gional planning process, State Commissioners and their staffs are participants in
the process. For example, the transmission planning effort currently taking place in
the Upper Midwest is being led by the Governors and state commissions in the
States of Minnesota, North Dakota, South Dakota, Iowa and Wisconsin. Our five
States have formed the Upper Midwest Transmission Development Initiative
(UMTDI) to coordinate sub-regional electric transmission planning and related cost
allocation issues. I would like to speak to that now in my capacity as a member of
the North Dakota PSC.
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With a geographically dispersed resource like wind, generation development may
be impeded because the large transmissions lines needed are not available where
the wind resource is best. But, the transmission lines do not get built because there
is currently limited generation development there. We are attempting to break this
“chicken and egg” cycle that can too often impede renewable projects. Rather, as a
region, we believe wind will be a major player in meeting our electricity needs going
forward. To encourage wind development, we plan to proactively choose a number
of geographic zones for development and then model a transmission and cost alloca-
tion system from there. In many ways, it is an attempt to learn from the success
of the Texas Competitive Renewable Energy Zones process, but over a region where
there are five states, a regional transmission organization (RTO), and FERC, as op-
posed to just Texas and ERCOT.

Over the last six months, utility regulators, governors’ staff, utilities, transmission
owners, non-governmental organizations and the Midwest ISO have been working
to identify our States’ optimum renewable energy resource zones and the regional
transmission expansion needed to link those resources to load, both in our States
and possibly beyond our region. In addition, we are working to develop a sub-re-
gional cost allocation approach that is vetted among State stakeholders to help en-
sure that adequate transmission infrastructure gets built. Our plan is to have a sub-
regional transmission upgrade plan ready for inclusion in RTO and regional plan-
ning processes by October 2009.

We also recognize that modernizing and expanding the transmission system is es-
sential to expanding renewable energy generation and reaching the renewable port-
folio goals outlined by President Obama and many congressional leaders. In my re-
gion, we are encouraged by FERC openness to ensuring that States—and particu-
larly, multi-state initiatives such as ours—can participate in developing national in-
terest strategies that allow us to move forward with policies that provide equitable
benefits to our citizens. We understand the challenges and have moved aggressively
to address those that have seemed intractable in the past. Multi-state need and
siting review requirements have been incorporated into the UMTDI planning consid-
erations. Through the Organization of MISO States, the five States have reviewed
opportunities to coordinate regulatory procedures.

Current expansion efforts by the transmission owners in our sub-region reflect
progressive development practices that should facilitate predictable outcomes. In my
opinion, the UMTDI effort and its openness in working with all stakeholders is ex-
actly the kind of effort that is needed to develop efficient transmission infrastruc-
ture.

COST-ALLOCATION

State regulators are concerned about transmission reliability, adequacy, and the
costs required to support the development of robust competitive wholesale markets.
The investment that is needed to upgrade the transmission grid in order to support
expanded wholesale power markets will cost billions of dollars. Notwithstanding the
general benefit to the wholesale electric marketplace of encouraging the construction
of new generating capacity and its interconnection to the grid, it is also important
to provide proper price signals to encourage optimal demand response and promote
economic and efficient expansion of the grid and siting of generation. The FERC has
in the past adopted transmission pricing policies that generally provide for the di-
rect assignment of costs to the parties causing the costs.

FERC Order No. 2000 stated the “[m]arket designs that base prices on the aver-
age or socialization of costs may distort consumption, production and investment
discussions and ultimately lead to economically inefficient outcomes.” FERC has de-
parted, in some instances, from a transmission pricing policy that provides for the
assignment of costs to the cost-causative parties. In general, NARUC supports effi-
cient pricing policies that result in the economic use and expansion of the trans-
mission system to support a robust wholesale electricity market. We recognize that
investments needed to maintain the reliability of the existing transmission systems
should continue to be recovered through rates charged to all transmission users. We
advocate that the cost of upgrades and expansions necessary to support incremental
new loads or demands on the transmission system should be borne by those causing
the upgrade or expansion to be undertaken, except that FERC should not preclude
the assignment of interconnection cost to the general body of ratepayers within a
State when that State’s regulatory body determines that such allocation is in the
public interest.

A robust regional electric transmission system is an essential prerequisite to sup-
port both reliability and the market function allowing more generators to reach
loads and compete directly for wholesale sales to such loads in order to increase
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competition among generation suppliers and meet national goals for renewable gen-
eration and energy independence. A new rate design is needed that will facilitate
the construction of the strong transmission backbone required to support the na-
tion’s wholesale electric markets, future increases in renewable generation capacity,
and reliability.

MAJORITY LEADER REID’S TRANSMISSION LEGISLATION

Last week, Majority Leader Reid introduced “The Clean Renewable Energy and
Economic Development Act.” We want to thank Senate Majority Leader Reid and
his staff for reaching out and consulting NARUC as he drafted this proposal. Sen.
Reid is to be commended for bringing this issue to Congress’ attention, and we are
optimistic that our continued dialogue will produce a better outcome for consumers
and the environment. However, we are very troubled by a number of the provisions
included in this legislation. I would like to outline our concerns and comments here:

e Sec.402—How does the National Renewable Energy Zone Designation relate to
the 2009 Renewable Energy Transmission Study required by § 409 of the Amer-
ican Recovery and Reinvestment Act? It seems logical that designation of a Re-
newable Energy Zone be tied to the study.

e Sec. 403—It is unclear how subsequent National Renewable Energy Zone des-
ignations become reflected in the plan. Is the plan expected to be revised every
year (as suggested by the requirement that the plan be submitted to the Com-
mission annually §403(e)(8))? How does that fit with the requirement that the
plan cover at least 10 years into the future (§403(e)(5))?

e Sec. 403(a)—The selection process for the regional planning entities is some-
what obtuse. We would recommend that the States and other stakeholders that
must participate in the planning process have a clearer role in selecting and
shaping the planning entity.

e Sec. 403(d)—The one-year time frame from the date of designations is too short
for a comprehensive planning process with multiple stakeholders. Although we
recognize the importance of immediate action, realistically it seems like at least
two years will be necessary for an initial plan.

e Sec. 403(G)((B)(ii)(I) requiring Governor certification that all load-serving entities
“offer a fairly priced renewable power purchase option to all the customers of
the entities.”—It is unclear what this section means. It seems that it may begin
to mandate consumer choice, and we would suggest striking it. We believe it
is inappropriate for Congress to mandate retail rate-design on a one-size-fits-
all basis. For example, in North Dakota the Commission rejected a proposed
“green tariff” at the urging of many in the environmental community because
it treated wind as a boutique fuel as opposed to an integral component of the
integrated system.

e NARUC opposes Sec. 404. Further, we think that the section preserving State
siting authority Sec (404(n)) creates potential for forum shopping.

e Sec. 404(a)(1)(B) which allows federal siting for a project that is not included
in the Interconnection-wide transmission plan (if the developer assumes all of
the risk and cost of the proposed facility) may undermine the planning process
and cause organizations to circumvent the planning process. This also will allow
for siting of a line without ANY State input. We suggest that this section either
(a) be removed or (b) require State consultation before the siting of a line out-
side of the Interconnection wide transmission plan, even if the developer as-
sumes all of the risk.

e Sec 404(c)(2)—This section should include language that would require the
Commission to consult with the States in promulgating regulations regarding
the permit applications.

e Sec 404(g)—the provisions providing for State consultation allow the States to
offer recommendations in only a very limited number of areas and allow the
Commission to easily override the State recommendations. These provisions
should be changed to strengthen the States’ role in identifying siting constraints
and mitigation measures.

o We appreciate Section 406(b) for acknowledging that if the States submit a joint
cost allocation plan, the Commission should approve the cost allocation unless
the plan violates the conditions of just and reasonableness or unduly inhibits
renewable energy.

We look forward to conversations with the Majority Leader’s office and the mem-
bers and staff of this committee so we can bring about a mutually acceptable out-
come.
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In conclusion, the electric transmission system must have the capacity to meet the
growing energy needs of the nation, regardless of the generation source. The solu-
tions to the challenges will not come quickly or easily. These solutions will require
the cooperation of all stakeholders, including State and federal government, and
must not require ratepayers to bare the financial burden with the reward allocated
to the owners of generation and/or transmission. Thank you and I look forward to
your questions.

The CHAIRMAN. Thank you both very much for your testimony.

I'll start with 5 minutes of questions. Chairman Wellinghoff, let
me ask you first. I don’t know if you've had a chance to look at this
discussion draft that we've circulated in the last couple of days.

Mr. WELLINGHOFF. Briefly, Mr. Chairman, briefly.

The CHAIRMAN. Do you have any thoughts, initial thoughts as to
how it comports with the recommendations that you have made
about expansion of the commission’s authority? Do you believe that
there are ways in which it differs from what you are proposing, or
do you consider it be consistent?

Mr. WELLINGHOFF. I believe that Senator Reid’s bill and the
draft that the committee staff has circulated are very similar, and
certainly to the extent that there are a designation of regional
planning authorities I believe in both bills, and those are regional
planning authorities that as I understand it could primarily be
composed of State entities, then to that extent they would decide
on planning and could decide on cost allocation, in fact could even
be involved in the siting to some degree. I think that’s very con-
sistent with what I am proposing.

Really, I do not have a concrete proposal here today. I'm simply
here today to indicate that I believe that there does need to be
more Federal involvement in an interstate system if we are to put
in place a system that can effectively deliver location-constrained
remote renewable resources to load centers.

But I think, with that said, I think the positions that are in the
two bills are very consistent with that overall approach that I'm
proposing and I think not all that inconsistent with what we're
hearing from NARUC today, from my fellow colleague.

The CHAIRMAN. Let me just bear down a little on this issue of
planning. Clearly that’s one of the most difficult things to figure
out, is how to accomplish the planning that needs to be accom-
plished. We've suggested—I believe Senator Reid’s bill does as
well—that there should be a regional planning entity in each inter-
connection, that should undertake this role, that it should be ap-
proved by the commission, by FERC, and that the plan should be
approved by the commission as well. Further, that if a body should
not emerge as this planning group, then FERC itself would under-
take this role.

I guess one obvious question is is it practical to suggest that
planning bodies such as this should be interconnection-wide? That’s
one question. Second, is it practical to think that FERC could un-
derta}?ke this task if a group did not come forward to do that plan-
ning?

So let me ask both of you those couple of questions. Maybe we
should start with Commissioner Clark.

Mr. CLARK. Thank you, Mr. Chairman. With regard to regional
planning, one of the things that I think most NARUC commis-
sioners would certainly rally around is the idea that there should
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be an allowance for a bottom-up type process and, while there cer-
tainly can be a role for interconnection-wide planning, we also real-
ize that as regions and sub-regions many of us have been working
together for some time.

For example, in my own region of the upper Midwest, the States
of North and South Dakota, Wisconsin, Iowa, and Minnesota have
been working on just these very ideas regarding working up renew-
able energy zones and figuring a system to get it to load.

We would hope that any system that Congress comes up for al-
lows for those sub-regions to continue to operate and really allow
that interconnection-wide process to be a compilation of those
parts, as opposed to starting from a top-down type mechanism.

The CHAIRMAN. Chairman Wellinghoff.

Mr. WELLINGHOFF. Yes. I think it is feasible to do interconnec-
tion-wide planning. In fact, the western Governors are doing that
right now. So we have an example of an entity that could be des-
ignated in the western interconnect to do interconnect-wide plan-
ning, that is taking into account, as Commissioner Clark indicated,
the sub-regional activities—there’s sub-regional activities in many
of the States—that is then going to be put into that interconnect-
wide plan, that will look at location-constrained renewable re-
sources and determine how to deliver those through an extra high
voltage transmission system.

