UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Transmission Planning Process ) Docket No. AD09-8-000
Under Order No. 890 )

COMMENTS OF
CHINOOK POWER TRANSMISSION, LLC
AND ZEPHYR POWER TRANSMISSION, LLC

Chinook Power Transmission, LLC (“Chinook”) and Zephyr Power
Transmission, LLC (“Zephyr”) appreciate the opportunity to submit these
comments in response to the “Notice of Request for Comments” issued in the
above-captioned proceeding by the Federal Energy Regulatory Commission
(“Commission”) on October 8, 2009. Chinook and Zephyr are each developing
high-voltage, direct current (“HVDC”) merchant transmission projects in the
western United States where no regional transmission organizations (“RTOs")
currently operate. During the last four years, Chinook and Zephyr have been
participating in Western Electricity Coordinating Council “WECC”) and other
regional planning processes -- without being required to do so. In fact, Chinook
and Zephyr are merchant transmission projects that are being developed in
response to regional transmission planning studies. Further, Chinook and
Zephyr are each currently conducting open seasons to allocate transmission
capacity. For merchant transmission developers like Chinook and Zephyr,
which are market-driven, an open season represents the culmination of several

transmission planning processes that satisfy many of the Order No. 890



transmission principles and affords all parties a non-discriminatory opportunity
to secure capacity on a merchant line.

Further, because merchant transmission developers, particularly those
located in the West, must necessarily interconnect their transmission facilities
with those of integrated incumbent utilities, which could use transmission
planning processes to impede the development of merchant projects, the
Commission should “level the playing field,” by developing standard
transmission interconnection procedures and a pro forma transmission
interconnection agreement, similar to what the Commission did with generator
interconnection. In the meantime, to provide more immediate guidance to the
marketplace, it would be helpful if the Commission were to convene a technical
conference to provide a forum in which legitimate concerns with transmission
interconnection (commercial, regulatory, and reliability) could be identified,
discussed, and possibly a blue print of “best practices” established.

Other concerns also need to be addressed as the Commission charts a
course for merchant transmission developers through the rules and
requirements of regional transmission planning. To assist the Commission, in
addition to these comments, Chinook and Zephyr submit the following list of
first principles for merchant transmission providers’ involvement in regional

transmission planning.



PRIMARY PRINCIPLES
OF MERCHANT TRANSMISSION PROVIDERS’
INVOLVEMENT IN REGIONAL TRANSMISSION PLANNING

Merchant transmission providers are different from vertically integrated
utilities and should be treated differently for purposes of existing and
new regional transmission planning requirements.

New transmission planning requirements should not harm merchant
transmission projects currently under development.

Regional transmission planning requirements should only apply to
merchant transmission providers that are currently operating under a
Commission-approved Open Access Transmission Tariff (“OATT”) and
then on a limited, case-by-case basis.

Merchant transmission providers should not all be treated the same:
differences are important and merit customized applications, depending
on location, operation within an RTO, length of line, and type of line
(AC/direct current (“DC")).

A successful open season by a merchant transmission provider is not only
substantial evidence that the project is economic and needed, but also
represents the culmination of several processes that satisfy a number of
the Order No. 890 transmission planning principles.

Transmission planning requirements for merchant transmission
providers must recognize and reflect pre-construction capital risks.

Left unchecked, a vertically integrated, incumbent utility’s ability to
recover transmission planning costs and costs associated with negotiating
interconnection agreements can lead to project threatening costs and
delays for a merchant transmission provider.

Like the Large Generator Interconnection Procedures (“LGIP”) and Large
Generator Interconnection  Agreement (“LGIA"), standardized
transmission interconnection procedures and a pro forma transmission
interconnection agreement (including a set of generally accepted
provisions for merchant transmission interconnection) are needed.



l.
DESCRIPTION OF CHINOOK AND ZEPHYR

A. Transmission Project Descriptions

Chinook and Zephyr are each a Delaware limited liability company and
indirect subsidiaries of TransCanada Corporation (“TransCanada’). Neither
Chinook nor Zephyr owns any electric transmission or generation facilities.