So I think it is feasible on an interconnect-wide basis and as a
backstop I believe that if, for whatever reason, an interconnect en-
tity was not successful, I believe FERC could carry that out. We
could carry it out with our national reliability organization, NERC,
which we already engage in planning with respect to reliability. So
I think it certainly could be done by FERC if necessary, but I think
it would be preferable to have it done by the regions on an inter-
connect-wide basis.

The CHAIRMAN. Senator Murkowski.

Senator MURKOWSKI. Thank you, Mr. Chairman.

I want to follow up on the planning side of it. There’s certainly
a lot of transmission planning that is happening right now. We've
got DOE that’s looking at the transmission needs. We've got WGA
that’s taking on a renewable energy zone effort. The RTOs are
planning. We’re going to hear from some today. FERC has directed
utilities to do a regional planning approach. In the stimulus bill
there was $80 million to FERC and DOE for transmission plan-
ning. Then just yesterday the FERC of Interior established renew-
able energy zones on public lands.

So there’s a lot going on within the planning, and I would agree
with the chairman that this is a very important area here. But at
some point in time does this, the creation of new planning enti-
ties—do we get to a choke point where we may disrupt ongoing col-
laborative planning efforts and possibly slow the growth of trans-
mission? Should I be worried about this or not, chairman?

Mr. WELLINGHOFF. I don’t think so, Senator, in the sense what
we’re looking at here I think is as I see it anyway, a very focused
purpose. The focused purpose again is to plan for these location-
constrained renewables and moving them to load centers. That’s
the transmission planning I'm discussing. I think it’s the core of



23

Senator Reid’s bill and in part what is in the draft circulated by
the committee Staff as well.

So that planning process doesn’t in any way supplant or sub-
stitute for or interfere with all the other transmission planning
that should continue for all the other purposes, for reliability, for
reduction of congestion, etcetera. In fact, Senator Reid’s bill doesn’t
remove the section 216 provisions of the 2005 EPAct for congestion
corridors that DOE designated.

So I see it as a separate process that I don’t think would inter-
fere with what’s ongoing for general transmission planning. I see
it as very focused.

Senator MURKOWSKI. Would you agree, commissioner, that these
are not duplicative, but that you've got focuses in different areas
that allow for greater collaboration, as opposed to creating a choke
point?

Mr. CLARK. Mr. Chairman and Senator Murkowski, I do worry
a bit about that, which is I think one of the reasons that NARUC
has argued that whatever comes about needs to be very narrowly
tailored, so that what Chairman Wellinghoff is talking about is in
fact what happens. I think that we have perhaps a bit of a concern
that if there’s mission creep beyond the sort of renewable energy
zone type concept, hooking up a national grid to meet potentially
a national portfolio standard, that we could have some of those
choke points occur.

For example, in my own State I know we would hate to think of
the 70-mile line that we've just sited between Belfield and Rhame,
which is purely in State, be held up because of an interconnection
process that has to take into consideration theoretically something
that could happen in Florida due to the fact that we’re both in the
same interconnect.

So I think your concern is valid, which in our mind argues for
a specific and tailored role in the legislation.

Senator MURKOWSKI. Let me ask you, Chairman Wellinghoff,
about the announcement from Secretary Salazar, his secretarial
order yesterday that called for Interior to not only establish these
renewable energy zones, but to handle the permitting and the envi-
ronmental review on Federal lands. Do you think that we need one
Federal authority with the authority to coordinate and oversee the
environmental review of the transmission projects on the Federal
lands? If so, is FERC the best entity to do that?

Mr. WELLINGHOFF. I actually met with Secretary Salazar yester-
day. I'm meeting with him again this afternoon. I don’t think his
vision is incompatible with mine. Certainly the BLM and other
Federal agencies must permit the siting of the actual renewable fa-
cilities and I think that is what he is referring to. But with respect
to the transmission lines that would connect those facilities, I think
you do need one Federal entity and I think FERC would be an ap-
propriate one to do that, to the extent that it is this system that
we're talking about of an interstate system to deliver remotely lo-
cated renewable energy to the load centers.

So I don’t think what Secretary Salazar is proposing is incon-
sistent with what I'm saying. I think they are compatible.

The CHAIRMAN. A question for you, Commissioner Clark, on the
cost allocation. You mentioned in your resolution coming out of
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NARUC, you speak to that. What is your opinion on the possible
interconnection-wide allocation of the transmission costs? Your res-
olution provides that no additional authority to issue a certificate
unless there is already in place a cost allocation agreement among
all the States through which the proposed project will pass.

Is this one of the most difficult aspects that we’re going to be
dealing with, is how we resolve this cost allocation issue?

Mr. CLARK. Senator Murkowski, I think you’re exactly right. One
thing you probably will not see from NARUC is a very specific
point, is a consensus point on what that cost allocation should be,
because very much within our organization, just as within Con-
gress, where youre at on that is very much related to where you
sit.

So this is one of those times that I get to separate myself a bit
from NARUC and say that as an organization we don’t have a spe-
cific formula on what the cost allocation should be. As a North Da-
kota commissioner, coming from a State that has huge renewable
energy potential for export, and looking at how sometimes the cost
allocation process can attempt to determine a very finite value to
costs and benefits and really gets bogged down in that entire proc-
ess, I could potentially for some certain types of projects that serve
a national need see more of a postage stamp type pricing mecha-
nism, simply because it can facilitate the building of those lines.
It’s been successful where tried within ERCOT in Texas. There are
economists who would probably quibble with me whether that’s the
appropriate way to do it, but I think that there are a lot of benefits
to a fairly clean and simple way to fund it. But again, that’s speak-
ing from my own perspective and not necessarily the association.

Senator MURKOWSKI. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Udall.

Senator UDALL. Thank you, Mr. Chairman.

I want to welcome the panel this morning. This is a very impor-
tant topic, obviously. We just passed in the last few weeks the eco-
nomic recovery package and in that package there were $14 billion,
if I have the number right, for transmission grid infrastructure de-
velopment and energy storage development. I wonder if both of you
would be willing to comment on where those dollars are being
spent, and do we have a chicken and egg dynamic here, given what
we're discussing today, especially with transmission siting?

In other words, are those dollars sidelined until we answer some
of the questions that are being raised today? Chairman, if we could
start with you and then move to Commissioner Clark.

Mr. WELLINGHOFF. Thank you, Senator.

As I understand it, and again this is primarily under the purview
of the Department of Energy with respect to the expenditure of
those dollars, but as I understand it those dollars will largely not
be spent for transmission lines per se, but for upgrades, things like
phase monitoring units. In fact, the meeting I was in with Sec-
retary Salazar yesterday, Secretary Chu was in that meeting as
well. One of the things that Secretary Chu directed his staff to do
was to put some of those dollars into things like sensing units on
transmission lines so we can gain more data about how those
transmission lines are operating, so we can plan better overall.
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So it’s my understanding that a good part of those dollars is
going into that kind of an effort. I don’t think what we’re doing
here today will in any way inhibit those dollars being spent. We're
talking about a lot larger amounts of money for these types of sys-
tems, potentially hundreds of billions of dollars. That would pri-
marily come from the private sector and is coming from the private
sector now. So I don’t think there is a conflict there.

Senator UDALL. Mr. Clark.

Mr. CLARK. TI'll apologize in advance because I'm afraid I prob-
ably don’t have a very good answer for you. I think Chairman
Wellinghoff did a good job of explaining the waterfront. I think
States are still trying to get their hands around exactly what the
potential for those dollars are. I know that DOE has been working
hard to promulgate regulations and gather information on how that
money should be spent, but I am afraid I probably can’t offer much
more specific answer than that. I think we’re still struggling to fig-
ure out exactly how all these new mechanisms and levers will
work.

Senator UDALL. Commissioner Clark, to move to another subject,
you both touched on eminent domain and the use of it in your testi-
mony. It’s a sensitive issue. It certainly I believe will come to the
fore in certain areas and certain projects. Would you care to com-
ment in any further detail on eminent domain and how you see the
use of it and how we can best manage it?

Mr. CLARK. Senator Udall, I would just comment that I note that
at least one of the drafts, I think Chairman Bingaman’s, allows for
either a Federal or State court venue for eminent domain. I know
in North Dakota the commission itself does not have eminent do-
main authority. It’s strictly the purview of the courts.

You’re right, it is always a contentious issue when it gets to that
point. We work very hard in our commission to try to encourage
utilities to, when they file applications before us, not be in the posi-
tion where they feel like it may be going to eminent domain; that
it’s far easier to get those things worked out in advance. Unfortu-
nately, sometimes that can’t be done and those times there are the
courts that are available.

We would, of course, urge that there continue to be potential
State relief for eminent domain and not just a Federal eminent do-
main provision.

Senator UDALL. Chairman Wellinghoff, do you care to comment?

Mr. WELLINGHOFF. I certainly think that eminent domain should
be used very sparingly, and I think the history of siting natural gas
pipelines in fact demonstrates that. I have some statistics here. For
example, for the Rex West Pipeline, approximately 700 miles of 42-
inch pipeline in Wyoming, Nebraska, Kansas, and Missouri, there
was only 18 reported eminent domain actions taken out of 1746
parcels, less than 1 percent. That’s replicated in a number of other
instances: Gulf South, 110 miles of 36-inch pipeline with 336 af-
fected landowners there was no contested eminent domain pro-
ceedings whatsoever.

So we're at least seeing in the gas pipeline area that eminent do-
main is used very, very sparingly, if at all.

Senator UDALL. Perhaps those lessons could be applied in this
challenge we have to expand our transmission system, and we can
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look to you and other experts to understand how we can bring
those same lessons to bear.

Mr. WELLINGHOFF. I think it’s part of the process, by having one
Federal agency coordinating with the landowners and with the
other affected entities to ensure that the process can work smooth-
ly and that there is a limited exercise of eminent domain.

Senator UDALL. Thank you.

The CHAIRMAN. Senator McCain.

Senator MCCAIN. So if I understand your answer to Senator
Udall’s question, Mr. Wellinghoff, there are occasions where emi-
nent domain is appropriate after all other avenues have been ex-
plored?

Mr. WELLINGHOFF. In very limited instances, that’s correct.
There have been some instances with respect to siting pipelines, for
example, where eminent domain proceedings have been appro-
priate.

Senator McCAIN. Do you agree with that, Commissioner Clark?

Mr. CLARK. In some cases I think it’s true they may be appro-
priate because there is a greater need. At the same time, I think
it perhaps illustrates a point that, at least for an initial crack at
siting, States are an appropriate venue to be because it’s frankly
much easier for landowners and utilities to work together in Bis-
marck or Phoenix or in their local State capitals, as opposed to ex-
pecting landowners to interact at the Federal level, which is much
more difficult to do so.

So I think to the degree that it argues anything, perhaps it does
argue for, again, that more narrowly tailored Federal role.

Senator MCCAIN. Chairman Wellinghoff, in 2005 one of the major
goals of the legislation was to give your commission the authority
to site and permit interstate electric transmission facilities under
limited circumstances and, as you well know, within geographic
areas designated as national interest electric transmission cor-
ridors.

The U.S. Circuit Court of Appeal, Fourth Circuit Court, has basi-
cally negated that, wouldn’t you say?

Mr. WELLINGHOFF. I think they certainly have limited it to the
extent that they’'ve indicated that if a State in fact denies an appli-
cation then there is no backstop authority for FERC. I think that
will substantially limit it. We are currently considering whether or
not to appeal that particular case, but I do think it does limit the
effect of that particular piece of legislation.

Senator MCCAIN. Even with that legislation in effect, before the
Fourth Circuit Court held as they did there really wasn’t any appli-
cations for implementation of that legislation, was there?

Mr. WELLINGHOFF. That’s correct.

Senator MCCAIN. So we really have not seen the expansion of fa-
cilities that we would have liked to have seen?

Mr. WELLINGHOFF. We certainly haven’t seen developers pro-
poosing to expand facilities in corridors that were designated by
DOE

Senator MCCAIN. So that whole aspect of this issue needs to be
reviewed in pending legislation?

Mr. WELLINGHOFF. To the extent that that continues to be a goal
of Congress, that would be correct.
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Senator MCCAIN. You agree with that goal?

Mr. WELLINGHOFF. I certainly agree that we need to do what’s
necessary to reduce congestion in the transmission system, and I
think that was the intent of that particular piece of legislation,
which is much different from Senator Reid’s legislation. As I indi-
cated, as I say, Senator Reid’s legislation left in place that legisla-
tion and then added on this piece, which has a different purpose,
the purpose is to take location-constrained renewable resources and
delivering them to load centers. That’s different than looking at
congestive corridors as the 2005 legislation did.

We certainly need to do what we can do to relieve congestion in
corridors. We have issues there and problems. I'm not sure that the
way that the legislation was structured in 2005 is the most effec-
tive way to do that. I don’t have a recommendation today as to the
most effective way. But I certainly would be happy to get back to
you in writing on that issue.

Senator MCCAIN. Thank you.

The legislation that Senator Reid discussed requires that 75 per-
cent of the generating capacity connected to a new line must be re-
newable, and under his proposal and others they define “renew-
able” as solar, wind, biomass, landfill gas, renewable biogas, geo-
thermal energy, new hydro capacity at existing sites.

I notice by its absence that nuclear power is not part of that,
quote, “renewable energy.” Do you believe that nuclear power is re-
newable energy?

Mr. WELLINGHOFF. Currently, Senator, where we have the prob-
lemdtoday is with respect to renewables, the ones you’ve enumer-
ated.

Senator MCCAIN. My question is do you believe that nuclear
power is renewable energy? My time is expiring.

Mr. WELLINGHOFF. No, I do not believe nuclear power is renew-
able energy.

Senator MCCAIN. Remarkable.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator SHAHEEN.

Senator SHAHEEN. Thank you, and thank you to our panelists for
being here.

In New England we have some different challenges than I think
you do in the West, Commissioner Clark. But this is really a ques-
tion for both of you. Municipal and cooperative utilities in New
England have told us that, at least in New Hampshire, that they
would like the opportunity to jointly plan, finance, and own new
transmission facilities. They think their participation will bring ad-
ditional capital, will bring more political support, and will make
cost allocation decisions easier.

Do you support joint ownership by these utilities? Is this a part-
nership that you think could make sense going forward?

Mr. CLARK. Senator Shaheen, I think it’s worth exploring. Com-
ing from a State like North Dakota, cooperative power is a big
player in our State’s electric system and electric grid and the econ-
omy, as well as Federal power, the Western Area Power Adminis-
tration. We have seen where utilities have very effectively jointly
coordinated their systems with those entities.
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So I see the point, concede it, and think it’s something that’s cer-
tainly worth exploring.

Senator SHAHEEN. Chairman Wellinghoff.

Mr. WELLINGHOFF. Yes, Senator, absolutely I believe that we
need to look at multiple ways to own, finance, and develop trans-
mission lines, and that would include cooperatives and municipal
elllltities being co-owners of those lines. I would very much support
that.

Senator SHAHEEN. In the Energy Policy Act of 2005, load-serving
entities were granted long-term transmission rights. Does your
view of Federal transmission policy going forward recognize those
rights?

Mr. WELLINGHOFF. Yes, it absolutely does.

Mr. CLARK. I would concur.

Senator SHAHEEN. To go to the two bills in front of us today, do
you think it’s more cost-efficient and effective to design a trans-
mission grid that only delivers for renewable resources or does it
make more sense as we're looking at the resources we have for the
future to look at all of the challenges affecting us on the grid as
we're thinking about how to design and spend resources for new
transmission?

Mr. WELLINGHOFF. Senator, we certainly need to look at all the
challenges, and I think what these two bills suggest is that we're
not excluding anything. Again, all the transmission planning that
would be underneath this overlay of an extra-high voltage line
that’s intended, again, to address a specific problem. As I indicated
in my testimony, over 300 gigawatts of renewable energy currently
in the queue that can’t get onto transmission lines, that can’t be
developed, is the target of the draft bills. In addition, however, we
can continue to plan for all the other resources, both the distrib-
uted resources at the local level, local renewables in your State and
New England as well, offshore, all that can be planned as well.

I don’t think the two are mutually exclusive in any way. I think
they in fact can be made consistent and harmonious.

Senator SHAHEEN. But let me ask, because I understand the set-
ting up the grid so that it provides for those renewable connections.
As I looked at it, it presented sort of a challenge for us in New
England because we don’t have enough resources or enough poten-
tial energy in the queue to qualify for the amount of energy that
would be needed to have one of those new load centers.

So I'm not sure how we would then be affected by this. Also, as
I look at the design of that grid, there are significant resources on
both coasts with respect to wind and potentially tidal energy that
would not be included at all in that design.

Mr. CLARK. Senator, I appreciate the concern. I think that per-
haps the reason that renewables take on a particular role in this
is under the discussion of a Federal RPS. If there’s going to be a
Federal mandate, then you at least have some rationale for a Fed-
eral role in the siting of these EHV lines that could help meet that
Federal mandate without impacting the underlying system.

The concern I think that State commissioners might have is if
you get beyond that and start incorporating everything into it, then
there can be, as I spoke about before that, mission creep into areas
that we think probably are not needed and could be perhaps harm-
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ful, by moving some of these steps from a more local level up to
the Federal level.

Mr. WELLINGHOFF. Senator, it was never my view or vision that
this extra-high voltage system delivering renewables primarily out
of the Midwest, for example, to the East Coast, would not be able
to take advantage of that same system to deliver the wind energy
off the coasts and the ocean hydrokinetic energy that may be avail-
able to not only load centers on the East, but back into the Mid-
west, Chicago and those areas as well.

So it could potentially go both ways. I don’t see that as a barrier
either. I think we can develop our offshore wind as well as develop
our onshore wind. But what we ought to do is develop the cheapest
things first, and as I understand it the wind in the Midwest, is
much less expensive to develop than, offshore wind.

Senator SHAHEEN. Thank you.

The CHAIRMAN. Senator Corker.

Senator CORKER. Thank you, Mr. Chairman, and thank both of
you for your testimony.

I'm curious as to just an order of magnitude, not necessarily dol-
lars, but what kind of investment would be necessary to deal with
congestion and reliability issues that really strongly affect our en-
ergy security in this country, versus the investment, if you will, to
deal with renewables that is being so discussed here, as far as
causing our country to deal with those basic needs that are so im-
portant for us to function versus adding on renewables? Give me
an order of magnitude of what needs to be invested in our trans-
mission lines?

Mr. CLARK. Senator, I think there’s going to be a speaker who
probably can detail those costs very well, perhaps better than I or
Mr. Chairman. But I think the JCSP, which is the Joint Coordi-
nated System Plan, for at least the interconnect had for renewables
a cost of about $80 billion to meet a 20 percent mandate. Their
baseline study not including that, just using existing resources, I
think was $50 billion.

Senator CORKER. Baseline?

Mr. CLARK. If you didn’t consider a national 20 percent RPS.

Senator CORKER. So $50 billion for the basic needs, $30 billion
for the renewable needs?

Mr. CLARK. I believe so, subject to check.

Mr. WELLINGHOFF. Senator, I would agree with those numbers.
But again, I think you've got a better witness coming up in the
next panel on that.

Senator CORKER. How will the reliability of the grid be affected
with the addition of so much intermittent type of energy, energy
that cannot be used in any way for baseload power?

Mr. WELLINGHOFF. Senator, that’s one of the keystones I think
of this entire planning process. It shouldn’t be affected at all. In
other words, we need to ensure that by putting on variable re-
sources, which would include wind and solar, that there is no deg-
radation in the reliability of the grid.

There are multiple ways to ensure that. One is through addi-
tional storage. Another is through things like demand response and
other load-modifying means. Another wayis through combined cycle
combustion turbine units. So there’s multiple ways to ensure the
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reliability of the grid. Another way, of course, is better sensing on
the grid, better communications on the grid so we can actually
know what’s happening and be able to control it in a much better,
efficient, effective way.

Under the 2005 Energy Policy Act, FERC was given the responsi-
bility to ensure reliability on the grid and we've taken that respon-
sibility and enacted a series of requirements. We have a national
reliability organization, NERC, that in fact oversees reliability on
the grid, and so we will continue to ensure that the grid is reliable,
would ensure that, even with putting these additional resources on
the grid, the interconnect-wide plan was set forth in such a way
that reliability was maintained.

Senator CORKER. One of the avenues that you didn’t mention is
the need for redundance also. That’s the other way you ensure reli-
ability. I'd like to understand from your perspective how much
redundance would be necessary to ensure reliability, just
percentagewise?

Mr. WELLINGHOFF. With respect to redundance, you need a lot
more redundance with large central station plants, a nuclear facil-
ity for example. A 1,000 megawatt nuclear facility, you're going to
need redundance there. In the West, for example, the Palo Verde
unit is the largest contingency on the western interconnection.

If you have multiple wind systems or multiple solar systems,
there’s not as much need for redundancy because ultimately you’re
not going to have all those systems fail at once. You're going to
have, some of them may go out. But if you have one single large
contingency, you have a much higher redundancy requirement.

Senator CORKER. So no percentage?

Mr. WELLINGHOFF. I don’t have a specific percentage for you.
That would take a very large study to determine percentages for
a particular plan.

Senator CORKER. But it would be interesting to know because as
we talk about costs, as you mentioned, with the nuclear component
that is figured into the cost, whereas as we look at the cost here,
the overall cost to the public, the fact is that that redundance is
at a cost that’s probably not going to be calculated in as we move
ahead; is that correct?

Mr. CLARK. Senator, what you raise are excellent points. It’s ac-
tually the type of planning that has to take place from an engineer-
ing standpoint to make sure that it is sound. I would agree with
you, all of the costs need to be considered as we move forward. We
talk about the cost of deliverable power to consumers. You need to
consider the fact that there are intermittent resources.

I would concur with what Chairman Wellinghoff said and would
only add that in the case of wind it does argue for much more geo-
graphically dispersed wind. Wind does not tend to work particu-
larly well if it’s just located in one specific spot, because even in
a State like North Dakota there are days in the summer with very
high load and the wind doesn’t blow. So you need those geographi-
cally dispersed resources to be able to even out the peaks and val-
leys.

Senator CORKER. I know my time is up. Just No. 1 or two, would
you say that taking care of our needs to deal with reliability and
congestion, if you have priorities, is one or two as it relates to deal-
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ing with the renewable component? Which of the two is of highest
priority for our country’s energy security?

Mr. CLARK. Senator, just speaking from my own perspective as
a State commissioner who deals with some of these issues in cases,
reliability paired with cost are always the things that come to the
top of the list.

Senator CORKER. So the basic need would be of highest priority.

Mr. WELLINGHOFF. Certainly, Senator, we’ve been given the di-
rection by Congress that reliability is the top priority.

Senator CORKER. Thank you.

The CHAIRMAN. Senator Cantwell.

Senator CANTWELL. Thank you, Mr. Chairman, and I thank both
of our witnesses.

Mr. Wellinghoff, in the Northwest we’re pretty blessed with al-
ready a centralized planning organization, the Bonneville Power
Administration, and we’ve done quite well on renewables. We've
been able to, using the open season process for electricity, basically
getting rid of the queue and allowing people who put the resources
in to be evaluated up front as a way to get the best projects on line.

But we have gone from a little more than 25 megawatts of wind
10 years ago to more than 1500 megawatts of wind today, and we
expect those figures to double by the end of 2009. That’s how much
we're doing, that wind generation will equal about 30 percent of
BPA’s peak load. That’s quite significant given our hydro history.