Chinook is developing a 1,000-mile, 500 kV, HVDC transmission line that
will originate near Harlowton, Montana, and terminate south of Las Vegas,
Nevada. Zephyr is developing a 1,100-mile, 500 kV HVDC transmission line
originating near Medicine Bow, Wyoming and terminating south of Las Vegas,
Nevada. Each “Project” will be capable of transmitting 3,000 MW and will cost
approximately $3 billion to construct. Converter stations (which will change
alternating-current (“AC”) electricity to direct current and back) are planned to
be located in Montana (for Chinook), Wyoming (for Zephyr), Idaho and Nevada
(for both Projects). The Chinook and Zephyr Projects, which are expected to be
in service by early 2015, will enable the large-scale development of
environmentally attractive renewable generation projects in resource-rich wind
areas of Montana and Wyoming to load centers in the southwestern United
States. Project maps are included as Exhibit A.

B. TransCanada’'s Investment — Five Years and More
than $10 Million

TransCanada (the ultimate parent of Chinook and Zephyr) has been
actively developing HVDC merchant transmission projects in the western

United States for over six years. To date, almost $10 million has been invested



on the initial development of these Projects, including Project route selection,
permitting, engineering, economic evaluation, regulatory consultation, and
commercial development. These costs have been borne by shareholders of
TransCanada.

To briefly recap the work and accomplishment of Chinook and Zephyr,
they have completed their initial project planning and engineering, including,
but not limited to, preliminary line design, tower design, conductor selection,
foundation design, technology assessment and review, and cost estimates. The
preferred routes for the Projects have been selected based on extensive
consultation with applicable federal, state, and county representatives,
including meeting with Federal agencies to utilize existing or proposed corridors
on Federal lands. Chinook and Zephyr have submitted formal right-of-way
applications tothe U.S. Bureau of Land Management and have initiated agency
consultation on environmental compliance, as well as consultation with the
appropriate state and local permitting agencies along the route. Chinook and
Zephyr have presented their plans to construct the Projects in several WECC
fora and formally initiated the WECC regional planning process in February
2009 and completed the process in November 2009. The Projects are also
included in the Northern Tier Transmission Group’s (“NTTG”) Annual Planning
Report and the Southwest Area Transmission regional planning group

(“SWAT”) transmission development maps.



C. Commission Authorization and Arm’s-Length Negotiated
Precedent AgreementsLed to an On-going Open Season

After five years of initial development of the Chinook and Zephyr
Projects, it became abundantly clear that there was a strong need for generation
developers in Montana and Wyoming to link their proposed projects with
distant load and markets in the Southwest. The Commission agreed and on
February 19, 2009 granted Chinook and Zephyr authorization to charge
negotiated rates, including approval (if necessary) to presubscribe a portion of
transmission capacity to an anchor customer.l Subsequently, the Commission
clarified that Chinook and Zephyr need not file OATTs until one year prior to
the commencement of transmission services.2

After receiving negotiated rate authorization, Chinook and Zephyr each
engaged in a months-long, arm’s-length negotiations with commercially
sophisticated renewable generation developers. Those negotiations forged
precedent agreements that are the first of their kind for interstate high-voltage
merchant transmission development; commercially viable, and “state-of-the-

art.” These precedent agreements specifically address the very real and
emerging challenges that the industry faces in moving substantial quantities of
high-quality, remote wind resources to market. As such, Chinook and Zephyr

decided to use these precedent agreements to conduct an open season to allocate

1 Chinook Power Transmission, LLC and Zephyr Power Transmission, LLC,
Docket Nos. ER09-432-000 and ER09-433-000, 126 FERC { 61,134 (2009).

2 Chinook Power Transmission, LLC and Zephyr Power Transmission, LLC,
Docket Nos. ER09-432-001 and ER09-433-001, 128 FERC { 61,074 (2009).



all the capacity on their Projects.3 Thus, open season processes for the Chinook
and Zephyr Projects commenced on October 13, with bids due December 16,
2009.4

D. Next Steps-- Three More Years of Planning and Permitting,
Then Construction

After the completion of the open seasons and the allocation of
transmission capacity to the successful bidders, Chinook, Zephyr, and their
customers will commence a three-year period of additional planning and
permitting. During thistime, it is anticipated that the regulatory phase of each
Project will cost approximately $80 million. During this phase, each Project will
obtain the appropriate local, state and federal permits and approvals, including
those dealing with land use, wildlife, cultural and historic resources; continue
work with the WECC to determine a path-rating and evaluate impacts on the
interconnected transmission systems; negotiate interconnection agreements
with utilities; and conduct detailed engineering and design. Unanticipated
events (e.g., burdensome regional transmission planning requirements and
interconnection negotiations) may result in delays, increased costs, additional

risk, and uncertainty, which could keep these projects from ever being built.

3 The prospective anchor customers were not in a position to execute the
anchor shipper’s precedent agreements in advance of the commencement of the
open seasons. Chinook and Zephyr decided to move forward with their open
seasons after recognizing that there is substantial market interest in the
Projects and that the window of opportunity to develop the Projects is not
indefinite.

4 Additional information on the Chinook and Zephyr Open Seasons can be
obtained at “http://www.transcanada.com/company/zephyr_chinook.html.”



Afterwards, with permits in hand, Chinook and Zephyr will each spend $3

billion to construct each Project.

.
COMMUNICATIONS

All service and correspondence concerning these comments should be sent

tothe following persons:

* John Dunn Carl M. Fink
Project Manager Associate General Counsel
Chinook Power Transmission, LLC * Ellen A. Berman
c/o TransCanada Corporation Senior Counsel
450 1st Street S.W. TransCanada’s U.S. Transmission
Calgary, AB System
Canada T2P 5H1 1400 SW 5th Avenue
(403) 920-5566 (telephone) Portland OR 97201
(403) 920-2340 (facsimile) (503) 833-4000 (telephone)
john_dunn@ranscanada.com (503) 402-4004 (facsimile)

carl_fink@ranscanada.com
ellen_berman@ranscanada.com
*  Steven A. Weiler

Leonard, Street and Deinard

1350 | Street, NW, Suite 800

Washington, DC 20005

(202) 346-6900 (telephone)

(202) 346-6901 (facsimile)

steve.weiler @eonard.com

Individuals designated to receive service pursuant to Rule 2010 of the
Commission’s Rules of Practice and Procedure.s

5 Chinook and Zephyr respectfully request waiver of Rule 2010(k)(1) of the
Commission’s Rules of Practice and Procedure, 18 C.F.R. § 385.2010(k)(1), to the
extent necessary to permit the designation of more than two persons for service
in this proceeding.



1.
BACKGROUND

On February 16, 2007, the Commission issued Order No. 890, which
amended the Commission’s regulations and the pro forma OATT.6 The
Commission expressed its concern that the then existing pro forma OATT
provided an insufficient framework for transmission providers “to plan for the
needs of their network customers and expand their systems to provide service to
point-to-point customers....”” In particular, the Commission noted: “There
also is no requirement that the key assumptions and data that underlie
transmission plans be made available to customers.”8

Accordingly, the Commission in Order No. 890 directed all transmission
providers to develop a transmission planning process that satisfies the following
nine principles: (1) coordination; (2) openness; (3) transparency; (4) information
exchange; (5) comparability; (6) dispute resolution; (7) regional participation;
(8) economic planning studies; and (9) cost allocation for new projects.® In
addition, the Commission also directed the transmission providers to address

the recovery of planning-related costs and then clearly set forth all elements of

6 Preventing Undue Discrimination and Preference in Transmission Service,
Order No. 890, Docket No. RM05-17-000, 72 Fed. Reg. 12,266 (Mar. 15, 2007),
FERC Stats. & Regs. [Reg. Preambles] 1 31,241 (2007) (subsequent history
omitted).

7 1d., FERC Stats & Regs. [Reg. Preambles] 1 31,241 at P 424.
8 1d.
9 Id. at PP 418-602.



the transmission planning process in a new Attachment K to their OATTS so
that customers could be notified of their rights and obligations.10

In 2009, after the transmission providers had filed the required
Attachment K, the Commission’s Staff held a series of regional technical
conferences to provide stakeholders an opportunity to address various aspects of
the planning processes. The Commission’s Staff seeks comments on several
issues raised during the conferences. These comments focus on how merchant
transmission projects should be treated for purposes of regional transmission
planning, in particular, and explains that (1) they should not be required to
participate in the planning process until after the Attachment K in their
respective OATTs become effective and then on a limited, case-by-case basis and
(2) there are other significant barriers to the development of merchant
transmission that must be addressed.