So one of the questions I have 1s how do you think that—I'm con-
cerned about the western interconnection process, disrupting what
is already I think kind of a model planning process for the country
with what we already have in the Northwest. So what are your
concerns about the legislative proposal before us and how that
would affect the system?

Mr. WELLINGHOFF. I think Senator Reid’s proposal certainly al-
lows for consideration of what Bonneville has already done and the
successes that you have there. Again, designating a western inter-
connect-wide entity that would include the regional entities as part
of it, would include Bonneville. So their interests would be consid-
ered and those interests would be folded into the overall plan that
would be developed. That would be my expectation, and it would
be folded in in such a way that it would be consistent with, compat-
ible with, and continue to be beneficial for the Northwest. I would
hope and expect that it would in fact do that.

Senator CANTWELL. But with our planning process already work-
ing well and the thought of some maybe $80 million surcharge,
people I think are thinking about the improvements within our re-
gion, not necessarily improvements—I mean, how would that be af-
fected? That would be a very big concern, to think that Northwest
ratepayers would be paying some sort of surcharge for improve-
ments in another planning system.

Mr. WELLINGHOFF. Some part of that $80 million ultimately is
what you’re saying, to improvements that you’re saying you may
not need, given how successful you are.

Senator CANTWELL. I'm actually saying that open season process
has been pretty good and the planning has been very good. I mean,
it’s working. So I think we need to think about what’s working
about that and apply that, is I guess what I'm saying.
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Mr. WELLINGHOFF. Right. I do see that.

I think what’s missing in the Northwest, and I think you’ve hit
on it actually. I had a visit from Steve Wright. What’s missing in
the Northwest is you expect almost 30 percent wind in your sys-
tem, and when you reach 30 percent wind you’re going to have
some difficulties with stability and reliability of the system. I think
an interconnect-wide planning process could help you there, help
you in a way to do things like dynamic scheduling and other things
that will ultimately help you integrate more renewables into your
system.

So I think there is some value that could be added by this proc-
ess, and that value I think could certainly be sufficient to offset
any costs that might come to the Northwest.

Senator CANTWELL. We'll be very mindful of that, because we
think it’s working well for us already. So I think we need in the
Northwest more analysis on that, because wind and hydro go very
well together. They very well tradeoff. When the wind’s not blowing
you can use the hydro system, or you can diversify. So we think
it’s working pretty well, so we’ll have concerns.

But I have another question about distributed generation as
we’re looking at the build-out of the transmission system. Obvi-
ously, distributed generation gives us the ability to do things more
efficiently. I think it’s something like you can eliminate 8 percent
of the energy loss of long distance transmission by just having the
distribution focus on a more regional basis.

So do you think that the process that FERC would undertake
should actually include a thorough analysis of relative life cycle
costs and energy efficiency in making these decisions, so that you
really are looking at distributed generation as an alternative?

Mr. WELLINGHOFF. I think absolutely, and I would again expect
that the interconnect-wide planning processes that were done by
these regional entities that were designated would have to include
distributed generation. Because I think again addressing Senator
Corker’s question with respect to reliability, these distributed re-
sources can enhance reliability for the location-constrained renew-
ables that are brought in.

So we need to do all we can with distributed resources, which
would include the types of things that you're talking about.

Senator CANTWELL. What greater authority would FERC need for
that, if any?

Mr. WELLINGHOFF. No greater authority than suggested in Sen-
ator Reid’s bill or suggested in the bill circulated by Committee
Staff. I don’t think we need any more than that. In fact, now under
our current planning process under Rule 890, where transmission
owner operators are required to do regional transmission planning,
we have specifically directed that those transmission planners look
at not only the supply side, but they look at and consider the de-
mand side in that planning process.

So we’re already doing that today, in essence requiring that
transmission planners look at both sides and fully consider what
are all the demand side options, like distributed resources that
you're discussing should be included in the plan.

Mr. CLARK. Senator, I would only add that I think that your
question does argue again for a very much bottom-up process, be-
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cause just as youre concerned about potentially some Federal
interaction with a process that seems to be working well in the
West, we would be concerned that when you do talk about distrib-
uted generation it’s hard to get much further down into the dis-
tribution network than that, and it would really require the signifi-
cant input of States to help provide that kind of data.

Senator CANTWELL. Thank you. I would just say, Mr. Chairman,
technology is changing so rapidly, that’s why I think that we have
to have an open mind about that aspect of it.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Barrasso.

Senator BARRASSO. Thank you very much, Mr. Chairman.

Thank you for being here. If I could just ask you, Commissioner
Clark. I think one of the things you had said a little earlier was
where you are is where you sit, and in North Dakota, Wyoming is
the largest net exporter of energy in America. We have it all. We
have the coal, the oil, the gas, the wind, the hydro. We have it all.

There is a specific opportunity, a significant opportunity in Wyo-
ming, for the growth in the wind industry. I want to make sure
that my State’s energy resources can serve the needs of others. We
want to make sure that we make American energy as clean as we
can, as fast as we can, without driving up the price to consumers.

I want to make sure that my constituents receive fair treatment
in the process. This gets to the issue we were talking about with
cost allocation. The question that I hear from people around Wyo-
ming is, why should they pay for transmission lines across their
property if the energy is just being shipped to a population center
elsewhere, whether it’s California, whether it’s Nevada?

What are your thoughts on that and how can we make sure that
it’s fair for the consumers who are not utilizing, the people who ac-
tually are not consuming the electricity, but are the areas where
the transmission lines are going in terms of how that payment
works?

Mr. CLARK. Senator, that’s the heart of some very difficult ques-
tions. Now, North Dakota—and I hear from similar constituents to
the ones that you do, who have those questions. At the same time,
there are undeniably some reliability benefits that accrue to the
whole system when there are large-scale transmission projects that
are built. From an economic development standpoint, the State cer-
tainly has an interest in, as I'm sure much as yours does, in having
these transmission lines built. So there is a bit of a cost-benefit
tradeoff that folks need to consider.

I also keep in mind that on some of these cost allocation issues
that, while they’re important and while we need to get the best an-
swer that we can, at the same time transmission continues to be
a relatively small portion of a consumer’s bill. It’s about 10 percent
of the bill compared with everything else about 90 percent.

I do worry that if, as a State and a Nation, we get too hung up
on the cost allocation issues we can hold captive the 90 percent of
the bill that could drive down costs to try to really chase pennies
in the 10 percent of the bill.
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So your concern is very valid and, as I said, there are no easy
answers because each State has a little bit different interest in
these lines.

Senator BARRASSO. The other issue is that, your State, strong
private property rights, as is Wyoming and so many of our western
States. Do you believe that private property owners have a right
to say no to transmission lines on their land, and how do you work
with that?

Mr. CLARK. Senator, as we both indicated earlier, at times there
are appropriate times for eminent domain to be exercised because
there is a greater good that’s needed, whether it’s for roads or
transmission lines or so on and so forth. I think again the thing
that we want to have as much as possible of is that early public
input, and I think that that argues for potentially transmission cor-
ridors, so that there’s not duplicate lines being built across the
landscape. It provides some certainty and hopefully provides early
on in the process public input so that a landowner who just wants
to have a tower footing moved a few hundred feet away from a
windrow or whatever they want to have that moved, has the ability
to access that in a meaningful way and doesn’t feel like they have
to trek to Washington to get that done.

Senator BARRASSO. I guess that goes to the question of the chair-
man, then. Do you agree that using public land in lieu of using
eminent domain should always be the top priority?

Mr. WELLINGHOFF. It certainly is preferable. I can cite for you,
for example, one transmission project that came to FERC that is
going to go from Montana to Mead in southern Nevada, which is
near Las Vegas. I think it’s over 1200 miles. They told me in that
1200 miles there were only 17 landowners. So in the West it’s cer-
tainly very doable and I think it usually is preferable to use the
public lands if possible.

Senator BARRASSO. I think, Mr. Clark, you talked about duplicate
lines and parallel lines. My question is, if we’re talking in some of
these proposals about a certain percentage, 75 percent of the new
generating capacity needed to be renewable—I don’t know how you
can tell where the electrons are coming from, but would it be wise
to include a percentage of what has to go through the line, because
that may cause to have several lines needing to be built when oth-
erwise you could just move it all through a single line.

Mr. CLARK. Senator, I don’t know if percentage is the right way
to go about this or not. But I think that NARUC would certainly
argue that the more narrow and tailored that you can make the
Federal siting authority is better, because it does then delineate
that there may be some national needs that the Federal Govern-
ment is seeking to address, but reserving for State and local au-
thorities those much more sub-regional and local needs.

Senator BARRASSO. Thank you, Mr. Chairman. My time has ex-
pired.

The CHAIRMAN. Senator Dorgan.

Senator DORGAN. Mr. Chairman, thank you very much.

Commissioner Clark, I was chairing another hearing, so I was
unable to be here for your testimony. But I've read your testimony
and I appreciate very much your work and your being with the
committee today.
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Mr. CLARK. Thank you.

Senator DORGAN. If I might make just a couple of comments and
then ask a question. No. 1, it seems to me electrons are color-blind,
so you read and hear about people that want to build a green
transmission line that would host only renewable energy or green
energy. The fact is a transmission line and electrons it seems to me
will carry whatever is put on the line, and electrons are color-blind.

No. 2, it is almost certain that a renewable portfolio standard or
a renewable energy standard will pass this Congress. We’ll have a
heavy debate about that, I say to some of my colleagues, but almost
certainly we will pass a renewable energy standard. If so, we must
have additional transmission capability and connectivity in this
country so that in areas where we produce renewable energy in
particular, we are able to maximize that production and move it.
Otherwise we’ll have stranded renewable energy, and we’re going
to need that renewable energy to meet a renewable energy stand-
ard or a renewable portfolio standard.

In the past 9 years we’ve built 11,000 miles of natural gas pipe-
line and 668 miles of interstate high voltage transmission. That
just describes the dilemma.

So the question to me is not whether we decide to embark on
building additional transmission. The question is how do we do it,
and that brings us to this issue of planning, pricing, and citing.
Chairman Wellinghoff, you’re involved in that from the standpoint
of the Federal Energy Regulatory Commission, and the question of
how much authority you should have or you feel you should have,
and how much authority we should give you. Commissioner Clark,
you're involved with the National Association of Regulatory Utility
Commissioners and from the State authority.

So let me see if I can drill in just a bit on these questions of cit-
ing especially. It seems to me citing is one of the very significant
issues. Commissioner Clark, you've described to us the NARUC
proposition with respect to citing. Does that reflect generally the
view of all of the States or most of the States, or does it reflect your
view? Tell me where you are on these issues?

Mr. CLARK. Thank you, Senator. I appreciate the opportunity to
comment.

Certainly each State has its own views and, as I indicated before,
it’s often where you'’re situated. North Dakota, speaking just from
our perspective, is perhaps a case study in exactly the types of
problems that have occurred with renewable energy development,
in that tremendous wind resource potential, also about as far from
most major metropolitan centers and load as you can get. So North
Dakota has at times been more supportive of a robust Federal role
to help break some of those logjams because, while we’re able to
site lines quite well in North Dakota—in fact, our average siting
process at the commission is probably something like 4 months, 5
months—once it gets to our borders it’s not always as easy. So
we've been at times frustrated.

So strictly speaking from a North Dakota perspective, we can see
some value in having a Federal role with regard to those renew-
ables. But I would say, even from a North Dakota perspective, we
would have a few guiding principles. One is we’d like to have the
first crack at siting those lines, at least within our State. We don’t
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believe that primary jurisdiction should rest with the Federal Gov-
ernment, that people should still have an avenue of relief available
in Bismarck with a local hearing in the county that it’s going, and
so on and so forth.