V.
REGIONAL TRANSMISSION PLANNING SHOULD
ONLY APPLY TO A MERCHANT TRANSMISSION PROVIDER
THAT ISCURRENTLY OPERATING
UNDER A COMMISSION-APPROVED OATT AND
THEN ON ALIMITED, CASE-BY-CASE BASIS

TransCanada has been participating in regional and cross-WECC

planning for the last six years. The planning participation occurred without a

rule or regulation requiring participation. That said, regional transmission

planning requirements should only apply to merchant transmission providers

10 See, eg., id. at PP 1649 (requiring “rules, standards, and practices that
significantly affect transmission service be incorporated into a transmission
provider@ OATT”).
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that are currently operating under a Commission-approved OATT and then on a
limited, case-by-case basis. This makes sense. The problem that the
Commission sought to resolve through the regional planning concerned
incumbent transmission providers and the needs of their network and point-to-
point customers. As a result, merchant transmission project developers, which
do not own transmission systems, and have no network or customers, should not
be required to engage in transmission planning.

Moreover, the Commission resolved its concerns with transmission
planning by requiring transmission providers to amend their OATT by
including a new Attachment K. A merchant transmission developer that does
not have a currently effective Commission-approved OATT should not be
required to engage in formal transmission planning. For example, neither
Chinook nor Zephyr holds a Commission-approved OATT.

Even when a merchant transmission project developer has a Commission-
approved OATT in effect during project development, the OATT may not
contain an Attachment K. For example, the Commission recently accepted the
OATT of Wyoming Colorado Intertie, LLC (*"WCI"), but permitted WCI to fileits
Attachment K at least sixty days prior to commercial operation. The rationale
is compelling -- a workable transmission planning process cannot be developed
until after completion of the transmission project, including the interconnection

arrangements.ll At bottom, requiring transmission planning participation

11 Wyoming Colorado Intertie, LLC, Docket No. ER09-834-000, 127 FERC
1 61,125, PP 26, 54 (2009).
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before approval of a new merchant transmission provider’s Attachment K would
be “putting the cart before the horse.”

Furthermore, once a merchant transmission provider’s project is
commercially operational, rote application of transmission planning
requirements would be inappropriate and unproductive. Merchant
transmission providers are different from other transmission providers. The
Commission recognized this when authorizing a new merchant transmission
provider: it “does not have a pre-existing transmission network and does not
have a franchised service territory, and thus does not currently have any end-
use captive customers.”12 In Order No. 890, the Commission explained:

We cannot rely on the self-interest of transmission providers to

expand the grid in a nondiscriminatory manner. Although many

transmission providers have an incentive to expand the grid to

meet their state-imposed obligations to serve, they can have a

disincentive to remedy transmission congestion when doing so

reduces the value of their generation or otherwise stimulates new

entry or greater competition in the area. For example, a

transmission provider does not have an incentive to relieve local

congestion that restricts the output of a competing merchant
generator if doing so will make the transmission provider’'s own
generation less competitive.13

In stark contrast, the Commission has repeatedly recognized that

merchant transmission providers are “market driven."14 A merchant

transmission provider “assumes all market risk associated with its project” and

12 Montana Alberta Tie Line, Ltd., Docket No ER05-764-000, €t al., 116 FERC
1 61,071, P 24 (2006).

13 Order No. 890, FERC Stats. & Regs. § 31,241at P 422.

14 See, e.g., Promoting Transmission Investment through Pricing Reform, Order
No. 679, Docket No. RM06-4-000, 71 Fed. Reg. 43294, FERC Stats. & Regs.
1 31,222, P 262 (2006).
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“will succeed or fail based on whether a market exists for its services; it has no
ability to pass on any costs to captive ratepayers.”’> Against this backdrop, a
merchant transmission developer utilizes an open season to present to the
marketplace a block of transmission expansion capacity and allow all parties a
non-discriminatory opportunity to obtain as much as they need. Thus, it isin
the self-interest of merchant transmission providers to expand the grid in a non-
discriminatory manner.16 Rather than planning to meet market needs, a
merchant transmission provider necessarily responds to market needs and tests
the market by making a block expansion capacity available to the market in an
open season.

The incongruity of transmission planning by merchant transmission
providersis particularly noteworthy when the merchant’s transmission facilities
are comprised of DC lines. A DC line transmits power between two points.
There is no “system”; there is just a line. As such, there are only two different
ways a DC line can build to accommodate new market needs, that is, existing
facilities can either be enlarged (e.g., adding facilities to increase transfer
capability) or extended (i.e., adding a more remote receipt or delivery point).

This DC distinction is further amplified in the case of an HVDC line, as
will be the case with the Chinook and Zephyr Projects. An HVDC line is an

efficient means of moving large quantities of electricity over long

15 WCI, 127 FERC 1 61,125 at P 40.

16 Similarly, the Commission’s concern that a utility’s generation could act as a
disincentive to expanding the transmission grid is simply not applicable to
merchant transmission providers, which typically do not own generation.

13



distances (500 miles or more) due to lower line costs, fewer energy losses, and
smaller towers compared to AC systems. In the case of Chinook and Zephyr,
the Projects will connect several large, new renewable generation projects in
Wyoming and Montana with Southwestern market centers. Thus, any
expansion of the lines will be “driven” by market forces and the development of
new generation resources.1’

Nevertheless, a new merchant transmission provider (particularly one
operating outside an RTO) will likely need to enter into agreements to
coordinate power flows and operations with interconnecting transmission
providers. Thus, to ensure reliability, the coordination and information
exchange between the parties must occur. That said, the full panoply of
regional planning need not and should not be imposed on the merchant
transmission provider.

V.

REGIONAL TRANSMISSION PLANNING CAN IMPOSE
SIGNIFICANT BARRIERSTO THE DEVELOPMENT OF
MERCHANT TRANSMISSION PROJECTS

Formalized regional transmission planning requirements can impose
significant barriers to the development of merchant transmission projects. As
such, the Commission should take appropriate measures to ensure that much

needed transmission projects are encouraged, rather than extinguished by

transmission planning.

17 See, eg., WCI, 127 FERC ¢ 61,125 at P 38 (“merchant transmission
projects. .. play a useful role in expanding competitive generation alternatives
for customers and meeting reliability needs.”).
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A. The Commission Should “Level the Playing Field” by Developing

Standard Transmission Interconnection Procedures and a

Pro Forma Transmission Interconnection Agreement

Merchant transmission developers face significant obstacles in the
western United States, where except in California, transmission, generation
and distribution are still bundled. Western utilities can increase rates and
therefore revenue by adding the costs of new transmission projects to their rate
base. As such, new transmission projects will be built, in large part, to facilitate
therate building ambitions of the vertically integrated utilities.

In order to protect and further their own transmission projects,
incumbent, integrated utilities can exercise market power in subtle ways to
adversely impact merchant transmission initiatives. For example, these
utilities can marshal the physical and economic resources necessary to commit a
merchant transmission developer to costly, time-consuming, and seemingly
never-ending transmission planning, interconnection requirements, and
negotiations.

As a general matter, utilities have well-developed transmission planning
departments, with teams of engineers, analysts, and accountants, each with
specific roles and responsibilities to ensure that all aspects of transmission
planning are properly manned and supported. With years of experience, they

know and understand the rules, in many cases having drafted them. More

15



importantly, investor-owned utilities are allowed to recover the costs of their
transmission planning from ratepayers. Accordingly, these utilities will have a
limitless source of revenue for transmission planning.