Even in North Dakota, we would argue that there needs to be
sub-regional planning, that it can’t be a top-down process. So while
I certainly accede to the point that there are different views and
within a State like ours we may wish for a little bit more Federal
action to help break some of those logjams, at the same time we
do see very much a need for this to be a process that starts at the
local level, and then only as a backstop authority goes to Federal
Government.

Senator DORGAN. I'm a very strong supporter of renewable en-
ergy. North Dakota is called the Saudi Arabia of wind, and you
said there are times the wind doesn’t blow. I'm not familiar with
that, but——

[Laughter.]

Senator DORGAN. It is also the case that if we build lines prin-
cipally to unlock stranded energy in, for example, wind energy cor-
ridors or solar and so on, because that’s going to be produced in
many cases far from where it’s needed, it’s also the case that those
same lines will carry and can carry energy that is now locked from
a coal-fired generating plant. Isn’t that the case?

Mr. CLARK. Senator, that’s absolutely true, and in North Dakota
we have a confluence of a number of things that could potentially
be beneficial to the entire country, including not only the wind
portfolio that we’ve talked about, but the fact the twe have a large
coal reserve and it happens to sit geologically in a very favorable
location for carbon capture and sequestration.

Senator DORGAN. Mr. Wellinghoff, you participated in a round-
table meeting I had a while back with all of the stakeholders, in-
cluding NARUC, which was very helpful to me in trying to think
through and plan through this notion of how to address the trans-
nillission issue, because we don’t have a choice. We've got to address
that.

Senator Corker talked about reliability. All these things are a
part of the need to address it. We might have different ways to ad-
dress it, but I think this committee would probably agree that this
is not whether any longer—it’s how.

I think the testimony and the judgments that you have offered
are helpful. The same is true with NARUC and Commissioner
Clark.

Most of us would agree, I think, that if you try to unlock this so
that you have the opportunity to proceed, we want the Federal role
to be as narrow as possible while still allowing the progress that
we know is necessary for the country, because there is a national
interest here. So eminent domain, we agree with I think both of
you that we want all these things to be narrowly constructed, but
constructed in a way that provides us certainty that we’re going to
proceed.

So let me thank both of you for your testimony and the work that
you've done.

The CHAIRMAN. Senator Brownback.

Senator BROWNBACK. Thank you, Mr. Chairman.
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Panelists, I appreciate your comments and your thoughts. It
seems to me that at the core of all this we've got to figure out how
we hold the cost down of electricity to the consumer. At the end
of the day, Commissioner Clark, I think you're probably well aware
of the sensitivity of price of the consumer to all of this. You start
messing with people’s rates, they get real interested real fast, and
real mad.

That’s why I would hope, Chairman Wellinghoff, that we look at
these issues from the standpoint of what it is and how it is that
we do these things in a mixed ratio to the point where we can hold
the costs down the most that we possibly can.

Mr. Clark, you mentioned about your coal reserves in North Da-
kota. You believe you're the Saudi Arabia of wind. We have claimed
that title in Kansas as well, and we believe we’re closer to market,
too, than you are, and we have as many wind resources.

But the need to mix the ratios of electric generation from a coal,
say, fired power plant and wind to hold your overall costs down so
that this is a sustainable national policy is something I presume
you've looked at and are fairly sensitive to. Is that something
you've been considering, on how you mix the renewables with the
non-renewables to hold your costs down and to have the reliability
which is central to the electric grid?

Mr. CLARK. Senator, I think you raise an excellent point. I think
each State commission probably takes those twin goals that I men-
tioned earlier of reliability and cost most seriously of any of the du-
ties that we have. You're exactly right, when rates go up we do
hear from consumers.

In the upper Midwest, we find ourselves, much as I'm sure Kan-
sas does, in the situation where, because our wind resource is so
good, it is quickly becoming a very competitive source of energy. So
we have in the five States that I mentioned earlier where we’re
doing this planning, have assumed that wind will be an important
part of that portfolio.

The thing about wind that differs from other baseload——

Senator BROWNBACK. Because my time is going to run out—but
coal isn’t part of the mix, too, for you?

Mr. CLARK. Oh, in our region coal absolutely is.

Senator BROWNBACK. Because of the price that coal can do and
the reliability that you can mix it?

Mr. CLARK. Absolutely. We are the second most coal dependent
State in the country.

Senator BROWNBACK. We're I think 60 percent coal-fired, from in
many cases depreciated coal-fired power plants. So the electric
rates are very competitive within that. Yet we’re bringing wind in
when we can be competitive with it.

My point in saying that is we’ve got a situation now in my State
where there’s a big debate about building two coal-fired power
plants for electric generation in State and then to market that into
the Front Range in Colorado and on down into Texas at a cheap
rate, that then can build the lines, the power lines into those re-
gions, that I can hook the wind into. Because our problem, like
yours, is getting our wind to market. We've got a lot of it. We've
got to get it to market and the markets are a little bit of a distance
away. To do that you’ve got to have the power grid to do it.
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I just think we’ve got to think a lot smarter about these things,
about how you mix these in so that you have a long-term sustain-
able policy that’s low cost, so that the consumer is seeing those
benefits to that. I would hope that’s being considered, Chairman
Wellinghoff, as you look at these mixes on it, because this is how
we can do this in a sustainable, smart basis over the longer term.

My other point. Chairman Wellinghoff, I had one of my utilities
in the other day and they said, you know, we have enough trouble
getting lines planned through a regional entity, let alone a nation-
wide transmission grid. They don’t see this getting simpler. They
see it getting harder for them if we bring a national entity in. So
you’re going to have that, that to overcome, I think as well as we
look forward on how we're going to be able to get this done, be-
cause they just don’t see the FERC as being able to make this a
1s;impler process on getting the wind and other renewables to mar-

et.

But a final thought here on it is that in some States it’s going
to be cheaper to do renewables than other States. Has there been
given consideration to any sort of offset or trading system within
States, just as some way that you can say, you know, this is going
to be simpler for one State and cheaper for one State than another,
that you could then trade some of those credits back and forth to
help people and not make it so expensive?

Chairman Wellinghoff.

Mr. WELLINGHOFF. I think that argues for a national RPS, what
you're suggesting. Certainly if we had a national RPS then you
could trade the credits back and forth. Right now you can’t, but if
you had a national RPS you could. So that could solve the problem.

Mr. CLARK. Senator, from a North Dakota perspective, we have
been participating with other Midwestern States in developing that
type of green credit trading system.

Senator BROWNBACK. The point, though, would be that you can’t
do it as a way that just raises costs to somebody else, because if
it does then why should they be for it. You're just going to raise
their electric rates and they get nothing different, and I don’t think
that’s sustainable long-term.

The CHAIRMAN. Senator Risch.

Senator RISCH. On these, one of the issues we have in the West
is the environmental issues with environmental groups. No matter
what happens, no matter what kind of an application is made for
use of the land, it is immediately filed by a NEPA lawsuit or one
of those. We have a number of species right now, particularly high
desert species—high desert, of course, in Idaho is where we use a
lot of these corridors for our electrical siting.

Is there any thought about—and these things go on forever. 1
mean, we've got environmental suits that go on—5 years is not un-
heard of at all. You can expect when the prairie chicken or what
have you is involved, you’re going to wind up in a 5-year lawsuit.

Both of you, briefly, what are your thoughts on how we wander
through this with Federal legislation?

Mr. WELLINGHOFF. Senator, going back to the experience FERC
has with respect to gas pipeline projects. Through a coordinated
Federal agency approach where you ultimately have an agency that
coordinates with the other appropriate agencies, whether it be the
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Forest Service or the BLM or the Fish and Wildlife Service, and
with the environmental groups and the other stakeholders, we've
had a great deal of success siting natural gas pipelines, as Senator
Reid indicated in his opening remarks.

So I think these issues can be overcome as long as there is a co-
ordinated approach to looking at the issues and addressing them
through mitigation. We have in most of our proceedings a long list
of mitigation measures that we specify that must be done before
that particular project can move forward, and many of those miti-
gation measures are for the purpose of addressing environmental
issues.

Senator RIsCH. Mr. Chairman, I would, with all due respect, and
I understand you work in a different area than I do, but when I
was Governor and other times our impression in our State is that
the term “Federal coordinated approach” is an oxymoron.

Thank you.

Mr. CLARK. Senator, I would only add that I know in talking
with some of my colleagues from the West they have expressed con-
cern similar to yours, that when there’s discussion about Federal
siting they’ll often state, within our State if the feds would site
quicker then there wouldn’t be any issue, because the State sites
far more quickly than crossing Federal lands.

I know in North Dakota’s case we don’t have nearly as much
Federal land as many other western States, but when I have sited
those cases typically utilities will go to great pains to avoid any
sort of Federal interaction because they don’t want to trip just
those processes that you had mentioned.

Senator RiscH. Mr. Clark, I agree with you. When I was Gov-
ernor I signed a memorandum of understanding for the Northern
Lights Line, which I'm sure you’re familiar with, and they were
doing just that. They were trying to identify corridors where they
could avoid Federal properties. So I think that needs to be ad-
dressed when we get to the end of the line here.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Wyden.

Senator WYDEN. Thank you, Mr. Chairman. I'm late and I apolo-
gize to our witnesses.

But as far as I can tell, what we’re doing here is discussing elec-
tric transmission siting and somehow other considerations, like lig-
uefied natural gas and natural gas pipeline siting, are just going
to be worked out. That is not happening. I think, Mr. Wellinghoff,
you know in our part of the country the natural gas siting process
has just been a disaster. We've got the landowners up in arms
about how they’ve been treated. The State of Oregon doesn’t have
a good thing to say about their participation in the State process.

For the first major project, the Bradwood Landing project, basi-
cally every major participant is now filing to reconsider the deci-
sion. Even NOAA, another Federal agency, has filed to have the de-
cision reconsidered. It’s not just Bradwood. We are seeing this on
other projects. The Palomar one, that I think you’re aware about
as well, that’s supposed to connect to Bradwood by cutting through
the Mount Hood National Forest.

So my sense is we've got to come up with a way to fix this, and
I'm trying to figure out why somebody ought to take comfort in
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making electric transmission siting more like natural gas project
siting, because certainly if you ask people about that in Oregon you
wouldn’t get a lot of support for that.

Mr. Wellinghoff.

Mr. WELLINGHOFF. Thank you, Senator Wyden. I'm not sug-
gesting that transmission siting be more like natural gas siting, in
the sense that the two bills that are being considered here, one by
Senator Reid and the one that the committee staff has circulated,
primarily give the planning, siting, and cost allocation decision to
two interconnect entities, Eastern Interconnect and Western Inter-
connect. I think that’s the appropriate way to do it.

I think Senator Dorgan put his finger on it. What we’re trying
to do here, as I understand it at least, is advance the process of
developing remote renewable energy resources to load centers in
the least intrusive way, in the least way of having some Federal
intervention or Federal oversight in that. I think the two bills that
have been put forward do that. They're different from natural gas.

I hope that we are trying to address your issues with natural gas
in Oregon and I do understand those issues and I am very con-
cerned about them, Senator Wyden, and we are trying to do every-
thing we can to address those issues as best we can.

Senator WYDEN. I know you haven’t been in your current posi-
tion but a couple weeks. I will tell you, I'm still troubled about the
Federal Energy Regulatory Commission having the final say here.
I think that we have not had an experience that has bred a lot of
confidence, and I want this understood that you've really been
reaching out to our State. The problem has been virtually nobody
else has been, and now we’re talking about whether we ought to
transfer a process that has been dysfunctional to Oregonians—and
I could go on through these kind of horror stories. I just have a
minute or so left and I'm going to spare you. But we're going to
need to work with you a lot more before I can approve something
like this, because we have had so many problems.

You can’t get all of these parties in agreement very often. They
are all in agreement that the process with respect to liquefied nat-
ural gas has been a disaster. I'm going to do everything I can to
get this straightened out with respect to liquefied natural gas be-
fore we then leap to say this is the model that we ought to be using
elsewhere.

Again, I want to commend you because I think you have been
reaching out, and you’ve been just about the only person who has,
and we look forward to working with you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Stabenow.

Senator STABENOW. Mr. Chairman, I will pass on questions at
this point in the interest of time. I apologize for coming in and out.
I have three committee meetings I'm trying to be at. I'm looking
forward to the technology that says “Beam me up, Scotty” so I can
be at all three. But I have reviewed the testimony and I appreciate
the witnesses coming in today.

The CHAIRMAN. Senator Murkowski, did you have any other
questions of this panel?

Senator MURKOWSKI. No, thank you.



41

The CHAIRMAN. Thank you both very much. As you can tell from
the attendance of Senators, there is great interest in your testi-
mony. So thank you for being here.

Mr. CLARK. Thank you.

Mr. WELLINGHOFF. Thank you.

The CHAIRMAN. Why don’t we invite the second panel to come
forward. Let me introduce them as they are coming forward. We
have Michael Morris, who is CEO of American Electric Power in
Columbus, Ohio; Graham Edwards, who is with the Midwest ISO
in Carmel, Indiana; James Dickenson with JEA in Jacksonville,
Florida; Reid Detchon, who is with Energy Future Coalition here
in Washington; and also Joseph Welch, and I believe Senator
Stabenow is going to make an introduction of Mr. Welch since he
hails from her home State of Michigan.

Senator STABENOW. Thank you, Mr. Chairman.

I'm so pleased to have Joe Welch here as a part of this panel,
hailing from Michigan. He’s the Director, the President, CEO,
Treasurer, and Founder of ITC, which is the first independently
owned and operated electricity transmission company in the United
States. It’s the only publicly traded company of its kind.

Before launching ITC, Mr. Welch worked at Detroit Edison from
1971 to 2003 and he knows the ins and the outs of the electricity
business and understands well the challenges that the industry
faces in bringing renewable energy to market.

So I welcome you, and I apologize again that I will be running
in and out. But I am so pleased that you're here and that all of
the witnesses are here.

Mr. WELCH. Thank you for those kind words.

The CHAIRMAN. Thank you all for being here. Why don’t we just
follow the same procedure: ask each of you to take about 5 minutes
or so and give us the main points we need to understand about this
issue or about the proposed pieces of legislation, and then we will,
after we hear from all of you, we’ll have a few questions.

Mr. Morris, why don’t you start. Thank you for being here.

STATEMENT OF MICHAEL G. MORRIS, CHAIRMAN, PRESIDENT
AND CHIEF EXECUTIVE OFFICER, AMERICAN ELECTRIC
POWER

Mr. MoORRIS. Thank you, Chairman Bingaman, and Minority
Leader Murkowski and Senators. Thanks for being here.

Senator Stabenow, I know you know that we serve the southwest
corner of Michigan with our Indiana-Michigan, and proud to serve
Kingsport, Tennessee, one of the few non-TVA-regulated utilities in
the great State of Tennessee.

American Electric Power is among the largest utilities in this
country. Most importantly as it comes to this point, we have
300,000 miles of transmission and distribution, 39,000 miles of
extra-high voltage transmission, in fact 2100 miles of EHV trans-
mission 765,000 volt—the largest transmission system in the coun-
try. We serve 10 percent of all the energy that flows in the Eastern
Interconnect, 10 percent of all the energy that flows in ERCOT.

So we feel very happy to be here. We're pleased that the Senate
is finally taking up this most important piece of legislation. Sen-
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ator Bingaman, your leadership here is surely welcomed and we
thank you for that.

The grid was built in a different time for different purposes, and
our company, along with some of our colleagues, have constantly
pushed the concept of making it more reliable, making it more cost
effective, and continuing to add intellect to the grid so that we can
be a self-curing energy delivery system.

Reliability was talked about with the other panel. It’s essential
that we build this system out not only for reliability, but also for
the rationalization of generation across the country. If there’s a
need going forward—and I never have agreed with the EIA num-
bers of 30 percent growth in 30 years; that almost seems impos-
sible. But let’s presume that you need to build 20 power plants in
the United States over the next 20 years. If we truly build an inter-
state highway-like system for the electric transmission, you could
probably build about half of those stations. If they come in at $3
billion a copy, the transmission cost not to build half of them would
be much, much less than the price we would have incurred by
building those systems out.

The concept of bringing renewables into the system, it’s essential
to have this grid. Senator Dorgan, the State utility representative
from North Dakota made it crystal-clear. Tremendous load center,
and we always hear people say, well, that will go all the way to
New Jersey. I doubt that. It might make it as far as the Twin Cit-
ies. But if the grid were built out, demand on the East Coast would
be served by a much less congested system. Customers on the great
eastern seaboard would save more money by a developed grid than
they pay for electricity today or that they would pay for incurring
the costs associated with that.

Your bill and Senator Reid’s bill touch on these issues quite
pointedly. Three issues that you laid out are critical: Planning, it
needs to be more regionalized. It may well be the entire eastern
interface. I worry about how we do that without another layer of
bureaucracy that will get in the way rather than help get this
done.

Siting is essential. You heard the numbers of natural gas. I spent
the first 12 years of my life at American Natural Resources. You
can build an interstate natural gas transmission system, because
the permitting and the cost allocation is done at the FERC. It isn’t
State by State battling over how do we allocate this out. In fact,
your cost allocation concept if we go to regional planning for a na-
tional surcharge, it’s not a bad idea.

We heard numbers this morning of 50 to $80 billion. When you
take that down to a per kilowatt hour cost, it’s a mill on the per
kilowatt hour basis. A $1 billion transmission project yields an an-
nual cost of about $130 million to be recovered from our customers.
If you take the capacity that that could handle, it is in fact less
than one mill added to the overall cost of the utility rate. You're
talking about maybe a quarter a month for the customer’s bill.

The ability of this grid to allow the expansion of the United
States’ ability to serve its own needs, not only in energy security,
reliability, is simply a time that is at hand. The technology’s at
hand. The private equity’s at hand, the willing participants at
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hand. We need just the simplest change to give FERC the author-
ity to site and allocate once the planning is done.

Thank you very much for the opportunity to be here.

[The prepared statement of Mr. Morris follows:]

PREPARED STATEMENT OF MICHAEL G. MORRIS, CHAIRMAN, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, AMERICAN ELECTRIC POWER

Good morning Mr. Chairman and distinguished members of the Senate Com-
mittee on Energy and Natural Resources.

Thank you for holding this hearing and allowing me an opportunity to offer the
views of American Electric Power (AEP) regarding the need’for federal transmission
legislation to facilitate expansion and updating of the nation’s electric transmission
grid to support our nation’s economic, environmental and energy goals.

My name is Mike Morris, and I am the Chairman, President, and Chief Executive
Officer of American Electric Power (AEP). Headquartered in Columbus, Ohio, we
are one of the nation’s largest electricity utilities—with over 38,000 megawatts of
generating capacity—and we serve more than five million retail consumers in 11
states in the Midwest and south central regions of our nation. AEP also owns the
nation’s largest electric transmission system with three Regional Reliability Organi-
zations overseeing our vast system, and we are members of three Regional Trans-
mission Organizations.

The AEP transmission system is a 39,000-mile network, integrating power deliv-
ery across 11 states. Our network includes more than 8,000 miles of extra-
highvoltage (EHV) lines, including a network of 2,100 miles of 765-kilovolt (kV)
transmission lines, which today serves as the backbone of the PJM Interconnection
(PJM) EHV system in the eastern United States, facilitating efficient power flow
within that region. 765 kV is the most efficient voltage class in commercial use
within the United States. While initially designed to provide service to AEP’s native
customers, today it is the foundation of the NM system and, enables PJM to link
to neighboring systems in all geographic directions.

SUMMARY OF AEP’S POSITION ON FEDERAL TRANSMISSION LEGISLATION

I want to thank you for putting before this Committee the issue of federal author-
ization of interstate transmission facilities. This is one of the most important chal-
lenges that must be resolved if we are going to make meaningful progress in ad-
dressing the nation’s future electric energy needs. The President and Congress are
clearly committed to charting a path for our energy future that seeks much greater
energy independence and reliance on renewables, greater economic and energy effi-
ciency, and the integration of constantly evolving new technologies. Critical to en-
suring that future, as you have recognized, Mr. Chairman, is a modem transmission
grid that meets both our near term requirements and our future ambitions for a
cleaner, more reliable and secure energy future.

AEP strongly supports development of an EHV interstate backbone transmission
system. Such a system can significantly improve the reliability and security of the
current grid, permit rapid integration of new energy sources, including renewables,
and support the electrification of the transportation sector with plug-in hybrid vehi-
cles.

Today, the development of interstate transmission lines is slowed by a fragmented
regulatory system that discourages investment in major interstate transmission
projects. We believe that the best solution is to empower the Federal Energy Regu-
latory Commission (FERC) to authorize interstate transmission projects and to con-
vene all interested parties in siting proceedings to ensure that all voices are heard
and that a timely, final decision is made. We also believe that FERC should have
meaningful authority to oversee and ensure the development of an interconnection-
wide plan for EHV transmission and ancillary facilities and that cost allocation
principles should be established that spread these costs broadly, so that no single
customer bears a disproportionate share of costs that will clearly benefit multiple
regions over long periods of time.

With these objectives in mind, I commend the Chairman for his leadership. Your
draft legislation includes the critical elements required to get our modem grid built.
We believe it is exactly the right starting point for fashioning a comprehensive and
workable plan for promoting transmission investment, protecting the rights of inter-
ested parties, and setting us on the path to meeting our nation’s long term energy
goals. I also wish to thank Senator Reid for his leadership and interest in this im-
poatant issue. We are confident that the legislative process will get us to a common
end.
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We very much look forward to working with the Committee and the Congress to
refine these proposals. We also strongly urge you to act quickly, so that we can get
about the business of building the modem transmission system that will ensure the
better energy future that we all desire.

MEETING FUTURE NEEDS BY EXPANDING OUR CURRENT TRANSMISSION SYSTEM

The economic prosperity of the United States relies on the efficient production,
transmission and use of electric energy, today and into the future. The nation’s
transmission grid should enhance reliability and operational efficiency; and support
energy independence and environmental goals, including expanded use of renewable
resources. Unfortunately, our existing system is ill equipped to meet these needs.

Originally designed to connect local generation resources to distribution systems
over small geographic areas (primarily in one state), the grid now integrates re-
sources on a more regional level, over larger areas and among numerous utilities
with a high degree of reliability. The current transmission grid has supported dra-
matic changes in use and demand growth, including the development of wholesale
power markets, without significant investment over the last few decades. But, the
existing grid now is being pushed to its limits; it is frequently overloaded with con-
gestion losses growing dramatically throughout the country, and reliability degraded
during certain times. This both increases the cost of electricity to consumers and
threatens an economy that is increasingly dependent upon reliable electricity serv-
ice. While sound, today’s grid is in need of significant investment if it is going to
play a role in meeting our long term policy objectives.

There is no question that a primary goal in expanding the transmission system
is to enable broad scale integration of renewables—a critical first step on the path
to addressing climate change. In 2008, the United States added 8,358 megawatts
of new renewable wind generating capacity and surpassed Germany, one of the
countries with the highest wind utilization in the world. Yet, our nation has only
begun to harvest the available wind and solar resources within our borders. All
agree that new transmission is the key to unlocking this important resource. But
our current system for permitting new transmission projects just isn’t up to the
task. It takes, on average, only two years to develop a wind project, but many years
to site, permit and build the transmission lines to deliver the wind power to con-
sumers. If we want renewables soon, we need transmission sooner.