Not so for merchant transmission developers, which have no captive
ratepayers and must self-fund all transmission planning and interconnection
activities. Merchant transmission developers are at-risk for all transmission
development costs. As was the case with the Chinook and Zephyr Projects, it
can cost upwards of $10 million just to bring a transmission project to the
marketplace in an open season. Afterwards, tens of millions of dollars must be
spent to obtain the necessary regulatory permits and negotiate the requisite
interconnection agreements. More to the point, a merchant transmission
developer is at risk for every dollar spent on transmission planning and
interconnection. And, the longer the transmission planning lasts, the greater
the costs incurred and the greater the risk that the project will not be
completed. At bottom, incumbent utilities have the resources and financial
backing to outspend and outlast merchant transmission developers and can
pass through these costs totheir incumbent ratepayers.

Cast in this light, a merchant transmission provider's request to
interconnect with the transmission system of an incumbent utility could easily
be bogged down in costly, time-consuming, transmission planning regimens,

which could even prevent the development of new transmission projects. Just a
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few years ago, the Commission faced this very same concern with generation
interconnection. In Order No. 2003, the Commission explained:

Interconnection plays a crucial role in bringing much-needed
generation into the market to meet the growing needs of electricity
customers. Further, relatively unencumbered entry into the
market is necessary for competitive markets. However, requests
for interconnection frequently result in complex, time consuming
technical disputes about interconnection feasibility, cost, and cost
responsibility. This delay undermines the ability of generators to
compete in the market and provides an unfair advantage to
utilities that own both transmission and generation facilities.18

These very same concerns apply with equal force to transmission
interconnection. It follows, then, that the same solution devised by the
Commission in Order No. 2003 should also be utilized to solve the merchant

interconnection dilemma:

The Commission concludes that there is a pressing need for
a single set of procedures for jurisdictional Transmission Providers
and a single, uniformly applicable interconnection agreement for
Large Generators. A standard set of procedures as part of the
OATT for all jurisdictional transmission facilities will minimize
opportunities for undue discrimination and expedite the
development of new generation, while protecting reliability and
ensuring that rates are just and reasonable.1®

In short, to minimize opportunities for undue discrimination and expedite the

development of new transmission projects, the Commission should take this

18 Standardization of Generator Interconnection Agreements and Procedures,
Order No. 2003, Docket No. RM02-1-000, 68 Fed. Reg. 49846 (Aug. 13, 2003),
FERC Stats. & Regs. [Regulation Preambles] T 31,146, P 11 (2003).

19 1d.
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opportunity to initiate a rulemaking proceeding that would develop a uniform
set of transmission interconnection procedures and a proforma transmission
interconnection agreement.

This rulemaking process will take time. To provide more immediate
guidance to the marketplace, Chinook and Zephyr suggest that the Commission
convene a technical conference to provide a forum in which stakeholders
representing a variety of interests could express legitimate concerns with
transmission interconnection, including issues ranging from commercial
considerations to regulatory compliance to reliability requirements. The goal
would be to find consensus on common goals and best practices. With theissues
identified and explained, the Commission or its Staff would be well-positioned
to assess the public policy and legal implications of any competing concerns and
take appropriate action, such as issuance of a Staff white paper or a
Commission policy statement.

WHEREFORE, for the reasons discussed more fully above, Chinook and
Zephyr respectfully suggest that (1) regional transmission planning
requirements should only apply to merchant transmission providers that are
currently operating under a Commission-approved OATT and then on a limited,
case-by-case basis and (2)the Commission should initiate rulemaking

proceedings to develop standard transmission interconnection procedures and a
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pro forma transmission interconnection agreement and, as a interim measure,
convene a technical conference on the issue.

Respectfully submitted,

Steven A. Weller

Carl M. Fink

Associate General Counsel

Ellen A. Berman

Senior Counsel

TransCanada’'s US Transmission System
1400 SW 5th Avenue

Portland OR 97201

(503) 833-4000 (telephone)
(503) 402-4004 (facsimile)
carl_fink@ranscanada.com
ellen_berman@ranscanada.com

Steven A. Weiller

Leonard, Street and Deinard
1350 | Street, N.W., Suite 800
Washington, DC 20005

(202) 346-6900 (telephone)
(202) 346-6901 (facsimile)

Attorneys for
Chinook Power Transmission, LLC and
Zephyr Power Transmission, LLC

16413429
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EXHIBIT A:

CHINOOK AND ZEPHYR PROJECT MAPS
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