While I know there is great excitement around transmission for renewables, I
strongly caution this Committee to remember that our future economic and energy
security requires a commitment to a robust system that meets a number of impor-
tant objectives. Within the past 24 months, our nation has witnessed unprecedented
price volatility in oil and other commodities, major economic turmoil and growing
concern about climate change. Our current situation has increased demands for en-
ergy independence, development of renewable energy resources, and growth for our
economy, all as we seek to produce, transport and consume energy more efficiently.
Through the strategic expansion of the transmission grid, we can address the limita-
tions of our current system, permit the rapid integration of new energy resources,
including renewables, and support the electrification of the transportation sector,
with plug-in hybrid vehicles. In essence, we must build the system that we need for
our future today.

For that reason, we strongly support the development of an EHV interstate back-
bone transmission system. That system would overlay and build upon the existing
EHV and lower voltage infrastructure, relieving major congestion and reduce elec-
tricity costs, improve reliability and provide maximum flexibility for interconnecting
new resources and load, particularly renewables. Accomplishing this goal will re-
quire legislation that clearly supports and facilitates the timely planning, construc-
tion, and equitable sharing of costs for a transmission system that meets these mul-
tiple purposes.

ELEMENTS OF EFFECTIVE TRANSMISSION LEGISLATION

Today’s need for a bold, national commitment to upgrade and expand the elec-
tricity grid is no less compelling than the circumstances that drove the development
of the interstate highway system in the last century. To achieve that goal we need
to create a new federal process that dramatically changes the way we plan, site and
pay for EHV transmission systems. Legislation implementing this federal process
requires three critical components:

e Interconnection-wide Planning—FERC must have the authority to bring to-
gether experts in the field with the representatives of affected states, regional
planners and others to determine what facilities are needed and resolve com-
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peting concerns, so that those implementing the plan know what to build and
where.

e Transmission Siting—FERC must have the authority to approve and site
projects proposed by private companies that are consistent with the interconnec-
tion-wide plan.

e Cost Allocation—FERC must have the authority to allocate the cost to con-
sumers throughout an interconnection for those projects approved by FERC as
consistent with the interconnection-wide plans.

Interconnection-wide Planning

Currently, transmission is planned using a fragmented approach that is unwork-
able for expanding EHV transmission beyond the borders of an existing planning
region. Today, we plan transmission using rigid and often narrow reliability and
economic criteria that vary significantly by region. The result is a line-by-line ap-
proach to transmission development rather than a “system based” approach. To de-
velop an interstate transmission system, we need an open, transparent and widely
participatory planning process that applies broad and strategic views to trans-
mission development.

Transmission Siting

The second piece is a single federal siting process for new EHV transmission.
Today, siting EHV transmission across several states is a difficult and time-con-
suming process that involves affected states, federal land agencies, and local regu-
lators, each with individual authority to disapprove a project. Many state processes
do not recognize or consider regional and inter-regional transmission needs or bene-
fits and may disapprove projects that do not directly benefit their state. With federal
siting authority for EHV projects, FERC would assume responsibility for environ-
mental reviews and would solicit state participation to ensure state input and in-
volvement to resolve the “on the ground” concerns as FERC designates the trans-
mission route. The point is not to exclude the many voices that need to be heard
but to convene them in a single proceeding that will produce a final decision in a
reasonable amount of time.

Cost Allocation

Similar to siting, current methods of allocating the cost of EHV transmission
projects by identifying specific beneficiaries is difficult, contentious and often in-
cludes vigorous attempts to shift and re-shift costs among groups of customers.
Interconnection-wide planning will address national policy objectives and result in
an interstate transmission system that provides benefits across broad regions and
anticipates future needs. Therefore, legislation should include simple and predict-
able cost allocation policies, which ensure that everyone who benefits from the sys-
tem shares in the cost of its development. Wide allocation of cost also will mitigate
the individual rate impact of significant transmission investnents.

Companies like AEP are ready to step up and build a transmission system that
enhances our economy, supports renewable energy investment and enhances energy
security. Today, we are hindered by the outdated patchwork of policies that cur-
rently constrain the development of an interstate grid. Only Congress can address
this predicament.

CONCLUSION

As our country faces unprecedented economic, environmental and national secu-
rity challenges, I urge this Committee and the Congress to seize the opportunity be-
fore them and, using the Chairman’s draft as the framework, to enact the legislation
necessary to build the future transmission system our country requires. I am con-
fident that AEP and our industry stand ready to commit the necessary resources
and talent to plan, site and construct an interstate transmission system necessary
to support our nation’s economic, environmental and energy goals. We strongly urge
you to join Chairman Bingaman to provide the leadership and tools necessary to
complete this undertaking in a timely and coordinated manner.

Again, Chairman Bingaman, thank you for holding these hearings and thank you
for proposing your draft transmission legislation. We look forward to working with
you and your Committee to address the transmission needs of our country—

I am happy to answer questions.

The CHAIRMAN. Thank you very much for your testimony.
Mr. Welch.
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STATEMENT OF JOSEPH L. WELCH, CHAIRMAN, PRESIDENT
AND CEO, ITC HOLDINGS CORPORATION

Mr. WELCH. Good morning, Chairman Bingaman and Ranking
Member Murkowski and members of the committee. As you know,
my name is Joseph Welch and I'm the Chairman and President of
ITC Holdings, the Nation’s first and only independent transmission
company.

As an independent transmission company, ITC is singularly fo-
cused on ownership, operation, maintenance, and construction of
transmission. ITC has been able to maintain its focus on improving
transmission, making it more reliable, more efficient, lowering the
delivered cost of energy and ensuring nondiscriminatory access.
ITC has invested more than $1.1 billion in transmission upgrades
over the last 5 years.

Right now the outdated laws that govern our electricity grid are
standing in the way of America’s energy goals. If Congress is seri-
ous about making renewable resources available, reducing our de-
pendence on foreign oil, meeting renewable energy standards and
addressing climate change and other environmental challenges, we
need to start by modernizing the rules that govern the grid.

Congress must develop a cost allocation methodology for regional
transmission projects that would allow the costs to be allocated
based on the benefits realized by individual entities within regions.

Many of the issues set forth today in the hearings are the symp-
toms of one fundamental issue, the lack of a national energy policy
to guide planning. To plan properly, we need to set forth the goals,
S}1110h as a national RPS, so we can effectively and efficiently meet
them.

Regional transmission planning. ITC is a member of the Midwest
Independent System Operator, MISO. In ITC’s estimation MISO
has established a first-rate technical staff and done a very good job
within the confines of the existing system that has been thrust
upon them to develop consensus around the MISO transmission ex-
pansion plan.

However, the MISO and its peers face significant challenges in
their ability to develop truly regional transmission improvement
plans under the current regulatory framework. It is the endeavor
for the transparent planning process that has ultimately led to the
undue influence of market participants and the subsequent derail-
ment of true regional transmission plans.

There are many challenges of regional planning—voluntary
membership, conflicts of energy markets and transmission plan-
ning, influence of market participants, parochialism of States and
incumbent utilities—which result in sub-optimal and inefficient so-
lutions. We need your help and guidance to change these rules so
we can move to an efficient and effective process.

In order to fix this regional planning issue, we must transform
our current planning process to be independent. Where RTOs do
exist, FERC’s existing authority under Order 890 should be
strengthened. As such, all transmission owners would be required
to pay an assessment to cover the costs of planning that would be
the same regardless of which RTO the utility participates in or if
they are outside of an RTO they would be assigned to the one for
regional transmission planning purposes.
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These new planning-only RTOs would be responsible to devleop
regional transmission plans with an interconnection-wide scope.
We have spent tens of millions of dollars on our current planning
process. We don’t need to throw it away. We just need to make it
independent so that they can do their job.

Federal siting. The FERC should be given a significant role in
transmission siting so that the infrastructure development that is
needed for the good of the entire country can go forward expedi-
tiously. I'm only proposing that the expansion of that authority to
address those regional projects and the systems that are needed to
support them, that they be developed in the regional plan.

For transmission that supports only local needs, that authority
should rightfully stay with the State. FERC can assume responsi-
bility to issue a certificate of need for projects that come through
the more robust planning process. Then the State would be given
an opportunity to site these certified lines and if after 1 year they
fail to do so then FERC should be given that backstop siting au-
thority, so these transmission lines can move forward and be built.

Once the regional planning and siting processes are resolved, the
implementation phase would begin, whereby an independent trans-
mission company would be given responsibility for the overall co-
ordination, development, and operation of the super-regional high
voltage system. All incumbent utilities should be given the oppor-
tunity to be investors in any regional project that passes through
their service territories, but in the end, to ensure no bias in any
operational issues, an independent company needs to be respon-
sible for the overall coordination.

One of the projects that we have put forth is our Green Power
Express transmission line, which would facilitate development of
12,000 megawatts of power from the wind-abundant regions of the
Upper Midwest to Midwestern and Eastern States that need clean
renewable energy. According to independent studies by CRA Inter-
national and the Brattle Group, it shows efficient movement of
wind through the Green Power Express would result in reductions
of 34 million metric tons in annual carbon emissions, which is
equivalent to the annual emissions of about 7 to 9 600-megawatt
coal plants or 9 to 11 million automobiles.

The Green Power Express provides access to high-capacity wind,
which has the result of making wind economically competitive with
all other fuel sources such as coal and nuclear, a fact that is again
supported by independent studies.

We have submitted this plan to MISO for their full evaluation.
However, cost allocation is the major issue that needs to be ad-
dressed for this project.

I would like to thank you very much for my opportunity to be
here today and I'll be willing to take any questions you might have.

[The prepared statement of Mr. Welch follows:]

PREPARED STATEMENT OF JOSEPH L. WELCH, CHAIRMAN, PRESIDENT AND CEO, ITC
HoLDINGS CORPORATION

Good morning Chairman Bingaman, Ranking Member Murkowski, and Members
of the Committee. My name is Joseph L. Welch, and I am chairman, president and
CEO of ITC Holdings Corp. (“ITC”), the nation’s first—and only—independent elec-
tric transmission company. I am honored by the opportunity to speak before you this
morning to offer my perspective on legislation regarding transmission regulation.
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ROLE OF INDEPENDENCE

Before I begin I would like to provide some background as to the significance of
the independent transmission company business model as I believe it is relevant to
today’s discussion. As an independent transmission company, ITC is singularly fo-
cused on ownership, operation, maintenance and construction of transmission facili-
ties as its single line of business. ITC has never invested in generation. All of ITC’s
revenue is directed back to transmission rather than in any market activities. ITC
is novg the eighth largest transmission-owning company in the U.S., in terms of load
served.

“Independence” means that there is de minimis or truly passive ownership by
market participants and that there is minimal operating dependence on, and ongo-
ing relationships or affiliation with, any market participant. To safeguard ITC’s
independence, the company and its employees do not hold any market participant
investments.

Through its independence, ITC has been able to maintain its focus on improving
transmission: making it more reliable, more efficient, lowering the cost and ensuring
nondiscriminatory access. To that end, in its five or so years in existence, ITC has
invested more than $1.1 billion in transmission system upgrades. In essence, the
independent model aligns the interests of the company and its shareholders with
those of electricity consumers.

This is markedly different than a vertically integrated utility that owns genera-
tion and distribution in addition to transmission. In fact, this vertically integrated
utility business model is at the very center for why there has been a 30-year trend
of underinvestment in the grid. That is not to say, however, that lack of independ-
ence will always result in underinvestment. It is more accurate to say that the lack
of independence of a vertically integrated utility may result in transmission being
used as leverage to manipulate markets. As previously alluded to, this can be done
by minimizing transmission system investment in order to maintain levels of con-
gestion needed to protect high-cost generation.

Conversely, a vertically integrated utility with significant generation resources
may want to build transmission as a means to bring its generation to market while
perhaps not providing the same opportunity to other generators. It is for these very
same reasons that the Federal Energy Regulatory Commission (“FERC”) decided to
form independent transmission companies in order to promote the provision of non-
discriminatory access to the grid.

This independence is of particular importance as it relates to decision-making for
field and control room operations, generator interconnections and both local and re-
gional planning. A non-independent transmission owner faces competing interests.
As such, independence from the energy market influence is critical in consideration
to the electric transmission grid; however, the concept of independence should not
be limited to the electric transmission companies. Equally essential is the independ-
ence of any regional planning organization with supporting governance and deci-
sion-making processes established in a manner that do not provide undue oppor-
tunity to thwart transmission development by stakeholders.

OVERVIEW OF LEGISLATIVE ISSUES

Today’s full committee hearing gets at the very heart of the issues facing the elec-
tric utility industry, and specifically to the challenges impeding the construction of
regional transmission. Right now, the outdated laws that govern our electricity grid
are standing in the way of America’s energy goals. If Congress is serious about mak-
ing renewable resources available, reducing our dependence on foreign oil, meeting
renewable energy standards, and addressing climate change and other environ-
mental challenges, they need to start by modernizing the rules that govern the grid.
In other words, due to the historical underinvestment in the nation’s grid, trans-
mission, which should be the enabler, today is the roadblock to renewable resources.

However, I would be remiss if I did not also stress the importance of developing
a cost allocation methodology for regional transmission projects that would allow the
costs to be allocated based on the benefits realized by individual entities within the
region. In fact, cost allocation goes hand in hand with regional planning because
without one, you cannot have the other. ITC believes that the costs for a regional
transmission project should be harmonized across a broad geography in recognition
of the multitude of benefits as well as increased system optionality provided by hav-
ing a robust and highlyinterconnected transmission grid.

Many of the issues set forth in today’s hearing are the symptoms of one funda-
mental problem: the lack of a national energy policy to guide planning. This na-
tional energy policy should clearly define national energy priorities such as the es-
tablishment of a federal renewable portfolio standard and federal regulation of
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greenhouse gas emissions. Having this information codified would greatly enhance
our ability to plan for the regional transmission network that this country needs.

REGIONAL PLANNING UNDER TODAY’S REGULATORY CONSTRUCTS

ITC’s operating companies (Michigan Electric Transmission Company, LLC, ITC
Midwest LLC and International Transmission Company (“ITCTransmission”) are
members of the Midwest Independent Transmission System Operator, Inc. (“Mid-
west ISO”), and in ITC’s estimation the Midwest ISO has established a first rate
technical staff and done a noble job working within the confines of the existing sys-
tem that was thrust upon them to develop consensus around the Midwest ISO
Transmission Expansion Plans. However, the Midwest ISO and its peers face sig-
nificant challenges in their ability to develop truly regional transmission improve-
ment plans under the current regulatory stakeholder framework. It is the endeavor
for a transparent planning process that has ultimately led to the undue influence
of market participants driven by voluntary membership and the subsequent derail-
ment of true regional transmission plans.

The problems that prevent the development of truly regional transmission plans,
however, can be solved by Congress or by the FERC. You may ask: how can it be
said that there is no independent regional transmission planning given all the at-
tention that the FERC has devoted to the creation and governance of Regional
Transmission Organizations (“RTO”) and Independent System Operators (“ISO”)?

Voluntary Membership

The largest challenge that independent planning faces under the current model
is that membership in RTOs, and thus participation in regional planning and cost
sharing, is voluntary. If the regional/public interest and the interest of an individual
member diverge, market participant stakeholders may endorse solutions that are
not optimal for the region but rather satisfy the stakeholders’ individual interests.
If the RTO attempts to impose a solution that is in the regional interest, the stake-
holder may threaten to leave the RTO potentially using membership fees as lever-
age. Additionally, individual states have the potential to leverage the voluntary
membership to pressure its local utilities to leave the RTO if the state does not sup-
port a planned project and its associated cost. Another form of leverage that has
been used by state regulators is the threat of not passing through the cost of a par-
ticular transmission project or the RTO membership fee.

Conflicts of Energy Markets and Transmission Planning

Additionally, another challenge faced by RTOs is related to their respective gov-
ernance structures. Owning responsibility for both planning transmission and run-
ning the energy market may present competing interests. While a utility may want
to join an RTO as a means to participate in the energy market, it will seek ways
to avoid having its transmission system encumbered by any regional planning ef-
forts as shown in the recent FERC order in which the Midwest ISO had requested
that FERC approve the ability of utilities neighboring the Midwest ISO to become
a part of the Midwest ISO energy market without having to join the RTO as a full
member. Ultimately and wisely, FERC denied this request, but the request in itself
is a demonstration of the conflict of interest of having the RTO responsible for both
transmission planning and energy markets.

This conflict of interest often results in RTOs relying on re-dispatch solutions in-
stead of re-enforcing the transmission system. Indeed, one inadvertent byproduct of
LMP markets is that the ability to purchase rights to “buy through” congestion ef-
fectively prevents building the transmission that would avoid the congestion in the
first place. The consequences of doing business this way are evident. To begin,
transmission and distribution losses nearly doubled between 1970 and 2001 (from
5 percent to 9.5 percent) due to heavier utilization and congestion. This is exacer-
bated by the belief that modeling can be done to such a level that all of the benefits
of transmission additions can be accurately calculated.

Influence of Market Participants

The challenges inherent with the existing governance structure and stakeholder
driven planning processes have one notable result—little to no true regional trans-
mission has been planned or built. As alluded to earlier in the discussion of the vol-
untary nature of RTOs, the existing governance structures and stakeholder proc-
esses compromise the RTOs’ ability to independently plan the transmission system
due to the influence of market participants. The regulatory framework permitting
voluntary membership and the ability of market participants to play critical roles
in RTO decision-making, RTOs cannot plan the transmission system from a truly
independent perspective.
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The stakeholder processes to which RTOs are bound, and to which the Commis-
sion continues to defer in Order No. 890, for example, can never be independent be-
cause the “stakeholders,” by definition are operating on behalf of their own needs
and can “vote with their feet”. In fact, several Midwest ISO TOs have submitted
letters of potential withdrawal ostensibly as a means to keep pressure on the RTO
to protect their interests. A truly independent planning entity, under which mem-
bership would be mandatory, would be able to effectively identify needed regional
transmission infrastructure without the threat of incumbent transmission owners
threatening to withdraw from the organization.

The existing stakeholder processes result in transmission planning and related
cost allocation protocols focused on the least common denominator rather than on
developing a robust regional plan with a well-developed regional cost allocation
mechanism. As a result, transmission plans have a narrow scope rather than having
a regional focus, and the corresponding cost allocation protocols are complex and
generally do not promote development of regional transmission.

In addition to categorizing transmission investments in a somewhat arbitrary
fashion (e.g., economic, reliability, transmission service request, generator inter-
connection, etc., each transmission upgrade is viewed as having winners and losers.
Even stakeholders from the same sectors have varying interests. For example, gen-
erators in high cost areas have an incentive to frustrate transmission plans as a
means to maintain existing constraints whereas generators in low cost areas want
to remove existing constraints as a means to broaden their access to markets. Con-
versely, load regions with high costs want to remove the constraints in order to ac-
cess more economic sources of energy while load regions with low costs are incented
to maintain existing constraints as a means to insulate their area from market
prices.

In these cases, some individual state regulators have had a parochial view and
attempted to exert influence over the planning process as a means to optimize con-
ditions for their individual state. This presents a case of competing interests be-
cause national policy issues such as climate change and a focus on environmental
stewardship, energy security, regional reliability and market competitiveness cannot
be addressed state-by-state.

Another example in which individual interests come directly in conflict with re-
gional planning is as it relates to how costs are allocated for a particular project.
As I mentioned earlier in my testimony, regional planning goes hand in hand with
cost allocation. The lack of a cost allocation mechanism can drive sub-optimal re-
gional planning. Direct current (“DC”) is a good technology solution if used in the
proper allocation; however, to some extent it has been applied inappropriately due
to the lack of a cost allocation methodology. DC is generally used to deliver energy
from point A to point B with little opportunity for intermediate on-ramps and off-
ramps. A DC line’s single purpose is to bring power from one location and therefore,
it does not unload the underlying system through the reduction of system congestion
or reduce losses, nor does it not provide network flexibility. This limitation makes
it such that the cost allocation issue is easily answered in this case because there
are only two beneficiaries—the generator and the load. As a result, a difficult ques-
tion is averted at the cost of a sub-optimal plan.

Generator Interconnection Queue

As the demand for the integration of wind and other renewable resources grows,
the ability to effectively develop regional plans to interconnect these resources
where the best source of wind is located is stifled. As shown in the map below,* the
current planning processes within the Midwest ISO do not support the level of de-
mand for the integration of the wind resources in the Upper Midwest, a region with
some of the most efficient wind resources in the United States. According to some
estimates, a new generator would potentially have to wait up to 46 years in the gen-
eration interconnection queue before its project can be studied by the Midwest ISO.
Clearly, reactive planning under the current configuration will not work as a means
to build regional transmission.!

Midwest ISO Generator Interconnection Queue?.

*Graphics have been retained in committee files.

1The Midwest ISO has attempted to address this problem with its proposed Forward Looking
Interconnectlon Project (FLIP) process. The link to the related Midwest ISO whitepaper can be

http://www.midwestmarket.org/publish/Document/

20b78d 11ef44£c9c0 7bfb0a48324a/M1dwest%ZOISO%2ODraft%2OFLIP%2O
Whitepaper%20v2%20020609%20clean.pdf?action=download& property=Attachment

2http:/www.midwestmarket.org/publish/Document/735a38 109988at51a -7f5e0a48324a/
MISO Queue Map.pdf?action=download& property=Attachment
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In sum the fundamental issues facing transmission planning under the current
RTO configuration are directly related to the voluntary nature of RTO membership
and the stakeholder-driven planning process that promotes an undue influence of
market participants in the development of regional plans.

Moving Forward on Regional Planning

The purpose of today’s technical conference is to address regional system planning
as a means to integrate renewable energy. Unfortunately, where we stand today will
not serve as an effective enabler to get the necessary regional transmission built in
support of the nation’s vision of renewable energy.

ITC’s experience as an independent transmission company has given us unique
insight into the value of independence in transmission operations and planning.
This independence should not be limited to the transmission owning entity but
should be extended to regional planning by the RTOs. ITC is not calling for general
mandatory RTO membership; we are calling for mandatory planning. Where RTOs
exist, RTO membership should be mandatory for purposes of transmission planning
and cost allocation. Where RTOs do not exist, FERC’s existing authority under
Order 890 should be strengthened. As such, all transmission owners would then be
required to pay an assessment to cover the costs of planning that would be the same
regardless of which RTO the utility participates in, or if they are outside an RTO,
thereby mitigating the risk of utilities voting with their feet.

The regional planning conducted by RTOs is dictated by the scope of the market
while it should be performed more broadly based on system considerations. RTOs
should have the ability to plan a contiguous region. A broader planning region will
facilitate the kinds of multi-state projects that are needed to deliver renewable re-
sources to load centers and to establish a strong backbone system for the grid. Only
then when we have a robust and flexible regional electric transmission grid that
does not provide discriminatory access to any one party will the U.S. be able to ben-
efit from the vast energy resources available and achieve energy independence.

FEDERAL SITING AUTHORITY

Currently, transmission rates are regulated on a federal level by the FERC, but
siting is regulated by individual states that naturally are focused on benefits to
their respective state, not the region or the nation. For this reason, the building of
significant regional transmission lines is virtually impossible. In many cases, trans-
mission projects are delayed for years through cumbersome state siting processes.
The FERC should be given a more significant role in transmission siting so that in-
frastructure development that is needed for the good of the entire country can go
forward expeditiously.

This can be accomplished in one of two ways. FERC can assume responsibility for
issues a Certification of Need for projects that come through the new, robust plan-
ning process. Under this approach, states would continue to have aut